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Agenda 3

- What are our objectives?

nat problems are we trying to resolve and why now?
nat are we not changing?

nat is our preferred solution?

nat is the impact of our preferred option?
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nat other options did we consider?
*  What else is the AASB doing?
» Discussion — your initial thoughts

* Project timeline and Next steps



What are our objectives? 1

*  Apply the RCF Iin Australia to achieve the
AASB'’s strategy and FRC'’s directives

o Maintain IFRS compliance for publicly
accountable entities & voluntary Tier 1
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o Use IFRS as a base
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What problems are we trying to resolve? 5

 Two Problems:

o The ‘Reporting entity’ concept clash

o The SPFS problem

4 é‘:, Australian Government
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What is Problem 1 - the ‘Reporting entity’ concept clash? 6

* |ASB’s RCF concept of reporting entity:

o Required by legislation or other, or chooses, to
prepare financial statements

o Sets boundary (portion, controlled entities, not
necessarily legal entity)

* Australian Reporting entity concept:

o required to prepare financial statements and self
assesses as needs GPFS

© Australian Accounting Standards Board 2018



Why must Problem 1 be solved? 7

* It is too confusing to have two different concepts of reporting
entity in AAS

* Why must we adopt the RCF’s concept?
o Maintain IFRS compliance and IFRS as a base
o Australian concept rejected internationally

o Avoid misinterpretation and incorrect application of AAS going
forward

« Why can’t we just rename the Australian concept?

o We would need to amend the RCF and justifying this wouldn't
meet Standard-Setting Framework criteria

o Consolidation issue not resolved @
o SPFS problem not resolved @R o
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What is Problem 2 - the SPFS problem? s

+ Self-assessment in SAC 1 and AAS:

o Reporting entity (GPFS) versus Non-Reporting entity
(SPFS)

AND

* “Free-for-all” SPFS for Non-reporting entities
o Entities decide what to report in SPFS

Australia is the only country in
the world to have this problem
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Problem 2 - the SPFS problem g

Why do we care?

 Lack of consistent, comparable, transparent financial
statements

- SPFS are lodged by:

o ~60% of entities required to
publicly lodge with ASIC

o ~55% of charities lodging
with ACNC

g Australian Accounting Standards Board © Australian Accounting Standards Board 2018
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Why must Problem 2 be solved? 10

Self-assessment iIssues:

« Concept not understood and/or applied properly
o SAC 1 key factor economic significance ignored

- Two similar companies can prepare vastly different financial
statements (i.e. GPFS vs SPFS)

- Additional risk for Directors, preparers and auditors
* Not enforceable

Consider two Australian proprietary companies

Both are subsidiaries of UK parents

Both are market leading online betting CO m pany B

businesses
Both have hundreds of thousands of

FS Australian active customers
GP  Both employ hundreds of Australians

Both earn millions of dollars in underlying
operating profit




Why must Problem 2 be solved? (cont.) 11

‘Free-for-all’ SPFS cannot continue under AAS

 Lack of comparability in the application of:

o R&M Non-disclosing entities
: : : lodging with ASIC™
o disclosure requirements * 76% state compliance with R&M

* 11% state they don’t comply with R&M

o consolidation and equity .
 12% R&M is not clear

accounting requirements

There are users!
- Credit analysts
- Tax office

- Investors in multinational companies who want financial
statements of Australian subsidiaries

Note 1: Based on AASB Research Report No 1 Application of the Reporting Entity Concept and Lodgement of Special Purpose Financial Statements which includes analysis of
large and small proprietary, foreign controlled and companies limited by guarantee (incl. charities as pre: ACNC) from data ranging from 2008-2011.



Why is our action needed now? 12

To meet ASIC Act objectives and align with the FRC’s
strategic direction we need to:

* Maintain IFRS compliance for those required or voluntarily
stating IFRS compliance

- Address the ‘reporting entity’ concept issue

It’s also time for us to help:

* Improve trust and transparency for entities required to
comply with AAS

Banking Royal Commission has also
focused on quality of lending information!




What are we not changing?

13

% No change to:

o Public lodgement relief granted
to grandfathered proprietary
companies

o ASIC’s small/large proprietary
test

o Trusts and other entities not
required by legislation or
otherwise to prepare financial
reports in accordance with AAS

Small proprietary
companies have at least
two of the following:

a)consolidated revenue
for the financial year
< $25 million

b) consolidated gross
assets at the end of
the financial year
< $12.5 million

c)< 50 employees at the
end of the financial
year




The AASB'’s preferred solution 14

Two-phased approach

Phase 1:Short-term approach

* Publicly accountable for-profit
entities and other entities who
voluntarily comply with IFRS

* RCF / amendments issued 2018

« Amendments effective 1 Jan 2020

Phase 2: Medium-term approach

« All other entities
Extensive consultation 2018-2020

RCF / amendments issued 2020

Amendments effective TBD (For-
profits and Not-for-profits staggered
Implementation?)




The AASB'’s preferred solution: Phase 1

15
(Short-term approach)

Apply RCF to publicly accountable for-
profit entities and other entities who B FRST

voluntarily comply with IFRS (Tier 1) v IERS
compliance
Amend ‘public accountability’ maintained

definition per IFRS for SMEs

Continue to apply existing Framework

and use Australian reporting entity <> No change
concept for all other entities
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The AASB'’s preferred solution: Phase 2

. 16
(Medium-term approach)

Apply RCF to all entities required by v IFRS compliance
legislation or otherwise to comply with v IFRS as a base
AAS
Remove SAC 1 and amend AAS to v gsf?r?i't‘i’gs gfapsﬁlrti”g entity
remove Australian reporting entity ./ Resolves self-assessment
concept Issue
Alternative 1: Retain existing Tier 2
GPFS — RDR framework; OR v~ Resolves SPFS problem

_ _ Improves trust and
Alternative 2: Adopt a new Tier 2 transparency

GPFS — SDR framework

Allows time for extensive consultation, research and transitional support




What 1s Alternative 2: Tier 2 GPFS- SDR? 17

* Full recognition and measurement, consolidation and equity
accounting

Specified Disclosure Requirements
- Based on RG 85 (5 disclosures to be made in full)

108
S stat,:rﬁent of Cash  pcc. Policies, Char;gzs
presentation of F Flows in AccC. Estimate
Errors

sB 1048 o
|ntcf;€retations of AASB 1054 Austra

iti igclosures
Standards Additional DS

AASB 101

* Plus 4 incremental disclosures (to be made in full)
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Is this the end of SPFS? 18

* Not quite!

Entities NOT required by legislation or otherwise (e.g.
constitutional document) to prepare financial reports in

accordance with AAS can continue to prepare
SPFS for example:

o Trusts o Small Charities
o Small associations o Self-Managed
o Small companies Super Funds

o Small APRA funds 19 THIS

THE END
7
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What is the impact for you?
, 19

Benefits

Reduced risk for
auditors, regulators

Trust and
transparency

IFRS Compliance

L. Australian Government

="  Australian Accounting Standards Board

Costs
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Increased
regulatory burden

Consolidation and
equity accounting
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SPFS publicly lodged with ASIC 20

Represents <1% of
total registered
entities

2.5 million! companies
registered with ASIC

839,507+ trading
companies

Represents just
0.6% of total
registered entities

23,7842
non-disclosing
entities

~14k3 prepare "
SPES Represents jUSt

o = o 0.1% of total

fully complied registered entities
with ' (g

Notes: 1. Based on page 42 ASIC Annual Report 2016-2017, 2.Based on statistics provided by ASIC, 3. Calculated using proportion (59%) of
entities preparing SPFS in findings from AASB Research Report No 1 Application of the Reporting Entity Concept and Lodgement of Special
Purpose Financial Statements which includes analysis of data ranging from 2008-2011, 4. Sourced from Australian Bureau of Statistics website
5 Calculated usina nronortion (249%) of entities who state thev do not combolv with R&M or R&M not clear ner AASR Research Renort No 1



SPFS publicly lodged with ACNC 21

47.0911 charities

submit with the ACNC Represents just

one-third of the
total population

Represents just
18% of the total
population

medium and
large charities

prepare

Statistics sourced from the Australian Charities and Not-for-profits Commission’s (ACNC’s) latest monitoring of Annual Information Statements
and Annual Financial Reports, Reporting trends in the 2016 Annual Information Statement (‘(ACNC Report’), specifically:

1. Based on total Annual Information Statement submissions, 2. Based on total Annual Information Statement submissions of medium and large
charities, 3. Calculated using proportion (55%) of entities preparing SPFS noted in findings of checks performed within the ACNC Report.



The spectrum of financial statements 22
Small pty, Entities required by legislation or otherwise to prepare financial reports in
small accordance with AAS
charities,
SMSF, small New
inc. assoc AlternatlveI
(WA, TAS, 2 proposa .
VIC), Trusts 1 Tier 1 GPFS
that do not v T Tier 2 GPFS -
need to 1 Tier 2 GPFS — DReduced
. 2 isclosure
report in Specified Requirements
accordance elc Rass Disclosure
with AAS Requirements

No change

can continue

to prepare

SPFS where
appropriate

compliant R&M

all disclosures at
areduced level
C&E (where appl.)

R&M,
9 disclosures,
C&E (where appl.)

R&M
all disclosures
C&E (where appl.)

R&M
5 disclosures

who lodge with ASIC:
<11% state non-
compliance with R&M
<13% R&M
compliance is not clear

> <
Non-disclosing entities

>76% of non-disclosing entities who
lodge with ASIC comply with R&M



Other considerations for Charities and NFPs 23

\

Tier 1 — Full
GPFS

2
Tier 2 — GPFS
RDR or SDR

8 i J%
f 4%% V> Australian Government

*Resg9 X Australian Accounting Standards Board

An additional tier of
reporting strongly
supported by the AASB if
objective criteria
determined from the
ACNC'’s legislative review

Longer Phase 2

Implementation suggested
for NFPs
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What other options did the AASB consider? 24

Option 2 — Operate with two conceptual frameworks

Apply RCF to publicly accountable for-profit entities and those voluntarily
complying with IFRS

Retain existing Framework for other entities, retain Australian reporting entity
concept and SPFS

Option 3 — Apply RCF to all entities when first applicable
Remove Australian reporting entity concept and remove SPFS

Option 4 — Do nothing
Retain existing Framework and lose IFRS compliance

Option 5 — Apply RCF to all entities when first applicable, retain Australian reporting
entity concept by another name and prescribe minimum requirements for SPFS

Australian Government

Australian Accounting Standards Board © Australian Accounting Standards Board 2018



Why not IFRS for SMEs as Tier 2 Alternative? 25

¢
DN

o IFRS for SMEs moves away from full
recognition and measurement

o 75% of non-disclosing entities lodging with
ASIC already complying with recognition and
measurement requirements
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What else is the AASB doing? 26

 Academic research on SPFS including the use of recognition
and measurement

o ASIC regulated entities
o ACNC regulated entities

o Incorporated associations, cooperatives and other state-
regulated entities

e Academic research on user needs

- Seeking constituent feedback on extent of consolidation &
equity accounting to better understand the impact



—_________________________________________
Discussion —your initial thoughts (10 mins) 27

1. Do you use, prepare, audit or regulate SPFS?
a) If yes, do the SPFS comply with R&M?
= If not, which standards are not complied with? Why?

b) If yes, do the SPFS consolidated and equity accounted (where required)?
= |f not, please discuss initial view of the impact of proposed requirements

c) Ifyes, dothe SPFS comply with minimum disclosures in RG 85 and ACNC
legislation (5 disclosures?t)?

d) If yes, what are your initial thoughts on transitional relief?

2. What are your initial thoughts on the Tier 2 alternatives?
a) Do you prefer the existing GPFS-RDR or new GPFS-SDS? Why?

b)  What are your thoughts on GPFS-SDR? Do you think the specified
disclosures (revenue, income taxes, impairment of assets and related party
disclosures) are useful for users? What concerns should the AASB focus on?

Note 1: Five disclosures: AASB 101 Presentation of Financial Statements, AASB 107 Statement of Cash Flows, AASB 108 Accounting
Policies, Changes in Accounting Estimates and Errors, AASB 1048 Interpretation of Standards, AASB 1054 Australian Additional Disclosures



Discussion — Summary (25 mins) 28

BV Australian Government
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Project timeline 29

9 Aug 2018

sep-Dec 2018

Mar 2018 May 2018 May to Nov 2018 INov 212 Dec 2018 - May 2013

IASB
I85UES

AASE issues

Consultation
Paper (CF)

on applying

RCF

Jun 2019

AASH

IBsles
Phase 2

Expasure
Draft (ED)

RCFin
Australia

Jul-Nov 2013

Dec 2019

Quireach’

and any
further

research

Comments
due on

Phase 2
ED

Jan - Mar 2020 1 Jan 2020 During 2020
deliberations, Phase 1 AASE issue
fargeted RO implemented @ fatal flaw

ireach effective via S¢S andfor Phase
(possibly 2 amendments Ty =ikl 7
AR ] some [ amendmens?

issued)’

entities?

Phase 2

AASE
deliberations,

research and
fargeted
outreach

2021 onwards

Phase 2
implemented
-RCF
applied to all
entities?
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Next steps 30

+  AASB will summarise initial insights from these briefing
sessions and will share what we’ve learnt

WHAT'S
- Roundtables and other outreach events NE)(T?
will be scheduled throughout consultation »
period x‘

Phase 1 open for Phase 2 open for
comment until 9 Aug comment until 9 Nov

- A Conceptual Framework Project Advisory Panel has been
formed with members across all sectors to consider issues
and provide insight and feedback

© Australian Accounting Standards Board 2018
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Disclaimer 31

Disclaimer

This presentation provides personal views of the presenter and does not
necessarily represent the views of the AASB or other AASB staff. Its contents are
for general information only and do not constitute advice.

The AASB expressly disclaims all liability for any loss or damages arising from
reliance upon any information in this presentation.

This presentation is not to be reproduced, distributed or referred to in a public
document without the express prior approval of AASB staff.

L M. ’i Australian Government
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AASB Resources 32

- Staff papers and research reports

= Hot Topics — guidance and reference
material on the latest developments in
standard setting

Summary

S = YouTube channel — view AASB
webinars & other recordings

L, ’i Australian Government
" Australian Accounting Standards Board © Australian Accounting Standards Board 2018
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Getting Involved: Initial Steps 33

v" identify Standards or Interpretations
applicable to a reporting period

Pronouncements

v news alerts & media releases

News & Alerts g2 weekly newsletter

v" forums, roundtables, webcasts

treach Event : :
Outieac S8 international guests & key experts

Wl el =inds v the latest developments on AASB projects
Project Summaries

v see Exposure Drafts & AASB submissions

Work in Progress

SoffSSR"  Australian Government
5#“  Australian Accounting Standards Board © Australian Accounting Standards Board 2018




Engage with the AASB 34

Discussion group @AASBAustralia
AASB Alumni @krispeachAASB
Keep in touch with the AASB

standard@aasb.gov.au

K "’ % :
&%f e Australian Government
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SLIDO POLL - Question 1 35

SLIDO.COM

Does your SPFS meet all recognition and
measurement requirements of the Australian
Accounting Standards?

(a) Yes
(b) No
(c) Unsure

(d) Do not prepare SPFS

© Australian Accounting Standards Board 2018



SLIDO POLL — Question 2 36

SLIDO.COM

Do you currently prepare consolidated and/or
equity accounted financial statements (if
required)?

(a) Yes

(b) No

(c) Unsure if required
(d) Not required

© Australian Accounting Standards Board 2018



SLIDO POLL — Question 3 37

SLIDO.COM

Which of the AASB's Tier 2 alternatives do you
prefer?

() GPFS - RDR
() GPFS — SDR

(c) Neither

© Australian Accounting Standards Board 2018



