Workshop Discussion Topics


-Notes to support discussion in selected topics:

Prepared by Jim Dixon

Topic 1: IFRS 1 – What is required at 31 December 2004.
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AASB 1047 Disclosing the Impacts of Adopting Australian Equivalents to International Financial Reporting Standards

· Applies to interim and annual reporting periods ending on or after 30 June 2004.

· Ceases to apply on first-time application of Australian equivalents to IFRS
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Disclosures for annual or interim reporting periods ending on or after 30 June 2004.

· Explanation of how transition to Australian Equivalents to IFRS is being managed

· Narrative explanation of key differences in accounting policies expected to arise from adopting Australian Equivalents to IFRSs.

Slide 3

Explanation of how transition to Australian Equivalents to IFRS is being managed

· Entity’s plans

· Degree of achievement

· Nature of changes in policies

Slide 4

Examples of key differences in accounting policies expected to arise from adopting Australian Equivalents to IFRSs that may lead to disclosures.

Employee Benefits:

· Recognition of actuarial gains and losses as they arise in income for defined benefit plans by employer entities.

· Recognition of asset or liability in respect of these plans by employer entities.

Impairment of Assets:

· Currently assessed by recoverable amount using undiscounted future cash flows.

· In future, determine recoverable amount as the higher of fair value less costs to sell and value in use.
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Examples of key differences in accounting policies expected to arise from adopting Australian Equivalents to IFRSs that may lead to disclosures.(continued)

Provisions, Contingent Liabilities and Contingent Assets:

· Recognise provisions relating to retirement or disposal of long-lived assets

· Change in the timing of recognition of proposed dividends.

Income Tax:

· Currently accounting for timing and permanent differences between taxable income and accounting profit.

· In future, the balance sheet approach will require identifying temporary differences.
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Examples of key differences in accounting policies expected to arise from adopting Australian Equivalents to IFRSs that may lead to disclosures. (continued)

Intangible Assets:

· Derecognise internally generated identifiable intangible assets that do not satisfy the recognition criteria.

· Derecognise revaluations that have not been determined by reference to an active market.

The Effects of Changes in Foreign Exchange Rates:

· Entities may select a presentation currency other than Australian dollars
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Disclosures for annual or interim reporting periods ending on or after 30 June 2005.

· Any known or reliably estimable information about the impacts on the financial report had it been prepared using the Australian equivalents to IFRS.

· If impacts are not known or reliably estimable, a statement to that effect.

Entities are strongly encouraged to make these disclosures in earlier reports

Reliable estimation is impracticable when it cannot be performed after making every reasonable effort to do so
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Presentation of Quantified Information:

· Manner of presentation of quantified information is not specified.

· Sufficient information to determine the significant impacts on the main statements.

Could provide a line-by-line reconciliation or as a reconciliation of the key aggregates.

Topic 2: Explanation of the transition to IFRS

The opening balance sheet must, except for limited exceptions:

· RECOGNISE all assets and liabilities whose recognition is required by IFRS

· DE-RECOGNISE as assets and liabilities if IFRS do not permit such recognition.

· CLASSIFY recognised assets, liabilities and components of equity in accordance with IFRS

· MEASURE apply IFRS in measuring all recognised assets and liabilities.

These opening adjustments will be made against retained earnings, or another category of equity for the first comparative period. (some exceptions apply)

However, AASB 1 recognises that cost-benefit limitations exist that make it impractical to require all entities to restate all comparatives. Hence, this standard includes four types of mandatory exemptions and eight types of voluntary exemptions.

Mandatory exemptions

The mandatory exemptions include:

· Derecognition of financial assets and financial liabilities

· Hedge accounting;

· Estimates: and

· Assets classified as held for sale and discontinued operations.

Hence, AASB 1 prohibits retrospective application of some aspects of Australian equivalents to IFRS relating to these requirements.

Voluntary Exemptions

AASB 1 permits an entity to elect whether to use one or more of the following exemptions:

· Business combinations;
· Fair value or revaluation as deemed cost;
· Cumulative translation differences;
· Compound financial instruments;
· Assets and liabilities of subsidiaries, associates and joint ventures
· Designation of previously recognised financial assets;
· Share-based payment transactions; and
· Insurance contracts.

Reconciliation of equity, profit/loss and other financial statements

AASB 1 requires an entity to explain how the transition from previous GAAP to Australian equivalents to IFRS affected its reported financial position, financial performance and cash flows.

This will require the entity to include in its first Australian-equivalents-to IFRSs financial report a reconciliation of equity under IFRS to AGAAP at:

· Date of transition; and

· Last annual balance sheet date.

This report will include a reconciliation of profit under IFRS to the prior AGAAP amount.  These reconciliations shall give sufficient detail to enable users to understand the material adjustments to the balance sheet, income statement and cash flow statement. Furthermore, any material errors made under previous GAAP shall be clearly distinguished from changes in accounting policies.

Also, the report should disclose the following:

· Any impairment losses which have been recognised upon transition. 

· If an entity uses fair value as deemed cost for property, plant and equipment, an investment property or an intangible asset. These disclosures should include the aggregate of these fair values and the aggregate adjustment to the carrying amounts reported under previous GAAP.

Topic 3: Definition of Not-for-Profit

Determining whether an entity is not-for-profit

The Standards issued as Australian equivalents of IFRS define a not-for-profit entity as an entity “whose principal objective is not the generation of profit.” In determining where the entity falls within this definition some of the criteria to be considered includes:

1. Is the intention for the establishment of the entity included in legislation, associated regulations or in its constitution?

2. Do the operating revenues earned before grants and subsidies received/receivable exceed the operating expenditure?

3. Is the entity self-funding in the longer-term?

4. Does the entity pay dividends?

5.Is the entity funded by the State to deliver goods & services for no or nominal cost?

6. Is the majority of revenue gained in a fully contestable market?

7. Does the entity pay tax or tax equivalents to the State?

8. Do the financial targets of the entity reflect profit concepts or aims to be commercially successful with explicit rates of return etc?

The following criteria have been rejected as discriminators as between for-profit and not-for-profit:

1. Prices set by a regulator.

2. Being a monopoly provider.

Topic 4: Consolidation

The most significant challenge for universities will be where the parent university has prepared its financial statements following not-for-profit requirements and there exists a need to consolidate a subsidiary (subsidiaries) which have prepared their financial statements according to for-profit requirements. In this context, the subsidiaries will have to prepare another set of financial statements for each period following the not-for-profit requirements. 

The principles that currently exist, including notions of control as a basis for consolidation, have been continued within the new standard AASB 127 Consolidations

Topic 5: Revenue/contributions

	AASB 1004 Contributions
	AASB 118 Revenue

	Revenue = gross inflows
	Income = Revenue + Net gains

	Expenses = gross outflows
	Expenses + net losses

	Recognise revenue when:

· control the right to be compensated 

· probable economic benefits will flow

· revenue can be measured reliably

· stage of completion can be measured reliably
	Recognise revenue when:

· transfer of significant risks and rewards

· no continuing managerial involvement or effective control. 

· probable economic benefits will flow

· revenue can be measured reliably

· stage of completion can be measured reliably

· costs incurred and to complete can be measured reliably




Topic 6: Employee Benefits/Superannuation:

Some universities already recognise as a liability the present value of the unfunded superannuation liability arising from the service of employees who are members of defined benefit superannuation schemes.  This present value liability is currently calculated using the expected long-term earnings rate of investments held by the superannuation funds.  Under the new standard the present value of the net defined benefit liability must be calculated using a long-term bond rate. These two rates may be different, leading to a difference in the calculation of the present liability.  It is expected that the long-term bond rate may be revised more frequently than the expected long-term earnings rate, leading to greater volatility.  In addition, the measurement of assets held by the defined benefit superannuation fund will also change under the new standard.  Under existing accounting standard, plan assets are measured at net market value, taking into account the cost of realisation.  The new standard requires plan assets to be measured at fair value and is silent on the issue of cost of realisation.  This may result in an adjustment to the University’s unfunded superannuation liability at transition date. 

However, where the University is a member of a multi-employer scheme, and where the components cannot be traced back to the University as an employer, the reporting of superannuation may be consistent with the less demanding requirements applying to defined contribution schemes.

Topic 7: Property, Plant and Equipment:

 AASB 116 Property, Plant & Equipment continues existing practice of requiring that where an asset is acquired at no cost, or for nominal cost, its cost is its fair value as at the date of acquisition. Not-for-profit entities will continue to offset increments and decrements for revaluations of individual assets within a class of assets, but not offset for assets in different classes. Also, not-for-profit entities are exempt from the requirement to disclose the cost of property, plant and equipment where that class of equipment has been revalued. 

Educational institutions that must comply with the Victorian Government Policy – Revaluation of Non-Current Physical Assets, currently measure non-current physical assets, other than plant, equipment and vehicles, at fair value subsequent to initial recognition.  Plant, equipment and vehicles are measured on a cost basis.  Revaluations are assessed annually and supplemented by independent assessments at least every three years.  The new standard continues to offer a choice for measuring each class of non-current physical assets either at cost or at fair value.  However, non-current assets measured at fair value will only be required to be revalued at least every three to five years and all assets in a class must be revalued at the same time.  The Victorian government has not yet concluded whether it will make any changes to the valuation basis of any class of asset or the methodology or frequency at which revaluations are performed.  The financial effects of any such changes are unknown.

Topic 8: Impairment of assets: 

Under the new standards, an asset will be required to be assessed for impairment each year.  If indicators of impairment exist, the carrying value of an asset will need to be assessed to ensure that the carrying value does not exceed its recoverable amount, which is the higher of its value-in-use and fair value less costs to sell.  For the University, value-in-use of an asset is its depreciated replacement cost.  Other than inventories, financial assets and assets arising from construction contracts, impairment testing will apply to all assets regardless of whether they are measured on a cost or fair value basis.  Where the carrying value of an asset exceeds its recoverable amount, the difference will be written-off as an impairment loss to the statement of financial performance except to the extent that the write-down can be debited to an asset revaluation reserve amount applicable to that asset.  Any impairment losses at transition date will be adjusted against the accumulated surplus.

Topic 9: Financial Instruments:
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AASB released 2 pending standards on 23 December 2003

AASB 132 Financial Instruments - Disclosure and presentation

AASB 139 Financial Instruments – Recognition and measurement
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Exclusions from Scope:

· Interests in subsidiaries, associates & joint ventures

· Interests in leases

· Assets and liabilities under employee benefit plans

· Subsequent measurement of financial guarantees
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Inclusions in Scope:

· Insurance contracts where financial risk is not specific to insured party

· Contracts requiring payment based on physical variables e.g. climatic or geological

· Commodity contracts with right to settle in cash or readily convertible to cash
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Classification of financial instruments

	Classification
	Types of Instruments Included

	Loans and receivables
	Both originated or acquired, unless quoted

	Held to Maturity (HTM)
	Debt assets acquired to be held to maturity

	Held for Trading (HFT)
	All derivatives excepting used in hedging

Items intended to be actively traded

Must designate at origination

	Available for Sale (AFS)
	All assets not in above categories

	Non-trading liabilities
	Other liabilities
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Measurement of financial instruments

	Type
	Fair Value
	Cost/Amortised Cost

	Loans and receivables
	Not Applicable
	Effective yield

	Held to maturity (HTM)
	Not Applicable
	Effective yield

	Held for trading (HFT)
	Movement to profit or loss
	Only if fair value cannot be reliably measured

	Available for sale (AFS)
	To equity – unless impaired
	Only if fair value cannot be reliably measured.

Effective yield for interest recognition

	Non-trading liabilities
	Not applicable
	Effective yield
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Held for trading (HFT)

· For any financial asset or liability designated at inception

· Designation is irreversible

· Changes in own credit risk in FV measurement of liabilities
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“Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an arms length transaction.”

· Not forced transaction or distressed sale

· Distinction between active market and no active market for financial instruments

· Rules on demand liabilities
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Amortised Cost is based on effective interest rate, which exactly discounts estimated future cash payments or receipts through the expected life of the financial instrument or, where appropriate, a shorter period to the net carrying amount of the financial asset or liability.
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Calculation of amortised cost.

A bond with a face value of $100 million and a coupon rate of 5% was acquired for $92 million on 1/1/2004

	Date
	Amortised cost b/f
	Cash flow
	Interest at IRR 6.948%
	Amortised Cost c/f

	
	
	92,000,000
	
	

	1/1/2004
	92,000,000
	(5,000,000)
	6,392,558
	92,392,558

	1/1/2005
	92,392,558
	(5,000,000)
	6,489,319
	94,881,876

	1/1/2006
	94,881,876
	(5,000,000)
	6,592,803
	96,474,679

	1/1/2007
	96,474,679
	(5,000,000)
	6,703,478
	98,178,157

	1/1/2008
	98,178,157
	(105,000,000)
	6,821,843
	                0
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If Objective Evidence of Impairment

For items carried at amortised cost:

Loss = difference between carrying amount and the present value of expected future cash flows, discounted at the instrument’s original effective interest rate

For Available for Sale Assets:

· Transfer from equity to income statement

· For equity instruments, no reversal through income while asset recognised
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Debt v Equity

· Preference shares may be liabilities where compulsion to redeem or pay dividends

· Ownership by an entity of its own shares is always deducted from equity

· Instruments with both liability and equity components should be split between liability at its fair value and the difference recorded in equity
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An Embedded Derivative

A component of a hybrid instrument that includes both a derivative and a host contract 

Examples:

Leases or purchase contracts denominated in a foreign currency.

Debt instruments where the repayment is based on equity or commodity prices.

Separately account for host and embedded derivative when economic characteristics and risks are not closely related

Topic 10: Joint Ventures/Associates:

	Aust equiv of IFRS
	Parent entity 

or Separate Report
	Consolidated Report

	Subsidiary
	Cost or fair value
	Consolidate unless temporary control

	Associate
	Cost or financial instrument (AASB 139)
	Equity accounting unless temporary control

	Joint Venture Entity
	Cost or fair value
	Equity accounting

	Joint Venture Operations
	Share of assets, liabilities, revenue and expenses
	Share of assets, liabilities, revenue and expenses

	Partnerships
	Cost or financial instrument (AASB 139)
	Equity accounting unless temporary control

	Other Equity Securities

(Listed and unlisted investments)
	Fair value the security (AASB 139)
	Fair value the security (AASB 139)
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