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Background 

1 AASB 1053 Application of Tiers of Australian Accounting Standards was issued in 
June 2010, applicable to annual reporting periods beginning on or after 1 July 2013 
(with early adoption allowed).  It sets out the application of Tiers of Australian 
Accounting Standards (AASs) to different categories of entities preparing general 
purpose financial statements (GPFSs).  The Tiers comprise: 

(a) Tier 1: AASs [incorporating International Financial Reporting Standards 
(IFRSs) issued by the International Accounting Standards Board (IASB) and 
including some requirements that are specific to Australian entities]; and 

(b) Tier 2: AASs – Reduced Disclosure Requirements [comprising the recognition 
and measurement requirements of Tier 1 but substantially reduced disclosure 
requirements]. 

2 Among other requirements, AASB 1053 (June 2010) specifies requirements in 
relation to: 

(a) the transition from special purpose financial statements (SPFSs) to Tier 1 or 
Tier 2; and 

(b) the transition between Tiers; 

including the circumstances in which AASB 1 First-time Adoption of Australian 
Accounting Standards is or is not to be applied. 

3 In June 2012 the AASB issued AASB 2012-5 Amendments to Australian Accounting 
Standards arising from Annual Improvements 2009–2011 Cycle incorporating the 
IASB Standard Annual Improvements to IFRSs 2009–2011 Cycle.  AASB 2012-5 
made amendments to AASB 1 (consistent with the amendments the IASB made to 
IFRS 1 First-time Adoption of International Financial Reporting Standards), 
applicable to annual reporting periods beginning on or after 1 January 2013 (with 
early adoption allowed).  Those amendments relate to an entity returning to AASs that 
had previously applied AASs or IFRSs, but in its most recent previous annual 
financial statements did not include an explicit and unreserved statement of 
compliance with AASs or IFRSs.  Irrespective of whether AASB 1 has previously 
been applied, the amendments permit an entity returning to AASs to apply AASB 1, 
or the option under AASB 1 (introduced through AASB 2012-5) to apply AASs 
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retrospectively in accordance with AASB 108 Accounting Policies, Changes in 
Accounting Estimates and Errors as if the entity had never stopped applying AASs or 
IFRSs. 

4 Given the two-Tier regime in Australia, questions arise as to the circumstances under 
which an entity transitioning to Tier 1 or Tier 2 should apply AASB 1 with or without 
recourse to the AASB 108 option in AASB 1, and whether there are circumstances 
under which an entity should be able to transition directly through AASB 108 (i.e. 
without going through AASB 1).  These questions have implications for AASB 1053.  
AASB Exposure Draft ED 248 Amendments to AASB 1053 – Transition to and 
between Tiers, and related Tier 2 Disclosure Requirements (issued in March 2014, for 
comment by 19 May 2014) puts forward amendments to AASB 1053 that would 
answer these questions. 

5 The purpose of this AASB Research Centre Staff Paper is to explain the consequences 
of the different pathways by which an entity might come to apply Tier 1 or Tier 2 
reporting requirements in its current reporting period, and the AASB’s rationale for 
requiring or proposing1 such consequences.  The Paper does this by considering the 
various circumstances that entities might be in at the point of transition, distinguishing 
between the different pathways by considering: 

(a) the nature of an entity’s financial statements in a reporting period preceding its 
most recent previous reporting period, which could be: 

(i) SPFSs (prepared on whatever basis); 

(ii) Tier 2 compliant GPFSs; 

(iii) Tier 1 non-IFRS compliant (but AAS compliant) GPFSs; or 

(iv) Tier 1 IFRS compliant (and AAS compliant) GPFSs; 

compared with 

(b) financial statements in its most recent previous reporting period, which could 
be: 

(i) SPFSs that were non-compliant with Tiers 1/2 recognition and 
measurement requirements; 

(ii) SPFSs that were compliant with Tiers 1/2 recognition and measurement 
requirements2; 

(iii) Tier 2 compliant GPFSs; 

(iv) Tier 1 non-IFRS compliant GPFSs; 
                                                 
1  The consequences of certain pathways are already prescribed by AASB 1, the consequences of other 

pathways are proposed as amendments to AASB 1053 through AASB ED 248. 
2  SPFSs that are compliant with Tiers 1 and 2 recognition and measurement requirements may or may 

not have originally involved applying the recognition and measurement requirements of AASB 1.  An 
entity might be compliant with Tiers 1 and 2 recognition and measurement as a result of adopting the 
recognition and measurement requirements of a predecessor to AASB 108. 
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(v) Tier 1 IFRS compliant GPFSs; 

compared with 

(c) financial statements to be prepared in its current reporting period, which could 
be: 

(i) Tier 2 compliant GPFSs; 

(ii) Tier 1 non-IFRS compliant (but AAS compliant) GPFSs; or 

(iii) Tier 1 IFRS compliant (and AAS compliant) GPFSs. 

6 The following paragraphs outline and explain the consequences of each possible 
pathway under four broad headings.  A high-level summary is provided in a ‘pathway 
matrix’ at the end of this Paper. 

Pathway that results in First-time Adoption of Tier 1 

 Compliance with Tier 1 IFRS 

7 This scenario might arise for a publicly accountable for-profit entity.  AASB ED 248 
does not propose making any changes to the current requirements for such a scenario.  
Accordingly, irrespective of the nature of the financial reporting in the most recent 
previous reporting period, an entity that is adopting Tier 1 IFRSs for the first time 
would apply AASB 1.  Because it is a first-time adopter, the AASB 108 option in 
AASB 1 (introduced through AASB 2012-5) is not relevant.  The requirement to 
apply AASB 1 is consistent with the AASB’s approach to the incorporation of IFRSs 
into AASs, and is necessary if an entity is to claim compliance with IFRSs (see 
paragraph 16 of AASB 101 Presentation of Financial Statements). 

 Compliance with Tier 1 non-IFRS 

8 This scenario might arise for a publicly accountable not-for-profit entity.  As in 
paragraph 7 above, AASB ED 248 does not propose making any changes to the 
current requirements for such a scenario. 

9 Where the most recent previous financial statements were SPFSs, AASB 1 would 
apply, irrespective of the recognition and measurement policies adopted in those 
SPFSs – and the AASB 108 option in AASB 1 is not relevant because the entity is a 
first-time adopter.  The requirement to apply AASB 1 is consistent with the AASB’s 
transaction-neutral approach to adopting IFRS principles for not-for-profit entities in 
Australia applying Tier 1 requirements. 

10 However, an entity whose most recent previous financial statements were Tier 2 
compliant that is now applying Tier 1 non-IFRS (which a not-for-profit entity might 
do) is prohibited from applying AASB 1 by AASB 1053 – and AASB ED 248 does 
not propose changing that prohibition.  Such an entity would continue applying its 
recognition and measurement policies.  As noted in paragraph BC93 in the Basis for 
Conclusions accompanying AASB 1053, because recognition and measurement 
requirements are the same between Tier 2 and Tier 1, it would not be appropriate to 
imply, through application of AASB 1, that the basis of accounting is changing.  
Some might regard this as inconsistent with the consequences of the scenario in 
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paragraph 9 above, where an entity could transition from SPFSs to Tier 1 non-IFRS 
and not change its recognition and measurement policies.  However, in that case, 
disclosures in the most recent previous financial statements would not comply with 
Tier 1 or Tier 2 requirements and therefore the application of AASB 1 can be justified 
for the same reason as is given in paragraph 9. 

Pathway that results in First-time Adoption of Tier 2 

11 A non-publicly accountable entity might transition from Tier 1 (whether IFRS or non-
IFRS [but AAS] compliant) to Tier 2.  In such a case, the entity is not changing its 
recognition and measurement basis – and therefore, under AASB 1053, it is not 
permitted to apply AASB 1, as to do so would inappropriately imply a change in 
accounting basis.  For the same reason, an entity transitioning from SPFSs that is 
applying Tiers 1/2 recognition and measurement requirements should not apply 
AASB 1 – despite the fact that at it did not make all of its disclosures in accordance 
with Tier 1 or Tier 2.  Given that such an entity is not claiming IFRS compliance, it 
might be otherwise onerous for it to apply AASB 1 compared with continuing its 
recognition and measurement policies.  AASB ED 248 does not propose changing 
these requirements of AASB 1053. 

12 An entity transitioning from SPFSs that do not comply with Tiers 1/2 recognition and 
measurement requirements to Tier 2 for the first time needs to transition to those 
recognition and measurement requirements.  Currently under AASB 1053 such an 
entity is required to apply AASB 1.  However, AASB ED 248 proposes providing 
such an entity with the option of transitioning to Tier 2 directly using AASB 108.  
This is on the basis that such an entity might find application of Tier 2 reporting 
requirements retrospectively directly in accordance with AASB 108 more appropriate 
than AASB 1 on cost-benefit grounds. 

13 Some might question why it is necessary to provide such an option for such a 
scenario, given that AASB 1 now contains the AASB 108 option.  However, the 
AASB 108 option in AASB 1 would only be available if the entity were resuming the 
application of Tier 2 – which is not the case in the scenario outlined in paragraph 12 
above. 

Pathway that results in Resumption of Tier 1 

14 Entities (such as publicly accountable entities) that have previously applied Tier 1 
(whether IFRS or non-IFRS [but AAS] compliant) might, in their most recent 
previous reporting period, have prepared SPFSs (complying or not complying with 
Tiers 1/2 recognition and measurement requirements) or Tier 2 GPFSs, and decide to 
return to Tier 1. 

15 An entity (such as a publicly accountable for-profit entity) that wishes to comply with 
Tier 1 IFRS in the current reporting period would need to comply with AASB 1 in 
order to be able to make an explicit and unreserved statement of compliance with 
IFRS in accordance with paragraph 16 of AASB 101.  This means an entity that has 
previously applied Tier 1 IFRS and is returning to Tier 1 IFRS would have a choice 
between AASB 1 and the AASB 108 option in AASB 1.  However, an entity that has 
previously applied Tier 1 non-IFRS that is now adopting Tier 1 IFRS cannot avail 
itself of the AASB 108 option in AASB 1 because, from an IFRS perspective, it is 
adopting Tier 1 for the first time. 
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16 An entity (such as a publicly accountable not-for-profit entity) that is to comply with 
Tier 1 non-IFRS in the current reporting period that in a previous reporting period 
complied with Tier 1 IFRS but most recently prepared SPFSs (irrespective of its 
recognition and measurement policies) would also apply AASB 1, and have the 
AASB 108 option in AASB 1 available to it.  This is consistent with applying the 
broad principle adopted in IFRS 1 for resumption of IFRS in a not-for-profit 
(transaction-neutral) context.  Similarly, an entity moving from SPFSs, irrespective of 
whether they were compliant with Tiers 1/2 recognition and measurement 
requirements, would transition to Tier 1 non-IFRS through AASB 1 and have access 
to the AASB 108 option in AASB 1 – again, for (transaction-neutral) consistency with 
the underlying principle in IFRS 1 that entities resuming IFRS should have the 
AASB 108 option in AASB 1 available to them.  However, an entity coming from 
Tier 2 to Tier 1 non-IFRS would not apply AASB 1 – rather it would continue to 
apply its recognition and measurement policies, to avoid implying, through 
application of AASB 1, a change in accounting basis.   

17 Some might argue that going through AASB 1, with access to the AASB 108 option 
in AASB 1, in the scenario in the third sentence of paragraph 16 above, is inconsistent 
with the AASB’s view that AASB 1 should not be applied in circumstances where it 
would inappropriately imply a change of accounting basis.  There is an acknowledged 
tension between the rationales used in the different scenarios described in 
paragraph 16.  The Board decided that the predominant rationale in relation to 
resumption of Tier 1 non-IFRS where Tier 2 reporting is not immediately previously 
applied should be consistency with IFRS principles (and therefore transition should be 
through AASB 1, with access to the AASB 108 option in AASB 1).  Where Tier 2 
reporting is immediately previously applied, the Board decided the predominant 
rationale should focus on the benefits of continuity of recognition and measurement 
policies to avoid the implication that the accounting basis is changing (and therefore 
transition should not be through AASB 1). 

18 AASB ED 248 puts forward amendments to AASB 1053 that reflect the outcomes 
described in paragraphs 14-17 above. 

Pathway that results in Resumption of Tier 2 

19 Where an entity (such as a non-publicly accountable entity) has previously applied 
Tier 2 requirements and in its most recent previous reporting period continued 
applying Tiers 1/2 recognition and measurement requirements (whether in SPFSs or 
Tier 1 GPFSs [whether IFRS compliant or not]), the entity should continue applying 
its recognition and measurement policies.  Otherwise, applying AASB 1 would 
inappropriately imply the accounting basis is changing.  In contrast, where its most 
recent SPFSs were prepared without using Tiers 1/2 recognition and measurement 
requirements, AASB 1 (with access to the AASB 108 option in AASB 1) would be 
applied, for consistency with the approach adopted by the IASB.  AASB ED 248 puts 
forward amendments to AASB 1053 that reflect these outcomes. 
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Pathway matrix 

 
A previous 

reporting period 

The most recent 

previous reporting 

period 

Current reporting 

period 

Applicable 

paragraph 

of existing 

AASB 

1053 

Applicable 

paragraph 

of 

proposed 

amended 

AASB 

1053 

Consequence Rationale Basis for 

conclusions 

paragraph 

accompanying 

AASB ED 248 

  First time adopt T1      
SPFSs SPFSs using R&M Tier 1 IFRSs 19(b) 18 AASB 1 IFRS adoption BC11 
SPFSs SPFSs using R&M Tier 1 non-IFRS 19(b) 18 AASB 1 Consistent with IFRS BC11 
SPFSs SPFSs not using R&M Tier 1 IFRSs 18 18 AASB 1 IFRS adoption BC11 
SPFSs SPFSs not using R&M Tier 1 non-IFRS 18 18 AASB 1 Consistent with IFRS BC11 
SPFSs Tier 2 Tier 1 IFRSs 21(a) 21(a) AASB 1 IFRS adoption BC14 
SPFSs Tier 2 Tier 1 non-IFRS 21(b) 21(b) Not AASB 1 Continue R&M & BC93 of AASB 1053 BC14 
  First time adopt T2      
SPFSs SPFSs using R&M Tier 2 19(a) 18A(b) Not AASB 1 Continue R&M & BC93 of AASB 1053 BC12 
SPFSs SPFSs not using R&M Tier 2 18 18A(a) AASB 1 or directly through AASB 108 Cost/benefit considerations BC11&BC13 
SPFSs Tier 1 IFRSs Tier 2 23 23 Not AASB 1 Continue R&M & BC93 of AASB 1053 BC14 
SPFSs Tier 1 non-IFRSs Tier 2 23 23 Not AASB 1 Continue R&M & BC93 of AASB 1053 BC14 
  Resume T1      
Tier 1 IFRSs SPFSs using R&M Tier 1 IFRSs  19 AASB 1 or AASB 108 option in AASB 1 IFRS adoption BC7 
Tier 1 IFRSs SPFSs using R&M Tier 1 non-IFRSs  19 AASB 1 or AASB 108 option in AASB 1 Consistent with IFRS BC7 
Tier 1 IFRSs SPFSs not using R&M Tier 1 IFRSs  19 AASB 1 or AASB 108 option in AASB 1 IFRS adoption BC7 
Tier 1 IFRSs SPFSs not using R&M Tier 1 non-IFRSs  19 AASB 1 or AASB 108 option in AASB 1 Consistent with IFRS BC7 
Tier 1 IFRSs Tier 2 Tier 1 IFRSs  21(a) AASB 1 or AASB 108 option in AASB 1 IFRS adoption BC14 
Tier 1 IFRSs Tier 2 Tier 1 non-IFRSs  21(b) Not AASB 1 Continue R&M & BC93 of AASB 1053 BC14 
Tier 1 non-IFRSs SPFSs using R&M Tier 1 IFRSs  19A AASB 1 (but not AASB 108 option in AASB 1) IFRS adoption BC6 
Tier 1 non-IFRSs SPFSs using R&M Tier 1 non-IFRSs  19 AASB 1 or AASB 108 option in AASB 1 Consistent with IFRS  
Tier 1 non-IFRSs SPFSs not using R&M Tier 1 IFRSs  19A AASB 1 (but not AASB 108 option in AASB 1) IFRS adoption BC6 
Tier 1 non-IFRSs SPFSs not using R&M Tier 1 non-IFRSs  19 AASB 1 or AASB 108 option in AASB 1 Consistent with IFRS  
Tier 1 non-IFRSs Tier 2 Tier 1 IFRSs  19A&21(a) AASB 1 (but not AASB 108 option in AASB 1) IFRS adoption BC6&BC14 
Tier 1 non-IFRSs Tier 2 Tier 1 non-IFRSs  21(b) Not AASB 1 Continue R&M & BC93 of AASB 1053 BC14 
  Resume T2      
Tier 2 SPFSs using R&M Tier 2  19B(e) Not AASB 1 or AASB 108 option in AASB 1 Continue R&M & BC93 of AASB 1053 BC8 
Tier 2 SPFSs not using R&M Tier 2  19B(d) AASB 1 or AASB 108 option in AASB 1 Consistent with IFRS  
Tier 2 Tier 1 IFRSs Tier 2  23 Not AASB 1 or AASB 108 option in AASB 1 Continue R&M & BC93 of AASB 1053 BC14 
Tier 2 Tier 1 non-IFRSs Tier 2  23 Not AASB 1 or AASB 108 option in AASB 1 Continue R&M & BC93 of AASB 1053 BC14 
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