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The Australian Accounting Standards Board (AASB) proposes
significant additional burden on Australian investment entities
compared with their international competitors.
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In this edition we look at initial views on
the AASB’s proposed additional disclosures
for investment entities as well as proposed
changes to the Corporations Act 2001
dividend rules and new disclosures that
will be required in remuneration reports for
listed entities. From the IASB, we look at the
IASB feedback statement from its agenda
consultation and the recent exposure
draft dealing with impairment of financial
instruments.

When Canada adopted IFRS in 2011, a significant issue for Canadian accountants was the insistence
in IFRSs that investment entities consolidate all of their controlled entities, even though the
purpose of holding these investments was solely for capital appreciation. Previous Canadian
GAAP had required investment entities to record all investments (regardless of whether they were
controlled) at fair value, the rationale being that fair value information was far more relevant to the
users of these financial statements than following the consolidation model.
After extensive consultation and due process, the International Accounting Standards Board (IASB)
issued Investment entities (Amendments to IFRS 10, IFRS 12 and IAS 27). These amendments create
a specific exemption from the requirement to consolidate controlled entities held solely for capital
appreciation by investment entities. The amendments specifically limit the application of this
exemption to those entities that qualify as investment entities.
The IASB and the AASB have been faced with the difficult decision as to whether to allow an
exemption to a rule so as to give more meaningful information to the users of financial statements.
In issuing the IASB’s Investment Entities amendments, the IASB has chosen the needs of the user
over the purest accounting dogma that all entities must be consolidated.
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The AASB in its Exposure Draft ED 233
Australian Additional Disclosures – Investment
Entities (proposed amendments to AASB 1054),
proposes that the IASB’s proposals be adopted
but with significant additional disclosure in
respect of:
1. A consolidated statement of profit or loss
and other comprehensive income
2. A consolidated statement of financial
position
3. A consolidated statement of changes in
equity, and
4. A consolidated statement of cash flows.
This means that Australian investment
entities will be subject to a significantly higher
reporting burden than their international
equivalents. It also means that users will be
presented with consolidated information
that is deemed not relevant to the needs of
international investors.
These proposals from the AASB are perhaps
a good insight into why users of the financial
statements are continually questioning
the relevance of the financial report
and complaining that there is too much
meaningless disclosure.
It would appear that the AASB does not
comprehend who the users of the financial
statements are and why financial statements
are produced. The users of the financial
statements are NOT academic financial
reporting experts and the purpose of financial
statements is NOT to provide irrelevant
information based on purest accounting
dogma.
The Malaysian adoption of IFRSs has seen the
questioning of fair valuing ‘bearer biological
assets’ such as palm oil plantations, orchards
and vineyards etc. The requirement to fair
value vineyards in Australia has been a
‘purest’ requirement under both IFRSs and
previous AGAAP, arguably producing irrelevant
information to users of financial reports. It
is likely that through Malaysian common
sense, an amendment will be made to IAS 41
Agriculture to allow bearer biological assets to
be recorded at cost. It will be interesting to see
whether the AASB will insist on these assets
being fair valued so that they can continue with
application of purest accounting dogma and
again place additional burden on Australian
industry.
BDO strongly supports the alternative view
two put forward in ED 233, which is to issue
the IASB’s investment entity requirements
unamended immediately.
The comment period closes on 29 March
2013 and we strongly urge readers to respond
to this exposure draft expressing support to
alternative view two.

IASB issues exposure
draft for impairment of
financial instruments
On 7 March 2013, the International Accounting Standards Board
(IASB) published Exposure Draft ED/2013/3 Financial Instruments:
Expected Credit Losses (ED 237 in Australia).

The ED is a result of the IASB’s joint deliberations with the US Financial Accounting Standards
Board (FASB) to develop a new impairment model for financial instruments. This represents the
second phase of the IASB’s project to replace the current accounting requirements for financial
instruments.
The ED proposes to replace the current financial instrument impairment requirements set out in
AASB 139 Financial Instruments: Recognition and Measurement, which are based on an incurred loss
model under which the recognition of impairment is dependent on the occurrence of a credit loss
event. The proposed replacement model is a forward looking expected loss model, under which
impairment would be recognised before a credit event has occurred. This would be achieved using
an approach which incorporates all relevant information about past events, current conditions and
reasonable and supportable forecasts about the future. To apply this new model, the ED proposes:
• A three-stage model based on the extent of deterioration in credit quality of a financial asset
since initial recognition, which would determine the recognition of impairment (as well as
interest revenue)
• A simplified approach for trade and lease receivables
• A rebuttable presumption of when significant deterioration in credit risk is deemed to have
occurred (this would be when payments are 30 days or more past due)
• A simplification for financial instruments that have low (‘investment grade’) credit risk.
The proposals would introduce a single impairment model for all debt instruments, irrespective of
their classification and subsequent measurement. In particular, this includes financial assets that
would be measured after initial recognition at fair value through other comprehensive income
(FVOCI) in accordance with current proposals to amend the classification and measurement
requirements of AASB 9 Financial Instruments.
Because the impairment proposals require an entity to consider all relevant information when
determining the recognition of impairment (rather than limiting recognition to a point on or after
the occurrence of a credit loss event), it is believed that the proposals would improve financial
reporting. This is because users of financial statements would be provided with more useful
information regarding an entity’s expected credit losses on its financial assets and commitments to
extend credit.
The proposed effective date is yet to be confirmed, although the mandatory effective date of
AASB 9 is currently periods beginning on or after 1 January 2015. All phases of the AASB 9 project
(classification and measurement, impairment and hedge accounting) are intended to have the
same effective date.
Comments are due to the Australian Accounting Standards Board by 10 May 2013 and to the IASB
by 5 July 2013.
While all entities that hold financial assets or commitments to extend credit (that are not
accounted for at fair value through profit or loss) will be affected by the proposals, the most
significant effects will be on financial institutions and other entities with significant holdings of
portfolios of debt instruments (including bonds, debentures, and loans to third parties).
If the proposals in the ED are finalised as proposed, these entities will be required to make
continuous judgements, assumptions, and estimates in areas such as:
• What constitutes a significant deterioration in credit quality
• When a significant deterioration in credit quality has occurred
• Determining expected future cash flows in order to calculate impairment.
Look out for a more detailed discussion of the proposals in next month’s Accounting News.
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Proposed changes to dividends and
remuneration reports
Exposure Draft (ED) Corporations Legislation Amendment (Remuneration Disclosures and Other Measures)
Bill 2012 includes proposed changes to the Corporations Act 2001 (the Act) and was issued in December
2012 as an attempt to fix certain problems with the previous changes made to dividend and other
financial reporting requirements in the Act (June 2010). The ED also includes proposed additional
disclosures in remuneration reports of listed companies.
More disclosures for listed company remuneration reports
The ED proposes the following additional disclosure for the remuneration
report of listed companies:
Corporate governance framework
The proposals include a requirement to disclose details about the
company’s corporate governance framework, i.e. the process for
determining KMP remuneration. Currently listed companies are only
required to disclose information about their policy for determining
remuneration.

The ED follows a Discussion Paper (DP) issued by Treasury in November
2011 called ‘Proposed Amendments to the Corporations Act’ which
sought input on a number of concerns raised by stakeholders on
the dividend and other reforms brought about by the Corporations
Amendment (Corporate Reporting Reform) Act 2010 in July 2010.
Main changes
The main changes proposed in the ED which will impact most companies
include:
• Clarification that the ‘assets’ test must be performed before declaring
a dividend (where the entity has a Constitution) and before paying a
dividend (where the entity has no Constitution and is following the
replaceable rules for dividends in the Act)
• Allowing small proprietary companies that are not required to prepare
financial statements under Chapter 2M of the Act to refer to their
accounting records when performing the ‘assets’ test, rather than
having to apply Accounting Standards.
The main changes impacting listed companies and their remuneration
reports include having to disclose:
• Their process for determining key management personnel (KMP)
remuneration
• Additional non-Accounting Standard information about KMP
remuneration (In BDO’s opinion this additional information is likely to
confuse readers (if they weren’t confused before))
• More information about termination benefits
• More information about KMP remuneration where there has been a
misstatement in financial statements in the previous three years.
As unlisted companies that are disclosing entities are not subject to
the ‘two strikes’ shareholder voting test on the remuneration report,
Treasury consider that it is less relevant for these companies to prepare
a remuneration report. As such, the ED also proposes that unlisted
companies that are disclosing entities will no longer be required to
prepare a remuneration report.

Non-Accounting Standard information
Currently, most information disclosed about remuneration is measured
in accordance with Accounting Standards. In particular, options and
other share-based payment amounts are measured by reference to
AASB 2 Share-based payment. The ED proposes that a listed company
will also disclose the following for each KMP (without reconciling it to
remuneration disclosed in the financial statements, and which will still be
required under s300A):
• Total amount of remuneration that was granted to the KMP before
the start of the year and paid to the person during the year
• Total amount of remuneration that was granted, and paid, to the KMP
during the year
• Total amount of remuneration that was granted to the KMP during
the year (whether or not payment is dependent on satisfaction of a
performance condition) but that is not to be paid to the person until
after the end of the year.
If readers weren’t confused before, we are sure they will be if these
proposals are adopted.
More information about termination benefits
Section 300A(1)(e)(vii) currently requires that listed companies disclose
termination benefits provided for under a contract of employment.
It does not cover non-contractual payments on termination (e.g.
discretionary payments), and does not cover an arrangement where
the departing KMP provides consultancy services post termination. It
also does not require distinct elements of the payment to be separately
disclosed.
The ED is proposing that you will also be required to disclose details of:
• Non-contractual termination payments
• Post severance arrangements.
Material misstatements in previous three years’ financial statements
If the company becomes aware during the financial year of a material
misstatement in the financial statements in any of the three previous
years, listed companies will be required to disclose details of what the
company did about it, i.e. reductions or repayment of remuneration, and
if not, why not.
Comparing Discussion Paper issues with Exposure Draft proposals
The DP also raised other financial reporting issues which have not been
dealt with in the ED proposals.
The main concerns raised in the DP in respect of dividends and other
financial reporting issues are summarised below, together with our
comments as to how each concern has been dealt with in the ED.
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Dividends
Concern one: Accounting Standards and solvency
• Places an unreasonable burden upon small proprietary companies and entities preparing special purpose financial statements that are not ordinarily required to apply
the recognition and measurement requirements of Accounting Standards.
• The test can have little relationship to solvency because it does not take into account the timing and magnitude of flows of funds.
DP proposals
Four possible alternatives:
1. Retain s254T as currently drafted. Small proprietary companies and non-reporting entities need to apply Accounting Standards to determine whether they are a large
or small proprietary company under s45A anyway.
2. Adopting a solvency test along the line of the New Zealand model. The ‘assets test’ is retained but instead of having to apply all Accounting Standards, entities can
refer to their most recent financial statements prepared in accordance with s295 (which could be general purpose or special purpose), or otherwise to their financial
records kept under s286.
3. Reinstating the former ‘profits test’. This would assist companies not required to prepare financial statements who would be able to use information prepared for tax
purposes, but it would perpetuate the problem of having to rely on legal interpretations of what is meant by ‘profit’.
4. Two choices – ‘profits test’ or the ‘assets test’, except that for the ‘assets test’, the company would have to apply all Accounting Standards if it is required to prepare
financial statements under the Corporations Act. If not, the company can use the financial records required to be kept under s286. It appears that under this
option, non-reporting entities preparing special purpose financial statements for Corporations Act purposes would still be required to apply all the recognition and
measurement requirements of Accounting Standards before they can pay a dividend.
ED response
The ED is proposing alternative two.This means that assets must still exceed liabilities but small companies that are not required to prepare financial statements can
instead refer to the financial records of the company, rather than having to apply all Accounting Standards before deciding whether it can pay a dividend or not.
BDO Comments
• Removes the burden for small proprietary companies from having to refer to Accounting Standards to determine assets and liabilities before paying a dividend. These
entities can merely refer to their accounting records (which could technically be a cash book).
• Does not address whether large non-reporting entities must apply all measurement and recognition requirements or not. This is currently a focus of the Australian
Accounting Standards Board (AASB) in their research into special purpose financial reporting.
• Does not solve the problem for entities with low levels of equity due to strict Accounting Standard definitions of ‘equity’. Many of these entities have positive cash
flows and would otherwise be considered solvent, yet may not be permitted to pay a dividend under the proposed revisions.
Concern two: ‘Declared’ vs. ‘determined’
Whether the term ‘declared’ should continue to be used in s254T, or whether it should be changed to ‘determined’ in line with the terminology used in s254U and most
company constitutions.
ED response
Section 254T(1) continues to deal with situations where companies have a constitution that allows directors to ‘declare’ a dividend.
The ED is proposing to add section 254T(2) to address the timing of the assets test where no declaration is required.
The timing for the assets test where dividends are not ‘declared’ is immediately before the dividend is paid.
BDO Comments
The proposed addition of section 254T(2) appears to address the problem of ascertaining the correct date to perform the assets test.
Further, the proposed addition of section 254T(3), which says that subsection (2) does not apply to a dividend that is ‘declared’ avoids the problem of having to apply
both the ‘declared’ and ‘paid’ rules.
Concern three: Whether a dividend is a capital reduction ‘otherwise authorised by law’
Capital reductions under section 256B(1) require shareholder approval whereas a section 254T dividend does not. The removal of the profits test means that capital
reductions could be effected by paying a ‘dividend’ under section 254T.
The concern was raised, therefore, whether the law needs to be amended to clarify that paying a dividend out of capital is a circumstance where a reduction in capital
under s256B(1) is ‘otherwise authorised by law’, or whether a note should be added to the Act to clarify the inter-relationship between the dividends test and the capital
reduction provisions.
ED response
No response. The DP indicated that Treasury believed that the law is clear.
BDO Comments
It appears that the intention of section 254T is that it could be used as a capital reduction mechanism. This makes sense in the context of section 254T, as it is currently
worded, having the same ‘fair and reasonableness’ and solvency requirements as section 256B(1).
However, we are concerned that the proposed revisions to section 254T, which remove the ‘fair and reasonableness’ requirements, mean that section 254T and 256B(1)
will be out of sync and this may have application issues in the future.

Parent entity financial statements
Concern four: Not allowing parent entity financial statements
Groups that are reporting entities required to produce general purpose financial statements under s295(2) (as redrafted in June 2010) are only allowed to present
consolidated financial statements. This means that presenting parent entity financial statements alongside the consolidated financial statements is no longer permitted,
however, additional parent entity information is required by Regulation 2M.3.01 in the notes to the financial statements.
CO 10/654 Inclusion of parent entity financial statements in financial reports was therefore issued in July 2010 as an interim measure to allow entities that prepared
consolidated financial statements to include the parent entity if they so wished (particularly important for APRA regulated entities, which must present parent entity
financial statements as well).
The concern was whether the wording of s295(2) should be changed to once again permit parent entity financial statements to be included alongside consolidated
financial statements (i.e. incorporate CO 10/654 into the Act).
ED response
No response.
BDO Comments
While a tidy up of the Act would be welcome, Treasury’s lack of action on this point is a non-event, as companies can achieve their required outcome by applying CO
10/654 without having to make any formal declarations in the financial statements or by way of resolutions or minutes.
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Changing financial years under s323D(2A)
Concern five: Changing financial years where year varies by plus/minus seven days each year
S323D(2A) was introduced in June 2010 to facilitate a change of a company’s year end by allowing a company to have a financial year after its first year to last for a
period of less than 12 months. This is only possible if none of the previous five financial years have been less than 12 months duration.
This is inconsistent with s323D(2) which allows directors to determine that a financial year is to be shorter or longer than 12 months by not more than seven days.
DP proposals
The inconsistency can be corrected by amending subsection 323D(2A) to allow a financial year of less than 12 months, if the length of each of the last five financial years
has not been varied by more than plus/minus seven days (as permitted by s323D(2)).
ED response
No response.
BDO Comments
We would have welcomed a proposed fix of this section to ensure that retail entities applying the plus/minus seven day rule for financial years are not prevented from
changing their year end.

Start dates
Subject to some transitional provisions to cater for dividends declared under the current rules which have not yet been paid when any dividend
proposals become law, the ED proposes that the start date for the dividend proposals would be when the relevant legislation receives Royal Assent.
The proposed start date for additional remuneration report disclosures is for financial years starting on or after 1 July 2013.
Submissions on these proposals closed 15 March 2013. At the time of writing, we are unsure of the likelihood of these proposals being passed by
30 June. With an election looming, it is uncertain whether this legislation will be tabled in Parliament, or whether it will be dropped down the
government’s priority list until the outcome of the election is known.

New BDO publications
The Audit section of our website includes a range of publications
on IFRS issues. Look for the ‘Global IFRS Resources’ link which
includes resources such as:
• IFRS at a glance – ‘one page’ and short summaries of all IFRS standards
• Need to Knows - updates on major IASB projects and highlights practical implications of
forthcoming changes to accounting standards
• IFRS in Practice – practical information about the application of key aspects of IFRS, including
industry specific guidance. The most recent posting is an overview of IFRS 6 Exploration For and
Evaluation of Mineral Resources.
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IASB publishes feedback statement on its
agenda consultation
In December 2012, the International Accounting Standard Board (IASB) published Feedback Statement:
Agenda Consultation 2011 (Feedback Statement) on its response to constituent’s comments on its future
agenda and priorities.
In July 2011, the IASB began a public consultation process on its future
agenda and priorities. This process was concluded by the publication
of the Feedback Statement. The Feedback Statement summarises
comments received from the IASB’s document Request for views: Agenda
Consultation 2011 (published in July 2011), and how the IASB intends to
respond to those comments.
There were five clear themes that were communicated through the
comment letters:
1. A ‘period of calm’ is now required in the wake of seemingly continuous
change and accounting standards over the past decade
2. Priority needs to be directed back towards the conceptual framework
project
3. The IASB needs to address improvements to targeted areas
highlighted by respondents
4. The IASB needs to pay greater attention to the implementation,
maintenance, and post-implementation review processes
5. The IASB needs to improve the way in which standards are developed,
including front-loaded research and more rigorous cost benefit
analysis.
The Feedback Statement noted that, going forward, the IASB sees its
technical work programme as being focused on three key areas:
1. Implementation and maintenance (including post-implementation
reviews)
2. The conceptual framework project
3. A small number of major IFRS projects.
Implementation and maintenance
The Feedback Statement noted that many comment letters have
suggested that the IASB should place greater emphasis on maintaining
existing IFRSs requirements via interpretations, narrow-scope
improvements, annual improvements and education. Many are also of
the view that the IASB and the IFRS Interpretation Committee should be
more active in addressing practical application matters of IFRSs.
Conceptual framework
In May 2012, the IASB restarted the Conceptual Framework project on
its own, focusing on five topics. The Conceptual Framework project was
previously one of the IASB and US Financial Accounting Standards Board
(FASB) convergence projects, but was suspended in 2010 to allow the
IASB and FASB to focus on high priority standards-level projects.
The five topics are:
1. Reporting Entity: Clarifying the nature of the entity about which the
financial information is being prepared, including consideration of
the definitions of a reporting entity, and control of another entity
2. Presentation: Including the role of other comprehensive income
(OCI) and recycling
3. Disclosure: Developing disclosure principles to assist the
development of disclosure requirements in IFRSs
4. Elements: Refining and clarifying the definitions of an asset and
a liability, together with the liability/equity boundary and nonfinancial liabilities
5. Measurement: Developing clear guidance for the approach to initial
and subsequent measurement.
The IASB has indicated that it plans to publish a discussion paper in June
2013, and has a target to finalise the conceptual framework project by
September 2015.

Major IFRS projects
Joint projects with FASB
The IASB plans to give high priority to finalising the existing
Memorandum of Understanding projects that it has been working on with
the FASB. These are:
• Financial instruments
• Revenue
• Leases
• Insurance contracts.
New standards-level projects – Exposure drafts or discussion papers
to be expected
The following three topics have been identified as being the first new
projects that the IASB will consider:
• Agriculture – aims to publish an exposure draft on the accounting for
bearer biological assets in the first half of 2013
• Rate-regulated activities – plans to issue a discussion paper
• Separate financial statements - use of the equity method –
reintroduce the option to account for subsidiaries, joint ventures and
associates using the equity method in an entity’s separate financial
statements.
Discussion papers and/or research documents to be expected in the
next three years
The IASB anticipates that it will either issue a discussion paper or research
document on the following topics in the next three years. These topics are
called high priority research projects:
• Emissions trading schemes (ETS)
• Business combinations under common control
• Discount rates
• Equity method of accounting
• Extractive activities - Intangible assets - Research & development
activities
• Financial instruments with the characteristics of equity
• Foreign currency translation
• Non-financial liabilities (amendments to IAS 37).
Other activities
Islamic (Shariah-compliant) transactions and instruments
A consultative group is being set up to look at the relationship between
Shariah-compliant transactions and instruments, and IFRSs, and to assist
in educating the IASB on these transactions as the IASB acknowledges
that neither itself nor its staff have much expertise in this area.
Disclosure Forum
There has also been feedback from preparers that, to avoid additional
time and cost involved in justifying why a particular disclosure has been
omitted (whether to their auditors or to regulators), they typically adopt
a ‘checklist approach’ under which they disclose all items included in the
checklist rather than applying judgement and disclosing only material
items.
The IASB hosted a disclosure discussion forum in January 2013 consisting
of securities regulators, auditors, investors and preparers to discuss
strategies for improving the quality of financial reporting disclosures.
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for more information

Comments sought on
exposure drafts

adelaide

At BDO, we provide comments locally to the AASB and internationally to the IASB. We welcome
any client comments. If you would like to provide any comments, please contact Wayne Basford.
Document

Proposals

ED 228 Equity Method: Share of Proposes that an investor should
Other Net Asset Changes
recognise, in the investor’s equity,
its share of the changes in the net
assets of the investee that are
not recognised in profit or loss or
other comprehensive income (OCI)
of the investee, and that are not
distributions received (‘other net
asset changes’).
ED 230 Classification and
Proposes to clarify existing
Measurement: Limited
classification and measurement
Amendments to AASB 9
requirements and to introduce a fair
value through other comprehensive
Proposed Amendments to
income (OCI) measurement category
AASB 9 (2010)
for certain debt instruments.
ED 231 Clarification of
Clarifies that a revenue-based
Acceptable Methods of
method should not be used to
Depreciation and Amortisation calculate the charge for depreciation
and/or amortisation, because
Proposed Amendments to
that method reflects a pattern of
AASB 116 and AASB 138
economic benefits being generated
from the asset, rather than the
expected pattern of consumption
of the future economic benefits
embodied in the asset.
ED 232 Sale or Contribution of Proposes to resolve the conflict
Assets between an Investor and between AASB 127 Consolidated
its Associate or Joint Venture
and Separate Financial Statements
and Interpretation 113 Jointly
Proposed Amendments to
Controlled Entities—Non-Monetary
AASB 10 and AASB 128
Contributions by Venturers in relation
to the accounting by an investor for
the loss of control/joint control in an
investee.
ED 233 Australian Additional
The AASB are proposing additional
Disclosures – Investment
disclosures for investments to
Entities
address concerns of some AASB
Board members about loss of
Proposed Amendments to
consolidation information arising
AASB 1054
from investment entities not
consolidating their investments
in subsidiaries under the new IFRS
standard.
ED 234 Acquisition of an
Proposes guidance for the
Interest in a Joint Operation
accounting, by a joint operator, for
the acquisition of an interest in a
Proposed Amendments to
joint operation, as defined in AASB
AASB 11
11 Joint Arrangements, in which
the activity of the joint operation
constitutes a business (as defined in
AASB 3 Business Combinations).
ED 236 Novation of Derivatives Proposes to introduce an exception
and Continuation of Hedge
to the discontinuation of hedge
Accounting
accounting in AASB 139 Financial
Instruments: Recognition and
Proposed amendments to
Measurement where the novation
AASB 139 and AASB 9
of a derivative would not trigger
discontinuation of hedge accounting
if certain strict criteria are met.
ED 237 Financial Instruments:
Proposes to replace the impairment
Expected Credit Losses
requirements in AASB 139 Financial
Instruments: Recognition and
Measurement, which are based on an
incurred loss model, with a forward
looking expected loss model.
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