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ACCOUNTING

NEWS
BLIND FREDDY – COMMON
ERRORS IN ACCOUNTING FOR
IMPAIRMENT – PART 2A
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 Blind Freddy article, we dealt with errors preparers make by not performing an
impairment test when AASB 136 Impairment of Assets clearly requires impairment testing to be
performed.
While many preparers of financial statements consider the determination of an assets ‘value in use’
(VIU) to involve a great deal of professional judgement, they would be wrong to believe that very
basic ‘Blind Freddy’ errors cannot be made, i.e. where VIU is not determined using the very clear
requirements of AASB 136 Impairment of Assets.
Unfortunately, there are just too many Blind Freddy errors dealing with VIU calculations to deal
with in one article. This month, we deal with ‘Part a’, and include discussion on the following areas
where Blind Freddy VIU errors may occur:
•
•
•
•
•
•
•
•

Not addressing the risks associated with cash flows – quantum and timing
Which method is being used to address the risk of variations with cash flows?
Basis for estimates of future cash flows
Are your cash flow projections consistent with past actual outcomes?
Use of cash flow projections for periods longer than five years
Including cash flows from post Year 5 to the end of the asset’s useful life
Projections of cash inflows from the continuing use of the asset – inflation
Cash flow projections must include outflows of servicing the asset and future overheads that
can be allocated on a reasonable and consistent basis.

IN THIS
EDITION

P1 Blind Freddy – Common errors in
accounting for impairment – Part 2a
P4 New BDO publications
P7 What’s new for 30 June 2016 annual
financial statements?
P9 What’s new for 30 June 2016 half-year
financial statements?
P11 ASIC calls on directors to apply realism
and clarity to 30 June 2016 financial
reports
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 third article in the
2016 series focuses on common errors in
accounting for impairment, specifically
Blind Freddy errors when determining the
recoverable amount using value in use.
We also look at the changes you should
expect in your 30 June 2016 annual or halfyear financial statements.
Lastly, we review ASIC’s focus areas for its
30 June 2016 financial reporting surveillance
programme.
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Not addressing risks associated with cash flows – quantum and timing
AASB 136, paragraph 31 clearly sets out the two steps involved in
determining VIU:
Estimating the value in use of an asset involves the following steps:
a) estimating the future cash inflows and outflows to be derived from
continuing use of the asset and from its ultimate disposal; and
b) applying the appropriate discount rate to those future cash flows.

NET CASH
INFLOW

PROBABILITY

$’000

$’000

Optimum case

7,000

10%

700

Most likely case

6,000

50%

3,000

Conservative budget

5,000

30%

1,500

Worst case

4,000

10%

400

100%

5,600

AASB 136, paragraph 31
This article does not consider complex areas of budgeting cash flows.
Rather, it looks at the clear requirements of the standard that ‘Blind
Freddy’ would be able to recognise.
The following elements shall be reflected in the calculation of an
asset’s value in use:
a) an estimate of the future cash flows the entity expects to derive
from the asset;
b) expectations about possible variations in the amount or timing of
those future cash flows;
c) the time value of money, represented by the current market riskfree rate of interest;
d) the price for bearing the uncertainty inherent in the asset; and
e) other factors, such as illiquidity, that market participants would
reflect in pricing the future cash flows the entity expects to derive
from the asset.
AASB 136, paragraph 30

If Entity A intends to use a discount rate of 7% it should use the weighted
average cash flow forecast of $5,600,000, or it should adjust the discount
rate to reflect the risk of the $6,000,000 forecast cash flow not being
achieved.
Example 2
Entity A prepares a five year cash flow forecast and determines the
weighted average forecast cash flow to be $5,600,000. It predicts that
the potential pattern of cash inflows will be as follows:

AASB 136, paragraph 32 goes onto say that the potential variances in
expected cash flows (both amount and timing) can be reflected either as
adjustments to the future cash flows, or as adjustments to the discount
rate.
Blind Freddy Error 1
A fundamental Blind Freddy error is not to address the risk associated
with forecast net cash flows, both in terms of the quantum of these
cash flows, and the timing of these cash flows.
Example 1
Entity A has the following cash flow predictions:
NET CASH INFLOW

YEAR 1

YEAR 2

YEAR 3

NET
CASH
INFLOW

PROBABILITY
OF TIMING OF
CASH FLOWS

$’000

$’000

$’000

$’000

Optimum case

2,000

3,000

600

5,600

10%

Most likely case

1,500

2,500

1,600

5,600

50%

Conservative
budget

1,000

2,000

2,600

5,600

30%

500

1,500

3,600

5,600

10%

Worst case

AASB 136, paragraph 30 acknowledges that there are uncertainties
associated with the possible variations in the amount and timing of
forecasted cash flows. Specifically the requirement in ‘(b) expectations
about possible variations in the amount or timing of those future cash
flows’ to be included in the VIU model in turn leads to the need for the
VIU calculation to also include ‘(d) the price for bearing the uncertainty
inherent in the asset’.

WEIGHTED
AVERAGE

100%

Entity A determines that its pre-tax discount rate based on weighted
average cost of capital (WACC) is 7% and intends to use a discount rate
of 7% on the most likely forecast timing prediction.
Even though Entity A is using the weighted average cash flow forecast, it
cannot simply use the 7% discount rate unless it makes an adjustment
for the risk associated with the timing of the forecast cash flows.
Which method is being used to address the risk of variations with
cash flows?
The elements identified in paragraph 30(b), (d) and (e) can be reflected
either as adjustments to the future cash flows or as adjustments to
the discount rate. Whichever approach an entity adopts to reflect
expectations about possible variations in the amount or timing of future
cash flows, the result shall be to reflect the expected present value of
the future cash flows, i.e. the weighted average of all possible outcomes.
Appendix A provides additional guidance on the use of present value
techniques in measuring an asset’s value in use.
AASB 136, paragraph 32

PROBABILITY

$’000
Optimum case

7,000

10%

Most likely case

6,000

50%

Conservative budget

5,000

30%

Worst case

4,000

10%
100%

Entity A determines that its pre-tax discount rate based on weighted
average cost of capital (WACC) is 7%, and for the purpose of the VIU
calculation, it will use the most likely cash forecast of $6,000,000.
Error: Entity A has not applied a weighted average adjustment to its cash
flow predictions.

AASB 136, paragraph 32 refers preparers to APPENDIX A of the standard
for guidance on how to reflect the potential variances in amounts and
timing of forecasted cash flows, and the price associated with this risk.
Appendix A sets out two models that can be used:
• Traditional approach or
• Expected cash flow approach.
Under the ‘traditional’ approach, adjustments for AASB 136, paragraph
30 factors, ‘(b) expectations about possible variations in the amount
or timing of those cash flows’, ‘(d) the price for bearing the uncertainty
inherent in the asset’ and ‘(e) other, sometimes unidentifiable, factors
(such as illiquidity) that market participants would reflect in pricing
the future cash flows the entity expects to derive from the asset’, are
embedded in the discount rate.
Under the ‘expected cash flow’ approach, these factors result in
adjustments in arriving at risk-adjusted expected cash flows.
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Blind Freddy Error 2 – Traditional approach
If using the ‘traditional’ approach to determine VIU (cash flows
have not had a weighted average probability applied to them, both
in respect of amount and timing), the discount rate has not been
appropriately adjusted for the price of the risk of uncertainties around
the amount and timing of cash flows.
Blind Freddy Error 3 – Expected value approach
If using the ‘expected value’ approach to determine VIU (discount rate
does not reflect the uncertainties around the amount and timing of
cash flow), an appropriate weighted probability factor has not been
applied to forecast cash flows.
Basis for estimates of future cash flows
Although forecasting cash flows is very much an area of professional
judgement, AASB 136, paragraph 33 sets out very clear requirements
in respect of estimating future cash flows that can lead to some ‘Blind
Freddy’ mistakes, namely:
• Cash flow projections must be based on reasonable and supportable
assumptions
• Cash flow projections must be based on the most recent financial
budgets/forecasts
• Projections shall cover a maximum period of five years
• Projections beyond five years shall apply a steady or declining
growth rate for subsequent years.
In measuring value in use an entity shall:
a) base cash flow projections on reasonable and supportable
assumptions that represent management’s best estimate of the
range of economic conditions that will exist over the remaining
useful life of the asset. Greater weight shall be given to external
evidence.
b) base cash flow projections on the most recent financial budgets/
forecasts approved by management, but shall exclude any
estimated future cash inflows or outflows expected to arise from
future restructurings or from improving or enhancing the asset’s
performance. Projections based on these budgets/forecasts shall
cover a maximum period of five years, unless a longer period can
be justified.
c) estimate cash flow projections beyond the period covered by the
most recent budgets/forecasts by extrapolating the projections
based on the budgets/forecasts using a steady or declining
growth rate for subsequent years, unless an increasing rate
can be justified. This growth rate shall not exceed the long-term
average growth rate for the products, industries, or country or
countries in which the entity operates, or for the market in which
the asset is used, unless a higher rate can be justified.

Are your cash flow projections consistent with past actual
outcomes?
AASB 136, paragraph 34 requires that ‘Management shall ensure that
the assumptions on which its current cash flow projections are based are
consistent with past actual outcomes…’.
Management assesses the reasonableness of the assumptions on
which its current cash flow projections are based by examining the
causes of differences between past cash flow projections and actual
cash flows. Management shall ensure that the assumptions on
which its current cash flow projections are based are consistent with
past actual outcomes, provided the effects of subsequent events or
circumstances that did not exist when those actual cash flows were
generated make this appropriate.
AASB 136, paragraph 34
Example 4
Entity C has the following results and forecasts for the performance of its
CGU X.
2015

2016

2017

2018

2019

Actual

Actual

Budget

Forecast

Forecast

$’000

$’000

$’000

$’000

$’000

Net cash
flow
generated
(consumed)

(100)

(90)

(50)

100

400

VIU forecast
2014

(10)

100

400

500

550

VIU forecast
2015

(10)

100

400

500

The above table demonstrates that Entity C has a history of being
overoptimistic when determining its VIU, with the forecast constantly
being pushed out to future years, despite actual results showing poorer
results than original forecasts. Again, it is unlikely that Company C will
be able to meet the requirements of paragraph 33 for the forecast to be
supportable.
Blind Freddy Errors 5 – Cash flow forecasts
Assumptions on which its current cash flow projections are based are
not consistent with past actual outcomes.

AASB 136, paragraph 33
Example 3
Entity B has the following results and forecasts for the performance of its
CGU X.

Net cash
flow
generated
(consumed)

Blind Freddy Error 4 – Cash flow forecasts
Cash-flow forecasts are not reasonable or supportable.

2015

2016

2017

2018

2019

Actual

Actual

Budget

Forecast

Forecast

$’000

$’000

$’000

$’000

$’000

(100)

(90)

(50)

100

400

It is very common for entities to use ‘hockey stick’ forecasts, whereby the
asset’s performance is always forecast to improve towards the end of the
forecast horizon. It is unlikely that these types of forecasts will meet the
requirements of paragraph 33 for the forecast to be supportable.

Use of cash flow projections for periods longer than five years
AASB 136, paragraph 35 clearly expresses concerns over management
being able to predict over periods greater than five years. It states:
• Detailed, explicit and reliable financial budgets/forecasts of future
cash flows for periods longer than five years are generally not available
• Management should base their estimates of future cash flows on the
most recent budgets/forecasts for a maximum of five years
• Forecasts longer than five years can be used if management are both
confident that these projections are reliable and can demonstrate its
ability, based on past experience, to forecast cash flows accurately
over that longer period.
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Example 5

Net cash flow generated
(consumed)

2017

2018

2019

2020

2021

2022

2023

Forecast

Forecast

Forecast

Forecast

Forecast

Forecast

Forecast

$’000

$’000

$’000

$’000

$’000

$’000

$’000

(10)

10

15

20

30

100

200

Entity D determines its VIU model using the above seven year forecast. The cash flow forecast
shows significant growth in years 6 and 7. This is not in line with the requirements of AASB 136,
paragraph 35.
Blind Freddy Error 6 – Using cash flows beyond five years
Management uses cash flow projections over a period greater than five years and cannot
demonstrate its ability, based on past experience, to forecast cash flows accurately over that
longer period.
Including cash flows from post Year 5 to the end of the asset’s useful life
The restrictions on forecasting cash flows beyond Year 5 does not mean that cash flow forecasts
cannot include the period post year 5 to the end of an asset’s useful life. For example, if a ship is
purchased with an expected commercial life of 15 years, the VIU impairment model would include
cash flows from year 6 to 15, however, the revenue generated from the asset in the forecast period
would be based on extrapolating forecasts made in the short term, using a steady or declining
growth rate.
Example 6
Entity E operates a facility that is forecast to have a 10 year useful life, supplying electricity to the
local grid. The CGU has a carrying value of $6,000,000. Entity E has a risk-adjusted discount rate of
10% and forecast net cash flows are as follows:
Year 1

Year 2

Year 3

Year 4

Year 5

Year 6

Year 7

Year 8

Year 9

Year 10

$’000

$’000

$’000

$’000

$’000

$’000

$’000

$’000

$’000

$’000

Gross cash
flows

1,000

1,000

1,000

1,000

1,000

1,000

1,000

1,000

1,000

1,000

Discounted
cash flows

$909

$826

$751

$683

$621

$564

$513

$466

$424

$385.54

Entity E only uses the first five year’s cash flows and determines the VIU to be $3,791,000 and
records an impairment loss of $2,209,000 ($6,000,000- 3,791,000).
Entity E is wrong to exclude the forecast cash flows from years 6 to 10, which are based on a steady
revenue forecast. The recoverable amount of the asset should be $6,144,570, and no impairment
charge should have been recorded.
Blind Freddy Error 7 – Not using cash flows beyond five years
Projections wrongly exclude cash flows for the asset after Year 5.
Projections of cash inflows from the continuing use of the asset – inflation
AASB 136, paragraph 40 sets out a number of requirements when determining the projected cash
flows.
Estimates of future cash flows and the discount rate reflect consistent assumptions about price
increases attributable to general inflation. Therefore, if the discount rate includes the effect
of price increases attributable to general inflation, future cash flows are estimated in nominal
terms. If the discount rate excludes the effect of price increases attributable to general inflation,
future cash flows are estimated in real terms (but include future specific price increases or
decreases).
AASB 136, paragraph 40

Blind Freddy Error 8
Inflation assumptions in the discount rate are not consistent with the inflation rate used in the
cash flows used in the VIU calculation.

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 The implementation of IFRS
9 requirements by banks, IASB ED 201508 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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Cash flow projections must include outflows of servicing the asset and future overheads that
can be allocated on a reasonable and consistent basis
Projections of cash outflows include those for the day-to-day servicing of the asset as well as
future overheads that can be attributed directly, or allocated on a reasonable and consistent
basis, to the use of the asset.
AASB 136, paragraph 41
Example 7
Entity F operates a manufacturing CGU.
Carrying value is $17,000,000, all support functions (sales, marketing, etc.) are performed by head
office.
Cost of sales represents all direct factory costs, e.g. material, labour, direct overhead, indirect
factory overhead, etc.
The five year budget is as follows:
2017

2018

2019

2020

2021

$’000

$’000

$’000

$’000

$’000

Gross sales

10,000

10,000

10,000

10,000

10,000

Cost of sales

(5000)

(5,000)

(5,000)

(5,000)

(5,000)

Gross profit

5,000

5,000

5,000

5,000

5,000

1,000

1,000

1,000

1,000

1,000

100

100

100

100

100

Support costs
Sales team
HR team
Marketing team

100

100

100

100

100

Support team

200

200

200

200

200

1,400

1,400

1,400

1,400

1,400

Total Overhead

In determining the CGU’s recoverable amount, Entity F uses the profit forecast from the factory and
a discount rate of 10%.
2017

2018

2019

2020

2021

$’000

$’000

$’000

$’000

$’000

Gross sales

10,000

10,000

10,000

10,000

10,000

Cost of sales

(5000)

(5,000)

(5,000)

(5,000)

(5,000)

Gross profit

5,000

5,000

5,000

5,000

5,000

$4,545.45

$4,132.23

$3,756.57

$3,415.07

$3,104.61

10%

Entity F determines that the recoverable amount is $18,953,930 and there is no impairment charge
(carrying value is $17 million).
However, Entity F should have included the cash outflows in respect of the indirect costs associated
with running the operation (support costs) as follows:
2017

2018

2019

2020

2021

$’000

$’000

$’000

$’000

$’000

Gross sales

10,000

10,000

10,000

10,000

10,000

Cost of sales

(5000)

(5,000)

(5,000)

(5,000)

(5,000)

Gross profit

5,000

5,000

5,000

5,000

5,000

Indirect overheads

(1,400)

(1,400)

(1,400)

(1,400)

(1,400)

Net profit

3,600

3,600

3,600

3,600

3,600

$3,272.73

$2,975.21

$2,704.73

$2,458.85

$2,235.32

10%
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The above calculation shows that the recoverable amount is actually $13,646,830, and an
impairment charge of $3,353,170 should have been recognised ($17,000,000- $13,646,830).
Blind Freddy Error 9 – Omitting cash outflows for overheads that can be allocated on a
reasonable and consistent basis
Cash outflows exclude cash outflows from future overheads that can be allocated on a
reasonable and consistent basis, e.g. head office and other support function overheads that are
necessary to service the asset.
Example 8
Entity G operates a manufacturing CGU.
Carrying value is $13,000,000. Entity G bases its VIU calculation on its EBITDA forecast using a 10%
discount rate.

Net profit
10%

2017

2018

2019

2020

2021

$’000

$’000

$’000

$’000

$’000

3,600

3,600

3,600

3,600

3,600

$3,272.73

$2,975.21

$2,704.73

$2,458.85

$2,235.32

Based on the above calculation, Entity G determines the recoverable amount of the CGU to be
$13,646,830 and that no impairment charge should be recognised (carrying value is $13 million).
Entity G has an accounting policy of capitalising all capital expenditure on items over $10,000,
including tooling, etc. Some of these capital items are depreciated (and replaced) over two years.
Cash outflows associated with these short-lived capital items is forecast as follows:

Short-lived capital spend

2017

2018

2019

2020

2021

$’000

$’000

$’000

$’000

$’000

600

500

500

200

100

2017

2018

2019

2020

2021

The correct VIU calculation should be:

$’000

$’000

$’000

$’000

$’000

EBITDA

3,600

3,600

3,600

3,600

3,600

Short-lived capital spend

(600)

(500)

(500)

(200)

(100)

Net cash flow

3,000

3,100

3,100

3,400

3,500

$2,727.27

$2,561.98

$2,329.08

$2,322.25

$2,173.22

10%

The recoverable amount, correctly including the cost of short-lived assets, is $12,113,800, Entity G
should therefore have recognised an impairment charge of $886,200 ($13,000,000-12,113,800).
Blind Freddy Error 10 – Omitting cash outflows for servicing the asset
Cash outflows exclude the cash outflows from day-to-day servicing of the asset because EBITDA
forecasts are used for the basis of a VIU cash flow forecasts. In these situations, relatively shortlived fixed assets can be erroneously excluded from the effective maintenance cash outflows
because their cost (as depreciation/amortisation) is excluded from cash outflow projections.
Next month we will discuss Part 2b – More Blind Freddy errors when determining value in use.
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WHAT’S NEW
FOR 30 JUNE 2016
ANNUAL FINANCIAL
STATEMENTS?
The good news
For 30 June 2016, the good news is that there are no new accounting
standards, and only one small change to AASB 128 Investments in
Associates and Joint Ventures that could impact your 30 June 2016 annual
financial statements for the first time.
The calm before the storm
However, this is just the calm before the storm, with AASB 9 Financial
Instruments and AASB 15 Revenue from Contracts with Customers effective
for your 30 June 2019 annual periods, and AASB 16 Leases effective
for June 2020. In addition, there are numerous changes to existing
accounting standards that are effective from 1 January 2016 which may
impact your 30 June 2017 financial statements.
Next financial year, superannuation entities will be impacted by the
new standard, AASB 1056 Superannuation Entities and public sector
entities will be required to disclose more information about related party
transactions (AASB 2015-6 Extending Related Party Disclosures to Not-forProfit Public Sector Entities).
ASIC continue, as part of their financial reporting surveillance
programme, to focus on disclosures in the financial statements about the
impacts of these standards and amendments that have been issued, but
not yet effective, specifically the impact of the new revenue, leasing and
financial instruments standards (including loan provisioning and hedge
accounting).
What are the changes?
You need to consider the following issues when preparing your 30 June
2016 annual financial statements:
• Financial reporting requirements for Australian groups - Amending
standard AASB 2015-4 Amendments to Australian Accounting
Standards – Financial Reporting Requirements for Australian Groups with
a Foreign Parent
• Amendments to Corporations Regulations 2M.3.03 for remuneration
reports
• New ASIC Legislative Instruments
• The ‘disclosure initiative’
• Not-for-profit entities reporting to the ACNC
• Fair value disclosures for not-for-profit public sector entities.
These are discussed briefly below.
Financial reporting requirements for Australian Groups - Amending
standard AASB 2015-4
AASB 2015-4 is the only amending standard that applies for the first time
to entities with a 30 June 2016 year-end.
This amendment is essentially an Australian ‘housekeeping’ matter that
adds paragraph Aus 17.2 to AASB 128 to clarify, that in order to obtain
an exemption from equity accounting interests in associates and joint
ventures at intermediate levels within a group, the ultimate Australian
entity must apply equity accounting in its own financial statements.
Previously, this exemption was also available if the ultimate foreign entity
applied equity accounting.
The amendment now makes the exemption for consolidation and equity
accounting at intermediate levels in a group consistent. For both equity
accounting and consolidation exemptions, the ultimate Australian entity
must prepare consolidated financial statements, which includes equity
accounting, if required.

Amendments to Corporations Regulations 2M.3.03 for remuneration
reports
When Corporations Regulation 2M.3.03 was first drafted, it
unintentionally required key management personnel (KMPs) to disclose
all of their personal shareholdings, in any company, in the remuneration
report.
As an interim measure, the Australian Securities and Investments
Commission (ASIC) issued Class Order 14/632 to clarify that only shares
held by KMPs in the disclosing entity itself (or its subsidiaries) need be
disclosed. This class order also required the disclosures in relation to the
equity instruments to be separated into each class of equity instrument
because this was omitted when the Regulation was originally drafted.
What changes have been made to the Regulations?
Regulation 2M.3.03 was updated on 16 April 2016 to fix the abovementioned, and other drafting anomalies relating to:
• Shareholdings of KMPs
• Loans to KMPs
• Transactions with KMPs.
Shareholdings - CO 14/632 is no longer required and has been
withdrawn with effect from 16 April 2016. All references in Regulation
2M.3.03 to ‘issuing entity’ have been changed to refer to ‘disclosing
entity or any of its subsidiaries’ to clarify that KMP shareholding
disclosures include only equity instruments issued by the disclosing entity
or its subsidiaries.
Loans - The changes also clarify that the required disclosures about loans
to key management personnel do not include transactions that are in
substance options, including non-recourse loans.
Transactions with KMPs – The superseded wording provided an
exemption from disclosing KMP related party transactions if:
• The transaction occurred within a normal employee, customer or
supplier relationship, on terms no more favourable than those dealing
at arm’s length with an unrelated person, or
• Information about the transaction does not have the potential to
adversely affect the allocation of scarce resources, or
• The transaction is trivial or domestic in nature.
The revised Regulation 2M.3.03 replaces the ‘or’ conditions above with
‘and’. This means that all of the above criteria would need to be met for
the disclosure exemption to apply. This is now consistent with the old
AASB 124 Related Party Disclosures requirement transferred a number of
years ago.
Entities that updated their disclosure templates to exclude KMP
transactions where either one of the above criteria applied, will now need
to revisit all KMP transactions to ensure that they are only omitted if all
three criteria are met. This may result in more KMP transactions being
disclosed than previously.
Action points
The majority of the changes made to the Regulations were previously
incorporated in CO 14/632, however, you will need to ensure that:
• Disclosure about loans to KMPs do not include in substance options
and non-recourse loans, and
• All KMPs transactions have been disclosed unless they are on normal
terms, do not have the potential to adversely affect allocation of
scarce resources, and are trivial or domestic in nature.
New ASIC Corporations Legislative Instruments
ASIC has remade a number of legislative instruments (previously known
as class orders) that affect 30 June 2016 annual financial statements.
ASIC remakes legislative instruments when they expire, or reach their
‘sunset’ date of ten years from commencement date, if it determines
that the legislative instrument remains ‘fit-for-purpose’ (that is effective,
necessary and relevant).
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The following class orders have been remade into legislative instruments,
without making any substantive changes:
Remade Corporates
Legislative
Instrument

Details

Replaces
Class Order

Commencement
date

ASIC Corporations
(Exempt Proprietary
Companies)
Instrument 2015/840

Continuation of
‘grandfathering’
exemption from
lodging financial
statements

CO 05/638

1 October 2015

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

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

CO 05/639

1 October 2015

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

Allows entities to
CO 05/644
disclose balance
sheets showing
financial effect
of an acquisition
or disposal after
reporting date in the
notes to the financial
statements

1 October 2015

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

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

1 April 2016

CO 00/2451
CO06/6
CO 98/104

Changes to rounding class order
ASIC has remade Class Order 98/100 into ASIC Corporations (Rounding
in Financial / Directors’ Reports) Legislative Instrument 2016/191. This
legislative instrument allows rounding in financial statements and
director’s reports for financial years or half-years ending on or after 30
June 2016. ASIC Class Order 98/100 continues to apply to financial years
or half-years that end on or before 29 June 2016.
The re-made legislative instrument has been amended to clarify that
the rounding exemptions only apply to dollar values (i.e. to the nearest
thousand, hundred thousand or million dollars, depending on asset
levels), and not to other amounts quoted in the financial statements (for
example, numbers of shares, or when quantifying other items).
Therefore, Legislative Instrument 2016/191 no longer allows companies
with assets greater than $1 billion to round the following items to the
nearest $1,000 (whereas Class order 98/100 did):
• Corporations Act 2001 - s300(1)(d) – details of options granted
to directors and any of the five most highly remunerated officers
(directors’ report)
• Corporations Act 2001 - s300(11) – directors’ interests in shares and
options of listed companies
• Corporations Act 2001 - s300(12) – directors of responsible entity of
listed schemes – interests in shares and options
• AASB 2 Share-based Payment, paragraphs 44 and 46 (details of
options issued as share-based payments and inputs to the valuation
model).
The re-made Legislative Instrument, however, permits rounding to the
nearest one cent for all entities for amounts disclosed in accordance with
AASB 2, paragraphs 44 and 46.

Summary
In summary, rounding thresholds for dollar disclosures are generally as
follows:
Asset levels

Rounding

$10 million or less

No rounding

More than $10 million to $1 billion

To nearest $1,000

More than $1 billion to $10 billion

To nearest $100,000

More than $10 billion

To nearest $1,000,000

However, all entities may only round to the nearest cent for:
• AASB 2, paragraphs 44 and 46 (details of options issued as sharebased payments and inputs to the valuation model)
• Corporations Act 2001, s300(6)(c) – issue price of options outstanding
at date of the directors’ report
• Corporations Act 2001 – s300(7)(d) and (e) – exercise price of options
exercised during the period.
Entities may only round to the nearest 1/10th of a cent for earnings per
share disclosures under AASB 133 Earnings per Share.
Only entities with assets greater than $1 billion can round the following
items to the nearest thousand dollars (instead of the usual million dollar
threshold):
• Corporations Act 2001 – s300(1)(g), s300(8) and s300(9) – details of
indemnities and insurance premiums
• Corporations Act 2001 – s300(11B) and s300(11C) – details of nonaudit services
• Corporations Act 2001 – s300(13)(a) – details for registered schemes
• Corporations Act 2001 – s300A(1)(c) and s300A(1)(e) – audited
remuneration report information for listed companies
• AASB 2, paragraph 50 (share-based payment expense and cashsettled share-based payment liabilities)
• AASB 1054 Australian Additional Disclosures – auditor’s remuneration
• AASB 124 Related Party Disclosures, paragraph 17 – key management
personnel compensation
• AASB 124, paragraphs 18 and 19 – transactions between related parties.
Entities with assets of $1 billion or less cannot round these items.
Action points
If you apply rounding in your financial statements and your year-end
falls after 29 June 2016 you will need to change the rounding note in
your financial statements and directors’ report to refer to Legislative
Instrument 2016/191 rather than Class Order 98/100. You will also need
to ensure you comply with the amendments made to the legislative
instrument preventing rounding in some instances.
Disclosure initiative
The disclosure initiative is a broad-based project that aims to improve
disclosure in general purpose financial statements. The International
Accounting Standards Board (IASB) has currently completed the
following two disclosure initiative projects and is working on further
projects in this area:
• Amendments to AASB 101 (AASB 2015-2) – effective for periods
beginning on or after 1 January 2016
• Amendments to AASB 107 (AASB 2016-2) – effective for periods
beginning on or after 1 January 2017.
Is there any reason to adopt these changes early?
Our research has shown that, in response to the IASB’s disclosure
initiative project (amendments to AASB 101), over 55% of the ASX 100
made changes to ‘declutter’ and improve disclosure in their financial
statements by 31 December 2015.
In this first suite of changes made to AASB 101, entities are now able to
apply judgement when determining which disclosures to include in their
financial reports. This means that you now have the ability to only include
disclosures that you consider to be either quantitatively or qualitatively
material (or otherwise useful) to users of your financial report.
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While such changes are not mandatory for entities with years ending 30
June 2016, the improvements we have seen in the ASX 100 companies
that have early adopted these amendments have significantly improved
their financial statements because they are now highlighting information
considered to be of high importance to users.

The ACNC also indicated that it will continue its work with the
Government and state and territory regulators to reduce the red tape
burden across the sector, announcing that it will continue to accept
financial reports lodged with state and territory regulators for the 2016
reporting period.

What steps can I take to improve my financial statements?

For further information, refer to our March 2016 Accounting News article
‘ACNC is here to stay’, and our April 2016 Accounting News Article ‘ACNC
transitional reporting continues’.

Remove

• Remove unnecessary accounting policies
• Tailor ‘boilerplate’ wording on accounting
policies to suit client circumstances
• Remove redundant disclosures
• Remove any disclosures duplicated in
multiple places
• Make use of cross references.

Reorder

• Move the accounting policies to the
relevant note
• Move key accounting estimates and
judgements to relevant note
• Move key information to the beginning of
the financial statements.

Re-group

• Group similar information within the same
note
• Group related notes together
• Consider introducing sections to the
financial statements.

Re-emphasise

• Highlight key changes in the financial
statements
• Emphasise key information
• Consider use of non-technical language for
certain disclosures.

Action points
This process will become mandatory for entities with a financial year
commencing on or after 1 January 2016, which means that you will be
required to go through this decluttering process for your 30 June 2017
financial statements. Steps you can start now include:
• Conduct a parallel test run on your 30 June 2016 financial statements
– start thinking about what your 30 June 2017 final product will look
like, and
• Read ED IFRS Practice Statement Application of Materiality to Financial
Statements.
More information
For more information, please refer to Accounting News articles:
• April 2016 – AASB issues Australian amendment for disclosure
initiative on additional cash flow statement disclosures
• February 2016 – More cash flow statement disclosures - Changes to IAS 7
• November 2015 - ‘Decluttering’ your financial statements – The ASX
Top 100 experience
• October 2015 – Decluttering your financial statements – easy starting
point – your accounting policies
• September 2015 - Are your financial statements overweight?
• March 2015 - To disclose or not to disclose - Materiality is the question
• February 2015 – IASB paves the way for ‘decluttering’ financial
statements by finalising amendments to IAS 1.
Not-for-profit entities reporting to the ACNC
On 3 March 2016, the Government announced its decision to retain the
Australian Charities and Investments Commission (ACNC). Therefore, any
charities and not-for-profit entities that are registered with the ACNC will
need continue to meet the reporting obligations of the ACNC and report
to the ACNC for years ending 30 June 2016.

Fair value disclosures for not-for-profit public sector entities
Although not effective until 1 July 2016, we recommend that not-forprofit public sector entities early adopt AASB 2015-7 Amendments to
Australian Accounting Standards – Fair Value Disclosures of Not-for-Profit
Public Sector Entities because it reduces the disclosures about level 3 fair
value assumptions on items of property, plant and equipment for which
future economic benefits are not primarily dependent on the asset’s
ability to generate cash flows (e.g. roads and infrastructure assets such as
for the supply of water).
For further information, refer to our May 2015 Accounting News article
‘Relief for public sector entities from some fair value disclosures’.
More information
For more information please refer to our Financial Reporting Update for
June 2016.

WHAT’S NEW FOR
30 JUNE 2016 HALFYEAR FINANCIAL
STATEMENTS?
There are a number of new and amending standards that are effective for
the first time for 30 June 2016 half-year financial reports. While many of
these amendments focus on specific areas, some of them may result in
significant changes to your 30 June 2016 half-year financial statements.
These include:
• Accounting for the acquisition of joint operations
• Clarification of acceptable methods of depreciation and amortisation
• Equity method in separate financial statements
• Investment entities: applying the consolidation exemption
• Bearer plants
• Annual improvements
• AASB 14 Regulatory Deferral Accounts.
Accounting for the acquisition of joint operations (Amending
standard AASB 2014-3)
As a result of diversity in practice, AASB 11 Joint Arrangements has
been amended by AASB 2014-3 Amendments to Australian Accounting
Standards – Accounting for Acquisitions in Joint Operations to include
guidance on the accounting for an acquisition in a joint operation that
constitutes a business.
If you acquire an interest in a joint operation that is a business, you will
follow the acquisition approach in AASB 3 Business Combinations, as long
as the principles do not conflict with any guidance in AASB 11. This means
that you will recognise:
• Assets and liabilities at your share of the fair values, including your
share of the related deferred tax assets and liabilities
• Acquisition-related costs as expenses in profit or loss, and
• Goodwill as the excess of the consideration over the fair value of the
identifiable net assets acquired.
Action points
Entities only need to apply this amendment prospectively. If you have an
acquisition of joint operations that constitute a business from 1 January
2016, you will need to account for this transaction using the acquisition
method prescribed in AASB 11.
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For more information, refer to our May 2014 Accounting News article
‘Changes to IFRS 11 Joint Operations – Accounting for acquisition of
interests in joint operations’.
Clarification of acceptable methods of depreciation or amortisation –
Amending standard AASB 2014-4
The amendments in AASB 2014-4 Amendments to Australian Accounting
Standards – Clarification of Acceptable Methods of Depreciation and
Amortisation clarify that revenue-based methods of depreciation or
amortisation are generally not appropriate because revenue generated
by an activity that includes the use of an asset generally reflects factors
other than the consumption of the economic benefits embodied in the
asset.
The amendment to AASB 116 Property, Plant and Equipment clarifies
that a revenue-based depreciation model is never permitted for items of
property, plant and equipment because revenue generated by the asset
does not adequately capture the consumption of the economic benefits
embodied within the asset (e.g. consumption of benefit may be reflected
in number of widgets produced rather than the revenue charged for the
widget).
A similar amendment made to AASB 138 Intangible Assets clarifies that
a revenue-based amortisation model is only permitted in very limited
circumstances, including:
• Where an intangible asset is a measure of revenue – for example a toll
road operator may have the right to operate a toll road up until the
point that a certain amount of revenue has been generated, or
• Where revenue and consumption of the economic benefits are highly
correlated – for example where an entity holds a concession to explore
and extract gold from a gold mine that expires when total cumulative
revenue reaches a certain threshold.
Action points
If your accounting policy is to depreciate property, plant and equipment
based on revenue, you need to change this policy from 1 January 2016 to
another acceptable method (e.g. straight line, or units of production) that
is permitted under AASB 116.
If your accounting policy is to amortise an intangible asset using a
revenue-based amortisation model, you will need to assess whether
the intangible asset is a measure of revenue, or if the revenue and the
consumption of the economic benefits are highly correlated. If they are
not, then you need to change this policy to a method acceptable under
AASB 138.
These changes are accounted for as a change in accounting estimate and
are adjusted prospectively.
Equity method in separate financial statements – Amending standard
AASB 2014-9
AASB 2014-9 Amendments to Australian Accounting Standards – Equity
Method in Separate Financial Statements amends AASB 127 Separate
Financial Statements to allow entities to measure their investments in
subsidiaries, associates or joint ventures using the equity method (as
described in AASB 128 Investments in Associates and Joint Ventures) in
their separate financial statements.
AASB 127 previously only allowed entities to measure investments in
subsidiaries, associates or joint ventures at either cost or fair value,
in accordance with AASB 139 Financial Instruments: Recognition and
Measurement (or AASB 9 Financial Instruments, if early adopted).
Action points
When first adopting these amendments on 1 January 2016, you may
choose to continue with your accounting policy to hold your investments
at cost or fair value, or you may choose to adopt the new equity
accounting option, which will result in an increase in investments,
retained earnings and other reserves on transition date.

Investment entities: applying the consolidation exemption –
Amending standard 2015-5
AASB 2015-5 Amendments to Australian Accounting Standards –
Investment Entities: Applying the Consolidation Exception amends AASB 10
Consolidated Financial Statements to clarify a number of different aspects
of accounting for investment entities, as follows:
Intermediate parent entity consolidation exemption
This first amendment exempts an intermediate parent entity from
preparing consolidated financial statements if the:
• Ultimate parent entity prepares consolidated financial statements
that comply with IFRS (including where the ultimate parent entity is
an investment entity that does not consolidate all of its subsidiaries
and instead holds them at fair value), and
• Ultimate parent entity’s financial statements are available for public
use.
Subsidiaries that provide investment-related services
The second amendment clarifies that an investment entity must
consolidate subsidiaries, rather than measure them at fair value through
profit or loss, if they provide investment-related services. Such a
subsidiary will only be consolidated if:
• It is not itself an investment entity, and
• Its main purpose is to provide investment-related services.
Equity accounting investment entities
If you are equity accounting an associate or joint venture that is an
investment entity, you may choose to retain the fair value measurement
applied by the associate or joint venture to its investments in subsidiaries.
This means that no adjustments need to be made to unwind fair value
measurement.
Action points
Consider if you are able to take advantage of the relief provided by these
amendments.
Bearer plants – Amending standard AASB 2014-6
AASB 2014-6 Amendments to Australian Accounting Standards –
Agriculture: Bearer Plants amends AASB 141 Agriculture and significantly
changes the way entities account for bearer plants. The entire plant is
no longer accounted for at fair value with gains and losses reported in
profit or loss, but separated into the bearer plant, and the produce on the
bearer plant.
The produce on the bearer plant remains within the scope of AASB 141
and continues to be accounted for at fair value. The bearer plant itself
now falls within the scope of AASB 116 Property, Plant and Equipment, is
initially measured at cost, and then subsequently accounted for under
either the cost or revaluation model.
What is a bearer plant?
A bearer plant is a living plant that is used in the production process
of agricultural produce, is expected to bear produce for more than one
period and has a remote likelihood of being sold (AASB 141, paragraph
5). This means that entities growing produce for sale on plants such as
grape vines, fruit trees, oil palms or tea bushes will be affected by these
amendments.
Will these amendments impact my profit and loss and balance
sheet?
Bearer plants will be classified as property, plant and equipment under
AASB 116 and measured using the cost or revaluation model. If you
choose the cost model, you will depreciate the cost of the bearer plant
over the life of the asset. If you choose the revaluation model, you will
recognise revaluation gains or losses in other comprehensive income
instead of in profit and loss.
Since the agricultural produce on the bearer plant remains within the
scope of AASB 141, you will continue to recognise the fair value gains and
losses in profit and loss up until the point of harvest.
Action points
Entities with bearer plants need to separate the carrying value of the
bearer plant and the produce on the bearer plant. This process may be
difficult and may require the assistance of specialist valuers.
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The produce on the bearer plant continues to be accounted for under
AASB 141 at fair value with changes in fair value recognised in profit or
loss. The bearer plant will need to be accounted for under either the cost
or revaluation model in accordance with AASB 116.
For more information, please refer to our Accounting News articles:
• July 2014 - IASB approves amendments to accounting for bearer
plants
• August 2013 – Bearer plants no longer at fair value
Annual improvements
As a result of the International Accounting Standards Board’s 2012-2014
annual improvements cycles, AASB 2015-1 Amendments to Australian
Accounting Standards – Annual Improvements to Australian Accounting
Standards – 2012-2014 Cycle includes amendments that apply for the
first time to 30 June 2016 half-years. These changes are not expected to
have a major impact on current practice and are summarised in the table
below:
Standard

Impact of Amendments

AASB 5 Non-current Assets Held for
Sale and Discontinued Operations

If you reclassify an asset/disposal
group from being held for sale
to being held for distribution to
owners, or from being held for
distribution to owners to being held
for sale, this is considered to be the
continuation of the original plan of
disposal.
If an asset ceases to be held for
distribution to owners, the usual AASB
5 requirements for assets that cease to
be classified as held for sale apply.

AASB 7 Financial Instruments:
Disclosures

When disclosing details of transferred
financial assets under AASB 7.42D
to 42G, there will be ‘continuing
involvement’ for a service contract
where the servicing fee is dependent
on the amount or timing of cash flows
collected from the transferred asset.
Offsetting disclosures required by
AASB 7.13A to 13F are not explicitly
required in interim periods but may be
required if significant under AASB 134
Interim Financial Reporting.

AASB 119 Employee Benefits

AASB 134 Interim Financial Reporting

High quality corporate bonds or
national government bonds used to
determine the discount rate must be
denominated in the same currency as
the benefits that will be paid to the
employee.
If the disclosures required by
AASB 134.16A (mandatory interim
disclosures) are included elsewhere
in the interim financial statements
(e.g. management commentary), a
cross-reference is required to where
this information can be found in the
interim financial report.

AASB 14 Regulatory Deferral Accounts
While AASB 14 Regulatory Deferral Accounts is effective for the first time
for 30 June 2016 half-years, it is unlikely to impact any Australian entity
because it only applies to first time IFRS adopters that are conducting
rate-regulated activities and recognise associated assets and liabilities in
accordance with their current national GAAP.
This is an interim standard, pending the outcome of the IASBs
comprehensive project on rate-regulated activities.
More information
For more information please refer to our Financial Reporting Update for
June 2016.

ASIC CALLS ON
DIRECTORS TO APPLY
REALISM AND CLARITY
TO 30 JUNE 2016
FINANCIAL REPORTS
On 2 June 2016 the Australian Securities and Investments Commission
(ASIC) issued Media Release MR 16-174 which outlines its focus areas
for 30 June 2016 financial reports of listed entities and other entities of
public interest with many stakeholders.
‘Directors and auditors should continue to focus on values of assets
and accounting policy choices. We continue to see companies
use unrealistic assumptions in testing the value of assets or that
have applied inappropriate approaches in areas such as revenue
recognition.'
ASIC Commissioner, John Price
Role of directors
In its Media Release, ASIC stresses that even though directors do not need
to be accounting experts, they should seek explanation and professional
advice supporting the accounting treatments chosen. Directors should be
challenging accounting estimates and treatments applied in the financial
report and seeking advice where a treatment does not reflect their
understanding of the substance of an arrangement.
Resources for directors
ASIC has compiled the following Information Sheets to assist directors:
• With their general financial reporting obligations (Information Sheet
183 Directors and financial reporting)
• When considering whether non-financial assets shown in the financial
statements are impaired and reviewing impairment models and
calculations (Information Sheet 203 Impairment of non-financial assets:
Materials for directors).
Our article from June 2015 Accounting News provides a summary of ASIC
Information Sheet 203 and the issues directors should be questioning
when assessing management’s impairment models and calculations.
Not only listed entities
It is important to note that not only listed entities will be affected by
ASIC’s focus areas and its financial reporting surveillance programme,
ASIC continues to review a sizable number of financial reports of private
entities and groups with numerous stakeholders.
ASIC will continue to review the financial reports of proprietary
companies and unlisted public companies based on complaints and other
intelligence.
Material disclosures
ASIC will continue to only focus its review on material disclosures that
are useful to investors and other users of financial reports.
ASIC is encouraging entities to communicate clearly to users of its
financial reports by removing immaterial disclosures from financial
reports that add unnecessary clutter. ASIC will not pursue omission of
any such immaterial disclosures.
Focus areas
ASIC has released seven focus areas that directors, preparers and auditors
of financial statements should be aware of. These are the same as for
December 2015 and include:
• Impairment testing and asset values
• Off-balance sheet arrangements
• Revenue recognition
• Expense deferral
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• Tax accounting
• Disclosure of key estimates and accounting policy judgements
• Disclosure of the impact of new accounting standards.
These are summarised briefly in the table below. We recommend preparers and directors review
these focus areas in detail and pay attention to the reasonableness of assumptions used when
compiling impairment testing calculations and models.
Accounting estimates
Impairment testing and asset values

Recoverability of the carrying amounts of assets such as goodwill,
other intangibles, and property, plant and equipment continues to
be an important area of focus.
Recommend directors to apply the guidance in ASIC Information
Sheet 203 when reviewing management’s impairment models to
ensure:
a) Cash flows and assumptions are reasonable compared to
historical cash flows, economic and market conditions, and
funding costs. Where prior period cash flow projections have
not been met, need to consider whether current assumptions
are reasonable and supportable
b) Discounted cash flows are only used to determine fair value less
costs of disposal (FVLCD) where forecasts and assumptions are
reliable. FVLCD is not a means to use unreliable estimates that
could not be used under a value in use (VIU) model
c) VIU calculations must:
−− Use cash flow estimates that are sufficiently reliable
−− Not use increasing cash flows after five years that exceed
long term average growth rates, and
−− Not include cash flows from restructurings and improving or
enhancing asset performance
d) Cash flows used are matched to carrying values of all assets
that generate those cash flows, including inventories,
receivables and tax balances
e) Different discount rates are used for cash generating units
(CGUs) where the risks are different (e.g. located in different
countries)
f) CGUs are not identified at too high a level, including where
cash inflows for individual assets are not largely independent.
CGUs must not be at a higher level than the operating
segments or at a level higher than that at which goodwill is
monitored for internal management purposes
g) The impairment test in AASB 136 Impairment of Assets is used
for exploration and evaluation assets after technical feasibility
and commercial viability have been demonstrated.
Extractive industries and support services
Given current economic conditions and commodity prices,
directors need to pay attention to asset values in the extractive
industries and those providing support services to extractive
industries.
Inventories
Directors also need to pay attention to the pricing, valuation
and accounting for inventories. This includes focusing on the net
realisable value of inventories which may be affected by possible
technical or commercial obsolescence as well as understanding the
substance of pricing and rebate arrangements.
Financial instruments
Directors should pay attention to values of financial instruments,
particularly where they are not based on quoted prices or
observable market data. This includes the valuation of financial
instruments by financial institutions.

Accounting policy choices
Off-balance sheet arrangements

Directors should review the treatment of off-balance sheet
arrangements, the accounting for joint arrangements and
disclosures relating to structured entities (AASB 10 Consolidated
Financial Statements).

Revenue recognition

Directors should review revenue recognition policies to ensure
that revenue is recognised in accordance with the substance of the
underlying transactions. Revenue should only be recognised when:
• Services to which the revenue relates have been performed
• Control of relevant goods has passed to the buyer
• It has been appropriately allocated to appropriate components
(e.g. sale of goods and provision of services)
• Assets are correctly classified as financial or non-financial
assets, and
• Financial instruments should be appropriately classified and
revenue recognised according to the appropriate class.
Some industries with complex sale and licensing arrangements
and ongoing obligations (e.g. software providers) require careful
consideration to ensure revenue is being recognised appropriately.
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FOR MORE INFORMATION

Accounting policy choices
Expense deferral

Ensure that expenses are only deferred where the item meets the
definition of an asset under Accounting Standards, it is probable
that future economic benefits will arise, and the requirements of
AASB 138 Intangible Assets have meet met, i.e.:
• Start-up costs, training, relocation and research costs have been
expensed, and
• The six strict tests for deferral in paragraph 57 have been met.
Items of income and expense should only be recognised in other
comprehensive income (rather than profit or loss) when specifically
permitted by accounting standards.

Tax accounting

Ensure a proper understanding of both the tax and accounting
treatments, and how differences between the two affect tax assets,
liabilities and expenses.
Consider changes to tax legislation if relevant.
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Ensure disclosures are made for all key areas of uncertainty and
judgment.
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Disclosures should be specific to the assets, liabilities, income and
expenses of the entity.
Disclosure of key assumptions and a sensitivity analysis are
important. These enable users of the financial report to make their
own assessments about the carrying values of the entity’s assets
and risk of impairment given the estimation uncertainty associated
with many asset valuations.

Impact of new accounting standards
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Review the recoverability of deferred tax assets at each reporting
date.
Key disclosures
Estimates and accounting policy
judgements
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At 30 June 2016, preparers of listed entity financial reports should
be particularly mindful to make these disclosures which may
be revealed under the key audit matter disclosures in the new
enhanced audit reports for listed entities for 31 December 2016
year ends.
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Ensure that the impact of the new revenue standard, AASB
15 Revenue from Contracts with Customers, the new financial
instrument standard, AASB 9 Financial Instruments and the new
leases standard AASB 16 Leases on the future financial position and
results are disclosed.
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Example of impacts: How and when revenue can be recognised,
new hedge accounting requirements and loan provisioning
requirements, and lease assets and liabilities that may need to be
recognised.

SYDNEY

PERTH
PHILLIP MURDOCH
Tel +61 8 6382 4716
phillip.murdoch@bdo.com.au

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.
© 2016 BDO Australia Ltd. All rights reserved.

