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ACCOUNTING

NEWS
ATTENTION DIRECTORS – ASX
CORPORATE GOVERNANCE
CHANGES – PART 10 – THE
REVISED ASX CORPORATE
GOVERNANCE PRINCIPLES
HAVE ALREADY BEEN IN
EFFECT FOR 1 YEAR
The Third Edition of the ASX Corporate Governance Principles and Recommendations (Third
Edition) came into force from 1 July 2014, so we are one year into applying the new principles
and recommendations. We will see Australian listed entities reporting on compliance with the
revised principles this reporting season, recognising that adopting these recommendations is not
mandatory but ‘if not, why not’ disclosure must be made where they are not being followed.
Being so close to year end, we thought it would be appropriate to pose directors ten questions as to
their adoption of the new principles and recommendations which impact on their governance role.
Question 1: Have you got your own personal ‘skills matrix’?
Recommendation 2.2 expects an entity to have a skills matrix for its board. This means that each
director should therefore have their own skills matrix setting out how their skills fit into the overall
board’s corporate governance role.
Each director should be reviewing their individual skills matrix, considering whether they do indeed
have these skills? Have they kept these skills up to date? Are there other skills they should be
developing?
Question 2: Have you got your own professional development plan?
Following on from Recommendation 2.6, directors are expected to a have a professional
development plan, allowing them to both:
• Maintain and enhance skills they already have, and
• Develop new skills that are required in the context of their board’s governance role.
Question 3: Have you received an update on financial reporting/accounting standards this year?
Following on from the Centro case (ASIC v Healey), all directors are expected to have sufficient
knowledge of financial reporting that allows them to question management and the auditors
before they approve the financial report. They need to be able to spot errors that ‘Blind Freddy’
would recognise.
Following on from the Centro case, the revised principles in the Third Edition expressly recommend
that directors keep themselves up to date on financial reporting.

IN THIS
EDITION

P1 Attention directors – ASX Corporate
Governance changes – Part 10 – The
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In this edition we continue our series on the
practical implications of the revised ASX
Corporate Governance Principles, highlighting
ten questions directors should now be asking
themselves in light of these principles.
We look at what’s new for 30 June 2015
annual and half-year financial statements, the
most notable change being that corporate
bond rates will now be used to discount
employee benefit obligations rather than
government bond rates for most entities.
We also summarise ASIC’s focus areas
for their 30 June 2015 financial reporting
surveillance programme, as well as its recent
Information Sheet which provides guidance to
directors when reviewing impairment models.
These are important for both directors and
preparers of financial statements to consider
as they prepare this year’s accounts.
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Question 4: Are you able to ask management and the auditors the right questions when you
review the financial report?
As noted above, the Centro case reinforced the principle that the approval of the financial report
was the sole responsibility of the directors, and that this responsibility could not be delegated to
management, finance controllers, auditors or the accountants on the board.
Recommendation 2.6 recommends that directors keep up to date on financial reporting, but this is
based on the premise that the director already possesses the appropriate knowledge to be able to
identify ‘Blind Freddy’ errors in the financial report. This requires the director to have an appropriate
knowledge of financial reporting, and to be able to apply this knowledge to specific transactions
and conditions as they apply to the entity they are governing.
Question 5: Have you considered the sustainability risks as they impact your entity?
Recommendation 7.4 requires the disclosure of the sustainability risks to which the entity is
exposed and how these risks are managed. Some commentators view this recommendation as
Integrated Reporting by another name. This disclosure requirement could potentially expose boards
to significant litigation in the future if it is subsequently found that either these risks were not
appropriately identified and disclosed, or that the risks were not appropriately managed.
These recommendations should lead to significant discussion and attention by Australian boards.
Question 6: Has your entity got a risk management framework?
Principle 7 sets out the need for an entity to have an appropriate risk management framework,
such as COSO. This is effectively the same requirement imposed on SEC listed entities under the
Sarbanes – Oxley Act (SOX).
The risk management framework is a key feature of corporate governance, both in respect of
protecting the entity’s assets, and in the context of the integrity of the entity’s financial reporting.
Failure to establish an appropriate risk management framework may again lead to significant
litigation against individual directors.
Question 7: Is the entity’s risk management framework monitored for effectiveness and efficiency?
Again this is a key aspect of SOX. It is simply not appropriate that an entity documents its risk
management framework and then leaves this document ‘on the shelf’. The risk management
framework needs to be updated for changes in both the entity’s business operations and the
business environment in which it operates.
The effectiveness and efficiency of the internal controls put in place to monitor risk needs to be
monitored.
This recommendation is likely to prove particularly challenging for smaller entities with limited
resources and no internal audit function. Not monitoring internal controls simply because an entity
is small or lacking cash does not represent good corporate governance
Expressing positive statements to investors as to the existence of an appropriate risk management
framework, and to the monitoring of such a framework, may expose directors to subsequent
litigation if it is found that the internal controls were not effective in protecting the company and
safeguarding the integrity of the entity’s financial reports.
Question 8: Who is responsible for monitoring the effectiveness and efficiency of the risk
management framework?
The time and effort required to appropriately monitor the effectiveness and efficiency of an
entity’s internal controls should not be underestimated. Directors need to satisfy themselves that
appropriate resources, in terms of budget, manpower, and skill level, have been applied to this task.
Again, for smaller entities without an internal audit function, this recommendation will prove
particularly challenging. Is it appropriate that the responsibility sits with the finance function,
recognising the inherent issues with self-review? If the task is not undertaken by the finance
function, who within the organisation has the appropriate skills to perform the review? If the task is
to be outsourced, then how much will it cost and will the scope of this review be sufficient to cover
all significant risks and controls?

Question 9: Are the results of monitoring
the risk management framework reported
to the board, and if so, what action has the
board taken on any weaknesses?
The major theme of the revised corporate
governance principles is that it is ultimately the
board that is responsible for risk management
and for ensuring the adequacy of the internal
control framework. It is therefore essential
that the results of reviewing the entity’s risk
management framework are reviewed by the
board and that the board directs remedial
action to be taken for significant control
deficiencies.
Question 10: If the answer to any of the
above questions is ‘no’, have you prepared
the ‘if not, why not’ response?
A key feature of the ASX Corporate Governance
Principles and Recommendations is that these
are only recommended actions, and that if an
entity elects not to follow a recommendation,
it explains why it has not done so, and how
it uses alternative procedures to achieve the
corporate governance objective.
It is unlikely that a ‘no’ response to the above
questions can be justified by the boiler plate
explanation: ‘Because of the entity’s size,
recommendation XXX has not been followed.’
More information on the ASX Corporate
Governance changes
Please refer to other articles in our Accounting
News Corporate Governance series for more
information:
• Accounting News – August 2014 – Part
1 - Introduction to the changes to the Third
Edition of ASX Corporate Governance
Principles and Recommendations
• Accounting News – September 2014 – Part
2 - Exposure to economic, environmental
and social sustainability risks
• Accounting News – October 2014 – Part 3
- Roles and responsibilities of directors with
respect to financial reporting – Skills matrix
and professional development requirements
• Accounting News – November 2014 – Part 4
- ‘If not, why not’ disclosure requirements
• Accounting News – December 2014 – Part 5
– Principle 7: Recognise and manage risk
• Accounting News – February 2015 – Part
6 – Role of the board in managing and
monitoring risk
• Accounting News – March 2015 – Part
7 – Role of the audit committee and the
internal audit function
• Accounting News – April 2015 – Part
8 – Challenges facing ASX boards with
operations in emerging markets
• Accounting News – May 2015 – Part 9 –
Gender diversity.
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WHAT’S NEW FOR 30 JUNE 2015
ANNUAL FINANCIAL STATEMENTS
The good news is that there are no new standards and only a few modifications that will impact
30 June 2015 annual financial statements of for-profit entities for the first time. This makes a
nice change from the past few reporting seasons, though it is just the calm before the storm with
Financial Instruments, Revenue and Leases set to impact us in the near future.
However, for not-for-profit entities, you will have the challenge of applying the new suite of
consolidation and joint arrangement standards for the first time. This will require significant
judgement and most likely discussion with your auditors to decide whether you control or jointly
control other entities.
It is also important to keep in mind that the Australian Securities and Investments Commission
(ASIC) continues to publicise their focus areas for their financial reporting surveillance programme,
which impacts listed entities as well as private companies.
Issues you should therefore be considering when preparing 30 June 2015 annual financial
statements include:
• ASIC focus areas
• Changes to discount rates used to discount employee benefit liabilities
• Disclosing entities – Remuneration reports no longer required for unlisted companies
• Investment entity amendments to AASB 10 Consolidated Financial Statements
• Changes to recoverable amount disclosures
• Annual improvements
• Interpretation 21 Levies
• Consolidation and joint arrangements standards for not-for-profit entities.
These are discussed briefly below.
Changes to discount rates used to discount employee benefit liabilities
In May Accounting News we summarised how recent research conducted by the Group of 100
(G100) and the Actuaries Institute of Australia show that Australia does have a sufficiently deep
corporate bond market, so that corporate bonds rates must be used instead of government bond
rates to discount employee benefit liabilities under AASB 119 Employee Benefits.
This means that all entities, other than not-for-profit public sector entities, must use corporate
bond rates, instead of government bond rates, to discount employee benefit liabilities such as
annual and long service leave expected to be settled more than 12 months after the reporting date,
and defined benefit obligations.
Not-for-profit public sector entities will continue to use government bond rates.
Where do I find these corporate bond rates?
The corporate bond discount rates will be published monthly and can be found on Milliman
Australia (Milliman) web site. The rates can also be accessed via the G100 website.
Is the change in rate a change in accounting policy or change in estimate?
The change to the corporate bond rate must be accounted for as a change in estimate under AASB
108 Accounting Policies, Changes in Accounting Estimates and Errors. This means that the impact of
the ‘catch-up’ adjustment will be accounted for during the 30 June 2015 reporting period.
If material, you will need to disclose the following in your 30 June 2015 financial statements:
• The nature of change (from government to corporate bond rates)
• Amount of the change.
For many entities with only annual and long service leave liabilities, changes will not be material.
Disclosing entities – Remuneration reports no longer required for unlisted companies
The Corporations Legislation Amendment (Deregulatory and Other Measures) Act 2015 received
Royal Assent on 19 March 2015 and amends s300A(2) of the Corporations Act 2001 so that audited
remuneration reports are now only required for listed companies. Unlisted companies that are
disclosing entities are no longer required to include a remuneration report as part of their Directors’
Report.
The changes apply to years ending on or after 19 March 2015.
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Action points
Unlisted disclosing entities can remove the remuneration report from their
annual Directors’ Report.
Investment entity amendments to AASB 10 Consolidated Financial
Statements
A new concept, the ‘investment entity’, has been introduced through
changes to AASB 10 Consolidated Financial Statements. An ‘investment
entity’ recognises and measures investments in subsidiaries at fair value
through profit or loss in accordance with AASB 9 Financial Instruments or
AASB 139 Financial Instruments: Recognition and Measurement, rather
than consolidating them as required by AASB 10. If you are determined
to meet the definition of an investment entity, this treatment is required
rather than optional.
An ‘investment entity’ is one that meets all of the following criteria:
• It obtains funds from one or more investors for the purpose of
providing those investors with investment management services
• It commits to investors that its business purpose is to invest funds
solely for returns from capital appreciation and/or investment income
• It measures and evaluates the performance of substantially all of its
investments on a fair value basis.
AASB 10, paragraphs B85A to B85W include extensive guidance on what
is, and what is not, an investment entity. Judgement is required and
details of judgements made must be disclosed.

to Australian Accounting Standards includes amendments that apply for
the first time to years ending 30 June 2015. These are not expected to
have a major impact on current practice and are summarised in the table
below:
STANDARD

IMPACT OF AMENDMENTS

AASB 2 Share-based Payment

Performance targets for share-based
payments based on metrics of
another group entity (rather than
the issuing entity) must be treated as
vesting conditions.

AASB 8 Operating Segments

Additional disclosures required
about your judgements regarding
aggregation criteria used to assess
whether your segments have similar
economic characteristics.
Only need to disclose a reconciliation
of reportable segment assets to the
entity’s total assets if ‘segment assets’
are regularly provided to the chief
operating decision maker.

AASB 116 Property, Plant and
Equipment
AASB 138 Intangible Assets
AASB 124 Related Party Disclosures

Payments for key management
personnel (KMP) services provided
by a ‘management entity’
must be disclosed as a related
party transaction, not as KMP
compensation.
Note: This mainly impacts funds
where a responsible entity provides
KMP services generally. Where KMP
services are provided by an individual
employed by the entity, via a service
company, KMP services comprise KMP
remuneration and must be disclosed
as such.

AASB 13 Fair Value Measurement

The ‘portfolio exception’ applies to all
contracts within the scope of AASB
139 Financial Instruments: Recognition
and Measurement/AASB 9 Financial
Instruments, regardless of whether
they meet the definition of ‘financial
assets’ and ‘financial liabilities’ under
AASB 132 Financial Instruments:
Presentation.

AASB 140 Investment Property

If a property acquired on or after
the beginning of the first period to
which these amendments apply
(1 July 2014) meets the definition
of ‘investment property’, AASB 3
Business Combinations still needs to
be considered to determine whether
you have purchased an asset or a
business.

Action points
If you think that your entity may qualify as an investment entity, we
stress the importance of confirming this view with your auditor as soon as
possible because a significant amount of work will need to be undertaken
to retrospectively restate these changes (i.e. deconsolidate).
For more information, refer to Accounting News article, November 2012.
Changes to recoverable amount disclosures
When AASB 13 Fair Value Measurement was issued in 2011, changes were
made to AASB 136 Impairment of Assets to require that at each reporting
date, the recoverable amount of a cash-generating unit (CGU) with
significant amounts of goodwill and intangibles with indefinite useful
lives be disclosed.
This was not the intention, and AASB 2013-3 Amendments to AASB 136
Recoverable Amount Disclosures for Non-Financial Assets clarifies that
the recoverable amount only needs to be disclosed for individual assets
and CGUs that have suffered impairment losses during the period (or
have had a reversal of an impairment loss during the period).
AASB 2013-3 also introduces various additional disclosures where the
recoverable amount is determined using fair value less costs of disposal
(FVLCD), including the level in the fair value hierarchy, and for instances
where fair value is level 2 or 3:
• A description of the valuation technique, changes in valuation
techniques and reasons for changes
• Description of each key assumption used, and
• Discount rate used.
Action points
Delete recoverable amount of CGUs with goodwill and indefinite-lived
intangibles unless there was an impairment loss during the period.
If an asset has been written down to its recoverable amount and the
recoverable amount has been determined on the basis of FVLCD, ensure
that additional disclosures have been included in your annual report.
Annual improvements
As a result of the International Accounting Standards Board’s 2010-2012
and 2011-2013 annual improvements cycles, AASB 2014-1 Amendments

How proportionate restatement
of accumulated depreciation is
calculated when assets are revalued
(mainly impacts public sector
entities).

Action points
For more information to determine whether these annual improvements
are likely to impact your 30 June 2015 financial statements, refer to
details of amendments in Accounting News article, February 2014.
Interpretation 21 Levies
Although initially intended to deal with banking levies imposed on
European banks operating on a particular date (rather than during a
period), the scope of this interpretation was widened to deal with all
government levies, other than income taxes under AASB 112 Income
Taxes.
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It clarifies the circumstances under which a liability to pay a government
imposed levy should be recognised, and whether that liability should be
recognised in full at a specific date, or progressively over a period of time.
Action points
In Australia, you need to consider Interpretation 21 when determining the
appropriate timing for government levies such as land taxes, mining taxes
and other levies to ensure that a liability is recognised in the appropriate
period and on the appropriate date.
If your group operates in other jurisdictions, you need to consider the
types of government levies paid and the appropriate timing for liability
recognition in the context of this interpretation, particularly where the
reporting period and levy assessment periods do not coincide.
For more information, refer to Accounting News article, July 2013.
Consolidation and joint arrangements standards for not-for-profit
entities (NFPs)
NFPs could be significantly impacted by the first-time application of the
new consolidation suite of standards which apply for the first time for
years ending 30 June 2015.
These standards were written in the context of for-profit entities and are
not easy to apply when deciding on control and joint control in the NFP
sector, where variable returns do not typically flow to the investor by way
of dividends.
The Australian Accounting Standards Board (AASB) therefore issued AASB
2013-8 Amendments to Australian Accounting Standards – Australian
Implementation Guidance for Not-for-Profit Entities – Control and
Structured Entities which provides guidance on:
• How to interpret the three elements of the control definition (power,
exposure to variable returns, and the ability to use power to affect
variable returns) in an NFP context (Appendix E added to AASB 10),
and
• What is a ‘structured entity’ in an NFP context (Appendix E added to
AASB 12)?
Because there are often no financial interests between one NFP entity
and another, judgement is required as to whether one entity controls
another. Key judgements made in respect of having the ability to control
another entity must be disclosed in accordance with AASB 12.
For more information about the guidance provided in AASB 2013-8, refer
to Accounting News, November 2013.
For more information
For more information on new or amending standards for 30 June 2015,
refer to our recent Financial Reporting Standards Update.

WHAT’S NEW FOR 30
JUNE 2015 HALF-YEAR
FINANCIAL STATEMENTS
For listed entities and disclosing entities, there is only one amending
standard that may impact the preparation of your 30 June 2015 half-year
financial statements for the first time.
AASB 2014-1 Amendments to Australian Accounting Standards applies to
annual reporting periods beginning on or after 1 July 2015, and therefore
applies for the first time to your 31 December 2015 annual financial
statements (and 30 June 2015 half-year financial statements).
These amendments, which are summarised in the article above, What’s
new for 30 June 2015 annual financial statements, are unlikely to have a
major impact on your 30 June 2015 half-year financial statements.

ASIC FOCUS AREAS
FOR 30 JUNE 2015
FINANCIAL REPORTS
On 3 June 2015 the Australian Securities and Investments Commission
(ASIC) issued Media Release MR 15-139 which outlines its focus areas
for 30 June 2015 financial reports of listed entities and other entities of
public interest with many stakeholders.
‘Directors and auditors should continue to focus on values of assets
and accounting policy choices. We continue to see instances where
companies have used unrealistic assumptions in testing the value of
assets or have applied inappropriate accounting choices in areas such
as revenue recognition.’
ASIC Commissioner, John Price
Role of directors
In its Media Release, ASIC stresses that even though directors do not need
to be accounting experts, they should seek explanation and professional
advice supporting the accounting treatments chosen. Directors should be
challenging accounting estimates and treatments applied in the financial
report and seeking advice where a treatment does not reflect their
understanding of the substance of an arrangement.
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Further information can be found in ASIC Information Sheet 183 Directors and financial reporting
(INFO 183).
On 10 June 2015, ASIC also issued Information Sheet 203 Impairment of non-financial assets: The
role of directors and audit committees to assist directors and audit committees when considering
whether the non-financial assets shown in a company’s financial report are impaired. Our article
‘ASIC Information Sheet for directors on the role of directors in impairment testing’ includes a
summary of the issues directors should be questioning when assessing management’s impairment
models and calculations.
Not only listed entities
It is important to note that not only listed entities will be affected by ASIC’s focus areas and its
financial reporting surveillance programme, ASIC continues to review a sizable number of financial
reports of private entities and groups with numerous stakeholders.
ASIC will continue to review the financial reports of proprietary companies and unlisted public
companies based on complaints and other intelligence.
ASIC have also been proactively identifying and following up companies that are required to
lodge financial reports with ASIC but have not done so. Refer to Accounting News, May 2015 for
more information about companies ASIC has recently penalised for failing to lodge their financial
statements.
Focus areas
There are seven focus areas that directors, preparers and auditors of financial statements should
be aware of. These cover asset values, accounting policy choices, and key disclosures, and are
summarised briefly in the table below.
ACCOUNTING ESTIMATES
Impairment testing and
asset values

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

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
• IFRS News at a Glance – provides high-level
headlines of newly released documents by
the IASB and IFRS related announcements
by securities regulators
• Need to Knows – updates on major IASB
projects and highlights practical implications
of forthcoming changes to accounting
standards. Recent Need to Knows include
IFRS 9 (2014) Financial Instruments –
Classification and Measurement (April 2015),
IFRS 9 Financial Instruments - Impairment of
Financial Assets (Dec 2014), IFRS 15 Revenue
from Contracts with Customers (Aug 2014)
and Hedge Accounting (IFRS 9 Financial
Instruments) (Jan 2014)
• IFRS in Practice – practical information
about the application of key aspects of IFRS,
including industry specific guidance. Recent
IFRS in Practice include IFRS 15 Revenue
from Contracts with Customers - Transition
(April 2015), IFRS 15 Revenue from Contracts
with Customers (Oct 2014), IAS 7 Statement
of Cash Flows (May 2014), Distinguishing
between a business combination and an
asset purchase in the extractives industry
(March 2014), IAS 36 Impairment of Assets
(Dec 2013) and Common Errors in Financial
Statements – Share-based Payment (Dec
2013)
• Comment letters on IFRS standard setting includes BDO comments on various projects
of international standard setters, including
Exposure Drafts and other Discussion
Papers, when it is considered that the issue
is significant to the BDO network and its
clients. Latest comment letters include
Basel Committee on Banking Supervision
– Guidance on accounting for expected
credit losses, IASB ED 2014-06 Disclosure
Initiative, IASB ED 2014-04 Measuring
Quoted Investments in Subsidiaries, Joint
Ventures and Associates at Fair Value, and
IASB ED 2014-03 Recognition of Deferred
Tax Assets for Unrealised Losses.
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ACCOUNTING POLICY CHOICES
Off-balance sheet
arrangements

Review the treatment of off-balance sheet arrangements, the accounting for
joint arrangements and disclosures relating to structured entities.

Revenue recognition

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

Expense deferral

Tax accounting

Ensure that expenses are only deferred where the item meets the definition
of an asset under Accounting Standards, it is probable that future economic
benefits will arise, and the requirements of AASB 138 Intangible Assets have
been met, i.e.:
• Start-up costs, training, relocation and research costs have been expensed,
and
• The six strict tests for deferral in paragraph 57 have been met.
Ensure a proper understanding of both the tax and accounting treatments, and
how differences between the two affect tax assets, liabilities and expenses.
Consider changes to tax legislation if relevant.
Review the recoverability of deferred tax assets at each reporting date.

KEY DISCLOSURES
Estimates and accounting
policy judgments

Ensure disclosures are made for all key areas of uncertainty and judgment.
Disclosures should be specific to the assets, liabilities, income and expenses of
the entity.
Disclosure of key assumptions and a sensitivity analysis are important. These
enable users of the financial report to make their own assessments about
the carrying values of the entity’s assets and risk of impairment given the
estimation uncertainty associated with many asset valuations.

Impact on new revenue
and financial instruments
standards

Ensure that the impact of the new revenue standard, AASB 15 Revenue from
Contracts with Customers and the new financial instrument standard, AASB 9
Financial Instruments on the future financial position and results are disclosed.
Example of impacts: New hedge accounting requirements and loan
provisioning.

ASIC
INFORMATION
SHEET FOR
DIRECTORS ON
THEIR ROLE IN
IMPAIRMENT
TESTING
On 10 June 2015, ASIC also issued Information
Sheet 203 Impairment of non-financial assets:
The role of directors and audit committees to
assist directors and audit committees when
considering whether the non-financial assets
shown in a company’s financial report may be
impaired.
As noted in our article ‘ASIC focus areas for 30
June 2015 financial reports’ , impairment is still
at the top of ASIC’s list of focus areas.
‘We continue to find issues with the
impairment of goodwill and other nonfinancial assets by a number of companies.
The new information sheet is a resource
to assist directors when considering the
need for impairment, and the adequacy of
impairment work.’
ASIC Commissioner, John Price
Even though directors are not expected to
be accounting experts, ASIC sees their role
as including seeking explanations, getting
experts involved where appropriate, and
challenging asset values in the financial report.
The information in the financial report should
be consistent with directors’ knowledge of the
entity’s financial position and affairs.
Need for impairment testing
An annual impairment test is required for
goodwill, intangible assets with indefinite useful
lives, and intangible assets not yet available for
use.
Other non-financial assets only need to be
tested for impairment if there are impairment
indicators. When the economy is expanding and
mining is booming, many directors and boards
‘forget’ about the need to consider whether
assets are impaired. Given the current state of
the economy in Australia, this consideration
is particularly important for entities operating
in industries experiencing low, no, or negative
growth.
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In addition to addressing the impairment indicators listed in AASB 136 Impairment of Assets (which
is not an exhaustive list), Information Sheet 203 also recommends asking the following practical
questions to determine if there are impairment indicators. Has there been:
• A decline in the market or price for products or services?
• An over-supply in markets for products or services?
• Problems in sourcing raw materials or services?
• Increases in the costs of production or delivering services?
• Changes in exchange rates affecting costs or sales?
• New competitors entering the market?
• New products or services from competitors?
• Technological change?
• Changes in law or regulations?
• Changes in economic conditions?
• Changes in interest rates (this may affect discount rates used in calculating an assets value)?
• Physical damage to assets?
• Plans to dispose of assets earlier than expected?
• Plans to discontinue or restructure operations?
Management’s responsibility for documenting impairment indicators
The Information Sheet also highlights that it is management’s responsibility (not the auditor’s) to
assess and document whether there are any impairment indicators.
Process for assessing impairment
Directors should consider whether the entity has sufficient and appropriate processes for assessing
impairment. Table 2 in the Information Sheet highlights good characteristics for such a process,
including:
• Culture to support high quality financial reporting, including incentives for management to
focus on, and be accountable, for quality financial reporting
• Planning, including allocating sufficient resources and time to perform the testing and for
auditor’s review
• Experience and expertise to undertake the testing
• Strong internal controls over source information and assumptions, including benchmarking
assumptions against industry/competitor information
• Supervision and review
• Processes for using external experts
• Adequate documentation for source data.
Common issues with impairment calculations
Table 3 in the Information Sheet then raises a number of matters directors should specifically
consider regarding impairment models, including:
• Forecasting cash flows
• Key assumptions
• Use of fair value less costs of disposal
• Use of value in use
• Not matching cash flows with related assets
• Identification of CGUs
• Disclosures, and
• Consistency with other information.
Action points
We recommend that directors familiarise themselves with the detail of Information Sheet 203 well
before the commencement of the audit, and implement a process for ensuring that the impairment
testing process runs smoothly. This includes ensuring that there is adequate time for the external
auditor:
• To review the entity’s assessment of whether impairment testing is required, and
• To review impairment models in detail.
This process also includes ensuring that there is adequate documentation for the auditor to be
able to audit the impairment model, include detailed support for discount rates and cash flow
assumptions, where possible benchmarking to external data.
Please contact your engagement partner as a matter of urgency if you have any questions
associated with this Information Sheet.

PRACTICAL
CHALLENGES
OF THE
NEW IFRS 9
IMPAIRMENT
MODEL FOR
LENDERS
Wayne Basford, BDO IFRS Leader Asia Pacific,
and Judith Leung, Manager, (Judith was
formerly a staff member at the International
accounting Standards Board involved in the
initial phase of the IFRS 9 project), were
recently published in the May 2015 Chartered
Accountants Australia and New Zealand
Perspective Series. The article discusses the
practical impacts of the new impairment
requirements and the draft Basel guidance for
lenders.
IFRS 9 Financial Instruments (AASB 9 in
Australia) is effective for financial years
beginning on or after 1 January 2018.
The new impairment model will have the most
significant impact on financial institutions. It is
likely to result in greater provisions and earlier
recognition of credit losses. Implementation
will require changes to systems and processes,
greater segmentation of portfolios, and greater
integration of the credit risk management
systems with the accounting systems.
In February 2015, the Basel Committee
on Banking Supervision (the Committee)
issued a Consultative Document setting
out draft guidance explaining how banks
under prudential regulation are expected to
implement the IFRS 9 impairment model for
lending exposures.
Calling for implementation issues
If you have identified any implementation
issues, the IASB has established a Transition
Resource Group for Impairment of Financial
Instruments (ITG). Wayne Basford of BDO has
been appointed as a member of this group. If
you would like to discuss any implementation
issues on the new impairment model, please
contact Wayne directly.
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FOR MORE INFORMATION

COMMENTS SOUGHT ON
EXPOSURE DRAFTS

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 Wayne Basford at wayne.basford@bdo.com.au.
DOCUMENT

PROPOSALS

ED 260 Income
for Not-for-Profit
Entities

Proposes requirements for the recognition,
measurement and disclosure of income
for Australian not-for-profit entities in
the public and private sectors (except
for income arising from transactions and
events within the scope of other Australian
Accounting Standards).
Proposes accounting requirements
by the grantor in a service concession
arrangement. This could result in more
assets being recognised, earlier, on the
grantor’s balance sheet (i.e. when the
grantor controls the asset).

ED 261 Service
Concession
Arrangements:
Grantor

COMMENTS DUE COMMENTS DUE
TO AASB BY
TO IASB BY
14 August 2015
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

27 July 2015

N/A

CASMEL TAZIWA
Tel +61 8 8981 7066
casmel.taziwa@bdo.com.au
HOBART

ED 264 Conceptual
Framework for
Financial Reporting

Sets out the proposals for a revised
Conceptual Framework.

5 October 2015

26 October 2015

CRAIG STEPHENS
Tel +61 3 6324 2499
craig.stephens@bdo.com.au

ED 265 Updating
References to
the Conceptual
Framework

Proposes to update references in various
5 October 2015
Accounting Standards to the updated
Conceptual Framework proposed in ED 264.

26 October 2015

MELBOURNE
DAVID GARVEY
Tel: +61 3 9603 1732
david.garvey@bdo.com.au
NEW SOUTH WALES
GRANT SAXON
Tel: +61 2 9240 9976
grant.saxon@bdo.com.au
PERTH
BRAD MCVEIGH
Tel +61 8 6382 4670
brad.mcveigh@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
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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
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