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Do you remember the last time you went to watch a film with no expectations and were 
blown away by how good it was? We would all love to know what the special ingredients to 
create a masterpiece are time after time. Alas, finding the right recipe is not that easy. While 
creativity and inspiration are intangibles, there are tangible processes which, if followed, 
provide the best chance of creating the perfect flavour. 

THE BUSINESS OF 
ENTERTAINMENT

Producing a film in many ways is like starting 
a new business and finding the right balance 
is influenced by many factors. A business may 
be serviceable or even considered good, but 
what is it that makes a business great? The 
differences between good, great and even 
failure are often due to basic mistakes and 
traps. 

Planning – producing a film is complex 
business
Success in film production can be broken down 
into artistic and economic factors, through the 
bestowing of awards, nominations, through to 
revenue and box office success. Both external 
and internal factors need to be meticulously 
planned and managed. There are many factors 
to consider, for example, seasonality will dictate 
when to launch a product, and when to release 
a movie. Target audience, market size, and 
level of competition will impact the nature, size 
and budget of a production. While a degree 
of uncertainty is always likely to exist with any 

plans and forecasts, failing to plan is planning 
to fail. Some may think that producing a film is 
all about a script and direction – if that is what 
you think then your production will most likely 
fail. While these factors are critical to success, 
seasoned producers will not start planning for 
production until meticulous ground work has 
gone in to determining whether there is a need 
for the movie, it fits a target audience, and 
whether distributors, stations and talent will 
support the production. A seasoned production 
house will have a plan b, c and d in place, 
should financing, suppliers, or talent, not work 
out as intended. 

Setting up and establishing systems and 
processes, distribution networks, resources 
and contracts are fundamental to success. 
Businesses with sustained long-term success 
address needs now, whilst setting up plans 
and structures for the future. Dedication to 
a continuing cycle of improvement goes 
beyond re-writing and re-editing, rather it is a 
mindset and strengths accumulated over many 
productions. 

Getting the right people on the bus
A business needs the right balance of talent, 
people, strategic and execution skills. To arrive 
at your desired destination, you need both 
the right driver and passengers on the bus. 
Equally applicable to both business and film 
production, having a strong, balanced and 
cohesive team to navigate through the myriad 
of contracts, finance requirements, people 
management and other administrative matters 
is critical for success. An elite business will get 
the balance and culture of the team right.

Grant Chatham 
Partner
PKF Gold Coast
grant.chatham@pkf.com.au
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WELCOME TO 
THE AUTUMN 
EDITION OF 
CLARITY

Welcome to our Autumn 2019 edition of Clarity. Our aim is to 
deliver greater clarity and understanding to our clients on the 
current and emerging accounting and audit issues. We also 
look to provide thought leadership, and share our knowledge 
and expertise, in areas that will solve problems and create 
solutions for clients. We hope you find this edition of value and 
please feel free to contact your local Audit Partners for any 
further assistance.
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THE BUSINESS OF 
ENTERTAINMENT

Followers and telling the right story
Having the right distribution platform and 
followers can mean the difference between 
success and failure at the box office. 
The best businesses are concerned with 
sustained success and longevity which 
requires both a good story and a dynamic 
base of followers. To sell your vision and 
achieve buy-in, the clearer the message 
the better. People have a smorgasbord of 
choices when it comes to investing and 
spending their money, so the easier it is for 
them to understand your vision the more 
likely it is they will come along with you on 
your journey. 

A film is a product delivered by a producer 
to its customers. Whether it is a building, 
launch of a new phone or a television 
series for children, like a business, from 
the time the order is received to the date 
it is delivered, it’s game on. Every day 
the product is late the risks and costs of 
film production continue to mount. Film 
production is risky and complex. To deliver, 
survive and thrive in the business of film 
production takes meticulous planning, 
team building, and buy-in. Whether you 
are producing the next big blockbuster, 
working on a small-budget film or you are 
in business, nothing is more important than 
surrounding yourself with the right people. 

Grant Chatham is a chartered accountant, 
auditor, business adviser and a Partner at 
PKF Gold Coast. Grant leads a specialty 
film and television team who work closely 
with his clients, to get a deep understanding 
of the goals for the production and works 
with the team on a wide variety of business 
aspects including strategy, financial 
modelling and cashflow.

Fun facts:
•   Around 75% of 

special purpose 
financial reports 
currently comply 
with recognition 
and measurement 
requirements 
of accounting 
standards (ignoring 
consolidation).

•   Australia is the only 
country that has 
a reporting and 
non-reporting entity 
definition – with  
non-reporting 
entities being 
allowed to 
prepare special 
purpose financial 
statements.

•   Current debate 
is occurring as to 
whether the process 
of consolidation 
under accounting 
standards is a 
“recognition and 
measurement” 
requirement 
or simply a 
“presentation and 
disclosure” need.

Hayley Keagan 
Technical Director
PKF Sydney & Newcastle
hkeagan@pkf.com.au
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WHAT’S 
“SPECIAL” 
ABOUT THE 
END OF 
SPECIAL 
PURPOSE 
FINANCIAL 
STATEMENTS?
The Australian Accounting Standards 
Board (AASB) is currently tackling one of 
the biggest financial reporting issues facing 
Australian companies at the moment. 

A lot of companies are hearing things along 
the lines of “you will all need to prepare general 
purpose financial statements” and “the end 
of special purpose financial statements is 
coming!”.  But it is not necessarily all doom and 
gloom. PKF can help you clear the clouds on 
the pending amendments and provide insight 
into the real changes and how will they affect 
you.  

Why the change?
In Australia, we adopt the International Financial 
Reporting Standards (IFRS) basis of financial 
reporting. This means that every time you 
refer to an AASB accounting standard, it has 
come from the international equivalent IFRS 
standard. By taking this approach, Australian 
businesses preparing financial statements 
under AASBs also conform with IFRS financial 
reporting which is the basis used by a majority 
of international businesses. 

The body who releases the IFRS standards (the 
International Accounting Standards Board or 
IASB) recently made changes to the framework 
for how financial statements are prepared, the 
so-called conceptual framework. So, if Australia 
is to maintain its IFRS basis of accounting, our 
framework also needs to change to align with 
the international framework.



How does this relate to special 
purpose financials? 
Australia is the only country that allows 
general purpose and so-called special 
purpose financial statements to be 
prepared. While in some other countries 
– such as the US or the UK – a separate 
financial reporting framework (non-
IFRS) is available, this is not an option 
in Australia for legislative reasons. For 
Australia to maintain a single framework 
based on IFRS there will be only one 
way to prepare a financial report in 
accordance with accounting standards 
and that is by adopting all the applicable 
IFRS standards. 

If we do not revise our own framework 
to align with the international framework, 
Australia will not be able to claim its 
IFRS compliance. Whilst this may not 
affect all businesses, the impact on 
those who do business internationally 
could be detrimental. Comparability and 
understandability of our financial reports 
need to be internationally recognised 
to allow our businesses to remain 
competitive. 

What will it change?
After we revise our framework, there 
will no longer be a distinction between 
“reporting” and “non-reporting” entities. 
This means all financials to be prepared 
in accordance with accounting standards 
will, in fact, be “general purpose”. The 
concept of special purpose financial 
reports will no longer be able to be 
applied where a business is required to 
prepare its financial report in accordance 
with accounting standards.  

Does this mean we now prepare 
financials that look like Rio Tinto’s 
or Macquarie Banks financial 
reports?  
No. Companies that previously prepared 
only special purpose financial reports 
will be allowed to prepare financial 
statements with a reduced amount of 
disclosure. This will hopefully result in 
the same amount of disclosures that 
are currently being prepared. The AASB 
is currently working towards releasing 
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examples of how this may look and 
along the way they will work with those 
companies who are impacted to listen 
to their needs regarding any transitional 
issues. 

Do we need to prepare 
consolidated financial reports 
now?
Most likely, yes. There is still ongoing 
debate regarding whether consolidation 
is considered to be a “recognition 
and measurement” standard or a 
“presentation and disclosure” standard. 
This is important as the AASB is 
able to grant relief for disclosure 
requirements, however, relief for the 
way in which transactions and balances 
are recognised and measured is not 
possible. Current debates are leaning 
towards consolidation being considered 
a recognition and measurement 
requirement which will, therefore, result 
in all companies needing to prepare 
consolidated accounts if they are to 
comply with accounting standards.

When does it all happen?
As you can now see, the AASB is still 
busy working on this project to resolve all 
potential issues (such as consolidation) 
and create a level of disclosure that 
will not cause unnecessary burden. 
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Currently, there are no rules drafted for 
what the change will look like. However, 
the AASB has indicated that the changes 
will be made and applicable for reporting 
periods beginning on or after 1 January 
2021. Meaning you may be preparing 
your first general purpose financial report 
for the year ended 31 December 2021 or 
30 June 2022.  

How can I prepare?
Follow PKF on social media and keep 
updated through your PKF adviser, 
alternatively reach out to the PKF 
technical team for a discussion on your 
particular situation so that we can alert 
you as soon as the AASB releases 
relevant information. If you currently 
prepare separate financial reports 
and are not consolidating subsidiary 
financials, start the discussion early 
as the impact for these companies is 
greater. 

The AASB is also publishing information 
on the project to their website here and 
is performing outreach activities where 
you can submit your views here. 

As the time for change gets nearer, we 
will be here to support your business 
through the transition to ensure you 
remain compliant.   

https://au.linkedin.com/company/pkf-sydney-newcastle
https://aasb.gov.au/Work-In-Progress/Conceptual-Framework-and-SPFS.aspx
https://www.aasb.gov.au/Research-Centre/AASB-Surveys.aspx


AASB 16 LEASES – WHAT IS 
THE IMPACT?
Under the new leasing standard, entities will be required to recognise on the balance 
sheet the liability relating to all leases (including those formerly classified as operating 
leases) along with associated right of use assets (ROUs) for each of these leases.

What options do we have for 
implementing the new standard?
There are three transition approaches open to 
entities:

1    Fully retrospective whereby adjustments 
are made as if AASB 16 had always been 
in force.

2    Modified retrospective whereby the 
new standard is recognised only from 
the beginning of the current period and 
cumulative effects are recognised in 
brought forward reserves.

3    Modified retrospective (as above) with 
practical expedients.

What are the practical expedients?
The main practical expedient which is 
expected to appeal to preparers is the 
option to recognise ROUs at the value of 
lease liabilities at the start of the current 
period. Many preparers will find this useful 
as it removes any requirement to revisit 
assumptions from before the date of transition.

Another key expedient is that which allows 
entities to ‘grandfather’ previous assessments 
around leases. Under this provision, entities 
can elect not to reassess contracts at the 

This can be illustrated with a simple example. 
Take a 20-year building lease, with annual 
payments of $1.2m, an implied interest rate of 
7% which commenced on 1 January 2005. 
Assuming that the ROU is depreciated evenly 
over the term of the lease, the transitional 
impact on the balance sheet at 30 June 2019 
could be any one of the following. (See Table)

It becomes evident from this example that 
the transition options can give vastly different 
results. Note firstly that where practical 
expedients are applied, the value of the ROU 
is $1.9m greater and so there will be an 
additional charge of $1.9m to depreciation over 
the remaining term of the lease. The above 
example assumes that depreciation is charged 
evenly over the term of the lease, but this 
may be on a reducing balance basis for some 
leases.

Secondly, it is worth considering that while 
depreciation and interest charges will be shown 
in the comparative profit or loss under the fully 
retrospective approach, this will not be true 
for the modified approach and so current and 
comparative periods will not be comparable.

It is also worth considering that the example 
assumes that the discount rate used in all 
cases is the same. However, under the fully 
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Lease liability ROU Retained earnings
$ $ $

Fully retrospective 5,464,934 3,567,710 (1,897,224)

Modified retrospective 5,464,934 3,567,710 (1,897,224)

Modified retrospective with 
practical expedients applied

5,464,934 5,464,934

transition date that were previously assessed 
as not being (or containing) leases.

Practical example
While the modified retrospective approach 
with practical expedients is the easiest of 
the three approaches to implement, it is 
undoubtedly the one that most reduces 
comparability of information in both current 
and future periods. As such, Boards should 
consider all of the options available as part 
of their impact assessment process before 
deciding on which route to take.

retrospective model, the incremental borrowing 
rate would be used at transition versus the rate 
implicit in the lease for modified retrospective. 
Where lease terms are long or company 
circumstances have changed drastically, this 
might result in considerable differences.

What can PKF do?
PKF has have developed a tool to help 
entities not just in identifying the initial financial 
impact of the new standard at the transition 
date, but also to assist with the ongoing 
reporting requirements of entities.   
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CFO checklist

  Compile a data 
library of all current 
leases

  Identify 
relevant lease 
documentation

  Assess the impact 
of transitioning

  Consider impact 
on bank covenants 
and bonus 
structures

  Seek board 
approval for 
preferred transition 
option and 
approach

  Notify stakeholders 
and manage 
expectations

  Develop 
accounting policies

  Train relevant staff

  Edit financial 
reporting templates

  Develop a process 
for identifying 
future leases
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INDEPENDENCE PERCEPTION 
VS REALITY – TIME TO CLOSE 
THE GAP
Ever since I was a young lad studying at 
university, and training to be a Chartered 
Accountant in the early 1990s, the concept 
of “independence” and “objectivity” 
have been the most important principles 
underpinning the audit function. 
And without “actual” or “perceived” 
independence, the value of our audit 
opinion would be considered worthless.

This has not changed in the 25 years I 
have been auditing, and it has always been 
the lifeblood of why we exist as an audit 
profession.

It has therefore been disturbing to see the 
many recent headlines about large accounting 
firms, in particular in the UK, who have 
potentially compromised their independence, 
predominantly through the provision on non-
audit services.

All audit firms are subject to strict rules and 
guidelines around independence which have 
been established through the Corporations 
Act, professional standards (APES 110) and 
auditing standards on quality, which are 
regulated by ASIC and monitored by audit 
committees.

It is imperative that audit firms, and audit 
committees, work together to safeguard 
against any conflicts of interest that could 
impair independence, even if this is perceived, 
rather than real or actual.

It is the concept of perceived independence 
that is the key in my view, as this helps 
encapsulate the importance of independence 
of mind and in appearance. Independence 
in fact (or real independence) is primarily 
addressed satisfactorily, due to the application 
of the rules and guidelines mentioned above 
and strong quality controls adopted by 
most accounting firms. Independence in 
appearance (perceived) is more difficult 
to gauge, as this involves the public and 
stakeholders who assess independence 
from the outside and for whom internal 
safeguards are often not relevant. This may 
be because they have a mindset of – “how 
can an audit firm be independent if the same 
firm is providing consulting services worth 
millions of dollars?” or “could the auditor 

Scott Tobutt 
Partner
PKF Sydney & Newcastle   
stobutt@pkf.com.au
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potentially be put in a compromising position 
by the company directors if they had millions in 
consulting fees that could be lost?”. 

It is vital that both forms of independence are 
achieved, but when large corporate failures 
occur, such as Carillion, BHS and Patisserie 
Valerie, and it emerges that the audit firm 
involved also provided other consulting 
services, the perceived value of professional 
independence in the audit is questioned. 
Essentially a gap arises between the actual 
level of independence and what is expected by 
stakeholders.

This is a challenge which needs to be 
confronted to ensure that audit quality is 
protected. The provision of consulting services 
by accounting firms, to companies that they 
already audit, should be further discussed and 
challenged internally (in the accounting firms) 
and by the audit committees of the companies 
receiving the services. Recently, it has been 
pleasing to see that ‘those charged with 
governance’ have become more proactive in 
assessing both actual and perceived conflicts 
of interest, even at the detriment of efficiencies 
for management or costs savings for the 
organisation.

If the standards are not raised or protected, 
the quality of the audit will continue to be 
questioned, and ultimately the audit profession 
will become under threat. Your local PKF 
audit partner would be happy to answer 
any questions you may have about this 
fundamentally important concept.   



Steve Bradby
Partner
PKF Melbourne
sbradby@pkf.com.au

“

INSIGHT FROM THE 
AUDIT AND ASSURANCE 
LEADERSHIP GROUP
My fellow Audit and Assurance (A&A) Partners and I, representing the PKF Australia 
firms and a growing contingent of our New Zealand colleagues, have for some years 
worked together as the A&A Leadership Group. Our purpose has evolved over time, but 
throughout we have been conscious of our obligation to work as a collegiate to serve 
our clients better, be of consistent quality, and represent our PKF brand as one, with our 
success represented by our growth.

We meet regularly, face-to-face and via 
video-conference. Our strategy is focused on 
four pillars:

•   Service and Delivery – developing our 
systems, processes, and methodologies to 
be the best possible;

•   Markets – developing our processes to 
better interface our capabilities with our 
market;

•   People – our most important asset, 
supporting delivery of a broad range of 
services and underpinning our growth; and

•   Quality – maintaining consistency of 
our processes and improving them as 
necessary to meet the wide-ranging 
expectations that our clients and the 
market have of our products.

The stand out to me of the quality of our 
forum is the commitment of all to our agenda, 
and the responsiveness of our people to the 
actions that we agree to maintain at least, but 
better still, improve our client relationships 
and build our opportunities to broaden our 
reach in the marketplace. 

We strive to achieve this promise to our 
clients: your local Partner will always work 
closely with you, tapping into national 
expertise that delivers new and innovative 
ways to address problems and create 
solutions. 

As examples:

•   Through Technical Director Hayley Keagan, 
we have a great access point to address 
technical accounting questions – no matter 
from where in our network the advice is 
sought. Additionally, Hayley is providing 
support to the Australian Accounting 
Standards Board on its far-reaching project 
to revise the Conceptual Framework for 
Financial Reporting, which in the Australian 
context will see the removal of the ability 
to prepare Special Purpose Financial 
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Statements.

•   Upcoming in our calendar are events 
aimed to get most of our professional 
team together in either of two formal team 
building events:  

-  Our major training program, focused on 
three formative levels of our peoples’ 
development – graduate, senior, and new 
manager; and

- Our A&A Conference. 

Each of these events are important elements 
in fulfilling our obligation to ‘stamp’ the Career 
Passport for our team members at all levels.

The objective of opportunities and events 
such as these is to develop our teams’ 
expertise and in turn enable our unified PKF 
approach to the way we do business while 
continuing to deliver value and insight to 
enhance local client relationships.

As clients and prospective clients – the above 
discussion does not necessarily represent a 
change in our approach to service delivery, 
though if you recognise change, I do hope it is 
positive! In all instances, you should expect to 
see our relationship with you characterised by 
PKF’s five values: Passion, Teamwork, Clarity, 
Quality, and Integrity. We ask and expect our 
clients to hold us accountable to each of 
them. 7
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V

Our values
 Passion   

 Teamwork

 Clarity

 Quality

 Integrity

Each Australian PKF member firm is an independently owned and operated member of PKF International Limited’s family of legally 
independent firms, and does not accept any responsibility or liability for the actions or inactions of any individual member or 
correspondent firm or firms.
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Partner
02 8346 6000
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sbradby@pkf.com.au
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Simon Fermanis
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Adelaide
Steven Russo
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08 8373 5588
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Partner
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Newcastle
Martin Matthews
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Grant Chatham
Partner
07 5553 1000
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New England North West
Marg van Aanholt
Partner
02 6768 4500
mvanaanholt@pkf.com.au

PKF Australia’s Audit  
& Assurance Contacts

About PKF
PKF brings clarity to business problems with simple,  
effective and seamless solutions that break down barriers  
for sustainable growth.

PKF Australia firms are members of the PKF International Limited 
(PKFI) network of legally independent firms in 440 offices, 
operating in 150 countries across five regions. PKFI is the  
10th largest global accountancy network.

In Australia, PKF offers clients the expertise of more than  
94 Partners and 750 staff, across audit, taxation and  
specialist advisory services.
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