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BLIND FREDDY – COMMON
ERRORS WHEN ACCOUNTING
FOR EXPLORATION AND
EVALUATION ASSETS
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.
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AASB 6 Exploration for and Evaluation of Mineral Resources is in many ways a unique standard - it
is industry specific, it actually has aspects of it that are outside of the conceptual framework,
and contains special rules on when to test capitalised exploration and evaluation (E&E) assets for
impairment.
Although AASB 6 is a short standard, there are a surprising number of ‘Blind Freddy’ errors that an
entity can make if its accounting policy is to capitalise its E&E expenditure. This article focusses on
a number of these ‘Blind Freddy’ errors
Blind Freddy error 1 - Incorrectly believing expenditure is within the scope of AASB 6
AASB 6 is a unique standard and application is very much restricted to expenditure that is for
the exploration and evaluation of mineral resources. Errors arise when preparers try to apply the
standard to:
• Prospecting activities
• Development activities
• Research activities to design equipment to extract and process mineral resources, and
• Mining assets.
Blind Freddy error 2 - Belief that AASB 6 is exactly the same as IFRS 6
Although AASB 6 contains all of the text and guidance contained within IFRS 6, it differs in a
number of respects from its international counterpart because of the insertion of specific ‘Aus’
paragraphs, which contain Australian-specific requirements. These paragraphs discussed in Blind
Freddy errors 3 and 4, effectively mean that the ability of an entity to capitalise E&E expenditure is
stricter under AASB 6 than under IFRS 6.

P7 Interpretation to clarify translation
of advance consideration on foreign
currency transactions – Interpretation 22
P9 2014-2016 annual improvements –
changes to AASB 12 and AASB 128
P10 Comments sought on exposure drafts
In this edition we continue our series on
‘Blind Freddy’ common errors, i.e. errors that
are so obvious that even ‘Blind Freddy’ would
spot them. Our tenth article in the 20162017 series focuses on common errors when
accounting for exploration and evaluation
assets.
We remind you that AASB 16 turned one
in January 2017, and that entities need to
turn their minds to how to implement this
standard.
We also highlight the new Interpretation 22,
which clarifies the exchange rate at which
assets, expenses and income should be
recognised when cash has been received or
paid in advance, as well as other changes to
accounting for investment properties and
annual improvements.
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Blind Freddy error 3 - Using a unit of account that is larger than an area of interest
AASB 6 restricts the unit of account for an E&E asset to being no larger than an area of interest.
An entity’s accounting policy for the treatment of its exploration and evaluation expenditures
shall be in accordance with the following requirements. For each area of interest, expenditures
incurred in the exploration for and evaluation of mineral resources shall be:
a expensed as incurred; or
b partially or fully capitalised, and recognised as an exploration and evaluation asset if the
requirements of paragraph Aus7.2 are satisfied.
An entity shall make this decision separately for each area of interest
AASB 6, paragraph Aus 7.1
An area of interest refers to an individual geological area whereby the presence of a mineral
deposit or an oil or natural gas field is considered favourable or has been proved to exist. It is
common for an area of interest to contract in size progressively, as exploration and evaluation
lead towards the identification of a mineral deposit or an oil or natural gas field, which may
prove to contain economically recoverable reserves. When this happens during the exploration
for and evaluation of mineral resources, exploration and evaluation expenditures are still
included in the cost of the exploration and evaluation asset notwithstanding that the size of the
area of interest may contract as the exploration and evaluation operations progress. In most
cases, an area of interest will comprise a single mine or deposit or a separate oil or gas field.
AASB 6, paragraph Aus 7.3
An area of interest is an individual geological area whereby the presence of a mineral deposit or an
oil or natural gas field is considered favourable or has been proved to exist. This therefore prevents
the grouping of separate areas of interest held in a particular country as being the appropriate
unit of account. Practically this means that as smaller areas are abandoned or it is proved that
they do not contain economically feasible reserves, AASB 6 will result in earlier impairment or
derecognition of the E&E asset than under IFRS 6.
Blind Freddy error 4 - Capitalising E&E where the rights to tenure of the area of interest are
not current
An exploration and evaluation asset shall only be recognised in relation to an area of interest if
the following conditions are satisfied:
a the rights to tenure of the area of interest are current…
Extract of AASB 6, paragraph Aus 7.2
There may be circumstances where an entity is undertaking E&E activities where it does not have
current right of tenure, for example, where E&E activity is being performed in anticipation of the
granting of an exploration permit, or where a valid exploration permit has expired and work is being
performed in anticipation that the exploration permit is going to be renewed/extended.
AASB 6, paragraph Aus 7.2 (a) is very clear that if legal tenure does not exist, E&E expenditure
cannot be capitalised. However it will be a matter of law as to the entity’s rights of tenure where it
has lodged a valid renewal application and the granting of the renewal is delayed.
Blind Freddy error 5 – Other capitalisation errors
Even if rights to tenure of the area of interest are current, other Blind Freddy errors that typically
occur relate to the second limb of AASB 6, paragraph Aus 7.2(b) where entities capitalise E&E
expenditure:
• That is not expected to be recouped through successful development of the area of interest or
sale of the area of interest, or
• Where the E&E activities have reached a stage which permits a reasonable assessment of the
existence or otherwise of economically recoverable reserves.
An exploration and evaluation asset shall only be recognised in relation to an area of interest if
the following conditions are satisfied:
a the rights to tenure of the area of interest are current; and
b at least one of the following conditions is also met:
i the exploration and evaluation expenditures are expected to be recouped through
successful development and exploitation of the area of interest, or alternatively, by its
sale; and
ii exploration and evaluation activities in the area of interest have not at the end of the
reporting period reached a stage which permits a reasonable assessment of the existence
or otherwise of economically recoverable reserves, and active and significant operations
in, or in relation to, the area of interest are continuing.
AASB 6, paragraph Aus 7.2

3

ACCOUNTING NEWS

Blind Freddy error 6 - Capitalising expenditure before the entity has
obtained the rights to explore a specific area
AASB 6, paragraph 5 only permits E&E expenditure to be capitalised
if specific conditions are met. Expenditure incurred before exploration
and evaluation begins cannot be capitalised, for example, costs incurred
before the entity has obtained legal rights to explore an area.
An entity shall not apply the Standard to expenditures incurred:
a before the exploration for and evaluation of mineral resources,
such as expenditures incurred before the entity has obtained the
legal rights to explore a specific area…
Extract of AASB 6, paragraph 5
Blind Freddy error 7 - Capitalising expenditure in the prospecting
phase
Another common Blind Freddy error relates to capitalising costs
incurred in the prospecting phase, which occurs prior to exploration and
evaluation commencing. AASB 6, paragraph 3 specifically only permits
capitalising E&E costs, which do not include costs of prospecting.
An entity shall apply the Standard to exploration and evaluation
expenditures that it incurs.
AASB 6, paragraph 3
Blind Freddy error 8 - Applying AASB 6 after the technical feasibility
of extracting a mineral resource is demonstrable
Other E&E costs capitalised in error include those incurred after the
technical feasibility of extracting the mineral resource has been proven.
Such expenditure would be capitalised as a development or production
property.
An entity shall not apply the Standard to expenditures incurred:
…
b before the exploration for and evaluation of mineral resources,
such as expenditures incurred before the entity has obtained the
legal rights to explore a specific area…
Extract of AASB 6, paragraph 5
Blind Freddy error 9 - Recording development costs as E&E assets
Again, because AASB 6 only applies to expenses incurred for exploration
and evaluation of mineral resources, once exploration and evaluation
is complete, development costs cannot be capitalised as E&E assets.
Instead, these should be accounted for under accounting standards that
apply to those specific assets, for example, property, plant and equipment
under AASB 116 Property, Plant and Equipment.
Expenditures related to the development of mineral resources shall
not be recognised as exploration and evaluation assets.
AASB 6, paragraph 10
Blind Freddy error 10 - Not recognising costs in respect of restoration
following on from the E&E activity
Most exploration licences require restoration of areas where exploration
has taken place. Another typical Blind Freddy error is failing to recognise
any, or an adequate amount of provision for restoration as required by
AASB 137.
In accordance with AASB 137 Provisions, Contingent Liabilities and
Contingent Assets an entity recognises any obligations for removal
and restoration that are incurred during a particular period as a
consequence of having undertaken the exploration for and evaluation
of mineral resources.
AASB 6, paragraph 11

Blind Freddy error 11 - Changing the entity’s accounting policies in
respect of E&E expenditure
Once an entity has selected an accounting policy for E&E expenditure for
a particular area of interest under AASB 6, paragraph Aus 7.1, it can only
change the policy for that area if it makes the financial statements more
relevant to the economic decision-making needs of users, and no less
reliable, or more reliable and no less relevant.
An entity may change its accounting policies for exploration and
evaluation expenditures if the change makes the financial statements
more relevant to the economic decision-making needs of users and no
less reliable, or more reliable and no less relevant to those needs. An
entity shall judge relevance and reliability using the criteria in AASB 108.
AASB 6, paragraph 13
Capitalising E&E expenditure goes against the basic requirement of AASB
138 Intangible Assets to expense costs on research activities. AASB 138’s
justification for not allowing capitalisation of research costs is that it
cannot be reliably determined whether economic benefits will flow to the
entity from this asset.
Therefore a change in accounting policy from fully expensing E&E costs,
to fully capitalising E&E costs, is unlikely to produce more reliable
information.
Blind Freddy error 12 - Capitalising general overheads
Overhead costs cannot be capitalised to E&E assets unless they relate
directly to operational activities in the E&E area of interest. This means
that general overhead costs such as directors’ fees, secretarial, accounting
fees, etc. cannot be capitalised as they relate to the business as a whole
and not the particular E&E area of interest.
General and administrative costs are allocated to, and included in,
the cost of an exploration and evaluation asset, but only to the extent
that those costs can be related directly to operational activities in the
area of interest to which the exploration and evaluation asset relates.
In all other cases, these costs are expensed as incurred. For example,
general and administrative costs such as directors’ fees, secretarial and
share registry expenses, and salaries and other expenses of general
management are recognised as expenses when incurred since they are
only indirectly related to operational activities.
AASB 6, paragraph Aus 9.4
Blind Freddy error 13 - Incorrectly classifying items of plant and
equipment as intangible assets
E&E activities by their nature may involve the purchase of items of plant
and equipment, drill rigs, generators, etc. Although these items are used
for E&E purposes, they still represent tangible assets and should be
classified as such.
An entity shall classify exploration and evaluation assets as tangible or
intangible according to the nature of the assets acquired and apply the
classification consistently.
AASB 6, paragraph 15
Blind Freddy error 14 - Continuing to present capitalised expenditure
as E&E when it has moved into the development phase
Once technical feasibility and commercial viability of extracting a
mineral resource are demonstrable, the capitalised expenditure must be
reclassified as either a development asset or a mine property.
The importance of correct classification centres on the special rules on
impairment testing that apply only to capitalised E&E expenditure.
An exploration and evaluation asset shall no longer be classified
as such when the technical feasibility and commercial viability of
extracting a mineral resource are demonstrable.
AASB 6, paragraph 17
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Blind Freddy error 15 - Not testing for impairment as the asset
transitions from the exploration phase to the development phase
AASB 6 has unique requirements about when capitalised E&E expenditure
is tested for impairment. These special rules only apply to an asset that
qualifies as E&E; therefore as the asset transitions to the development
phase, it must be tested for impairment.
Exploration and evaluation assets shall be assessed for impairment,
and any impairment loss recognised, before reclassification
AASB 6, paragraph 17
Blind Freddy error 16 - Believing E&E is not subject to impairment
testing
Although capitalised E&E expenditure is subject to special rules as to
when impairment testing is to be performed, AASB 6 nonetheless does
require impairment testing when there are indicators of impairment as
set out in AASB 6, paragraph 20.
Exploration and evaluation assets shall be assessed for impairment
when facts and circumstances suggest that the carrying amount of an
exploration and evaluation asset may exceed its recoverable amount.
When facts and circumstances suggest that the carrying amount
exceeds the recoverable amount, an entity shall measure, present and
disclose any resulting impairment loss in accordance with AASB 136,
except as provided by paragraph 21 below.
AASB 6, paragraph 18
Blind Freddy error 17 - Not testing for impairment when there is an
indicator of impairment
Renewals
An E& E asset must firstly be tested for impairment if:
• The period for which the entity has the right to explore in the specific
area has expired
• The right to explore in the specific area will expire in the near future
• The right to explore in the specific area is not expected to be renewed.
In applying the above requirements it must be recognised that the last
test involves forecasting whether the right to explore will be renewed.
This consideration involves both judging the action of the relevant
government in respect of granting a renewal, and the intentions of the
entity itself to seek to renew its exploration right.
If an entity plans not to renew its exploration right, be it because of
poor geological results, a decision to focus activities on other areas, or a
simple lack of funds to renew tenure, then the asset should be tested for
impairment.
Budgeted or planned substantive expenditure
An E&E asset must be also tested for impairment if substantive
expenditure on further exploration and evaluation of mineral resources
in the specific area is neither budgeted nor planned. Again this is very
much a prospective indicator of impairment, resting on the entity’s plans
and ability to incur ‘substantive expenditure’, and will be influenced
by whether geological results to date justify performing ‘substantive
expenditure’, whether the entity will focus its efforts on other prospects,
or indeed whether the entity has the ability to commit funds to incur
‘substantive expenditure’.
No commercially viable quantities
If exploration in the specific area has not led to the discovery of
commercially viable quantities of mineral resources, and the entity has
decided to discontinue such activities in the specific area, an impairment
test must be performed. This is very much linked to the earlier step that
because of geological data or the current commodity price, the entity has
decided not to continue its E&E activity.
Unlikely recovery
Lastly, even though development in a specific area is likely to proceed,
if sufficient data exists to indicate that the carrying amount of the E&E
asset is unlikely to be recovered in full from successful development or by
sale, an impairment test needs to be performed.

Just because an E&E asset is likely to go into production does not mean
an impairment test can be avoided. From a marginal costing perspective,
it may make economic sense to spend say $10 million to generate cash
flows of $20 million. However, if the entity had already capitalised E&E
assets of $15 million, the asset should be tested for impairment. This
information could well become obvious when preparing feasibility studies
or even pre-feasibility studies.
One or more of the following facts and circumstances indicate that an
entity should test exploration and evaluation assets for impairment
(the list is not exhaustive):
a the period for which the entity has the right to explore in the
specific area has expired during the period or will expire in the near
future, and is not expected to be renewed.
b substantive expenditure on further exploration for and evaluation
of mineral resources in the specific area is neither budgeted nor
planned.
c exploration for and evaluation of mineral resources in the
specific area have not led to the discovery of commercially viable
quantities of mineral resources and the entity has decided to
discontinue such activities in the specific area.
d sufficient data exist to indicate that, although a development in
the specific area is likely to proceed, the carrying amount of the
exploration and evaluation asset is unlikely to be recovered in full
from successful development or by sale.
AASB 6, paragraph 20
Blind Freddy error 18 - Testing E&E assets for impairment at a level
larger than an area of interest
As discussed previously, AAAB 6 uses a different unit of account than IFRS
6, limiting the unit of account to an area of interest, which flows onto
impairment testing. Errors do occur where an entity tests for impairment
on say a national level or geographic level, rather than based on the area
of interest.
Notwithstanding paragraphs 21 and 22, the level identified by the
entity for the purposes of testing exploration and evaluation assets for
impairment shall be no larger than the area of interest to which the
exploration and evaluation asset relates.
AASB 6, paragraph Aus 22.1
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HAPPY BIRTHDAY AASB 16
The new leasing standard AASB 16 Leases turned one in January, having been issued by the International
Accounting Standards Board (IASB) on 13 January 2016. In light of this anniversary, it is a good time to reflect
upon how well prepared you are in respect to this standard. Have you read the standard, attended training on it
or performed a diagnostic study in order to identify and understand the impacts on your accounts?
What is changing?
AASB 16 is a significant change from the current leasing standard, particularly for lessees. The distinction
between finance and operating leases has been removed, with all leases treated in the same way. For a lessee,
a lease arrangement will result in an asset, being the right-of-use asset of the underlying leased asset, and a
corresponding lease liability, being recognised on the company’s balance sheet.
On initial recognition, the lease liability represents the present value of lease payments, and it then builds up
to reflect the interest implicit on the lease and is reduced as lease payments are made. The related right-of-use
asset is amortised in accordance with AASB 116 Property, Plant and Equipment. For lessees that amortise the
right-of-use asset on a straight-line basis, the total of the interest expense and amortisation of the right of use
asset are higher in the earlier periods of a lease, and reduce over the term of the lease (front-end loaded).
Instead of recognising rental charges in operating expenses, the payments made by lessees are characterised
as asset amortisation and finance charges, which will improve an entity’s reported earnings before interest, tax,
depreciation and amortisation (EBITDA).
Contracts linked to EBITDA
For this reason a key implementation issue is to determine what contracts an entity has that are linked to
EBITDA. Typically these may include bonus arrangements, employee share plans and banking covenants. In
considering this, the following questions arise:
• In the last year, how may contracts have you entered into that refer to EBITDA?
• How many of these contracts were adjusted to take into account the improvements to EBITDA, likely to arise
from AASB 16?
• When do you plan to build AASB 16 EBITDA into contracts?
• When will you perform a full inventory of contracts linked to EBITDA?
• When will you re-write/renegotiate your contracts to reflect the impact of AASB 16?
• What are the consequences of not adjusting these contracts for AASB 16?
Identifying leases within contracts
Understanding what leasing contracts you have is a critical and time-consuming step in the adoption of AASB
16. A contract does not have to be called a ‘lease’ to be within the scope of the Standard. If you have a contract,
or part of a contract, that provides the right to use an asset for a period of time, in exchange for consideration,
then you may have a lease. Entities will need to review contracts where goods and services are received to make
sure that these contracts do not have any leasing elements that need to be accounted for in accordance with
AASB 16.
Allocation of contract consideration
Allocating contract consideration to lease and non-lease components of contracts requires considerable effort,
particularly when there are multiple assets covered by one contract and/or the provision of goods or services
within a contract. There is a need to determine the stand-alone selling prices of each component within a
contract that contains a lease, which necessitates an understanding of the pricing decisions made, and often
requires expertise outside of the internal accounting department.
Application date
AASB 16 is effective from 1 January 2019, but it can be early adopted if AASB 15 Revenue from Contracts with
Customers is also adopted. AASB 9 Financial Instruments and AASB 15 apply from 1 January 2018, so there may
be an advantage to ‘biting the bullet’ and adopting the three new standards together in one project.
AASB 16 has a number of transitional options which will need to be considered.
What to focus on
Questions you should ask in respect to AASB 16 include:
• What leases will be brought on balance sheet?
• How much will the EBITDA improve by?
• Do we have any contracts or bonuses linked to EBITDA? If so, do we need to alter these contracts?
• What implication will applying AASB 16 have on our gearing/borrowing levels?
• What is our transition plan?
• Do we have the time and resources to adequately deal with this?
It is also timely to consider AASB 16’s older siblings, AASB 9 (the completed version issued in July 2014) and
AASB 15 (issued in May 2014), how much attention have you shown them?
More information
Please view our February 2016 webinar on AASB 16 which explains the impacts for lessees in a step by step
manner.
For more information, please contact your engagement partner or BDO IFRS Advisory Services.
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INVESTMENT PROPERTY - EASIER NEW BDO
TO TRANSFER IN AND OUT?
PUBLICATIONS
Recent changes to AASB 140 Investment Property effected by AASB 2017-1 Amendments to
Australian Accounting Standards – Transfers of Investment Property, Annual Improvements 2014-2016
Cycle and Other Amendments could make it easier for entities to transfer properties into, and out of,
the investment property category in the balance sheet.
Current position
Currently, AASB 140 only permits transfers when (and only when) there has been a ‘change in use’
of the property, which must be evidenced by certain events stipulated in paragraph 57. These are:
Type of transfer

Evidence required

Investment property

owner-occupied property (PPE)

Owner occupation started

Investment property

inventories

Development started, with a view
to sale

PPE (owner occupied)

investment property

End of owner occupation

Inventories

investment property

Commencement of operating lease
to another party

What’s changed?
In December 2016, the International Accounting Standards Board (IASB) published amendments
to paragraph 57 of IAS 40 (AASB 140 in Australia) to clarify that ‘change in use’ is not limited to
the situations specified in the table above. Instead of being an exhaustive list of indicators, the
amendments confirm that the above indicators are merely examples of evidence of ‘change in use’.
Two additional examples have been added to the list to deal with cases of ‘change in use’ for
properties under construction or development:
Properties under construction or development
Type of transfer

Evidence required

Investment property

Development with a view to owner
occupation. For example, a transfer
might occur when the lease is
terminated and there are firm plans
in place for redevelopment that suits
the client’s specific needs.

Inventories

owner-occupied property (PPE)

investment property

Inception of operating lease to
another party

The amendments also confirm that ‘change in use’ only occurs when:
1. The property meets, or ceases to meet, the definition of an ‘investment property’, and
2. There is evidence of a ‘change in use’.
A change in management’s intention for the use of the property by itself does not provide
evidence of a ‘change in use’.
Effective date
Type of entity

Effective date

For-profit entities

Annual periods beginning on or after 1 January 2018

Not-for-profit entities

Annual periods beginning on or after 1 January 2019

All types of entities can adopt these changes early, but must disclose that fact.
Transition
At the date of initial application (beginning of the annual reporting period in which the entity first
applies these amendments) entities will need to reassess the classification as PPE, inventories or
investment property and reclassify if appropriate.
Entities can choose to apply the changes retrospectively, but only if it is possible to do so without
using hindsight.

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 15 Revenue
from Contracts (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 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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INTERPRETATION TO CLARIFY
TRANSLATION OF ADVANCE
CONSIDERATION ON FOREIGN
CURRENCY TRANSACTIONS –
INTERPRETATION 22
Interpretation 22 Foreign Currency Transactions and Advance Consideration was issued by the
International Accounting Standards Board (IASB) in December 2016 to clarify the ‘date of the
transaction’ for the purposes of translating foreign currency transactions where consideration is
received or paid in advance under AASB 121 The Effects of Changes in Foreign Exchange Rates.
The interpretation was approved by the Australian Accounting Standards Board (AASB) in February
2017.
This interpretation is likely to impact entities in the construction industry with foreign
currency advance receipts or payments.
A foreign currency transaction shall be recorded, on initial recognition in the functional currency,
by applying to the foreign currency amount the spot exchange rate between the functional
currency and the foreign currency at the date of the transaction.
AASB 121, paragraph 21
The date of a transaction is the date on which the transaction first qualifies for recognition in
accordance with Australian Accounting Standards…
Extract of AASB 121, paragraph 22
What exchange rate do we currently use to translate cash received or paid in advance for a
foreign currency denominated transaction?
When an entity receives consideration in advance of recognising revenue in the income statement,
it recognises both the consideration received, and a non-monetary liability (deferred income or
contract liability) in the statement of financial position at the spot rate of exchange on the date
that consideration is received.
There is currently diversity in practice when the deferred income is subsequently recognised in the
income statement as revenue. This means that revenue is either being recognised:
• Option 1 – For the amount at which the deferred income was originally recognised, i.e. when the
consideration was originally received, or
• Option 2 – At the amount of consideration received, translated at the exchange rate applicable
on the date the non-monetary item is released to the income statement as revenue. This
would result in a foreign exchange gain /loss being recognised in the income statement (for the
movement between the spot rate on the date the cash was received, and the spot rate on the
date when the revenue in recognised in the income statement).
Similar diversity exists for other types of transactions where consideration is both denominated
in a foreign currency and paid or received in advance, for example, purchases and sales of PPE,
intangibles and investment property, purchases of inventory or services, entering into lease
contracts, and receipt of some government grants.
Interpretation 22 consensus - What exchange rate should we use to recognise revenue,
expenses or assets when they first qualify for recognition in accordance with Accounting
Standards?
Interpretation 22 specifies that we should use the rate in Option 1 above, i.e. the spot rate on the
date when the cash was received or paid in advance, and the non-monetary asset or liability was
initially recognised.
This means that the related income, expense or asset is not remeasured for changes in the spot
rate occurring between the date of initial recognition of the advance consideration, and the date of
recognition of the transaction to which that consideration relates.
Simple example
On 1 January 2016, Entity ABC entered into a contract with a supplier to purchase PPE for USD
5,000. Delivery is expected in Australia on 30 June 2016, but Entity ABC must pay the full purchase
price on 1 April 2016. The amount is non-refundable.
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Assume exchange rates are as follows:
1 April 2016

AUD 1: USD 0.75

30 June 2016

AUD 1: USD 0.70

Entity ABC’s functional currency is AUD.
The following will be recorded in the books of Entity ABC:
1 April 2016
AUD
Dr Prepayment (non-monetary asset)

AUD

6,667

Cr Cash

6,667

Being USD 5000 / 0.75
30 June 2016
Dr PPE

6,667

Cr Prepayment

6,667

No further adjustment to non-monetary asset
The Illustrative Examples to Interpretation 22 include more examples of accounting where there are multiple
prepayments.
Scope exceptions
Interpretation 22 only applies in cases where the foreign currency advance consideration results in the
recognition of a non-monetary asset or liability. However, it does not apply to payments and receipts for
income taxes and insurance contracts (including reinsurance contracts) that it issues or reinsurance contracts
that it holds.
Interpretation 22 also does not apply when the asset, expense or income:
• Is initially measured at fair value - This exception might be relevant where consideration is paid or received
in advance for transactions involving financial assets, financial liabilities, and identifiable assets and liabilities
in a business combination, or
• Is required by another IFRS to be measured at the fair value of the consideration paid or received at
a date other than the date on which the non-monetary asset or liability was initially recognised This exception might be relevant to non-cash consideration included in the measurement of revenue in
accordance with AASB 15 Revenue from Contracts with Customers.
Effective date
Type of entity

Effective date

For-profit entities

Annual periods beginning on or after 1 January 2018

Not-for-profit entities

Annual periods beginning on or after 1 January 2019

All types of entities can adopt these changes early, but must disclose that fact.
Transition
On initial application, an entity may apply Interpretation 22 either:
a Retrospectively in accordance with AASB 108 Accounting Policies, Changes in Accounting Estimates and Errors,
or
b Prospectively to transactions recognised on or after the beginning of:
i The reporting period in which the entity first applies the interpretation, or
ii A prior period presented as comparative information in the financial statements of the reporting period in
which the entity first applies the Interpretation.
Where the ‘prospective’ method is used, the new requirements are applied to assets, expenses and income
recognised on or after the beginning of the reporting periods in (b)(i) and (b)(ii) above for which the entity has
recognised non-monetary assets/liabilities arising from advance consideration before that date. For example:
• Method (b)(i) – If 1 January 2018 is used as ‘date of initial application’, all cash advances recognised prior to
1 January 2018 where the asset, expense or income is recognised on or after 1 January 2018 will need to be
accounted for using Interpretation 22 (i.e. no adjustment to exchange rate), and
• Method (b)(ii) – If comparatives are adjusted back to 1 January 2017 for a 1 January 2018 ‘date of initial
application’, all cash advances recognised prior to 1 January 2017 where the asset, expense or income
is recognised on or after 1 January 2017 will need to be accounted for using Interpretation 22 (i.e. no
adjustment to exchange rate).
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2014-2016 ANNUAL
IMPROVEMENTS – CHANGES TO
AASB 12 AND AASB 128
In December 2016, the International Accounting Standards Board (IASB) approved changes to the
following standards as a result of its 2014-2016 annual improvements project.
Standard

Amendments

AASB 12 Disclosure of
Interests in Other Entities

Changes included in AASB 2017-2 Amendments to Australian
Accounting Standards – Further Annual Improvements 2014-2016
Cycle
AASB 5 Non-current Assets Held for Sale and Discontinued Operations,
paragraph 5B, requires that disclosures in other standards do not
apply to non-current assets (or disposal groups) held for sale unless
those other standards specify disclosures in respect of these noncurrent assets (or disposal groups) held for sale.
AASB 12, paragraph B17 states that an entity is not required to
provide the summarised information from AASB 12, paragraphs
B10-B16 for subsidiaries, joint ventures and associates classified as
held for sale under AASB 5.
These amendments clarify that the Board did not intend to exempt
all disclosures in AASB 12, and that it is only the disclosures set out
in AASB 12, paragraphs B10 – 16 that do not need to be provided for
entities within the scope of AASB 5.
Retrospective restatement
Effective for annual periods beginning on or after 1 January 2017. No
transitional relief is available.

AASB 128 Investments
in Associates and Joint
Ventures

Changes included in AASB 2017-1 Amendments to Australian
Accounting Standards – Transfers of Investment Property, Annual
Improvements 2014-2016 Cycle and Other Amendments
Clarifies that:
1. The election in AASB 128, paragraph 18, by venture capital
organisations, mutual funds, unit trusts and similar entities
(including investment-linked insurance funds) to choose to
measure its investments in associates and joint ventures at fair
value or using the equity method, is available on an investment by
investment basis at initial recognition, and
2. The election in AASB 128, paragraph 36A, by an entity that is not
itself an investment entity to retain the fair value measurement
applied by its associates and joint ventures (that are investment
entities) is also available on an investment by investment basis.
Retrospective restatement
For-profit entities - Effective for annual periods beginning on or after
1 January 2018.
Not-profit entities - Effective for annual periods beginning on or
after 1 January 2019.
No transitional relief is available. These amendments can be early
adopted.
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FOR MORE INFORMATION

COMMENTS SOUGHT ON
EXPOSURE DRAFTS

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

At BDO, we provide comments locally to the Australian Accounting Standards Board (AASB) and
internationally to the International Accounting Standards Board (IASB). We welcome any client
comments on exposure drafts that are currently available for comment. If you would like to provide
any comments please contact Wayne Basford at wayne.basford@bdo.com.au.
DOCUMENT

PROPOSALS

Fatal Flaw Draft
Service Concession
Arrangements:
Grantors

A ‘fatal flaw’ draft pending release
of a final standard outlining the
new accounting requirements for
public sector grantors of service
concession arrangements.

COMMENTS DUE
TO AASB BY
14 March 2017

COMMENTS DUE
TO IASB BY
N/A

TIM KENDALL
Tel +61 7 3237 5948
timothy.kendall@bdo.com.au
CAIRNS
GREG MITCHELL
Tel +61 7 4046 0044
greg.mitchell@bdo.com.au
DARWIN
CASMEL TAZIWA
Tel +61 8 8981 7066
casmel.taziwa@bdo.com.au

The requirements could result in
significant assets and liabilities
being added to government
balance sheets.
ED 276 Annual
Proposes amendments the following
8 March 2017
Improvements to
Accounting Standards:
Australian Accounting • AASB 112 Income Taxes - to
Standards 2015-2017
clarify the accounting for the tax
Cycle
consequence on dividends
• AASB 123 Borrowing Costs - to
clarify the determination of
the general borrowings pool for
capitalisation of borrowing costs
• AASB 128 Investments in Associates
and Joint Ventures - to clarify
that loans to associates and joint
ventures considered part of the
net investment are still subject to
impairment testing under AASB 9.
ED 277 Reduced
Proposes:
26 May 2017
Disclosure
• A new set of principles used to
Requirements for Tier
determine Tier 2 RDR disclosures
2 Entities
• Updated RDR disclosures as a
result of applying these updated
principles, and
• A new approach to presenting RDR
disclosures – as an appendix rather
than as ‘greyed out’ text in the body
of the accounting standards.

BRISBANE

12 April 2017

HOBART
DAVID PALMER
Tel +61 3 6324 2499
david.palmer@bdo.com.au
MELBOURNE
DAVID GARVEY
Tel: +61 3 9603 1732
david.garvey@bdo.com.au
NEW SOUTH WALES
GRANT SAXON
Tel: +61 2 9240 9976
grant.saxon@bdo.com.au

N/A

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

No changes are proposed to the types
of entities able to report using RDR.

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.
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