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IFRS 16 IS ‘BUSINESS AS USUAL’
FOR LESSORS, BUT CREATES
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In the April 2018 edition of Accounting News we noted that IFRS 16 Leases, which comes
into effect for financial reporting periods beginning on or after 1 January 2019, will
fundamentally change the manner in which lessees account for leases.
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ACCOUNTING BY LESSORS UNDER IFRS 16
The adoption of IFRS 16 by lessors, however, will not be complex as IFRS 16 retains the
IAS 17 Leases accounting treatment for lessors. This means that IFRS 16 requires a lease:
XX To be classified as a finance lease if substantially all of the risks and rewards incidental
to ownership of the leased asset have been transferred to the lessee
XX To otherwise be classified as an operating lease.

YES

Finance
Lease

Does the lease transfer substantially
all of the risks and rewards incidental
to ownership of the underlying asset
to the lessee?
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NO

Operating
Lease

Whether a lease is a finance lease or an operating lease depends on the substance of the
transaction, rather than the form of the contract. As a result, classification can require
the application of considerable professional judgement.
To assist with that judgement, IFRS 16 provides examples of situations that individually
or in combination would normally lead to a lease being classified as a finance lease (IFRS
16, paragraph 63):

IFRS 16 is ‘business as usual for lessors’ but
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Accounting for financial liabilities is not
substantially impacted by the adoption of IFRS
9 but will need to account for ‘own credit risk’
in OCI for some financial liabilities
Common errors when accounting for
investment property (IAS 40) – Part 2
Convertible notes – Are you accounting for
these correctly? (Part 7)
Crowd funding available for small proprietary
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obligations
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Interpretations Committee on capitalisation of
borrowing costs
AASB approves reduced disclosures for AASB 16
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In this edition, we explore further specific aspects
of the ‘triple threat’ new accounting standards. This
month we look at some complexities for intermediate
lessors in accounting for subleases (IFRS 16 Leases),
as well as accounting for fair value movements in
financial liabilities due to changes in an entity’s own
credit risk (IFRS 9 Financial Instruments).
We also continue our series articles - common
errors when accounting for investment property,
and convertible notes, and explore two recent IFRS
Interpretations Committee agenda decisions on
capitalisation of borrowing costs (IAS 23 Borrowing Costs).
Lastly, we review local financial reporting developments,
including: additional financial reporting requirements
for small proprietary companies using crowd funding;
reduced disclosures for the new leases standard and
AASB 1058 Income of Not-for-Profit Entities; additional
implementation guidance for not-for-profit public
sector licensors applying AASB 15 and AASB 16; and
the removal of duplicative financial reporting for NSW
incorporated associations from 1 October 2018.
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Situations that would normally lead to a lease being
classified as a finance lease:

Initial direct costs (other than those incurred by a manufacturer or
dealer lessor) are included in the net investment in the lease.

The lease transfers ownership of the underlying asset to the
lessee by the end of the lease term.

The lease payments included in the measurement of the net
investment in the lease comprise the following payments for the
right to use the underlying asset during the lease term that are not
received at the commencement date:
XX Fixed payments, less any lease incentives payable
XX Variable lease payments that depend on an index or a rate, initially
measured using the index/rate at the commencement date
XX Any residual value guarantees provided to the lessor by the
lessee, a related party of the lessee, or other parties unrelated
to the lessor that are financially capable of discharging the
obligations under the guarantee
XX The exercise price of a purchase option if the lessee is
reasonably certain to exercise that option, and
XX Payments of penalties for terminating the lease if the lease
term reflects the lessee exercising an option to terminate
the lease.

The lessee has the option to purchase the underlying asset at
a price that is expected to be sufficiently lower than the fair
value at the date the option becomes exercisable for it to be
reasonably certain, at the inception date, that the option will
be exercised.
The lease term is for the major part of the economic life of the
underlying asset even if title is not transferred.
At the inception date, the present value of the lease payments
amounts to at least substantially all of the fair value of the
underlying asset.
The underlying asset is of such a specialised nature that only the
lessee can use it without major modifications.
IFRS 16 also provides indicators of situations that individually
or in combination could lead to a lease being classified as a
finance lease:
Situations that could lead to a lease being classified as a
finance lease:
If the lessee can cancel the lease, the lessor’s losses associated
with the cancellation are borne by the lessee.
Gains or losses from the fluctuation in the fair value of the
residual accrue to the lessee (for example, in the form of a
rent rebate equalling most of the sales proceeds at the end of
the lease).
The lessee has the ability to continue the lease for a secondary
period at a rent that is substantially lower than market rent.
Lease classification is made at the inception date of a lease and
is reassessed only if there is a lease modification. Changes in
estimates (for example, changes in estimates of the economic
life, or of the residual value of the underlying asset), or changes in
circumstances (for example, default by the lessee), do not give rise
to a new classification of a lease for accounting purposes.
LESSOR ACCOUNTING FOR FINANCE LEASES
Under IFRS 16, lessors account for finance leases by initially
derecognising the asset and recognising a receivable for the net
investment in the lease.
Derecognise asset

Recognise receivable for net
investment in lease

The lessor must use the interest rate implicit in the lease to
measure the net investment in the lease.
Subsequent to initial recognition, a lessor must recognise finance
income over the lease term, based on a pattern reflecting a
constant periodic rate of return on the lessor’s net investment in
the lease (i.e. it must use the amortised cost method).
The new impairment requirements for financial assets
included in IFRS 9 Financial Instruments must be applied to the
lease receivable.
LESSOR ACCOUNTING FOR OPERATING LEASES
Under IAS 17, lessors retain the leased asset on their books, and
account for operating leases by recognising income received (net
of lease incentives provided to the lessee) on a straight-line basis
over the term of the lease (unless another systematic basis is
more representative of the pattern in which benefit from the use
of the underlying asset is diminished, in which case lease income
received is recognised on that basis).
The lessor must also:
XX Recognise costs incurred in earning the lease income as an
expense
XX Depreciate the asset in a manner that is consistent with the
lessor’s normal depreciation policy for similar assets
XX Assess the leased asset for impairment under IAS 36
Impairment of Assets, and
XX Add initial direct costs incurred in obtaining the lease to the
carrying amount of the leased asset and recognise those costs
as an expense over the lease term on the same basis as the
lease income.
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SUBLEASING

Example 1

While the IFRS 16 requirements for accounting for leases as
outlined above are ‘business as usual’ for lessors, they are more
complex when applied by a lessor in a sublease arrangement.
What is a sublease?

HEAD LEASE

A sublease is a transaction whereby a lessee leases an asset from
a lessor (head lease), and the lessee then re-leases the same asset
(as intermediate lessor) to another third party lessee (sublease).
LESSOR

LESSEE

SUBLEASE

INTERMEDIATE
LESSOR

LESSEE

IFRS 16 requires an intermediate lessor to classify the sublease
as a finance lease or an operating lease as follows:
XX If the head lease is a short-term lease that the entity, as a
lessee, has accounted for by recognising the lease payments as
an expense on a straight-line basis over the term of the lease,
the sublease must be classified as an operating lease
XX Otherwise, the sublease must be classified by reference to
the right-of-use asset arising from the head lease, rather
than by reference to the economic useful life of the underlying
asset (such as the item of property, plant or equipment that is
the subject of the lease).

Example 2
Fact patterns for subleases

At the commencement
of the head lease, the
intermediate lessor
subleases the 5,000 square
metres of office space for
two years to a sub-lessee.

At the beginning of year 3 of the
lease, the intermediate lessor
subleases the 5,000 square
metres of office space for the
remaining three years of the head
lease to a sub-lessee.

Classification of subleases
OPERATING LEASE

FINANCE LEASE

XX

Sublease is for two years
Right-of-use asset arising
from the head lease has a
useful life of five years
XX Intermediate lessor
concludes that the
sublease is an operating
lease because none of the
indicators for a finance
lease in IFRS 16, paragraphs
61‑66, are present.

XX

XX

XX

Sublease is for three years
Right-of-use asset arising from
the head lease has a remaining
useful life of three years
XX Intermediate lessor concludes
that the sublease is a finance
lease after considering the
indicators for a finance lease
in IFRS 16, paragraphs 61-66.

Accounting for sublease
When the intermediate
lessor enters into the
sublease:
XX

It retains the lease
liability and the
right‑of‑use asset
relating to the head
lease in its statement of
financial position

Therefore, where the head lease is not a short-term lease
expensed on a straight line basis over the lease term, the lessor
must use the general principles (and the associated examples and
indicators) for classification of a lease as an operating or a finance
lease (as outlined above) by reference to the right-of-use asset.
Examples

When the intermediate lessor
enters into the sublease:
It derecognises the right-ofuse asset relating to the head
lease that it transfers to the
sub‑lessee, and recognises the
net investment in the sublease
XX Recognises any difference
between the right-of-use asset
and the net investment in the
sublease in profit or loss, and
XX Retains the lease liability relating
to the head lease in its statement
of financial position, which
represents the lease payments
owed to the head lessor.
XX

The following examples illustrate the different accounting
treatments for subleases classified as finance AND
operating leases.

During the term of the
sublease, the intermediate
lessor:

During the term of the sublease,
the intermediate lessor
recognises:

Background

XX

Recognises a depreciation
charge for the right‑of‑use
asset and interest on the
lease liability
XX Recognises lease income
from the sublease.

XX

An intermediate lessor enters into a five-year lease for
5,000 square metres of office space (the head lease) with the
head lessor.

Finance income on the
sublease, and
XX Interest expense on the head
lease.

CONCLUDING THOUGHTS
Many lessors have, quite understandably, concluded that the
adoption of IFRS 16 will not impact them. However, where an
entity is a lessor in a sublease arrangement, IFRS 16 creates
complexity in accounting for the lease. As part of their process of
adopting IFRS 16, finance teams should therefore identify all leases
in which they are the intermediate lessor, and determine whether
each lease will be classified as a finance lease or an operating lease,
and what the applicable accounting treatment will be.
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ACCOUNTING FOR FINANCIAL
LIABILITIES IS NOT SUBSTANTIALLY
IMPACTED BY THE ADOPTION
OF IFRS 9 BUT WILL NEED TO
ACCOUNT FOR ‘OWN CREDIT
RISK’ IN OCI FOR SOME FINANCIAL
LIABILITIES
In recent editions of Accounting News we have examined the impact that the adoption of
IFRS 9 Financial Instruments will have on accounting for financial assets:
XX In the May 2018 and June 2018 editions we examined the classification and
measurement of financial assets, and
XX In the August 2018 edition we examined the impairment of financial assets.
As explored in those articles, the manner in which financial assets are accounted for
under IFRS 9 will differ substantially from the accounting treatment applied under IAS 39
Financial Instruments: Recognition and Measurement, with new classification categories for
financial assets, and a different impairment approach that may lead to the recognition of
earlier and greater amounts of impairment losses.
CLASSIFICATION OF FINANCIAL LIABILITIES
Although IFRS 9 will herald major changes in the accounting for financial assets, the
accounting for financial liabilities will remain largely consistent with that applied under
IAS 39. Under IFRS 9, there will be the same two financial liability classification
categories as existed under IAS 39, i.e.:
XX Financial liabilities at fair value through profit or loss
XX Financial liabilities at amortised cost.
Financial liabilities are generally classified and measured at amortised cost unless they
meet the criteria for ‘fair value through profit or loss’.
FAIR VALUE THROUGH PROFIT OR LOSS
A financial liability is classified as a financial liability at fair value through profit or loss
(FVTPL) if it meets one of the following conditions:
XX It is held for trading, or
XX It is designated by the entity as being at FVTPL (note that such a designation is only
permitted if specified conditions are met).
A financial liability is held for trading if it meets one of the following conditions:
XX It is incurred principally for the purpose of repurchasing it in the near term
XX On initial recognition it is part of a portfolio of identified financial instruments that are
managed together and for which there is evidence of a recent actual pattern of shortterm profit-taking, or
XX It is a derivative (except for a derivative that is a financial guarantee contract or a
designated and effective hedging instrument).
Examples of financial instruments that fall under this category include interest rate
swaps, commodity swaps and foreign currency forwards and options.
Like IAS 39, IFRS 9 contains a ‘fair value’ option where entities may designate a financial
liability at FVTPL is when doing so results in more relevant information, because either:
XX It eliminates, or significantly reduces, a measurement or recognition inconsistency
(sometimes referred to as an ‘accounting mismatch’) that would otherwise arise from
measuring assets or liabilities, or recognising the gains and losses on them, on different
bases, or
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XX

A group of financial liabilities, or financial assets and financial
liabilities, is managed and its performance is evaluated on
a fair value basis, in accordance with a documented risk
management or investment strategy, and information about
the group is provided internally on that basis to the entity’s key
management personnel.

Where an entity issues a hybrid financial instrument that contains
a financial liability host and an embedded derivative that are
not closely related (e.g. a convertible note where the conversion
feature fails the ‘fixed-for-fixed’ criteria), the entity also has
an option to designate the entire hybrid financial instrument
at FVTPL.
MEASUREMENT OF FINANCIAL LIABILITIES
Financial liabilities at FVTPL are initially recognised at fair value
and are thereafter carried at fair value.
Financial liabilities at amortised cost are initially recognised
at fair value less transaction costs and are thereafter carried at
amortised cost using the effective interest method.
FVTPL

Amortised cost

Initial recognition Fair value

Fair value less transaction costs

Subsequently

Amortised cost using the
effective interest method

Fair value

Subsequent
recognition of
financial liabilities
designated at
FVTPL

IFRS 9

IAS 39

Fair value

FVTPL

Changes due to 'own credit
risk’ recognised in other
comprehensive income (OCI)
XX Other fair value changes
recognised in profit or loss
XX

The requirement to recognise fair value changes due to an entity’s
own credit risk in OCI is to eliminate the counter intuitive effect
that would otherwise arise, i.e. that the poorer the financial
condition of an entity, the higher the discount rate that applies
when measuring fair value, resulting in a higher associated gain in
profit or loss.
TWO-STEP APPROACH
The requirement to recognise changes in fair value due to an
entity’s own credit risk separately in OCI means that typically a
two-step approach is needed:
Step 1

Step 2

Determine changes
in fair value of the
financial liability as a
whole

Perform a separate
calculation to
determine the change
in fair value due to
changes in the entity’s
own credit status

‘OWN CREDIT RISK’
For all financial liabilities at FVTPL, IFRS 13 Fair Value
Measurement requires that when measuring fair value of a
financial liability, an entity shall take into account the effect of
its own credit risk and any other factors that might influence the
likelihood that the obligation will or will not be fulfilled.
The one major change for financial liabilities designated at FVTPL
relates to the manner in which changes in ‘own credit risk’ are
accounted for.
Under IAS 39, all changes in the fair value of financial liabilities
at FVTPL are recognised in profit or loss. However, under IFRS 9,
where a financial liability has been designated at FVTPL, fair value
changes related to changes in the entity’s ‘own credit risk’ are
recognised in other comprehensive income (OCI), while all other
fair value changes are recognised in profit or loss.

The difference between the amounts calculated in steps 1 and 2
above will be recognised in profit or loss.
It should be noted that amounts recognised in OCI for fair
value movements as a result in changes in own credit risk are
never recycled to profit or loss when the financial liability is
derecognised, but a transfer may be made to another account
within equity.
EXAMPLE – OWN CREDIT RISK
An entity has a financial liability designated at FVTPL.
The fair value of the liability decreases by $10,000, with $2,000 of
that decrease due to a change in the entity’s own credit risk.
Under IAS 39, the journal entry would be:
Dr

This requirement to recognise changes in fair value related
to the entity’s own credit risk in OCI does not apply to all
financial liabilities measured at FVTPL, but rather only to
financial liabilities designated at FVTPL. Therefore changes
in fair value due to own credit risk for interest rate swaps
and other derivatives are recognised in profit or loss.

Financial liability at FVTPL

Cr

$10,000

Profit or loss

$10,000

However, under IFRS 9 the journal entry would be:
Dr
Financial liability at FVTPL

Cr

$10,000

Other comprehensive income

$2,000

Profit or loss

$8,000

CONCLUDING THOUGHTS
In preparing for their adoption of IFRS 9, finance teams will need
to ensure that they have mechanisms in place to identify any
financial liabilities designated at FVTPL and ensure that changes in
own credit risk are accounted for correctly in OCI.
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COMMON ERRORS WHEN
ACCOUNTING FOR
INVESTMENT PROPERTY
(IAS 40) – PART 2

A common error is to assume that the property can automatically
be split for classification purposes if the separate area is physically
identifiable.

When preparing financial statements, it is easy to get confused
between what is an investment property and what is property,
plant and equipment (PPE). This distinction is important because
if we incorrectly classify a property at the outset, the accounting
that follows will also be wrong. IAS 16 Property, Plant and
Equipment is the standard to follow for PPE but it is important to
remember that investment property is a special type of PPE and
has its own standard that drives the accounting, IAS 40 Investment
Property.

In this example, it is unlikely that the property could be split
between PPE and investment property because:
XX There is no indication that the office or floor used for
administrative purposes could be sold separately (e.g. as would
be the case if each floor was on a separate strata title), and
XX While the separate floor could be leased out separately under
an operating lease, paragraph 10 requires that it be leased out
separately under a finance lease.

In August 2018 Accounting News, we identified six common errors
where preparers could mistakenly classify investment properties
as PPE, and vice versa. This article highlights another five.
ERROR 1 – DUAL PURPOSE PROPERTIES
Investment properties sometimes have a dual purpose, i.e. they
can be used partly as an investment property and partly as owneroccupied property (PPE).
The definitions of PPE and investment property suggest an ‘all or
nothing’ approach to classifying properties and this principal is
reinforced in IAS 40, paragraph 10, which only permits splitting
one property between investment properties and PPE if the parts
used for different purposes could be:
XX Sold separately, or
XX Leased out separately under a finance lease.
Some properties comprise a portion that is held to earn rentals
or for capital appreciation and another portion that is held
for use in the production or supply of goods or services or
for administrative purposes. If these portions could be sold
separately (or leased out separately under a finance lease), an
entity accounts for the portions separately. If the portions could
not be sold separately, the property is investment property only
if an insignificant portion is held for use in the production or
supply of goods or services or for administrative purposes.
IAS 40, paragraph 10

Example:
Property Co owns a 20-floor commercial building in the CBD
which it rents out to tenants. However, it occupies the first floor of
the building for its administration department.

Except in specific circumstances, it would be unlikely for a tenant
to enter into a finance lease (i.e. a very long lease) for office
premises. However, there could be cases for specialised buildings
where a portion of the property could be leased separately as a
finance lease.
Note:
In this example, only one floor of the 20-floor building is used for
administrative purposes. Therefore, despite the floor not being
capable of being sold or leased separately under a finance lease,
IAS 40, paragraph 10 would nevertheless permit this property to
be classified as investment property in its entirety because only an
‘insignificant portion’ is being used as PPE. Because ‘insignificant
portion’ is not defined in IAS 40, entities need to set a threshold
for determining what they consider an ‘insignificant portion’ and
this threshold should be disclosed as a significant judgement in
the financial statements.
Error 1
Assuming dual usage of a property always results in part of the
building being classified as PPE.
ERROR 2 – EXTENT OF ANCILLARY SERVICES PROVIDED
Another common classification error occurs because preparers fail
to give adequate consideration to the level of services provided
to tenants when deciding whether a property is an investment
property or PPE.
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Investment properties are generally passive investments and
involve little, if no services to tenants other than the provision of
rental space. On the other hand, PPE are used in the production or
supply of goods or services to customers, and therefore involves
the provision of significantly more services than for investment
properties.
In order for a property to be classified as investment property,
IAS 40, paragraph 11 is clear that ancillary services provided to
tenants must be insignificant to the arrangements as a whole,
otherwise the property is considered owner-occupied PPE.
In some cases, an entity provides ancillary services to the occupants of a property it holds. An entity treats such a property
as investment property if the services are insignificant to the
arrangement as a whole. An example is when the owner of an
office building provides security and maintenance services to
the lessees who occupy the building.
IAS 40, paragraph 11

In other cases, the services provided are significant. For example, if an entity owns and manages a hotel, services provided to
guests are significant to the arrangement as a whole. Therefore,
an owner-managed hotel is owner-occupied property, rather
than investment property.
IAS 40, paragraph 12
The following examples illustrate how judgment is required in
relation to the classification of investment property due to the
extent of ancillary services provided.
Example 1
ILU Co owns a property comprising 100 independent living units
which it rents outs to residents.
All units have a fully equipped kitchen.
As part of the rental agreement with residents, ILU Co provides:
XX Cleaning services for all common areas
XX Landscaping of common areas
XX 24-hour security staff.
ILU Co could classify the independent living units as investment
property because the services provided to residents (cleaning,
maintenance, landscaping, and security) are ancillary services and
appear to be insignificant to the arrangement as a whole.
Example 2
Aged Care Co owns an aged care facility comprising 100
apartments which it rents outs to residents.
As part of the rental agreement with residents, Aged Care Co:
XX Provides daily cleaning services for all areas of facility
XX Employs 15 nurses/carers at the facility, 24/7 to look after the
residents
XX Provides security staff
XX Provides on-site maintenance services & staff
XX Provides all meals for residents
XX Organises and provides entertainment and other activities for
residents.

Aged Care Co is effectively using the property in the supply of
nursing home services to residents, and as such, could classify
the apartments as PPE because the services provided to residents
(cleaning, permanent carers, security, meals, maintenance, etc.)
appear to be significant to the arrangement as a whole.
Example 3
Aged Care Co owns an aged care facility comprising 100
independent living units which it rents outs to residents.
Units have one bedroom, one bathroom and only a bar fridge (no
freezer), a microwave and a toaster. There is no full kitchen or
laundry in each unit.
As part of the rental agreement with residents, Aged Care Co
provides:
XX Cleaning services for all common areas
XX Landscaping of common areas
XX Maintenance of common areas and individual units
XX 24-hour security staff
XX Daily meal package for three meals a day (stated to be at a
$5 a day)
XX Free laundry services.
Providing daily meal packages at a stated $5 a day does not
represent arm’s length prices and because units do not have a
fully equipped kitchen, most residents would be expected to use
the daily meal service. Most residents would also be expected to
take advantage of the free laundry service. This means that the
services provided by Aged Care Co are unlikely to be considered to
be ancillary (insignificant to the arrangement as a whole) and the
more appropriate classification would be PPE.
However, Aged Care Co must apply judgement before making a
final determination, and details of the criteria used to distinguish
investment property from PPE are required to be disclosed by IAS
40, paragraph 75(c).
Error 2
Failing to consider the level of ancillary services when classifying
a property as an investment property.
ERROR 3 – OUTSOURCING SERVICES TO THIRD PARTIES
UNDER A MANAGEMENT CONTRACT
Investment properties are generally ‘passive investments’ with few
services provided to tenants. Properties failing the ‘insignificant
services’ test as described in Error 2 above should therefore be
classified as PPE, with fair value movements recognised in OCI.
A common error occurs when preparers attempt to structure
service arrangements for owner-occupied property via a third
party management contract so that the property appears to be
a ‘passive investment’ to the investor. These types of structuring
arrangements could be entered into for tax or legal reasons, or
simply to try and engineer a particular accounting outcome.
However, for accounting purposes we look at substance over
form. Such arrangements are often incorrectly classified as
investment property where the investor has merely outsourced
the day-to-day running of the property, but remains exposed to
variations in cash flows generated from the property.
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It may be difficult to determine whether ancillary services are so significant that a
property does not qualify as investment property. For example, the owner of a hotel
sometimes transfers some responsibilities to third parties under a management
contract. The terms of such contracts vary widely. At one end of the spectrum, the
owner’s position may, in substance, be that of a passive investor. At the other end
of the spectrum, the owner may simply have outsourced day-to-day functions
while retaining significant exposure to variation in the cash flows generated by the
operations of the hotel.
IAS 40, paragraph 13
The example below indicates the types of services typically required by a hotel operator.
Example: Hotel operation – no outsourcing arrangement
Hotel Co owns a hotel and is responsible for:
XX Performing major refurbishments of the building
XX Performing required upgrades to hotel fit-out
XX Performing required repairs and maintenance
XX Hiring and management of staff
XX Management of day-to-day operations, including front desk, room service, etc.
XX Performs all marketing and advertising of hotel
XX Management of the booking process
XX Receiving income and pays expenses associated with operating the hotel
XX Either managing hotel restaurants and shops itself or outsourcing such operations
under separate agreements.
Hotel Co could classify the hotel as PPE because it is using the hotel building to supply
hotel services to guests. It is also bearing all associated risks and rewards of operating
the hotel. The hotel could not be classified as an investment property since it is not being
held to earn rentals or for capital appreciation.
The analysis in the above Example becomes more complex as the fact pattern is altered
for outsourcing arrangements. The following two examples illustrate how judgement
needs to be applied to determine the appropriate classification where the property owner
of a hotel has outsourced all, or some, services under a management contract.
Example: Investment property
Property Co A owns a hotel. The hotel is managed by Fancy Hotels, a company that
operates chains of hotels under management agreements with the owners.
The management agreement between Property Co A and Fancy Hotels stipulates that:
XX Property Co A
-- Provides the hotel building
-- Performs major refurbishments of the building, and
-- Receives a fixed fee for use of the hotel building.
XX Fancy Hotels
-- Hires and manages all staff
-- Manages day-to-day operations, including front desk, room service, etc.
-- Manages advertising of hotel
-- Takes bookings and bears risk of non-payment
-- Either runs hotel restaurants and shops itself or outsources them
-- Manages all income and expenses of the hotel. Fancy Hotels bears all risks and
rewards of operating the hotel
-- Performs required repairs and maintenance, and
-- Performs required upgrades to hotel fit-out (e.g. rooms, bathroom, restaurants,
etc.).
Property Co A could classify the hotel as an investment property because it is being held
to earn rentals (i.e. fixed fee for use of the building) and Property Co A does not bear the
associated risks and rewards of supplying hotel services to guests.
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Example: Hotel
Property Co B owns a hotel. The hotel is managed by Fancy
Hotels, a company that operates chains of hotels under
management agreements with the owners.
The management agreement between Property Co B and Fancy
Hotels stipulates that:
XX Property Co B
-- Provides the hotel building
-- Performs major refurbishments of the building
-- Performs required upgrades to hotel fit-out (e.g. rooms,
bathroom, restaurants, etc.)
-- Performs required repairs and maintenance
-- Hires staff based on recommendations from Fancy Hotels
-- Receives income and pays expenses associated with
operating the hotel.
XX Fancy Hotels
-- Manages staff
-- Manages day-to-day operations, including front desk, room
service, etc.
-- Manages advertising of hotel
-- Manages the booking process
-- Either manages hotel restaurants and shops itself or
outsources such operations under separate agreements
-- Receives a fixed management fee for operating the hotel
-- Receives a variable management fee for operating the hotel,
calculated as 5% of EBITDA of hotel company.
Property Co B could classify the hotel as PPE. Despite outsourcing
the day-to-day operations of the hotel to Fancy Hotels, Property
Co B has retained the risk of significant variations in the cash flows
generated by the operations of the hotel, suggesting that the
hotel is still ‘owner managed’ by Property Co B.
Fancy Hotels does not bear the associated risks and rewards
of ownership of the hotel since it receives a fixed management
fee for operating the hotel, as well as a variable fee based on
the overall performance of the hotel. The variable fee is akin
to a performance fee, i.e. if Fancy Hotels manages the hotel
well, profits increase and the variable fee increases, whereas if
management is poor the variable fee decreases.
Error 3
Incorrectly assuming that outsourcing property services via a
management contract results in a ‘passive investment’, and
classification as an investment property.
ERROR 4 – DIFFERENT CLASSIFICATIONS IN GROUP AND
INDIVIDUAL ENTITY FINANCIAL STATEMENTS
The accounting treatment of items in the separate financial
statements and the consolidated financial statements is not
always the same.
In some cases, one entity in a group may own a property that
it rents out to another group company. In the consolidated
financial statements, this property is classified as PPE because it is
‘owner‑occupied’ from the perspective of the group.
A common error occurs when preparers fail to change the
classification to investment property in the individual financial
statements of the property owner, who is merely holding the

property to earn rentals. In addition, any accumulated fair value
increments recognised in OCI in the consolidated financial
statements in relation to the property must be transferred to
retained earnings in the financial statements of the property
owner, with the current period movement in fair value recognised
in profit or loss.
In some cases, an entity owns property that is leased to, and
occupied by, its parent or another subsidiary. The property does
not qualify as investment property in the consolidated financial
statements, because the property is owner-occupied from the
perspective of the group. However, from the perspective of the
entity that owns it, the property is investment property if it
meets the definition in paragraph 5. Therefore, the lessor treats
the property as investment property in its individual financial
statements.
IAS 40, paragraph 15
Error 4
Incorrectly classifying property as PPE in separate financial
statements of the property owner.
ERROR 5 – BUSINESS COMBINATION OR ASSET
ACQUISITION
When acquiring a property that meets the definition of
‘investment property’, a common error occurs when preparers
assume that the acquisition is an asset acquisition, and fail to
assess whether the purchase constitutes a business combination
under IFRS 3 Business Combinations.
The implications of this is that the purchase price is allocated
entirely to property purchased, whereas in a business
combination, the investment property acquired is measured at fair
value on acquisition date, any excess consideration is allocated
to goodwill, and a deferred tax liability recognised where the fair
value of the property exceeds its tax base.
Judgement is also needed to determine whether the
acquisition of investment property is the acquisition of an asset
or a group of assets or a business combination within the scope
of IFRS 3 Business Combinations. Reference should be made
to IFRS 3 to determine whether it is a business combination.
The discussion in paragraphs 7–14 of this Standard relates
to whether or not property is owner-occupied property or
investment property and not to determining whether or
not the acquisition of property is a business combination as
defined in IFRS 3. Determining whether a specific transaction
meets the definition of a business combination as defined in
IFRS 3 and includes an investment property as defined in this
Standard requires the separate application of both Standards.
IAS 40, paragraph 14A
Error 5
Failing to identify investment properties acquired as part of a
business combination.
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CONVERTIBLE NOTES ARE YOU ACCOUNTING
FOR THESE CORRECTLY?
(PART 7)

However, this derivative is not accounted for as a separate
embedded derivative because the repayment price is equal to
the amortised cost of the host debt instrument and therefore,
under one of the exceptions in IAS 39, it is considered to be
‘closely related’ to the debt host contract. Therefore no separate
accounting is required for the call option.

In the current economic climate, we continue to see different
types of convertible note arrangements, typically entered into by
companies needing to offer attractive returns in order to obtain
funds from lenders and investors.

ABC Limited issues a convertible note with a face value of
$10,000, maturing three years from its date of issue.

Over the past few months we have been looking at some practical
aspects regarding accounting for convertible notes, including:
XX An overview of the requirements in Accounting news
(March 2018)
XX A detailed example of a convertible note classified as
a compound financial instrument in Accounting News
(April 2018)
XX A detailed example of a convertible note with an embedded
derivative liability in Accounting News (May 2018)
XX Common scenarios encountered in practice where conversion
features either meet or fail equity classification (July 2018)
XX A detailed example of a convertible note converting into a
variable number of shares based on the issuer’s share price at
conversion date (August 2018)
XX A detailed example of a convertible note issued in a currency
other than the issuer’s functional currency (September 2018).
As noted in these previous articles, in order for a conversion
feature to be classified as ‘equity’, the ‘fixed for fixed’ test in
IAS 32 Financial Instruments: Presentation must be met, i.e. at
initial recognition, the conversion feature gives the holder of the
convertible note the right to convert into a fixed number of equity
securities of the issuer.
This month we look at a detailed example of a callable
convertible note, i.e. a convertible note with a feature that
allows the issuer to repay (‘call’) the note early.
SUMMARY
Some convertible notes contain a call option which allows
the issuer to repay the principal plus any outstanding accrued
interest at any time during the life of the note. From the issuer’s
perspective, this call feature is a derivative because future changes
in interest rates could mean that the redemption amount of the
loan is less than its fair value.

EXAMPLE: CALLABLE CONVERTIBLE NOTE (AT OPTION
OF ISSUER)

The note pays a 10% annual coupon and, on maturity, the holder
has an option either to receive cash of $10,000 or 10,000 ABC
Limited shares.
The value of a similar bond without the equity conversion option
feature is $9,500.
The note also has a call feature which allows ABC Limited to
repay the principal plus any outstanding accrued interest at any
time during the life of the note. The additional call feature is
determined to be worth $100 to ABC Limited.
ANALYSIS
Is there a contractual
obligation to pay cash that
the issuer cannot avoid?

YES

Does IAS 32.16A-D
apply?

NO
Is there an obligation to
issue a variable number of
shares?

YES

NO
Is there an obligation to issue YES
a fixed number of shares to
settle an instrument whose
book value is variable, e.g.
denominated in a foreign
currency?
NO
Equity

NO

YES

Equity
Does the
instrument have any
characteristics that
are similar to equity?
NO
Liability

YES

Compound
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Step one
Starting with the box on the top left hand side of the flowchart
above, we consider whether there is a contractual obligation to
pay cash that the issuer cannot avoid. The answer is ‘yes’ because
ABC Limited must pay the annual 10% cash coupon, and it could
also be required to repay the $10,000 capital amount at the end
of three years if the holder chooses not to exercise the conversion
option.
Step two
Step two is to consider whether IAS 32.16A-D apply. When an
issuer has an obligation to repurchase financial instruments, in
certain circumstances, IAS 32 Financial Instruments: Presentation,
paragraphs 16A to 16D include exceptions to the usual principles
for classifying financial instruments as financial liabilities. In some
cases, such instruments could be classified as ‘equity’, despite
having an unavoidable obligation to pay out cash. However, this
exception does not typically apply to convertible instruments and
is not applicable in this example.
Step three
Continuing down the right hand side of the above flow chart, we
then consider whether the instrument has any characteristics
that are similar to equity. The answer is ‘yes’ because the
instrument contains an option to be converted into equity
instruments, but the question of whether the conversion feature
meets the criteria to be classified as equity is dealt with separately
in Step four below.
The host debt component will be classified as a financial liability
because ABC Limited has an unavoidable obligation to pay cash,
and on a standalone basis there is no feature in the host debt
contract that is similar to equity.

There is no obligation to issue a variable number of shares.
If exercised, the option will result in the issue of 10,000 ABC
Limited shares, and
XX The book value of the convertible note is not variable, i.e. the
convertible note is not denominated in a foreign currency.
XX

The conversion feature is therefore classified as an equity
component.
In addition, the note also has a call feature which allows ABC
Limited to repay the principal plus any outstanding accrued
interest at anytime during the life of the note. However, as
discussed above, this derivative is not accounted for as a separate
embedded derivative (because it is considered to be ‘closely
related’ to the debt host contract).
This means that the note as a whole contains the following
liability and equity components:
Contractual cash flows of 10% annual coupons and a cash
repayment of $10,000 (liability)
XX The conversion feature to convert the liability into equity of
ABC Limited (equity), and
XX The call feature (an embedded derivative that is not
separated, and therefore not recognised separately from the
host liability).
XX

The fair value of the liability component is $9,400 which is the
sum of the fair value of the debt host contract ($9,500) and the
non-separable embedded derivative asset ($100). The equity
component would therefore be the residual, i.e. $600 ($10,000
less $9,400).
ABC Limited recognises the following journal entry at initial
recognition to record the callable convertible note transaction:
Dr

Step four
The conversion feature is then assessed on a standalone basis
using the above flowchart. Starting with the box at the top left
hand side of the diagram:
XX There is no contractual obligation to pay cash that the issuer
(ABC Limited) cannot avoid. The equity conversion feature can
only be settled through the issue of equity shares, otherwise it
will simply expire unexercised

Cash
Debt liability
Equity component

Cr

$10,000
$9,400
$600
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CROWD FUNDING AVAILABLE FOR
SMALL PROPRIETARY COMPANIES
BUT WITH MORE FINANCIAL
REPORTING OBLIGATIONS
The good news for small proprietary companies is that they can now access
crowd‑sourced funding in Australia without having to convert to a public company.
In September 2018, the Senate passed the Corporations Amendment (Crowd-sourced
Funding for Proprietary Companies) Act 2018 which allows private companies with less
than $25 million in consolidated gross assets and less than $25 million in consolidated
annual revenue (including from related parties) to be able to use crowd-sourced funding
to raise up to $5 million per year.
The bad news is that small proprietary companies that raise $3 million or more via
crowd-sourced funding will now need to prepare, have audited and lodge financial
statements with ASIC, even though they are ‘small proprietary companies’ under
s45A of the Corporations Act 2001.
LESS THAN $3 MILLION RAISED
Small proprietary companies that have raised funds below the ‘CSF audit threshold’ of $3
million are required to:
XX Prepare a financial report (s292(2)(c))
XX Prepare a directors’ report (s298(1AC)), and
XX Lodge the financial report and directors’ report with the Australian Securities and
Investments Commission (s319(2)(a)),
but will not need to have an audit.
$3 MILLION RAISED
Once the ‘CSF audit threshold’ of $3 million has been reached (this is a cumulative
amount, not an annual limit), an audit is also required (s301(2)(b)).
IMPLICATIONS
Small proprietary companies looking to take advantage of these changes to raise capital
need to be aware that financial statements will have to be prepared in accordance with
Australian Accounting Standards.
Given that the nature of crowd-sourced funding is likely to result in a large number of
disparate shareholders who are likely to rely on financial statements for information to
make and evaluate decisions about whether to invest in these companies and to assess
their performance, in our view such financial statements will most likely need to be
general purpose financial statements (including comparatives). This could prove to
be a time-consuming and costly exercise for small proprietary companies, particularly
those with complex transactions and balances.

13

ACCOUNTING NEWS

RECENT AGENDA DECISIONS BY THE IFRS
INTERPRETATIONS COMMITTEE ON CAPITALISATION
OF BORROWING COSTS
IFRS Interpretations Committee (Committee) agenda decisions are those issues that the Committee decided not to take onto its
agenda. Although not authoritative guidance, in practice they are regarded as being highly persuasive, and all entities reporting under
IFRS should be aware of these decisions because they could impact the way particular transactions and balances are accounted for.
At its September 2018 meeting, the IFRS Interpretations Committee (Committee) issued agenda decisions clarifying two issue relating
to capitalisation of borrowing costs (IAS 23 Borrowing Costs). These are summarised briefly below.
EXPENDITURES ON QUALIFYING ASSETS
Issue:
Does an entity include expenditures on a qualifying asset incurred before general borrowings are obtained?
Agenda decision:
The Committee did not add this item to its standard-setting agenda because it considered current IFRS Standards to provide an
adequate basis to determine the amount of borrowing costs eligible for capitalisation.
Rationale for agenda decision:
IAS 23, paragraph 17 requires borrowing costs to be capitalised only from the time that the entity incurs borrowing costs.
IAS 23, paragraph 14 requires the amount of borrowing costs eligible for capitalisation to be determined by applying a
capitalisation rate to the expenditures on that asset.
Applying these two paragraphs together, what this means is:
XX

Borrowing costs can only be capitalised as part of the carrying amount of a qualifying asset from the point in time when
borrowing costs are incurred by the entity, and

XX

When calculating the amount of borrowing costs to be capitalised, i.e. when applying the capitalisation rate to the ‘expenditures
on the qualifying asset’, ‘expenditures’ include all expenditures on the qualifying asset (including those incurred prior to obtaining
the borrowing), but are pro rata for the period for which the borrowing was outstanding.

Example:
XYZ Limited incurs $1 million on 1 January 2018 when constructing a qualifying asset. On 30 June 2018, XYZ Limited enters into a
$1 million borrowing, incurring interest at 5% per annum. For the year ended 31 December 2018, XYZ Limited capitalises $25,000
borrowing costs as part of the qualifying asset because the $1 million expenditure is pro rata for six months during which the
borrowing was outstanding (i.e. 6/12 X $1 million X 5%).
WHEN TO CEASE CAPITALISING BORROWING COSTS ON LAND?
Issue:
When does an entity cease capitalising borrowing costs on land acquired on which a building is constructed, and general borrowings
are used to fund expenditures on the land and the buildings?
Agenda decision:
The Committee did not add this item to its standard-setting agenda because it considered current IFRS Standards to provide an
adequate basis to determine when to cease capitalising borrowing costs on land expenditures.
Rationale for agenda decision:
The intended use for land is not simply for the construction of a building on the land, but rather to use it either as PPE (owneroccupied), investment property (for rental or capital appreciation), or inventory (for sale).
When a qualifying asset is constructed in parts, with each part capable of being used while construction continues on other parts,
IAS 23, paragraph 24 requires an entity to cease capitalising borrowing costs on a particular part when it completes substantially all
activities necessary to prepare that part for its intended use.
In this fact pattern the land would not be ready for its intended use or sale until substantially all of the activities necessary to
prepare both the land and buildings are complete. Therefore borrowing costs continue to be capitalised on land expenditures until
construction of the building is complete.
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AASB APPROVES
REDUCED DISCLOSURES
FOR AASB 16 LEASES
AND AASB 1058 INCOME
OF NOT-FOR-PROFIT
ENTITIES
To coincide with the 1 January 2019 application date for the
new leases standard (AASB 16 Leases), and the new income
standard, AASB 1058 Income of Not-for-Profit Entities, the
Australian Accounting Standards Board recently issued AASB
2018-3 Amendments to Australian Accounting Standards – Reduced
Disclosure Requirements to reduce the required disclosures for
entities applying the Reduced Disclosure Regime (RDR).
AASB 16
The amendments clarify that disclosures do not necessarily need
to be provided in a tabular format. In addition, the following
disclosures from the leases standard are not required for entities
applying RDR:
XX Lease liability maturity analysis presented separately from the
maturity analysis for other financial liabilities (paragraph 58)
XX Lessee’s extension and termination options (paragraph B50),
except that details of the prevalence of options being exercised
that were not included in the measurement of lease liabilities
must still be disclosed
XX Lessee’s residual value guarantees (paragraph B51), except that
details of the nature of underlying assets for which guarantees
have been provided must also still be disclosed, and
XX Lessee’s sale and leaseback transactions (paragraph B52).
AASB 1058
The following disclosures regarding income of not-for-profit
entities are not required for entities applying RDR:
XX Qualitative information about the entity’s dependence on
volunteer services it receives (including those not recognised)
XX Qualitative information about the entity’s dependence on
inventories held but not recognised as assets during the
reporting period.
XX Explanation of when the entity expects to recognise income
from liabilities for unsatisfied performance obligations at the
end of the reporting period
XX For obligations settled over time, an explanation of why the
methods used provide a faithful depiction of the entity’s
progress toward satisfying its obligation, and
XX Information about externally imposed restrictions that limit or
direct the purpose for which resources controlled by the entity
may be used.

AASB APPROVES
IMPLEMENTATION
GUIDANCE FOR NOTFOR-PROFIT PUBLIC
SECTOR LICENSORS
AASB 15 Revenue from Contracts with Customers, as originally
drafted, only provided explicit guidance for revenue
recognition for intellectual property (IP) licences from a
‘for‑profit perspective’. No explicit guidance was included for
non‑IP licences.
The Australian Accounting Standards Board has therefore issued
AASB 2018-4 Amendments to Australian Accounting Standards
– Australian Implementation Guidance for Not-for-Profit Public
Sector Licensors which includes an Appendix G (to be added
to AASB 15) to explain and illustrate the licensing principles in
AASB 15 from the perspective of a not-for-profit (NFP) public
sector licensor.
This implementation guidance is for NFP public sector entities
only. It does not apply to for-profit entities or NFP private
sector entities.
The amendments to AASB 15, which apply to annual periods
beginning on or after 1 January 2019, include:
XX Expanding the scope of AASB 15 to include non-contractual
licences such as those arising from statutory requirements
XX A recognition exemption for short-term licences and licences
for which the transaction price is low (although this is not
available for licences with variable consideration in their terms
and conditions)
XX Guidance for distinguishing a licence from a tax, and
XX How AASB 15 or AASB 16 Leases would apply to non-IP licences
(Appendix G, paragraph G1 includes a useful decision tree
to assist).
Amendments have also been made to AASB 16 to clarify that
licences that are ‘in substance leases’ or contain leases (other
than licences of IP) fall within the scope of AASB 16.
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REMOVAL OF
DUPLICATIVE FINANCIAL
REPORTING FOR NSW
ASSOCIATIONS
Following on from similar developments reducing the financial
reporting burden for Tasmanian, South Australian, ACT and Victorian
incorporated associations, in September 2018, the Australian
Charities and Not-for-profits Commission (ACNC) recently
announced an agreement with NSW Fair Trading whereby NSW
incorporated associations registered with the ACNC will, in future,
only be required to submit their annual financial reports to the ACNC,
which will then share this information with NSW Fair Trading.
This will result in streamlined financial reporting for NSW
associations, which will, from 1 October 2018, only be required
to lodge financial statements and the annual information
statement with the ACNC, and will no longer be required to
pay the annual lodgement fee to NSW Fair Trading.
WHEN ARE THE CHANGES EFFECTIVE?

associations preparing SPFS will need to consider whether these
comply with the minimum standards required by section 60.30(2)
(a) of the Australian Charities and Not-for-profits Commission
Regulation 2013, i.e.:
XX AASB 101 Presentation of Financial Statements
XX AASB 107 Statement of Cash Flows
XX AASB 108 Accounting Policies, Changes in Accounting Estimates
and Errors
XX AASB 1048 Interpretation of Standards
XX AASB 1054 Australian Additional Disclosures.
If all of the above-mentioned standards have been complied with
for SPFS, these financial reports can be submitted to the ACNC.
If not, associations will need to ‘step up’ their special purpose
financial statements to a format that includes compliance with
these standards.
IS THERE ANY TRANSITIONAL RELIEF?
The ACNC has established a two-year transition period for NSW
associations whose previous financial reports submitted to NSW
Fair Trading did not comply with the five minimum standards
noted above.
The transitional relief provided by the ACNC for medium and large
NSW associations preparing SPFS is included in the table below.

The new reporting arrangements apply from 1 October 2018. This
means that any 30 June 2018 financial reports will be lodged with
the ACNC rather than NSW Fair Trading.

Period

CAN NSW ASSOCIATIONS LODGE FINANCIAL REPORTS
WITH THE ACNC IN SAME FORMAT PREVIOUSLY
PROVIDED TO NSW FAIR TRADING?

Ending 30 June 2019 Comply with AASB 101, 107, 108, 1048
and 1054

Ending 30 June 2018 Same report that previously met NSW
Fair Trading requirements

No comparatives but explain why (refer
to ACNC’s example disclosure why
comparatives not included)

It depends on what type of financial report was provided to NSW
Fair Trading.
The Associations Incorporation Act 2009 requires the preparation
of financial statements in accordance with Australian
Accounting Standards, which in the Australian context could
comprise:
XX Full general purpose financial statements (GPFS)
XX General purpose financial statements prepared using the
Reduced Disclosure Requirements (RDR), or
XX Special purpose financial statements (SPFS).
For associations preparing GPFS or RDR, these can simply
be lodged with the ACNC from 1 October 2018. However,

What to lodge with ACNC?

2020 reporting
period and beyond

Comply with AASB 101, 107, 108, 1048
and 1054
Comparatives required

DO WE STILL NEED TO HOLD AN AGM?
The ACNC Act does not require ACNC-registered charities to
hold an annual general meeting. However, s37 of the Associations
Incorporation Act 2009 still requires NSW incorporated
associations to hold an AGM within six months of the end of
the reporting period. This aligns with the ACNC requirement to
submit financial statements within six months of the end of the
reporting period.
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BDO MONTHLY WEBINARS –
PLEASE REGISTER FOR 2018
WEBINARS NOW
Are you interested in an easy way to stay up to date with financial reporting and
accounting standards which impact your business?
We invite you to register for our 2018 BDO Financial Reporting and Accounting
standards live webinar series (11am to 12pm Sydney AEDT or AEST).
2018 webinars are as follows:
DATE

TOPIC

24 October 2018

IFRS 16 – Risk Assessment

21 November 2018 Accounting Standards Update: Getting Ready for 31 December 2018
12 December 2018

IFRS 16 – Problem Areas

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

TOPIC

19 September 2018 Transition to IFRS 16
22 August 2018
July 2018
June 2018
May 2018
April 2018
March 2018
February 2018
January 2018
December 2017
November 2017
October 2017
September 2017
August 2017
July 2017
June 2017
May 2017
April 2017
March 2017
March 2017
February 2017

IFRS 9 – Problem Areas
IFRS 9 – Risk Assessment
Transition to IFRS 9
Accounting Standards Update – Getting Ready for June 2018
IFRS 15 – Problem Areas
IFRS 15 – Risk Assessment
Transition to IFRS 15
Triple Threat Accounting Standards – The Wait is Over
The New AASB 9 Financial Instruments – Hedging Requirements
Financial Reporting Update – Getting Ready for 31 December 2017
The New AASB 16 – Recognition and Measurement
The New AASB 16 – Identifying a Lease and Determining the Lease term
The New AASB 15 – Determining and Allocating the Transaction
price to the Performance Obligations
The New AASB 15 – Identifying the Contract and the Separate
Performance Obligations in the Contract
Overview of the New IFRS 15 Revenue from Contracts with Customers
Financial Reporting Update – Getting ready for 30 June 2017
The new AASB 9 Financial Instruments – Impairment requirements
The New AASB 9 Financial Instruments – Classification and Measurement Requirements
The New AASB 1058 Income of Not-for-Profit Entities
Overview of the New AASB 16 Leases

Please register for the remaining webinars in 2018.
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BDO GLOBAL RESOURCES
The IFRS section of our BDO Global website includes a range of publications on IFRS
issues 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.

IFRS IN PRACTICE

Practical information about the application of key aspects of IFRS, including industry
specific guidance.
Our most recent IFRS in Practice include Applying IFRS 9 to Related Company Loans
in the Real Estate Sector, Applying IFRS 9 to Related Company Loans and an update of
previous versions on IFRS 9 Financial Instruments (issued May 2018), IFRS 15 Revenue
from Contracts with Customers (issued Feb 2018) and IFRS 16 Leases (issued Feb 2018).

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.
Our most recent comment letters relate to IASB ED 2018/1 Accounting Policy Changes –
Proposed Amendments to IAS 8, IASB ED 2017/6 Definition of Material and IASB ED 2017/5
Accounting Policies and Accounting Estimates.
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COMMENTS SOUGHT ON
EXPOSURE DRAFTS

FOR MORE INFORMATION
ADELAIDE

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

PROPOSALS

COMMENTS COMMENTS
DUE TO
DUE TO
AASB BY
IASB BY

ITC 39 Applying
the IASB’s Revised
Conceptual Framework
and Solving the
Reporting Entity
and Special Purpose
Financial Statement
Problems

Proposes to resolve two
problems:

Phase 2:
9 November
2018

1.

2.

The ‘reporting entity’
definition clash between
SAC 1 Definition of the
Reporting Entity, and
the revised Conceptual
Framework for Financial
Reporting, and

N/A

PAUL GOSNOLD
Tel +61 8 7324 6049
paul.gosnold@bdo.com.au
BRISBANE
TIM KENDALL
Tel +61 7 3237 5948
timothy.kendall@bdo.com.au
CAIRNS
GREG MITCHELL
Tel +61 7 4046 0044
greg.mitchell@bdo.com.au
DARWIN
CASMEL TAZIWA
Tel +61 8 8981 7066
casmel.taziwa@bdo.com.au
HOBART
DAVID PALMER
Tel +61 3 6324 2499
david.palmer@bdo.com.au
MELBOURNE

Special purpose financial
reporting in Australia.

ITC 40 Financial
Instruments with
Characteristics of
Equity

Sets out the IASB’s rationale
26 November
for classifications of a financial 2018
instrument as either a liability
or equity.

7 January
2019

ITC 41 The AASB’s
approach to
International Public
Sector Accounting
Standards

30 November
Proposes to replace the
2018
AASB Approach to IPSASs
(issued October 2011) which
sets out the conditions
necessary for the AASB to
adopt International Public
Sector Accounting Standards
(IPSAS) for not-for-profit
public sector entities in
Australia, rather than using
IFRS with Australian-specific
amendments for such entities.

N/A

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
PERTH
PHILLIP MURDOCH
Tel +61 8 6382 4716
phillip.murdoch@bdo.com.au
This publication has been carefully prepared, but it has
been written in general terms and should be seen as broad
guidance only. The publication cannot be relied upon to
cover specific situations and you should not act, or refrain
from acting, upon the information contained therein without
obtaining specific professional advice. Please contact the
BDO member firms in Australia to discuss these matters in
the context of your particular circumstances. BDO Australia
Ltd and each BDO member firm in Australia, their partners
and/or directors, employees and agents do not accept or
assume any liability or duty of care for any loss arising from
any action taken or not taken by anyone in reliance on the
information in this publication or for any decision based on it.
BDO refers to one or more of the independent member
firms of BDO International Ltd, a UK company limited by
guarantee. Each BDO member firm in Australia is a separate
legal entity and has no liability for another entity’s acts and
omissions. Liability limited by a scheme approved under
Professional Standards Legislation other than for the acts or
omissions of financial services licensees.
BDO is the brand name for the BDO network and for each of
the BDO member firms.
© 2018 BDO Australia Ltd. All rights reserved.

