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OBJECTIVES:

1. To gain an understanding of the impact of IFRS on your organisation.

2. To understand and apply the “Reporting Entity” concept.

3. To be aware of the timeframe for compliance and implementation.

4. To be aware of the standards specific to Not For Profit entities.
5. Hear from other organisations how they have implemented IFRS and what challenges they experienced and what strategies worked best.
INTERNATIONAL FINANCIAL REPORTING STANDARDS FOR NOT FOR PROFITS
INTRODUCTION
The introduction of International Financial Reporting Standards (IFRS) will change our current reporting framework and the majority of our existing Australian Accounting Standards will become obsolete.  These changes will, to some extent, affect all Not For Profit entities.

The move to International Standards will impact on all entities that prepare financial reports, regardless of their reporting entity status, as it is generally agreed that the recognition and measurement requirements of accounting standards should apply to all entities, regardless of reporting entity status.  It is only when it comes to disclosure that non-reporting entities do not have to comply with the accounting standards.
In addition, the AASB has already stopped issuing separate AAS standards, so that any new AASB standards apply to any reporting entity in the public or private sector.  This means that in some form or another, all entities will be affected.
KEY DATES

	YEAR END
	OPENING BALANCE SHEET DATE
	COMPARATIVE YEAR
	CURRENT YEAR

	JUNE
	1 July 2004

	1 July 2004 – 30 June 2005

	1 July 2005 – 30 June 2006

	DECEMBER
	1 January 2004

	1 January 2004 – 31 December 2004
	1 January 2005 – 31 December 2005


NOT FOR PROFIT SECTOR SPECIFIC REQUIREMENTS

Since the AASB has confirmed its commitment to issuing sector neutral standards, there are a number of not for profit specific requirements included in their standards.

A brief summary of these specific requirements has been provided along with the relevant standards, in many cases the requirement is to retain the current Australian accounting treatment.

As part of the process of including Not For Profit sector specific requirements, the definition of Not For Profit has been amended.  The revised definition and the previous one are shown below.  As a result of this proposed change, more entities are expected to fall into the Not For Profit definition.

· Definition under current Australian GAAP – “an entity whose financial objectives do not include the generation of profit.”

· Definition under AIFRS – “an entity whose principal objective is not the generation of profit.  A not for profit entity can be a single entity or a group of entities comprising the parent entity and each of the entities that it controls.”
NFP’s are exempt from the requirements of the segment reporting and related parties standards.

Reporting Entities

The Australian definition of a reporting entity is provided below:

“An entity in respect of which it is reasonable to expect the existence of users who rely on the entity's general purpose financial report for information that will be useful to them for making and evaluating decisions about the allocation of resources. A reporting entity can be a single entity or a group comprising of a parent and all of its subsidiaries.”
Every entity that satisfies this definition is required to prepare general purpose financial statements in accordance with AIFRS.
Entities that do not satisfy this definition will only be required to prepare special purpose financial statements; however, the recognition and measurement requirements of the Accounting Standards are expected to be adopted, it is only with respect to disclosures where special purpose financial reports are likely to not comply with the standards.

AASB 1: First Time Adoption

The first step in the process of preparing AIFRS financial statements is the preparation of an opening balance sheet at the transition date.

This involves converting the balance sheet at transition date under previous GAAP to an AIFRS compliant balance sheet. The following tasks must therefore be performed:

· Recognise assets and liabilities permitted by AIFRS.

· Derecognise assets and liabilities not permitted by AIFRS - e.g. goods subject to installation and contingent assets that are probable but not virtually certain.
· Remeasure assets and liabilities in accordance with AIFRS.

· Reclassify assets and liabilities in accordance with AIFRS.

Income Statement

The key standards for not for profit entities in relation to the income statement are:

	AASB
	101
	Presentation of Financial Statements

	AASB
	118
	Revenue

	AASB
	1004
	Contributions

	AASB
	119
	Employee Benefits


AASB 101: Presentation of Financial Statements
All items of income and expenses recognised in a period shall be included in profit or loss unless an Australian Accounting Standard requires otherwise.
Normally, all items of income and expense recognised in a period are included in profit or loss. This includes the effects of changes in accounting estimates. However, circumstances may exist when particular items may be excluded from profit or loss for the current period. AASB 108 deals with two such circumstances: the correction of errors and the effect of changes in accounting policies.
Extraordinary items are no longer permitted on the face of the income statement or in the notes.

The face of the income statement should include, at a minimum, the following items:

a) revenue;

b) finance costs;

c) share of the profit or loss of associates and joint ventures accounted for using the equity method;

d) tax expense;

e) a single amount comprising of

i. the post-tax profit or loss of discontinued operations and

ii. the post-tax gain or loss recognised on the measurement to fair value less costs to sell or on the disposal of the assets or disposal group(s) constituting the discontinued operation;

f) profit or loss.
When items of income and expense are material, their nature and amount shall be disclosed separately.

The following are examples of circumstances that would give rise to the separate disclosure of items of income and expense include (disclosure on face of statement or in the notes):
a) write-downs of inventories to net realisable value or of property, plant and equipment to recoverable amount, as well as reversals of such write​downs;
b) restructurings of the activities of an entity and reversals of any provisions for the costs of restructuring;

c) disposals of items of property, plant and equipment;

d) disposals of investments;

e) discontinued operations;

f) litigation settlements; and

g) other reversals of provisions.

AASB 118: Revenue

Income is defined as comprising revenue plus gains which means that, on sale of assets, only the profit/loss on sale of assets will be shown in the operating statement rather than the current gross-up of proceeds and expenses. This has no impact on total profit or loss, however there will be a difference in the total revenue and expenses figures.


	GAINS

· Profit/Loss on Sale of Assets



	REVENUE

· Sale of Goods
· Rendering of Services
· Interest
· Dividends
· Grant Income


The timing of recognition of sale of goods and revenue from rendering of services is more rigorous under AASB 118; the requirements of this standard are summarised below.

Rendering of Services
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Sale of Goods
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AASB 1004: Contributions
This standard applies only to not for profit entities and provides guidance on accounting for contributions received.
Income from the contribution of an asset shall be recognised when, and only when, all the following conditions have been satisfied:
a) the entity obtains control of the contribution or the right to receive the contribution;

b) it is probable that the economic benefits comprising the contribution will flow to the entity; and

c) the amount of the contribution can be measured reliably.
Income should be measured at the fair value of the contribution received.
A contribution occurs when an entity receives an asset, including the right to receive cash or other forms of asset without directly giving approximately equal value to the other party or parties to the transfer; that is, when there is a non-reciprocal transfer. Contributions would, for example, include donated assets. Contributions that are income exclude contributions by owners.
In some cases it may be difficult to determine whether the entity has control of a contribution or the right to receive a contribution. One such case could be economic benefits expected to be received under a multi-year public policy agreement. The entity does not obtain control of a contribution under such an agreement until it has met conditions or provided services or facilities that make it eligible to receive a contribution. On this basis, under multi-year public policy agreements, income would be recognised only in relation to contributions received or receivable under policy agreements. Another example is where a donor pledges a donation to an entity. If the pledge is not enforceable against the donor, the entity does not control the contribution.

In some cases it may be difficult to determine whether the entity is giving approximately equal value to the other parties to a transfer. This is particularly the case where, for example, fees are charged by a not-for-profit entity for the potential use of a general pool of facilities. In circumstances where clubs and professional associations charge fees in return for contributors being able to enjoy the use of facilities, receive publications or practice in a particular vocation for a defined period, an exchange transaction can be presumed and the fees would not be treated as contributions. The recipient of the fees would have a contractual or constructive obligation to refund some or all fees if it were unable to provide the facilities or services. In circumstances where the benefits to contributors are only nominal, such as acknowledgment letters, general information about the entity's activities and satisfaction of contributors' altruistic goals, the fees are in the nature of contributions.
AASB 119: Employee Benefits

AASB 1028 contains substantially the same requirements as AASB 119, except that AASB 1028 does not address the recognition and measurement of superannuation and medical post-employment benefits.
AASB 119 has recently been amended to allow all options in IAS 19 in Australia - this means that the corridor approach has now been allowed. This change has meant that AASB 119 application date has moved to 1 January 2006, however it is able to be adopted early.
Early adoption is recommended unless you have defined benefit scheme and are unable to determine best approach by 2005.
A post-employment defined benefit plan is a plan under which the employer's obligations to the plan are not extinguished by the payment of contributions to the plan. That is, the employer retains an obligation if the plan proves to be under funded at any time in the future.

Under AASB 119, employer sponsors of defined benefit plans are required to recognise their net interest in the plan as an asset (subject to a recoverability test) or a liability.
AASB 119 does not mandate the frequency of actuarial valuations, however the numbers should be current.

Other income statement accounting standards which may affect some not for profit entities

Borrowing Costs

AASB 123, provide an option for borrowing costs on qualifying assets to be either expensed or capitalised.

Statement of Changes in Equity

This is a new primary statement required in the financial statements.
AASB 101 requires all items of income and expenses to be recognised in the income statement, other standards allow gains and losses to be taken directly to equity.
This statement highlights an entity's total income and expenses, including those taken directly to equity.
The following Items are to be included on the FACE of the statement:
· Profit or loss for the period;

· Each item of income and expense for the period that is recognised directly in equity and the total of those items;

· Total income and expense for the period, showing separately the total amounts attributable to equity holders of the parent and to minority interest; and

· For each component of equity, the effects of changes in accounting policies and corrections of errors recognised in accordance with AASB 108.
Where the statement comprises only those items listed above then it must be titled the statement of recognised income and expenses.
The following items must be included on either the face of the statement or in the notes to the financial statements:
· Amount of transactions with equity holders acting in their capacity as equity holders, showing separately distributions to equity holders;

· Balance of retained earnings at the beginning of the period and at the reporting date, and the changes during the period; and

· A reconciliation between the carrying amount of each class of contributed equity and each reserve at the beginning and the end of the period, separately disclosing each change.
AASB 101 includes an example of a statement in changes in equity, this has been reproduced below:
Illustrative Statement of Recognised Income and Expenses

	
	200X
	200Y

	
	$
	$

	Gain/ loss on revaluation of properties
	
	

	Available-for-sale investments
	
	

	Valuation gains/ loss taken to equity
	
	

	Transferred to profit or loss for the period
	
	

	
	
	

	Net income recognised directly in equity
	
	

	Profit/ loss for the period
	
	

	
	
	

	Total recognised income and expense for the

Period
	
	

	
	
	


Notes to the financial statements

	
	200X
	200Y

	
	$
	$

	RESERVES
	
	

	Asset revaluation reserve
	
	

	Balance at start of the period
	
	

	Gain/ loss on property revaluation
	
	

	Balance at the end of the period
	
	

	
	
	

	RETAINED EARNINGS
	
	

	Balance at start of period
	
	

	Change in accounting policy
	
	

	Profit for the period
	
	

	Balance at the end of the period
	
	


Balance Sheet

The key standards for not for profit entities in relation to the balance sheet are:

	AASB 101
	
	Presentation of Financial Statements

	AASB 102
	
	Inventories

	AASB 116
	
	Property, Plant and Equipment

	AASB 136
	
	Impairment of Assets

	AASB 137
	
	Provisions, Contingent Liabilities and Contingent Assets

	AASB 138
	
	Intangible Assets

	AASB 139
	
	Financial Instruments: Recognition and Measurement

	AASB 140
	
	Investment Property

	AASB 5
	Non-Current Assets Held for Sale and Discontinued Operations


AASB 101: Presentation of Financial Statements

The standard requires that the current / non-current distinction is to be used in the balance sheet unless the liquidity basis is more relevant.
The format of the balance sheet is not mandated, however entities are encouraged to use one of the examples in the Appendix to AASB 101.

The following definition is included in AASB 101 to ease with the allocation of balances in the balance sheet:
Asset is current if it satisfies any of following:
· It is expected to be realised in, or is intended for sale or consumption in, the entity's normal operating cycle;

· It is held primarily for the purpose of being traded;

· It is expected to be realised within 12 months after the reporting date;

· It is cash or cash equivalent unless it is restricted from being exchanged or used to settle a liability for at least 12 months after the reporting date.

As a minimum, the face of the balance sheet should include: 
a) Property, plant and equipment;

b) Investment property;

c) Intangible assets;

d) Financial assets (excluding amounts under (e), (h) and (i);

e) Investments accounted for using the equity method; 
f) Biological assets;

g) Inventories

h) Trade and other receivables;

i) Cash and cash equivalents;

j) Trade and other payables; 
k) Provisions;

l) Financial liabilities (excluding amounts under (j) and (k); 
m) Liabilities and assets for current tax;

n) Deferred tax liabilities and deferred tax assets;

o) Minority interest, presented within equity;

p) Issued capital, retained earnings and reserves attributable to equity holders of the parent.

In addition, the face of the balance sheet shall also include line items that present the following amounts:
a) The total of assets classified as held for sale and assets included in disposal groups classified as held for sale in accordance with AASB 5; and

b) Liabilities included in disposal groups classified as held for sale in accordance with AASB 5.

The following information needs to be disclosed either on the face of the balance sheet or in the notes:
· A description of the nature and purpose of each reserve within equity.

AASB 102: Inventories

The concept of inventories held for distribution for not for profit entities has been introduced in AASB 102.
Inventories held for distribution are assets:
1) Held for distribution at no or nominal consideration in the ordinary course of business.

2) In the process of production for distribution at no or nominal consideration in the ordinary course of operations.

3) In the form of materials or supplies to be consumed in the production process or in the rendering of services at no or nominal consideration.
Inventories held for distribution shall be measured at the lower of cost and current replacement cost and the carrying amount should be recognised as an expense when the goods are distributed or the services are rendered.

Current replacement cost is the cost the entity would incur to acquire the asset on the reporting date.
· The carrying amount is recognised in the income statement when the inventory is distributed.

· If current replacement cost is below cost then the write down is expensed in the period the write down occurs.

· The carrying amount of inventory held at current replacement cost and any write down is required to be disclosed.

Examples of inventories held for distribution include brochures, promotional items.

AASB 116: Property, Plant and Equipment

Entities can choose to value a class of assets at cost or fair value; the model chosen must be applied to the whole class.
A class of assets is a grouping of assets of a similar nature and use in an entity's operations.
AASB 1 allows for an entity to change valuation basis on first time adoption of AIFRS.
Where a NFP acquires an asset at no cost or for a nominal cost, its cost is its FV as at the date of acquisition.
This initial recognition at fair value does not constitute a revaluation.  Revaluation increases and decreases relating to individual assets within a class of property, plant and equipment must be offset against one another within that class.
The example below highlights this requirement:
Asset 1 and asset 2 are in the same class. Neither asset had previously been revalued.

	
	Carrying Amount
	Revaluation

	Asset 1
	$1,000,000
	$1,400,000

	Asset 2
	$1,000,000
	    $850,000

	
	
	

	NFP Entities
	
	

	Dr: Asset 1
	$400,000
	

	Cr: Asset 2
	$150,000
	

	Cr: Asset Reval Reserve
	$250,000
	

	
	
	

	
	
	

	For Profit Entities under AIFRS
	
	

	Dr: Asset 1
	$400,000
	

	Dr: P&L A/C
	$150,000
	

	Cr: Asset 2
	$150,000
	

	Cr: Asset Reval Reserve
	$400,000
	


Under AIFRS – if a class of assets is revalued then the carrying amount that would have been recognised under the cost method is required to be shown – Not For Profits are exempt from this requirement.
AASB 136: Impairment of Assets

AASB 136 has a wider scope than AASB 1010 since it deals with all current and non - current assets except those subject to another standard:
· Inventories.

· Construction contracts.

· Deferred tax assets.

· Assets from employee benefits.

· Financial assets.

· Investment properties at Fair Value.

· Biological assets.

Some of the Key Features of the Standard
· Impairment indicators are provided in the standard and should be considered on at least an annual basis.

· The recoverable amount of an asset should be estimated whenever there is an indication that the asset may be impaired.

· An impairment loss must be recognised whenever the carrying amount of an asset exceeds its recoverable amount.  An impairment loss should be recognised in the profit and loss account for assets carried at cost and treated as a revaluation decrease for assets carried at fair value.

· Recoverable amount is determined as the higher of fair value less costs to sell and value in use.

· Recoverable amount should be estimated for an individual asset. If it is not possible to do so, then an entity is required to determine recoverable amount for the cash-generating unit to which the asset belongs. A cash-generating unit is the smallest identifiable group of assets that generate cash inflows from continuing use that are largely independent of the cash inflows from other assets or group of assets.

· Where impairment losses are recognised or reversed, detailed information must be disclosed by class of asset and reportable segment.

Impairment Indicators
These indicators can be separated into external and internal indicators.
External Indicators

· The asset has experienced significant market value declines.

· The entity has experienced negative change in technology, markets, economic conditions or laws.

· Market interest rates have increased.

· The company's share price is trading below the carrying amount of net assets.

Internal Indicators

· The asset is obsolete or has been subjected to physical damage.

· The asset is the focus of a plan to discontinue or restructure units or is held for disposal.

· The economic performance of the asset was worse than expected.

If any of these indicators exist, then an impairment test is required to be completed which involves calculating the asset's recoverable amount.
In addition, there is a requirement for an annual assessment of whether there is any indication of improved economic conditions that suggest that an impairment loss recognised for an asset in prior years may no longer exist or may have decreased.

Recoverable Amount
AASB 136 provides a formula for the definition of recoverable amount and the various elements.
If there is no active market then fair value less costs to sell is the entity's best estimate of the selling price.
Recoverable = Higher of:  FV less selling
or Value in
Amount




costs


Use
FV less selling costs:

the price in an arm's length transaction less the costs of disposal.
Value in Use:
present value of the estimated future cash flows from continuing use of the asset and the disposal at the end of the useful economic life.

The following additional guidance has been provided in the standard for not-for-profit entities.

"Where the future economic benefits of the asset are not dependent on cash flows, and where the entity would replace the future economic benefits if deprived of the asset, value in use must be determined as the written down current costs (depreciated replacement cost) of the asset."

This requirement can be summarised in the following diagram:
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This is likely to arise with, for example, cultural and heritage assets or church pews.

Where future economic benefits are dependent on cash flows then the normal impairment test will apply.

Cash flow Projection Calculations
AASB 136 sets out how cash flow projections should be determined for the purpose of measuring Value in Use and which cash flows should be used.
· Greater weight is to be given to external evidence rather than management projections.

· Projections based on budgets are to be a maximum of 5 years, unless a longer period can be justified.
The discount rate to be used should be a pre-tax rate that reflects current market assessments of the time value of money and risks specific to the assets to the extent that risks are not reflected in the cash flows.
Reminder- recoverable amount is the higher of net selling price and value in use, therefore if the net selling price is easy to obtain and is higher than the carrying amount then there is no need to calculate VIU.
Cash Generating Units
Recoverable amount should be determined for the individual asset, if possible.
If, however, a number of these assets are working together and cannot be separately identified then the recoverable amount for the cash generating unit needs to be identified.  Identification of cash generating units will require judgement.
A cash generating unit is the smallest group of assets that generate cash inflows from continuing use which is largely independent of other assets or groups of assets.

The smallest CGU represents the lowest level at which management monitors the return on investment in assets that include goodwill, and cannot be larger than a primary reported segment.

In this case the segments need to be identified even though NFP entities are exempt from the scope of the segment reporting accounting standard.
Corporate assets are recognised at the CGU level.
Impairment Losses
How are impairment losses allocated?
· Any excess of the carrying amount of a cash generating unit containing goodwill over its recoverable amount would be recognised as an impairment loss for goodwill.

· Any excess remaining after the carrying amount of goodwill has been reduced to zero would then be recognised by being allocated to the other assets of the unit pro rata with their carrying amounts.

· Where the present value of the future cash flows of a cash-generating unit is less than the carrying value of the net assets attributable to that cash generating unit, the standard requires the impairment loss to be recognised by allocating it across the assets in the unit.
Note that an individual asset must not be reduced below the higher of its fair value less selling costs or value in use. Any such portion that would cause that to happen must be allocated to the other assets in the unit.
Reversals of an impairment loss are allocated to increase the carrying amount of the assets of the unit.
The carrying amount of each asset must not be increased above the lower of:
· Its recoverable amount, (if determinable).

· The carrying amount that would have been determined (net of amortisation or depreciation) had no impairment loss been recognised for the asset in prior years.

Worked example
An example CGU:

	
	$

	Carrying amount of NA (excluding goodwill)
	1,500

	Carrying amount of goodwill
	1,000

	Recoverable amount
	1,300

	Net fair value
	900


Impairment indicator exists since the recoverable amount is less than the carrying amount.
Impairment loss = $1,200.
Goodwill write down = $1,000.
Other assets are written down in proportion = $200.
An impairment loss of $1,200 is recognised immediately in the profit and loss account. The carrying amount of the goodwill that relates to the CGU is reduced to Nil. The carrying amounts of the other identifiable assets within the CGU are reduced by the remaining impairment loss of $200 proportionately based on their carrying amounts.
Disclosure Requirements
Given the change in this standard, there are additional disclosures required:

· Amount of impairment losses and reversals and the line items recognised both in the profit and loss account and directly to equity- required for asset and CGU write downs.

· Amount of impairment loss by segment.

If the impairment loss for an asset is material:

· circumstances leading to the write down.

· amount of the impairment.

· nature of the asset.

· the relevant reportable segment.

If the recoverable amount is NSP or VIU:

· basis for NSP.

· discount rate and previous estimate for VIU.

Summary

Impairment testing needs to be performed for all current and non-current assets, whether held at cost or fair value.
Testing needs to be performed whenever there is evidence of an impairment indicator.
Impairment testing involves calculating the recoverable amount of an asset or CGU. Recoverable amount is the higher of Fair Value less Cost to Sell and Value in Use.
Value in use calculation requires discounted cash flow calculation using the pre-tax interest rate appropriate to the entity.

In the case where a number of assets are operating together to generate cash flows, then it is possible to calculate the recoverable amount of all of these assets together; i.e. the cash generating unit.
This may occur, for example, in an aged care facility or headquarters - an entity is not required to calculate the recoverable amount of every asset in the aged care facility or headquarters, only the recoverable amount of the aged care facility or headquarters as the whole is required.
Not for profit entities who are entitled to use depreciated replacement cost and who would always replace their assets with an asset which cost more than the original is not likely to have an impairment write down.
AASB 137: Provisions, Contingent Liabilities and Contingent Assets

Note: Employee benefits are exempt from the scope of this standard.
There are only a couple of significant differences between the current Australian requirements, following the release of AASB 1044, and the International requirements.
The requirements for recognition and disclosure of contingent assets are more stringent in the AIFRS than in the current Australian standards. Therefore, in situations where the likelihood of recovery of the asset is probable but not virtually certain, then there is no impact in the financial report (other than disclosure) under AIFRS, whereas under AGAAP it would have been recognised.

This has been summarised below:

	
	AASB 1004
	AASB 137

	Disclose
	Higher than remote

but not probable
	Probable but not

virtually certain

	Recognise
	Probable
	Virtually certain


In addition, there are also the following changes:
· Where a change in the value of a provision is a consequence of discounting then that increase is taken to the P&L as interest, whereas in AASB 1044 it is recognised as an expense on the basis of the nature of the provision.

· AASB 137 requires that, where an operation is to be sold, a demonstrable commitment for a restructuring can only arise where there is a binding sale agreement. Even when an entity has taken a decision to sell an operation and announced that decision publicly, it cannot be committed to the sale until a purchaser has been identified and there is a binding sale agreement.

Dividends are not able to be recognised if they are subject to shareholders/member approval which does not occur until after the year end.
AASB 137 and AASB 1044 require similar disclosures about the nature of provisions; however, AASB 137 requires the disclosure of the expected timing and uncertainty of the future sacrifice of economic benefits to settle provisions.

AASB 138: Intangible Assets

Because of the lack of an accounting standard in Australia dealing with intangible assets, entities have had relatively free reign with respect to how they have measured and recognised intangible assets.

Other than having to amortise all intangible assets, a variety of practices are followed in financial reports.

AASB 138 contain prescriptive rules on the treatment of intangible assets.

The standard includes the following definition for an intangible asset:

An intangible asset is an identifiable non-monetary asset without physical substance.

An asset must be treated as meeting the identifiable criteria when it is:

· Separable, i.e. capable of being separated or divided from the entity and sold, transferred, licensed, rented or exchanged, either individually or together with a related contract, asset or liability.

· Arising from contractual or other legal rights, regardless of whether those rights are transferable or separable from the entity or from other rights and obligations.
In addition to the definition, the following requirement is provided by the AASB. An intangible asset shall be recognised if, and only if:

a) It is probable that the future economic benefits that are attributable to the asset will flow to the entity.

b) The cost of the asset can be measured reliably.
This can be illustrated in a diagram:


[image: image4]
Key Features
Some of the key features of this intangible standard are illustrated below:
· An entity must only recognise an intangible asset if it is probable that the future economic benefits that are attributable to the asset will flow to the entity and the cost of the asset can be measured reliably.

· Internally generated goodwill, brands, mastheads, publishing titles, start up costs, customer lists and items similar in substance may not be recognised as assets. Also any expenditure to restore or maintain software is not to be capitalised.

· All expenditure on research must be recognised as an expense when it is incurred (the current Australian standard notes that there may be rare occasions where it can be capitalised). Development costs can be recognised if specific criteria are met.

· Goodwill is no longer required to be amortised but must be reviewed annually for impairment.

· Subsequent to initial recognition an entity may either:

· Measure an intangible asset at cost less accumulated amortisation and accumulated impairment losses.
Or

· Measure an intangible asset at revalued amount less any subsequent accumulated amortisation and any subsequent accumulated impairment losses.
· An intangible asset may only be revalued where the fair value can be determined by reference to an active market. Where an active market for the intangible asset does not exist, revaluation is not permitted. An active market is where all of the following conditions are met:
· The items traded within the market are homogenous.

· Willing buyers and sellers can normally be found at anytime.

· Prices are available to the public.

This means that items such as brand names may be recognised on acquisition but cannot be revalued as they are considered unique, thus there is no active market.
It is considered very rare that an active market would exist - a possible example may be taxi licences.

· Indefinite life intangibles must undergo an annual impairment test but are not required to be amortised.

· Definite life intangibles will have to be amortised over their useful life.
Examples of intangible assets:

· Licensing, royalty agreements

· Operating and broadcasting rights

· Computer software

Note that some examples of expenditure that will not satisfy the criteria and therefore must be expensed as incurred include:

· Relocation expenses.

· Advertising/promotion expenses.

· Training expenses.

· Start up costs.

Research and Development Costs

Examples of research costs are:

· Activities aimed at obtaining new knowledge;

· Search for, evaluation and final selection of, applications of research findings or other knowledge;

· Formulation, design, evaluation and final selection of possible alternatives for new or improved materials, products, processes or services.

Development cost examples include;

· Design, construction and testing of pre-production or pre-use prototypes and models;

· Design of tools, jigs, moulds and dies involving new technology;

· Design, construction and operation of a pilot plant that is not of a scale economically feasible for commercial production; and

· Design, construction and testing of a chosen alternative for new or improved materials, devices, products, processes, systems or services.

The asset may be prepared for sale or use within the business.

In order to be accounted for as an asset, the entity must also satisfy ALL of the proposed recognition criteria:

· Technical feasibility of completing the asset.

· Its intention to use or sell the asset.

· Its ability to use or sell the asset.

· How the asset will generate future economic benefits.

· The availability of adequate technical, financial and other resources to complete the development and to use or sell the asset.

· Its ability to measure the expenditure attributable to the asset during its development reliably.

If the intangible does not meet both the definition and recognition criteria, the expenditure on this item must be recognised as an expense when it is incurred.

Financial Instruments: Recognition and Measurement

This section also includes some discussion on the requirements of AASB 132: Financial Instruments: Disclosure and Presentation.

Under the Australian Equivalent to International Financial Reporting Standards all financial assets and liabilities will have to be recognised, many at fair values and some at amortised cost.
Although Australia does currently have a standard for the classification of financial instruments, the harmonisation process will bring about significant changes with many more instruments having to be classified as debt rather than equity.

Harmonisation will see two standards being added to the Australian reporting framework: AASB 132 Financial Instruments: Disclosure and Presentation and AASB 139 Financial Instruments: Recognition and Measurement.

These standards provide the following definitions:

A financial instrument is a contract that results in a financial asset of one entity and a financial liability of another entity.

A financial asset is cash, a contractual right to receive cash or another financial asset, a contractual right to exchange financial instruments with another entity on terms that are potentially favourable, or an equity instrument of another entity.

In contrast, a financial liability is where the terms are potentially unfavourable.

AASB 132 Financial Instruments: Disclosure and Presentation

The stated objective of AASB 132 is to enhance users' understanding of the significance of on-balance sheet and off-balance sheet financial instruments to an entity's financial position, performance and cash flows.
AASB 132 applies to all balance sheet and off balance sheet financial instruments with the exception of:

· Investments in subsidiaries, equity associates and JVs.

· Obligations for post employment benefits.

· Employer’s obligations under employee stock options.

· Obligations arising under insurance contracts.

AASB 139 Financial instruments: Recognition and Measurement

AASB 139 states that all financial assets and liabilities are required to be recognised on the balance sheet - this includes all derivatives.
The main requirements for the recognition and measurement of financial instruments will be as follows:

· On initial recognition, all financial instruments are measured at cost, including transaction costs.

· On subsequent recognition, an entity may elect to recognise all or any of its financial instruments at fair value with changes in fair value recognised in income by designating them as trading instruments. It is not, however, obliged to do so for all financial instruments. This caters for insurance companies in Australia who may elect to recognise some of their financial instruments at fair value even though they would not necessarily be required to do so under the requirements of the standard.

· For the purpose of subsequent measurement of financial assets, they are categorised into four different types:

· Originated loans and receivables, e.g. receivables, loans and advances.

· Held-to-maturity investments, e.g. bonds.

· Available-for-sale securities, e.g. equity instruments (shares) or bonds.

· Financial assets at fair value through profit or loss, eg derivatives, shares or bonds.

AASB 140: Investment Property

Under AASB 140, an entity can choose FV or cost as the measurement basis for its investment properties, following the initial recognition being at cost.

When an entity chooses cost or FV it is required to apply that accounting policy to all investment properties.

Property held by a not for profit entity to meet service delivery objectives rather than for rental or capital appreciation purposes does not meet the definition of an investment property.

Cost of an investment property acquired by a not for profit entity at nil or nominal consideration is deemed to be its fair value

Current practice by some Australian entities is to avoid a P&L impact by arguing that their properties were maintained to a high standard and therefore depreciation was not required.

The treatment under the standard is as follows;

Held at Fair Value

Changes in FV are recognised as a revenue or expense in the period.

Held at Cost

All investment properties must be depreciated and are subject to impairment testing.

AASB 5: Non-Current Assets Held for Sale and Discontinued Operations

AASB 5, Disposal of Non-current Assets and Presentation of Discontinued

Operations, will affect the classification and timing of a discontinued operation.

This standard applies to all recognisable non-current assets of an entity except:

· Goodwill.

· Deferred tax asset.

· Financial assets included in the scope of AASB 139 Financial Instruments: Recognition and Measurement.

· Assets arising from employee benefits.

· Financial assets arising under leases.

Discontinued Operations

A discontinued operation can be any unit whose operations and cash flows can be clearly distinguished (both operationally and for financial reporting purposes).

An operation will be considered discontinued when the entity has actually disposed of the operation, or when the operation meets the criteria to be classified as held for sale. Currently, it is classified as discontinued when the entity enters into a binding sale agreement or the board of directors approves and announces a formal disposal plan (whichever comes first).

Changes to presentation

· The result of discontinued operations must be presented separately on the face of the income statement (this is encouraged but not required under Australian GAAP).

· Operations cannot be retrospectively classified as discontinued when the criteria are met after the balance sheet date.

Assets held for sale

Within the International Standards there are guidelines relating to the classification of non-current assets, whereas current Australian GAAP does not prescribe requirements for separately classifying non-current assets which are "held for sale" and "held and used".

Classification as held-for-sale

Assets held-for-sale are assets whose carrying amount will be recovered through a sale transaction rather than through continuing use. All of the following criteria must be met for an asset to be classified as held-for-sale:

· Management has the authority to sell, and is committed to a plan to sell.

· The asset is available for immediate sale in its present condition subject only to terms that are usual and customary for sales of such assets.

· An active program to locate a buyer and other actions required to complete the plan to sell are initiated.

· The sale is highly probable and expected to be completed within one year from the date of classification as held-for-sale (except where delay is caused by events beyond the entity's control and there is sufficient evidence that the entity remains committed to its plan to sell the asset).

· The asset is marketed at a price that is reasonable to its current fair value.

· Actions required to complete the plan indicate that it is unlikely that significant changes to the plan will be made or that the plan will be withdrawn.

Non Current Assets

There is currently no specific Australian standard prescribing separate measurement requirements for non-current assets to be disposed of, whereas these are specified in the International Standards.
An entity must measure a non-current asset at the lower of its carrying amount and fair value less costs to sell.
Asset ceases to be depreciated on transfer into "asset held for sale".

Disclosures

There are a number of associated disclosures for assets held for sale or discontinued operations. These disclosures are required for all periods presented and therefore comparative information is required to be restated.
These disclosures are included below:

· Assets and liabilities from a discontinued operation must be disclosed separately from assets and liabilities of other continuing operations.

· Assets and liabilities from a discontinued operation must be disclosed separately. No set off allowed.

An entity must disclose for ALL periods presented:

a) The revenue, expenses and pre tax profit (or loss) of discontinued operations and the related income tax expense.

b) The gain or loss recognised on the measurement to fair value less costs to sell, or disposal of the assets or disposal groups, comprising the discontinued operation and the related income tax expense.

c) The net cash flows attributable to the operating, investing and financing activities of the discontinued operation.

The major classes of assets and liabilities classified as held for sale must be separately disclosed either on the face of the balance sheet or in the notes to the financial statements.

An entity must present the disclosure required by (a) on the face of the P&L. The other disclosures may be presented either in the notes to, or on the face of, the financial statements.

AASB 107: Cash Flow Statement

No significant changes between previous Australian GAAP and AIFRS.

Cash flows to be classified into those relating to operating, investing and financing activities in a manner that is most appropriate to the nature of the entity's business.
Cash flows from operating activities

Must be reported under the direct method - i.e. major classes of gross cash receipts and gross cash payments associated with operating activities are disclosed.

Cash flows from investing activities

This includes inflows from the disposal of non-current assets and outflows relating to resources acquired that are intended to generate future profit and cash flows.

Cash flows from financing activities

This includes cash flows arising from bank borrowings and dividends paid.

The classification must be consistent from period to period.

AASB 107 includes the following not for profit sector specific requirement: Not-for-profit entities that highlight the net cost of services in their income statement must provide a reconciliation of cash flows arising from operating activities to net cost of services.

AASB 1: Disclosures

AASB 1 includes a number of required disclosures to be shown in the first AIFRS financial report that explain how the transition from current Australian GAAP to AIFRS impacted upon the entity's reported financial position, financial performance and cash flows.

These disclosures include:

· Reconciliation of equity reported under current AGAAP to equity under AIFRS - at date of opening AIFRS balance sheet and end of the last annual period reported under current AGAAP; e.g. June 2006 statements reconciliation required at 1 July 2004 and 30 June 2005.

· Reconciliations of profit or loss for the last annual period reported under AGAAP to profit or loss with AIFRS.

· Explanations of material adjustments that were made to the balance sheet, income statement and cash flow statement in adopting AIFRS for the first time.

· Appropriate explanations if the entity has used any of the specific recognition and measurement exemptions permitted under AASB 1.

· Any impairment losses recognised or reversed for the first time in preparing the opening balance sheet;

· Material adjustments to the cash flow statement;

· The fair value of any financial asset or financial liability classified as fair value through profit and loss or available for sale;

· The uses of fair value in the opening balance sheet as deemed cost for an item of property, plant and equipment, an investment property or an intangible asset.

AASB 1047: Disclosing the Impact of Adopting AASB Equivalents to IASB Standards

The standard requires the following disclosures as at 30 June 2005:

· Explanations of changes in accounting policies expected to have material impacts; and

· Any known or reliably estimatable quantitative information relevant to assessing the expected future impacts on its reported financial position and future financial performance.

Disclosures should be agreed in advance with your external auditors and performed in conjunction with the preparation of the opening balance sheet.

This standard is consistent with the requirement in AASB 108 Accounting Policies, Changes in Accounting Estimates and Errors that the impact of AIFRS not yet implemented must be disclosed.

EXAMPLE:

For example, if a standard was published in May 2005 with an implementation date of June 2008, then the impact of this standard on implementation must be disclosed in the June 2006 and 2007 financial reporting periods.

Is it probable that economic benefits will flow to the entity?





Can the amount of revenue and costs to complete be reliably measured?





INCOME





Can the stage of completion be measured reliably?





Recognise Revenue





Defer Revenue





Defer Revenue





Defer Revenue





NO





YES





YES





YES





NO





NO





Use depreciated replacement cost for VIU calculation.





NO





Is the entity a NFP Entity?





YES





NO





YES





Would the asset be replaced if the entity was deprived of it?





Defer Revenue





Defer Revenue





Is the asset held for cash generating purposes?





Recognise Revenue





Have risks and rewards been transferred?





Is there any continuing involvement?





Use for profit VIU calculation.





Use for profit VIU calculation.








Use for profit VIU calculation.











No





Yes





No





Yes





No





Yes





Is the asset an identifiable non-monetary asset without physical substance?





Separate intangible Asset?





Economic benefit obtained contractually or legally?





Not an intangible asset.





Consider whether the asset is goodwill.





Indefinite useful economic life?





Do not amortise; test for impairment annually.





Amortise; test for impairment.








No








No





Yes





Yes





Yes





Yes





No





No
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