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ARE YOU
IN CONTROL?

WELCOME TO 
THE SPRING 
EDITION OF 
CLARITY

An investor 

controls an 

investee when 

the investor is 

exposed, or has 

rights, to variable 

returns from its 

involvement with 

the investee and 

can affect the 

amount of those 

returns through 

its power over the 

investee.

“

“

Welcome to our Spring 2017 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.

CONTROL DETERMINES 
WHETHER TO CONSOLIDATE, 
OR NOT 
Control can be a deceptively simple concept 
but in practice it can be very complicated.

Earlier in the year ASIC (Australian Securities and 
Investments Commission) brought the issue of 
control to light in requiring ASX (Australian Stock 
Exchange) listed Kalina Power Ltd to restate 
its most recent financial report to correct the 
outcome of its assessment of whether control 
over an investee existed. Kalina had reduced its 
ownership interest in a subsidiary to 49% and in 
doing so, believed that it no longer controlled the 
subsidiary. Accordingly it was deconsolidated, 
before a restructure of the group saw Kalina 
increase its ownership in the subsidiary, requiring 
reconsolidation. This led to ASIC questioning the 
transactions and specifically whether the parent 
maintained control throughout, not by virtue of 
the quantum of the holding, but due to other 
factors evidencing continuance of control. 

So, what is control?

The Oxford English Dictionary defines control 
as the power to influence or direct people’s 
behaviour or the course of events.

The Australian Accounting Standards relate the 
definition in terms of an investor and investee. 
An investor controls an investee when the 
investor is exposed, or has rights, to variable 
returns from its involvement with the investee 
and can affect the amount of those returns 
through its power over the investee. Note that 
an investee need not be a company; it may be a 
unit trust for example.

Exposure or rights to variable returns is relatively 
straight forward however, an assessment of 
whether an investor’s power is sufficient to affect 
the variable returns may be more difficult. 

In the situation observed by ASIC, Kalina’s ability 
to exercise power was key to the conclusion that 
control continued throughout the relationship. 
Kalina impacted restructure outcomes 
despite holding less than a 50% interest in the 

subsidiary, and its subsequent reconsolidation. 
All of the principles of control remained intact 
throughout and consequently a $4m intangible 
booked on reconsolidation had to be reversed.

Control remains topical with the recent release 
of Harvey Norman Holdings Limited’s 30 
June 2017 financial report, in which it notes 
as a significant accounting judgement, the 
assessment by directors of whether Harvey 
Norman, as franchisor, should consolidate the 
results of franchisees.

The notes to the financial report point out that 
the conclusion is determined by whether the 
franchisor has control over the franchisee, and 
involves, “Significant judgement in assessing 
whether the franchisor has sufficient power 
through its rights under arrangements with 
franchisees and through the practical application 
of those arrangements, to direct the relevant 
activities of the franchisee that most significantly 
affect the returns of the franchisee.”

The significance of the judgements – which 
result in non-consolidation of franchisees – has 
received critical press coverage. The critics 
argue that notwithstanding Harvey Norman’s 
declared constructive obligation to support 
a stressed franchisee’s ability to honour 
obligations to suppliers, such obligation is an 
element of control that arguably should result in 
consolidation under the Australian Accounting 
Standards.

Harvey Norman’s auditors also regard control 
judgements as significant, highlighting this as a 
‘Key Audit Matter’.

We agree, to consolidate or not on the basis 
of power as a significant element of control, is 
a significant judgement in the preparation of 
consolidated financial statements.   

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

•

WE WILL BE PLEASED TO ADVISE 
IN RESPECT OF YOUR PARTICULAR 
CIRCUMSTANCES. 



Grant Chatham 
Partner
PKF Gold Coast 
gchatham@pkf.com.au

The first step 

is to gain an 

understanding of 

the new standard, 

undertake an 

evaluation 

of customer 

relationships and 

create an inventory 

of all promises and 

undertakings to 

customers.

“
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THE NEW  
REVENUE STANDARD 

The Standard requires us to consider a ‘Five Step 
Process’ to assess when revenue arising from 
contracts with customers is to be recognised:

1    Determine whether a contract exists with 
your customers 

2    Identify which distinct goods and services 
have been promised 

3    Stipulate when to recognise revenue  

4    Determine the transaction price 

5    Allocate the transaction price to the distinct 
goods and services promised.

The Standard is complex and may fundamentally 
change the timing that revenue is booked. In 
some situations, revenue will be recognised at 
the end of a contract where previously it was 
recognised upfront and vice versa. The changes 
could impact:

•   Income measures such as EBITDA (Earnings 
Before Interest, Tax, Depreciation and 
Amortization)

•   Receivable and liability accounts on the 
balance sheet

•   A range of financial ratios used by regulators, 
financiers and the investors.

Responsible entities, builders and other service 
providers subject to regulatory oversight, will 
need to carefully consider the impact of the new 
standard and how it will impact your regulatory 
and other performance measures such as 
current asset ratios, net tangible assets, earning 
multiples and coverage ratios.

Some examples of changes include:

Upfront fees – Some upfront fees which were 
previously recognised at the start of the contract, 
will need to be deferred even if they have been 
collected. An investment manager that charges 
an upfront establishment fee to a managed 
fund, will likely not meet revenue recognition 
requirements of the new standard, unless a 
distinct service is contracted for. The financial 
impact will be a decrease in earnings, increase in 

liabilities, decrease in net assets and decrease 
in current ratio. 

Performance fees – Performance fees may 
be based on a fund’s performance relative 
to a benchmark such as the fair value of 
net assets. Such benchmarks are generally 
susceptible to factors outside the entity’s 
influence (for example, market volatility). Such 
fees will mostly not be recognised as revenue 
until they have been realised. That is because 
it is not highly probable that gains are locked in 
and will not be reversed until they are realised.  

Awards and penalties (e.g. delays past 
a deadline) – Revenue is more likely to be 
delayed out of requirements to be more 
conservative.

Other promises – Building contracts which 
include extended warranties and shared 
facilities such as a club house, will now be 
required to allocate a portion of their revenue 
to these performance obligations. They 
may have previously been considered free 
incentives and revenue need not have been 
separately allocated to these performance 
obligations.

Variations - Complex rules contained in the 
Standard, which determine when a contract 
variation is to be accounted for as a new 
contract or a modification of an existing 
contract.

There are many other facets of the new 
revenue standards which may impact fund 
managers, responsible entities, builders and 
other service providers. The first step is to 
gain an understanding of the new standard, 
undertake an evaluation of customer 
relationships and create an inventory of all 
promises and undertakings to customers 
and cross check to your existing customers’ 
contracts. 

3  
SPRING  I  CLARITY  

•

CONTROL DETERMINES 
WHETHER TO CONSOLIDATE, 
OR NOT 

The new revenue standard, Revenue from Contracts with Customers (the Standard), 
significantly changes accounting for revenue. Potentially impacting on your remuneration/
bonus amounts, reported business profits, timing of income tax, revenue systems and 
contracts. The Standard applies for reporting periods beginning on or after 1 January, 2018 
and is particularly relevant for service providers with financial compliance obligations.



ASIC’S LATEST ENFORCEMENT 
REPORT IS OUT  – BE READY
ASIC (Australian Securities and Investments 
Commission) has recently released a detailed 
report of enforcement outcomes for the first 
half of this year which has a big focus on 
the financial services sector. The report also 
comes with a heads up about intended focus 
areas in the second half of this year.

ASIC’s aim is to address various long-term 
challenges which recognise the need to maintain 
high levels of conduct, trust and integrity in the 
financial services market. Being a market and 
financial system which continues to evolve, 
change structure and become more complex due 
to ongoing innovation, digital disruption and cyber 
resilience, and globalisation.

Based on these challenges, the priorities and 
key risks for the period just covered include the 
following: 

1     Gatekeeper culture and conduct in financial 
services and credit 

2     Gatekeeper culture and conduct in markets 

3     Digital disruption 

4     Cyber threats 

5     Misalignment of retail product design and 
distribution with consumer understanding 

6     Cross-border businesses, services and 
transactions 

These key risks had a particular focus on how 
inappropriate culture and incentives could drive 
poor conduct and financial advice, and could 
compromise integrity, trust and confidence in the 
financial system.  

Furthermore, there has been specific attention 
paid to the financial services field. ASIC removed 
23 financial services individuals and has reported 
a total of 145 instances of misconduct including 
five criminal incidents. 

For the next six months, ASIC has stated its 
commitment to focus on higher standards in 
the financial services industry, paying particular 
attention to:

•   Conduct risk and integrity;

•   Corporate governance;

•   Responsible lending practices;

•   Financial advisers’ compliance with best 
interest duties;

•   AFS (Australian Financial Services) licensees’ 
failure to deliver ongoing advice services to 
financial advice customers who are paying fees 
to receive those services;

•   Misleading and deceptive conduct; and

•   AFS licensees that claim to provide general 
advice but instead provide personal advice.

ASIC will also be focusing on the culture and 
incentives that result in poor financial advice, 
which can undermine trust and confidence in the 
financial system.

With a continued major focus on the financial 
services sector, we recommend that lenders, 
financial advisers and licensees continue to invest 
time and resources into ongoing development 
and improvement of their risk management 
framework, organisation governance and 
culture, and compliance systems, processes and 
procedures. This could be through training and 
development of staff, dedicated risk resources 
internally, independent assessments and advice 
from external experts (e.g. accounting and law 
firms) and improved tools such as compliance 
portals and Enterprise Risk Management 
systems. Ultimately all this needs to be 
underpinned by a commitment, and strong  
tone set by those at the Board and key 
management levels. 

Scott Tobutt 
Partner
PKF Sydney & Newcastle   
stobutt@pkf.com.au

••
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ASIC ENFORCEMENT

Investigations commenced 57 Persons charged in criminal 
proceedings

5

Investigations completed 80 Criminal charges laid 32

Individuals removed from financial 
services

23 Infringement notices issued 11

Compensation/remediation $618.8m Infringement notices paid $1.4m

Persons charged in summary 
prosecutions for strict liability offences

203 Criminal charges laid in summary 
prosecutions for strict liability offences

399

With a continued 

major focus on 

the financial 

services sector we 

recommend that 

lenders, financial 

advisers and 

Australian Financial 

Services licensees 

continue to invest 

time and resources 

into ongoing 

development and 

improvement of their 

risk management 

framework, 

organisation 

governance and 

culture, and 

compliance systems, 

processes and 

procedures.

“

The above is a summary of the resulting enforcement actions undertaken by ASIC for this period



ASIC’S LATEST ENFORCEMENT 
REPORT IS OUT  – BE READY

Nikki Shen 
Partner
PKF Lawler (Perth)
nshen@pkf.com.au

Defining and 

quantifying culture 

is a real and current 

challenge facing 

most Australian 

companies and 

organisations 

as they find that 

shareholders, 

customers, 

regulators and 

the public have 

no tolerance for 

businesses that 

cannot get it right.

“

“

POWER OF CULTURE…
POWER OF PEOPLE
When a child does something wrong, fingers point to the parents. When an organisation 
goes rogue, the Board gets questioned. As natural and normal as it sounds, how one 
conducts him or herself reflects on the values and culture of the organisation. 

So, what is risk culture? Many managers feel 
they have an intuitive understanding of risk 
culture but may not be able to define this 
precisely and concretely. Without a clear and 
holistic understanding of risk culture however, 
organisations tend to address risk with narrow 
structural approaches and incentives. To quote 
KBC Group’s risk culture definition, “A powerful 
wheel of effective and efficient risk management 
that cultivates a shared perception among 
employees, including perceptions of risk-related 
practices and behaviours that are expected, 
valued and supported. Putting risk in the hearts 
and minds of everyone within the organisation, 
and working towards creating a common 
united goal”.

Defining and quantifying culture is a real and 
current challenge facing most Australian 
companies and organisations as they find that 
shareholders, customers, regulators and the 
public have no tolerance for businesses that 
cannot get it right. This challenge continues 
to escalate with new risk management and 
governance prudential standards from APRA 
(Australian Prudential Regulation Authority), 
and increased ASIC (Australian Securities and 
Investments Commission) monitoring and 
enforcement of regulations designed to protect 
investor and consumer interests. 

Without succumbing to the challenges, 
the journey begins as Board members and 
senior managers embark on a culture risk 
assessment journey, fostering a common 
language and framework. A journey that is 
aimed at developing a successful risk culture 
model which accounts for all the meaningful 
interactions that happen inside organisations. 
The model is as follows:

Underpinned by this model, Board members 
and senior management sought to understand 
and evaluate the risk culture practised within 
its organisations with the following questions:

•   Is risk management valued throughout the 
organisation? 

•   Are risk issues and events proactively 
identified and effectively addressed?

•   Are risk issues and policy breaches ignored, 
downplayed or excused?

•   Is the immediate manager an effective role 
model for desirable risk behaviour?

With APRA and ASIC placing more scrutiny 
on organisations’ risk culture, Board members 
and senior management are embracing, 
evolving and regularly communicating the 
importance of a strong risk culture to ensure 
that a consistent message comes from the  
top echelons.

Lastly, organisations that continue to  
evolve and instil a healthy risk culture will set 
the new benchmark for effective and efficient 
risk management, the production  
of distinct results, and creation of a 
competitive advantage. 
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LEADERSHIP  
& STRATEGY

RISK MANAGEMENT

PEOPLE & 
COMMUNICATION

ACCOUNTABILITY & 
TRANSPARENCY

• Integrity and values 
• Mission and objectives

• Processes and controls 
• Risk identification and assessment

• Commitment to competence 
• Knowledge, information and communication

• Delegation of authority and responsibility 
•  Human resource policies and practices, and performance 

measurement

{
{
{
{

mailto:nshen@pkf.com.au


CYBER SECURITY 
CONSIDERATIONS FROM  
A KEY AUDIT  
MATTER CONTEXT
Should cyber security be considered a 
default significant risk? If so, why do so few 
current ASX (Australian Stock Exchange) 
company audit reports contain a Key 
Audit Matter (KAM) disclosure relating 
to cyber security? Could it be due to a 
lack of understanding of the Information 
and Communications Technology 
(ICT) environment and the inherent 
significant risks posed by cyber security 
vulnerabilities?

The reality is that Australia and New Zealand 
both lag behind global peers when it comes 
to the development and introduction of 
legislation to ensure corporations are taking the 
necessary steps to secure data and the ICT 
environment they operate within, in the context 
of cyber security. This however, should not 
been seen as a reason to ignore.

Looking around the globe at alternate 
frameworks that organisations are introducing, 
it can be seen that it is imperative all 
companies learn and apply best practice 
standards in order to stay one step ahead, 
or at least, keep pace with the ever-evolving 
cyber landscape. Without a proactive 
approach from businesses and associated 
domestic regulators, potential brand damage, 
through data integrity loss and business 
disruption, could potentially be catastrophic. 
In addition, the statutory penalties for not 
complying with the newly legislated data 
breach notification laws, applicable for serious 
or repeated interferences with the individual 
privacy, could attract a maximum penalty of 
$1.8 million for corporate entities.

In light of this, cyber security threats and 
privacy act requirements should underpin 
the fundamental elements of any large 
organisation’s risk management framework. 
Current best practice models comprehensively 
identify and address these high risk areas.

As auditors, we have a force of law duty to 
review and assess the strengths and material 

weaknesses of a client’s risk management 
framework. A lack of understanding of cyber 
security risks, privacy act requirements and ICT 
infrastructure capacity is no longer an excuse.

Having reviewed a diverse cross section 
of ASX 100 audit reports, it would appear 
that traditional accounting matters still form 
the overriding majority of KAM disclosures. 
Very few disclose a KAM associated with 
cyber security and ICT infrastructure counter 
measures.

Specifically, ASA 570.08 defines a KAM as 
those matters that, in the auditor’s professional 
judgement, were of most significance in the 
audit of the financial report.

We have seen multinational listed entities hit 
by significant data breaches and disruption 
events which have arisen from cyber security 
weaknesses – examples being Yahoo, Target 
and Sony Pictures Entertainment. In all 
examples, it was reported that each entity has 
suffered significant direct and indirect financial 
repercussions.

Given the similarities in ICT environments, 
and the types of personal data retained by 
these large corporates, and most ASX listed 
entities and large businesses, it can be argued 
that such comparable entities will also have 
significant audit risks in relation to Cyber 
Security. It can therefore be concluded that 
for companies whose ICT environment is 
pervasive to their business, we should expect 
to see a KAM relating to Cyber Security in their 
audit report. 
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Steven Russo 
Partner
PKF Adelaide
steven.russo@pkfsa.com.au
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CYBER SECURITY 
CONSIDERATIONS FROM  
A KEY AUDIT  
MATTER CONTEXT

The impact of IFRS (International Financial 
Reporting Standards) adoption together with 
continued amendments to the standards 
stretches far beyond accounting and financial 
reporting to affect key business decisions. 
Access to up-to-date guidance and timely 
advice are essential as IFRS  
is adopted in many more countries or new 
and revised standards are implemented. 
Consistent interpretation and application  
is vital for companies operating in a  
global environment.

PKF International provides access to a 
number of resources and valuable tools 
available on our website. Accounting Updates 
provide information on important accounting 
developments and a selection of IFRS 
summaries and snapshots provide a quick 
overview of the most important provisions of 
the standards. The latest illustrative financial 
statements template is a useful guide to assist 
with layout and presentation of IFRS financial 
statements.

In addition, we provide high quality guidance 
and resources to our member firms as well 
as access to an international IFRS group, 
consisting of practitioners and technical 
personnel with expertise in IFRS.

Some of the resources available to our clients 
include:

•   PKF & WILEY Interpretation and 
Application of IFRS® Standards  
(2017 edition)

The book is a joint project between PKF and 
Wiley & Sons. Every year members of the 
PKF family generously volunteer their time 
to author or update the chapters. After a 
rigorous review process the books go to print 
with Wiley printing PKF branded copies for the 
PKF network. The books provide great insight 
to the IFRS, with illustrative examples and 
commentary.

•   PKF & W. Consulting Applying IFRS for 
SMEs (2015 edition)

PKF has entered into an agreement with 
W. Consulting to provide a PKF branded 
International Financial Reporting Standard for 
Small and Medium- sized Entities handbook. 
The book is broken down into 30 chapters 
with each chapter dealing  
with a section of the IFRS for SMEs and 
covers the most recent amendments effective 
in 2017.
•   PKF/WILEY Insight IFRS - IFRS 

Research Platform
PKF International have partnered with Wiley & 
Sons to provide the network with an exclusive, 
PKF branded, IFRS research platform. We 
have worked closely with Wiley & Sons 
throughout the development of the platform. 
The result, a platform which responds to the 
requirements of our network.
Resources maintained on this platform 
include:
•   The 2016 Blue Book International Financial 

Reporting Standards
•   The Wiley/PKFI Interpretation and 

application of International Financial 
Reporting Standards book

•   Technical summaries
•   Worked examples and case studies
•   News stories and opinion pieces
•   Pentana Disclose
Pentana Disclose is an intuitive, high-calibre 
disclosure checker and is used throughout 
the PKF network to great effect. Pentana 
Disclose provides an efficient way to check 
the disclosures needed for entities that are 
implementing new accounting standards. 
The checklists contain all the most recent 
accounting standards, SORPs  
(Statements of Recommended Practice) and 
relevant legislation and are updated regularly 
to ensure all the relevant requirements are 
covered.  

IFRS RESOURCES:  
HOW PKF INTERNATIONAL  
CAN HELP YOU 

To find out how PKF can be of assistance to you please contact us using the 
online contact form at http://www.pkf.com/ifrs

SPRING  I  CLARITY  
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PKF International Limited administers a family of legally independent firms and does not accept any responsibility or liability for the 
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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  
80 Partners and 750 staff, across audit, taxation and  
specialist advisory services.
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