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[bookmark: _GoBack]APPENDIX A
[bookmark: _Toc6994228][bookmark: _Toc9334168][bookmark: _Toc9334220]The accounting and taxation treatment by the ATO differs for some key transactions. The accounting profit model adopts the accounting treatment by default with a few minor exceptions. The below table summarises differences between accounting and taxation treatments of certain transactions, and outlines which option should be adopted under the accounting profit model.
[bookmark: _Toc6994229][bookmark: _Toc9334169][bookmark: _Toc9334221]Examples: Accounting and taxation treatment of transactions
	Transaction/event
	Accounting treatment
	Taxation treatment 
	Treatment adopted under accounting profit model

	Annual leave / sick leave / long service leave
	Provision raised and expense recorded when the debt is owing to staff
	Recognised as an allowable deduction when paid
	Accounting treatment

	Audit fee accruals
	Recognised as an expense at year end
	Recognised as an allowable deduction when paid
	Accounting treatment

	Other accrued expenses
	Recognised as an expense at year end
	Recognised as an allowable deduction when there is an existing financial liability in accordance with tax ruling TR 97/7
	Accounting treatment

	Doubtful debts expense
	Provision raised and expense recorded at year end when the debt is considered doubtful
	Not recognised as an allowable deduction until the debt is physically written off (bad debt)
	Accounting treatment

	Depreciation of non-current assets
	Recognised as an expense based on the estimated useful life of the asset
	Recognised as an allowable deduction in accordance with ATO determined effective life
	Accounting treatment

	Depreciation of buildings
	Recognised as an expense based on the estimated useful life of the asset
	Not deductible. However, a special 2.5 per cent capital works allowance applies on the construction cost of the building
	Accounting treatment

	Entertainment
	Recognised as an expense when incurred
	Entertainment provided to employees is tax deductible, however, entertainment provided to clients is not deductible
	Accounting treatment

	Fines and penalties
	Recognised as an expense when incurred
	Not deductible
	Accounting treatment

	Lease payments
	Payments are recognised as interest expense and principal repayments in accordance with the Australian accounting standards.
	Lease payments are tax deductible
	Accounting treatment

	Amortisation of right of use asset
	Recognised as an expense over the estimated lease term
	Recognised as an allowable deduction in accordance with the effective life of the asset
	Accounting treatment 

	Impairment of assets
	Impairment expense recognised in accordance with Australian accounting standards
	Not deductible per the ITAA
	Taxation treatment

	Interest paid / expense
	Recognised as an expense when incurred. Certain interest costs are capitalised and amortised in accordance with Australian accounting standards
	Recognised as an allowable deduction when paid (even if capitalised for accounting purposes)
	Accounting treatment

	Passive income (e.g. interest revenue)
	Recognised as revenue when earned in accordance with Australian accounting standards
	Generally recognised as assessable income when received
	Accounting treatment

	Research and development costs
	Sometimes capitalised as a non-current asset and amortised based on service potential
	Recognised as an allowable deduction when paid
	Accounting treatment

	Unearned income
	Recognised as a liability (unearned income) and progressively brought to account over time
	If refundable, same as accounting treatment (i.e. recognised as income after each service has been provided). If non‑refundable, it is regarded as assessable income upon receipt
	Accounting treatment
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