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TIER 2 
RACING 
CLUB 
Simplified Accounting Guide based on 

PBE Standards (RDR)  

This is the Club’s accounting guide in preparing its financial statements compliant with the PBE Standards, 
reduced disclosure regime. This should be read in conjunction with the Club’s adopted Accounting Policies 
detailed in its financial statements. 

 
 

     

12 April 2016 
 

This guide provides general information which is current at the time of production and prepared specifically for the racing clubs in 

New Zealand in relation to their transition to PBE IPSAS. 

 

The information contained in this document does not constitute advice and should not be relied on as such. Professional advice 

should be sought prior to any action being taken in reliance on any of the information. NZRB disclaims all responsibility and 

liability (including, without limitation, for any direct or indirect or consequential costs, loss or damage or loss of profits) arising 

from anything done or omitted to be done by any party in reliance, whether wholly or partially, on any of the information. Any party 

that relies on the information does so at its own risk. 
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Objective 
 
This Simplified Accounting Guide [S-AG] (the Guide) is intended to provide high-level accounting guidelines to preparers and 
other users of the Club’s financial statements (FS) prepared in accordance with New Zealand generally accepted accounting 
practice (NZ GAAP) in the form of the Public Benefit Entity Standards for Reduced Disclosure Regime (PBE Standards RDR) 
appropriate for Tier 2 not-for-profit (NFP) entities. 
 
The Guide will address the following areas: 
 

(1) Accounting treatment of Club’s transactions and events  
(2) Presentation of the Club’s financial statements  

 
The Club’s adopted accounting policies are to be applied in the preparation of its FS and this guide may be used to assist users 
in applying such policies to specific transactions. If users require further detailed accounting guidelines, please refer to the 
Comprehensive Accounting Guideline prepared separately or contact your Code accountant for further assistance. 
 
 

Basis of the Guide 
 
This Guide is prepared using the prevailing accounting standards applicable in New Zealand. These are issued by the External 
Reporting Board (XRB) in accordance with the Financial Reporting Act 2013 (which amended the Financial Reporting Act 
1993). Other relevant guidelines and best practices are also applied in certain situations. 
 
 

General Principles 
 
The Club is required to prepare and submit to the New Zealand Racing Board (“NZRB”) audited FS under Section 28 of the 
Racing Act 2003. Under section 28 of the Racing Act, NZRB may prescribe the accounting policies by which these FS comply. 
This guide and the illustrative financial should be used by Clubs in order to comply with this section, unless otherwise expressly 
stated by your Code or NZRB. 
 
As with other reporting entities required to prepare FS, the Club normally prepares set of policies that detail how transactions 
are accounted for and how resources (assets) and obligations (liabilities) are reported.  
 
This set of policies is called Accounting Policies which are adopted in accordance with relevant accounting standards. 
 
While the accounting policies are normally enough guide and basis to prepare the FS, users may find this Guide useful in some 
areas by providing detailed and practical guidelines and examples on how to apply the policies adopted by the Club. 
 
This Guide also includes a section for Frequently Asked Questions (FAQs) that is intended to provide a general understanding 
of the financial reporting framework, process and considerations deemed useful for appreciating the FS preparation. 
 
 

Structure of the Guide 
 
The Guide is presented on a sectional basis as follows: 
 
Section 1 – The Financial Statements 
Section 2 – Specific Guidance 
Section 3 – Special Issues 
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Section 1 – The Financial Statements 
 
 
1.1 THE OBJECTIVE OF FS 
 
We prepare FS for two reasons: 
 
 to give financial information for decision makers (who may be external or internal to the Club); and  
 to give us an idea and understanding on how Club’s management performed during the period (this is called “accountability 

requirement”). 
 
We will focus on the first reason – the users of FS need information to make the correct decision with respect to the Club.  
 
These users may be related to the Club (as regular members or Board members and officer) or not at all related but interested 
in how the Club performs (for example, the Codes or the government, the local council, banks, and even local communities 
where the Club usually holds its race meetings).  

 
Examples of “users” include the following: 
 
a. Before approving a funding or a grant or a loan to the Club, the bank (external user) may need information about the 

resources of the Club as well as its earnings for the current and past years. 
 

b. Members of the Club and the leadership team (those charged with governance) of the affairs of the Club (internal users) 
may also want to understand the financial standing and “health” of the Club to know if it can continue operating in the next 
couple of years. 

 
c. Members of the Club may also be specifically interested in knowing how the Club’s management (those responsible for 

preparing the FS and those making day-to-day decisions about the Club) have performed in carrying out their duties for the 
period being reported. 

 
d. Regulators and government offices and local councils (external users) may also be interested in the types and nature 

of transactions that the Club is involved in to assess whether it is complying with relevant laws, regulations and other 
matters (including taxes). 

 
e. Employees of the Club (internal users) are particularly interested in assessing whether the Club is stable enough to 

operate in the future as it affects their employment status too. 
 

 
As there are different users with different need for financial information – there are two ways the Club can provide these 
information: 
 

(a) Prepare different reports for different users with different focus although using the same financial data; OR 
(b) (a more efficient way is to) prepare one set of financial reports that will be useful for the needs of those users. 

 
This one set of financial reports is normally the “FS” as it proves to be the most useful financial report that the Club can prepare 
for a wide range of users.  
 
What is considered best information “suited” for a wider range of users is an FS that is compliant with generally 
accepted accounting practice (GAAP). 
 
 
1.2 GAAP 
 
In the same way that we have a “standard” rule for racing (to use an example), we also have “standard” rules for 
financial reporting. And the benefit of having the same set of rules for racing is to allow punters to participate in and 
appreciate any racing event across the country and to make racing activities properly regulated for the benefit of all. 
Those rules also govern how participants in the race behave. 
 
The same is true for financial reporting – since we have different users, it is important to have a “standard” set of rules also so 
that any user (like any punter) can appreciate the information contained in the FS. Also, “standard” governs how preparers of 
FS treat transactions and events for accounting and reporting purposes. 
 
In accounting, those set of rules or standards are called “generally accepted accounting practice” – or GAAP for short. 
 

Technical definition of GAAP 
 
GAAP is –  
 the body of accounting standards issued by the XRB 
 considered the “best practice” guidelines in accounting and financial reporting 
 suited for a wide range of users including external and internal stakeholders 
 
What are “accounting standards”? 
 
 Accounting standards are formal guidelines and accounting practices that set-out requirements in the preparation of FS and in 

accounting for different types of accounting transactions. 
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Benefits of GAAP: 
 
GAAP improves the quality of financial information – 
 
 GAAP creates consistency or a “common ground” (hence, it is called a “standard”) in applying an accounting treatment for 

a particular transaction.  
 

For example, Club A purchased a tractor for the farm that will be used for the next 5 years and Club B also purchased a 
similar asset for the same purpose during the year.  
 
If GAAP is used - Club A and Club B will report the tractor as asset in their “books” rather than expense it when purchased.  
 
If GAAP is not used - there is a chance that Club A will record the tractor as asset but Club B will record it as expense. 
 
The effect will be different if different users read the FS of Club A and Club B: 
 
- the Code applicable to Clubs A and B, for example, looks at the financial information of both Clubs and think that Club B’s 

financial performance was worse than Club A since Club B recorded a massive expense during the year where it should 
have recorded an asset.  
 

- also, if a bank is choosing between Club A and Club B as to who is the better option to lend money to, it may prefer Club 
A to Club B as Club A has better asset base than Club B.  

 
Notice that without standard rules of accounting, financial reporting may very likely be different resulting to erroneous 
reporting and, consequently, erroneous decision making. 
 

 
 GAAP also reduces the application of unfair / biased / subjective judgements and estimates as to (a) how and (b) what 

financial information will be reported. In short, GAAP makes the information more objective and, therefore, more reliable for 
decision-making purposes. 
 

Assume that Club A, on the last month of its financial year, becomes aware of a material damage in its building facilities 
making it unsafe for use. 
 
Under GAAP, such situation will normally be accounted by reducing the amount shown in the balance sheet of the building to 
a much lower amount since it can no longer be used (this process and accounting treatment is called “impairment”). 
 
If GAAP is not used, Club A’s management may decide not to report the material damage on its building in the current 
financial year as doing so might impact the good operational results for the year. Instead, it decided to report the impairment 
in the following year. 
 
Without such adjustment and disclosure, any user of FS will be misled if it looks at Club A’s balance sheet and conclude that 
Club A has a “robust” or “strong” balance sheet with a good and operational building available to it where in truth it no longer 
has any use or value due to material damage. 
 

 
 GAAP benefits not only the users but also preparers of the FS as it provides a guide on how to treat complex and unusual 

transactions. 
 
 
1.3 THE REPORTING ENTITY 
 
 The FS that shall be prepared is that of the Club and not those of its members, officers or management team. 

 
 But if the Club has any transactions with its members, officers or management team, it shall include these as if they were 

made with other parties. 
 
 In case the Club has another entity or club which it owns and controls

1
 (this is called a “subsidiary” in accounting), or joint 

control (a joint venture) or which it has significant influence over (an associate), please refer to section 2.8.2.4 of this Guide 
for their respective accounting treatment. This also applies to Clubs which have an “equity interest / investment” in another 
entity / partnership. 
 

 
1.4 COMPONENTS OF THE FS 

 
Component means “part” – and the parts of an FS are –  
 

Component What does it show? What is it useful for? 

 Statement of 
financial 
position 

 
(often referred to as 
“balance sheet”) 

 This is traditionally called the “balance sheet” 
and shows: 

 
 the resources (assets) or “what the entity 

owns” 
 

 claims against those resources (liabilities 
and equity) or “what the entity owes” 

 This is helpful in assessing some of the key 
financial measures including: 
 
 liquidity (ability to pay claims against the 

Club within the next 12 months); 
 

 solvency (ability to pay claims against the 
Club beyond 12 months); and 

                                                                 
1   “Control” for accounting exists if the Club can govern the decision making of another entity. See question (x) of the FAQs Section of this Guide. 
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 leverage (how much of the Club’s assets 

are borrowed and how much is contributed 
& earned by the Club) 

 

 Statement of 
comprehensive 
revenue and 
expense 
 

(often referred to as 
“profit or loss”) 

 This has two parts: 
 

a. 1st part is traditionally called “income 
statement” showing the Club’s profit or loss 
(surplus or deficit) and shows the following: 

 
 Revenue (sales and other receipts from 

Club’s main activities) 
 

 Expense (purchases and other payments 
made to suppliers) 

 
b. 2nd part is called “other comprehensive 

revenue and expense” (or “other 
comprehensive income”) and includes 
other gains and losses not presented in the 
1st part.  

 
Few examples2 of these include the 
following: 

 
 Fair value gain/(loss) on available for sale 

assets 
 Revaluation gain on property, plant and 

equipment 
 
 As this statement has two sub-parts, there are 

two ways (formats) to present this as shown 
below: 
 

 This is used in knowing if the Club was 
profitable or not for the year. 

 
 Others use this statement to know if the entity 

is able to generate net inflow (revenues 
exceed expenses) in order to continue 
operating by itself rather than relying on 
funding or borrowing from other parties. 

        
   

 Statement of 
changes in 
equity 
 

 This shows the movement in the Club’s capital. 
 

 Capital / equity is the difference between the 
entity’s assets and its debts / obligations. 
 

 This is useful in understanding how much of 
the Club’s assets are owned by its members / 
owners / stockholders. 
 

For example, if the Club has $1,000 assets 
and debt of $300, its equity is $700 (the 
difference between $1,000 and $700). 

. 

 Statement of 
cash flows 

 The cash flow statement is “all about the cash”:  
  
 Where the cash has come from?  

 
 Where did the cash go? 

 
 How much cash do we have? 
 

 The “source” and “use” of cash are grouped 
into the following Club activities (called “cash 
flow activities”): 
  
 Operating (the Club’s main transactions 

like racing, selling goods, membership 
fees, etc.) 
 

 This helps users understand: 
 
 how the Club raised and used its cash  

 
 how management made decisions with 

respect to the use of cash 
 

For example, it is helpful in knowing the type 
of expenses that the entity spent during the 
period and whether there is any large amount 
spent on buying fixed assets and land. 

 
 the timing and certainty of cash flows and 

whether the Club has any potential cash 
problems, for example. 

 

                                                                 
2   There are very few specific types of these items that classified as “other comprehensive income” and may not necessarily apply to the Club. So these are not discussed extensively in this 

Guide; however, where any of these apply, they are covered in their respective sections. 
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 Investing (the Club’s cash flows in buying 
and selling its assets like fixed assets and 
term deposits)  
 

 Financing (the Club’s borrowings and 
funding from other entities) 

 

 Notes to the 
financial 
statements 
 

 This provides more information about those 
presented in the other statements mentioned 
above. See Section 1.8 of this Guide for 
detailed discussion. 
 

 What and how much to disclose depends on 
what is “relevant” for users – or “what will add 
value” to them.  

 
Deciding what will add value includes 
consideration of materiality. See Section 1.9 
of this Guide for detailed discussion on 
materiality. 
 
 

 In most cases, the notes provide more details 
about the entity. This helps users better 
understand the “numbers” shown in the 
other statements. 
 

 This section is also used to highlight other 
circumstances and transactions that may 
have an effect / impact to the entity but are not 
currently reported in the other statements. 
 

For example, the Club was sued by another 
entity for $50,000 as damages; normally if there 
is no final court decision yet, the Club won’t 

record a potential payable in its balance sheet, 
but if there is likelihood that it may end up paying 
the damages of $50,000, the Club normally 
mention the situation in the notes to highlight to 
readers that there is a risk that it may be 
required to pay sometime in the future. 

. 

 
 
1.5 ELEMENTS OF THE FS 

 
“Elements” means “the building blocks” or items that “make-up” the different statements of the FS.  

 
 The following diagram may help drive the point and highlight the “interaction” between accounting events (discussed in 

section 1.6 below), “elements of the FS” (section 1.5), the “components” of the FS (section 1.4) and the FS itself: 
 

 
 

Notes to the diagram: 
1. Process “1” involves grouping of financial transactions as to their nature; they are grouped into “elements”. In accounting, this 

process is called “recording” or “bookkeeping” (or “financial accounting” to be specific). 
 

2. Process “2” involves presenting the elements in no. 1 in their respective “components” of “statements”. This process is called in 
accounting as “reporting” (or “financial reporting” to be specific). 

 
3. Note that “cash” is an asset that gets reported in the statement of financial position and in its “special” place apart from the 

statement of financial position – the statement of cash flows. The same is true with equity which is presented in both the 
statement of financial position and statement of changes in equity. The purpose of this is to give readers a “special” focus on 
these two items. 
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4. Note that the statement of comprehensive revenue and expense has two vital parts – the (1) net surplus or deficit and (2) “other 

comprehensive revenue and expense” as already discussed in section 1.4 of this Guide. 
 

5. Note that “Event A” and “Event B” have not been classified as to “elements” – this means they are (or potential) financial 
transactions but do not currently meet the “definition” of an element; hence, they cannot be “grouped” just yet. Notice, too, that 
they were not presented in any of the “statements” – rather, they are shown directly in the “Notes to the FS” as already briefly 
discussed in section 1.4 and further detailed in section 1.8 of this Guide. 

 
6. Notice also that the four statements (statements of financial position, cash flows, changes in equity and comprehensive revenue 

and expense) are also “linked” or further discussed in the “Notes to the FS” to provide more information about the numbers and 
items presented in the four statements. This concept has been discussed in section 1.4 of this Guide. 

 
7. Lastly, the big yellow box within which the “components” are enclosed represents the “Financial Statements” as a whole and 

composed of the four statements and the notes to the FS. 
 

 There are 5 “groupings” or elements of FS – classified depending on their nature and economic characteristics: 
 

Element Quick “tip” 
guide 

What is it? 

Assets What is 
OWNED 

- These items relate to what the Club “owns”. 
 
- In some cases, the Club may not necessarily “legally” own the asset but controls its use (a 

good example is a building being rented that qualifies for a “finance lease”; see Section 
2.10 of this Guide). 

 
- The unique nature of “assets” it that they carry “economic benefits” or “service potential” 

to the Club. See Section 1.11 of this Guide for a more detailed discussion of the concept of 
economic benefits and service potential.  

 
- An asset normally carries “future” economic benefits, so if the Club paid something that has 

no “future” economic benefit, it is an expense rather than an asset. 
 

In case the item carries future economic benefits, the amount paid may be spread over the 
number of years that the item purchased may be used by the Club. Consider the example 
below: 

 

For example, the Club purchased a building for $500,000 that it will use for 5 years; the 
amount paid this year can be spread over the next 5 years equally. So out of the 
$500,000 paid this year, the Club will report in its FS $100,000 of expense 
(representing the portion of the benefit used in year 1) while the $400,000 is reported 

as asset (representing the unused economic benefits on the building). In the following 
year, the asset will be reduced by another $100,000 and an expense is recognised for 
the same amount). 

 
- In general, the Club recognises an asset in the FS only if it can control an item and the 

item carries future economic benefits that will flow into the Club. 

 

Liabilities What is OWED - These items relate to what the Club “owes” – or those it has “obligation” to pay in some 
future date. See Section 2.11 of this Guide). 

 

Equity  
 

What is LEFT - This is simply the difference between what the Club owns (assets) and what the Club owes 
(liabilities). 
 

- This is also known as “Net
3
 asset”.  

 

Revenues What is 
RECEIVED  
 
(or receivable 
from sale of 
goods / 
services) 

- These items relate to what the Club “received” or receivable from selling goods or 
performing services.  
 

- Examples of revenues are industry profit distributions, grants, subsidies, sale of farm 
animals and products, rental revenue, membership fees, fines and other charges. 

 
- In some cases, the timing of receiving cash and recognising the revenue in the FS on the 

sale may not happen at the same time, or in the same year – see Section 1.6 of this Guide 
for detailed discussion. 
 

- Note that revenue relates to what is received / receivable from sale of goods or performing 
services and does not include those received from “owners” or “stakeholders” which is 
actually an “equity” transaction. If the Club also received borrowings from the bank, the 
cash received is not revenue but an obligation / liability. 
 

Expenses What is PAID 
 
(or payable 
from purchase 
of goods / 
services) 

- These items relate to what the Club “paid” or payable for purchases of goods and services. 
 
- In some cases, the timing of payment of cash and the obligation to pay for goods or 

services may not happen at the same time or in the same year – see Section 1.6 of this 
Guide for detailed discussion. 
 

- Examples of expense are payments for supplies, rental of property, money spent to repair 
small damages in the building, wages, venue charges, amount paid to contractors like 
lawyers and accountants, and payments to auditors. 

 
- Expenses normally refer to payments for items that has no “future” economic benefit. If what 

                                                                 
3   “Net” in accounting simply means the difference between two numbers; so when a certain line in the FS is preceded by the word “net” (like net asset, net surplus, net loss), it means that 

one number has been deducted from another number – otherwise the number is called “gross”. 
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is paid has “future” economic benefit, it is an asset rather than an expense. See the 
example on assets above. 

 
- Note that an expense relates to what is paid from purchase of goods and services and does 

not include those paid to “owners” or “stakeholders” which is actually an “equity” 
transaction. If the Club also paid out its borrowings from the bank, for example, that cash 
paid is not expense but a decrease in obligation / liability. 
 

 
 
1.6 RECOGNITION CRITERIA  

 
“Recognition” simply means the process of including a transaction in the FS by monetary amount. 

 
“So when an item is “recognised” in accounting, it simply means that the item is to be shown as part of the FS at its 

dollar value.” 
 

 The concern of “recognition” is (a) what and (b) when to recognise an item in the FS. 
 
What “transactions” or “items” should be recognised? 

 
 Should the Club include in the FS “all” transactions that it is involved in? 

 
 No. The Club only needs to include those transactions and items that have “financial” or economic effect in the financial 

period. We call this “accounting events”.  
 

So if the transaction has no financial effect, the Club does not need to recognise the transaction in the FS. 

 
An example of events and transactions that has no financial effect by itself includes hiring employees, or when the Club joins 
another Club in a regional racing meeting event to further promote racing to a bigger audience, or when the Club receives a 

recognition (“thank-you-award”) from local community for supporting some community endeavours.  
 
In these examples, the Club may have spent some money when it hired employees, or when it shared some costs of the events 
during the regional race meeting, or when it gave money to the community to promote sports – those cash have financial effect 
when they were paid and are included in the FS of the Club but not the fact that an employee is hired, or a joint race meeting 
event is held or an award is received. 
 

 
 “What” is recognised are accounting events that meet the definition of the elements of the FS as discussed in Section 1.5 of 

this Guide. So if the transaction does not fall within the definition of the elements, they are not recognised. 

 

 
When to recognise? 

 
 If the “accounting events” are identified, WHEN should the Club include it in its FS? 

 
 In general,4 most financial transactions of the Club can be “recognised” when they are received (or receivable) / paid (or 

payable). The table below summarises the general rules: 
 

Element When to recognise? Special cases 

Assets When the Club –  
 
 paid for an item purchased that has “future use” 

(e.g., machinery, term deposits, advance 
rentals); or 
 

 obtained the legal right to receive cash or 

other assets (e.g., receivable for goods sold). 

Some payments come in the form of long-lived property 
useful for many years (“future economic benefit” to the 
Club). In this case, the amount paid for is an asset when 
paid but becomes an expense as the Club uses it. 
 
If the payments made are for items already used by the 
Club (e.g., advertising fees done for last month’s race 

meeting) or has no future use (licences and rates paid to 
local council for properties owned), they are an expense 
rather than an asset (because they have no future value). 
 

Liabilities When the Club –   
 
 received borrowings from bank or other parties; 

(e.g., bank borrowings, loans from Code or 
other clubs); or 

 
 be in a legal obligation to pay / settle for an 

item 
 

There are some instances when the Club may not have 
purchased or borrowed an item but because of some legal 
obligations, it may need to recognise a liability for 
accounting (e.g., when a court case is decided requiring the 
Club to settle damages due to injury to a punter while the 
race meeting is being held). 
 

Equity  
 

When the Club –   
 
 received contributions from owners, or  

 
 paid a distribution of Club’s earnings to its 

owners, or  
 

 paid back its owners for their initial capital 
contribution. 

Equity includes transactions with owners and also other 
financial transactions that are not revenue and expense 
(see Section 1.4 on discussion about “other 
comprehensive income”). 
 
This may not apply to the Club as it has no “owners” or 
“stockholders” who contributed cash to start-up the Club. 
 

This contribution should not be confused with fees paid by 

                                                                 
4   There are more technical guidelines discussed in the comprehensive version of the Guide focusing on the “recognition” criteria of financial items. In general, an item is recognised in the 

FS if (a) it meets the definition (see Section 1.5 above) and (b) it is “probable” the economic benefits will flow in/out of the Club and the amount is “measurable”. Please refer to the 

Comprehensive Guide if the above general guidelines are not applicable to some of the Club’s transactions. 
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 members of the Club which are revenues of the Club. 
 

Revenue When the Club –   
 
 sold the goods or performed the service to the 

customer – whether or not cash was already 
received. 

 

See Section 1.6 of this Guide for detailed discussion on 
accrual treatment of revenue. 
 

Expense When the Club –   
 
 received the goods or the services from supplier 

– whether or not cash was already paid. 
 

 paid for an item purchased that has no future 
use; or  
 

 “incurs” the obligation to pay somebody 
because of legal requirements to pay 

 

See Section 1.6 of this Guide for detailed discussion on 
accrual treatment of expense. 
 

 

 
 

The concept of “Accrual accounting” 
 

 “Accrual accounting” is a concept that simply means: 
 
 Revenue is recognised when earned regardless when the cash is received. 
 Expense is recognised when incurred regardless when the cash is paid. 

 
 When applied in practice, this means that the Club will report revenue when it has delivered the goods or performed the 

service to the customer even if no payment was received – or even if no bill or invoice was raised by the Club as of the 
moment. 
 

 On the reverse side, the Club will report an expense when it has already received the goods or services from the supplier 
even if the Club has not yet paid or has not yet received the bill. 
 

 Compare this with “cash” accounting where the Club only reports revenue and expense when cash has been transferred – 
in most cases, cash accounting does not provide the best information about the performance of the Club. 
 

 GAAP is accrual-based accounting compared to non-GAAP cash-based accounting. 
 

Assume the following example: 
 
(1) The Club sold $16,000 worth of inventory on 1 August 2016 to a customer who paid the same on 1 September 

2016. 
 

(2) The Club received $12,000 on 1 August 2016 from a customer in exchange for providing monthly animal training 
services to the customer’s staff for a period of one year. As of 31 August 2016, the first month training session has 
been completed and the remainder scheduled on the 20th of each month until July 2017. 
 

(3) The Club purchased supplies and expenses for $2,500 on 15 August 2016. The Club paid 50% of it on purchase 
date and the balance paid on 15 September 2016. All supplies have been used up as of 31 August 2016. 

 
(4) The Club also paid rent in August 2016 for $6,000 representing $3,000 rent for August and $3,000 advance rent for 

September. 
 

Based on the above information, the Club’s statement of financial performance for the month ended 31 August 2016 
will show the following results prepared under accrual basis and cash basis accounting: 
 

 Accrual Cash 

Sale of goods $16,000 $0 
Sale of services 1,000 12,000 
Total revenue $17,000 $12,000 

Less: Expenses –    
   Supplies & expenses (paid) (2,500) (2,500) 
   Supplies & expenses (unpaid) (2,500) (0) 
   Rent expense (3,000) (6,000) 
Total expenses ($8,000) ($8,500) 

   

Net profit / (loss) $9,000 $3,500 

   

. 

 
 

1.7 MEASUREMENT BASIS 
 

“Measurement” simply means the process of determining the dollar amounts for the accounting events that may be recognised.  
 

 If “recognition” focuses on “what” and “when” to include an item in the FS, measurement focuses on “how much” will an 
item be recognised in the FS. 
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 Measurement is actually a “sub-set” of recognition because if an item can’t be measured, it can’t be recognised. 

 
 In determining “how much” – the Club decides how to measure the item. The choices on how to measure are called 

“measurement bases” or the “method” to be used to assign a dollar value to the transaction. 
 
 There are two main types of measurement bases: 

 
Basis Feature Example (may not all apply to the Club) 

Historical Amount is based on how much was actually 
paid/received and adjusted only for “usage” (e.g., 
depreciation or impairment). 

 Machinery carried at cost and depreciated over its 
useful life. 
 

 Borrowings from banks are valued based on the 
amount received from the bank. 
 

 Investments in term deposits are valued based on the 
amount paid out by the Club and not adjusted for any 
improvement in value due to increase in interest rate. 

 

Current 
value 
 
(also 
referred to 
as “fair 
value”) 

Amount is based on the value of the item as of the 
date it was measured (usually the balance sheet 
date) and which reflect the conditions available as 
of that date. 

 Land is valued when purchased at original cost but the 
Club decided to re-value it every three years in time 
with the rating valuation done by the local council. 
 

 Investments offered by the bank which the Club can 
sell anytime is called “trading” investment and normally 
valued at their current “quoted” market price. 

 

 
 
1.8 THE CONCEPT OF “DISCLOSURE” 

 
 As briefly discussed in Section 1.4 above, the Notes to the FS is a required component of the FS.  

 
 In simple terms, any information included in the notes to the FS is called a “note disclosure” (or simply, disclosure).  

 
“So when there is requirement to “disclose” it means an entity needs to mention and describe an item in the notes to 
the FS.” 

 
 In general, disclosure is made to provide information about: 

 
- general information about the Club 

 
- other information about the items already “recognised” in the FS so users can better understand and appreciate them 

 
- other “relevant” information affecting the Club which have not been recognised in the FS but are necessary for users 

to better understand the current position of the Club; this may include: 
 

 Items which may or may not happen in the future and there is no way for the Club to know if it will certainly happen 
(e.g., when the Club is being sued and as of balance date, the Club unable to determine if it will win or lose the 
court case). 
 

 Items which cannot be measured reliably or reasonably estimated by the Club (using the same example, assume 
that the Club cannot know how much it will end up paying if it loses the court case). 

 
 
1.9 MATERIALITY IN FS DISCLOSURE 

 
 Should the Club “disclose” everything?  

 
 No. The Club only needs to disclose items that are material.  

 
- An item is material if not mentioning it will affect how a person decides on a particular item.  

 
- There is no “rule-of- thumb” guideline of “how much” is material – judgement needs to be exercised by Club’s management. 

 
- It is best practice to discuss materiality threshold with the Club’s auditors. 
 

 
 Note though that materiality applies to “disclosure” and not to “recognition” – so if an item qualifies for recognition per 

Sections 1.6 and 1.7 above, the Club needs to recognise it (even if the value is $1.00); but whether the Club will provide 
further information about that item in the Notes to the FS will be a question of materiality. 

 
 
1.10 SUBSTANCE OVER FORM 

 
 This concept simply means that a financial transaction or event should be treated in accounting based on its “economic” 

reality” and not simply looking at the “legal” aspects of the transaction. 
 
 This means that the Club may recognise certain items as assets even if it has no “legal” title of ownership over the asset. 
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A good example of this is a machinery which the Club rented out for a very long-period that almost covers the 
machinery’s useful life and the total rent payment for the whole rental period is almost equal to the selling price of the 
machinery when purchased today. 
 
The machinery is considered “controlled” by the Club and qualifies for recognition as an asset rather than expense even 
though the Club has no legal ownership over the machinery – this type of rent / lease arrangement is called in 
accounting as “finance lease” compared to an ordinary / operating lease.  
 
The reason for this is that in a finance lease, the Club – in substance – purchased the machinery under deferred terms 
like a mortgage of a house. 

 
 There are also instances that even if the Club legally owns a particular physical asset, it may need to “remove” the physical 

asset from its FS because it does not control its use. 
 

A good example of this is a reverse of the previous one. Assume that Club A “owns” the machinery but had it rented out 
solely to another Club (say Club B) for a very long-period that almost covers the machinery’s useful life and the total rent 
payment for the whole rental period is almost equal to the selling price of the machinery when purchased today. 
 
The agreement is also treated as a finance lease in accounting. Therefore, the machinery is considered “controlled” by 
Club B and qualifies for recognition as an asset of Club B. 
 
On the other hand, even though it still legally owns the machinery, Club A no longer has a physical asset that it can use 
and, therefore, removes a physical asset (machinery) from its FS but recognises a long-term receivable from Club B for 
all future rental payments to be made. 
 
Similar to the previous example, the reason for this is that in a finance lease, Club A – in substance – sold the 
machinery under deferred terms to Club B (in the same way a bank lends a long-term mortgage to home buyers). 

 
 While legally this may be considered a lease contract and the Club may have no legal ownership over the asset during the 

lease term, that fact that the Club actually controls the asset for almost all of its life (leaving a minimal or negligible residual 
value) and the rent payments approximate what would have been paid if a similar asset were purchased on that date, the 
economic substance of the transaction is viewed as a purchase of an asset through deferred terms. In this sense, the Club 
will record an asset that will form part of its property, plant and equipment (if used in the regular operations of the Club) and 
“finance lease liability” recognised. 

 
 
1.11 ECONOMIC BENEFITS AND SERVICE POTENTIAL 
 

 This simply refers to what “benefit” the Club will get in having and using the asset. 
 

 This could come in the form of cash that will be received or generated by using the asset or savings on costs for 
using a particular technology, for example. 

 
 Assets that are used to deliver goods and services in accordance with Club’s objectives, but which do not directly 

generate net cash inflows, are often described as having service potential while assets that are used to generate 
net cash inflows are often described as having future economic benefits.  
 

 
1.12 GOING CONCERN 
 

 The financial statements are normally prepared on the assumption that an entity is a going concern and will continue 
in operation for the foreseeable future.  

 
 Hence, it is assumed that the entity has neither the intention nor the need to liquidate or curtail materially the scale 

of its operations; if such an intention or need exists, the financial statements may have to be prepared on a different 
basis and, if so, the basis used is disclosed. 
 

 This could come in the form of cash that will be received or generated by using the asset or savings on costs for 
using a particular technology, for example. 

 
 Entity’s management need to make an assessment of the entity’s ability to continue as a going concern; if it 

becomes aware that there are any material uncertainty that my cast doubt of the entity’s ability to continue as going 
concern, the reporting entity shall make a note disclosure about the matter. 

 
 Non-exhaustive examples of indicators that the entity may have a going concern issue include the following: 

 

 net liability or net current liability position 

 negative operating cash flows 

 fixed-term borrowings approaching maturity without realistic prospects of renewal or repayment, or excessive 
reliance on short-term borrowings to finance long-term assets 

 indicators of withdrawal of financial support by lenders  

 withdrawal or variation of credit terms by creditors  

 major debt repayment falling due where refinancing is necessary to the company’s continued existence 

 inability to comply with the terms of loan agreements or to pay creditors on due dates 
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 loss of a major market, franchise, licence or principal supplier and/or key customer  

 indicators of the company’s inability to handle increased competition in a shrinking market  

 failure of other companies with similar structures and comparable operations in the same industry 
 

 A sample disclosure where there is no indication of going concern is shown below: 
 

Going concern 
The financial statements have been prepared on a going concern basis. 
 

 
 A sample disclosure is presented below (suited for specific indicators) : 
 

Going concern 
The Club has reported operating losses for the past three years and as of the end of the current reporting period, its 
current liabilities exceeded current assets. In addition, $2 million of debt is falling due within one year from balance 
date which has been renegotiated last year to avail of lower interest rate charges until maturity. 
 
While the Club can generate positive cash flows from its other activities, revenue and cash inflows from its racing 
activities form a major part of its overall performance; however, inflows from its racing activities are primarily 
dependent on funding from the Code and other sources. For the past two years, with the combination of depleting 
funding and increasing racing costs, the Club has reported marginal positive returns from its racing activities which are 
not considered sufficient to support general and administrative costs and expenses; hence, the losses sustained in 
those years. 
 
The above situation affects the Club’s cash flows and impacts its ability to settle currently maturing debt (in particular, 
the $2 million bank borrowing) and in sustaining its operational requirements (demonstrated by the Club’s negative 
working capital position). 
 
The Club, however, initiated renegotiation arrangements with the bank for potential roll-over of the debt for at least a 
year with potential changes in the interest rate charges. The negotiation is not expected to be concluded until the next 
6 months but management expects that an extension may be obtained. 
 
The Club has also initiated discussion with other parties for potential sources of cash through a loan facility and have 
obtained indicative interest for long-term interest-free loan advances. 
 
The Club’s management assessed that a combination of the above circumstances may represent material uncertainty 
that casts significant doubt on the ability of the Club to continue as a going concern. Nevertheless, in light of current 
negotiations for funding and after making due enquiries and consultation with the Code for continued support in the 
Club’s racing activities, management has reasonable expectation that the Club will be able to continue in operational 
existence for the foreseeable future.  
 
In addition, as of the signing of these financial statements, the Club has finalised with the Code and the NZRB its 
racing calendar and scheduled its racing activities in the coming fiscal year; hence, Club’s management has assessed 
that the Club will be able to operate at least within the next fiscal year and will continue to receive the relevant funding 
from the Code to carry out its operations. 
 
Based on the foregoing, the financial statements continue to be prepared on a going concern basis of accounting. 
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Section 2 – Specific Guidance 
 
This section focuses on the individual accounts and transactions that may potentially affect the Club. The discussion for each account is divided into three sub-sections: 
 

(a) Definition – what is the account and what types of items/transactions are included in the account? 
(b) Recognition – when is the item recognised in the FS? 
(c) Valuation – how is the item “measured” in the FS (both at initial recognition and subsequent to it)? 

 
Notes are provided in each sub-section where it is deemed appropriate to raise an issue or highlight a guideline for practical use and consideration of the Club. These are presented in “grey boxes” 
which include commentaries; examples are usually included in “yellow” boxes.  
 
A “Special Notes” column is also included to highlight important areas and other “tips” in accounting for the particular topic. This may be technical discussions or references to the Comprehensive 
Guide. 
 

What is it? When to recognise? How much? Special Notes 

2.1 CASH & CASH EQUIVALENTS    
Cash and cash equivalents include –  
 
 cash in bank  
 cash on hand  
 short-term deposits –  

- with an original maturity of three months or less  
- that are readily convertible to cash, and  
- not restricted for use 

 

 Cash and cash equivalents are 
recognised when the Club receives 
the cash. 

 
 If cash was paid by customers by 

depositing cash to the Club’s bank 
account, it can be recognised when 
the deposit has been made (or if 
cheques were deposited, when the 
cheques have cleared). 

 

Initial measurement 
 
 Cash and cash equivalents are 

measured in their current value – as 
they are very short-term and highly 
liquid investments, their face value is 
normally their current value. 

 
Subsequent measurement 
 
 The same as initial measurement as 

cash is not expected to change in 
value significantly. 

 
If the Club has foreign currency deposits, 
please refer to section 2.1.2 of the 

Comprehensive Guide for illustrative examples 
and discussion. 

 

 Bank reconciliation is usually the best tool to control cash 

after an event / race meeting. 

 

“Reconciliation” in accounting simply means comparing 

two or more items and checking if they agree. In bank 
reconciliation, we compare the balance of cash per bank’s 

records (Bank Statements) versus cash per Club’s records 

(or “cash book”). 

 

Supporting documents both for items received and paid are 

gathered and attached to the reconciliation report as basis 

for all items that affected cash.  

 
Performing the bank reconciliation allows the Club to spot 

any difference, check and correct them sooner than later. 

Therefore, the earlier reconciliation is prepared, the earlier 

the Club can identify the differences.  

 

Bank reconciliation is also a very helpful tool in 

preparing the Club’s statement of cash flows. 

 

 

 

 The overdraft facility mentioned is different from a 

regular bank facility which is a borrowing of the Club.  

 

- An OD facility is one which is used for day-to-day cash 
management (in lieu of a general banking deposit) and may 

be positive or negative in amount.  

 

- If unsure, the Club may check the fees that it pays to the 

bank for maintaining the OD facility: 

 
 if it pays an interest for negative balances on top of 

 

2.1.1 Special issues: “What are included in cash?” 

 

Cash in bank 

 
 general / operational bank deposits 

 on-call accounts 

 overdraft (OD) facility with no set-maturity date/restriction and repayable on demand. See discussion under Special Notes column. 
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What is it? When to recognise? How much? Special Notes 
 
 

 

 
 

 

Cash on hand  

 
 petty cash funds (funds kept on the drawer for “small emergency needs”). See discussion under Special Notes column. 

 change funds held in a cashier’s box 

 notes, cheques and coins not yet deposited 

 monies in the collection box not yet deposited with the bank 

 

 When large amount of cash (cheques and notes) are on hand, these are to be reported as cash in the FS.  

 

 

Short-term deposits with an original maturity of three months or less  
 

 Short term deposits can either be (see discussion under Special Notes column) – 

- Cash 

- Investment 
 

 Note the following example: 

 

The Club invested in the following term deposit (TD) investments outstanding as of 31 July 20x6, its reporting date: 

 

 TD 1 for $1 million with original term of 2 months and maturing on 31 August 20x6 

 

 TD 2 for $1.5 million with original term of 4 months and maturing on 15 September 20x6 

 

 TD 3 for $2 million with original term of 3 months and maturing soon on 15 August 20x6, fund was restricted for withdrawal by the Club during 

its term 

 

 TD 4 for $3 million with original term of 2 years and maturing 31 August 20x7 

 

Based on the foregoing, the Club will classify the above TDs as follows: 

 

 TD 1 is cash since original term is for 2 months (and assuming it is not restricted for use / withdrawal). 

 

 TD 2 is investment, note that even if the “remaining” term to maturity is less than 3 months, since the original term is for 4 months, it cannot be classified 

as cash; also, since it is maturing within the next 12 months from balance date, it is classified as “current investment” (or “current other financial asset”). 

 

 TD 3 is also investment – note that although the original term was for 3 months, the funds were actually “restricted” and not readily available / convertible 

to cash; so it cannot be classified as cash by definition; also, as it is maturing within the next 12 months, it is classified as current. 

 

 TD 4 is also investment for it was invested with original term of more than 3 months; but since it is maturing beyond the next 12 months from reporting 

date, it is classified as “non-current other financial asset” in the Club’s statement of financial position. 

 

. 

. 

regular fees and charges, then the facility is a general 
bank facility and is actually a very short-term borrowing 

rather than an OD facility;  

 

 if only regular bank fees and charges are paid, it is likely 

to be an OD facility and may be classified as cash. 

 

 

 
 

 

 

 

 

 

 
 

 

 

 

 

 

 

 
 

 To know how you classify short-term deposits, check the 

“original term” rather than the “remaining term” of the 

investment: 

 

  IF the term deposit is invested with “original term” 

of 3 months or less AND not restricted for use = 

CASH 
 

  IF the term deposit is invested with “original term” 

of more than 3 months or if the investment is 

restricted for use = INVESTMENT 
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What is it? When to recognise? How much? Special Notes 

2.2 RECEIVABLES    
Receivables –  
 
 represent the Club’s claims against its customers 

for sale of goods and services 
 

 also represent claims against other external 
parties (like insurance claims or claims for 
indemnity damages from another party, etc.).  
 
The claims, in most cases, arise from contracts or similar 
arrangements from which the Club can legally demand 
their delivery/performance. 

 If selling goods – recognise receivable 
when the item is sold. 
 

 If selling services – recognise 
receivable when the service is 
performed. 

 
 

 

Initial measurement 
 
 Receivables are recognised at the 

amount agreed with customer(s). 
 

Subsequent measurement 
 
 Receivables are measured at amount 

originally recorded less any provision 
for uncollectibility / bad debts. See 
2.2.2 below on “Bad debts”. 

 

 Receivable may be in the form of receipt of cash or other 
types of assets, or a combination of both. 

 

Treatment of sales discounts 

 There are two types of discounts we can grant to 

customers: 

 

- trade discount given to the customer on the date of sale, 
and reduces the amount of receivable.  

 

- discounts granted as inducement for early payment 
(called a “prompt payment discount”) which are granted 

“after” the point of sale (usually when we receive the 
payment from customer) shall not reduce receivable to 

be recognised on date of sale; instead, these are 

recognised as reduction in the amount of cash received 

when the customer pays and recorded as “marketing 

expense”. 
 

 

If the Club has insurance receivables, please refer to 

section 2.2.3 of the Comprehensive Guide for accounting 

for insurance receivables. 

 

 

 

 

 
 

 

 

 

 

 

 

 
 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

2.2.1 Special issue: “Exchange & non-exchange receivables 

 

Types of receivables under financial reporting 

 

 The Club needs to make a distinction between receivables arising from exchange and non-exchange transactions. These receivables are separately 

disclosed in the notes to the FS. Please refer to the discussion of revenue from exchange and non-exchange transactions under section 2.9, Revenue below 

and section 2.2.1 of the Comprehensive Guide for more detailed discussion. 

 

 In general: 
 

 Exchange Non-exchange 

Relates to / arises from –  Exchange revenue Non-exchange revenue 

Examples–  (a) Code funding 

(b) Sale of goods 

(c) Sale of services 

(d) Interest, dividends, rent 

(a) Donations 

(b) Grants 

(c) Subsidies 

How to value? Selling price on date of sale. Current value of the item to be received. 

Adjust for uncollectibility? Yes Yes 

.  

 

2.2.2 Special issues: “Bad debts” 
 

What are “bad debts”? 

 

 “Bad debts” are related to how much of the Club’s receivables are “uncollectible” or potentially uncollectible as at a particular period of time. It is called 

“bad” because the promised amount of settlement cannot be performed – a “bad” investment of some sort. 

 
 If the Club has any uncollectible (or potentially uncollectible) receivable, the Club reduces the receivable and records an expense (called “bad debts” 

expense) in the FS. 

 

 The “reduced amount” of receivables is called in accounting as “net realisable value” (NRV) calculated as follows: 

 

Gross receivable $1,000 

Less: Provision for bad debts (15) 

Net realisable value (NRV) $985 
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What is it? When to recognise? How much? Special Notes 
 

 NRV, therefore, is the face amount of the receivable (known as “gross receivable”) less any provision for doubtful accounts / bad debts – or the 
“estimated amount of receivables that the Club will not collect”.  

 

 The process of determining the “estimated” uncollectible receivable is called “uncollectibility assessment” / “impairment of receivables assessment”. 

 

 If the Club recovers a previously-identified bad debt, it simply recognises revenue to off-set the expense previously recognised. 

 

How do you know how much is uncollectible and what to do when a receivable is assessed as uncollectible (or potentially uncollectible)? 

 
 In practice, there are two levels of uncollectibility assessment for receivables: 

 

 Specific Collective 

Source of uncollectibility  

(focus of assessment) 

Individual customer 

 

 what’s happening to the individual 
customer like bankruptcy or cash 

problems. 

Club 

 

 dependent on the Club’s (rather than customer’s) 

experience and trends; this is a result of the 
Club’s over-all (rather than individual) 

receivable management and the behavioural 

patterns of its customers. 
 

Determination of uncollectible 

amount 

Depending on circumstances of the customer Based on past experience of the Club  (historical trend) 

Management “tip” Individually monitor affected customers to see 

changes in conditions (getting worse or getting 

better). 

 

It is best to classify receivables into different 

“buckets” or grouping by age.  
 

Then based on the grouping, the Club may choose to 

use a certain “%” of uncollectible receivable (e.g., 

.5% uncollectible for those aged 1 month – 3 months, 

1% uncollectible for those between 3 and 6 months, 

2% for those between 6 and 9 months, and so on). 
 

. 

 

Example of bad debt accounting 

 

 Assume that Club A has the following receivables: 

- From Club 1, $5,000 (90 days old) 

- From Club 2, $10,000 (30 days old) 

- From Club 3, $2,000 (6 months old) 

- From Club 4, $1,000 ( 15 days old) 

 

 The Club’s previous experience indicate that receivables are not fully recovered as they age; the historical pattern is as follows: 

- 1-30 days old, 0% uncollectible 

- 31-89 days old, 0.5% uncollectible 

- 90 days – less than 6 months, 1% uncollectible 

- 6 months and more, 10% uncollectible 

 

 The Club received notice that Club 4 went into bankruptcy and it is very likely that Club 4 will not pay 75% of its payables to Club A. 

 

 Based on the rates of uncollectibility and the current age of receivables, the Club will recognise total bad debts expense of $1,000 calculated as 

follows: 

 

For discussion and illustrative example on recovery of 

bad debts, please refer to section 2.2.5 the 

Comprehensive Guide. 
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What is it? When to recognise? How much? Special Notes 
 

 

Customer Gross 

Receivable 

[A] 

Rate of 

uncollectibility 

[B] 

Bad debt 

expense 

[A] x [B] 

Explanation 

Club 1 $5,000 1% $50 1% rate is used since the receivable from Club 1 belongs to 

the 90 days – 6 months “age bucket” (or age grouping) 

which has 1% rate per policy. 

Club 2 $10,000 0% - Since the receivable from Club 2 belongs to the 1-30 days 

age bucket which has no uncollectible portion, no bad debts 

is calculated. 

Club 3 $2,000 10% $200 10% rate is used since the receivable from Club 3 belongs to 

the 6 months and more age bucket which has 10% rate per 

policy. 

Club 4 $1,000 75% $750 Note that while Club 4 is only 15 days old (at 0% 

uncollectibility rate), since Club A determined that Club 4 

will not pay 75% of what is owed, Club A “impairs” the full 

amount of receivable during the year and recognises an 

expense. This is an example of “specific” uncollectibility 

assessment. 

Total $18,000  $1,000  

 

 Based on the above, Club A will report bad debts expense of $1,000 during the year and the NRV of its receivables at $17,000 [$18,000 - $1,000] 

assuming it has no beginning receivables. The journal entry will be as follows: 

 

(DR) Bad debts expense    $1,000 [income statement] 

(CR) Provision for bad debts  ($1,000)     [balance sheet as reduction of receivables] 

. 

. 

 

2.2.3 Special issues: Related party receivables 

 

 In addition, in view of the requirements for the Club to present its receivables from related parties, the Club may consider it more efficient to separately 
keep track (probably using a separate account code or maintaining a detailed subsidiary ledger per customer) transactions and receivables with related 

parties on inception date. Please refer to the detailed discussion under section 2.13, Related Party below. 
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What is it? When to recognise? How much? Special Notes 

2.3 INVENTORIES    
Inventories are assets –  

 
- purchased for re-sale to customers 

 

This may include calendars, magazines, leaflets or 
books sold to members; racing apparels sold to 

jockeys on site during race meetings, and even bar 

items of food and drinks. This category may also 

include animal products (harvested goods) and traded 

animals (assets purchased and re-sold). 

 
- purchased for use during production of goods to 

be sold to customers 
 

Examples are feeds and other peripheral items given 

to cattle or other farm animals held of resale or 

fertilizers applied on plants held for resale. In a 

manufacturing set-up, this may include supplies and 
small items “directly” used in production. 

 
- purchased for use in providing the services to 

be sold to customers 
 

For example, if the entity is engaged in animal 
breeding operation, medical supplies used in 

performing the breeding process may be considered 

an inventory. 

. 

Inventories are recognised –  
 

- when delivered to the Club; or 
 

- when the amount is spent on 
developing the inventory (especially 
true if the Club is “manufacturing” or 
the Club is engaged in developing 
items for sale like agricultural 
produce). 
  

 

Initial measurement 
 
 Inventories are initially measured at 

cost.  
 

Subsequent measurement 
 

 Subsequent to acquisition, inventories 
are measured at lower of –  
 

- cost and 
- net realisable value (NRV)  
 

See 2.3.3 below for further discussion of 
inventory valuation. 

  
 For agricultural inventories, please 

refer to section 2.3.5 below for further 
discussion. 

 

For donated inventory, these are valued at their current 
market value (price) when received. 

 

 

 
 

 

 
 

 

 

 

 

 
 

 

 
 

 

 
 

 

 
 

 

 

 

 
 

 

 
 

 

 
 

 

 
 

 

 

 

 

 
 

 

 

 

2.3.1 Special issues: Inventory and other items 

 

 Inventory vs. expense 

 
The only items to be considered as inventory are those that are (a) purchased for re-sale; (b) purchased for use during production of goods for sale; and (c) 

purchased for use in rendering the services for sale; otherwise, the item purchased may either be an outright expense or an asset (see below). 

 

 Inventory vs. office supplies 
 

General supplies used for the “over-all” or general administration of the Club’s affairs (like stationery in the offices to be used in printing the FS or other 

board reports) are not inventories but supplies expenses. If unspent and material, record the remaining portion as “prepaid expenses” which is another type of 

current asset and included as “Other asset” in the template statement of financial position. 
 

 Inventory vs. marketing supplies 

 

Banners, streamers and the like used to advertise the race meeting event are usually treated as advertising costs / expenses; similar to office supplies, if 

unspent and material, record the remaining portion as “prepaid expenses” which is another type of current asset and included as “Other asset” in the 

template statement of financial position. 
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 Inventory vs. fixed asset 

 
There may also be certain items that the Club is not intending to sell separately but is being used “directly” during race meetings (or farm raising, as the case 

may be); the level of consumption of these goods may have to be assessed as to whether they are consumables in the short-term (inventory) or are to be 

used on long-term continuing basis (fixed asset). 

 

Benches, trucks, farm-houses – though directly used during race meetings / farming activities, but since the consumption of the economic benefits are 

usually long-term, they are classified as fixed assets rather than inventories.  

 

 

2.3.2 Special issues: Inventory in “agricultural activity” 
 

 If the Club is engaged in an agricultural activity, it needs to make a distinction / differentiation between the various assets involved in the activity.  

 

 Livestock that produces is called a biological asset (a detailed discussion of biological assets is discussed in section 2.7 below) while the resulting livestock 
intended for resale is called an “agricultural harvest.” An agricultural harvest is an inventory. 

 

 To provide a simple example, consider the following: 

 

Assume that the Club owns a parcel of land where it holds its three race meetings for the year. A small portion of the lot is actually vacant and not 

strategically useful for racing.  

 

The Board decided that during off-season, the Club will assign one of its members to use the vacant lot for livestock activities. All proceeds are 

going to be used for the regular upkeep and maintenance of the race track. During the initial year of livestock operations: 
 

 the Club has purchased ewes for purposes of breeding and production of wool;  

 the lambs are sold to another farmer across the road when these are 3 month-old; 

 the wool is sold in the market when harvested; 

 purchased certain supplies to feed the livestock including medical supplies for vaccinations; 

 purchased a second-hand feeding and watering equipment and spent some costs on building a small shed for the livestock; and  

 paid the member who looked after the livestock operations as well as another member who advertised the livestock in the nearby 

market. 
 

The above situation gives rise to different types of assets: 

 

 The ewes  

- since these are used for breeding and for the production of wool intended for resale, these are classified as biological assets and treated as a 
separate item in the financial statements.  

 

 The lambs resulting from the breeding process 

- since these are sold after some months and are held primarily for the purpose of being sold (i.e., not intended for further wool production or 
breeding), they are classified as inventories. 

 

 The feeding and medical supplies  

- since they are consumed in the production of the lambs or the produce of the ewes (wool) these are also inventories. 

 
 The wool and the milk  

- These are inventories as these are intended primarily for sale. 
 

 The feeding and watering equipment and shed and the land 

 
 

 

 
 

 

 
 

 

 
Please refer to section 2.7 of this Guide for a more detailed 

discussion of “Agriculture accounting.” 
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- even though these are used for the production of inventoriable items, since their economic benefits span a single period and not consumables in 
the production process, these are classified as fixed asset (or property, plant and equipment, or simply “PPE”). 

 

 The amount paid to the member “directly” involved in the farming activity 

- the amount paid to the member-herder may be “capitalised” or considered as forming part of the “cost” of the inventory; if the amount can be 
segregated to allocate the member-herder’s time spent on herding the lambs and in obtaining the wool inventories, the better the inventory cost is 

presented and measured.  

 

- However, if segregating the time spent (and the associated costs for it) is not practicable (e.g., information required is not available to be able to 

assign how much time is spent on herding and wool harvesting) or it is not expected to significantly impact the valuation of the inventory (e.g., 
the time spent on wool harvesting is not a significant portion of the total time spent by the member-herder), the Club may decide not to perform 

specific time allocation. 

 

 The amount paid to the second member who did the marketing 

- the amount paid to the member-advertiser is considered a selling cost and expensed as incurred. 
 

. 

 

2.3.3 Special issues: “Value” of inventory 
 

What is the “Cost” of inventory 

 

 “Costs” of inventories include all costs of purchase, costs of conversion (if manufacturing), and other costs “directly” incurred in bringing the inventories to 

their present location and condition. 

 

 Other costs exclude storage costs, abnormal losses, administration costs and selling / marketing costs. These are expensed as incurred. 
 

What is the “net realisable value” (NRV) of inventory 

 

 “NRV” is the selling price of the goods less the estimated costs of completing and selling it to customers.  

 

 The rules are as follows: 

 

 NRV < Cost – reduce inventory by recording a “write down” (or “reduction” in the value) as expense. 

 
 NRV > Cost – no adjustment required as inventory is already carried at the lower amount (i.e., the original cost). 

 

 NRV < Cost in 1 year & RECOVERS after another year – recognise a gain on the 2
nd

 year (year of recovery) by “increasing” the value of 

inventory – but not to exceed the original cost. If this applies to the Club, please refer to section 2.3.3 of the Comprehensive Guide. 

. 

 

Illustrative example 

 

Cost determination 

 

The Club has the following transactions relating to its inventories for the period: 

 

 Purchased 5 units of inventory at sales price of $105/unit. 

 Supplier granted a trade discount of $5/unit. 

 The Club arranged and paid for the delivery of the inventory from the supplier’s warehouse to the Club’s premises. Amount charged by the freight 

 
 

 

 

 

 

 

 

 
 

 

 
 

 
 

 

 

 

 

 

 

Please refer to section 2.3.3 of the Comprehensive Guide for a 
more detailed discussion of “lower-of-cost & NRV” 

valuation. 
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forwarder was $100 including $15 insurance. 

 In order for the inventory to be readily available for sale, the Club spent $30 to decorate the selling area to improve marketability. 

 

The total cost of the inventory is $600 (or $120 per unit) determined as follows: 

 

 Purchase cost of $105 x 5 units  = $525 

 Less trade discount of $5 x 5 units = ($25) 

 Total delivery cost & insurance = $100 

 

 The trade discount is granted at the point of sale and is a price adjustment to what the Club is required to pay; hence, it is deducted from the sales price 

of $105 per unit. 

 

 The delivery cost and the insurance fee on delivery from supplier to the Club is part of cost as these are directly attributable to (or necessary in) bringing 

the inventory to its present location and condition. 

 

 The $30 cost spent on preparing the selling area is not part of inventory cost as it is not necessary in bringing the inventory to its present condition and 

location although it may be considered necessary to “sell” the inventory. Note that the difference is whether the cost spent is necessary to “acquire” or 

take possession of the inventory for it to be used by the Club; any costs spent on selling the inventory or storing it (like warehouse / storage fees) past the 

point of acquisition are expenses as incurred. 

 

. 

 

2.3.4 Special issues: Techniques in valuing inventory 
 

Cost formula (cost assignment techniques) 

 

 The Club needs to assign costs to its inventories so that it can properly report the balances of inventories and the cost of selling it. 
 

 The technique used in the assignment of cost is called in accounting as “cost formula”. 

 

 There are two types of cost formula that the Club can use is assigning cost, namely, (a) specific identification and (b) average method. The differences are 

discussed below: 

 

 
Specific identification 

Average Method 

 First-in First-out (FIFO) Weighted Average 

When 

to use? 

 If the items are not ordinarily 

interchangeable (specialised 

items). 

 

 If there is a small number of 

inventories with very few 

movements. 

 

 If the items are “interchangeable” with another item of the same class. In short, the inventory 

items look the same. 

 

 Particularly useful if there is a large number of inventory items which move more frequently; 

movement in inventory means increase due to purchases and decrease due to sales. 

Special 

feature 

 Cost is based on the “actual” 

price of the “individual” 

inventory. 

 

 The movement of inventory (sales 

and purchases) is specifically 

monitored and measured. 

 Initially, the inventory items are 

monitored in terms of number of units. 

 

 At the end of the period, it is assumed 

that the first items that were sold are 

those purchased earliest; so the cost 

assigned to sold  items are based on the 

oldest prices while newer prices are 

assigned to remaining items (hence the 

 The total cost of inventory purchased is 

determined using total units multiplied by 

their actual unit costs as purchased. 

 

 Then, an “average” unit is determined by 

dividing the total costs by the number of 

inventories purchased. 

 

 The resulting amount will yield an 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

In general, inventories need to be monitored properly so the 

actual cost (actual contracted prices when they were 
purchased) for the particular inventory item is used. However, 

if there is large number of inventory items that are similar, 

individual monitoring may be tedious and using another “cost 

formula” may be more appropriate. 
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name, “first in, first out”). 

 

 This is particularly suitable for 

inventories that change prices often. 

“average” inventory cost which will be used 

to calculate the (a) cost of goods sold and (b) 

closing balance of inventory. 

 

 This is particularly suitable for inventories 

that don’t change prices often or those with 

only minimal changes over time. 

 

. . 

 
 

2.3.5 Special issues: Valuation of agricultural produce 
 

Valuation of Agricultural produce 

 

 The valuation of an agricultural produce shall be its fair value less costs to sell at the point of harvest.  

 

 Fair value is the current market price (or the selling price in the market at a certain point in time). 

 

 With respect to agricultural produce, it is assumed that there is an available market – so the Club can use that market to get the fair value of the inventory.  

 
 On this basis, reference shall be made on such market prices and not the rates published by the IRD as previously allowed  (unless it can be established that 

this is the fair market value at each valuation date; in which case, sufficient substantiation would ideally be put in place to support this conclusion). 

 

 If no market exists, reference is made on most recent trading activity for similar product, or market price of similar assets with adjustment for 

differences, and sector benchmarks. 

 

 The Club shall ALWAYS value its agricultural produce at its fair value less costs to sell at the point of harvest. But since the “current market price” always 

changes for the inventory item, the Club needs to keep re-adjusting or revaluing its agricultural produce until it is sold.  
 

 This means that even if the fair value on subsequent measurement exceeds the original cost, the inventory may be carried at such new fair value (hence, 

even if the agricultural produce is an inventory, the “Lower-of-cost or-NRV” does not apply). 

 

. 
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2.4 PROPERTY, PLANT & EQUIPMENT  (PPE)   
PPE are tangible items that:  
 

(a) Are held for use –  
- in the production or supply of goods; 
- performing services; or 
- for administrative purposes; and  

 
(b) Are expected to be used for more than one 

reporting period (more than 1 year). 
 

PPE are recognised –  
 

- when the Club has received or taken 
possession of the asset (depending 
on the terms of the delivery, normally 
title passes on delivery of the asset 
purchased). 
 

- if PPE is being constructed, it is 
recognised as construction costs are 
incurred / paid by the Club (initially as 
work-in-progress [WIP] then to the 
appropriate PPE type when 
completed and ready for use). 
 

 

Initial measurement 
 
 An item of PPE shall be measured 

initially at its “cost”. 
 
This is normally the amount paid plus 
costs spent to bring the asset to its 
intended location and condition (delivery, 
set-up and installation costs). 

 
Subsequent measurement 

 
 PPE is either presented at its net 

book value OR revalued amount.   
 
See section 2.4.4 below for further discussion. 

 

 “Cost” is simply what you paid to buy the asset (excluding 
GST). Please refer to section 2.4.3, special issue on “cost” 

of PPE. 

 

In general, the difference between cost and revaluation 

model is summarised in the table below: 

 

 Cost  

model 

Revaluation  

model 

Cost / Fair value xx xx 

Revaluation adjustment (+/-) -n/a- xx 

Accumulated depreciation xx xx 

Accumulated impairment losses xx xx 

Net book value /  

Revalued amount 
xx xx 

   

 

Notice that the only difference is the “revaluation” 

adjustment element. 
 

2.4.1 Examples of PPE 

 
 Land 
 Land improvements 

 Race track 

 Stadium (benches for example) 

 Building (fixtures, offices, warehouses) 

 Office equipment 

 Plant and machinery 

 

 Starting gates 
 Hurdles 

 Transportation / motor vehicles / tractor 

 Farm buildings (usually fixed structures) 

 Agricultural assets used in rendering services (not in producing livestock which is a biological 

asset like a horse used in herding a farm) 

 Assets acquired under “finance” lease and used for operations 

 

 

2.4.2 Special issues: “Capex vs Opex” 
 

Capital vs. Operating expenditure 

 

 CAPEX OPEX 

Nature – what are 

they? 

Capital expenditures (or Capex) are PPE assets when 

purchased / paid for. 

 

“Operating expenditures” (or Opex) are expenses when 

purchased / paid for. 

How LONG are 

they useful for? 

More than 12 months. 12 months or less. 
 

If it is useful for 12 months or less, the Club may initially 

records an asset (called “Prepaid expense” or” inventory”) 

until the item is consumed or sold at which time, it is an 

expense. 

 

Is it spent in 

relation to another 

asset? 

May be additional spend on an existing PPE asset AND 

enhances the existing capital asset through –  

 

May be additional spend on an existing PPE asset BUT does 

not necessarily enhance the asset 
 

 
Please note that there is no specific policy requirement to 

adopt a specific model; hence, the Club may continue 

using the model it currently has in place as appropriate. In 

case of change of policy (i.e., from one model to another) 

on initial adoption of PBE Standards (Accrual), please 
consult with your Code Accountant on key considerations 

during transition; the Club may also wish to refer to the 

IPSAS Conversion Guide which deals with the transitional 

consideration of first-time adoption of PBE Standards 

(Accrual). 

 
 Need for appraisal of fair value (under the revaluation 

model) 

 
The standard does not require revaluation of a class of 
PPE to be performed by an independent valuer. Hence, 

while it is best practice to obtain the services of an 

independent valuer, the Club is not precluded from 

determining the fair value on each revaluation date from 

other sources (including internal sources or means of fair 

value determination).  

 

By performing a non-independent valuation, the Club may 
need to provide more basis to establish the reliability of the 

fair value determined and used (this will be a potential 

area that the Club’s auditor may focus on). 
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  increase in the productive capacity of the asset 

 

 additional ability to generate future economic benefits 

 
 extends the expected useful life of the capital asset 

 

These are called “IMPROVEMENTS”. 

 

These are called “REPAIRS & MAINTENANCE”. 

Effect if the 

amount is 

“significant” or 

“material”? 

 

 Normally, entities set a “threshold” value called capitalisation threshold. This amount determines if the PPE item (i.e., 

capital in nature) purchased will be recorded as PPE asset or whether it will be an outright expense because the amount 

is minimal. 

 

 The capitalisation threshold does not have an impact on opex spent – opex are expensed regardless of amount – you 
don’t capitalise an opex just because it is material. 

For example: 

 

Club A’s capitalisation policy requires every capital expenditure more than $500 should be capitalised.  Club A spent the 

following during the year: 

 

(a) $50 opex in nature 

(b) $1,000 opex in nature 

(c) $250 capex in nature 

(d) $1,500 capex in nature 

 

(1) $50 opex item as expense since it is opex in nature. 

(2) $1,000 opex item as expense since it is opex in nature even if the amount exceeds the $500 capitalisation threshold. 

(3) $250 capex item as expense because even if it is capex in nature, it did not reach the $500 capitalisation threshold. 

(4) $1,500 capex item as asset because it is capex in nature and meets the $500 capitalisation threshold. 

 .

. 

 

2.4.3 Special issues: “What is COST of PPE?” 
 

 “Cost” of PPE on normal purchase transaction includes –  

 

Component of cost Nature 

a. Purchase price - actual amount paid / payable 

- include import duties and non-refundable taxes 

- reduce by “trade” discounts and rebates granted on date of sale 
 

b. Directly 

attributable costs 

- those items necessary to bring the asset to its present location and condition to be useful 

- include delivery costs and any insurance on delivery from supplier to Club (only if paid for by the Club) 
 

This may include costs that are required by regulations to be spent in setting-up, constructing or operating the asset; an 

example of this is safety and environmental enhancements. While these are not expected to directly increase the capacity 

or operational performance of the asset by itself, these are necessary for the Club to comply with existing regulatory 

requirements to be able to use the asset. 
 

c. Asset retirement 

obligation 

- this is the “initial estimate” of the costs of –  
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
If asset retirement obligation applies to the Club, please refer 

to section 2.4.3 of the Comprehensive Guide for more details. 
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(a) dismantling the asset; and  

(b) restoring the site on which it is located  

 

where such obligation is established at purchase date and where the asset is not used for producing inventories. This 

may not apply to the Club and should only be considered if initial estimate is material. 

 

 

“Cost” determination for unusual situations – not normal purchase transaction –  

 

Special situation What’s the cost? 

 Donated PPE 

 

 This happens when a Club receives donations of assets or when the Club receives assets without paying material amount of 

money. 

 

 Measured at “fair value” (current market price for similar asset with similar condition) of the asset as of the date it was 

received/donated. 

 

 It should be noted that if a PPE is received as donation, the Club will normally recognise “revenue” (see related discuss ion 

under section 2.9, Revenue of this Guide on non-exchange revenue recognition). 

 

 Self-constructed PPE 

 

 This happens when the Club constructs its own PPE rather than buying it. So it spends amount for materials and labour. 

 

 The cost of self-constructed asset is the same as those purchased externally – however, exclude any internal surpluses and 

abnormal wastages and losses.  

 

If the Club has borrowings to finance the construction of the asset, it will normally pay for “interest”- the Club can choose to 

either 

 

 (a) recognise the interest as expense when incurred; OR  

(b) include it as part of the cost of asset to be capitalised. 

 

 “In-substance purchase 

of PPE through long-term 

rental” 

 

 This happens under a finance lease arrangement with the Club as lessee. Please see section 2.10, Leases for further discussion 

of finance lease. In general, this means that the rented property is recorded as PPE of the Club even if it is not owned legally. 

 

 Measure the asset at lower of  

-  fair value (current market price) of the asset; OR 

- the discounted value of all rent payments. (Please refer to section 2.10, Leases for further details of this calculation.) 

 

 “PPE acquired through 

exchanging another old 

PPE” 

 

 This happens when the Club purchases a new PPE asset by surrendering its existing “old” asset. This is commonly called 

“barter” or “trade-in”. 

 

 Measure the new asset based on the following in order of preference: 

- fair value of the asset received (new asset) 

- fair value of the asset given-up (old asset) 

- carrying amount of the asset given-up (old asset) 

 

 Cost of 

“improvements” 

 

 If the Club spends on “improvements” in PPE, please refer to special issues: capex vs opex above.  

 

 Measure the improvement following the same guidelines above as if purchased externally. 

 

 Cash received for 

purchase of PPE or for 

improvements in Club’s 

PPE assets 

 This situation may arise when the Club receives cash from other entities (e.g., the Code or the government) for specific use in 

purchasing or constructing a new PPE asset or for improving the performance of an existing PPE asset. 

 

 The PPE asset purchased or constructed and the cost spent on improvements are measured using the same guidelines discussed 
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above.  

 

 With respect to the cash received, the Club will recognise revenue when received (if there is no condition imposed by the 

grantor to return the cash received if the specific purpose is not satisfied) or recognise a liability when received (if there is 

condition to return the cash received if the specific purpose is not satisfied) then subsequently recognise a revenue when the 

condition is satisfied. This concept is expounded in section 2.9, Revenue of this Guide.  

 

 

. 

 

2.4.4 Special issues: “How to measure PPE subsequent to initial recording?” 

 

 There are two options available to measure PPE after initial recording. These two options are called “PPE valuation model” in accounting. These are: 

 

 Cost  

model 

Revaluation  

model 

Cost / Fair value xx xx 

Revaluation adjustment (+/-) -n/a- xx 

Accumulated depreciation xx xx 

Accumulated impairment losses xx xx 

Net book value / Revalued amount xx xx 

   

 

 Cost Model Revaluation Model 

Nature – what are 

they? 

PPE is measured at cost less accumulated depreciation 

and impairment losses. 

 

PPE is measured at fair value amount less any accumulated 

depreciation and impairment losses. 

 

Depreciation 

included in the 

calculation? 
 (See 2.4.5 

“Depreciation” 

below). 

 

Yes. Yes. 

 

Impairment 

included in the 

calculation? 
(See 2.4.6 

“Impairment” 

below.) 

 

Yes. Club is required to perform annual impairment 

assessment. 

 

Yes. But Club does not need to perform impairment testing 

separately as it is already part of the “revaluation” process. 

 

Asset needs to be 

revalued at fair 

value? 

 

No. 

 

Yes – on regular basis.  

 
The revaluation adjustment is part of other comprehensive 

income rather than surplus or deficit. 

 

What’s the basis 

for fair value? 

 

Not applicable. Market value of the property considering its current condition 

and location. 

Who needs to Not applicable. Market based, the Club may use an independent valuer or 
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determine the fair 

value? 

perform its own valuation but should be ready to provide 

basis for it. 

 

In the past, entities were allowed to use the valuation roll 
issued by the government or local authorities as basis for 

determining the current market value of the PPEs; under the 

new framework, entities are no longer allowed to use such 

valuation bases but required to base fair value on current 

market price. 

 

How should the 

option be applied? 

On a per class of PPE basis 

 

So it is possible to have a “mixed” valuation model for PPE – cost is used for certain classes (like machinery, equipment) 
while revaluation is used for other classes (land and building). 

 

Recommendation: Carry PPE at cost less depreciation, other than land and building should the Club choose to). 

 

. 

 

 

2.4.5 Special issues: Depreciation 

 

DEPRECIATION 

 

 Depreciation is a “process” not a measure in accounting and is not an accounting policy choice. 
 

 It is the process of spreading the amount paid for the PPE over the number of years the asset will be used by the Club. The amount you “spread” for each 

year is called “depreciation expense”. 

 

 The purpose of depreciation is not the recognition of decrease in the value of PPE. The purpose is to allocate the cost of an asset over its useful life. 

Therefore, depreciation is still recognised even if the value of the asset is maintained. 

 

 The formula for depreciation expense (which will be reported in surplus or deficit of the Club) is: 
 

𝑫𝒆𝒑𝒓𝒆𝒄𝒊𝒂𝒃𝒍𝒆 𝑨𝒎𝒐𝒖𝒏𝒕 = 𝑪𝒐𝒔𝒕 𝒐𝒇 𝒂𝒔𝒔𝒆𝒕−𝑹𝒆𝒔𝒊𝒅𝒖𝒂𝒍 𝒗𝒂𝒍𝒖𝒆 

𝑬𝒔𝒕𝒊𝒎𝒂𝒕𝒆𝒅 𝑼𝒔𝒆𝒇𝒖𝒍 𝑳𝒊𝒇𝒆
  

 

 So, to calculate depreciation expense, you need to get the two “elements” of depreciation – the (a) depreciable amount and (b) estimated useful life. 

 

Elements of depreciation –  

 

(a) Depreciable amount 

𝑫𝒆𝒑𝒓𝒆𝒄𝒊𝒂𝒃𝒍𝒆 𝒂𝒎𝒐𝒖𝒏𝒕 = 𝑪𝒐𝒔𝒕 𝒐𝒇 𝒂𝒔𝒔𝒆𝒕 − 𝑹𝒆𝒔𝒊𝒅𝒖𝒂𝒍 𝒗𝒂𝒍𝒖𝒆 

 

- Cost is the amount you paid (or the fair value if using the “Revaluation model”). See section 2.4.3 above. 

- The residual value is the expected value of the asset after its estimated useful life. This is sometimes called “scrap value” or “salvage value”. 
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(b) Estimated useful life 

 

- Estimated useful life relates to the number of years the Club expects the asset to be used or expected to be functional.  

- Useful life may be shorter than its economic life, as a Club’s policy may be to dispose of an asset after specific time, but the asset may still have 
some economic life left. 

- Useful life may be expressed as a number of years/periods of through % called “depreciation rate”.
5
   

- Whether it is in number of years or through % - the amount of depreciation expense will be the same provided you use the same “method”. 
 

Methods of depreciation 

 

 Calculating your depreciation expense depends on the method of “how” you measure it. NZRB recommends using the straight-line method.  Please refer 
to section 2.4.5 of the Comprehensive Guide for a list of other methods available. 

 
Assume that the Club purchased a piece of machinery on 1 August 2015 with the following details: 

 

 Useful life is 5 years 

 Estimated scrap value of the asset at the end of its life is $20,000 

 Total cost of the asset paid by the Club was $500,000 + $75,000 GST (15% of $500,000) 

 Straight-line method of depreciation is used. 

 

The depreciation expense of the first year of use (balance date ending 31 July 2016) is calculated as follows: 

 

(a) Determine the “depreciable amount” 

 

 Depreciable amount           =   Cost – Residual value 

              =   $500,000 – $20,000 

              =   $480,000 

 

Note that the GST content is “ignored” in determining the cost of the PPE because it is a refundable sales tax. 

 

(b) Determine the annual depreciation or depreciation rate 

 

Approach 1 Approach 2 

Depreciation per year  =  Depreciable amount / estimated useful life 

                   =   $480,000 / 5 years 

                   =   $96,000 / year 

 

Depreciation % per year  =  1 / estimated useful life 

    =    1 / 5 years 

    =   20% / year 

 

Depreciation per year       =  Depreciable amount x Depreciation %  

                                      =   $480,000 (as above) x 20% 

     =   $96,000 / year 

 

  

Journal entry:  

(DR) Depreciation expense   $96,000 [income statement] 

(CR) Accumulated depreciation  ($96,000)   [balance sheet as reduction from the cost of the PPE] 

 

Note that the “cost” of the asset is not affected, the depreciation is closed against a “contra-account” called “Accumulated Depreciation”. 

 

(c) Determine the carrying amount of the asset as of the end of the 1st year 

 

Carrying amount of PPE  =  Cost – Accumulated Depreciation  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
                                                                 
5 If the estimated life is 5 years, the depreciation ratio is 20% (1 / 5 years) – the “1” in the formula refers to 1 year. Hence, “depreciation rate” is the % of usage of the asset per year. 
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             =   $500,000 – $96,000  

             =   $404,000 

 

Answer:   

 

  The depreciation expense for the year is $96,000. 

   

 The “carrying amount” of the asset is $404,000. Note that the “residual value” is ignored when calculating the “carrying amount”. 

Another name for carrying amount is “net book value”. 

. 

 

Things to consider relating to depreciation 

 

 The Clubs is required to review the following at least annually: 

 

 Residual value 
 Useful life 

 Depreciation method 

 

The reason for this is that the above items are usually the “best estimate” of the Club at the start of the asset’s life and may change depending on 

circumstances. So the Club needs to review them regularly as they affect “how” the “benefits” from use of the asset is spread.  

 

 The use of IRD depreciation rate 
 

Previously, entities were allowed to use the IRD rates for purposes of accounting depreciation. Under the new standards, entities are now required to 

use a depreciation rate that is suitable for their individual assets and individual use of the asset – the rates from the IRD may serve as a guide but when 

used, the Club needs to provide basis that the IRD rates are still appropriate.  

 

 Consistency of methodology 

 

In general, the Club needs to be consistent with the depreciation method used for similar class of assets and apply the same useful life for PPE items of 
similar nature, type and manner of use. 

 

 

2.4.6 Special issues: Impairment 

 

IMPAIRMENT 

 

 “Impairment” simply means the “loss” or decline in the future economic benefits for reasons other than regular use.  

 

 Impairment is quite different to depreciation in that depreciation is the “normal” loss of value due to ordinary use of the asset while impairment is the 

“extraordinary” loss of value due to various reasons including physical damage due to fire / earthquake or where the asset becomes out-of-date (obsolete). 

 

When is the asset impaired? 

 

 The asset is impaired if there is “indication” that the asset can no longer be used in the manner expected. This could be due to damage or technological 

limitations. 

 

How much is the asset impaired by? 

 

 If there is indication of loss, the next step is to know how much, if any, is the loss. This can be a very technical calculation and often requires an expert (a 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 
 

 

 

 

 

 

For impairment testing purposes, the Club needs to 
distinguish the asset being tested for impairment between (a) 

cash-generating asset (CGA) and (b) non-cash generating 

asset (NCGA).  

 

While conceptually they are similar, they differ in the 

“manner” of calculating impairment. Also, PPE are, in 

general, CGA and the guideline here provided is for the 

impairment of CGA items.  
 

Further technical guidelines and illustrative examples are 

included in section 2.4.6 of the Comprehensive Guide 

(including recovery in value of previously impaired asset). 
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valuer) to be involved. 

 
 In general, however, impairment is recorded if –  

 

𝑵𝒆𝒕 𝒃𝒐𝒐𝒌 𝒗𝒂𝒍𝒖𝒆 𝒐𝒇 𝒂𝒔𝒔𝒆𝒕 > 𝑹𝒆𝒄𝒐𝒗𝒆𝒓𝒂𝒃𝒍𝒆 𝒂𝒎𝒐𝒖𝒏𝒕 

 

 “Recoverable amount” simply means how much you can sell the asset “TODAY” at its current condition. In simple terms – would you realise a loss if you 

sell your asset today as it is? If yes, then it is impaired.  

 

 The amount of impairment is the difference between the net book value of the asset and the recoverable amount. 
 

 Assuming the net book value is $100,000 and the recoverable amount is $85,000; the Club needs to record impairment loss of $15,000 ($100,000 - 
$15,000). The journal entry will be: 

 

 (DR) Impairment loss    $15,000   [income statement] 

 (CR) Accumulated impairment ($15,000)  [balance sheet as reduction from the cost of the PPE] 

 

Note that another contra-account is used: “Accumulated impairment”. In calculating the “new” net book value, the Club needs to reduce the amount by 

the accumulated impairment as it does for accumulated depreciation. 

 

. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 
“Loss” is realised if you dispose the asset at below its 

carrying amount / net book value at a particular point in time. 
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2.5 INVESTMENT PROPERTY    
Investment property are –  
 

(a) land or building (or both); and  
(b) held for –  

- rental to others; or 
- capital appreciation; or 
- both  

 

 Investment property is recognised 
under similar principles / guidelines as 
that applied to PPE in 2.4 above. 

 

 Similar to PPE with few exceptions.  
 
See 2.5.2 below. 
 

Compare the definition with PPE which is used primarily for 
admin, production of goods & services or are occupied by the 

owner (owner-occupied). 

 

If an asset previously classified as PPE becomes an 

investment property (due to change in intention of use by 

management), the property is recognised as investment 

property when the decision to have it rented was made.  

 
Please refer to section 2.5.1 of the Comprehensive Guide for 

more details on reclassifications between different asset types 

to and from investment property. 

 

 

 

 
 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 
 

 

 

 

 

 

 
 

 

 

 

 

 

 

 
 

 

 

2.5.1 Special issues: Examples of investment property 
 

 Land held for long-term appreciation in value 

 Land held for “undetermined” future use 

 Land being rented out 

 

 Building owned and being rented out 

 Property being constructed for use as investment property 

 Property being rented out by a tenant under an “operating lease” 

(see 2.10, Leases for details). 

 

2.5.2 Special issues: Valuation of investment property 
 

The recognition and measurement principles under PPE are applicable to investment properties except for the following: 
 

 “Fair value” model is for investment property what “revaluation model” is for PPE. 

 

 If a lessee in an operating lease chooses to classify the rented property as “investment property” – it is required to use the fair value model (i.e., the option to 

use cost model or fair value model does not apply). 

 

 Under the fair value model for investment properties, the fair value adjustment shall be taken-up in surplus or deficit unlike PPE where revaluation 

adjustment is taken-up in other comprehensive revenue and expenses. 
 

 The option to use cost or fair value model shall apply to “ALL” the Club’s investment properties unlike PPE where cost or revaluation model may be used 

on a per-class basis. 

 

 The fair value of an investment property shall reflect the market conditions at the reporting date unlike PPE where market conditions are only an input in 

revaluation. 

 
 A sample note disclosure that may be used if the Club adopts the fair value model for its investment properties is as follows: 

 

Fair value was determined by an independent valuer, Best Racing Valuer, Inc. using discounted direct cash flow model as valuation methodology in the 

absence of a comparable market data for a similar property. The methodology is consistent with the prior year. 

 

The fair value of the investment properties was determined using the direct cash flow (DCF) method. Under the DCF method, fair value is estimated 

using assumptions regarding the benefits and costs of ownership over the asset’s life including an exit or terminal value. This method involves the 

projection of a series of cash flows on a real property interest. To this projected cash flow series, a market-derived discount rate is applied to establish 

the present value of the income stream associated with the asset. The exit yield is normally separately determined and differs from the discount rate. 
 

The duration of the cash flows and the specific timing of inflows and outflows are determined by events such as rent reviews, lease renewal and related 

re-letting, redevelopment, or refurbishment. The appropriate duration is typically driven by market behaviour that is a characteristic of the class of real 

property. Periodic cash flow is typically estimated as gross income less vacancy, non-recoverable expenses, collection losses, lease incentives, 

maintenance cost, agent and commission costs and other operating and management expenses. The series of periodic net operating income, along with 
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an estimate of the terminal value anticipated at the end of the projection period, is then discounted. 

 

Significant increases (decreases) in estimated rental value and rent growth per annum in isolation would result in a significantly higher (lower) fair 

value of the properties. Significant increases (decreases) in long-term vacancy rate and discount rate (and exit yield) in isolation would result in a 
significantly lower (higher) fair value. 

 

 

 

. 

 

 

 

 

 
 

 

 

 

 

 

 
 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 
 

 

 

 

 

 

 
 

 

 

 

 

 
 

 

 

 

 

 

 

 



Tier 2 Racing Club Simplified Accounting Guide 2016     Originally issued 28 October 2015  34

 

What is it? When to recognise? How much? Special Notes 

2.6 INTANGIBLE ASSETS    
Intangible assets are assets that are –  
 
 identifiable (can be separated from the Club 

through sale or exchange); 
 non-monetary (unlike cash or receivables or other 

investments, for example); and 
 has no physical substance (unlike PPE, for 

example) 
 

 In general, recognise intangible when 
the Club paid for it and start having 
entitlements to the benefits that 
intangible provides. 

Initial measurement 
 
 Record at cost / the amount paid. 

 
Subsequent measurement 

 
 Intangible asset is presented either at 

its net book value OR revalued 
amount. 
 

“When” and “How much” can an intangible be recognised at 
the onset depends on the manner it was acquired by the Club. 

The guidance under section 2.6.3 of the Comprehensive 

Guide might be useful if you acquired intangibles other than 

straight purchase from another party. 

 

The subsequent measurement of intangibles is broadly similar 

to the concepts used for PPE. See section 2.6.2 below for 

further discussion. 

 

2.6.1 Special issues: Examples of intangible assets 
 

 Software 

 Trademark 

 Patent  

 Licences  
 Goodwill (for purchased businesses only) 

 

2.6.2 Special issues: Valuation of intangible assets 
 

The measurement principles under PPE are broadly similar to intangible assets except for the following: 

 

 “Amortisation” is for intangibles what “depreciation” is for PPE. 

 

 Impairment of intangible assets is required similar to PPE items. There may be more difficulty in assessing impairment (loss of value) for intangible than 

PPE. For impairment purposes, intangibles are also treated as “cash generating assets”. 
 

 PPE may be self-constructed and recognised as asset by the Club. However, not all “internally” developed and generated intangibles may be recognised as 

asset. See section 2.6.3 of the Comprehensive Guide for a more detailed discussion on this topic. 

 

. 
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2.7 BIOLOGICAL ASSETS    
Biological asset is –  
 
 a living plant or animal  

 
 held primarily to manage its biological 

transformation  
 

 in order to reap the “produce” from it 
 

 In general, recognise the biological 
asset when the Club paid for it or 
when the Club took possession of the 
asset. 
 

 If a produce/harvest is intended to be 
used for further harvest/production, 
recognise as biological asset at the 
point it is harvested. 

 
See section 2.7.1 below on discussion about 
“agricultural activity”. 

 

 Measure at fair value / current market 
price of the asset less cost to sell. 
 

See section 2.7.2 below for discussion on 
valuation / measurement of your biological asset. 

 

 

Note that biological assets are ALWAYS measured at their 
current market price less cost to sell (both at start and 

subsequent periods). There is very limited instance when 

“cost” basis can be used. 

 

2.7.1 Special issues: Understanding “agricultural” activity in accounting 
 

 An agricultural activity has two main elements and two main sub-activities:  

 

Elements 
(assets involved) 

Processes 
(sub-activities)  

 Biological asset 

- a living plant or animal held 

primarily to manage its 

biological transformation 

- this is a separate type of asset 

 

 Agricultural produce 

- the harvested product of the 

biological asset 

- this is an inventory if held for 

resale OR 

- biological asset if held for 

further transformation 

 Biological asset 

- the processes of growth, 

degeneration, production, and 

procreation that cause changes 

in a biological asset 

 Agricultural produce 

- the detachment of produce 

from a biological asset or the 

cessation of a biological 

asset’s life processes 

  

 

Why is it important to know the various elements and processes? 

 

 The first reason is that a “living” animal or plant may either be (a) biological asset if held to biological transformation or (b) inventory if held for re-

sale. 
 

 And since the classification may be different, how you measure it will be different, too. See section 2.7.2 below for discussion on valuation of the 

elements of agricultural activity. 

 

 The following diagram highlights the various components in an agricultural activity: 
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 The following examples may provide further appreciation of the differences: 

 

Biological assets Agricultural produce / harvest 
Products that are the result of 

processing after harvest 

Sheep  Wool  Yarn, carpet  

Trees in a plantation forest  Felled trees  Logs, lumber  

Plants  Cotton  Thread, clothing  

 Harvested cane Sugar 

Dairy cattle  Milk  Cheese  

Pigs  Carcass  Sausages, cured hams  

Bushes  Leaf  Tea, cured tobacco  

Vines  Grapes  Wine  

Fruit trees  Picked fruit  Processed fruit  

. 

 

2.7.2 Special issues: Valuation of biological asset 
 

 Biological assets are measured at fair value (or current selling price in the market for a similar item) less cost to sell (estimated amount to sell the 

asset at the current period / point in time). 

 
 Agricultural produce / harvest are measured at fair value less cost to sell at the point of harvest. Subsequent to that point, it shall be accounted for as 

inventory under PBE IPSAS 12. 

 

 Fair value adjustments for both biological asset and agricultural produce shall be recognised in surplus or deficit for the period in which the 

adjustments arise. This may be an increase or decrease in value. 

 
 

 

 

 

 

 

 

 
 

 

 

 

 

 

 
 

 

 

 

 

 

 

 
 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Section 2.7.5 of the Comprehensive Guide provides more 

details in determining “fair value”.  

 

In general, refer to the market price of the item which is 
normally available. IRD published rates are no longer allowed 

to be used as basis to measure market value – unless the Club 

can demonstrate that the IRD rates are still reasonable basis.  
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 With respect to the treatment of service fee costs relating to inbreeding of biological assets, we refer to Section 2.7.5 of the Comprehensive Guide 
(including guidance on “free” of charge service fees). 

 

. 
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2.8 FINANCIAL INSTRUMENTS    

2.8.1 General    
Financial instrument simply refers to –  
 
 your investments (financial assets discussed in 

section 2.8.2 below) and  
 

 your borrowings (financial liabilities discussed in 
section 2.8.3 below) 
 

 In general, recognise financial 
instrument when you become party to 
a contract –  
 
- As investor when you pay the 

money to the other party; or 
 

- As borrower when you receive the 
money from the other party. 
 

 There are 3 ways of measuring 
financial instruments: 
 
- Cost 
- Amortised cost 
- Fair value  
 
See section 2.8.1.1 below. 

 
 What to use depends on the 

“classification” of your financial asset 
or liabilities.  
 
For the different classifications of your financial 
instruments, see section 2.8.2.2 (for financial 
assets) and 2.8.3.2 (for financial liabilities). 

 

Section 2.8.1 of the Comprehensive Guide provides a more 
detailed discussion on and illustrative examples of the 

characteristics and common examples of financial 

instruments. 

 

In general, financial instruments arise from contractual 

arrangements between at least two parties. Hence, to be 

financial instrument, there must be a contract stating the (a) 

rights and (b) obligations of the parties involved. 
 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Sections 2.8.1.3 and 3.4 of the Comprehensive Guide 

provides a much more detailed discussion (including 

illustrative examples) of calculating fair value using effective 

interest method. You may also contact your Code accountants 

for present value measurements. 

 

 

 

2.8.1.1 Special issues: Measurement of financial instruments 

 
 There are three ways to measure financial instruments: 
 
 Cost 
 Amortised cost 
 Fair value 

 
 These methods are discussed in detail below: 
 

A. COST 

 Cost is the amount paid for / received at the start of the term of the instrument. This may simply be the amount of cash transferred 
between the contracting parties at the start of the contract. 
 

 The instrument is not usually adjusted due to changes in market conditions but still require adjustment due to “impairment” (if the 
item is a financial asset). 

 

 This is also used in cases where the instrument is “unquoted” and there is no other means to determine the fair value. 
 

 

B. AMORTISED COST 

 This is used only for debt instruments as these normally involve “interest” components in their valuation. 
 

 Effective interest method means that the expected contractual cash flows on the instrument are discounted6 using the “effective” 
interest rate to account for the time value of money. 

 

                                                                 
6 Please refer to Section 3.4 of this Guide for the general concepts of discounting and present value of money. 
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The effective interest rate and effective interest method 
 

 Effective interest rate is the interest rate on the instrument which may or may not necessarily be the “agreed” rate between the 
contracting parties. This is often the rate at start of the instrument’s term and based on the “market” rate of interest for similar 
borrowings/investments.  
 

 When the market rate is used at start of the instrument’s term in discounting the cash flows, we arrive at the equivalent “fair 
value” of the instrument on such date. 

 
What if the parties use another rate other than the market rate of interest at start? 

 
 In some instances, the contracting parties may “agree” on an interest rate which is not necessarily the market rate at start of the 

term. This situation creates what we can call as an interest rate differential between two rates: 
 

(a) Market / effective rate (b)  Agreed / nominal / coupon rate 
 
 The interest differential between the two rates will give rise to either a premium or a discount – and represents the 

difference in the present value of the instrument and its face amount. 
 
 Effective % > Nominal % = Discount 
 Effective % < nominal % = Premium 
 
 Premium and discount shall be amortised / reduced over the life of the instrument not by spreading them equally over the life of 

the instrument but by adjusting the carrying amount of the instrument for the realised difference between the two rates of 
interest at the point actual cash is received – this manner of amortising the premium and discount is called “effective interest 
method”.  
 

 The adjustment in the carrying amount will either increase / decrease reported interest revenue / expense of the Club. This is 
the reason why instruments valued at amortised cost are said to be “adjusted through surplus or deficit” (rather than other 
comprehensive revenue and expense). 

 
Zero-interest and “below-market-interest” contracts 
 
 It is not unusual for entities to borrow (from related parties) amount at below market interest rate or zero interest rates. These 

contracts are called concessionary loans. 
 
 Under current standards, these types of loans should now be disclosed and measured using their fair value. Fair value for 

these types of loans mean the discounted future cash flows using the prevailing interest rate for a loan of similar term. 
 
 The concept is the same as the above section for the “Nominal vs. Effective interest rates” – the market/effective rate shall be 

compared to the agreed rate which is always at a discount since the effective rate is higher. 
 
 The impact of this is that the face amount shall be discounted (reduced) to its “present value” – which will be its fair value at the 

start of the loan using the effective/market interest rate. So –  
 

(a) If the Club is lending loans (financial asset) 
 
 It shall recognise a loss at start (called day-1 loss) 
 And recover the loss through higher “interest income” over the term of the loan. 

 

 
 

 

 

 

 

 

 

 
 

 

 

 

 

 

 
 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

What to do if you have “concessionary loans”? 
1. You will need to –  

 

a. “adjust” the amount recognised in previous years at 

their discounted values; and 

 

b. recognise any gain / loss resulting from the 

“discounting” of the concessionary loans. 
 

2. In order to do this, you need the following information: 

 

a. Face amount of the loan 

b. Term (number of years) of the loan 

c. Interest rate charged (if any) 

d. Market interest rate for the loan as at the date it was 

granted 
 

3. The market rate of interest may be difficult to know – you 

may need to seek assistance from your banks. 
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(b) If the Club is borrowing loans (financial liability) 
 
 It shall recognise a gain at start (called day-1 gain) 
 And recover the gain through higher “interest expense” over the term of the loan. 
 

Assume that the Club advanced money to another club under the following terms: 
 

- Total principal is $1 million maturing in 5 years at 6% agreed rate. 
- The market rate is 10% for similar terms and amount. 

 
The table below shows the calculation of the present value of the investment with recognition of discount – which is a loss at start 
of the investment and will be “recovered” over the term of the loan through higher interest income. 
 

 
 

. 

 

C. FAIR VALUE 

 Fair value is the current pricing of the instrument based on published (quoted) market prices in an active market. This is usually the 
best evidence of fair value. 
 

 Fair value may not always be based on what is quoted in the market, so different techniques are used in calculating fair value. 
These techniques normally need some “data” or “information” about the instrument which can be used in the calculation. These 
“data” are called inputs in fair value measurement. 

 

 There are three groupings of financial instruments carried at fair value based on how their fair values are calculated. They are as 
follows: 

4. If you require assistance in “adjusting” your old and 
current concessionary loans to their proper values, please 

contact your Code accountant. 
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 Level 1 Level 2 Level 3 

Inputs Quoted market price Observable market data Unobservable market data 

Reliability Most reliable Reasonably reliable Least reliable 

 

 As the instruments are revalued to their fair value every reporting period, the amount may increase or decrease compared to the 
original cost (or last valuation amount). This then requires an adjustment which will be recognised either in surplus or deficit or other 
comprehensive revenue and expense depending on the classification of the financial instrument. 
 

 Section 2.8.1.3 of the Comprehensive Guide provides more detailed discussion of some of the concepts and mechanics of fair 
value calculation. Should you require further assistance, please contact your Code accountant. 
 

. 

. 
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2.8.2 Financial assets    
A financial asset is –  
 
(a) Cash 
(b) Contractual right to receive cash or another 

financial asset 
(c) Equity instrument of another entity 
 

 When the Club enters into a contract 
with another party as an investor; OR 
 

 When the Club pays for the asset. 
 

See section 2.8.2.2 below on discussion about 
classification & measurement of financial assets. 

 

 Depends on –  
 

- Classification of the asset; and 
- Whether fair value can be obtained 
 

See section 2.8.2.2 below on discussion about 
classification & measurement of financial assets. 

 

 

 

2.8.2.1 Special issues: Examples of financial assets 
 

Common examples of financial assets 

 

Type Examples  

Cash - Cash on hand 

- Cash in bank and term deposits 

Contractual right to receive cash or another 

financial asset 

 

- Trade accounts receivables 

- Notes receivables 

- Loans receivables (advances and below-market loans) 

- Bonds receivables 

Equity instrument
7
 of another entity 

 
- Ordinary and preference shares 

- Investments in equity (to vote or to trade) 

- Investments in associates (significant influence) 

- Investments in joint ventures (common control) 

- Investments in subsidiaries (control) 

. 

 

2.8.2.2 Special issues: Classification of financial assets 
 

 “Classification” means “grouping” – and the grouping is done depending on the –  

 

- Nature of the financial asset; and  

- Intention of management for holding the asset in the first place 
 

 The following table provides the different classification of financial assets and their respective measurement and accounting treatment. A more detailed and 

technical discussion is provided under section 2.8.2.5 of the Comprehensive Guide. 

 

 
Classification What is it? What’s the reason for holding the asset? How do we measure the asset? Where do we show the 

measurement adjustment (if 

any)? 

Financial assets at 

fair value through 

surplus or deficit 

[FVTPL] 

 

 “Quoted” debt 

instrument of another 

entity; or 

 

 “Quoted” equity 

instrument of another 

 Assets held for short-term sale when the 

“price is right” 

 

 Fair value  
 

 

 

 Surplus or deficit 

 

 

 

Financial assets vs. Investments 

Financial assets are a type of investment – there are other 

investments which are not financial assets including 
investment properties. Please refer to section 2.8.2.3 of the 

Comprehensive Guide for a much detailed discussion. 

 

 

 

 

 

 
 

 

 

 

 

 

 

 
 

 

 

 

 

 

 
 

 

 

 

Quoted means the instrument is traded (sold and purchased) 

in an open market. In a usual market place, how much an item 

is sold or purchased depends on negotiated price among 

market players; in the negotiation, buyers and sellers use to 
“state” their preferred “number” or price for selling or buying 

the item – this “stated” number/price came to be known as 

                                                                 
7  Equity instruments of the reporting entity itself  is not a financial asset of that entity even if it may have transactions involving its own equity other than issuance and redemption (these are called “Treasury” shares). 
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entity 

 

Held-to-maturity 

[HTM] 

 

 “Quoted” debt 

instrument of another 

entity 

 Assets held “primarily” for earning 

interest until maturity (regardless what 

happens to the market value of the 

instrument). 

 

 Amortised cost 

 

 Test for impairment 

 

 

 Loans and 

receivables 

[L&R] 

 

 “Unquoted” debt 

instrument of another 

entity 

 Assets relating to the “right” to receive 

the amount invested and may not 

necessarily be for purposes of earning 

interest or for trading purposes. Examples 

are accounts receivables and loans to 

other parties. 

 

Available-for-sale 

[AFS] 
 Debt instrument of 

another entity; or 

 

 Equity instrument of 

another entity 

 

 Any type not classified above. 

 

 

 Fair value 

 

 IF unquoted and w/ no 

reliable measurement of fair 

value equity instruments, 

carry at cost (but need to 

establish there’s no active 

market) 

 

 Test for impairment 

 

 

 Other comprehensive revenue 

and expense. 

 

 Impairment losses thru surplus 

or deficit; impairment may be 

reversed (subject to the “would-

have-been” value limit similar 

to PPE above). 

 

There shall be no reversal of 

impairment losses recognised in 

surplus of deficit with respect 

to “equity” instruments 

classified as AFS. 

  

.. 

 

2.8.2.3 Special issues: Investments in equity instruments 
 

Investment in equity shares 

 
 Investment in equity shares may be accounted for differently – few of these are summarised below: 

 
Type Nature Accounting Measurement 

Subsidiary 

 
 Investor “controls” the 

investee 

 

 Investor shall consolidate the 

investee. 

 

 If there is any non-controlling or 

minority interest – the same shall 

be included in the consolidated 

FS. 

 

 On consolidation, there is a take-up of the assets, liabilities and net 

assets of the investee at their current value. 

 

 In the separate FS of the investor, these are normally carried as 

available-for-sale; hence, these are “revalued” at their fair value and 

adjusted through other comprehensive revenue and expense 

Joint Venture 

 

 

 Investor exercises “joint 

control” over the joint venture 

(investee) 

 

 Jointly controlled entity 

 

Involves the establishment of a 

corporation, partnership or other 

entity in which each venturer has 

an interest 

 

 

 

 

 JCE Venturer shall recognise –  

 

 apply “proportionate” consolidation; OR 

 

 apply “equity accounting”  

 

“quotation” – so a price agreed by willing parties is known as 
“quoted market price” – or simply, “a quote”. 

 

 

 

 

 

 

 
 

 

 

 

 

 

 
 

 

 

 

 

 

 

 
 

 

 

 

 

 

If you require assistance in assessing whether the Club has 

any subsidiary, JV or associate and in determining the 

appropriate accounting for each, please contact your Code 

accountant. 

 

 

 

 

 
 

 

 

There are three types of JV arrangements, only “jointly 

controlled entity” is discussed here. If your Club has any 

jointly controlled asset or jointly controlled operations (or 

need to assess whether you have one), please refer to section 

2.8.2.6 of the Comprehensive Guide. 
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See section 2.8.2.4 below.  

 

Associate 

 
 Investor exercises “significant 

influence” over the investee 

 

 Equity accounted 

 

 Take-up share of the investee’s results of operations and recognise in 

surplus or deficit. 

 

For trading   See section 2.8.2.2 above. 

 

 FVTPL 

 

 Carried at fair value through surplus or deficit 

 

Available-for-sale  See section 2.8.2.2 above. 

 

 AFS  Carried at fair value through other comprehensive income 

 

Equity 

instruments which 

are “unquoted” 

and whose fair 

value cannot be 

reliably measured 

 

 These types of equity 

instruments include those  

 

(a) not traded in an active market 

and  
 

(b) whose fair value cannot be 

measured  

 

 Investment at cost. This may be 

classified as AFS unless held for 

trading purposes. 

 At cost (subject to annual impairment testing) 

 

. 

. 

2.8.2.4 Special issues: Consolidation, proportional consolidation and equity method of accounting 
 

(a) Through control – the Club exercises power to govern and direct the financial and operating affairs of the investee (almost but not necessarily unilateral 

in scope); this is demonstrated by having a majority (50% +1 as rule of the thumb) interest in the investee.  

 

 This is called “investment in subsidiary.”  

 
 In case the Club has another entity or club which it owns and controls

8
 (this is called a “subsidiary” in accounting), the Club and its subsidiary are 

“joined” together as if they are one single entity.  

 

 This is done through a process in accounting called “consolidation” which “adds-up” balances of the Club and its subsidiary but removes transaction 

between each other – because they are viewed as “transactions with oneself” and therefore, should be removed only during consolidation. The resulting 

FS is called “consolidated FS”. 

 
 The amounts consolidated are100% of the “subsidiary” – in accounting we call this “100%-take-up” for consolidation. This is because if the Club controls 

another entity, it means it governs the “entirety” of that entity and directs it according to the Club’s financial objectives. 

 

 But what if the Club does not “own” 100% of the subsidiary but controls it by owning only a “majority” of the entity? Should we still consolidate 100%? 

 

 Yes. The reason behind is that in accounting, the focus is on the “substance” of the transaction rather than mere “legal form”. For as long as control exists, 

consolidation should be done (under very few strict exemptions) even if legal ownership is not 100%. 

 
 So if the Club “controls” another entity, it will take-up 100% of its assets and liabilities; but since only a portion may be owned by the Club, it shall 

reflect in the consolidated reports the “rightful” share of the other owners. These other owners who don’t control the Club are called in accounting as 

“minority interest” or “non-controlling interest”. These non-controlling interests (NCI) share in the (1) net surplus and (2) net assets of the entity in 

proportion to what they own. 

 

Assume that Club A has control over Club B and owns 75% of the Club B’s net assets. As Club A controls Club B, it shall consolidate Club B when it 

prepares its FS that complies with GAAP. 

 

 
 

 

 

 

 

 

 

 
 

 

 

 

                                                                 
8   “Control” for accounting exists if the Club can govern the decision making of another entity. If your Club has potential controlled entities, please contact your Code accountant for assistance.. 
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Let us assume that Club A and Club B have the following balances as of 31 July 2016 and they have no transactions between themselves: 

 

 Club A Club B 

 $5 million $3 million 

Total liabilities $2 million $2 million 

Revenue $10 million $4 million 

Expenses $5 million  $3 million 

 

Club C, moreover, owns the rest of 25% of Club B. When Club A prepares its consolidated FS as of 31 July 2016, it shall show the following in its FS: 

 

 
Club A Club B 

Consolidated Club A 

(Club A + Club B) 

Financial position    

Total assets [1] $5 million $3 million $ 8 million 

Total liabilities [2] 2 million 2 million 4 million 

Total Net Assets ([1] – [2]) $3 million $1 million $4 million 

    

Net asset split between –     

    Club A (75%)   $3 million 

    Club C (25%)   $1 million 

Total Net Assets   $4 million 

    

Profit or loss    

Revenue (a) $10 million $4 million $ 14 million 

Expenses(b) 5 million  3 million 8 million 

Net profit [(a) - (b)] $5 million $1 million $6 million 

    

Net profit split between –     

    Club A (75%)   $4.5 million 

    Club C (25%)   $1.5 million 

Total Net profit   $6 million 

    

 

Note that even if Club A only owns 75% of Club B, since it controls Club B, it takes-up 100% of Club B in its consolidated FS. Club A is also required 

to show the “share” of Club C of 25% of the net assets and net profit – Club C is the minority interest in this case.  

 

In accounting terminology, Club A is the parent / controlling entity, Club B is the subsidiary and Club C is the minority interest. 

 

. 

 

(b) Through joint control – the Club may not necessarily govern and direct the affairs of the investee by being the only one making decisions for the 

investee but by having an “equal” power/influence with another entity that has the same rights as the Club.  

 

 This investment is called “investment in joint venture” and may be set-up in three different ways: 

 

a. Jointly controlled operation (in general, Club takes-up its own share of the operation) 
b. Jointly controlled asset (in general, Club takes-up its own share of the assets and operational results) 

c. Jointly controlled entity (the Club (if PBE) may either do proportional consolidation or equity account) 

 

 Focusing on the third type (JCE), this may be accounted for in two ways at the option of the investor: 
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 Proportional consolidation  

 
This is similar to the concept of consolidation discussed above only that instead of taking-up 100% of the investee, the venturer-investor only takes-

up its “proportionate” share in the net assets of the JV. So if the share is only 50%, take-up only 50%. This means that there is no minority interest 

in proportionate consolidation. 

 

 Equity accounting 

 

Equity accounting means that the Club only takes up its proportionate share in the “results” of operations of the investee and include that share in 

its (Club’s) statement of financial performance. If the investee has a net profit, the Club will report a profit as well and vice-versa. This share in the 
profit / loss of the investee is required to be presented separately in the face of the statement of financial performance. Distributions from the 

investee shall reduce the carrying amount of the investment. 

 

For example, if the investee has net profit of $100,000 and the Club only owns 20% of the investee, the Club shall report in its surplus or deficit 

$20,000 [$100,000 x 20%] representing its share in the investee’s net profit. Note that the investor does not recognise share in the in the assets and 

liabilities of the investee but only its share it the surplus/deficit and other comprehensive revenue and expense. 

. 

 

(c) Through significant influence – the Club does not control / jointly control the affairs of the investee but may exercise an influence over the decision-

making process affecting the investee “significant enough” for the Club to realise it investment goals.  

 

 This investment is called “investment in associate.” 

 

 The Club shall apply “equity accounting” for its investments in associates following the same principle as discussed above. 

 

. 
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2.8.3 Financial liabilities    
A financial liability is –  
 
(a) A contractual obligation to deliver cash or other 

financial asset to another entity. 
 
In short – this is the Club’s borrowings. 
 

 

 When the Club enters into a contract 
with another party as a borrower; OR 
 

 When the Club receives cash or other 
asset from another entity with the 
contract to return the same at some 
future date. 

 
See section 2.8.3.2 below on discussion about 
classification & measurement of financial 
liabilities. 

 

 Depends on –  
 

- Classification of the asset; and 
- Whether fair value can be obtained 
 

See section 2.8.3.2 below on discussion about 
classification & measurement of financial 
liabilities. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2.8.3.1 Special issues: Examples of financial liabilities 
 

Common examples of financial assets 

 

Type Examples  

Contractual obligation to deliver cash or 

other financial asset to another entity 

 

- Trade accounts payable 

- Notes payable 

- Loans payable (advances and below-market loans) 

- Bonds payable 
- Derivative liability 

 

. 

 

2.8.3.2 Special issues: Classification of financial liabilities 
 

 The following table provides the different classification of financial liabilities and their respective measurement and accounting treatment.  

 
Classification What is it? What’s the reason for issuing the 

instrument? 

How do we measure the asset? Where do we show the 

measurement adjustment (if 

any)? 

Financial 

liabilities at fair 

value through 

surplus or deficit  

 [FVTPL] 

 

 “Quoted” debt 

instrument of the 

issuing entity 

 

 

 Issue for short-term disposal when the 

“price is right” / beneficial. 

 

 Fair value  
 

 

 

 Surplus or deficit 

Financial 

liabilities at 

amortised cost 

 

 

 Debt instrument of the 

issuing entity 

 Primarily for borrowing with intention to 

pay interest during the term. Normally, 

this is carried until maturity. 

 

 Amortised cost 
 

 

 

 Surplus or deficit 

.. 

. 
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2.9 REVENUE    
Revenue is –  
 
 anything received or receivable 
 as a result of: 

 
- sale of goods and services 
- charges for use of asset (interest and rent) 
- receipt of cash or other asset with nothing in 

return (donation, grant, subsidies) 

 

 In general, recognise revenue when – 
 

- the goods are sold / delivered 
- the services are performed 
- the cash is received (for donation, 

grant or subsidies) 
 

See section 2.9.2 below on discussion about 
exceptions to the general rule above on “when” 
you can recognise revenue. 

 

 Record at the agreed price. 
 

 If there is no agreed price, record at 
the current market price (fair value) of 
the item received (specially in case of 
donations) 
 

See section 2.9.2 below on discussion about 
exceptions to the general rule above on “when” 
you can recognise revenue. 

 

 

 

2.9.1 Special issues: Different types of revenues 
 

Type Example 

Sale of goods 

 

- Sale of bar items 

- Sale of agricultural harvest 

- Sale of other inventories (like magazines, calendars) 

 

Sale of services 

 

- Providing veterinary services 

- Providing other race-related services like maintaining the race track to 

ensure it is clean or in the best condition 

- Advertising and sponsorship services 

- Membership fees 

 

Charges for use of asset 

 

- Rental charged to others for use of race track 

- Interest income for use of Club’s money 

- Dividend income 

 

Receipt of cash or other asset for no consideration 

 

- Donations 

- Grants 

- Subsidies 

- Receipt of fixed asset without paying for it 

- Forgiveness of Club’s borrowings 

- Fundraising proceeds 

- Fines and penalties 

- Donated goods and services 

 

. 

2.9.2 Special issues: Two classifications of “Revenue” 
 

Classification Normal Type(s) When to recognise How much to recognise What to consider in the first year of adoption 

of the new framework 

Revenue arising 

from 

EXCHANGE 

transaction 

 

 Sale of goods 

 Sale of services 

 Charges for use of 

asset 

 

 In general – when the revenue is 

“EARNED”. 

 

 It is earned when the goods are sold / 

delivered OR when the services are 

performed. 

 

 If rent and interest – when the 

entitlement for payment from the 

customer/borrower arises based on 

 At the agreed price. 

 

 IF there is no agreed price, use 

the fair value of the goods or 

services given to the customer 

using “current selling price” for 

similar goods or services. 

 

 

 Nothing significant.  

 

 However, if the “normal types” include 

non-exchange items, they need to be 

removed from this classification and 

presented as non-exchange. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 

Sections 2.9.2 – 2.9.6 of the Comprehensive Guide provide a 

detailed and more comprehensive discussion on the following 

topics relating to revenues from exchange and non-

exchange transaction:  

 

 Differences as to nature and treatment 

 
 Guidance on how to treat transaction with mixed  

exchange and non-exchange components  

 

 Different “issues” that may be encountered in the first 
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contractual agreements (not 

necessarily when they are actually 

received in cash). 

 

 

Revenue arising 

from NON-

EXCHANGE 

transaction 

 

 Receipt of cash or 

other asset for no 

consideration 

 

 

 In general – recognise when the cash 

or asset is RECEIVED. 

 

 However, IF there is any 

CONDITION attached to what was 

received, recognise ONLY when the 

condition is satisfied. 

 

Please see section 2.9.3 below for 

discussion on what “condition” is. 

 

 

 The rules are: 

 

1. Record the asset received at 

its fair value at the time it 

was received.
9
 

 

2. If there is any condition 

attached, record a liability 

first. 

 

3. No revenue is recognised for 

as long as the condition is not 

satisfied. 

 

4. As the condition is satisfied 

(fully or partially), reduce the 

liability and recognise a 

revenue. 

 

 If the Club’s records with respect to these 

types of revenues are kept intact, the only 

major consideration is to gather them 

together and present them in the template. 

 

 The Club also needs to determine if there is 

any condition attached to the revenue 

received. If there is, not all of the amount 

received can be recognised as revenue – 

instead, they have to be recognised as 

“liability”. 

 

 There will be complications if the Club 

fully recognised ALL of these revenues 

with unsatisfied / unfulfilled conditions in 

the past year as they are required to be 

restated when preparing the current 

year’s FS with requirement to show prior 

year balances. 

 

If this situation applies to your Club, please 

contact your Code accountant for guidance. 

 

. 

2.9.3 Special issues: What is “CONDITION” for non-exchange transaction? 
 

 

 When the Club receives cash or other assets and services for “FREE” – or through non-exchange transaction, the grantor (person / entity giving the cash or 

asset) normally includes statements on how, when, for whom and by whom the cash or asset received will be spent. 

 

 These “statements” are called stipulations. There are two types of stipulations: 

 
 RESTRICTION CONDITION 

What is usually stated? 

 
 How, when, for what purpose should the transferred asset be spent. 

 

Requires the Club (receiver) to RETURN the asset 

transferred to the grantor when stipulations are not fulfilled? 

 

(This is called “USE-OR-RETURN” clause) 

 

 No  YES 

 

Normally gives rise to liability when received?  No – unless it is an “advance” 

receipt. 

 

 

 YES. Reduce liability as condition is 

fulfilled. 

.. 

. 

 

 

year of adoption of the new accounting standards 
 

 Measurement of non-exchange revenue   

 

Should you require further assistance during transition and in 

completing the various disclosure requirements for revenue 

under the new framework, please contact your Code 

accountant. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Advance receipt simply means the Club has already received 

the cash in current year but is not intended to be used until 
next year (or anytime in the future).  

 

This can also happen when the Club received the cash from 

customers for sale of goods but the goods are not yet 

delivered. This can also happen when the Club received the 

cash from customers for sale of service but the services have 

not yet been performed. 
 

Similarly, if the Club received donated grants / subsidies 

where the attached stipulation is for the following financial 

year, that amount is also advance receipt; so even if there is 

no condition attached, if meant for next year, liability is 

recorded instead of revenue at the year received. 

 

Refer to section 2.9.6 of the Comprehensive Guide for 
detailed discussion of “Advance receipts”. 

                                                                 
9 Fair value relates to the current price or value of the asset. If it were cash, the fair value is the amount of cash received. If it were another asset, refer to the equivalent selling price of that asset when sold in an open market considering the asset’s current condition and location. 
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2.9.4 Special issues: Goods in-kind and Services in-kind 

 
 

 Goods and Services in-kind 
 

- Goods in-kind are tangible assets transferred to an entity in a non-exchange transaction, without charge, but may be 
subject to stipulations.  
 

- Gifts and goods-donations are recognised as assets and revenue when it is probable that the future economic benefits 
or service potential will flow to the Club and the fair value of the assets can be measured reliably. With gifts and 
donations, the making of the gift or donation and the transfer of legal title are often simultaneous; in such circumstances, 
there is no doubt as to the future economic benefits flowing to the Club. 
 

- Goods in-kind are recognised as assets when the goods are received, or there is a binding arrangement to receive the 
goods. If goods in-kind are received without conditions attached, revenue is recognised immediately. If conditions are 
attached, a liability is recognised, which is reduced and revenue recognised as the conditions are satisfied. 
 

- However, the Club may elect not to recognise goods in-kind that meet the definition of inventories in PBE IPSAS 12 

Inventories, only if it is not practicable to measure reliably the fair value of those goods at the date of acquisition. This 
will often be the case for Clubs that receive high-volume, low-value second-hand goods in-kind for resale or distribution. 
In the case where goods in-kind are sold, the Club recognises revenue when they are sold. In the case where such 
goods in-kind are distributed free of charge, the Club does not recognise revenue. 
 

- An entity may, but is not required to, recognise services in-kind as revenue and as an asset. 
 

- The Club may receive various services in-kind from members and community and may elect not to recognise these as 
revenue and / or assets because they are difficult to measure reliably and are immaterial in the context of the activities 
of the entity. 

 
- Alternatively, the Club may elect to recognise accounting services provided by a volunteer where the fair value of those 

services can be reliably measured. However, services in-kind may also be utilised to construct an asset, in which case 

the amount recognised in respect of services in-kind is included in the cost of the asset being constructed. 
 

- With respect to the recognition of an asset for services in kind, control over the asset is one of the key elements for 
asset recognition; but since it is normally difficult to ascertain and establish that the Club controls the rendition of the 
services from volunteers, it might be challenging to conclude that an asset may be recognised.  

 
- Due to the many uncertainties surrounding services in-kind, including the ability to exercise control over the services 

and measuring the fair value of the services, PBE IPSAS 23 does not require the recognition of services in-kind but 
encourages the disclosure of the nature and type of services in-kind received during the reporting period. As for all 
disclosures, disclosures relating to services in-kind are only made if they are material. For some entities, the services 
provided by volunteers are not material in amount, but may be material by nature 
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2.10 LEASES    
Lease is an agreement whereby the –  
 
 lessor  
 gives the lessee 
 the right to use an asset  
 for an agreed period of time  
 in return for a payment or series of payments 

 
This is the Club’s normal “rental” agreements. 
 

 What and when to recognise lease 
arrangements (whether as lessor or 
tenant) depends on the type of lease 
the Club enters into. 
 

See section 2.10.1 below on discussion about the 
two types of lease and their respective treatment. 

 

 How much to recognise in a leasing 
arrangement also depends on the 
type of lease the Club enters into. 
 
 

See section 2.10.1 below on discussion about the 
two types of lease and their respective treatment. 

 

Section 2.10.1 of the Comprehensive Guide provides a 
detailed discussion of the steps to take when the Club is 

involved in a rental arrangement. 

 

2.10.1 Special issues: Types of leases 
 

 Legally, a rental arrangement will be broadly similar to any other rental arrangement. So the relationship between the lessor and the lessee (tenant) will be 

the same in most cases. 

 

 However, since the concern of accounting is the “real economic” substance of the transaction (rather than mere legal form), accounting views leases 

differently depending on what they “really are” in substance. In accounting, there are two types of lease arrangements discussed in the following table. 

 
 Operating lease Finance Lease 

Definition 

 
 Any lease that is not a finance lease.  A lease that transfers to the lessee the risks and benefits relating to 

the asset being rented out as if the lessee were the owner. 

(See section 2.10.2 below.) 

 

Economic substance of the 

arrangement 
 Normal type of rental agreement. 

 

 

 A purchase (from lessee’s point of view) or sale (from the lessor’s 

point of view) of an asset under long-term deferred/borrowing terms. 

(See section 2.10.2 below on “fair value” test.) 

 

 It is as if the lessee bought the asset from the lessor by paying in 

long-term instalments through “rent”. This is no different to an 

ordinary “mortgage” when buying a house. 

 

Recognise –    

 Physical asset being 

rented 

 

 By the lessor as investment property asset.  By the lessee as PPE or investment property. 

 Discounted long-term 

receivable 

 

 Not applicable to either lessor or lessee.  Recognised by the lessor as non-current asset with the portion 

getting repaid within a year as current. 

 Discounted long-term 

payable 

 

 Recognised by the lessee as non-current liability with the portion 

getting repaid within a year as current. 

 Leasehold  

improvements as 

physical asset 

 

 Normally spent by the lessee. In which case, it shall recognise 

the leasehold improvement as asset (even if reimbursed by the 

lessor). 

 

 If lessor spent for it, then the lessor shall recognise the same 

instead.  

 

 Normally owned by the lessee. 

 Rent income and 

expense 
 Lessor records rent income when earned / received from the 

lessee. 

 

 No rent income or expense is recorded by either party since the 

transaction is not viewed as “rent” in the normal sense but as 

“buying/selling” of long-term asset by the parties. 

 

 

 

Inception (start) of the lease: 

This is the earlier of date of the lease agreement and the 

date of commitment by the parties to the principal 

provisions of the lease. 
 

At this point, the parties classify the lease as to whether 

it is operating or finance lease. 

 

In case of finance lease, this is the point in time where the 

“amounts” to be recognised at start of the lease are 

determined. 
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 Lessee records rent expense when incurred / paid to the lessor. 

 

 Interest revenue and 

expense 
 No rent interest revenue / expense is recorded by either party. 

 

 Lessor records interest income when earned / received from the 

lessee. 

 

 Lessee records interest expense when incurred / paid to the lessor. 

 

 Depreciation on the 

leased asset 
 This is recorded by the party that records the asset (see above).  

 

 The same goes to the depreciation on the leasehold improvement (see above) only that it shall be depreciated at the shorter of the useful life 

and lease term. 

 

.. 

. 
2.10.2 Special issues: When is a lease a finance lease? 
 

When is a lease a “finance” lease? 

 

 Since operating lease is only “residual” in nature – or anything else that is not a finance lease, the Club needs to assess whether the lease is a finance lease. 

 

 In accounting, we do this by asking a technical question: 

 

“Does the lease substantially transfer risks and rewards incidental to ownership to the lessee?” 

 

 In simpler (non-technical) terms, we want to know whether under the terms of the agreement, the lessee is effectively exposing itself to losses and gains 

arising from the asset being leased “as if” the lessee is the owner of the asset. 

 

 We answer this question by looking at some “indicators” or signs that are presented in the following table. The indicators in “yellow shade” are the “main” 

tests / indicators used in practice to conclude that the lease is a finance lease. All the rest are good indicators, too, that the Club can use. 

 
 

 Exposure to risk 
[potential losses, costs and cash outflows] 

Exposure to benefits 
[potential gains and cash inflows] 

I  

 

N  

 

D 

 

I 

 

C 

 

A 

 

T  

 

 The total “discounted” amount (i.e., present value) of what the lessee is 

required to pay during the term of lease is “almost equal” to what the 

lessee would have to pay if it buys a similar asset at the current price 

(“fair value”) on the same day it entered into the lease.10 

 

This is the “fair value” test.  

 

There is no specific “number” used to determine what “almost / substantially 

all” is, so judgement needs to be done.  

 

In some jurisdictions, they consider “substantially all” when the present 

value of the lease payments is at least 90% of the fair value of the asset at the 

start of the lease – so this came to be known as the “90% rule” test. 

 

 Legal ownership or title transfers to the lessee during / after the 

term of the lease. 

 

This is the “transfer of title” test. 

 

 Although there is no transfer of title, the lessee has the “right” 

to buy the asset at a very cheap price so that it is very likely that 

it will buy it.  

 

This is the “bargain purchase option” test. 

 

 The lease term covers a major part of the life of the asset so that 

after the term of the lease, the asset has very little or no more 

use. 

 

 
 

 

 

 

 

 

 

 
 

 

 

 

 

 

Technical note: 

 
What makes a lease agreement a finance lease is that the 

arrangement transfers substantially all the risks and rewards 

incidental to ownership depending on the substance of the 

transaction rather than the form of the contract. 

 

“Incidental to ownership” means the holder/user (not necessarily 

the owner) of the asset is exposed to risk of loss and benefits of 

income as if it owns the asset.  

 

 

 

 
 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

                                                                 
10  This test requires the lease payments to be discounted (see section 2.8.1.1 above for discussion of discounting). The difference between the “discounted” total payments and the “gross” payments (undiscounted) is nothing else but “interest” component of the lease agreement. This test 

actually emphasises the view that finance lease is nothing else but purchasing an asset on deferred terms like a mortgage of a house where interest and principal are both paid by the borrower periodically. In fact, the “lease” payments in a finance lease arrangement are for principal and 

interest for buying the asset under deferred terms. 
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 The lessee can cancel the agreement but will still be required to pay “all” 

future rents as agreed. 

 

 The leased asset has been “specially made” for the lessee such that it cannot 

be used by anyone else except the lessee. This is called a “specialised asset”. 

An example is a “special” machine used to manufacture a certain product that 

only the lessee is capable of manufacturing. 

 

 The lessee is responsible for any major repairs and maintenance due to major / 

extraordinary damages to the property. 

 

 

This is the “economic life” test.  

 

There is no specific “number” used to determine what “major part” 

is, so judgement needs to be done.  

 

In some jurisdictions, they consider “major” part in case the lease 

term is at least 75% of the asset’s estimated useful life – so this test 

came to be known as the “75% rule” test. 

 

 The lessee can extend the lease but at a much lower rent amount. 

This is called “bargain renewal option”. 

 

. 

 In general – if at least one of the main indicators (in yellow shade) is met, the lease is a finance lease. In particular, the “transfer of title” test is the strongest 

indicator. 

 

 Before the “assessment” can be performed, the lessor and lessee need to get information and data from different sources as these will affect some of the 

calculations (especially “fair value” and “economic life” tests). These information and data are called inputs and are discussed under section 2.10.3 below. 
 

If you need assistance in determining whether your lease if a finance lease or operating lease, please contact your Code accountant. 

 

.  
2.10.3 Special issues: What you need to account for the lease? 
 

“INPUTS” of measurement needed to account for the lease 

 

 The Club will normally require the certain information in order to properly classify and account for the lease arrangements. We may refer to this 

information is called “inputs” of measurements. Section 2.10.1 (3) of the Comprehensive Guide provides a much more detailed discussion on this topic. 

 

INPUTS What for? 
Used under – 

Operating Finance 

LEASE TERM 

 This is the number of years the rent agreement is in effect. 

 

 The period should be “non-cancellable”. See discussion under 

“Special notes” on the.  

 

 If there is any lease extension, exclude unless certain to be 

extended. 

 

. 

 You will need this to compare the term of the lease vs. 

the life of the asset when performing the “economic 

life” test (see section 2.10.2 above). 

 

 You will need this to compute the “equal” amount of 

rent income and expense on a straight-line basis under 

operating lease. 

 

 This is required to properly “discount” the lease 

payments under a finance lease. 

 

 This is required in determining how long the leased 

asset will be depreciated in the books of the lessee 

under a finance lease since the asset will be depreciated 

at the shorter of the lease term and the useful life of the 

asset [unless it is certain that title will transfer, in which 

case, the useful life of the leased asset is used instead]. 









 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 
Non-cancellable lease  

A non-cancellable lease is a lease that –  

 

 Can be cancelled only when a very unlikely event happens; 

or 

  

 Can be cancelled only with the permission of the lessor; or  

 

 Can be cancelled only if the lessee enters into a new lease 

with the same lessor; or 

 

 Can be cancelled only upon payment by the lessee of a 

penalty for cancelling that effectively assures the lessor of 

lease continuation. 
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MINIMUM LEASE PAYMENTS (MLP) 

 This is the total rental payments happening during the term of 

the lease.  

 

 This also includes all other payments that the lessee will 

make to the lessor including any payments for buying the 

asset at a reduced amount (bargain purchase option) and any 

payments for “scrap” value that is guaranteed by the lessee 

(guaranteed residual value). 

 

 This also includes lease incentives (depending on nature, see 

separate discussion under section 2.10.4 below). 

 

 

 The total MLP shall be “equally” spread over the lease 

term for operating lease using straight-line basis.  

 

 The total MLP shall be “discounted” to its present 

value which will be the basis in initially recording the 

“finance lease receivable” and “finance lease payable” 

in the FS of the lessor and lessee, respectively. 

 

 The lessee under a finance lease will record the leased 

asset and the finance lease payable at the lower of the 

fair value of the leased asset and the present value of 

the minimum lease payments.  

 

 









OTHER COSTS SPENT ON THE LEASED ASSET 

 This may include improvements and repairs & 
maintenance. 

 

 These shall be accounted for depending on their nature 

(i.e., if they are capitalisable improvements, these are 

accounted for as PPE; if they are regular upkeep costs, 

these are expensed as incurred). 

 









INITIAL DIRECT COSTS 

 These are additional costs paid when negotiating and 

arranging a lease and may include commissions, legal fees 

and internal costs. 

 

 See treatment in the following table. 

 

 

 

 

Treatment of initial direct costs: 

 

Incurred by –  
Incurred under – 

Operating lease Finance lease 

LESSOR 

 Added to the carrying amount of the leased 

asset of the lessor and recognised as an expense 

over the lease term on the same basis as the 

lease income. 

 

 Included in the initial measurement of the 

finance lease receivable (hence, this is included 

in the present value determination of the lease 

affecting the “implicit” discount rate). 

 

LESSEE 

 May be expensed as incurred or treated as 

prepaid expense which will be spread over the 

lease term (if substantial or material from 

commercial point of view). 

 

 Added to the amount recognised as a leased 

asset. 

 

As a matter of fact, aside from the effect of 

initial direct cost, the lessee under finance lease, 

will always record the same amount for the 

leased asset and finance lease payable. 

 

. 

. 

DISCOUNT RATES  

 These refer to the two rates used in lease measurements 

(finance lease only): 

 

 Interest rate “implicit” in the lease 

 

 Lessee’s incremental cost of borrowing 

 

 Discount rate is needed to determine the present value 

of the minimum lease payments required in performing 

the “fair value” test (see section 2.10.2 above). 

 

 

 

 









 

 

 

 

 

 



Tier 2 Racing Club Simplified Accounting Guide 2016     Originally issued 28 October 2015  55

 

What is it? When to recognise? How much? Special Notes 
Section 2.10.1 of the Comprehensive Guide for detailed discussion 

on these two items. 

 

 

FAIR VALUE OF THE LEASED ASSET 

 This is normally based on the current selling price of a similar 

asset (under same condition and location). 

 

 

 

 This is required in performing the “fair value” test (see 

section 2.10.1 above). 

 

 The lessee under a finance lease will record the leased 

asset and the finance lease payable at the lower of the 

fair value of the leased asset and the present value of 

the minimum lease payments. 

 









. 

. 
2.10.4 Special issues: Lease incentives 

 

Lease incentives 

 
 Lease incentives are usually granted by lessors to lessees as inducement (or “sweetener”) to convince the tenant to sign into the agreement. 

 

 Some of these include the following: 

 

- Up-front cash payment to the lessee 

- Reimbursements of the lessee’s costs like 
 Relocation costs 

 Leasehold improvements 

 Pre-termination charges paid by the lessee to end its current lease agreement with another lessor 

- “Rent-free periods” (also known as rent bonus) 

 
 All incentives for the agreement of a new or renewed operating lease are considered part of the minimum lease payments as discussed in section 

2.10.3 above. In summary, they are accounted for as follows: 

 

 Deduct the amount of lease incentives from the total lease payments to arrive at the “minimum lease payments” and will be the basis in calculating the 

periodic (monthly or annual) rental income and expense. 

 

 The lessee will record the payments made (and reimbursed by lessor) either as (1) expenses (including pre-termination expenses, relocation and minor 

refurbishing expenses) or (2) assets (leasehold improvements or major refurbishments and fit-outs) as appropriate. 
 

Assume that Club A rented a property out to Club B for $1,000 a month for the next 12 months. Club A also agreed to grant Club B 1-month rent-free period 

and to cover Club B’s relocation costs for $500. 

 

The monthly rent income and expense that Club A and Club B will recognise are computed as follows: 

 

Monthly rent  $     1,000 

Lease term x  12 

Total lease payments  $   12,000  

Less - Lease incentives:   

1-month free rent ($     1,000) 

Relocation cost reimbursement ($       500) 

Minimum lease payments [MLP]  $   10,500  
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Monthly rent [MLP / 12 months]  $       875  

  

Club A and Club B will record rent revenue and expense of $875 per month, respectively. Club B will still record the $500 as expense in its FS. 

. 

. 
2.10.5 Special issues: Illustrative examples of lease accounting 

 
Operating lease 

 
 In an operating lease, the minimum lease payment is spread-over the lease term on straight line basis. 

 

 Depreciation is claimed by the lessor over the leased asset over its economic useful life. 

 

 Initial direct costs are included in the asset cost and recognised as expense over the term of the lease. 

 

Assume the following example. 
 

The Club entered into an operating lease agreement with ABC Inc. under the following terms: 

 

1. The Club will put on lease for 5 years its newly acquired vacant lot across the race track for carparking purposes. 

 

2. The annual rental is $60,000 for the first three years and will increase by $20,000 for the 4th year and further increase by $35,000 for the 5th year. These are 

payable at the end of each lease-month. 

 

3. The Club spent legal fees and other directly attributable costs with respect to the execution of the lease agreement amounting to $5,000. 

 

4. The cost of the asset under lease $509,825.27 with an economic useful life of 15 years. 

 

5. The Club’s balance date is 31 July. 

 

6. During the year, $2,000 repairs and maintenance costs were spent by the Club for the upkeep of the leased asset.  

 

7. The parties committed to the terms of the lease on 1 August 2015, signed the agreement on 31 August 2015 and the tenant started using the property on 

1 September. The Club granted 3 month rent free incentive to the tenant for the first three months of the first year. 

 

Based on the foregoing, the Club will recognise the following in its financial statements ended 31 July 2016 with respect to the lease: 

 

 Rent income for the year calculated on a straight-line basis as follows: 

 

Total rent income:  

- years 1 – 3 ($60,000 per annum x 3) $180,000 

- year 4  ($60,000 + $20,000 increase) 80,000 

- year 5  ($80,000 year-4 level + $35,000 increase) 115,000 

Less: rent incentives (($60,000/12) x 3 months) (15,000) 

Minimum lease payments over the lease term $360,000 

Divide by 5 years 5 

Annual rent income on straight-line basis $72,000 

  

Note that the “inception of the lease” is 1 August 2015 even if the lease agreement is signed only on 31 August 2015 as the inception of the lease is the earlier of 

the lease commitment date and the signing date.  

 

Also, even if the tenant took possession of the property only on 1 September, the parties have already committed to the terms of the agreement on 1 August – this 
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is the date the right to use the asset is transferred to the lessee. 

 

Note as well that the lease incentive of $15,000 is deducted from the total lease payments to arrive at the minimum lease payments which will be spread-out 

equally over the lease term. 

 

 Depreciation expense on the leased asset (excluding initial direct costs) calculated on straight-line basis of $33,988.35 ($509,825.27 / 15 years = $33,988.35). 

 

 Initial direct costs included in the value of the leased asset spread-out over the lease term for $1,000 ($5,000 / 5 years = $1,000). 

 

 Repairs and maintenance expense shall be recorded as expense in FY 2016 for $2,000. 

 

 

 

Finance lease 

 
 In a finance lease, lessors and lessees initially measure the lease receivable and payable at the present (discounted) value of the minimum lease 

payments using the implicit rate of interest (or, in the lessee’s case, incremental cost of borrowing if the implicit rate of interest is not available). 

 

 Depreciation is claimed by the lessee over the leased asset over its economic useful life (unless title is not certain to transfer, in which case, the leased 

asset is depreciated over the shorter of the economic useful life and the lease term).  

 

 Initial direct costs are included in the asset cost and recognised as expense over the term of the lease. 
 

Assume the following example: 

 

The Club entered into a finance lease agreement with ABC Inc. under the following terms: 

 

1. The Club will put on lease for 15 years its newly acquired vacant lot across the race track for carparking purposes. 

 

2. The annual rental is $60,000 for the first ten years and will increase to $100,000 from years 11-15. These are payable at the end of each lease-month. 

 

3. The Club spent legal fees and other directly attributable costs with respect to the execution of the lease agreement amounting to $5,000. 

 

4. The cost of the asset under lease $509,825.27 with an economic useful life of 15 years with nil residual value. 

 

5. The Club’s balance date is 31 July. 

 

6. During the year, $2,000 repairs and maintenance costs were spent by the Club for the upkeep of the leased asset. Starting year 2, the tenant will be responsible 

for all repairs and maintenance. 

 

7. The parties committed to the terms of the lease and signed the agreement on 1 August 2015. 

 

8. The implicit rate of interest is 10%. 

 

Based on the foregoing, the Club will recognise the following in its financial statements ended 31 July 2016 with respect to the lease: 

 

 The Club (lessor) will derecognise the leased asset of $509,825.27 and recognise lease receivable and initial direct cost spent as follows: 

 

 

 (DR) Finance lease receivable     $514,825.27 

 (CR) Property, plant and equipment                 ($509,825.27) 

         Cash (for initial direct costs)                          ($5,000.00) 
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Note that no gain or loss is recognised as the PPE item is closed at its newly acquired value (hence, undepreciated as of lease date). 

 

 Rent income for the year amounts to $8,517.47 and interest revenue is $51,482.53.  

 

 (DR) Cash    $60,000.00 

 (CR) Finance lease receivable              ($8,517.47) 

         Interest revenue                    ($51,482.53) 

 

The above is based on the table of present value amortisation using the 10% implicit rate of interest as below: 

 

            
              

NB: Should you require assistance in your present value calculation, please get in touch with your Code accountants. 

 

Note that in a discounted cash flow calculation, the payment for each period is composed of two components:  

 

 interest and  

 repayment of the principal.  

 

At the early stage of the lease term most of the repayments relate to interest revenue and as the lease term progresses, the payments shift mostly to principal 

repayment and interest becomes a smaller portion. 

 

The implicit rate of interest of 10% is determined by interpolation (mathematical calculation) to identify the exact amount of interest rate which will cause all 

future lease repayments ($60,000 for first ten years and $100,000 for the next 5 years, or a total of $1,100,000) to be equal to the fair value of the asset 

($509,825.27) and the initial direct cost ($5,000) paid by the lessor. 

 

Note, though, that for simplicity, the cost of the newly acquired asset of $509,825.27 is assumed to be its fair value; in leasing out an existing asset, there may be 

need to determine its fair value first to work-out the required rate and repayments. 

 

 Repairs and maintenance expense shall be recorded as expense by the Club in FY 2016 for $2,000. 

 

 
Note: There are other types of lease arrangements (e.g., sale and leaseback, direct financing and trader-lease) which are not discussed in much detail in this Guide. Should you require assistance 

in your individual lease arrangements, please get in touch with your Code accountants. 
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2.11 LIABILITIES    
A liability is –  
 
 an obligation 
 that requires the entity 
 to settle to another entity/party at some future 

date 
 

 In general, liability is recognised when 
the legal obligation to pay arises and 
the amount of obligation can be 
determined. 

 

 A liability is measured at the amount 
agreed in the contract or at the “best 
estimate” of the obligation. 

 
See sections 2.11.1 and 2.11.2 below. 

Section 2.11.1 of the Comprehensive Guide provides a more 
technical definition of an accounting liability focusing on the 

following areas: 

 

 present obligation 

 past event giving rise to the obligation 

 outflow of economic benefit 

2.11.1 Special issues: Provisions, contingent liabilities and deferred revenue 

 
 A liability does not always arise from a direct contract with another entity where the amount and conditions are well identified. 

 

 Sometimes, the Club may not know exactly whether it will ultimately be liable for something or though sure of the obligation, it cannot know for certain the 
final amount to pay. We call these instances in accounting as events or transactions with “uncertainty” and may include the following: 

 

Type Certain whether to pay? 
Certain whether when to 

pay? 

Certain as to how 

much to pay? 
Accounting action 

Provision 

 

Yes No Yes Record a liability and disclose in the Note to the FS. 

 

Provisions are recognised since the liability is already certain although 

the Club may not know for certain when and how much. The amount 

recognised should represent best estimate. 

 

Contingent 

liability 

Contingent liability comes in two types:: 

 

 Obligation to pay may or may not happen depending on certain event(s) [that 

may or may not happen] beyond the control of the Club  although the amount 

may or may not be measured reliably; OR 

 

 Obligation to pay is certain but the amount cannot be measured / estimated 

reliably. 

 

Do not recognise; only disclose in the Notes to the FS. 

 

Note that a contingent liability is either certain in occurrence or amount 

is reasonably measurable but not both. 

 

If the obligation is certain as to occurrence and amount can be reliably 

measured, it is not contingent liability but a provision. 

Deferred 

revenue 

(advance 

receipt) 

 

Yes 

 

Usually the cash is already 

received for future delivery of 

goods and services, so 

obligation to pay is certain 

since performance is controlled 

by the Club. 

 

Yes 

 

When to pay is usually 

controlled by the Club or 

agreed by the parties, so 

no uncertainty as to 

timing. 

Yes 

 

Amount is per 

agreed terms. 

Recognise a liability then reverse to revenue as the performance 

obligation is satisfied. 

 

This concept also applies to obligations arising from non-exchange 

transactions where the assets received have conditions attached to them; 

initially a liability is recognised and subsequently reversed to revenue as 

the conditions are satisfied. 

. 

 
2.11.2 Special issues: General guidelines on “how much” to record an obligation 

 

In general, liabilities are recognised at the amount these are expected to be settled. 

 
 If the amounts are based on agreed terms, record at the amount agreed or specified in the contract. 

 If the terms of the obligations are long-term in nature, these are normally discounted at their present values using effective interest method. 

 With respect to provisions, these shall be recorded at their best estimate of the expenditure at the reporting date. These estimates will have to be reviewed 

regularly. 
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2.12 EXPENSES    
2.12.1 Special issues: Direct and indirect costs 

 
 Direct costs are those which can be traced directly to a specific significant activity. These costs form part of that activity whether it relates to an asset (like inventory and 

PPE) or other non-capitalisable item (like direct costs related to race meeting events). 

 

 Indirect costs relate to the overall costs of running the organisation and include staff time, office space and information technology costs. Indirect costs are allocated as 

overheads across all activities. 

 

 In general, to the extent possible, direct costs and expenses are presented in the FS to which activity or account they relate to. Where this is not possible, most indirect 

costs are allocated across different activities and accounts in the FS. 

 

 

2.12.3 General guidelines on expenditure recognition and measurement 

 
 
 The following table summarises general guidelines for expense recognition and measurement. 
. 

Type Timing of recognition Valuation 

Costs related to providing goods or services 

 Inventory sold 
 

 Record the expense when the goods are sold or 
distributed.  

 

 Record at the value of the 
inventory sold. 

 

 Inventory write-down or write-off 
 

 Record the expense when the current value of the 
inventory is less than the amount of the inventory in the 
statement of financial position (called carrying value).  

 

 Record at the difference between 
the current value and carrying 
value of the inventory. 

 

 Administration, overhead costs and 
other expenses 
 
Examples are rental, rates, power, 

phone, maintenance, IT costs, used 
supplies/stationery. 

 

 Record the expense when the cost is incurred. 
 

 Record at the amount paid / 
amount of expense incurred. 
 

Employee costs 

 Wages and salaries 
 Annual leave 
 Performance bonuses 
 Medical care 
 Housing 
 Free / subsidised goods and services 
 

 Record the expense as staff provide services and become 
entitled to wages and salaries and leave entitlements.  

 

 At the amount agreed by the Club 
and employees per employment 
agreement. 
 

 If other than salaries and wages, 
at the amount granted or paid to 
the employees (or volunteers). 
 

 
 Wages and salaries related to the 

production of inventory or other assets  
 

 Those “directly” involved in the production of goods (for 
example, those involved in the agricultural activities of the 
farm where it harvest goods for resale) – do not record as 
an expense – include in cost of inventory or asset.  
 

 Wages and salaries paid in advance 
 

 Record as an asset (prepayment) until the relevant 
services are provided.  
 

 Record the expense when the staff provide services.  
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 Bonuses  
 

 Record the expense when the employee is notified that 
the bonus has been granted.  

 

 Superannuation contributions  
 

 This category comprises the entity’s contribution to 
KiwiSaver or other superannuation schemes on behalf of 
staff. Amounts not yet paid over are recorded as liabilities.  
 

 Record the expense as staff provide services.  
 

 

 Honoraria  
 

 The payment of honoraria is usually discretionary so there 
is no obligation on the entity prior to payment.  
 

 Record the expense when the honoraria are paid.  
 

 

 Vouchers provided to volunteers (such 
as petrol vouchers)  

 

 Record the expense when the voucher is purchased.  
 

Grants, donations and fundraising expenses 

 Grants and donations made  
 

 Record the expense when the grant or donation has been 
approved and the recipient advised.  

 

 Record at the amount paid / 
amount of expense incurred. 

 

 Advertising costs, printing of 
fundraising materials, staff training  
 

 Record the expense when the advertising service is 
received or the other expense is incurred.  

 

 Amounts paid to third party fundraisers  
 

 Record the expense when it is incurred.  
 

Other expenses 

 Affiliation fees  
 

 Record the expense when the fees are due to be paid.  
 

 Record at the amount payable. 
 

 Interest expense 
 

This is the amount paid during the 
period which relates to borrowings. 

Includes any interest amount owing but 
not yet paid.  

 

 Record the expense as it is incurred during the period.  
 

 Record using the effective interest 
method. 

 

 Impairment charges  
 
This is the “change” in value of assets. 

 
 
 

 Record the expense when it is apparent that an asset is 
recorded at an amount that is greater than its net 
realisable value.  

 
The impairment expense is the amount by which the 
asset’s recorded amount is reduced.  
 
Impairment charges relate mostly to property, plant and 

equipment, inventory, and receivables (which become bad 
debts).  
 

 Record at the difference between 
the current value and net 
realisable value of the asset. 
 

 Depreciation  Record the expense at year end based on the established 
depreciation rate.  
 

 Record at the depreciation 
expense for the year as calculated 
using the depreciation rate. 
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 Loss on sale of an asset 
 

 
 
 

 Record the expense when control of the asset transfers to 
the new owner.  
 

 Record at the difference between 
the net book value of the asset 
sold and the selling price. 
 

 Other expenses 
 

 

 Record the expense as it is incurred during the period.  
 

 Record at the amount paid / 
amount of expense incurred. 
 

. 

. 
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2.13 RELATED PARTY (DISCLOSURES)    
 

2.13.1 Special issues: Definition and relevance of related party disclosures 

 
 Related party disclosures are those included in the Notes to the FS with respect to transactions with “related parties”.  

 

 Items disclosed include, in general, transactions, balances and other relevant information. 

 

 Transactions and balances with related parties are already  included in the FS (e.g., accounts receivables, accounts payable, loans and advances, lease liability, to name 

a few) – so, the “accounting policy” when and how much to record these should be generally be the same as with other transactions with other non-related (external) 

parties. 

 

 However, since –  

 

  it is a normal practice for most companies to give “special terms” to related parties; or 

 related parties “may influence” each other with respect to their dealings, contracts and  transactions  

 

information about such transactions often provide more meaningful information for readers of the FS. 

 

  The information include the potential for control and significant influence existing between the parties involved and how such control or significant influence may impact 

performance and the actual financial standing of the Club. 

 

 Therefore,” disclosure requirements” for related party transactions are put in place to demonstrate the need for such information in decision making and accountability.  

 

 

2.13.2 Special issues: Who are related parties? 
 

Section 2.13.1 of the Comprehensive Guide provides a broader discussion of who are considered related parties with illustrative examples. Please refer to that 

section of the Comprehensive Guide in determining who may be your related parties. In general, related parties of the Club include the following 
 

 Parties related through control  

 Entities controlled by the Club (subsidiary of the Club) 

 Entities that control the Club (parent company of the Club, if any) 

 Entities jointly-controlled by the Club (JV of the Club) 

 Entities jointly-control the Club (the Club is the JV, its joint venturers are the Club’s related parties) 

 

 Parties related through significant influence 

 Entities that the Club has “significant influence over” (associates of the Club) 

 Entities that exercises significant influence over the Club (investor of the Club that can influence the Club) 

 

 Individuals that controls or has significant influence over the Club  

 The individuals themselves  

 The close members of family of the individuals 

 

 Key management personnel of the Club  that controls or has significant influence over the Club  

 The KMPs themselves  

 The close members of family of the KMPs 

.  

 

 

 

 

 
 

 

 

 

 

 

 

 
 

 

 

 

 

 

 
 

 

 

 

 

 

 

 
 

Technical definition of related parties 

Parties to a transaction are considered to be related –  

 

 If one party  

 has the ability to 

 Control the other party; or 

 Exercise significant influence over the other 
party 

 Exercise joint / common control over the 

other party 

 in making financial and operating decisions. 

 

 

 
 

Key management personnel (KMPs) 
These include the following: 

 
 All directors or members of the governing body of the entity 

(regardless whether they are paid or not) 

 

 Other persons having the authority and responsibility for  

- planning 

- directing 

- controlling 
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2.13.3 Special issues: What should you disclose? 
 

The following is a complete listing of the required disclosures for the Club’s related parties: 
 

 With respect to related parties in general: 

 

 nature of the related party relationships  

 types of transactions that have occurred;  

 terms of the transactions  

 
 Additional with respect to KMPs: 

 

 total remuneration / salaries / other payments made to KMPs per class showing the description for each class 

 total amount of other remuneration paid to KMPs and close members of their family  (shown separately) – even if the terms are made on an arms-

length basis 
 for loans granted to or granted by KMPs and close members of their family (shown separately) – the following: 

 

 total amount advanced during the period 

 total amount repaid during the period 

 closing balances of loans and receivables 

 for close members of the KMP’s family – the relationship of such individual to the members of the senior management group and governing body 
.  

. 

the activities of the entity.  This includes –  

 

 member of the governing body  

 key advisors of the member of the governing body 

 member of senior management team (including the CEO 

or equivalent) 

 

Governing body may be the Club’s “board of directors” or 

“committee” members.   

 

 

 

 

 

“Arms-length-basis” 
Arms-length basis means agreeing on the terms of the 
transaction as if the parties are not related to each other. In 

short, the Club would charge the same fees, for example, to its 

related parties in the same way as it would charge another 

external party. 

 

The disclosure for related parties should still be made even if 

the Club transacted with the related parties at “arms-length” 
basis. 
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Section 3 – Special issues 
 
 
3.1 “AUDIT” OF THE FINANCIAL STATEMENTS 
 

What is “audit”? 
 

FS Audit is  
- a process  
- with the end view of providing “independent opinion” 
- about whether the FS complies with GAAP  
- and communicating the opinion to interested users 

 
Why “audit”? 
 
 There is a notable “demand” for reliable information from decision makers and interested parties. These information, 

mostly financial in nature, are available through reporting entity’s “FS”. 
 

 While information may be understandable at face value of the FS, it may not necessarily be –  
 

  free from “information risk” - which is the risk that information used by users may not be accurate (e.g., incomplete, 
erroneous, not necessarily compliant with GAAP as represented etc.). 
 

 free from management bias as to which and how information are presented in the FS. 
 

 So, users would like to be sure that the information they base their decisions on are free (to a reasonable extent) from 
information risk and management bias. 
 

 How do they do it? 
 

 They can do it by “individually” checking the information themselves from the reporting entity every time they need 
the information. This means they may potentially require more information than what is published in the FS to have 
the level of confidence that the information they are looking at are correct / accurate.  
 

 Alternatively, they may require the reporting entity to have its FS audited by an independent and qualified auditor 
who will practically do the work for them to ensure information risk is reduced to a reasonable level. In short, they 
can simply “rely” on the opinion of auditors. 

 
 The result of audit is to improve the quality of the FS by giving a “reasonable assurance” that management’s 

representations (that the FS complies with GAAP) is true in all material respects. 
 

 The primary clients (i.e., “beneficiaries”) of audit are: 
 

- Entity’s shareholders or members 
- Entity’s Board of Directors, Trustees or those charged with governance 
- Regulators which require financial information 
- (indirectly) Other entities interested in the entity 

 
FS Auditing vs Accounting 
 

 Accounting Auditing 

Main objective gathering, processing and 
reporting financial information and 
events which will eventually be 
reported through the FS 
 

providing opinion as to whether the FS 
complies with GAAP 
 
This is done by gathering and analysing 
evidence relating to the assertions made 
and forming an opinion based thereon. 
 

Source and basis of activity GAAP and management 
judgements. 

Follows the rules of GAAS (generally 
accepted auditing standards).  
 
This is demonstrated by gathering 
evidence, assessing these and using 
them to formulate a conclusion in the form 
of audit opinion. 

 

Focus of activity  
 
(Are they not all accountants talking 
about the same thing?) 

Accountants focus on the financial 
information in the FS to ensure that 
they comply with GAAP. 

Auditors focus on those statements made 
by management that the FS complies with 
GAAP. 
 
So, while most auditors are accountants, 
when performing audit, they come from a 
different perspective – focused primarily 
on assessing whether the FS (as 
represented) truly comply with GAAP. 

 

Nature of activity Constructive, judgemental (hence, 
prone to potential bias) 
 

Analytical, critical and investigative. 

Relationship –  Auditing has its principal roots, not in accounting which it reviews, but in 
logic on which it leans heavily for ideas and methods. 
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Who are the parties to an audit engagement? 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 The above diagram exemplifies the relationships at play and highlights the “role” of auditors and who are the 

beneficiaries (direct and indirect) of audit. 
 

 
 Red line means “contractual relationships”. This may exists –  

 
 between auditor and client (auditor’s customer); usually the clients are the ones requiring the audit. 
 between client and auditee 
 between other interest parties and auditee (either through lending, borrowings, regulations, customer-

supplier relationship and the like). 
 

 Blue broken line means “indirect” interest or relationship; there may not necessarily be a direct contractual 
relationship or dealings but, nonetheless, parties may be interested about the auditee and the result of the audit. 

 
 Green arrow means “deliverable” from auditor to the Client. In the above diagram, the auditor is required to 

deliver an “audit opinion”.  
 

Note again that even if the obligation to deliver the opinion is between the client and auditor, other parties may 
be interested, too – the auditee itself and other interested parties. 

 
 Pink dotted line means “procedures” performed by the auditor necessary for it to make the audit opinion. 

 

. 
 
What audit needs to be (main points of focus) –  
 

 Objective and independent  
 
 To form an opinion, auditors need to be “independent” : 
 

- from the FS being audited; 
- from the people and entities involved in the preparation of the FS;  
- from the people and entities involved in making decisions that impact the FS; 
- from the people and entities that has significant transactions with the entity that prepares the FS. 

 
 “Independence” means “unrelatedness” in simple terms; it also means “objective” or “unbiased” or “fair”. 

 
 Auditor independence extends to auditor’s spouse, family members, dependents, indirect relations and entities 

where he may have dealings with or financial interest in. If you are an auditor, you can’t audit something you 
own or owned by close members of your family. 

 
 Independence is two-fold: 

 
- Independence in “fact” – they actually need to be independent / unrelated / objective in all respects as to 

their dealings, relationships and interests over their audit clients and auditee. 
 

- Independence in “appearance” – they don’t only need to be independent in fact but also in appearance. 
They have to retain a position where their independence and objectivity will not be questioned. 

 

 Competent 
 
 Auditors are required to be technically competent in performing an audit. The focus areas are (at least) the 

following: 
 

- Technical competence on HOW they audit 
 
They need to be knowledgeable in performing their audit procedures not only in complying with GAAS but 
also by having the capacity to adjust and react to different situations affecting the audit. 
 

- Technical competence on WHAT they are auditing  
 
Needless to stress, as they are auditing the FS prepared in accordance with GAAP, they are expected to be 
knowledgeable about GAAP including the intricacies and relevant issues that may impact the FS. 
 

AUDITEE 
 

- The Club being audited 
- Management of the Club 

(CEO, officers, senior 
management) 

-  

CLIENTS 
 

- Members of the Club  

- Members of the Board 

AUDITOR 

Audit 
Opinion 

Other interested parties 
 

- Regulators 
- Creditors 
- Investors 
- Other interest parties 
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 When auditors require “specialised” practice area (for example, complicated financial instrument valuation, 
actuarial calculations on pensions, complicated tax issues and the likes) they usually get a competent 
practitioner to perform that area and rely on that expert’s work in forming a basis for their opinion. Of course, 
when relying on the work of an expert, auditors first ensure the expert is independent and competent. 

 
 Auditing practice (like accounting) is a regulated professional service in virtually all jurisdictions. They are 

members of professional organisations recognised worldwide that ensure “best practice” is applied in their 
activities. 

 
Memberships in these organisations usually require the professional to undergo continuing professional 
development so he remains abreast of developments in the industry and global best practice. This has two 
effects: 
 
-  it enables the auditor to get updated with how best to perform audit; and  
- it enables the auditor to better understand his clients and the entities he is auditing. 

 
Hence, auditors are normally required to have current professional licenses not only as accountants but also as 
auditors (which is a specialised professional practice for accountants). 

 

 Ethical 
 

 Professional practitioners are governed by often high and demanding professional ethical standards requiring 
them, among others, to remain competent, exercise due care, maintain impartiality and safeguard the interest of 
the public with respect to financial information. 
 

 When an audit is performed, it is expected that the audit procedures and processes are performed at the highest 
level of standard. This is to ensure that the needs of the clients and other interest parties are met and satisfied. 

 

. 

 
 
3.2 IPSAS FOR PBE; IFRS FOR FPE – WHY THE DIFFERENT FRAMEWORK? 

 
There used to be one set of accounting standards applicable for all entities. However, as the activities of entities changed 
(along with more complicated financial transactions that entities engage in), users and preparers of FS realised that profit-
oriented reporting standards may not broadly be appropriate or applicable to entities which focus on certain activities that 
are not profit-oriented. 
 
Moreover, in order to better capture the new landscape of public finance and government accounting (i.e., more 
involvement by government entities in the global and local markets and economies) that resulted from the global financial 
crisis in 2008, there have been a stronger demand for financial information that better capture the transactions of public 
sector entities in light of the new activities they have been heavily involved in. 
 
Entities not primarily engaged in profit-oriented transactions and activities are collectively called “public benefit entities” 
(PBE) which include:  
 
 Public sectors (governments, government departments, local authorities)  
 Other not-for-profit entities (NFP) (international organisations, charities, societies and fellowships) 

 
On this basis, a better-suited standards framework have been conceptualised and designed from an international level – 
through the International Public Sector Accounting Standards Board (IPSASB) – through the issuance of IPSAS. At the on-
set the IFRS equivalents have been taken-up “unmodified” as part of the transition to new sets of accounting standards for 
such entities. 
 
The approach was to use existing IFRS guidelines for transactions of similar nature and impact between PBEs and for-profit 
entities (FPE). Thereafter, the focus shifts to the peculiarities of transactions that PBEs are engaged in which FPEs would 
normally not be involved in. Few of the key areas are the following: 
 
 Service concession arrangements for grantors (usually public sectors) 

 
 Revenues from non-exchange transactions (it was noted that majority of the inflows of PBEs are non-exchange 

revenues; the revenue recognition is significantly different, conceptually, from the revenue recognition applicable to 
exchange transactions (which FPEs use). 
 

 Impairment of non-cash generating assets (PBEs normally have non-cash-generating assets, the assessment of 
impairment for these items are quite different with how applied to cash-generating assets where the focus is the 
discounted cash flows from the continued use and holding of the asset). 
 

 More straightforward related party disclosure requirements are set-up for PBEs and NFPs with special focus on 
transactions with those charged with governance and key management personnel. Incidentally, NFPs have a more 
stringent disclosure requirement than PBEs owing to the nature of their activities and the increasing need to include in 
financial reporting the concept of stewardship and transparency. 

 
While initially intended for PBEs, IPSAS has been found more suitable for NFPs than IFRS as most inflows are public 
benefit in nature and they usually involve transactions undertaken without the controlling motive of earning a profit. 
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3.3 FAIR VALUE 
 

Fair value is the price that would be received to sell an asset, or paid to transfer a liability, in an orderly transaction between 
market participants at the measurement date. 
 
Fair value reflects the perspective of market participants and reflects the following factors: 
 

 estimates of future cash flows; 
 
 possible variations in the estimated amount and timing of future cash flows for the asset or the liability being 

measured, caused by the uncertainty inherent in the cash flows’; 
 
 the time value of money; 
 
 the price for bearing the uncertainty inherent in the cash flows (i.e., a risk premium or risk discount); 
 
 other factors, such as liquidity, that market participants would take into account in the circumstances; 
 
 own credit risk of borrowers; 

 
Fair value is therefore “market” value – or the current selling price of items in the market. 
 
Because fair value is determined from the perspective of market participants, instead of the perspective of the entity, it is 
considered an “independent measure”. 
 
The main challenge about fair value measurement is how to determine the fair value. 
 
 If there is an active market, fair value is the selling price as “quoted” in that active market. 

 
 If there is no active market, valuation techniques (sometimes including the use of cash-flow-based measurements) 

may be used to estimate that fair value. These may be impacted by the following 
 

 Estimation process may be costly and complex 
 Input into the process may be subjective and difficult to verify 
 If the item is specialised, there may be less market data available for the item being valued. 

 
Fair value calculations are applied under the following circumstances: 
 
 Revaluation model of PPE, intangible asset and investment properties 
 Classifying financial assets and liabilities at fair value through profit or loss or fair value through other comprehensive 

revenue. 
 Adjusting foreign-currency denominated monetary assets using the spot rate at reporting date. 
 Carrying certain financial assets and liabilities at amortised costs using effective interest rate method at the prevailing 

interest rate. 
 Carrying derivative instruments. 
 Carrying available for sale investments in subsidiaries. 
 Carrying agricultural assets and produce at their current market price at each reporting date. 

 
In considering whether to use historical or fair value, the first consideration is whether the item can best be valued at either 
model – a derivative, for example, can only be valued using fair value model as it is impossible to carry the same at its 
costs. The fact that fair value is difficult to obtain (or unobtainable without exerting reasonable effort in certain 
circumstances) is not a ground in itself that fair value cannot be used even if the same is the best and only reasonable way 
to measure the underlying item. Entities which carry their financial instruments at cost, for example, have already been 
required recently to disclose the fair value of such items in the Notes to the FS. 
 
When both measurement bases may be used, entities shall assess whether choosing one over the other may provide more 
relevant and reliable financial information to users. Note though, that even if the items are carried at cost, most standards 
require periodic impairment assessment of asset; this exercise involves consideration of “inputs” to determine recoverable 
/ realisable amount of such asset; these inputs, however (and to a great extent) are the very same inputs used in most fair 
value techniques; hence, entities may need to consider whether choosing the historical cost model solely on the ground of 
expedience may not altogether be beneficial as it will still be required to perform impairment testing, anyway. 
 
Lastly, while entities usually conclude that most fair values approximate the carrying amount of the items in the FS, such 
conclusion may be challenged requiring the entity to obtain a reasonable basis for the conclusion made. This may result to 
the entity acquiring information it would have otherwise obtained had the items been carried at fair value at the onset. 
 
 

3.4 PRESENT VALUE CONCEPTS 
 

This section intends to provide a high-level discussion on the concept of present value. Actual present value calculation 
using present value factors are not discussed. If the Club requires assistance in this respect, please contact your Code 
accountant. 
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Whence comes “present value” concept? 
 
The time value of money 
At the center of present value calculation is the concept of the “time value of money” (TVM) which compares two values for 
the same amount of cash: 
 

 Present value = value today 

 Future value   = value tomorrow 
 
TVM concept holds that money has the capacity to earn and increase in value; so, the sooner money is held by an entity, 
the more increase in value it enjoys from the money. The later (more delayed) it holds the money, the further delayed it 
enjoys the benefits. 
 
So, money has more worth if held NOW that in the future. This means that a $1,000 today is worth more than $1,000 five 
years from now since the $1,000 bill when received at present may be invested or used for some other earning activity.  
 
Since money has an inherent “earning capacity” – the sooner you hold it, the more benefit you get; the later you hold it, the 
less benefit you get. Time value of money, therefore, means that as time passes by, the earning capacity of money 
decreases – this relationship between (a) the passage of time and (b) the earning capacity of money gave rise to the name 
“time value”. 
 
The essence of discounting 
Since money today has greater earning capacity than money tomorrow, there must be a way to view the same amount of 
money regardless when the money flows but without disregarding their time value (or value in relation to the passage of 
time). 
 
In short, since $1,000 today is not the same with $1,000 tomorrow with respect to their earning capacity, there must be a 
way to view $1,000 regardless when that is held without disregarding their earning capacity. 
 
The process of removing the earning capacity of money in the future due to passage of time is called discounting. It 
technically converts the future value of money to its earning capacity today. 
 
The longer the length of time it takes to hold the money, the greater the “discount” (or reduction in the earning capacity); the 
closer the “timing” of receiving the money to the present day, the smaller the discount until the discount becomes zero. And 
it only becomes zero at the present time. This is the reason why cash is not discounted as it represents money held at the 
present time. 
 
Discounting vs inflating 
Discounting is concerned with the “earning capacity of money” while inflation relates to “purchasing power of money.” 
 
Earning capacity means what can be done with the money you have. Discounting is a factor of the strength (earning 
capacity) of money in relation to change in time. 
 
Purchasing power of money, on the other hand, is concerned with “how much you can buy with the money that you have”. 
Inflation is a factor of the strength (purchasing power) of money in relation to changes in the prices of commodities. 
 
Present value is not concerned with inflation but only with the time value of money. In practice, when entities budget for a 
long period of time – the value of cash required in the far future are both discounted (to account for the time value of 
money) and inflated (to account for the purchasing power of money). 
 
What is “present value” then? 
 
Present value is the value of a certain sum of money in the future “discounted” at the appropriate rate of rate of interest and 
number of periods (term). 
 
To illustrate the concept, assume the following example: 
 

XYZ currently holds $1,000 of cash in its bank account which it does not expect to use until after 5 years. He has two options with the 
cash: 
 
(1) Accept an offer from the bank which promises to pay him interest of 12% per annum for the next 5 years if it deposits $1,000 

today. 
(2) Keep the cash in its vault for the next 5 years to ensure it is available when needed after 5 years – or any time before that. 

 
Analysis – Option 1 
If XYZ decides to invest the $1,000 with the bank, it shall earn total interest of $600 ($1,000 x 5 x 12% =$600); hence, in absolute 
amount, in 5 years’ time, XYZ will have cash of $1,600 calculated as follows: 
 

Period 
      Inflow / 

(outflow) 
$ 

Total Cash 
held 

$ 
Today - $1,000 

Investment date (today) (1,000) - 

End of year 1 [interest: (1,000 x 12%)] 120 120 

End of year 2 [interest: (1,000 x 12%)] 120 240 

End of year 3 [interest: (1,000 x 12%)] 120 360 

End of year 4 [interest: (1,000 x 12%)]  120 480 

End of year 5 [interest: (1,000 x 12%)] 120 600 

Maturity (end of year 5)  1,000 1,600 
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Leaving out discounting, we can say that $1,000 is the present value and $1,600 is the future value. 
 
The above situation may be expressed in two ways with the same meaning: 
 

 The future value of $1,000 “today” invested at 12% for 5 years is $1,600 5 years from now. 

 The present value of $1,600 “in 5 year time” invested at 12% today is $1,000. 
 
 The difference between the present value of $1,000 and the future value of $1,600 is the amount of interest. Hence, on a high-

level, present value is the amount of money “excluding” the earning capacity or interest income. 
 
 Interest is simply a resultant of three elements: (1) principal of $1,000, (2) time of 5 years and (3) rate of 12% [$1,000 x 5 x 

12% = $600].  
 
 Future value is the sum of present value and interest [$1,000 + $600 = $1,600] 
 
 Therefore, if the future value is known, provided the interest can be determined, one can easily calculate present value by: 

“Future value – interest” [$1,600 - $600]. 
 
 
Analysis – Option 2 
 
But what if the investment option is not accepted? 
 
The answer will be drastically different since if XYZ “foregoes” the offer of investment, it also effectively forgoes of the “earning 
capacity” of that $1,000 today; hence, if it open its vaults in 5 year time to access the physical $1,000 bill, it has lost its capacity to 
earn for the past 5 years. 
 
 But since it is inherent in a currency (under normal circumstances) to “earn” value even if it were in the vault, the physical $1,000 

bill may be viewed as the result of “another” amount 5 years ago that increased its value to $1,000.  
 
 Impliedly, this means that the value left in the vault 5 years ago is something of “lower value”. That lower value is the “present 

value” of the physical $1,000 bill 5 years from today. 
 
 The question now is – what is the present value of that $1,000 in 5 years’ time? Or, what is the present value of $1,000 in year 5 

invested in year 1?  
 
 To answer the question, we will have to introduce the “concept” of discounting. Let us assign a rate (leaving present value factor 

calculation for now) of 12% - which is the “market” rate as of investment date. The value of the physical $1,000 in year 5 when it 
was left in the vault 5 years ago using 12% is $625.00 per below 

  

Period 
      Inflow / 

(outflow) 
$ 

Total Cash 
held 

$ 
Start (period 0) - $625 

Investment date (today) (625) - 

End of year 1 [interest: (625 x 12%)] 75 75 

End of year 2 [interest: (625 x 12%)] 75 150 

End of year 3 [interest: (625 x 12%)] 75 225 

End of year 4 [interest: (625 x 12%)] 75 300 

End of year 5 [interest: (625 x 12%)] 75 375 

Maturity (end of year 5)  625 1,000 

 
So what’s the difference? 
 
Note that if the money was not invested at market rate of 12% today, the “real” value of that $1,000 is only $625 today; said 
differently, the “future value” of $625 today invested at 12% for 5 years is $1,000. 
 
So the difference is under Option 1, $1,000 is the present value and $1,600 is the future value whereas under Option 2, $1,000 is the 
future value and $625 is the present value.  
 
One is not necessarily better or worse than other – the decision to invest or not depends on management, the present value 
discounting simply follows the “economics” of the decision made.  
 
Needless to say, investing the $1,000 to another entity for no interest (or below market rate of 12%) for 5 years will have the same 
meaning and effect as Option 2. So if the Club lends money today for no interest, the amount loaned out will be discounted to its 
present value. The difference between the amount loaned out (face value / principal) and the present value is recorded as loss on 
investment date and recovered as interest during the term of the loan. 
 
 

.  
Common challenges 

 
The main challenge in discounting is determining the appropriate rate of interest to use. So the question that will be 
considered is – what is the rate that will cause today’s money to earn interest so that the sum of interest and principal after 
the desired number of periods will be equal to the desired amount in the future? 
 
The best reference in most cases are bank reference rates – i.e., what would a bank offer as interest rate if a certain sum of 
money is invested today for a certain period of time. But the banks don’t keep the rates forever; hence, there may be cases 
when requesting for “prevailing” / “market” rates 6 months or 1 year ago may not be possible. 
 
Therefore, in concluding a loan deal, it is best practice to obtain relevant interest rates on the date the loan was concluded. 
Normally, bank rates are treated as “benchmark” rates and used as basis in charging the borrower.  
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More technical calculations 
 
The complexity of present value calculation increases as less variables are available for analysis; this will be particularly 
challenging when preparing FS and the fair values of certain items require to be measured or disclosed; note that most fair 
value calculations may impact reported profit; hence, it is best to identify relevant inputs for calculation at the onset. 
 
Should you require further assistance in your present value calculations, please contact your Code accountant. 
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FAQs 
 
 
(a) What are the general objectives of a general purpose financial reports [GPFR] or financial statements [FS]? 

 
The objective of a GPFR/FS is to provide “true and fair view” financial information about the Club that is useful for decision-
making and accountability. Decision-makers may include investors, creditors, employees, members, customers, regulators, 
government and other parties that have interest (financial or otherwise) in the Club. 

 
 
(b) What are the financial information usually contained in an FS (components of an FS)? 
 

An FS usually includes the following information about the Club: 
 

(a) Financial position presented in the “Statement of financial position” (traditionally called “balance sheet”) 
showing the resources controlled by the Club and claims against such resources. 
 

(b) Financial performance presented in the “Statement of comprehensive revenue and expense” (traditionally 
called “income statement and other comprehensive income” or “profit and loss”) showing the changes in the 
resources of the Club and in the claims against such resources in the form of inflows and outflows. 
 

(c) Cash flows showing the movements in and the actual cash position of the Club at a given period. 
 

(d) Note disclosures and other information intended to make the statements above more understandable to 
users. 

 
 

(c) What are the elements of an FS? 
 
FS portray the financial effects of transactions and other events affecting the Club by grouping them into broad classes 
according to their economic characteristics. These broad classes are termed the elements of financial statements and are 
grouped into two: 

 
(a) Those that directly relate to the measurement of the Club’s financial position 

Assets  
 

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

Liabilities present obligation of the Club arising from past events, the settlement of which is expected to result 
in an outflow from the Club of resources embodying economic benefits/service potential 
 

Equity residual interest in the assets of the entity after deducting all its liabilities 

(b) Those that directly relate to the measurement of the Club’s financial performance 

Revenue 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 owners of the Club 
 

Expense 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 
contributions from owners of the Club 

 
 

(d) What does “recognition” mean for financial reporting? 
 
Recognition is the process of incorporating in the FS, by monetary amount, an item that: 

 
 meets the definition of an element (as above) and  
 satisfies the criteria for recognition.  
 
Items that meet the definition and satisfy the criteria should be included in the statements of financial position and 
performance – mere disclosure of the transaction by explanatory material or notes is not sufficient.  
 
If an item meets either the definition (essential characteristic) or the criteria – note disclosure often provides useful 
information about such item. 

 
 
(e) What are the criteria for recognition? 

 
In order to qualify for recognition, a transaction and event shall meet the following criteria: 
 
(a) it is probable that any future economic benefit associated with the item will flow to or from the Club; and 
(b) the item has a cost or value that is reliably measurable 

 
 

(f) When is an item probable? 
 
In general, the flow of economic benefits is probable when it is highly likely than not to occur (or when there is negligible 
and highly remote uncertainty that the flow will not occur). Probable is not absolute but only reasonable certainty. 
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(g) What does “reliably measurable” mean for financial reporting? 

 
Reliable measurement means that amount of the transaction or event can be verified or reasonably estimated based on 
facts and circumstances surrounding the transaction or event. Often, a reference to similar situations may provide a good 
basis to estimate value (e.g., by reference to current market price). 
 
 

(h) What if neither / either criterion is met? 
 
If only one of the criteria is met, note disclosure may provide useful information to users. 
 
If neither criterion is met, there may be no need to disclose but judgement may need to be exercised. 
 
 

(i) What does “presentation and disclosure” mean for financial reporting? 
 
This simply relates to “how” elements are presented in the statements of financial position, performance, changes in equity, 
cash flows and note disclosures. This also covers what relevant information needs to be included by the Club in its notes to 
the FS. 
 
 

(j) Should “everything” be disclosed? 
 
The Club need only to disclose items that are relevant and faithfully represent transactions and events that affect it. Part of 
the characteristic of “relevance” is the concept of materiality – hence, the Club need only to disclose items that are 
material. 
 
 

(k) What is materiality in financial reporting? 
 
An item, transaction or event is considered material if the omission (or misstatement) thereof will affect / change / influence 
decision making.  
 
It is entity-specific based on the nature or magnitude, or both, of the items to which the information relates in the context of 
an individual entity’s financial report. Consequently, there is no specified basis setting a uniform quantitative threshold for 
materiality or predetermined “rule-of-the- thumb” guideline on what could be material in a particular situation 
 
While professional judgement is applied in these situations, it is best practice to discuss materiality threshold with the Club’s 
auditors. 
 
 

(l) What are the qualities of a “useful” FS? 
 
In general, an FS is considered useful it is prepared and presented under certain mode or fashion that allows for “general-
purpose-view”. While financial reports may be prepared for management / internal use, an FS is usually one that is 
designed for a wide-range of users. To be considered “useful” – an FS usually contains the following fundamental 
characteristics:  
 

(a) Relevance – the capacity of an information to affect decisions. 
 

(b) Faithful representation – the information represents what it purports to represent by being complete, 
neutral and free from error. 

 
The Club may also consider the following enhancing characteristics that improve the quality of financial information: 
 

(a) Comparability – the ability of an information to be understood and identified as to their similarities and 
differences. Hence, similar items should be treated in similar fashion and vice versa. This may include intra-
comparability for similar items within the Club (consistency) and inter-comparability (e.g., how entities within 
the same industry treat a similar transaction / event). 
  

(b) Verifiability – this means that different knowledgeable and independent observers could reach consensus 
about a particular depiction is a faithful representation of the item depicted. 
 

(c) Timeliness – means having information available to decision-makers in time to be capable of influencing 
their decisions. 
 

(d) Understandability – classifying, characterising and presenting information clearly and concisely makes it 
understandable. Excluding some items may make presentation of financial information more 
understandable but such exclusion will render the information incomplete and potentially misleading. Hence, 
a balance should be made with respect to these. 
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(m) Does the Club need to prepare an FS? 
 
The Club may need to assess the basis for preparing an GPFR/FS which can source from various instances including but 
not limited to the following: 
 

(a) Legislative requirements 
 
- these relate to those required by laws affecting the Club which may include the Financial Markets 

Conduct Act 2013, Financial Reporting Act 1993 and the Racing Act 2003  
 

(b) Regulatory requirements 
 

- these may relate to requirements from governmental / local / quasi-governmental organisations in the 
exercise of their regulatory and administrative roles rather than from a provision of a specific legislation 
governing the conduct of the Club itself. A good example of this is when the Club receives certain 
capital grants from these organisations which require an FS prior to approval of the grant. 

 
(c) Contractual agreements 

 
- these may include those agreements entered into by the Club with other entities like borrowing / lending 

agreements with banks and other organisations as creditors usually are interested in the financial 
information of the Club. 

- agreements to receive certain sponsorships or grants and donations may also require an FS to ensure 
grants are spent as agreed. 

- certain agreements to jointly operate / manage assets, events or an entity usually require the parties to 
prepare FS to assess the overall performance of the joint venture. 

 
(d) Internal requirements 

 
- usually the Club’s constitution and / or by-laws require the management of the Club to prepare an FS. 

This is usually designed for the members and shareholders of the Club including those charged with 
governance. 

 
Based on the foregoing, the Club should assess where the requirement to prepare FS arises to ensure it does not breach 
such requirements. If no such requirement exists, the Club may need to exercise judgement whether preparing an FS may 
satisfy interested user’s need for financial information. 
 
 

(n) What is GAAP? 
 
Generally accepted accounting practice (GAAP) is a framework or body of accounting principles, concepts and practices 
that govern the preparation, presentation and treatment of the elements forming part of the financial statements. The body 
of such framework comes in the form of accounting standards. 
 
Under the Financial Reporting Act 2013, GAAP refers to those financial reporting standards issued by the External 
Reporting Board (XRB). 
 
 

(o) Who is the XRB? 
 
The XRB is tasked to prepare, improve and issue financial reporting standards and auditing and assurance standards in 
New Zealand in accordance with Part 2 of the Financial Reporting Act 2013. The XRB defines and determines what is 
considered GAAP in New Zealand. Hence, any legislation that refers to “GAAP” ultimately refers to the financial reporting 
standards issued and updated from time-to-time by the XRB and which constituents are required to apply to conclude it is 
compliant with the “GAAP” requirements in their financial reporting. 
 
 

(p) What are the general objectives of accounting standards? 
 
Financial reporting / accounting standards are formalised / codified guidelines and principles used as basis to prepare 
financial statements intended for general purpose financial reporting. 
 
 

(q) What set of accounting standards should be applied by the Club? 
 
In 2012, the XRB issued a “new” accounting standards framework tailored to provide specific suite of accounting standards 
applicable to a grouping of constituents / reporting entities required or opt to prepare GPFR. 
 
The grouping is a multi-sector, multi-tiered set-up depending on the nature and objectives of the reporting entity. In order to 
determine which suite of accounting standards apply to the Club, it needs to determine what sector and what tier it belongs 
to. 
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(r) What is a “sector” for financial reporting purposes? 
 
Sectoral grouping of reporting entities is based on the core objectives of the entity which is the main driver of the types 
of activities it conducts / engages in and the manner of treating those activities. Sectoral grouping determines which suite of 
accounting standards shall apply to the reporting entity. 
 
Naturally, if there are different objectives in conducting a similar activity, the manner of reporting the activity and the results 
of it would ideally differ in order to provide a faithful representation of that activity consistent with the intended goal of the 
entity. Earning income through conduct of an activity, for example, may differ in reporting terms if the objective was geared 
towards earning a profit or promoting cultural consciousness, for example.  
 
The new financial reporting framework has two sectoral groupings (sectors): 
 

(a) For-profit-entities (FPEs)  
 

– entities primarily set-up/engaged in earning profit; narrowly, these are entities which are not PBEs 
 

(b) Public benefit entities (PBEs)  
 

– entities whose primary objective is to provide goods or services for community or social benefit and where any 
equity has been provided with a view to supporting that primary objective rather than for a financial return to equity 
holders. 
 

– PBEs are further classified into: 
 

 Public sector (PS) PBEs – public  entities as defined in the Public Audit Act 2001, and all Offices of 
Parliament 
 

 Not-for-profit (NFP) PBEs – PBEs other than public sector PBEs. 
 
The Club needs to assess which sector it belongs to (but very likely NFP PBE) depending on its core objectives. 
 
 

(s) What are the available suites of financial reporting standards? 
 
There are two GAAP accounting standard frameworks in place in New Zealand: 
 

(a) Standards for FPEs [FPE Standards] 
 

(b) Standards for PBEs [PBE Standards, those applicable to PS PBEs are broadly similar to NFP PBEs] 
 
 

(t) What is a “tier” for financial reporting purposes? 
 
Tier-grouping determines the “manner” a reporting entity applies the suite of financial reporting standards applicable to it 
depending on its sectoral grouping. This means that once the appropriate suite of standards is identified depending on 
“sector” – the entity shall determine its tier category to determine the extent of application of the standards (i.e., full set, with 
concessions, simplified accrual, etc.). 
 
The new financial reporting framework has 4 tier categories (applicable to each sectoral type): 
 

(a) Tier 1 
– entities with public accountability; OR 
– large (expenses > $30 million) 
 

(b) Tier 2 
– entities without public accountability; and 
– not-large / medium (expenses between$30 million and $2 million) & that elects to report as Tier 2 
 

(c) Tier 3 
– entities without public accountability; and 
– small (expenses ≤ $2 million) & that elects to report as Tier 3 
 

(d) Tier 4 
– entities without public accountability; and 
– micro (expenses < $125,000) & that is allowed by legislation / constitution to report as Tier 4  
 
 

(u) Depending on the sector and tier, which suite of the accounting standards should the Club apply? 
 
The table below summarises the applicable reporting standards depending on the sector and tier suitable to the Club: 
 

Sector 
Tier 1 Tier 2 Tier 3 Tier 4* Effective date 

Applicable Standard 

For-profit Full IFRS IFRS RDR These two tiers are transitory tiers only 
and will be phased out eventually. 

on or after 1 
December 2012 
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(early adoption 
permitted on 
certain standards) 
 

Public benefit Full PBE 
Standards 

PBE Standards 
RDR 

PBE Simple format 
reporting - Accrual 
accounting 

PBE Simple format 
reporting - Cash 
accounting 
[non-GAAP] 
 

on or after 1 April 
2015 (early 
adoption permitted) 

 
*  As Tier 4 is basically cash-basis of accounting, financial reports prepared on cash-basis is not GAAP FS. In this case, the entity shall 

assess if it is allowed by existing legislation or other reporting requirements to prepare and issue non-GAAP FS. 

 
 

(v) Should the Club apply the full set of standards that are applicable to it? 
 
This depends on the tier category of the Club. If it falls under Tier 1, it shall apply the full standards with respect to 
recognition, measurement, presentation and disclosure requirements. 
 
If the Club qualifies and elects for Tier 2, it shall apply the full standards with respect to recognition, measurement and 
presentation; however, it has available disclosure concessions in certain standards. This is called “Reduced Disclosure 
Regime” (RDR). 
 
If the Club qualifies and elects for Tier 3, it shall apply a separate standard (PBE SFR – Accrual) suited for its size which is 
generally accrual-based accounting. In addition to disclosure concessions, Tier 3 entities have measurement (but not 
recognition) concessions specifically with respect to fair value reporting and determination. Note, however, that in case a 
transaction / event / item is not covered by PBE SFR – Accrual, the entity shall refer to applicable Tier 1 or 2 standards and 
the conceptual framework. 
 
If the Club qualifies and is allowed to report as Tier 4, it shall apply a separate standard (PBE SFR – Cash basis) suited for 
its size which is generally cash-based accounting. This is non-GAAP guideline and Club should first assess if it can apply 
Tier 4 reporting. 
 
 

(w) Whose FS shall be prepared? (Reporting entity concept) 
 
The FS shall be prepared for the Club as a single economic unit / entity to include its financial dealings and transactions. It 
does not include financial dealings of the members or officers and management of the Club in their personal capacity (i.e., 
those transactions they enter into without the involvement of the Club in any way); the Club’s FS, however, should include 
its transactions with its members, officers and management in the same way it includes transactions with other external 
parties. 
 
For purposes of financial reporting, however, the FS shall be for the “economic entity” which includes any entities controlled 
by the Club through ownership of shares / equity interest. 
 
 

(x) What if the Club has ownership interest (evidenced by shareholdings or other contractual arrangements) in 
another entity – should it include these in its FS? 
 
The Club may hold shares in (or enter into contractual arrangements with respect to) another entity for various reasons 
which may include: 
 

(a) setting-up a continuing involvement in the affairs (financial and operating) of the investee to maximise returns on its 
investment 

(b) accumulation of wealth or maximisation of returns through the increase in the value of the shares or trading without 
necessarily being involved in the affairs of the investee 

 
In carrying out its investment objectives, the Club may also consider the “extent” / degree of relationship interest it will hold 
with the investee; the Club may do this in various ways including increasing/decreasing the number of shareholdings or by 
setting up contractual arrangements to exercise its influence or maximise returns. 
 
The accounting treatment of the investment in equity in the Club’s FS shall depend both on the intention in holding the 
investment and the degree / extent of its relationship interest in the investee. 
 
If the Club invests with the intention of setting-up a continuing involvement in the affairs of the investee, the Club, in 
general, needs to include the financial information of the investee companies (usually by adjusting the original acquisition 
cost of the investment) to the extent of its involvement which may be demonstrated in at least three possible scenarios: 
 

(d) Through control – the Club exercises power to govern and direct the financial and operating affairs of the investee 
(almost but not necessarily unilateral in scope); this is demonstrated by having a majority (50% +1 as rule of the 
thumb) interest in the investee. This is called “investment in subsidiary.”  

 
This has to be taken-up 100% in the Club’s FS through a process called “consolidation” which will result to 
consolidated FS of the Club and its subsidiaries (collectively, the group or economic entity). 
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(e) Through joint control – the Club may not necessarily govern and direct the affairs of the investee by unilaterally 
making decisions but by having an equal power/influence with another entity that has the same rights as the Club. 
This investment is called “investment in joint venture” and may be set-up in three different ways: 

 
a. Jointly controlled operation (in general, Club takes-up its own share of the operation) 
b. Jointly controlled asset (in general, Club takes-up its own share of the assets and operational results) 
c. Jointly controlled entity (the Club (if PBE)may either do proportional consolidation or equity account) 

 
Proportional consolidation is similar to the concept of consolidation discussed in section 1.3 of this Guide only that 
instead of taking-up 100% of the investee, the venturer-investor only takes-up its “proportionate” share in the net 
assets of the JV. So if the share is only 50%, take-up only 50%. This means that there is no minority interest in 
proportionate consolidation. 
 
Equity accounting means that the Club only takes up its proportionate share in the “results” of operations of the 
investee and include that share in its (Club’s) surplus or deficit. If the investee has a net profit, the Club will report a 
profit as well and vice-versa. This share in the profit / loss of the associate is required to be presented separately in 
the face of the statement of comprehensive revenue and expense. 
 
For example, of the investee has net profit of $100,000 and the Club only owns 20% of the investee, the Club shall 
report in its surplus or deficit $20,000 [$100,000 x 20%] representing its share in the investee’s net profit. 
 

(f) Through significant influence – the Club does not control / joint control the affairs of the investee but may exercise 
an influence over the decision-making process affecting the investee “significant enough” for the Club to realise it 
investment goals. This investment is called “investment in associate.” The Club shall equity account investments 
in associates.  

 
If the Club invests for the purposes of accumulating wealth or for trading purposes without intending to be involved in the 
affairs of the investee, shall account for the investment as a financial instrument per IPSAS 29 (if PBE) or IFRS 9 (if FPE). 
Equity investments accounted for under these standards may either be accounted for as: 
 

(a) Financial asset carried at fair value through profit / loss (FVTPL) – these are those investments primarily held for 
trading purposes and should be revalued at their quoted market price and such revaluation taken-up in the Club’s 
profit / loss (surplus / deficit for PBEs). 
 

(b) Available for sale (AFS) financial assets – these are those held primarily for accumulation of wealth through 
increase in the value of the investment and not held for trading. These should be revalued at their quoted market 
price through other comprehensive income (OCI) / other comprehensive revenue and expense (OCRE for PBEs). 
 

(c) Investments at cost – these relate to investments in equity that are not quoted in an active market and no 
reasonable way to determine market value. These are carried at their acquisition cost but (like all other 
investments) tested and adjusted for impairment. 

 
 

(y) What is the use of “Accounting Policies”? 
 
Accounting policies are those adopted by the Club (either by those charged with governance or by management) that 
defines and details the financial reporting and accounting framework of the Club. Its primary objective is to ensure that the 
financial reporting process (including the system, framework, people involved and results) are carried out consistent with 
the governance and reporting objectives of the Club; accounting policies provide the guidelines on how an entity treats (for 
accounting purposes) particular transactions and events in a “best practice” fashion. Best practice in financial reporting is, in 
most cases, achieved by complying with GAAP. In this sense, accounting policies are usually drafted to be aligned with 
GAAP and other applicable legislative guidelines / framework. 
 
 

(z) Is the Guide necessary to prepare the financial statements? 
 
In preparing its FS, it is usually sufficient for the reporting entity to refer to its adopted Accounting Policies to ensure 
compliance with GAAP. However, as accounting policies are usually drafted on specific items as they apply on a class of 
similar transactions and events and worded in a technical and formal manner, it is usually helpful having a guide that 
provides a more detailed and practical framework to aid preparers in applying the accounting policies. 
 
This Guide, therefore, is intended to complement the understanding and application of the Accounting Policies adopted by 
the Club. The Club need not use the Guide in preparing its FS but needs to ensure that it applies the Accounting Policies in 
all cases.  
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Definitions of terms 
 
The following terms are defined in this section as they have been used in this Guide. 
 

accounting policies are the specific principles, bases, conventions, rules, and practices applied by an entity in 

preparing and presenting financial statements 

active market a market in which all the following conditions exist:  

 
(a) The items traded within the market are homogeneous;  

(b) Willing buyers and sellers can normally be found at any time; and  

(c) Prices are available to the public. 

agricultural activity the management by an entity of the biological transformation and harvest of biological assets for:  
 

(a)  Sale;  

(b)  Distribution at no charge or for a nominal charge; or  
(c)  Conversion into agricultural produce or into additional biological assets for sale or for 

distribution at no charge or for a nominal charge.  

 

agricultural produce the harvested product of the entity’s biological assets. 
 

amortisation the systematic allocation of the depreciable amount of an intangible asset over its useful life 

amortised cost of a 

financial asset or financial 

liability 

the amount at which the financial asset or financial liability is measured at initial recognition 
minus principal repayments, plus or minus the cumulative amortisation using the effective interest 

method of any difference between that initial amount and the maturity amount, and minus any 

reduction (directly or through the use of an allowance account) for impairment or uncollectibility 
 

assets are resources controlled by an entity as a result of past events and from which future economic 

benefits or service potential are expected to flow to the entity 

 

available-for-sale 

financial assets 

those non-derivative financial assets that are designated as available for sale or are not classified 

as (a) loans and receivables, (b) held-to-maturity investments or (c) financial assets at fair value 

through surplus or deficit 
 

biological asset a living animal or plant 

 

biological transformation comprises the processes of growth, degeneration, production, and procreation that cause 
qualitative or quantitative changes in a biological asset 

 

carrying amount (of 

intangible asset) 

the amount at which an asset is recognised after deducting any accumulated amortisation and 

accumulated impairment losses 

 

carrying amount (of PPE) is the amount at which an asset is recognised after deducting any accumulated depreciation and 

accumulated impairment losses 
 

cash-generating assets are assets held with the primary objective of generating a commercial return 

 

class (of PPE) a grouping of assets of a similar nature or function in an entity’s operations that is shown as a 
single item for the purpose of disclosure in the financial statements 

 

constructive obligation an obligation that derives from an entity’s actions where:  
 

(a)  By an established pattern of past practice, published policies, or a sufficiently specific 

current statement, the entity has indicated to other parties that it will accept certain 
responsibilities; and  

(b)  As a result, the entity has created a valid expectation on the part of those other parties that it 

will discharge those responsibilities.  
 

contingent asset possible asset that arises from past events, and whose existence will be confirmed only by the 

occurrence or non-occurrence of one or more uncertain future events not wholly within the 

control of the entity 

contingent liability  
(a) A possible obligation that arises from past events, and whose existence will be confirmed only 

by the occurrence or non-occurrence of one or more uncertain future events not wholly within the 

control of the entity; or  
(b)  A present obligation that arises from past events, but is not recognised because:  

 

(i)   It is not probable that an outflow of resources embodying economic benefits or 
service potential will be required to settle the obligation; or  

(ii)  The amount of the obligation cannot be measured with sufficient reliability  
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contingent rent is that portion of the lease payments that is not fixed in amount, but is based on the future amount 

of a factor that changes other than with the passage of time (e.g., percentage of future sales, 
amount of future use, future price indices, future market rates of interest) 

costs to sell the incremental costs directly attributable to the disposal of an asset, excluding finance costs and 

income taxes. Disposal may occur through sale or through distribution at no charge or for a 

nominal charge. 

depreciable amount the cost of an asset, or other amount substituted for cost, less its residual value 

depreciation is the systematic allocation of the depreciable amount of an asset over its useful life 

derecognition the process of evaluating whether changes have occurred since the previous reporting date that 
warrant removing an element that has been previously recognised from the financial statements, 

and removing the item if such changes have occurred 

derivative is a financial instrument with all three of the following characteristics:  

 
(a)  Its value changes in response to the change in a specified interest rate, financial instrument 

price, commodity price, foreign exchange rate, index of prices or rates, credit rating or credit 

index, or other variable, provided in the case of a non-financial variable that the variable is 
not specific to a party to the contract (sometimes called the “underlying”);  

(b)  It requires no initial net investment or an initial net investment that is smaller than would be 

required for other types of contracts that would be expected to have a similar response to 
changes in market factors; and  

(c)  It is settled at a future date.  

economic benefits assets that are used to generate net cash inflows are often described as embodying future 
economic benefits 

 

economic entity a group of entities comprising the controlling entity and any controlled entities 
 

effective interest method method of calculating the amortised cost of a financial asset or a financial liability (or group of 

financial assets or financial liabilities) and of allocating the interest revenue or interest expense 
over the relevant period. 

 

effective interest rate the rate that exactly discounts estimated future cash payments or receipts through the expected life 

of the financial instrument or, when appropriate, a shorter period to the net carrying amount of the 
financial asset or financial liability 

 

element of the financial 

statements 

financial statements portray the financial effects of transactions and other events affecting the 
Club by grouping them into broad classes according to their economic characteristics. These 

broad classes are termed the elements of financial statements 

 

equity is the residual interest in the assets of the entity after deducting all its liabilities 
 

equity instrument any contract that evidences a residual interest in the assets of an entity after deducting all of its 

liabilities 
 

exchange transactions are transactions in which one entity receives assets or services, or has liabilities extinguished, and 

directly gives approximately equal value (primarily in the form of cash, goods, services, or use of 

assets) to another entity in exchange 
 

expenses are resources controlled by an entity as a result of past events and from which future economic 

benefits or service potential are expected to flow to the entity 
 

fair market value The amount for which an asset could be exchanged between knowledgeable, willing parties in an 

arm’s length transaction.  Market value is particularly appropriate where it is judged that the 
difference between entry and exit values is unlikely to be significant or the asset is being held 

with a view to sale  

 

fair value is the amount for which an asset could be exchanged, or a liability settled, between 
knowledgeable, willing parties in an arm’s length transaction 

 

finance lease is a lease that transfers substantially all the risks and rewards incidental to ownership of an asset. 
Title may or may not eventually be transferred 
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financial asset any asset that is:  

 
(a) Cash;  

 

(b) An equity instrument of another entity;  
 

(c) A contractual right:  

(i)  To receive cash or another financial asset from another entity; or  
(ii) To exchange financial assets or financial liabilities with another entity under conditions 

that are potentially favourable to the entity; or  

 
(d) A contract that will or may be settled in the entity’s own equity instruments and is:  

(i)  A non-derivative for which the entity is or may be obliged to receive a variable number 

of the entity’s own equity instruments; or  
(ii) A derivative that will or may be settled other than by the exchange of a fixed amount of 

cash or another financial asset for a fixed number of the entity’s own equity instruments.  

 

financial asset or financial 

liability at fair value 

through surplus or deficit 

is a financial asset or financial liability that meets either of the following conditions: 
 

(a) It is classified as held for trading  

(b) Upon initial recognition it is designated by the entity as at fair value through surplus or deficit.  

financial guarantee 

contract 

contract that requires the issuer to make specified payments to reimburse the holder for a loss it 

incurs because a specified debtor fails to make payment when due in accordance with the original 

or modified terms of a debt instrument 

financial instrument any contract that gives rise to both a financial asset of one entity and a financial liability or equity 

instrument of another entity 

financial liability any liability that is:  
 

(a) A contractual obligation:  

(i)  To deliver cash or another financial asset to another entity; or  
(ii) To exchange financial assets or financial liabilities with another entity under conditions 

that are potentially unfavourable to the entity; or  

 
(b) A contract that will or may be settled in the entity’s own equity instruments and is:  

(i)  A non-derivative for which the entity is or may be obliged to deliver a variable number of 
the entity’s own equity instruments; or  

(ii) A derivative that will or may be settled other than by the exchange of a fixed amount of 

cash or another financial asset for a fixed number of the entity’s own equity instruments.  

financial statements financial statements are a structured representation of the financial position and financial 

performance of an entity and include information about its cash flows, capital structure and other 
relevant financial and non-financial information affecting the entity 

generally accepted 

accounting practice 

(GAAP) 

a framework or body of accounting principles, concepts and practices that govern the preparation, 

presentation and treatment of the elements forming part of the financial statements. The body of 

such framework comes in the form of accounting standards 

harvest the detachment of produce from a biological asset or the cessation of a biological asset’s life 
processes 

held-to-maturity 

investments 

non-derivative financial assets with fixed or determinable payments and fixed maturity that an 

entity has the positive intention and ability to hold to maturity other than:  

 
(a) Those that the entity upon initial recognition designates as at fair value through surplus or 

deficit;  

(b) Those that the entity designates as available for sale; and  
(c) Those that meet the definition of loans and receivables.  

historical cost the consideration given to acquire or develop an asset, which is the cash or cash equivalents or the 

value of the other consideration given, at the time of its acquisition or development 

Impairment a loss in the future economic benefits or service potential of an asset, over and above the 

systematic recognition of the loss of the asset’s future economic benefits or service potential 

through depreciation 

incremental borrowing 

rate of interest of the 

lessee 

is the rate of interest the lessee would have to pay on a similar lease or, if that is not determinable, 
the rate that, at the inception of the lease, the lessee would incur to borrow over a similar term, 

and with a similar security, the funds necessary to purchase the asset 

initial direct costs are incremental costs that are directly attributable to negotiating and arranging a lease, except for 

such costs incurred by manufacturer or trader lessors 

intangible asset an identifiable non-monetary asset without physical substance 
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interest rate implicit in the 

lease 

is the discount rate that, at the inception of the lease, causes the aggregate present value of:  

 
(a) The minimum lease payments; and  

(b) The unguaranteed residual value   

to be equal to the sum of (i) the fair value of the leased asset, and (ii) any initial direct costs of the 
lessor. 

inventories are assets:  
 

(a) in the form of materials or supplies to be consumed in the production process;  

(b) in the form of materials or supplies to be consumed or distributed in the rendering of services;  
(c) held for sale or distribution in the ordinary course of operations; or  

(d) in the process of production for sale or distribution.  

lease is an agreement whereby the lessor conveys to the lessee, in return for a payment or series of 

payments, the right to use an asset for an agreed period of time 

 

legal obligation an obligation that derives from (a) a contract (through its explicit or implicit terms); (b) 

legislation; or (c) other operation of law. 

 

liabilities are present obligations 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 or service 

potential 

 

loans and receivables non-derivative financial assets with fixed or determinable payments that are not quoted in an 

active market other than:  

 
(a)  Those that the entity intends to sell immediately or in the near term, which shall be classified 

as held for trading, and those that the entity upon initial recognition designates as at fair value 

through surplus or deficit;  
(b)  Those that the entity upon initial recognition designates as available for sale; or  

(c)  Those for which the holder may not recover substantially all of its initial investment, other 

than because of credit deterioration, which shall be classified as available for sale  

material (materiality) omissions or misstatements of items are material if they could, individually or collectively, 

influence the decisions or assessments of users made on the basis of the financial statements.  

Materiality depends on the nature and size of the omission or misstatement judged in the 
surrounding circumstances. The nature or size of the item, or a combination of both, could be the 

determining factor. 

measurement the process of assigning a dollar value to a transaction or event that will be recognised in the 

financial statements 

 

minimum lease payments are the payments over the lease term that the lessee is, or can be, required to make, excluding 

contingent rent, costs for services and, where appropriate, taxes to be paid by and reimbursed to 

the lessor, together with:  
 

(a)  For a lessee, any amounts guaranteed by the lessee or by a party related to the lessee; or  

 
(b)  For a lessor, any residual value guaranteed to the lessor by:  

 

(i)  the lessee;  
(ii) a party related to the lessee; or   

(iii) an independent third party unrelated to the lessor that is financially capable of discharging the 

obligations under the guarantee  

net investment in the lease is the gross investment in the lease discounted at the interest rate implicit in the lease 
 

net realisable value is the estimated selling price in the ordinary course of operations, less the estimated costs of 

completion and the estimated costs necessary to make the sale, exchange, or distribution 

non-cancellable lease is a lease that is cancellable only:  

 

(a)  upon the occurrence of some remote contingency;  
(b)  with the permission of the lessor;  

(c)  if the lessee enters into a new lease for the same or an equivalent asset with the same lessor; 

or  
(d)  upon payment by the lessee of such an additional amount that, at inception of the lease, 

continuation of the lease is reasonably certain.  

 

non-cash-generating 

assets 

are assets other than cash-generating assets 

non-exchange 

transactions 

are transactions that are not exchange transactions. In a non-exchange transaction, an entity either 

receives value from another entity without directly giving approximately equal value in exchange, 
or gives value to another entity without directly receiving approximately equal value in exchange 
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notes disclosure contain information in addition to that presented in the statement of financial position, 

statement(s) of comprehensive revenue and expense, statement of changes in net assets/equity and 
cash flow statement. Notes provide narrative descriptions or disaggregations of items disclosed in 

those statements and information about items that do not qualify for recognition in those 

statements 
 

obligating event an event that creates a legal or constructive obligation that results in an entity having no realistic 

alternative to settling that obligation 

 

operating lease is a lease other than a finance lease 

 

other comprehensive 

revenue and expense 

comprises items of revenue and expense (including reclassification adjustments) that are not 

recognised in surplus or deficit as required or permitted by other PBE Standards 
 

property, plant and 

equipment 

are tangible items that:  

 
(a) Are held for use in the production or supply of goods or services, for rental to others, or for 

administrative purposes; and  

(b) Are expected to be used during more than one reporting period. 

provision a liability of uncertain timing or amount (but not both) 

 

recognition Recognition is the process of incorporating in the FS, by monetary amount, an item that (a) meets 

the definition of an element (as above) and  (b) satisfies the criteria for recognition 

recognition criteria The flow of economic benefits is probable and the amount can be reliably measured. 

 

recoverable amount the higher of a cash-generating asset’s fair value less costs to sell and its value in use 
 

recoverable service 

amount 

the higher of a non-cash-generating asset’s fair value less costs to sell and its value in use 

regular way purchase or 

sale 

purchase or sale of a financial asset under a contract whose terms require delivery of the asset 
within the time frame established generally by regulation or convention in the marketplace 

concerned 

 

replacement cost 

(optimised depreciated 

replacement cost) 

The most economic cost required for the entity to replace the service potential of an asset 
(including the amount that the entity will receive from its disposal at the end of its useful life) at 

the reporting date 

 

residual value (of PPE / 

intangible asset) 

the estimated amount that an entity would currently obtain from disposal of the asset, after 

deducting the estimated costs of disposal, if the asset were already of the age and in the condition 

expected at the end of its useful life 

 

revenues is the gross inflow of economic benefits or service potential during the reporting period when 

those inflows result in an increase in net assets/equity, other than increases relating to 

contributions from owners 
 

service potential assets that are used to deliver goods and services in accordance with an entity’s objectives, but 

which do not directly generate net cash inflows, are often described as embodying service 
potential 

 

surplus or deficit is the total of revenue less expenses, excluding the components of other comprehensive revenue 
and expense 

 

useful life (of PPE / 

intangible asset) 

(a) the period over which an asset is expected to be available for use by an entity; or  

(b) the number of production or similar units expected to be obtained from the asset by an entity. 

value in use of a non-

cash-generating asset 

is the present value of the asset’s remaining service potential 

 
 
 
 


