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SPECIAL PURPOSE FINANCIAL
STATEMENTS TO BE SCRAPPED
FROM 2021
On 15 August 2019, the Australian Accounting Standards Board (AASB) issued Exposure
Draft ED 297 Removal of Special Purpose Financial Statements for Certain For-Profit
Private Sector Entities.
ARE SPECIAL PURPOSE FINANCIAL STATEMENTS (SPFS) BEING SCRAPPED
COMPLETELY FOR ALL ENTITIES?
No. As evident in the name of the exposure draft, the AASB is proposing to scrap SPFS,
but at this stage only for for-profit private sector entities.
The proposals in ED 297 to scrap special purpose financial statements only apply to
for-profit private sector entities.
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Accordingly, the proposals do not apply to:
XX Not-for-profit entities (private and public sector), and
XX For-profit public sector entities.

In this edition, we explain the AASB’s proposals to
scrap special purpose financial statements as an
option for certain for-profit private sector entities
from 2021.

WHICH FOR-PROFIT PRIVATE SECTOR ENTITIES WILL BE IMPACTED?

We continue to explore further aspects of the
‘triple threat’ accounting standards. This month we
discuss how to determine whether fees charged
by a lender fall within the scope of IFRS 15 or
IFRS 9, we continue with our ‘Step five’ series,
and are proud to launch our new video series on
the impacts of IFRS 9, 15 and 16 on the natural
resources sector.

The changes will only apply to for-profit private sector entities that are required by:
XX Legislation to prepare financial statements in accordance with Australian Accounting
Standards or ‘accounting standards’, and
XX Their constitutions or other documents (e.g. lending agreements) to prepare financial
statements in accordance with Australian Accounting Standards, provided that the
relevant document was created or amended on or after 1 July 2020.

LEGISLATION
(e.g. Part 2M of Corporations
Act 2001)

OR

CONSTITUTIONS / OTHER
DOCUMENTS (e.g. trust deeds)
CREATED OR AMENDED ON OR
AFTER 1 JULY 2020

Lastly, our not-for-profit section looks at how
multi-year grants received are not automatically
deferred to future periods merely because of the
existence of refund obligations.

2

ACCOUNTING NEWS

Many constituting and other documents presently refer to a
general requirement to prepare financial statements in accordance
with Australian Accounting Standards, with the intention being
that SPFS would suffice if there are no users dependent upon
general purpose financial statements (GPFS). For this reason,
the proposals will only impact entities whose constitutions or
other documents were created or amended on or after 1 July
2020, which is the date that the proposals become effective. This
gives such entities a chance to consider whether GPFS , applying
Australian Accounting Standards are required, or whether SPFS
will meet the needs of their users.

WHEN ARE THE PROPOSALS EXPECTED TO BE EFFECTIVE?

On this basis, for-profit private sector entities with the following
features would not be impacted by these proposals, and would
therefore under the proposals be able to prepare SPFS for 2021
and beyond:
XX Not required by legislation to prepare financial statements in
accordance with Australian Accounting Standards or accounting
standards, e.g. small proprietary companies with no Part 2M
financial reporting obligations under the Corporations Act 2001
XX If there is only a non-legislative requirement to prepare
financial statements complying with Australian Accounting
Standards, for example, an entity with a constitution or other
document such as a lending agreement created before 1 July
2020, and not amended on or after 1 July 2020.

WHAT ARE THE TIER 2 REPORTING REQUIREMENTS?

WHY ARE SPFS BEING SCRAPPED?

The reduced level of disclosure for Tier 2 entities is currently
referred to as the Reduced Disclosure Requirements (RDR).
However, ED 295 General Purpose Financial Reporting – Simplified
Disclosures for For-Profit and Not-for-Profit Tier 2 Entities, issued
by the AASB on 1 August 2019, proposes to reduce the RDR
disclosures even further. ED 295 proposes ‘simplified disclosures’,
the extent of which fall somewhere between what is presently
required by the five mandatory standards for Corporations Act
(Part 2M) financial reporting, and the current RDR.

ED 297 outlines the AASB’s rationale for the need to scrap SPFS.
In summary, some of the main reasons for issuing the Exposure
Draft, based on the AASB’s research, outreach and consultation to
date, include:
XX Australia is the only jurisdiction that permits entities to selfassess what type of financial reporting framework is applied in
preparing financial reports.
XX The reporting entity concept in SAC 1 Definition of a Reporting
Entity is not well understood and not always applied as
intended. Many entities lodge SPFS on the public record that
are ultimately accessed from ASIC’s database, suggesting
the existence of users that require general purpose financial
information.
XX Regulators cannot enforce the SAC 1 reporting entity concept
because its application is subject to significant judgement.
XX There is inconsistent application of the recognition and
measurement requirements of Australian Accounting Standards
by entities preparing SPFS. This leads to incomparability of
results between entities preparing SPFS.
XX Many entities preparing SPFS fail to identify whether they
have complied with all the recognition and measurement
requirements of Australian Accounting Standards, making it
difficult for users to understand the accounting.
XX Key related party information is frequently not disclosed
because entities preparing SPFS under Part 2M of the
Corporations Act 2001 are not specifically required to comply
with AASB 124 Related Party Disclosures.
XX Consolidated financial statements are often not prepared by
parent entities that lodge financial statements with ASIC and
that have groups with diverse trading operations.

The proposals are expected to be effective for annual periods beginning
on or after 1 July 2020 (i.e. 30 June 2021 year-ends for June balancing
entities and 31 December 2021 for December balancing entities).
WILL ALL ENTITIES CURRENTLY PREPARING SPFS BE
REQUIRED TO PREPARE FULL TIER 1 GPFS IN FUTURE?
No. Entities that are not publicly accountable entities under AASB
1053 Application of Tiers of Australian Accounting Standards will be
permitted to prepare general purpose financial statements (GPFS)
applying the Tier 2 requirements.

For entities currently preparing SPFS, the ED 297 proposals will
require at a minimum Tier 2 financial statements in future. This
involves applying all recognition and measurement requirements
of Australian Accounting Standards, but a reduced level of
disclosure compared to Tier 1 (full GPFS).
Besides having to ‘step up’ the level of disclosure from SPFS to
Tier 2, the biggest impact for most entities will be the need to
comply with all recognition and measurement requirements
of Australian Accounting Standards, and also to prepare
consolidated financial statements.

While NFP Tier 2 entities will benefit from these simplified
disclosures if preparing Tier 2 GPFS, they will still be able to prepare
SPFS beyond 2021 (if appropriate). However, for-profit private sector
entities that are not publicly accountable entities under AASB 1053
will be required to apply the new ‘simplified disclosures’ in GPFS.
The main differences between the approach for RDR and
‘simplified disclosures’ include:
Existing Reduced disclosure
requirements (RDR)

Proposed ‘Simplified
disclosures’

Effectively a subset of total
disclosures required by
Australian Accounting Standards

Based on disclosures
included in IFRS for SMEs
standard

Disclosures not required
are ‘greyed out’ in the body
of Australian Accounting
Standards

Simplified disclosures will
be included in a separate
disclosure standard for Tier
2 entities

Financial reporting framework
referred to as Australian
Accounting Standards – Reduced
Disclosure Requirements

Financial reporting framework
referred to as Australian
Accounting Standards –
Simplified Disclosures

Please refer to our August 2019 Accounting News article for more
information on these ‘simplified disclosures’.
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ARE THERE ANY TRANSITIONAL REQUIREMENTS TO
ASSIST IN FIRST-TIME PREPARATION OF GPFS – TIER 2
FINANCIAL STATEMENTS?
Yes. Amendments will be made to AASB 1 First-time Adoption of
Australian Accounting Standards so that entities preparing GPFS
under the Tier 2 requirements for the first time will be able to
choose not to:
XX Restate comparative information for adjustments made as a
result of recognition and measurement differences, and
XX Disclose information required for Tier 2 disclosures in the
comparative period if that information was not required or
disclosed in the previous SPFS.
If the transitional relief is applied, the date of transition will
be the beginning of the reporting period (for example, 1 July
2020 for June year-ends) rather than the beginning of the
earliest comparative period presented. Using a 30 June financial
year-end as an example, this means that:
XX Any measurement adjustments would be processed via
opening retained earnings on 1 July 2020 (rather than 1 July
2019, which is the beginning of earliest period presented),
XX Two balance sheets would be presented – one at the end of
the reporting period (30 June 2021) and one on transition date
(1 July 2020),
XX Two statements of profit or loss and other comprehensive
income are presented:
−− One for the year ended 30 June 2021 (prepared under
Australian Accounting Standards), and
−− Another for the year ended 30 June 2020 (prepared on
special purpose basis for the prior period).
XX Full comparative information would therefore not be required.
Instead, AASB 1 requires disclosure of adjustments when
transitioning from SPFS on 1 July 2020 to Tier 2 GPFS. This is
done by including in the notes to the financial statements:
−− The prior year balance sheet (year ended 30 June 2020),
and a description of the main adjustments required in
preparing the opening balance sheet on 1 July 2020 (i.e. no
quantification required), and

−− A description of the main adjustments that would have
been required to make the comparative special purpose
statement of profit or loss and other comprehensive income
compliant with Australian Accounting Standards (i.e. no
quantification required), and
XX Any comparative information presented must be prominently
labelled as not being compliant with Australian Accounting
Standards.
WHAT CHANGES WILL BE MADE TO AUSTRALIAN
ACCOUNTING STANDARDS IN ORDER FOR THE REMOVAL
OF SPFS TO TAKE EFFECT?
In order for the removal of SPFS to take effect, the application
paragraphs of various documents will be amended as outlined
below:
XX Conceptual Framework for Financial Reporting (New Conceptual
Framework) – currently only applicable to publicly accountable
entities from 1 January 2020, application will be extended to
include for-profit private sector entities as described above
from 1 July 2020
XX Framework for the Preparation and Presentation of Financial
Statements (Old Framework) – application to for-profit private
sector entities as described above will cease from 1 July 2020
XX SAC 1 Definition of a Reporting Entity – application to for-profit
private sector entities as described above will cease from
1 July 2020, and
XX AASB 1057 Application of Australian Accounting Standards application will be extended to include for-profit private sector
entities as described above from 1 July 2020.
AASB 10 Consolidated Financial Statements
The AASB 10 Consolidated Financial Statements, paragraph Aus
4.2 requirement for the ultimate Australian parent entity to
prepare consolidated financial statements (if it or the group is
a ‘reporting entity’ under SAC 1) will be amended. Australian
group financial statements will only be required if the ultimate
Australian parent is required by legislation to prepare financial
statements in accordance with Australian Accounting Standards
or accounting standards.
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DOES IFRS 15 OR IFRS 9
APPLY TO FEES CHARGED
TO CUSTOMERS BY
LENDERS?
For entities that are in the business of lending, there are a variety
of charges and fees that can make up its revenue streams. Some
examples of fees that a lender might charge include (note that the
descriptions for these fees are likely to differ from entity to entity):
XX Interest earned on the loan receivable
XX Drawdown fees
XX Establishment fees
XX Direct debit fees
XX Penalty fees
XX Fees for failed payments (e.g. direct debit refused due to
insufficient funds in the customer’s account), and
XX Legal fees,
Questions frequently arise whether the above fees fall within the
scope of IFRS 15 Revenue from Contracts with Customers or IFRS 9
Financial Instruments.
It should be noted that the guidance around origination and
commitment fees was previously contained within IAS 18
Revenue. This guidance has been relocated (largely unchanged)
to IFRS 9 as part of the consequential amendments, and is not
included in IFRS 15. That guidance itself is largely unchanged.
SAME PRINCIPLES APPLY TO THE BORROWER

Do other IFRSs specify how
to separate and/or initially
measure one (or more) parts of
the contract?

NO

Apply the
requirements of IFRS
15 to entire contract

YES
Allocate the trasaction price relating to parts of the contract
dealt with by other IFFRSs:
(i) Parts of the contract dealt
with by other IFRSs

(ii) Parts of the contract NOT
dealt with by other IFRSs:

Apply the requirements
of other IFRSs to the
transaction price allocated to
these parts of the contract

Apply the requirement of
IFRS 15 to the transaction
price allocated to these parts
of the contract

This means that IFRS 9 is applied first to loan contracts, and IFRS
15 only applies to fee revenue not addressed by IFRS 9.
STEP ONE: APPLYING IFRS 9 TO FEE REVENUE CHARGED
BY A LENDER IN A LOAN CONTRACT
In applying the effective interest method under IFRS 9, the
lender identifies fees that are an integral part of the effective
interest rate of a financial instrument, and these are treated as an
adjustment to the effective interest rate (IFRS 9, paragraph B5.4.1).
The description of fees for financial services may not be
indicative of the nature and substance of the services provided.

Although the concepts and examples explained below focus on
the accounting for various fees charged by a lender, the same
principles apply to fees paid by a borrower in terms of which fees
are to be included as part of the effective interest rate and which
are required to be expensed.

Fees that are NOT considered an integral part of the effective
interest rate are then accounted for under IFRS 15 (refer Step
Two below).

WHEN DOES IFRS 15 APPLY?

Origination fees

A lender would normally apply the requirements in IFRS 15 to all
contracts with customers, except for financial instruments and
other contractual rights or obligations that are within the scope of
IFRS 9, IFRS 9 applies (refer IFRS 15, paragraph 5).

Origination fees received by the lender relate to the creation
or acquisition of a financial asset. Such fees may include
compensation for activities such as:
XX Evaluating the borrower’s financial condition
XX Evaluating and recording guarantees, collateral and other
security arrangements
XX Negotiating the terms of the instrument, and
XX Preparing and processing documents and closing the transaction.

If Accounting Standards other than IFRS 15 (e.g. IFRS 9) specify
how to separate and/or initially measure one or more parts of the
loan contract, then the lender first applies the separation and/
or measurement requirements in those other Standards. If those
other Standards (e.g. IFRS 9) do not specify how to separate and/
or initially measure one or more parts of the loan contract, then
the lender applies IFRS 15 to the whole or remaining parts of the
loan contract (refer to IFRS 15, paragraph 7).

Examples of fees that ARE an integral part of the effective
interest rate of a financial instrument include the following.

These fees are an integral part of generating an involvement with
the resulting financial instrument.
Commitment fees
Commitment fees are those received by the lender to originate
a loan when the loan commitment is not measured at FVTPL,
and it is probable that the borrower will enter into a specific
lending arrangement. These fees are regarded as compensation to
the lender for an ongoing involvement with the acquisition of a
financial instrument.
If the commitment expires without the lender making the loan, the
fee is recognised as revenue on expiry. (IFRS 9, paragraph B5.4.2).
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‘When applying the effective interest method, an entity would amortise any fees, points paid or received, transaction costs and
other premiums or discounts that are included in the calculation of the effective interest rate over the expected life of the financial
instrument…’.
Extract of IFRS 9, paragraph B5.4.4
Transaction costs include fees and commission paid to:
XX Agents (including employees acting as selling agents),
XX Advisers,
XX Brokers and dealers,
XX Levies by regulatory agencies and security exchanges, and
XX Transfer taxes and duties.
IFRS 9, paragraph B5.4.8
STEP TWO: APPLYING IFRS 15 TO FEE REVENUE CHARGED BY A LENDER IN A LOAN CONTRACT
Fees charged by the lender other than those falling into the ‘origination fees’ and ‘commitment fees’ categories described in Step One
above are NOT considered an integral part of the effective interest rate, and are therefore accounted for under IFRS 15 rather than IFRS
9.
Examples of fees charged by lenders that are NOT an integral part of the effective interest rate include:
XX Fees charged for servicing a loan
XX Commitment fees to originate a loan when the loan commitment is not measured at FVTPL and it is unlikely that a specific lending
arrangement will be entered into, and
XX Loan syndication fees received by an entity that arranges a loan and retains no part of the loan package for itself (or retains a part at
the same effective interest rate for comparable risk as other participants) (refer IFRS 9, paragraph B5.4.3).
NOTE - To correctly account for the different types of fees charged by a lender, it is important and essential to understand
the nature of the fee and what it relates to so that the appropriate accounting treatment can be applied. The names of the
fees are not always indicative of exactly what they are and may differ across different entities.
EXAMPLES
The following table includes examples of the types of fees charged by lenders and whether they are likely to be considered an integral
part of the effective interest rate (i.e. accounted for under IFRS 9) or not (i.e. accounted for under IFRS 15).
FEE

DESCRIPTION

IFRS 9 OR IFRS 15?

Draw down fees

Fee paid to lender when the funds are
advanced

IFRS 9 - integral part of generating an involvement with the
resulting loan receivable
IFRS 9, paragraph B5.4.2(a)

Loan origination/
establishment fees

Fee paid to lender for setting up loan contract IFRS 9 - integral part of generating an involvement with the
resulting loan receivable
IFRS 9, paragraph B5.4.2(a)

Direct debit fees

Charge for the customer using the direct debit IFRS 15 – Revenue for service performed
service. The fee is charged on a per use basis
(e.g. $2 per every direct debit)

Penalty fees

If the customer is late in paying they will
incur a penalty fee of $50 for the additional
administrative process/costs involved for
processing the late payment

IFRS 15

Penalty interest

If the customer is late in paying, an additional
5% will be charged in addition to the interest
rate specified in the loan contract, for each
late coupon payment

IFRS 9 – The additional payment expected is a revision to the
payments of the financial instrument and should be accounted
for as a ‘catch up' adjustment under IFRS 9, whereby the
difference between the present value of revised cash flow
payments discounted at the original effective interest rate, and
the carrying amount of the loan, is recognised in profit or loss.
Note that if the penalty is only expected to apply in the next
period, the profit or loss effect would be similar to simply
recognising the additional penalty interest directly in profit or loss.
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FEE

DESCRIPTION

Legal fees

Legal expenses incurred in chasing up
IFRS 15 – Revenue for service performed
payments from customer are recharged to the
Note that legal expenses incurred by lender will be accounted for
customer
as an expense and the recharge from the customer is accounted
for as revenue.

Placement fees

Fees charged for arranging a loan between a
borrower and an investor, where the entity
retains no part of the loan (i.e. no loan
receivable is recognised in the entity’s books)

IFRS 15 - Revenue for service performed

Management fees paid for services such as
investment advice or research services

IFRS 15 – Revenue for services performed

Investment
management fee

IFRS 9 OR IFRS 15?

IFRS 9, paragraph B5.4.3(c)

Fees for reduction of Fees charged to the borrower that reduce the
interest
loan’s nominal interest rate

IFRS 9 - Integral part of the loan receivable

Processing fee

IFRS 9 - Integral part of generating the loan receivable.

Fees paid to the lender as compensation for
granting a complex loan

Fees for closing the transaction are part of the EIR
IFRS 9, paragraph B5.4.2(a)

Expedite fee

Fee for agreeing to process the loan and lend
quickly

IFRS 9 - Integral part of generating the loan receivable
Fees for processing documents and closing the transaction are
part of the EIR
IFRS 9, paragraph B5.4.2(a)

Monthly
administration fee

Monthly fee charged to the customer for
administration of the loan

IFRS 9 - Integral part of generating the loan receivable

Broker fee

Fee paid to mortgage broker for arranging the
loan that is recharged to the customer

IFRS 9 - Integral part of generating the loan receivable

Provider fee

Referral fee in respect of a loan that is
recharged to the customer

IFRS 9 - Integral part of generating the loan receivable

Loan servicing fee

Fee for collecting interest and principal
repayments from the borrower and passing it
on to fund providers

IFRS 15 - Revenue for service performed

Fee paid to lender in return for the lender
commiting to lend to borrower a certain
amount, and it is probable that the borrower
will draw down the amount

IFRS 9 – Amount deferred until loan is drawn down and the fee
is included in the EIR

Fee paid to lender in return for the lender
commiting to lend to borrower a certain
amount, and it is unlikely that the borrower
will draw down the amount

IFRS 15, recognise the commitment fee as revenue over the
period of the commitment

Fee paid to the lender in return for the lender
committing to lend to the borrower a certain
amount, and it is only probable that 50% of
the facility would be used

Apportion the commitment fee so that half of the fee would
be deferred and accounted for under IFRS 9 (include in the
EIR), and half would be accounted for under IFRS 15 over time.

Commitment fees –
drawdown probable

Commitment fees –
drawdown unlikely

Commitment fees –
only probable that
half of the amount
is to be drawn down

IFRS 9, paragraph B5.4.3(a)

IFRS 9, paragraph B5.4.2

IFRS 9, paragraph B5.4.3
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STEP FIVE –
RECOGNISING REVENUE
UNDER IFRS 15 –
SIMULTANEOUS USE AND
CONSUMPTION CAN BE
COMPLEX
In the April 2018 edition of Accounting News, we discussed the
five-step model for revenue recognition introduced by IFRS 15
Revenue from Contracts with Customers:
Step 1

Identify the contract(s) with the customer

Step 2

Identify the performance obligations in the
contract

Step 3

Determine the transaction price

Step 4

Allocate the transaction price to the performance
obligations

Step 5

Recognise revenue when a performance
obligation is satisfied

Since then we have included a number of articles on IFRS 15 in
Accounting News that cover various issues from the five-step
process in greater depth:
Accounting
News edition…

Step
Step 1

Identify the contract(s) with the
customer

May and June
2018

Step 2

Identify the performance
obligations in the contract

July and
September 2018

Step
3

Determine the transaction price

November 2018,
February 2019,
March 2019 and
May 2019

Step
4

Allocate the transaction price to
the performance obligations

June and July
2019

Recognise revenue when a
performance obligation is
satisfied

August 2019

Step 5

In this edition we continue our examination of the final step in
the five step process – recognising revenue when a performance
obligation is satisfied.

RECOGNISING REVENUE
In the August 2019 edition of Accounting News we outlined how,
under IFRS 15, revenue is recognised when (or as) a performance
obligation is satisfied by transferring a promised good or service
(i.e. an asset) to a customer (with transfer occurring when,
or as, the customer obtains control of the good or service). A
performance obligation may be satisfied:
XX At a point in time, or
XX Over time.
We also noted that an entity transfers control of a good or service
over time and, therefore, satisfies a performance obligation and
recognises revenue over time, provided that at least one of the
following criteria is met:
1. The customer simultaneously receives and consumes the
benefits provided by the entity’s performance as the entity
performs (this would occur, for example, in relation to the
provision of nightly office cleaning services)
2. The entity’s performance creates or enhances an asset (for
example, work in progress) that the customer controls as the
asset is created or enhanced, or
3. The entity’s performance does not create an asset with an
alternative use to the entity (due to a contractual restriction,
or practical limitation, on directing the asset to another
use) and the entity has an enforceable right to payment for
performance completed to date.
The requirements for the recognition of revenue are illustrated in
the decision tree below:
Does the customer simultaneously
receive and consume the benefits
YES
provided by the entity’s performance
as the entity performs?
NO
Does the entity’s performance
create or enhance an asset that the
customer controls as the asset is
created or enhanced?

YES

NO
Does the entity’s performance
create an asset with NO alternative
use to the entity
AND
YES
Does the entity have an enforceable
right to payment for performance
completed to date?
NO
The entity transfers control at a
point in time
The entity should recognise revenue
at the point in time at which it
transfers control of the good or
service to the customer

The entity transfers control over time

7

The entity
should
recognise
revenue over
time, using a
method that
depicts its
performance
in
transferring
control of
goods or
services
promised to
a customer
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In the August 2019 edition of Accounting News, we examined
the third of the three criteria for recognition of revenue over time
(i.e. the entity’s performance does not create an asset with an
alternative use to the entity and the entity has an enforceable
right to payment for performance completed to date). In this
edition we examine the first instance where revenue is recognised
over time, i.e. where the customer simultaneously receives and
consumes the benefits provided by the entity’s performance as
the entity performs (IFRS 15, paragraph 35(a)).
The customer simultaneously receives and consumes the benefits
provided by the entity’s performance as the entity performs (IFRS
15, paragraph 35(a))
This criterion applies to certain contracts for services. The concept
of control of an asset applies, because services are viewed as being
an asset (if only momentarily) when they are received and used.
In some cases, it will be straightforward to identify whether a
customer simultaneously receives and consumes the benefits
provided by the entity’s performance, but in other circumstances
it will be more complex. In these cases, a key test is whether,
in order to complete the remaining performance obligations,
another vendor would need to substantially re-perform the work
the vendor has completed to date.
If another vendor would not need to substantially re-perform
the work, then the customer is simultaneously receiving and
consuming the economic benefits arising from the vendor’s
performance.
In determining whether another entity would need to
substantially re-perform the work completed to date, the vendor
is required to:
XX Disregard any contractual or practical barriers to the transfer of
the remaining performance obligations to another entity, and
XX Presume that any replacement vendor would not have the
benefit of any asset that the entity currently controls, and
would continue to control (such as a partially completed
service or item of property, plant and equipment), were the
remainder of the contract to be fulfilled by the entity.
EXAMPLE 1
Payroll Co enters into a contract to provide monthly payroll
processing services to a customer for one year. Most of the payroll
processing work is conducted on the 14th day of each month as
staff are paid on the 15th day of each month.
If the entity ceased providing services to the customer, another
entity would not need to re-perform the payroll processing
services performed prior to the date that Payroll Co ceases its
service provision.
In this case it is clear that the customer simultaneously receives
and consumes the benefits of Payroll Co’s performance in
processing each payroll transaction as and when each transaction
is processed.
Note that, in determining whether a customer simultaneously
receives and consumes the benefits of the entity’s performance
as the entity performs, the entity must disregard any practical
limitations on transferring the remaining performance
obligation, including setup activities that would need to be
undertaken by another entity.

Payroll Co therefore concludes that revenue from providing
the payroll services meet the criteria in paragraph 35(a) for
recognising revenue ‘over time’.
In addition, Payroll Co is essentially providing a series of distinct
services (i.e. 12 monthly payroll services) that are substantially the
same, and that have the same pattern of transfer to the customer
(i.e. all 12 services are performed on the 14th day of each
month). IFRS 15 treats such a series of distinct services as one
performance obligation. Revenue is recognised over time for this
one performance obligation using a method that measures Payroll
Co’s progress towards complete satisfaction of this performance
obligation to transfer each of the 12 month’s payroll services to
the customer. Because the payroll services are processed on the
14th day of each month, strictly speaking, using a straight-line
method to recognise revenue over time would not be appropriate.
Revenue should instead be recognised as and when each payroll
process is complete, i.e. on 14th of each month. However, in
practice, because revenue is recognised every month, using a
straight-line basis would achieve a similar outcome.
EXAMPLE 2
Shipping Co enters into a contract to transport a customer’s
goods from Sydney to Los Angeles. When Shipping Co enters
into the contract, the ship to be used to transport the customer’s
goods is docked in Hobart. On Shipping Co’s reporting date (30
June 2019), the goods had been collected from Sydney and the
ship is half way across the Pacific Ocean.
In this scenario, we can conclude that another shipping company
would not need to substantially re-perform the work
completed to date by Shipping Co (being the transport of goods
from Sydney to a point half way across the Pacific Ocean).
Shipping Co can therefore recognise revenue over time to reflect
its partial performance at the reporting date, 30 June 2019. Note
that, in determining how to recognise revenue, the shipping
company disregards the practical limitations associated with
a hypothetical transfer of the goods from its ship to another
shipping company’s ship in the middle of the Pacific Ocean.
Note: The ’series’ provisions noted in Example 1 above do not
apply in this case because the shipping services do not comprise
a series of distinct and repetitive services. Revenue is merely
recognised over time using a method that depicts Shipping Co’s
performance in transferring control of the shipping services to the
customer (e.g. kilometres shipped).
MORE COMPLEX EXAMPLES – TIMING OF REVENUE
RECOGNITION
However, things are not always as straightforward as in the
payroll processing contract (Example 1) and shipping contract
(Example 2) examined above. For example, consider the following
two cleaning contracts, each running for one year, commencing
1 April 2019, with a 30 June year-end and half-yearly reporting
obligations:
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Contract
one

DETAILS OF SERVICES
PROVIDED

REVENUE RECOGNISED…

Provision of after-hours
office cleaning services five
evenings a week, with each
clean to include the same
services (emptying of bins,
cleaning of kitchens and
bathrooms, dusting and
vacuuming)

The customer simultaneously receives and consumes the benefits of the cleaning services
provided ‘over time’ (IFRS 15, paragraph 35(a)).
Cleaning services are routine and recurring. Each cleaning service forms part of a ‘series’ of
distinct services that are substantially the same and have the same pattern of transfer.
Cleaning contract is treated as one performance obligation recognised over time using
a straight-line method to measure the entity’s progress towards satisfying the whole
performance obligation.
Note: Straight-line method is appropriate because cleaning services are provided each day of
the working week.

Contract
two

1. Provision of after-hours
Performance obligations #1
office cleaning services
As for Contract one above.
five evenings a week, with
each clean to include the
same services (emptying
of bins, cleaning of
kitchens and bathrooms,
dusting and vacuuming)
2. Deep clean of carpets
every six months (i.e. 30
September 2019 and 31
March 2020) - takes one
weekend to complete

Performance obligations #2
The customer simultaneously receives and consumes the benefits of the carpet cleaning
services provided ‘over time’ (IFRS 15, paragraph 35(a)).
Carpet cleaning services are recurring. Each carpet cleaning service forms part of a ‘series’
of distinct services that are substantially the same and have the same pattern of transfer.
Carpet cleaning contract is treated as one performance obligation recognised over time using a
method to measure the entity’s progress towards satisfying the whole performance obligation.
Note: At 30 June 2019 year-end, no carpet clean service had been provided to the customer.
Therefore it would not be appropriate to recognise revenue over time using a straight-line
basis as no carpet cleaning service had been provided to customer at 30 June 2019. Instead,
an output method for recognising revenue over time may be appropriate.

3. Window clean every
twelve months (i.e.
commence 27 March
2020) - takes five days to
complete

Performance obligations #3
The customer simultaneously receives and consumes the benefits of the window cleaning
services provided ‘over time’ (IFRS 15, paragraph 35(a)).
Window cleaning services do not meet the ‘series’ requirement as there is only one
window cleaning service provided in the contract (i.e. there is no repetitive service).
There is simply one performance obligation to be recognised over time using a method to
measure the entity’s progress towards satisfying the whole performance obligation (e.g.
as each day completed).
Note: At 30 June 2019 year-end and 31 December 2019 half-year end, no window cleaning
service had been provided to the customer. Therefore it would not be appropriate to
recognise revenue over time using a straight-line basis as no window cleaning service had
been provided to customer at 30 June 2019 or 31 December 2019. Instead, an output method
for recognising revenue over time for the five-day cleaning period may be appropriate.

CONCLUDING THOUGHTS
Under IAS 18 Revenue, revenue recognition was comparatively straightforward – when services were being sold, revenue was recognised
on a percentage of completion basis.
Under IFRS 15, revenue can only be recognised over time if strict criteria are met. A determination of whether those criteria have been
met will often involve an in-depth examination of the terms of contracts that have been entered into with customers. As we have
seen with all of the five steps in the IFRS 15 revenue recognition model, this will require finance teams to work with sales (and in some
instances legal) teams to ensure that they have a sufficiently in-depth understanding of contractual terms to correctly identify when
revenue should be recognised.
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VIDEO SERIES –
APPLICATION OF IFRS
9, 15 AND 16 TO THE
NATURAL RESOURCES
SECTOR
BDO is proud to launch its new video series on the impacts of
IFRS 9 Financial Instruments, IFRS 15 Revenue from Contracts with
Customers and IFRS 16 Leases on the natural resources sector. We
hope you enjoy watching Wayne Basford and Susan OldmeadowHall, partners in BDO Perth, talking about:
XX

Disaggregation of revenue – mining

XX

Disaggregation of revenue – oil and gas

XX

IFRS 9 – Loans to associates and JVs issues

XX

Impacts of IFRS 15 on revenue recognition in mining

XX

IFRS 16 issues for the natural resources sector – what does
control mean?

NFPS – REFUND
OBLIGATIONS ARE
NOT AUTOMATICALLY
‘SUFFICIENTLY SPECIFIC’
PERFORMANCE
OBLIGATIONS UNDER
AASB 15
For annual periods beginning on or after 1 January 2019, not-forprofit entities (NFPs) will need to reassess all grant contracts and
other receipts to determine whether these should be accounted
for as revenue under the new revenue standard, AASB 15 Revenue
from Contracts with Customers, or as income under the new
income standard, AASB 1058 Income of Not-for-Profit Entities.

Revenue (AASB 15)

Income (AASB 1058)

OR

If the funds are granted for the purpose of constructing a nonfinancial asset, the transaction is accounted for under the specific
requirements in AASB 1058, paragraphs 15-17. The receipt is
initially recognised as a liability and transferred to income when
(or as) the NFP satisfies its obligation to build the non-financial
asset.
ARE THE FUNDS RECEIVED
FOR THE PURPOSE
OF ACQUIRING OR
CONSTRUCTING A
NON‑FINANCIAL ASSET?

YES

APPLY AASB 1058,
PARAGRAPHS 15-17

NO
DOES THE TRANSACTION
OCCUR IN A CONTRACT WITH
A CUSTOMER THAT CREATED
ENFORCEABLE RIGHTS
& OBLIGATIONS?

NO
OUTSIDE SCOPE OF
AASB 15

YES
DOES THE CONTRACT
INCLUDE ‘SUFFICIENTLY
SPECIFIC’ PERFORMANCE
OBLIGATIONS (promises by
the NFP to transfer goods and
services to customers)?
YES
APPLY AASB 15

APPLY AASB 1058
NO
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However, if the funds are granted for a purpose other than to acquire or construct a nonfinancial asset, using the above decision tree, NFPs will need to determine whether these
are accounted for under:
XX AASB 15 as revenue from contracts with customers (i.e. there is an enforceable
contract with a customer, and the contract includes ‘sufficiently specific’ performance
obligations), or
XX AASB 1058 (as income).
Please refer to the following previous articles in Accounting News for more information
on what we mean by ‘sufficiently specific’ performance obligations:
Topic

Accounting News…

Is there an enforceable contract with a customer?

November 2018

How to identify ‘sufficiently specific’ performance obligations when February 2019
assessing whether AASB 15 or AASB 1058 applies - overview
Grants to NFPs to deliver IP to a customer

April 2019

Grants to NFPs to transfer a licence to a customer

May 2019

Grants to NFPs to transfer research findings to a customer

June 2019

Grants to NFPs to transfer research findings to a customer

July 2019

Allocating the transaction price to performance obligations
under AASB 1058

August 2019

WHAT IS A REFUND OBLIGATION?
Many grant contracts currently include a refund obligation whereby the recipient is
obligated to return any unspent grant funds to the grantor in the following types of
scenarios:
Grant monies have not been spent by a particular date, and/or
XX Grant monies have not been spent for the purpose set out in the contract.
XX

HOW HAVE GRANTS WITH REFUND OBLIGATIONS BEEN ACCOUNTED FOR TO
DATE?
Under AASB 1004 Contributions and/or AASB 118 Revenue, many NFPs recognise grants
received on a deferred basis.
WHAT’S CHANGED?
AASB 1058, paragraph B14 articulates that simply having a refund obligation in a grant
contract does not automatically mean grant income is deferred and recognised over an
extended period of time. This concept is particularly important for NFPs receiving upfront
cash for multi-year grants. The rationale for this is that the NFP always has the discretion
whether to spend the money or not, and therefore a liability does not exist unless the
breach has occurred or is expected to occur.
An entity typically has the ability, through its own actions, to avoid the circumstances
that would give rise to a breach of conditions or requirements in an agreement
necessitating a return of funds received. In such cases, liabilities recognised in
accordance with other Standards do not include refund obligations that apply in the
event of a breach, unless the breach has occurred or is expected to occur. For example,
a grant agreement may require the funds provided to an entity to be spent only in a
particular period, failing which repayment to the grantor will be required. As the entity
has the discretion whether to spend funds received in advance of the specified period,
a refund liability is not recognised unless the entity breaches the condition or a breach
is expected.
AASB 1058, paragraph B14
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IMPLICATIONS
Depending on whether NFPs use the full retrospective transition
method or the modified retrospective method, balances of
‘deferred revenue’ at 1 January 2018/1 July 2018 for the full
retrospective method, or 1 January 2019/1 July 2019 for the
modified retrospective method, will need to be reassessed
on those dates to determine if the ‘deferred revenue’ meets
the requirements in AASB 15 of having an enforceable
contract with a customer which includes ‘sufficiently specific’
performance obligations.
While the refund obligation may render the contract
enforceable (AASB 15, Appendix F, paragraph F12(a)), it does
not automatically mean that the contract contains ‘sufficiently
specific’ performance obligations.
If there are no ‘sufficiently specific’ performance obligations,
NFPs will need to make adjustments to derecognise deferred
revenue on transition date. This could result in ‘lumpy’ profit or
loss statements post 1 January 2019 where grant receipts are
recognised as income under AASB 1058 in periods earlier than
those when funds are spent.
EXAMPLE 1 – NO ‘SUFFICIENTLY SPECIFIC’ PERFORMANCE
OBLIGATIONS

Continuing down the decision tree, we then assess whether the
contract includes ‘sufficiently specific’ performance obligations
whereby Literacy NFP is obligated to transfer goods or services to
customers. Because the contract does not specify any goods or
services to be transferred to customers, there are no ‘sufficiently
specific’ performance obligations because it is not possible
to determine WHEN THE PERFORMANCE OBLIGATION HAS
BEEN SATISFIED.
Paragraphs 22 and 30 of AASB 15 require that to enable an
entity to identify the performance obligations that it should
account for separately, each promise to transfer goods or
services needs to be distinct – individually, or if not individually,
as a bundle combined with other promises. The specificity
of the promise to transfer goods or services can be quite
different in the for-profit and not-for-profit sectors. A necessary
condition for identifying a performance obligation of a notfor-profit entity is that the promise is sufficiently specific to be
able to determine when the obligation is satisfied. Judgement
is necessary to assess whether a promise is sufficiently specific.
Such judgement takes into account any conditions specified
in the arrangement, whether explicit or implicit, regarding the
promised goods or services, including conditions regarding the
following aspects:

Literacy NFP is given a three-year grant by the State Government
to ‘improve literacy in the XYZ Community’.

a.
b.
c.
d.

Literacy NFP receives $1 million on 31 December 2019 in cash to
cover the three-year contract period.

AASB 15, Appendix F, paragraph F20

Fact pattern

the nature or type of the goods or services;
the cost or value of the goods or services;
the quantity of the goods or services; and
the period over which the goods or services must be
transferred.

There are no conditions specified in the grant contract as to
how Literacy NFP should spend the grant funds, other than the
requirement to return any unspent funds at the end of the threeyear contract, 31 December 2022.

EXAMPLE 2– ‘SUFFICIENTLY SPECIFIC’ PERFORMANCE
OBLIGATIONS

The grant contract does not specify any particular tasks, goods or
services that Literacy NFP needs to perform or deliver during the
three-year contract period.

Literacy NFP receives $1 million on 31 December 2019 in cash, to
cover the three-year contract.

Question
Can Literacy NFP recognise the $1 million cash received on 31
December 2019 as deferred revenue?
Analysis
No. Literacy NFP is not automatically permitted to recognise
the refundable grant as deferred revenue at 31 December 2019.
Using the decision tree above, Literacy NFP was not granted the
funds for the purpose of constructing a non-financial asset.
Working down the left hand side of the decision tree, we then
consider whether the grant transaction occurs in a contract that
creates enforceable rights and obligations. AASB 15, Appendix F,
paragraph F12(a) notes that an agreement is typically enforceable
when the terms require a refund in cash when the agreed specific
performance has not occurred. In this example, the contract
requires Literacy NFP to refund any unspent funds to the State
Government at the end of the contract period, therefore the
contract as a whole is considered enforceable.

Literacy NFP is given a three-year grant by the State Government
to improve literacy in a community.

Any unspent monies need to be refunded to State Government at
the end of the three-year period.
The contract stipulates that the money must be used as follows:
XX Employ 2 specialist teachers for the first year (FY20) to develop
specialised reading programs for Years K-2 (cost of $200,000)
XX Purchase special reading books and workbooks to use during
lessons ($50,000 budgeted to be spent during FY20, $70,000
during FY21 and $80,000 during FY22)
XX Employ 3 specialist teachers to be available three afternoons
per week during school terms in FY21 and FY22 to run faceto-face teaching sessions at the XYZ primary School for all
children from public schools in Suburb XYZ (cost of $100,000
per teacher per year, total of $600,000).
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Question
Can Literacy NFP recognise the $1 million cash received on 31
December 2019 as deferred revenue?
Analysis
Yes. Literacy NFP defers the cash grant received as a contract
liability on 31 December 2019 because it is received as part
of an enforceable contract with a customer that contains
‘sufficiently specific’ performance obligations to deliver goods
or services.
As per Example 1 above:
Literacy NFP was not granted the funds for the purpose of
constructing a non-financial asset
XX The contact requires Literacy NFP to refund any unspent funds
to the State Government at the end of the contract period,
therefore the contract as a whole is considered enforceable.
XX

Continuing down the decision tree, we then assess whether the
contract includes ‘sufficiently specific’ performance obligations
whereby Literacy NFP is obligated to transfer goods or services to
customers.
The requirement in the contract to employ 3 specialist teachers to
be available three afternoons per week during school terms in FY21
and FY22 to run face-to-face teaching sessions could be considered
‘sufficiently specific’ performance obligations because it is possible
to determine WHEN THESE PERFORMANCE OBLIGATIONS HAVE
BEEN SATISFIED. That is, each week it is possible to determine if
each of the three teachers taught a class three times.
It is important to note that the following tasks would not be
considered ‘sufficiently specific’ performance obligations:
XX The need to employ two specialist teachers for the first year
(FY20) to develop the specialised reading programs which will
be taught in Years 2 and 3, and
XX The requirement to purchase special reading books and
workbooks to use during lessons.
These requirements are merely types of activities that Literacy NFP
must undertake to fulfil the contract and do not involve the transfer
of any good or service to the customer (State Government).
Note: Having established that this contract contains sufficiently
specific performance obligations, the cash received on 31
December 2019 will be recognised as a contract liability. As
performance obligations (face to face teaching hours) are only
delivered during Years 2 and 3 (FY21 and FY22), revenue will only
be recognised during those years. No revenue will be recognised
during the first year (FY20) because tasks undertaken to develop
the training program and purchase materials did not result in any
services being transferred to the customer (State Government).
CONCLUDING THOUGHTS
From 1 January 2019, NFPs will need to undergo a detailed review
of all grant contracts to assess whether recognition under AASB
1058 or AASB 15 is appropriate. This is a difficult and timeconsuming process and involves judgement. NFPs should not
assume that revenue deferred under superseded standards will
automatically qualify for deferral under AASB 15 simply because
they include refund obligations.

14

ACCOUNTING NEWS

BDO MONTHLY WEBINARS –
PLEASE REGISTER FOR 2019
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 2019 BDO Financial Reporting and Accounting
standards live webinar series (11am to 12pm Sydney AEDT or AEST).
Remaining 2019 webinars are as follows:
DATE

TOPIC

October 2019

Lessons learned from implementing IFRS 15

November 2019 Accounting standards update: Getting ready for 31 December 2019
December 2019

Lessons learned from implementing IFRS 16
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NEW BDO RESOURCES AND
PUBLICATIONS
The IFRS Advisory section of our website contains a number of training resources and
publications to help clients keep up to date on the latest developments in financial
reporting.
TRAINING MATERIALS
The Accounting Standards Training page includes training materials on the ‘triple threat’
accounting standards, IFRS 9 Financial Instruments, IFRS 15 Revenue from Contracts with
Customers and IFRS 16 Leases, including:
XX Interactive eLearning, and
XX Webinars (one-hour video recorded presentations presented live on a monthly basis).
AUSTRALIAN DEVELOPMENTS
Our Australian Developments page collates resources on a variety of topics specific to
Australian financial reporting, including:
XX General purpose financial statements for significant global entities (SGEs)
XX ASIC issues
XX Corporate governance
XX Not-for-profit entities, and
XX Special purpose financial statements.
IFRS PUBLICATIONS
Our IFRS Publications page includes a range of publications on IFRS issues:
XX Financial reporting standards updates (a summary of changes to accounting standards
and other legislative changes impacting each June and December reporting season)
XX Accounting news (monthly newsletters)
XX Global IFRS resources, and
XX Industry IFRS information.
XX IFRS at a Glance
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COMMENTS SOUGHT ON
EXPOSURE DRAFTS
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

ED 290
Reference
to the
Conceptual
Framework

COMMENTS
DUE TO
AASB BY
20 August
2019

Proposes to:
XX Update the old conceptual framework
reference to the new Conceptual
Framework for Financial Reporting
(issued March 2018)
XX Add an exception to the recognition
principle for liabilities and contingent
Proposed
liabilities within the scope of IAS 37
amendments
Provisions, Contingent Liabilities and
to AASB 3
Contingent Assets and IFRIC 21 Levies
XX Make the IFRS 3 requirements for
contingent assets more explicit.
ED 292
Proposes targeted amendments to AASB 30 August
2019
Amendments 17 Insurance Contracts relating to the
to AASB 17
following topics:
XX Scope exclusions - credit card contracts
and loan contracts that meet the
definition of an insurance contract
XX Expected recovery of insurance
acquisition cash flows
XX Contractual service margin attributable
to investment-return service and
investment-related service
XX Reinsurance contracts held - recovery
of losses on underlying insurance
contracts
XX Presentation in the statement of
financial position
XX Applicability of the risk mitigation
option
XX Transition modifications and reliefs,
and
XX Minor amendments.
Also proposes to defer the effective
date of AASB 17 by one year to annual
reporting periods beginning on or after
1 January 2022, and to extend the
AASB 9 Financial Instruments temporary
exemption in AASB 4 Insurance Contracts
by one year.

COMMENTS
DUE TO
IASB BY
27
September
2019

25
September
2019
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ED 294
Deferred Tax
related to
Assets and
Liabilities
arising from
a Single
Transaction
Proposed
amendments
to AASB 112
ED 295
General
Purpose
Financial
Statements
– Simplified
Disclosures
for For-Profit
and Not-forProfit Tier 2
Entities
ED 296
Disclosure of
Accounting
Policies

Proposes a narrow-scope amendment to 18 October
the initial recognition exemption in AASB 2019
112 Income Taxes so that it would not
apply to equal and offsetting temporary
differences (and equal and opposite
deferred tax assets and liabilities) for
items such as ROU assets and lease
liabilities, and assets and liabilities arising
from recognising decommissioning
provisions.

14 November
2019

ADELAIDE
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

Proposes a new Tier 2 disclosure
15 November N/A
framework for GPFS to replace RDR
2019
based on disclosures in IFRS for SMEs. The
proposed framework will be referred to as
Simplified Disclosures and will be included
as a separate standard rather than by
greying out unnecessary disclosures
within the body of each Australian
Accounting Standard.

The proposals have been drafted to
assist preparers in applying the concept
of ‘materiality’ when making accounting
policy disclosures. Under the proposals:
XX Only ‘material’ accounting policies
Proposed
are disclosed (rather than the current
amendments
‘significant’ requirement)
to AASB 101
XX Policies relating to immaterial
and AASB
transactions are not disclosed
Practice
XX Not all policies relating to material
Statement 2
transactions are themselves material, and
therefore may not need to be disclosed
XX Additional guidance is added to assist
in determining if a policy needs to be
disclosed.
ED 297
Proposes to remove the ability of the
Removal
following types of for-profit private
of Special
sector entities from being able to prepare
Purpose
special purpose financial statement from
Financial
2021:
XX Those where legislation requires
Statements
financial statements to be prepared in
for Certain
accordance with Australian Accounting
For-Profit
Standards or ‘accounting standards’,
Private Sector
and
Entities
XX Those where constitutions or other
documents (e.g. lending agreements)
require financial statements to be
prepared in accordance with Australian
Accounting Standards, provided that
document was created or amended on
or after 1 July 2020.

FOR MORE INFORMATION

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
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Tel +61 3 6324 2499
david.palmer@bdo.com.au
MELBOURNE

28 October
2019

29
November
2019

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
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