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ACCOUNTING

NEWS
WHAT’S NEW FOR 30 JUNE 2017 IN THIS
REPORTING SEASON?
EDITION
THE GOOD NEWS
The good news is that while there are several amendments applying for the first time to your June
2017 annual financial statements, most entities will only be impacted by the ‘decluttering’ changes.
Changes impacting specific entity types
Specific types of entities may be impacted by changes to standards and regulations for the first
time at 30 June 2017, including:
• Superannuation entities - AASB 1056 Superannuation Entities
• Agricultural entities – changes to accounting for bearer plants
• Small businesses - the reduction to corporate tax rates from 30 June 2017
• Australian subsidiaries of ‘significant global entities’ - required to lodge general purpose financial
statements with the ATO
• Public sector entities - required to disclose more information about related party transactions
but less information about level 3 fair values.
Other changes
Otherwise, changes included in new standard AASB 14 Regulatory Deferral Accounts and the
other amending standards are transaction/balance specific, and therefore unlikely to impact your
accounts except in specific circumstances.
However, you should note that the Australian Securities and Investments Commission (ASIC),
as part of its financial reporting surveillance programme, continues to focus on particular risk
areas in both listed and unlisted entities, and ‘naming and shaming’ entities required to restate
financial statements as a result of these surveillance enquiries. Our article, ‘ASIC calls on preparers
to focus on the quality of financial information’, includes more details on ASIC’s focus areas for its
surveillance of 30 June 2017 financial statements.
HALF YEARS
For listed entities reporting half-year results at 30 June 2017, there are no new standards that will
impact your interim financial report for the first time, but you may be impacted by the recent
IFRS Interpretations Committee agenda decision on deferred tax liabilities for indefinite-lived
intangibles.
THE CALM BEFORE THE STORM
This is the calm before the storm, with AASB 9 Financial Instruments and AASB 15 Revenue from
Contracts with Customers (including the AASB 2016-3 amendments to AASB 15) effective for the
first time for your 30 June 2019 annual periods, and AASB 16 Leases effective for the first time for
30 June 2020 annual periods. For insurance companies, IFRS 17 Insurance Contracts will impact you
for the first time for 30 June 2022 financial years.

P1 What’s new for 30 June 2017 reporting
season?
P4 New BDO publications
P7 ASIC calls on preparers to focus on the
quality of financial information (focus
areas for 30 June 2017 financial reports)
P9 Blind Freddy – Common errors in
presentation of financial statements –
Part 3
P12 Summary of changes made to
accounting standards for not-for-profit
entities
P13 APRA confirms provisioning approach
when AASB 9 becomes effective
P13 New insurance standard issued
P14 Comments sought on exposure drafts
In this ‘end of financial year’ edition, we
highlight accounting standards and other
regulatory changes that may impact your
30 June 2017 financial reports, as well as
ASIC focus areas for their financial reporting
surveillance on 30 June 2017 financial reports
of listed and other unlisted entities.
We continue our series on ‘Blind Freddy’
common errors, i.e. errors that are so obvious
that even ‘Blind Freddy’ would spot them.
Our twelfth article in the 2016-2017 series is
the third installment, focusing on common
errors when presenting financial statements
under AASB 101 Presentation of Financial
Statements.
We also point you to resources from
the AASB, on how changes are made to
accounting standards for not-for-profit
entities, and from APRA on loan provisioning
under AASB 9.
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ASIC continues, as part of its 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. In its December 2016 Media Release 16-442, ASIC reminds
companies that it expects them to be able to quantify the impacts of
AASB 9 and 15 in their June 2017 annual financial statements where
adjustments for application of the new standards will be made on a fully
retrospective basis.
WHAT ARE THE CHANGES?
You need to consider the following accounting standards, amending
standards and other legislative changes/decisions when preparing your
30 June 2017 annual financial statements:
• Decluttering (AASB 2015-2 Amendments to Australian Accounting
Standards — Disclosure Initiative: Amendments to AASB 101)
• Bearer plants (AASB 2014-6 Amendments to Australian Accounting
Standards — Agriculture: Bearer Plants)
• Accounting for the acquisition of joint operations (AASB 2014-3
Amendments to Australian Accounting Standards — Accounting for
Acquisitions in Joint Operations)
• Clarification of acceptable methods of depreciation or amortisation
(AASB 2014-4 Amendments to Australian Accounting Standards —
Clarification of Acceptable Methods of Depreciation and Amortisation)
• Equity method in separate financial statements (AASB 2014-9
Amendments to Australian Accounting Standards — Equity Method in
Separate Financial Statements)
• Investment entities: applying the consolidation exemption (AASB
2015-5 Amendments to Australian Accounting Standards — Investment
Entities: Applying the Consolidation Exemption)
• Annual improvements (AASB 2015-1 Amendments to Australian
Accounting Standards — Annual Improvements to Australian Accounting
Standards 2012-2014 Cycle)
• AASB 14 Regulatory Deferral Accounts
• Calculation of deferred tax on an indefinite life intangible asset (IFRS
Interpretations Committee agenda decision)
• New ASIC Legislative Instrument for wholly-owned companies
• Significant global entities required to lodge general purpose financial
statements
• Changes to company tax rates for small businesses.

While many of the above accounting standards and amending standards
applied for the first time to entities with years ending 31 December 2016,
this is the first time these standards will apply to entities with an annual
reporting period ending 30 June 2017.
Public sector entities
Public sector entities will also need to consider the following amending
standards which may impact their 30 June 2017 financial statements for
the first time:
• Related party disclosures (AASB 2015-6 Amendments to Australian
Accounting Standards – Extending Related Party Disclosures to Not-forprofit Public Sector Entities)
• Fair value disclosures (AASB 2015-7 Amendments to Australian
Accounting Standards — Fair Value Disclosures of Not-for-Profit Public
Sector Entities)
Superannuation entities
Superannuation entities will need to consider new standard, AASB 1056
Superannuation Entities for the first time at 30 June 2017.
MORE INFORMATION
For more information please refer to our Financial Reporting Update for
June 2017.
DECLUTTERING
As part of the International Accounting Standards Board’s initiative
to improve disclosures in financial statements (Disclosure Initiative),
amendments have been made to AASB 101 Presentation of Financial
Statements to facilitate ‘decluttering’ of financial statements by
allowing preparers to apply judgement when deciding which mandatory
disclosures are relevant to users, and which are not.
Besides full general purpose financial statements, this ‘decluttering
process’ should also be applied to financial statements prepared using the
reduced disclosures, and special purpose financial statements.
For a reminder on how to implement these changes and our ‘4R’ process,
please refer to our November 2016 Accounting News article, Time is
running out to ‘declutter’ your financial statements — 31 December 2016
financial statements must be ‘decluttered’.
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ff Remove unnecessary accounting policies
ff Tailor ‘boilerplate’ wording on accounting policies to suit client
circumstances
REMOVE

ff Remove redundant disclosures
ff Remove any disclosures duplicated in multiple places
ff Make use of cross references.

ff Move the accounting policies to the relevant note
REORDER

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

ff Group similar information within the same note
RE-GROUP

ff Group related notes together
ff Consider introducing sections to the financial statements.

ff Highlight key changes in the financial statements
RE-EMPHASISE

ff Emphasise key information
ff Consider use of non-technical language for certain disclosures.

BEARER PLANTS (AASB 2014-6)
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). Entities growing produce for sale on plants such as grape vines, fruit trees,
oil palms or tea bushes will be affected by these amendments.
AASB 2014-6 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.
Action points
You will need to account for these changes retrospectively in accordance with AASB 108
Accounting Policies, Changes in Accounting Estimates and Errors, however the amendment includes
certain transitional relief, such as being able to revert to the cost model, or using fair values at
transition date as deemed cost.
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.
ACCOUNTING FOR THE ACQUISITION OF JOINT OPERATIONS (AASB 2014-3)
As a result of diversity in practice, AASB 11 Joint Arrangements was amended by AASB 2014-3
to include guidance on the accounting for an acquisition of a joint operation that constitutes a
business.
If an entity acquires an interest in a joint operation that is a business, it will follow the acquisition
approach in AASB 3 Business Combinations, provided the principles do not conflict with any
guidance in AASB 11. This means that the entity will recognise:
• Assets and liabilities as its share of the fair values, including its 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.
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Action points
Entities only need to apply this amendment prospectively. If you acquire a joint operation that
constitutes a business from 1 July 2016, you will need to account for this transaction using the
acquisition method prescribed in AASB 11.
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
(AASB 2014-4)
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. For example, it may be appropriate to depreciate a production machine
based on the number of widgets it produces, but it would not be considered appropriate to
depreciate the production machine based on revenue from the widgets because the entity can sell
the widgets for a range of different prices.
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 current accounting policy is to depreciate property, plant and equipment or amortise
intangible assets based on revenue, you need to assess whether to change this policy from 1 July
2016 to another acceptable method (e.g. straight line, or units of production) that is permitted
under AASB 116 or AASB 138.
Changes to depreciation methods will be accounted for prospectively as changes in an accounting
estimate.
EQUITY METHOD IN SEPARATE FINANCIAL STATEMENTS (AASB 2014-9)
AASB 2014-9 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).
These amendments apply retrospectively.
Action points
When first adopting these amendments, 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 (AASB 2015-5)
These changes clarify a number of different aspects of accounting for investment entities, as
follows:
Intermediate parent entity consolidation exemption
Previously, intermediate entities were relieved from preparing consolidated financial statements
where the ultimate parent prepared consolidated financial statements that complied with IFRS,
which were available for public use.
The first amendment in AASB 2015-5 extends these exemptions where the ultimate parent entity
is an investment entity, and therefore does not prepare consolidated financial statements, instead
measuring investments in subsidiaries at fair value.
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.

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 15 Revenue from
Contracts with Customers - IFRS v US
GAAP Differences (Dec 2016), IFRS
16 Leases (July 2016), IFRS 9 (2014)
Financial Instruments – Classification and
Measurement (April 2015), IFRS 9 Financial
Instruments - Impairment of Financial Assets
(Dec 2014), IFRS 15 Revenue from Contracts
with Customers (Aug 2014) and Hedge
Accounting (IFRS 9 Financial Instruments)
(Jan 2014)
• IFRS in Practice – practical information
about the application of key aspects of
IFRS, including industry specific guidance.
Recent IFRS in Practice include IFRS 16
Leases (March 2017), IFRS 15 Revenue from
Contracts with Customers (Dec 2016), IFRS
15 Revenue from Contracts with Customers
- Transition (July 2016), IFRS 11 Joint
Arrangements (Feb 2016), IFRS 9 Financial
Instruments (Oct 2015), IAS 7 Statement
of Cash Flows (May 2014), Distinguishing
between a business combination and an
asset purchase in the extractives industry
(March 2014), IAS 36 Impairment of Assets
(Dec 2013) and Common Errors in Financial
Statements – Share-based Payment (Dec
2013)
• Comment letters on IFRS standard setting includes BDO comments on various projects
of international standard setters, including
Exposure Drafts and other Discussion
Papers, when it is considered that the issue
is significant to the BDO network and its
clients. Latest comment letters include
IASB ED 2017 02 Prepayment Features with
Negative Compensation, IASB ED 2017-01
Annual Improvements 2015-2017 Cycle,
IASB ED 2016-01 Definition of a Business and
Accounting for Previously Held Interestes Proposed amendments to IFRS 3 and IFRS 11,
IASB ED 2015-08 IFRS Practice Statement:
Application of Materiality to Financial
Statements, IASB ED 2015-3 Conceptual
Framework for Financial Reporting, IASB ED
2015-5 Proposed amendments to IAS 19 and
IFRIC 14, and IASB ED 2015-1 Classification
of Liabilities.
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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.
ANNUAL IMPROVEMENTS (AASB 2015-1)
The International Accounting Standards Board’s 2012-2014 annual improvements in AASB 2015-1 are not
expected to have a major impact on current practice. These 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

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.

AASB 134 Interim Financial
Reporting

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 this
information in the interim financial report

AASB 14 REGULATORY DEFERRAL ACCOUNTS
AASB 14 Regulatory Deferral Accounts is unlikely to impact any Australian entities 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.
CALCULATION OF DEFERRED TAX ON AN INDEFINITE LIFE INTANGIBLE ASSET
At its November 2016 meeting, the IFRS Interpretations Committee clarified, for the purpose of calculating
deferred tax, how an entity should determine the expected manner of recovery of an intangible asset that has an
indefinite useful life. Diversity exists in practice on how entities account for this Deferred Tax Liability (DTL).
As part of the Committee’s analysis of this issue, it noted that the existing guidance in IFRS is clear that the
deferred tax on an intangible asset with an indefinite life should be calculated based on how the entity expects
to recover the asset, i.e. either through use or through sale.
In our view, if the adjustment to recognise a DTL on an indefinite-lived intangible asset (not previously
recognised) is made in the first annual reporting period ending after November 2016, you can change
your accounting policy and retrospectively restate your financial statements in accordance with AASB 108
Accounting Policies, Changes in Accounting Estimates and Errors. However, if you do not make the adjustment in
the first annual reporting period after November 2016, you will need to recognise the adjustment as an error in
accordance with AASB 108.
Simple example
During the current financial year, Company A purchased Company B’s business, including all of its operations,
stores and brand names which it intends to use. This transaction meets the definition of a business combination
under AASB 3 Business Combinations.
As part of the purchase price allocation, brand names are assigned a fair value of $500 million.
The carrying amount of the brand name in the books of Company B (acquiree) is NIL.
The tax base of the brand name is NIL if used, and $500 million if sold.
The brand names are considered to have an indefinite life under AASB 138 Intangible Assets.
Company A has a 30 June 2017 year end.
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Company A should recognise a DTL for the brand name because there is no exemption in AASB 112
Income Taxes for recognising DTLs that arise from assessable temporary differences on a business
combination.
If Company A had not recognised the DTL for the brand name that will be recovered through
use, then the journal entry to record the deferred tax liability would be (assuming goodwill is not
impaired):
Dr

Goodwill

Cr

Deferred tax liability

$150 million
$150 million

30% of ($500 million less NIL tax base)
However, if Company A intended to hold the business short term, and then sell the business and
brand name, it should instead recognise the DTL using the tax base on sale of the asset.
Action points
If you have indefinite-lived intangible assets on your balance sheet from a previous business
combination, consider if you have correctly recognised a DTL as part of the business combination
accounting. If not, you will need to recognise a DTL based on your expected manner of recovery
(i.e. through use or through sale), and retrospectively recognise this liability in your 30 June 2017
financial statements.
NEW ASIC LEGISLATIVE INSTRUMENT FOR WHOLLY OWNED COMPANIES
ASIC Legislative instrument 2016/785 provides wholly-owned entities party to a deed of cross
guarantee with relief from the requirement to prepare, have audited and lodge financial statements
with ASIC, provided certain conditions are met.
This instrument replaces Class Order 98/1418, and was re-made substantially unaltered because it
was operating effectively.
Action points
Although the disclosure requirements in the financial statements remain largely unchanged, you
will need to update the reference in your financial statements and directors’ declaration from CO
98/1418 to Legislative Instrument 2016/785.
SIGNIFICANT GLOBAL ENTITIES REQUIRED TO LODGE GENERAL PURPOSE FINANCIAL
STATEMENTS
The Tax Laws Amendments (Combating Multinational Tax Avoidance) Bill 2015 is effective for the
first time to 30 June 2017 year ends and aims to combat multinational tax avoidance in Australia
by seeking to improve the transparency about whether Australian subsidiaries of significant global
entities are paying sufficient tax in Australia.
Australian subsidiaries of ‘significant global entities’ (entities with A$1 billion or more of global
income) will be required to lodge general purpose financial statements with the Commissioner of
Taxation in Australia (ATO) if they currently are not required to lodge general purpose financial
statements with ASIC under current Australian reporting requirements.
When the ATO receives these general purpose financial statements, it is required to pass them onto
ASIC to put on its database so that they will be available on public record.
As a result of these changes, large ‘grandfathered’ proprietary companies that are part of a A$1
billion group, will effectively lose their non-lodgement status if they only trade in Australia.
Action points
If your entity is part of a group with A$1 billion or more in global revenue and currently does not
lodge general purpose financial statements with ASIC, for the year-ending 30 June 2017 it will
need to prepare general purpose financial statements (either Tier 1 or Tier 2) and lodge these
financial statements with the Commissioner of Taxation in Australia.
Small foreign controlled proprietary companies that are subsidiaries of ‘significant global entities’
currently applying Legislative Instrument 2017/204 (old Class Order 98/98), and therefore not
preparing any financial statements, will need to upgrade to at least Tier 2 (RDR) general purpose
financial statements.
CHANGES TO COMPANY TAX RATES FOR SMALL BUSINESSES
On 9 May 2017, the Treasury Laws Amendment (Enterprise Tax Plan) Bill 2016 was passed through
the House of Representatives for a second time after various changes requested by the Senate in
March 2017. This date is considered to be ‘substantive enactment’ for the purpose of determining
current and deferred taxes under AASB 112 Income Taxes.
This Bill reduces the company tax rate to 27.5% for smaller companies carrying on a business with
an aggregate turnover* not exceeding:
• $10 million for the income tax year ending 30 June 2017
• $25 million for the income tax year ending 30 June 2018, and
• $50 million for the income tax year ending 30 June 2019.
*Aggregate turnover includes turnover of connected entities (including parent companies, subsidiary
companies and sister subsidiary companies)
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AASB 112 requires a reduction in the corporate tax rate to impact the
measurement of current tax in the year in which the new rate becomes
effective. However, deferred tax assets and liabilities are measured at tax
rates expected to apply in the period when the asset is realised, or the
liability is settled.
Action points
If it is likely that your entity will meet the revenue thresholds for the
lower 27.5% tax rate in future years, you will need to recalculate deferred
tax on temporary differences using the new rate when assessable or
deductible temporary differences are expected to be settled or realised.
If you expect your tax rate to reduce over the next three years, you will
need to:
• Calculate current tax at 27.5% in the year that it first applies, and
• Recalculate your deferred tax balances now based on the timing of
when you expect to realise the asset or settle the liability.
For further information, refer to our May 2017 Accounting News Article
‘Reduction of tax rates for small business is now law (substantive
enactment)’.
RELATED PARTY DISCLOSURES FOR NOT-FOR-PROFIT PUBLIC
SECTOR ENTITIES (AASB 2015-6)
Amending standard AASB 2015-6 Amendments to Australian Accounting
Standards – Extending Related Party Disclosures to Not-for-profit Public
Sector Entities removes the scope exemption in AASB 124 Related Party
Disclosures for not-for-profit public sector entities. This means that notfor-profit public sector entities are now required to include all related
party disclosures in their financial statements. The amendments include
an appendix of Australian guidance to help apply the changes in practice.
FAIR VALUE DISCLOSURES FOR NOT-FOR-PROFIT PUBLIC
SECTOR ENTITIES (AASB 2015-7)
AASB 2015-7 Amendments to Australian Accounting Standards — Fair
Value Disclosures of Not-for-Profit Public Sector Entities reduces the
disclosure requirements in AASB 13 Fair Value for not-for-profit public
sector entities. 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) are no
longer required.
For further information, refer to our May 2015 Accounting News article
‘Relief for public sector entities from some fair value disclosures’.
AASB 1056 SUPERANNUATION ENTITIES
AASB 1056 Superannuation Entities replaces AAS 25 Financial Reporting
by Superannuation Plans and applies only to large superannuation entities
regulated by APRA, as well as public sector superannuation entities. While
it does not need to be applied to small APRA funds or self-managed super
funds, these smaller funds could choose to apply this standard.
AASB 1056 will substantially change reporting for superannuation entities
because it:
• Prescribes a new format (and content) for the financial statements
• Requires all assets and liabilities be measured at fair value in
accordance with the requirements in AASB 13 Fair Value, instead of at
net market value
• Introduces new requirements for the recognition and measurement of
member liabilities
• Requires an employer-sponsored receivable to be recognised (i.e. the
difference between defined benefit member liability short-fall and the
fair value of assets), and
• Introduces additional disclosure requirements
Please refer to our May 2017 Accounting News article ‘Guidance for
superannuation entities applying the new Accounting Standard AASB
1056 Superannuation Entities for the first time’ for further information.

ASIC CALLS ON
PREPARERS TO FOCUS
ON THE QUALITY
OF FINANCIAL
INFORMATION (FOCUS
AREAS FOR 30 JUNE
2017 FINANCIAL
REPORTS)
On 31 May 2017 the Australian Securities and Investments Commission
(ASIC) issued Media Release MR 17-162 which outlines its focus areas for
30 June 2017 financial reports of listed entities and other entities of public
interest with many stakeholders. ASIC also reviews financial statements
of proprietary companies and unlisted public companies.
‘As with previous reporting periods, directors and auditors should focus
on values of assets and accounting policy choices. ASIC continues
to see companies use unrealistic assumptions in testing the value of
assets or apply inappropriate approaches in areas such as revenue
recognition.’
ASIC Commissioner, John Price
Besides the focus areas which are similar to the past few years, key points
made in the Media Release are highlighted below.
ROLE OF DIRECTORS
There has been a subtle shift in the wording in the media release to
emphasise that directors are primarily responsible for the quality of the
financial report, including ensuring that:
• Management produces quality financial information
• Companies have appropriate processes and records to support
information in the financial report, and
• Companies apply appropriate experience and expertise for the more
complex accounting areas that involve estimates and judgements,
including impairment of non-financial assets, revenue recognition and
application of accounting policies.
The message is that management should not rely on their auditor
to produce support for amounts in the financial report (e.g. annual
impairment testing models) when this is management’s responsibility.
Management should prepare information supporting financial report
amounts on a timely basis, and this information should include sufficient
documentation and analysis of the assumptions used in the models to
enable the independent auditor to perform an independent audit.
The media release does note, however, that directors do not need to be
accounting experts but should seek explanation and professional advice
supporting the accounting treatments chosen. They should challenge
accounting estimates and treatments applied in the financial report and
should also seek advice where an accounting treatment does not reflect
their understanding of the substance of an arrangement.
NEW ACCOUNTING STANDARDS ON REVENUE, FINANCIAL
INSTRUMENTS, LEASES AND INSURANCE CONTRACTS
New accounting standards, AASB 15 Revenue from Contracts with
Customers, AASB 9 Financial Instruments, AASB 16 Leases and IFRS 17
Insurance Contracts are likely to have the greatest impact on financial
reporting since the adoption of International Financial Reporting
Standards in 2005.
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The media release notes that directors and management need to plan for these new standards and inform
investors and other financial report users of the impact of these new standards on reported results. This includes
disclosing the impact of the standards in notes to the financial report as required by AASB 108 Accounting
Policies, Changes in Accounting Estimates and Errors.
For AASB 9 and 15, which apply for annual periods beginning on or after 1 January 2018, if the full retrospective
restatement method is adopted, 1 January 2017 for December balancing entities, and 1 July 2017 for June
balancing entities, will be the opening balance sheet date at which point any adjustments are made for
application of the new standards. In ASIC’ view, entities should be able to quantity adjustments after this date.
ENHANCED AUDIT REPORTS FOR LISTED ENTITIES
The audit reports of listed entities reporting at 30 June 2017 will include ‘key audit matters’ (KAMs) for the first
time.
KAMs are those areas that required significant attention by the auditor in performing the audit.
The media release reminds preparers and directors that KAMs usually relate to accounting estimates and
significant accounting policy choices that also require specific disclosure in the financial statements, as well as
business matters covered in the Operating and Financial Review.
MATERIAL DISCLOSURES
ASIC will continue to only focus its review on material disclosures that are useful to investors and other users
of financial reports. In line with the ‘decluttering’ changes discussed above, ASIC will focus on information about
assumptions supporting accounting estimates and significant accounting policy choices. It will not pursue
immaterial disclosures that add unnecessary clutter to financial reports.
The media release also notes that companies should make an effort to communicate information more
clearly in financial reports.
CLIENT MONIES
Client monies held by Australian financial services licensees must be held in separate, designated trust bank
accounts, and only applied in accordance with client instructions and the requirements of the Corporations Act 2001.
OPERATING AND FINANCIAL REVIEW
A new message highlighted in the media release is the focus on listed companies disclosing information on
matters that may have a material impact on the future financial position of the entity such as climate change or
cyber-security.
PROPRIETARY COMPANIES
While ASIC’s financial reporting surveillance programme generally focuses on financial reports of listed entities,
ASIC notes that it also reviews financial reports of private and unlisted public companies based on complaints
and other intelligence.
The media release also reminds private and unlisted companies of their responsibility to lodge their financial
statements with ASIC if required to do so under the Corporations Act 2001. ASIC are now proactively identifying
and following up such entities that have failed to lodge over a number of years.
FOCUS AREAS
ASIC still has the seven focus areas that directors, preparers and auditors of financial statements should be
aware of. These are generally the same as for June 2016 and December 2016 and include:
• Impairment testing and asset values
• Revenue recognition
• Expense deferral
• Off-balance sheet arrangements
• Tax accounting
• Disclosure of key estimates and accounting policy judgements
• Disclosure of the impact of new accounting standards.
Our June 2016 Accounting News includes details of ASIC’s comments on each of these focus areas. In this latest
Media Release, ASIC also stresses that:
1. When testing impairment, both corporate costs and corporate assets should be allocated to a CGU on an
appropriate basis where it is reasonable to allocate them
2. Appropriate fair values must be used when testing exploration and evaluation assets during the exploration
and evaluation phase
3. When considering asset values in the extractive industries, entities should focus on the adequacy of
treatment of any liabilities required for mine restoration and closure costs, and
4. The impact of the new insurance standard, IFRS 17 Insurance Contracts, also needs to be disclosed.
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: The role of
directors and audit committees).
Our article from June 2015 Accounting News provides a summary of ASIC Information Sheet 203 of the issues
directors should be questioning when assessing management’s impairment models and calculations.
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BLIND FREDDY –
COMMON ERRORS
IN PRESENTATION
OF FINANCIAL
STATEMENTS – PART 3
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.
AASB 101 Presentation of Financial Statements is the standard which
sets out key principles around presentation of the four primary financial
statements, and is intended to assist users of financial statements in
understanding the performance of that entity.
In our April and May Accounting News articles on this topic, we discussed
Blind Freddy errors relating to the following aspects of AASB 101:
1. The need to include four primary statements in a financial report
2. The layout of those primary reports
3. The need to include notes to support those primary statements
4. The need to include comparatives
5. The need to have the third balance sheet when there is retrospective
restatement
6. Key guidance as to going concern
7. Key guidance on disclosing estimates and judgements
8. Requirement to refer to the accounting framework
9. Requirement to provide additional disclosures where specific
disclosure requirements in accounting standards are insufficient
10. Offsetting
11. Classifying assets and liabilities as current or non-current.
This month we highlight Blind Freddy errors when complying with the
disclosure requirements in AASB 101 regarding the four primary financial
statements.

BLIND FREDDY ERROR 1 – PROFIT AND LOSS DISCLOSURE DISTINGUISHING DIFFERENT TYPES OF REVENUE AND OTHER
INCOME ITEMS
Users get useful information about an entity’s performance if they are
able to distinguish between revenue earned from providing goods and
services to customers and revenue from earning interest on deposits.
Some of this interest income may arise through the Impact of applying
the effective interest rate model rather than being paid physical cash for
interest income. A material error can occur where interest income is not
clearly identified.
In addition to items required by other Australian Accounting
Standards, the profit or loss section or the statement of profit or loss
shall include line items that present the following amounts for the
period:
a) revenue, presenting separately interest revenue calculated
using the effective interest method;
aa)gains and losses arising from the derecognition of financial assets
measured at amortised cost;
b) finance costs;
ba)impairment losses (including reversals of impairment losses or
impairment gains) determined in accordance with Section 5.5 of
AASB 9;
c) share of the profit or loss of associates and joint ventures
accounted for using the equity method;
ca) if a financial asset is reclassified out of the amortised cost
measurement category so that it is measured at fair value through
profit or loss, any gain or loss arising from a difference between the
previous amortised cost of the financial asset and its fair value at
the reclassification date (as defined in AASB 9);
cb) if a financial asset is reclassified out of the fair value through
other comprehensive income measurement category so that it is
measured at fair value through profit or loss, any cumulative gain
or loss previously recognised in other comprehensive income that
is reclassified to profit or loss;
d) tax expense;
e) [deleted]
ea) a single amount for the total of discontinued operations (see AASB 5).
f)-i [deleted].
AASB 101, paragraph 82
Gains and losses from derecognising financial assets measured at
amortised cost
On the same theme as interest revenue above, these disclosure
requirements, if not correctly applied, will result in users being unable
to properly understand the underlying performance of an entity. In this
case, users would be unable to distinguish between income from normal
operations providing goods and services to customers, and profits made
on disposing of a loan book or another financial asset.
BLIND FREDDY ERROR 2 – PROFIT AND LOSS DISCLOSURE –
DISTINGUISHING DIFFERENT TYPES OF EXPENSES
Another Blind Freddy error that is often encountered from paragraph 82
above, is failing to disclose the following expense items separately on the
face of the statement of profit or loss (if material):
• Finance costs
• Impairment losses
• Reversal of impairment losses, and
• Profits/losses of associates /JV using the equity method.
BLIND FREDDY ERROR 3 - NOT DISTINGUISHING THOSE ITEMS IN
COMPREHENSIVE INCOME (OCI) THAT WILL SUBSEQUENTLY BE
RECLASSIFIED TO PROFIT AND LOSS FROM THOSE THAT WILL NOT
The simple example of an item that will not be classified through profit or
loss is a revaluation reserve in respect of property, plant and equipment
(PPE) under AASB 116 Property, Plant and Equipment. Perhaps the more
serious ‘Blind Freddy’ error is where losses on cash flow hedge reserves
that are recognised in OCI through a cash flow hedge reserve are not
clearly identified as being an item that will be reclassified as a loss
through the income statement.
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The other comprehensive income section shall present line items for the amounts for the period of:
a) items of other comprehensive income (excluding amounts in paragraph (b)), classified
by nature and grouped into those that, in accordance with other Australian Accounting
Standards:
i) will not be reclassified subsequently to profit or loss; and
ii) will be reclassified subsequently to profit or loss when specific conditions are met.
b) the share of the other comprehensive income of associates and joint ventures accounted for
using the equity method, separated into the share of items that, in accordance with other
Australian Accounting Standards:
i) will not be reclassified subsequently to profit or loss; and
ii) will be reclassified subsequently to profit or loss when specific conditions are met.
AASB 101, paragraph 82A
BLIND FREDDY ERROR 4 - NOT DISCLOSING THE INCOME TAX RELATING TO EACH
ITEM OF OTHER COMPREHENSIVE INCOME (OCI)
While paragraph 82A specifically requires disclosure of the income tax expense on profit/loss items
in the statement of profit or loss, there is no specific requirement to disclose income tax relating to
items of OCI in the OCI section of the statement of profit or loss and other comprehensive income.
Indeed, paragraph 91(b) merely requires that if OCI items are presented ‘gross’ on the face of the
statement of comprehensive income, then one line for the aggregate tax effects is to be shown,
split between items that will be reclassified to profit or loss in future, and those that will not.
This could lead to users having difficulty identifying the after tax amount of each item of OCI.
An entity shall disclose the amount of income tax relating to each item of other comprehensive
income, including reclassification adjustments, either in the statement of profit or loss and
other comprehensive income or in the notes.
AASB 101, paragraph 90
An entity may present items of other comprehensive income either:
a) net of related tax effects, or
b) before related tax effects with one amount shown for the aggregate amount of income tax
relating to those items.
AASB 101, paragraph 91
BLIND FREDDY ERROR 5 – HYBRID EXPENSE PRESENTATION
Another common Blind Freddy error occurs when preparers adopt a mixed format, or hybrid,
presentation format for expenses in the income statement.
AASB 101, paragraph 99 expressly requires an entity to present an analysis of expenses using either
their:
• Nature, or
• Function.
An entity shall present an analysis of expenses recognised in profit or loss using a classification
based on either their nature or their function within the entity, whichever provides information
that is reliable and more relevant.
AASB 101, paragraph 99
Expenses by ‘function’ would typically include expenses such as:
• Cost of goods sold
• Marketing costs
• Occupancy costs
• Administration costs, and
• Costs for other types of functions within the business.
However, expenses by ‘nature’ would typically include more line items in profit or loss. Instead of
disclosing ‘cost of goods sold’, by ‘nature’ expenses would instead reflect the changes in inventories
and finished goods from the beginning to the end of the reporting period. This format would also
include disclosure of employee benefit expense, and depreciation and amortisation expenses.
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BLIND FREDDY ERROR 6 - NOT DISCLOSING DEPRECIATION EXPENSE, AMORTISATION
EXPENSE AND EMPLOYEE BENEFIT EXPENSE SEPARATELY WHERE A ‘FUNCTION’
FORMAT IS USED IN THE INCOME STATEMENT
Following on from Blind Freddy error 5 above regarding presentation of expensesas either by
nature or by function, where a functional presentation format is used, many preparers omit the
specific disclosure of employee benefits and depreciation and amortisation expense required by
paragraph 104 (if material).
An entity classifying expenses by function shall disclose additional information on the nature of
expenses, including depreciation and amortisation expense and employee benefits expense.
AASB 101, paragraph 104
BLIND FREDDY ERROR 7 - NOT DISCLOSING SIGNIFICANT ACCOUNTING POLICIES
There is some debate as to exactly which accounting policies need to be disclosed in an entity’s
financial statements. For example, should an entity disclose:
a) All possible accounting policies from accounting standards?
b) All those that could apply to the entity because the entity operates in an industry that could
one day come across that particular transaction or balance?
c) Just those that do apply to the entity because the entity actually has such transactions 		
and balances?
With decluttering of financial statements being required for 30 June 2017 financial statements, (a)
and (b) would appear to go against the basic principle of removing superfluous information from
the accounts.
Even if applying (c) above, there are probably many accounting policies that can be omitted
because the impact of the underlying transactions and balances is not material to the financial
statements. However, in applying this decluttering process, preparers should be careful not to omit
accounting policies that could have a significant impact on the financial statements.
Disclosure of accounting policies
An entity shall disclose its significant accounting policies comprising:
a) the measurement basis (or bases) used in preparing the financial statements; and
b) the other accounting policies used that are relevant to an understanding of the financial
statements.
AASB 101, paragraph 117
BLIND FREDDY ERROR 8 - NOT DISCLOSING KEY JUDGEMENTS INVOLVED IN
APPLYING THE ENTITY’S SIGNIFICANT ACCOUNTING POLICIES
Because IFRSs are principles-based, and not rules-based standards, judgement may be required
when applying certain accounting policies. For example, entities would need to apply judgement in
determining:
• Whether the acquisition of a business is a business combination to be accounted for under AASB
3 Business Combinations, or as an asset acquisition
• Whether they have control over another entity under AASB 10 Consolidated Financial Statements
• Whether they have significant influence under AASB 128 Investments in Associates and 		
Joint Ventures
• Whether they are acting as principal or agent to determine the amount of revenue to be
recognised under AASB 118 Revenue, etc.
Because different accounting treatments could result in vastly different results, it is vital that details
of judgements made are unambiguously disclosed in the notes to the financial statements so that
the users can understand the financial implications of having selected one accounting policy over
another.
An entity shall disclose, along with its significant accounting policies or other notes, the
judgements, apart from those involving estimations (see paragraph 125), that management
has made in the process of applying the entity’s accounting policies and that have the most
significant effect on the amounts recognised in the financial statements.
AASB 101, paragraph 122
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BLIND FREDDY ERROR 9 – NOT DISCLOSING KEY ESTIMATES
Many items in the financial statements are subject to estimation uncertainty because they rely on
various management assumptions, the outcome of which could vary, depending on the outcome of
future, uncertain events. These include:
• Allowance for doubtful debts on trade receivables, inventory obsolescence and impairment of
non-financial assets such as property, plant and equipment and intangibles
• Useful lives of assets
• Employee leave provisions
• Warranty provisions
• Recovery of deferred tax assets
• Share-based payment valuations
• Fair values of financial instruments and non-financial assets.
A common Blind Freddy error is that many entities include a form of ‘boilerplate’ disclosure for all
these items which provides little, if any, information to enable users to make informed economic
decisions.
Paragraph 125 only requires disclosure where there is a significant risk of a material adjustment
to the carrying amount of assets and liabilities in the next financial year.
An entity shall disclose, along with its significant accounting policies or other notes, the
judgements, apart from those involving estimations (see paragraph 125), that management
has made in the process of applying the entity’s accounting policies and that have the most
significant effect on the amounts recognised in the financial statements.
AASB 101, paragraph 125
BLIND FREDDY ERROR 10 – NOT DISCLOSING DIVIDEND INFORMATION
Dividend information is useful to users of financial statements in making economic decisions and
should therefore be included in the financial statements.
In many cases, dividends relating to the profits earned in a particular reporting period are only
declared after the reporting date, once the profit for the period has been finalised. These dividends
are not recognised in the financial statements (even though they relate to profit for the period)
because they are only declared after the end of the financial year and at the reporting date, no
obligation exists to pay the dividend.
Another common Blind Freddy error occurs where disclosure of these dividends are declared after
the reporting date is omitted.
An entity shall disclose in the notes:
a) the amount of dividends proposed or declared before the financial statements were
authorised for issue but not recognised as a distribution to owners during the period, and the
related amount per share; and
b) the other accounting policies used that are relevant to an understanding of the financial
statements.
AASB 101, paragraph 137

SUMMARY OF CHANGES MADE
TO ACCOUNTING STANDARDS
FOR NOT-FOR-PROFIT ENTITIES
The Australian Accounting Standards Board (AASB) has issued a useful Staff Paper summarising
what Australian-specific changes have been made to each Australian Accounting Standard to cater
for not-for-profit entities (NFPs), and the reasons for making these changes.
WHY ARE CHANGES MADE TO STANDARDS FOR NFPS?
The Staff Paper notes that the AASB aims to make accounting standards ‘transaction neutral’
whereby transactions and events are accounted in the same way for all types of entities (i.e. forprofit and not-for-profit).
However, the AASB modifies IFRS standards for NFPs such as charities and public sector entities ‘to
address, as necessary, user needs, prevalence and magnitude of issues specific to the NFP sector,
NFP application issues and undue cost or effort considerations’.
HOW ARE AUSTRALIAN MODIFICATIONS IDENTIFIED?
Australian modifications for NFPs are identified by ‘Aus’ paragraphs within the standards, or in
some cases, are located in specifically labelled appendices or examples.
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SUMMARY OF MODIFIED STANDARDS
Table 1 of the Staff Paper summarises, via the use of dots, where changes
have been made to each accounting standard for NFP considerations
across the following areas:
• Scope
• Recognition
• Measurement
• Presentation
• Disclosure
• Defined terms, and
• Australian guidance.
Table 2 lists out all Australian-specific topical standards where there
is no international counterpart. These include standards relating to
government such as AASB 1004, AASB 1049, AASB 1050, AASB 1051,
AASB 1052 and AASB 1055, as well as the new income recognition
standard for all NFPs, AASB 1058 Income of Not-for-Profit Entities.
The rest of the paper then lists each requirement that has been modified
or added, as well as the reasoning for each departure.

APRA CONFIRMS
PROVISIONING
APPROACH WHEN AASB
9 BECOMES EFFECTIVE
In a recent letter to all authorised deposit-taking institutions (ADIs), the
Australian Prudential Regulation Authority (APRA) confirmed that ADIs
will be required to apply AASB 9 Financial Instruments for annual periods
beginning on or after 1 January 2018, and this will have a significant
impact on the level of provisioning (impairment allowances) against loan
balances in their financial statements.
The letter also confirms that for:
• APRA reporting purposes, ADIs will continue to apply the prescribed
provisioning approach under Prudential Standard APS 220 Credit
Quality, and
• Annual reporting purposes, ADIs may use the prescribed provisioning
approach as a basis for determining expected credit losses under AASB
9, but some adjustments may need to be made and sign off would be
required by the external auditors.
MORE INFORMATION ON AASB 9 AND IMPAIRMENT (EXPECTED
CREDIT LOSSES)
BDO has issued various publications and newsletter articles on AASB 9
and expected credit losses. Please refer to these for more information:
• IFRS 9 Financial Instruments - Impairment of Financial Assets (Need
to Know)
• IFRS 9 Financial Instruments (IFRS in Practice) – refer section 6
• Implementation of IFRS 9 impairment requirements by banks
(Accounting News)
• Practical challenges of applying the new AASB 9 impairment model to
trade and lease receivables (Accounting News)
• Practical challenges of the new IFRS 9 impairment model for lenders
(Accounting News)
Alternatively, please contact your engagement partner for assistance.

NEW INSURANCE
STANDARD ISSUED
On 18 May 2017, the International Accounting Standards Board (IASB)
issued a new accounting standard for insurance contracts. IFRS 17
Insurance Contracts (to be issued as AASB 17 in Australia).
The IASB said in its media release on IFRS 17:
‘This first truly international IFRS Standard for insurance contracts will
help investors and others better understand insurers’ risk exposure,
profitability and financial position.’
IFRS 4 Insurance Contracts (AASB 4) currently allows companies to carry
on accounting for insurance contracts using local accounting standards,
which means that different countries have used different approaches
to account for similar types of insurance contracts, hindering the ability
of investors to compare the financial performance of otherwise similar
companies.
IFRS 17 will replace IFRS 4 and requires all insurance contracts to be
accounted for in a consistent manner, making financial statements more
comparable for users.
Insurance obligations will be accounted for using current values, instead
of historical cost.
IFRS 17 will apply to annual reporting periods beginning on or after 1
January 2021.
IFRS 17 is not freely available on the IASB web site without a subscription
but will be made freely available on the Australian Accounting Standards
Board’s web site when it is issued as a standard in Australia.
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seeks to establish clear principles
governing what, how and where
information should be disclosed in the
financial statements. The proposals
include:
• Seven principles of effective
communication for entities
preparing financial statements
• Possible approaches to improve
the disclosure objectives and
requirements in IFRS Standards, and
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disclosure of performance measures
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financial statements, to ensure that
such information is not misleading.
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