
1.1. Types of economic entities 
Economic entities (a group comprising a controlling entity and one or more controlled entities) (or businesses) may be 
structured as a: Sole trader; Partnership; Company; Other e.g. Managed Investment Schemes, Trusts, 
Cooperatives, Not-for-profit entities, Public sector (Govt.) entities, and unincorporated associations 

1.2. CA2001 (Corporations Act, administered by the Australian Securities and Investment Commission) 
1.2.0. Types of companies:

- Public companies: - listed or unlisted (includes not-for-profit) 
any company that is not a proprietary company (e.g. BHP-Billiton, ANZ Bank, Woolworths) 

     - Minimum one shareholder (no maximum) [s114] 
     - Mostly applies to limited companies that have 

Advantages:
Ability to invite the public to subscribe for shares (must be accompanied by a   disclosure 

document e.g. a prospectus) 
Fewer restrictions on raising funds from public 
May be listed on the Australian Securities Exchange (ASX) if it meets listing criteria 

- Proprietary:
a company that is registered as a proprietary company (deliberate decision to be one) [s45A(1)] 

     - 51 non-employee shareholders [s113(1)] 
     - 
     - Cannot raise funds from the public 
     - Classified as either small or large according to three threshold tests [s45A(2)]: 

Gross assets of $12.5m at end of FY
Gross operating revenue of $25m for the FY
50 Equivalent full-time (EFT) employees at end of FY

- small or large:
Why distinction? Differential reporting / less onerous financial reporting burden [s292(2)] 
small if it falls below two of the thresholds (CA2001: only required to keep accounting record) 
large if it meets two or more of the thresholds (required to prepare annual directors reports and 

audited financial statements and send them to S/Hs within 4 months of each year end [s292]. JJ 
must lodge audited accounts with the ASIC [s314].   
Required audited accounts are the Statement of Comprehensive Income (formerly Statement of

Financial Performance and Profit and Loss Statement), the Balance Sheet (formerly Statement of Financial 

Position) and the Statement of Cash Flows and these accounts must show a true and fair view of
the state of affairs of the company.

- A company may also be deemed to be a disclosing entity: an entity that has issued enhanced 
disclosure securities (ED securities) [ss111AC(1)] 

- ED securities:
- its securities are listed on a licensed market e.g. quoted on the ASX [s111AE]
- its securities are issued, via a disclosure document (a prospectus), to more than 100 holders [s111AF]

- it is a borrowing corporation with debenture issues requiring appointment of a trustee [s111AI]
1.2.1. SAC (Statement of Accounting Concepts) 1. Reporting entities: all entities (including economic entities)

in respect of which it is  reasonable to expect the existence of users dependent on general purpose 
financial reports for information which will be useful to them for making and evaluating decisions 
about the allocation of scarce resources An entity may or may not be incorporated) [para40] 
- dependent users: cannot command the preparation of information to satisfy their 

[para8]
Para 9 identifies users and their info needs (investors, employees, suppliers and trade creditors, customers, govts and 
their agencies, public); Para 19: In many instances the existence of dependent users in relation to an entity will be 
readily apparent;  

Paras 20-22: The greater the extent any of the following characteristics of the entity are 
observable, the greater the likelihood of dependent users existing: 

separation of management from economic interest
rtance/influence of entity 

- General Purpose Financial Reports (GPFRs): a financial report intended to meet the information 
needs common to users who are unable to command the preparation of reports tailored so as to 
satisfy, specifically, all of their information needs. [para 6] 
Reporting entities shall prepare GPFRs. Such reports shall be prepared 

. [para 41]; the preparer makes the determination as to the existence of dependent 
users; If the directors incorrectly classify the company as a non-reporting entity, disenfranchised 
users could request the ASIC to make an order under [s294] of the Act requiring the company to 
prepare and lodge with it a GPFR.

1.3. Australian Accounting Standards and the Conceptual Framework: issued by AASB (Australian 
Accounting Standards Board): AASB1053. GPFRs are prepared according to relevant AASBs/IFRS 
IFRS: International Financial Reporting Standards; SPFRs: Special Purpose Financial Reporting Standards 

           Non-Reporting Entities (NRE) 
- unlikely to be NRE (S/Hs are most likely dependent users) 
- Small pty companies highly likely to be NRE, but w/ diff reporting options under CA2001 
- Unlisted public companies / large pty is NRE: must prepare FS (SPFS) applying AASBs/IFRS, 

but only required to meet disclosure requirements of 5 stds (AASB101, 107 108, 1031, 1048)
DE: mostly deemed to be RE s 
Small pty: ge

s
Tier 1: AAS ~ incorporates IFRS and any other 
requirements specific to AUS entities 
Tier 2: AAS  Reduced Disclosure Requirements ~
incorporates all recognition and measurement 
requirements of Tier 1 but substantially reduced 
disclosure requirements [IASB equivalent  IFRS for 

Distinguished by identifying whether or not the entity 
has public accountability: accountability to those existing 
and potential resource providers and others external to 
the entity who make economic decisions but are not in 
a position to demand reports tailored to meet their 
particular information needs 
AASB 1053 effectively splits the RE into sub 
categories which allows those without public 
accountability to choose to disclose less than 
full AASBs
Corporations Act 2001 (CA 2001): The Act has 
an overarching role over the reporting 
framework and the obligations of entities 

- Chapter 2M sets out the key Financial Reporting and Auditing obligations of companies 
Part 2M.2  Financial Records:
correctly record and explain its transactions and financial position and performance; and (b) would enable true and 
fair financial statements to be prepared and audited. [CA 2001 s286]
Part 2M.3  Financial Reporting: inc. (a) invoices, receipts, orders for the payment of money, bills of 
exchange, cheques, promissory notes & vouchers (b) documents of prime entry (c) working papers and other 
documents needed to explain: the methods by which FS are made up; adjustments to be made in preparing FS [s9]
Division 1 Annual financial reports and directors' reports 

- A financial report, a and 
report must be prepared for each financial year by: all 
disclosing entities; all public companies; all large proprietary 

[s292(1)] but no fin report required for small pty [s292(2)]
only if (a) it is directed to do so by S/Hs with at least 5% of the vote 
[s293] or ASIC [s294]; (b) it is controlled by a foreign company 
Exception due to less assumed info asymmetry: 
- lower number of shareholders (< 51) 
- shareholders more likely to be involved in management 
- shares closely held e.g. within a family unit 
- greater 
- costs of preparation exceed the benefits to users 
- Contents of a financial report: the financial statements for the 
year; the notes to the financial statements: disclosures required by 
the regulations, notes required by the accounting standards, any 
other information necessary to give a true and fair view (see s297); 
the about the statements and notes

- Justification: Information asymmetry is assumed between shareholders (and other users) and 
managers

Financial reports are the mechanism by which information is conveyed to shareholders and other users. 
Assumed information reduces the cost of capital, and ensures market players make informed resource allocation 
decisions. 

[S296(1)(b)] 

other small pty companies (i.e. differential reporting) 
The financial report must: comply with the accounting standards [s 296]; show a of 
financial position and performance; provide any additional information if compliance with AASBs does 
not result in a true and fair view (onus on preparer) [s 297, s 305 (HY)]
Division 2 Half-year financial report and directors' report: CA 2001 s298-301 [s306 half-year] 
Requires directors to provide general and specific information on significant matters & events 

- Half-Year Reports (AASB 134: Interim Financial Reporting): A DE must prepare a financial report and 
for each half-year; and have the financial report audited ;

and lodge the financial report
Division 3 Audit and auditor's report: CA 2001 2M.3 Division 3 

specifically required to state (amongst other things) whether or not, in their opinion that the 
accounts (i.e. the financial statements and notes) give a true and fair view of position and 
performance, are properly drawn up in accordance with Accounting Standards and CA2001, and
complies with the IFRS  Unqualified Audit Opinion 
Division 4 Annual financial reporting to members 

- Obligations to S/Hs: (S/H 
can elect to be sent a concise report) [CA 2001 s314] within 4 months of reporting date; or for disclosing 
entities and public companies, earlier of 4 months from reporting date and 21 days before Annual General 
Meeting (Note: AGM must be within 5 months of reporting date) [CA 2001 s315]

- No obligation to send half-year report to members (most do) 
Division 5  Lodging reports with ASIC - Obligations to ASIC: lodge Annual Report (DE: 3 mths after 
b/date [s 319(3)(a)], others: 4 mths after [s 319(3)(b)]) lodge Half-year report (DE only, 75 days after ½ year end 
[s320]);  ASX has earlier requirements for listed entities

1.4. External Financial Reporting (EFR) Framework 
1.4.0. The Australian Securities & Investments Commission (ASIC) 

Nature Independent federal Govt. body with widespread powers corporate watchdog
Role: responsibility for administering corporations legislation throughout AUS enforces and regulates 
all corporate activity (including directors and companies, financial markets and financial services)

Aims to ensure fair and transparent markets supported by confident and informed investors
Link to EFR: 
ensu
issues pronouncements, class orders, policy statements and practice notes 

1.4.1. The Australian Prudential Regulation Authority (APRA) 
Nature: independent federal govt. body that regulates the financial services industry
Role:

responsible for prudential supervision of financial institutions and for promoting financial system stability in 
Australia
- covers banks, credit unions, building societies, general insurance and reinsurance companies, life 

insurance, private health insurance, friendly societies, and most of the superannuation industry (not self-
managed super funds) 

protects financial interest (depositors, insurance policyholders an superannuation fund 
members) 

promotes safety and soundness in business behaviour and risk management by financial institutions, by 
establishing and enforcing prudential standards and practices 
Power: provide financial information to enable assessment of risk
assess capital adequacy, earnings and performance, asset quality, etc.

1.4.2. The Australian Securities Exchange (ASX) 
Nature: A listed public company that 
Role

aims
Link to EFR: 

influences disclosure through its Listing Rules (e.g. corporate governance disclosures) 
binding on 2000+ listed entities 
must be consistent with (and are complimentary to) CA 2001, AASBs and ASI pronouncements 
statutory backing of CA 2001 (s793C, s1101B) 
requires continuous and periodic disclosure 

1.4.3. The Financial Reporting Council (FRC) 
Nature: Statutory body under ASIC Act 2001

Members appointed by Federal Treasurer, comprise stakeholders from business, accounting 
profession, govt and regulatory agencies 
Role: Provides oversight function and advisory role in accounting (and auditing) standard setting process

Appoints members of AASB 
Approves and monitors AASB activities and funding, incl. its priorities, business plans, budgets and 

staffing arrangements 
Determines AASB strategic direction (e.g. development, promotion and adoption of IFRS) 
No power of veto over AASB 

1.4.4. The Australian Accounting Standards Board (AASB) 
Nature: Corporate body under CLERP Act

-time chairman appointed by Federal Treasurer, part-time members appointed by FRC 
Role Reports to FRC

Link to EFR: 
develop accounting standards (commitment to IFRS) 
issue exposure drafts terpretations 
develop a conceptual framework 
participate in and contribute to development of a single set of accounting stds for worldwide use 

- Australian Accounting Standards 
Accounting standards aim to provide guidance to preparers of financial statements regarding: 

GAAP): Materiality; Going concern; Qualitative characteristics of 
financial statements 

s non-bold paragraphs: bold main principles and technical detail (application, etc.);
normal explanation / clarification and guidance; All paragraphs have equal authority 

- The objective of this Standard is to prescribe the accounting treatment for PPE [para 1]
- This Standard shall be applied in accounting for PPE except when another Standard requires or permits a 

different accounting treatment [para 2] 
- This Standard does not apply to PPE classified as held for sale in accordance with AASB 5 Non-current 

Assets Held for Sale and Discontinued Operations; biological assets related to agricultural activity other 
than bearer plants (see AASB 141 Agriculture)

- Link to EFR: Financial reports must comply with Australian Accounting Standards (CA 2001 s 286) 
- AAS vs IFRSs 

While IFRSs are developed for application by profit-seeking entities, AAS are also applied by not-for-
profit entities in the public and private sectors. AAS also cover additional matters, such as disclosure 
requirements (typically in a separate standard) on matters not covered by IFRSs. 
The difference introduced by the AASB can be easily identified in the texts. For example, paragraphs 

while paragraphs deleted by the AASB are indicated as 
  

1.4.5. Accounting Professional and Ethical Standards Board (APESB)
Nature: independent body that
Role: sets the code of ethics and professional standards by which members of the
professional bodies (CPAA / CAA&NZ / IPA) must abide
Link to EFR 

APES 205: Conformity with Accounting Standards a professional standard issued by APESB 
                     consistency                                              mandatory on all members 

The key sources of regulation for a listed company in 
Australia are:

- The Corporations Act, which is administered 
by the Australian Securities and Investments 
Commission 

- Australian Accounting Standards and the 
Conceptual Framework, issued by the
Australian Accounting Standards Board 

- Australian Securities Exchange Listing Rules  
1.5. Conceptual Framework comprises:

- SAC 1 Definition of the Reporting Entity;
- The AASB Framework(Framework for the Preparation and Presentation of Financial Statements);  

revised via Amendments to the Australian Conceptual Framework (2013) to incorporate changes to the IASB 
-22 & 24-46

-Sets out the concepts that underlie the preparation and presentation of financial statements for external users. --
Designed to assist preparers of financial statements (FS) to apply AAS, preparers of FS in dealing with topics that 
have yet to form the subject of an AAS, or where AAS is incomplete, and users of FS in interpreting info in FS
prepared in conformity with AAS [para1] 
-Framework is not an AAS, it does not define standards for any particular measurement or disclosure issue 
-Nothing in the Framework overrides any specific AASB [para2] 

- IASB currently working on absorbing RE Concept into its framework (SAC 1 will then be withdrawn) 
1.5.0. Scope of the Framework (para5): Applying the conceptual framework is subjective and requires judgement, does not mean that 

it should be abandoned. The conceptual framework provides guidance and direction to the standard setters, and therefore will lead to 
consistency among the standards.

1.5.1. The objective of general purpose financial reporting (GPFR) (Chapter 1) 
OB1-2: The objective forms the foundation of the Framework; to provide financial information about the reporting 
entity (RE) that is useful to existing and potential investors, lenders and other creditors (users) in making decisions about 
providing resources to the entity, i.e. buying, selling or holding equity and debt instruments, providing or settling loans 
and other forms of credit.
OB3-5: Usefulness of GPFR Decisions of users depend on the returns they expect from their investments (e.g. 
dividends, principal and interest payments, market price ) and the timing and uncertainty of (the prospects for) 
future net cash inflows; Users need info about the resources of the entity, the claims against the entity, and 
how effective and efficient mgt /governing board have been in discharging their responsibilities (also useful for voting 
decisions); Most users are dependent users
Ob6-11: Limitations of GPFR
info from other sources. GPFR not designed to show the value of a RE
provide info meets the max needs of primary users, but does not prevent RE from including additional info useful to 
primary users. Other parties (regulators, public) may also find info in GPFR useful but GPFR are not primarily directed 

to them. To a large extent, FR are based on estimates, judgements and models rather than exact depictions. Goals 
unlikely to be achieved in full. 
OB12-21: Info about a RE GPFR provide info about financial position i.e. economic resources and claims 
(ER&C) against the RE, and effects of transactions and other events that . This info help users 

, assess liquidity and solvency, assess 
obtaining additional financing, predict how cash flows will be distributed to claimants, assess prospects of future 
cash flows (directly from receivables or from production and marketing of G&S to customers), and assess nature and amount of 
resources available for entity to use in its operations
- financial performance and other events such as issuing debt or equity 
- helps users on its economic resources,

assess how well mgt has used and assess uncertainty of future cash flows (past 
performance is useful in predicting future returns)

- Accrual Accounting: depicts the effects of  transactions, other events and circumstances on a RE
in the periods they occur, even if the resulting cash receipts and payments occur in a different period 
provides a better basis for assessing past and future performance than info solely about cash receipts and payments; 

from investors and credit
-

future cash flows, how the RE obtains and spends cash including borrowing and repayment of debt and cash 
distributions to investors, operating, financing and investing activities and liquidity or solvency and other info 
about financial performance
Users also require for reasons other than financial performance to gain a 
complete understanding of why they changed and the implications of those changes for future performance

1.5.2. Qualitative characteristics of useful financial information
QC5-16: Fundamental qualitative characteristics 
- Relevance: Information is relevant if relevant financial info is capable of making a difference in the decisions 

made by users, whether the users use it or not; info is capable of making a difference if it has predictive value, 
confirmatory value or both.

- Faithful representation: complete(includes all information necessary for a user to understand the phenomenon 
being depicted (QC13)), neutral(without bias in the selection or presentation of financial info (QC14)), free from 
error(no errors or omissions in the description of the phenomena and the processes used to produce the info (QC15), 
does not mean perfectly accurate in all respects)

- Materiality: info is material if omitting it or misstating it could influence decisions that users make on the basis of the 
financial info about a specific RE. In other words, materiality is an entity-specific aspect of relevance based on the nature or 

- Enhancing characteristics: Comparability, verifiability, timeliness, understandability 
1.5.3. Elements of Financial Statements (Para 47) 
1.5.3.1. Measurement of Financial Position Balance Sheet 

- Assets a resource controlled by the entity as a result of past events and from which future economic benefits 
are expected to flow

- Liabilities a present obligation of the entity arising from past events, the settlement of which is expected to 
result in an outflow from the entity of resources embodying economic benefits

- Equity the residual interest in the assets of the entity after deducting all its liabilities
1.5.3.2. Measurement of Financial Performance Income Statement 

- Income increases in economic benefits during the accounting period in the form of inflows or enhancements 
of assets or decreases of liabilities that result in increases in equity, other than those relating to contributions 
from equity participants

- Expenses decreases in economic benefits during the accounting period in the form of outflows or depletions 
of assets or incurrences of liabilities that result in decreases in equity, other than those relating to distributions 
to equity participants

1.5.3.3. Recognition: it is probable that the future economic benefits associated with the item will (in/out)flow, and the item 
has a cost or value that can be measured reliably. 

1.5.3.4. Different measurement bases 
(a) Historical cost cash or cash equivalents or fair values at 
time of acquisition 
(b) Current cost  cash or cash equivalents to acquire an 
equivalent asset currently 
(c) Realisable value cash or cash equivalents currently 
obtainable from an orderly disposal 
(d) Present value present (discounted) value of expected 
future net cash flows generated in the normal course of business 

1.5.3.5. Financial Capital Maintenance - profit earned when there is 
an increase in the net assets for the period. allows more 
flexibility 

1.6. Normative theories: seek to provide guidance for optimal accounting policy and practice (inductive) 
prescribes what should be done based on a specific goal or objective 

- The Conceptual Framework is seen as a normative accounting theory 
- Incl. Current-cost accounting; Exit-price accounting; Deprival-value accounting 

1.7. Positive Accounting Theory (PAT): seek to explains and predicts accounting practice (deductive) 
- PAT developed fr. the nexus of contracts view of the firm and agency theory. 

1.8. Agency theory: individuals (incl. preparers of FS) are assumed to be motivated by self-interest
Agency relationship: occurs when one party, the principal, employs another party, the agent, to undertake some activity 
on their behalf. The agent has a duty to act in the best interests of the principal. BUT, managers are assumed likely to 
act in their own interests. 

agency costs arises: monitoring costs , bonding costs (agents to provide 
assurance , residual loss (reduction in value of the firm that results 
from the separation of ownership of control, when the marginal cost of additional monitoring or bonding exceeds the expected benefit)
Agency theory is a positive theory because it is used to explain why managers prefer accounting policies that increase 
profit in certain situations, such as when there is a bonus plan linked to accounting profit. 
Three major problems:
- Horizon problem: differing time horizons, managers short-term, S/Hs long-term. 
- Risk aversion: managers generally prefer less risk; S/Hs prefer higher risk, high risk high return. 
- Dividend retention to increase their power and prestige, S/Hs prefer dividends. 
1.8.1. Implications of agency theory for accounting policy choice: Bonus plan hypothesis (managers with bonus plans
prefer accounting policies that increase profit); Debt hypothesis (managers of entities with high leverage prefer policy
that increase profit and equity); Political cost hypothesis (mangers of larger and profitable entities more likely to prefer 
policy that reduce profit (and possibly reported assets))
1.8.2. The role of accounting in capital markets:
The mechanistic hypothesis: Predicts that the securities market reacts mechanistically to changes in accounting 
numbers; Investors are assumed to ignore differences in accounting policies; Implication that investors could be fooled 
by cosmetic changes in accounting policies. 
The efficient markets hypothesis: In an efficient market, security prices make a rapid and unbiased adjustment to new 
information so that price fully reflects all available information; Accounting information is a subset of the information 
likely to be used by market participants for listed entities, and thus is reflected in security prices 

1.9. Accounting policy decision needs to address four components: definition (whether the item involved in a transaction 
satisfies the definition of an element of financial statements), recognition (whether or when it should be recognised), 
measurement (how it should be measured), disclosure (how and what information should be disclosed). 

1.10. Accountants as report preparers are often required to exercise professional judgement. 
1.11. Political costs: Costs that groups/bodies external to the firm might be able to impose on the firm 

Entities can be adversely impacted by govt & other interested parties; Entities that are highly visible are more likely to 
subject to political costs; Accounting numbers may be used as a means of justifying wealth transfers from the entity to 
govt or society. 
- Accordingly, managers of companies with high political sensitivity may prefer accounting policies that result in 
lower profits to reduce political visibility. 

1.12. Cash-generating unit (CGU): The smallest identifiable group of assets that generates cash inflows that 
are largely independent of the cash flows from other assets or groups of assets. 

2.1. Asset Acquisition: Businesses generally acquire PPE to increase size and expand into new markets 
(achieve economies of scale, etc.)
2.1.1. Simple acquisitions: Acquiring assets that are not a business or part of a business - single / multiple 
assets that do not constitute a business [AASB116]
2.1. 2. Business Combination: Acquiring assets that are business or part of a business [AASB3]

2.1.2.1. Direct Acquisition: acquiring all or some assets & assuming liabilities, control of assets is 
achieved directly 
2.1.2.2. Indirect Acquisition - consolidation: acquiring a controlling ownership interest in share capital 
of company that owns/controls assets and liabilities, involves gaining of control of an existing entity 

The nature of the acquisition will dictate the recognition, measurement and recording of transaction
2.2. PPE (Property, Plant & Equipment) 
2.2.1. Nature of PPE: PPE are tangible items held for use in the production or supply of goods or services
(used as part of operating activities), for rental to others, or for administrative purposes, and are expected 
to be used during more than one period (Non-current) [AASB116 para 6, excl. assets held for sale]
2.2.2. Recognition & Measurement criteria (as an assest): 
          - it is probable that future economic benefits associated with the item will flow to the entity 

- the cost of the item can be measured reliably 
- An item of PPE that qualifies for recognition as an asset shall be measured at its cost [para 15] 
- Not-for-profit, asset acquired at no cost / nominal cost, the cost is its FV at the date of acquisition 

2.2.2.1. Carrying amount is the amount at which an asset is recognised after deducting any accumulated 
depreciation (amortisation) and accumulated impairment losses [para 6]

2.2.2.2. Recognition issues: Capitalise in asset vs expense as costs
             - Spare parts carried as inventory and recognised in P&L as consumed (repairs & maintenance) 

- Other costs of a recurring nature to service and maintain PPE are not included in carrying 
amount of PPE (instead recognised as repair & maintenance expense in P&L) 

- Costs of a major overhaul (including major replacement components) may be included in CA (or 
recognised as separate asset) 

- Costs of improvements are included in CA 
2.2.3. Cost: the amount of cash or cash equivalents paid or the fair value of the other consideration (non-

cash) given to acquire an asset at the time of its acquisition or construction [para 6] 
          Elements of cost: purchase price (incl. import duties and taxes, after deducting trade discounts and 

rebates); any costs directly attributable (costs to obtain and make the asset ready for use, 
employee, delivery and handling, installation and assembly costs, costs of testing, professional 
fees, insurance during delivery only) to bringing the asset to the location and condition 
necessary for it to be capable of operating in the manner intended by management; and 
the initial estimate of costs of dismantling and removing the item and restoring the
site on which it is located(at the end of the useful life) [para 16] 
- Annual insurance is a period expense, not incurred in the process of acquisition 

2.2.4. Borrowing Costs: are interest and other costs that an entity incurs in connection with the borrowing of 
funds (interest, loan establishment fees) [para5]; incl. interest expense, finance charges 
on finance leases, exchange differences from foreign currency borrowings 

2.2.5. Qualifying Asset: an asset that necessarily takes a substantial period of time (12 mths) to get ready for 
its intended use or sale [para 5] 

An entity shall capitalise borrowing costs that are directly attributable to the 
acquisition, construction or production of a qualifying asset as part of the cost of 
the asset. An entity shall recognise other borrowing costs as an expense in the 
period it incurs them [para8]

                                        Any investment income earned on the borrowed funds is deducted [para13] 
                                        Borrowing costs are taken to P/L once it is ready for use as intended by mgmt 

- When the carrying amount of a qualifying asset exceeds its recoverable amount, the 
carrying amount is written off in accordance with the requirements of other Standards;
Capitalising costs (including borrowing costs) to PPE results in costs being deferred 
and recognised as an expense in the P/L in future periods through depreciation;
Subsequent expenditure can be capitalised if the expenditure extends the useful life, improves the 

, or decreases the operating costs associated with the PPE [AASB116] 

2.2.6. Depreciation: each part of an item of property, plant and equipment with a cost that I significant in
relation to the total cost of the item shall be depreciated separately [para 43]
- Depreciation methods incl. Straight line, Diminishing balance, Units of use or production 
2.2.7. Determine the cost of PPE:
          - Consideration: cash + non-cash 
          - 
2.2.8. Acquiring a group of assets: Where an entity makes a single purchase of a group of assets that are not
considered to constitute a business, the acquirer measures the cost according to the FV of the consideration
and allocates this cost to the individual assets on the basis of their relative FV at 
the date of purchase.
          - FV of consideration (1): the amount given up 
          - FV of assets in total (2) 

- Proportion of cost = FV * (1) / (2) for each individual asset, to be recorded separately
2.3. Business Combination: taking over existing business entirely (acquiring businesses to grow/expand) [AASB3]
- 
- An entity shall determine whether a transaction or event is a business combination, which requires that the
assets acquired and liabilities assumed constitute a business; otherwise, identify as asset acquisition [para 3] 
- Business is an integrated set of activities and assets that is capable of being conducted and managed for purpose of 
providing a return in the form of dividends, lower costs or other economic benefits directly to investors or other owners;
AASB 3/IFR 3 identifies 3 elements of a business: inputs, processes and outputs. 
- Business combination is a transaction event in which an acquirer obtains control of one or more businesses
- The entity shall account for each business combination by applying the acquisition method, identifying 
the acquirer, determining the acquisition date, recognising and measuring the identifiable assets acquired, 
the liabilities assumed and any non-controlling interest in the acquiree; and recognising and measuring 
goodwill or a gain from bargain purchase [para4-5] 
- The acquirer shall disclose information that enables users to evaluate the nature and financial effect of a 
business combination: Details of acquire, Date of acquisition, , Nature of 
consideration, Details of net assets acquired, Goodwill or gain on purchase [Appendix B] 
- As of the acquisition date, the acquirer shall recognise, separately from goodwill, the identifiable assets
acquired (and) the liabilities assumed [para10]
- Identifiable asset is capable to be separated from the entity and sold/transferred regardless of whether 
the entity intends to do so, or, it arises from contractual or other legal rights, regardless of whether those 
rights are transferable or separable from the entity 
- The acquirer shall measure the identifiable assets acquired and the liabilities assumed at their acquisition-
date fair values [para18] 
2.3.1. Fair value: the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction (normal mkt conditions) between (independent, willing, knowledgeable) market participants
at the measurement date [AASB 13]
- FV should take into account both transaction costs (entity-specific increm. direct cost, FV not adjusted, as not a 

characteristic of the A or L) & transport costs (cost necessarily incurred, use FV no., adjusted as they are chr of A or L)
2.3.1.1. Why issue FV std? - Provides guidelines and a single framework for measuring. It defines FV on the 

, suggests the steps to use for FV measurement incl. the valuation techniques and uses 
a fair value hierarchy (levels 1 to 3), to obtain a FV measure that maximises the use of observable inputs and 
minimises reliance on unobservable inputs, and specifies required disclosures where FV measures are used
2.3.2. Goodwill: An asset representing the (anticipation of) future economic benefits the acquirer believes 
will flow from the net assets acquired in a business combination that are not individually identified and
separately recognised, e.g. Product name and reputation, Relationships with suppliers, staff, customers, Location
- The acquirer shall recognise goodwill as of the acquisition date measured as the excess of either over the 
consideration transferred by the acquirer, or below the net of the acquisition-date amounts of the
identifiable assets acquired and the liabilities assumed
- Goodwill = Consideration less FVNA = Consideration FV(Assets  Liabilities) 

- Goodwill recognised as an asset in BS when Consideration > FVNA acquired 
- Dr All assets & Goodwill 

           Cr Liability & Bank/Cash/Payables & Share Capital 
Dr Additional costs (Expense) 

           Cr Bank/Cash 


