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ACCOUNTING

NEWS
BLIND FREDDY – COMMON
ERRORS IN ACCOUNTING FOR
IMPAIRMENT – PART 1
The whole essence of the ‘Blind Freddy’ series is to highlight instances where, despite the
accounting standards being very clear on a particular accounting treatment, preparers regularly
ignore the clear instructions in the standard, resulting in their financial statements being potentially
materially misstated.
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Perhaps the most common situation where this occurs is testing for impairment and application of
AASB 136 Impairment of Assets. While estimating an asset’s recoverable amount requires a great
degree of judgement and estimation, in a number of cases there are a set of very clear rules that
‘Blind Freddy’ could recognise, which are commonly overlooked. These include:
• Not testing for impairment when the standard clearly requires it
• Not testing for impairment at the correct ‘unit of account’
• Not including the correct assets in the impairment test
• Basic errors in determining recoverable amount
−− Basic errors in determining ‘value in use’
−− Basic errors in determining ‘fair value less cost of disposal’.

P5 Regulation 2M.3.03 amends
requirements for remuneration reports
of listed companies

This month we will discuss the first ‘Blind Freddy’ error, i.e. not testing for impairment when the
standard clearly requires it. We will discuss the remaining errors in future newsletters.

In this edition we continue our series on
‘Blind Freddy’ common errors, i.e. errors
that are so obvious that even ‘Blind Freddy’
would spot them. Our third article in the
2016 series focuses on common errors in
accounting for impairment.
We also look at changes that the
International Accounting Standards Board
has made to IFRS 15 Revenue from Contracts
with Customers, as well the impact of recent
regulatory changes on remuneration reports
of listed companies, and the impact of
Federal Budget changes to company tax rates
on current and deferred tax balances for 30
June 2016 financial statements.
Lastly, we review recent proposed changes
to the ASX Listing Rules against current
requirements for being admitted to the
official list.

Basic requirement of AASB 136
The basic requirement of AASB 136 is very simple.
‘An asset is impaired when its carrying amount exceeds its recoverable amount.’
AASB 136, paragraph 8
Not testing for impairment, when the standard clearly requires it
There are five basic situations where AASB 136 requires an asset to be tested for impairment:
• The asset is goodwill
• The asset is an intangible asset with an indefinite useful life
• The asset is an intangible asset not yet available for use
• There are external indicators that an impairment trigger has taken place
• There are internal indicators that an impairment trigger has taken place.
Testing goodwill for impairment
AASB 136 clearly says:
‘Irrespective of whether there is any indication of impairment, an entity shall also test goodwill
acquired in a business combination for impairment annually in accordance with paragraphs 80–99.’
AASB 136, paragraph 10(b)

P5 What impact will changes in company
tax rates announced in the Budget have
on June 2016 financial statements?
P7 ASX requests feedback on proposed
changes to admission requirements for
listed entities
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A common error is to assume that goodwill acquired during the current
financial year is not subject to an impairment test. This is not true. All
goodwill is subject to impairment testing, even if it arose as a result of a
business combination during the current year.
Testing an intangible asset with an indefinite useful life for impairment
AASB 136 also clearly says:
‘Irrespective of whether there is any indication of impairment, an
entity shall also test an intangible asset with an indefinite useful life
for impairment annually by comparing its carrying amount with its
recoverable amount…’
AASB 136, paragraph 10(a)
Therefore entities with intangible assets that they have determined to
have indefinite useful lives, and are not amortising, must perform an
impairment test on these brands, mastheads, licences, etc.
Testing an intangible asset not yet available for use
‘Irrespective of whether there is any indication of impairment, an entity
shall also test an intangible asset not yet available for use for impairment
annually by comparing its carrying amount with its recoverable
amount…’

External indicators of impairment
‘In assessing whether there is any indication that an asset may be
impaired, an entity shall consider, as a minimum, the following
indications:
External sources of information
a there are observable indications that the asset’s value has declined
during the period significantly more than would be expected as a
result of the passage of time or normal use.
b significant changes with an adverse effect on the entity have taken
place during the period, or will take place in the near future, in the
technological, market, economic or legal environment in which the
entity operates or in the market to which an asset is dedicated.
c market interest rates or other market rates of return on
investments have increased during the period, and those increases
are likely to affect the discount rate used in calculating an
asset’s value in use and decrease the asset’s recoverable amount
materially.
d the carrying amount of the net assets of the entity is more than
its market capitalisation.’
AASB 136, paragraph 12(a) to (d)

AASB 136, paragraph 10(a)
‘
Note that this requirement also applies to entities capitalising
development costs under AASB 138 Intangible Assets. It also raises the
question of whether development of a mine is a tangible or intangible
asset, remembering that at the point in time when an exploration and
evaluation asset transfers to the development phase, it must be tested
for impairment under AASB 6 Exploration for and Evaluation of Mineral
Resources.
There are external indicators that an impairment trigger has
taken place
At each reporting date (this includes the half-year), an entity is required
to assess whether there is any indication of impairment. This includes
goodwill and indefinite life intangibles.
‘An asset is impaired when its carrying amount exceeds its recoverable
amount. Paragraphs 12–14 describe some indications that an impairment
loss may have occurred. If any of those indications is present, an entity is
required to make a formal estimate of recoverable amount.’
AASB 136, paragraph 8
‘An entity shall assess at the end of each reporting period whether there
is any indication that an asset may be impaired. If any such indication
exists, the entity shall estimate the recoverable amount of the asset.’
AASB 136, paragraph 9

The above non-exhaustive list raises a number of ‘Blind Freddy’
conditions where, if one of the events listed above has occurred, an
impairment test must take place. This is in addition to the usual annual
impairment testing of goodwill.
If your net assets are greater than your market capitalisation, you must
test for impairment.
You can also see from AASB 136, paragraph 12(b) requirements above,
that an external indicator of impairment is ‘significant changes with an
adverse effect on the entity have taken place during the period, or will
take place in the near future, in the technological, market, economic
or legal environment in which the entity operates or in the market to
which an asset is dedicated.’ This requires you to perform impairment
tests in advance of actually being impacted by new technology or new
legislation, and arguably, impairment write- downs should occur at least
a year in advance of operating losses.
There are internal indicators that an impairment trigger has
taken place
AASB 136, paragraph 12 goes on to list the following internal indicators
of impairment:
Internal indicators of impairment
‘In assessing whether there is any indication that an asset may be
impaired, an entity shall consider, as a minimum, the following
indications:
Internal sources of information
e evidence is available of obsolescence or physical damage of an
asset.
f significant changes with an adverse effect on the entity have taken
place during the period, or are expected to take place in the near
future, in the extent to which, or manner in which, an asset is
used or is expected to be used. These changes include the asset
becoming idle, plans to discontinue or restructure the operation
to which an asset belongs, plans to dispose of an asset before the
previously expected date, and reassessing the useful life of an asset
as finite rather than indefinite.
g evidence is available from internal reporting that indicates that
the economic performance of an asset is, or will be, worse than
expected.’
AASB 136, paragraph 12(e) to (g)
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These requirements highlight the importance of tying internal budget
information into impairment testing assessments and calculations. Failing
to do so may result in ‘Blind Freddy’ errors, for example, if you have no
impairment write-downs but you have internal budgets showing that:
• The asset is not as profitable as budgeted
• The asset has cost more to construct than was budgeted, or
• The asset has taken longer to construct or get into production
than budgeted.
‘Evidence from internal reporting that indicates that an asset may be
impaired includes the existence of:
Internal sources of information
a cash flows for acquiring the asset, or subsequent cash needs for
operating or maintaining it, that are significantly higher than those
originally budgeted;

IASB ISSUES
CLARIFICATION TO
IFRS 15 REVENUE FROM
CONTRACTS WITH
CUSTOMERS

c a significant decline in budgeted net cash flows or operating profit,
or a significant increase in budgeted loss, flowing from the asset; or

Background
On 12 April 2016, the International Accounting Standards Board (the
Board) issued amendments to the new revenue Standard, IFRS 15
Revenue from Contracts with Customers. The amendments, which were
approved by the Australian Accounting Standards Board on 1 May
2016 as AASB 2016-3 Amendments to Australian Accounting Standards
– Clarifications to AASB 15, clarify some requirements and provide
additional transitional relief for companies implementing IFRS 15 (AASB
15 in Australia).

d operating losses or net cash outflows for the asset, when current
period amounts are aggregated with budgeted amounts for the
future.’

The changes, which result from discussions of the Transition Resource
Group (TRG), do not change the underlying principles of AASB 15, rather,
they merely clarify how those principles should be applied.

AASB 136, paragraph 14

The TRG was set up jointly by the IASB and the US national standardsetter, the Financial Accounting Standards Board (FASB), to assist
companies with implementing the new Standard.

b actual net cash flows or operating profit or loss flowing from the
asset that are significantly worse than those budgeted;

Again, preparers must realise that impairment testing is required to
consider planned future events such as disposals, reorganisations,
etc. If there are plans to close a facility early, or to undertake a major
refurbishment of that facility, an impairment test must be performed.
It must also be recognised that this list is not exhaustive.
‘The list in paragraph 12 is not exhaustive. An entity may identify
other indications that an asset may be impaired and these would also
require the entity to determine the asset’s recoverable amount or, in
the case of goodwill, perform an impairment test in accordance with
paragraphs 80–99.’
AASB 136, paragraph 13
Next month
In next month’s Blind Freddy article we will look at the common error of
not testing for impairment at the correct ‘unit of account’.

What are the amendments?
The amendments clarify how to:
• Identify a performance obligation (the promise to transfer a good or a
service to a customer) in a contract
• Determine whether a company is a principal (the provider of a good or
service) or an agent (responsible for arranging the good or service to
be provided), and
• Determine whether the revenue from granting a licence should be
recognised at a point in time or over time.
The amendments also include two additional transitional reliefs to reduce
cost and complexity when a company first applies IFRS 15. These are
discussed in more detail below.
Identifying performance obligations
IFRS 15 requires revenue recognition for each separate performance
obligation.
You have a separate performance obligation if your sales contract
includes a promise to transfer to a customer a good or service that is
‘distinct’.
A good or service promised to a customer is ‘distinct’ if (IFRS 15,
paragraph 27):
• The customer can benefit from the good or service either on its own or
together with resources that are readily available to the customer, and
• Your promise to deliver the good or service is separately identifiable
from other promises in the contract.
IFRS 15, paragraph 29 previously included factors that could indicate that
your promise to transfer a good or service is separately identifiable.
This wording was confusing because paragraph 29 was written in the
negative, i.e. to be separately identifiable, you would not be able to do
certain things (integration work, modification and there would not be
interdependencies or interrelationships between the products).
Thankfully the IASB have reframed this paragraph so that two or more
promises are not separately identifiable (i.e. they must be ‘bundled’) if:
• You do a significant amount of work to integrate the good or service
with other goods or services promised in the contract, or
• One or more of the goods or services you provide significantly
modifies or customises, or are significantly modified or customised by
other goods or services promised in the contract, or
• Goods or services provided are highly interdependent or interrelated.
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To clarify the concept of a ‘distinct’ good or service, the IASB has amended examples 10, 11
and 12, and added additional scenarios for installation services, multiple items and equipment/
consumables.
Principal vs agent considerations
IFRS 15, as originally issued, included significantly more guidance to determine whether you
are acting as principal or agent in a contract with a customer. However, due to the fact that the
assessment of the transfer of control for items purchased online is more complex in comparison to
tangible assets, these changes clarify that the principal obtains control of the good or service prior
to transferring it to the customer.
It is interesting to note that the IASB have reframed guidance paragraph B34 from listing indicators
to identify agency relationships, to instead listing indicators of when an entity could be acting as
principal. In doing so, it has removed the credit risk indicator, so that exposure to credit risk is no
longer an indicator that an entity is acting as principal.
Examples 45 to 48A have been amended accordingly.
Licensing
When licenses are ‘distinct’ from other goods or services identified in a contract, IFRS 15 requires
that we determine whether the license transfers to the customer over time (right to access
intellectual property) or at a point in time (right to use intellectual property).
With a promise to provide access to intellectual property (IP), the contract would normally
require, or the customer would reasonably expect, that the entity will undertake activities that
significantly affect the IP. The amendments provide additional guidance to determine when the
entity’s activities will significantly affect the IP, i.e. when:
• The activities are expected to change the form or functionality, or
• The ability of the customer to derive benefits from the intellectual property is substantially
derived from, or dependent on, those activities.
The additional guidance clarifies that if the IP has significant standalone functionality (e.g.
biological compounds or drug formulas), the IP would not be significantly affected by the entity’s
activities unless those activities change the form or functionality.
The amendments also make changes to examples 54 to 59.
Further guidance is also proposed on sales-based or usage-based royalties and examples 60 and 61
are amended.
Practical expedients
The TRG also raised concerns about the potential challenges in applying full retrospective
restatement to certain aspects of the IFRS. As a result, the amendments include two additional
practical expedients on transition to IFRS 15 as follows:
• To permit entities to use hindsight to identify satisfied and unsatisfied performance obligations,
and the transaction price, in a contract that was modified before the beginning of the earliest
period presented, and
• To permit entities using the full retrospective method not to apply IFRS 15 retrospectively to
contracts that were complete at the beginning of the earliest period presented.
When do these amendments apply?
The amendments have the same effective date as IFRS 15, i.e. for annual periods beginning on or
after 1 January 2018.

NEW BDO
PUBLICATIONS
The Audit section of our website includes a
range of publications on IFRS issues. Look for
the ‘Global IFRS Resources’ link which includes
resources such as:
• IFRS at a Glance – ‘one page’ and short
summaries of all IFRS standards
• Need to Knows – updates on major
IASB projects and highlights practical
implications of forthcoming changes to
accounting standards. Recent Need to
Knows include IFRS 9 (2014) Financial
Instruments – Classification and
Measurement (April 2015), IFRS 9 Financial
Instruments - Impairment of Financial Assets
(Dec 2014), IFRS 15 Revenue from Contracts
with Customers (Aug 2014) and Hedge
Accounting (IFRS 9 Financial Instruments)
(Jan 2014)
• IFRS in Practice – practical information
about the application of key aspects of
IFRS, including industry specific guidance.
Recent IFRS in Practice include IFRS 11 Joint
Arrangements (Feb 2016), IFRS 9 Financial
Instruments (Oct 2015), IFRS 15 Revenue
from Contracts with Customers - Transition
(April 2015), IFRS 15 Revenue from Contracts
with Customers (Oct 2014), IAS 7 Statement
of Cash Flows (May 2014), Distinguishing
between a business combination and an
asset purchase in the extractives industry
(March 2014), IAS 36 Impairment of Assets
(Dec 2013) and Common Errors in Financial
Statements – Share-based Payment (Dec
2013)
• Comment letters on IFRS standard setting includes BDO comments on various projects
of international standard setters, including
Exposure Drafts and other Discussion
Papers, when it is considered that the issue
is significant to the BDO network and its
clients. Latest comment letters include
IASB ED 2015-08 IFRS Practice Statement:
Application of Materiality to Financial
Statements, IASB ED 2015-11 Applying
IFRS 9 Financial Instruments with IFRS 4
Insurance Contracts – Proposed amendments
to IFRS 4, IASB ED 2015-3 Conceptual
Framework for Financial Reporting, IASB ED
2015-5 Proposed amendments to IAS 19 and
IFRIC 14, IASB ED 2015-1 Classification of
Liabilities and Basel Committee on Banking
Supervision – Guidance on accounting for
expected credit losses.
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REGULATION 2M.3.03
AMENDS REQUIREMENTS FOR
REMUNERATION REPORTS OF
LISTED COMPANIES
On 16 April 2016, Regulation 2M.3.03 of the Corporations Regulations 2001 was updated by
Corporations Amendment (Remuneration Disclosures) Regulation 2016 to fix anomalies that arose
when the key management personnel (KMP) disclosures for disclosing entity companies were
moved from AASB 124 Related Party Disclosures, paragraph Aus 29.7 and to Aus 29.7.3 – 29.9.3
into the regulations by AASB 2011-4 Amendments to Australian Accounting Standards to Remove
Individual Key Management Personnel Disclosure Requirements.
What were the drafting anomalies?
The main problems with the original Regulation 2M.3.03 were that disclosure was required for:
• All shareholdings of a KMP, rather than just shareholdings in the disclosing entity or any of its
subsidiaries (item 18), and
• All non-arm’s length transactions involving equity instruments (other than share-based
payment compensation), by KMPs during the period, rather than just transactions with the
disclosing entity and any of its subsidiaries (item 19).
Withdrawal of Class Order 14/632 Key management personnel equity instrument disclosures
Class Order 14/632 has been withdrawn for financial years ending on or after 17 April 2016 because
this is the commencement date of the updated Regulation. This means that CO 14/632 would be
applied to a 31 March 2016 year end but not to a 30 April 2016 year end.
What other changes were made to Regulation 2M.3.03?
The updated regulation also amends Regulation 2M.3.03(3A) to clarify that disclosures about loans
to KMPs includes transactions that are in substance options, including non-recourse loans.

WHAT IMPACT WILL CHANGES
IN COMPANY TAX RATES
ANNOUNCED IN THE BUDGET
HAVE ON JUNE 2016 FINANCIAL
STATEMENTS?
One of the key measures introduced in the Federal Government’s Budget 2016 is the gradual
reduction on company tax rates from 30% (28.5% for small businesses) to 25% by 2027 as follows:
INCOME YEAR

APPLICABLE TURNOVER
THRESHOLD LESS THAN

COMPANY TAX RATE (%)

2015-16

$2 million

28.5

2016-17

$10 million

27.5

2017-18

$25 million

27.5

2018-19

$50 million

27.5

2019-20

$100 million

27.5

2020-21

$250 million

27.5

2021-22

$500 million

27.5

2022-23

$1 billion

27.5

2023-24

All companies

27.5

2024-25

All companies

27

2025-26

All companies

26

2026-27

All companies

25

Will these changes impact the measurement of current tax liabilities and deferred tax assets
and liabilities for the year ending 30 June 2016?
No.
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These changes will not impact the measurement of current tax liabilities
and deferred tax assets and liabilities at 30 June 2016 because AASB 112
Income Taxes requires that current and deferred tax assets and liabilities
be measured using tax rates that have been enacted or substantively
enacted by the end of the reporting period.
Legislation to reduce company tax rates will not be enacted (received
Royal Assent) or substantively enacted (passed through both Houses of
Parliament) at 30 June 2016 because of the election taking place 2 July
2016.
Should these changes be disclosed as a non-adjusting post balance
date event?
If these changes pass through both Houses before your financial
statements are authorised for issue (substantive enactment), then if
material, you will need to disclose the impact on the measurement of
your deferred tax assets and liabilities. AASB 112 Income Taxes, paragraph
88, specifically requires these disclosures.
If these changes do not pass through both Houses before your financial
statements are authorised for issue, you are not required to disclose
subsequent event details in your financial statements. However, if
material you may choose to do so by giving a status update of the
progress of the legislation at the time your financial statements are
authorised for issue and the likely impact on deferred tax balances
recorded at 30 June 2016 if such changes do occur.
What impacts would the change to the company tax rate have on the
measurement of current tax and deferred tax balances?
A reduction in corporate tax rates will only impact the measurement of
current tax liabilities in the year in which the new rate becomes effective.
However, once tax rates have been enacted or substantively enacted,
deferred tax assets and liabilities must be measured at tax rates that
are expected to apply to the period when the asset is realised or the
liability is settled. This means that deferred tax on temporary differences
must be recalculated using the new rate where assessable or deductible
temporary differences are expected to be settled or realised at the new
rate.
Example:
ABC Limited has revenue of $20 million and $5 million of tax losses it
expects to recover as follows:
• $2 million during the 30 June 2017 year
• $3 million during the 30 June 2018 year.
Per the table above, ABC Limited will incur a 30% tax rate for the years
ending 30 June 2016 and 30 June 2017, and 27.5% for the year ending 30
June 2018.
Assume that the tax rates per the table above are substantively enacted
between 1 July 2016 and prior to the 30 June 2016 financial statements
being authorised for issue.
At 30 June 2016, the deferred tax asset attributable to tax losses is $1.5
million (30% of $5 million).
The deferred tax asset attributable to tax losses will be recalculated as
follows if disclosing this as a non-adjusting post balance date event:
TAX LOSS

DATE
RECOVERABLE

TAX RATE

TOTAL

$2 million

30 June 2017

30%

$600,000

$3 million

20 June 2018

27.5%

$825,000

Deferred tax asset

$1,425,000

This will result in a reduction of the deferred tax asset of $75,000 ($1.5
million less $1.425 million). This reduction of $75,000 will impact your
income tax expense and will be a reconciling item in your effective tax
rate note to the financial statements in the 2017 year.
Application issues
The example above illustrates a simple scenario where it is easy to
identify the financial year in which tax losses will be recouped, and
therefore the applicable tax rate for calculating the deferred tax asset.

However, it is not clear yet how some more complex deferred tax
balances like deprecation would be dealt with at this stage. In practice,
this staged implementation to reducing company tax rates may cause
headaches if you are trying to determine what tax rates to use for the
recovery of deductible temporary differences, or the settlement of
deferred tax liabilities, particularly where recovery or settlement occurs
over multiple reporting periods.
Example:
DEF Pty Limited has 2,000 assets on its fixed asset register. Most of
these assets have different rates for tax depreciation and accounting
depreciation and have useful lives varying from three to 20 years. Assets
are replaced on a rolling basis.
Following the requirements of AASB 112, paragraph 47, deferred tax assets
and liabilities must be calculated using the tax rates that are expected
to apply when the asset is realised or liability settled. We can see that in
practice, this could result in a significant amount of system changes and
record keeping to get the right answer.
Theoretically, for each asset, we would need to split down the temporary
differences into the years that we expect to recover the deductible
temporary difference or settle the deferred tax liability, and then use the
appropriate tax rate from the table above.
Entities will need to determine how to apply these requirements in
practice so that amounts recorded are not materially misstated.
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ASX REQUESTS
FEEDBACK ON
PROPOSED CHANGES
TO ADMISSION
REQUIREMENTS FOR
LISTED ENTITIES
On 12 May 2016, the Australian Securities Exchange (ASX) issued for
comment a Consultation Paper Updating ASX’s admission requirements for
listed entities which seeks input on its proposed changes to requirements
for admission to the official ASX list.
Some of the key proposals include:
• Increasing the financial thresholds
• Introducing a minimum free float requirement
• Changing the spread test
• Making the minimum working capital requirement consistent across
all entities
• Requiring audited financial statements from ‘assets test’ entities.
These are discussed briefly below.
Increasing financial thresholds
Proposal
The Consultation Paper proposes amending the financial thresholds for
admission as follows:
• Increasing the ‘assets test’ threshold from net tangible assets
(NTA) of $3 million or a market capitalisation of $10 million, to net
tangible assets of $5 million or a market capitalisation of $20
million (Listing Rule 1.3.1)
• Increasing the ‘profits test’ threshold from $400,000 to $500,000
for profit from continuing operations for the 12 months prior to
admission (Listing Rule 1.2.5).
While the ASX has a long history of supporting listings of early stage and
start-up entities which may not have a track record of profitability but
have significant intangible assets, it considers it necessary to increase the
NTA threshold to maintain quality of the market and to provide greater
surety that the listed entity will have sufficient resources to carry on its
business for a reasonable period.
Introducing a minimum free float requirement and changing the
spread test
Proposal
The Consultation Paper proposes a minimum ‘free float’ requirement of
20% (refer proposed definition below) in Condition 7 of Listing Rule 1.1.
Proposed definition of ‘free float’ in Listing Rule 19.12
The percentage of the main class of securities of an entity that:
a Are not restricted securities or subject to voluntary escrow, and
b Are held by non-affiliated security holders.
Proposed definition of ‘non-affiliated security holder’ in Listing Rule 19.12
Security holders who are not:
a A related party of the entity,
b An associate of a related party of the entity, or
c A person whose relationship to the entity or a person referred to
in (a) or (b) above is such that, in ASX’s opinion, they should be
treated as affiliated with the entity.

The ASX Listing Rules currently do not contain minimum requirements
for the proportion of securities that can be freely traded (i.e. not
restricted or subject to voluntary escrow). Guidance Note 1 to the Listing
Rules generally expects a free float of at least 10%, or an explanation of
how a 10% free float will be achieved and in what time frame.
The ASX is currently exercising its discretion under Listing Rule 1.19 and
requiring a free float of 20% so this rule change will merely formalise this
position.
Changing the spread test
Proposal
The Consultation Paper proposes changing the minimum credit spread
in Listing Rule 1.1, new Condition 8, as follows:
• If the entity has a free float at time of listing with a value of less
than A$50 million, there must be 200 non-affiliated security
holders, or 100 security holders if A$50 million or more, and
• Each security holder counted towards the spread must hold a
parcel of securities with a value of at least A$5,000.
There will not be a rules-based residency requirement for the spread,
but the ASX will retain its existing discretion to impose such 		
a requirement.
Listing Rule 1.1, Condition 7, currently allows the credit spread to be
achieved by having either:
• 400 security holders who hold a parcel of securities with a value of at
least $2,000
• 350 security holders who hold a parcel of securities with a value of at
least $2,000, where there is a free float of at least 25%, or
• 300 security holders who hold a parcel of securities with a value of at
least $2,000, where there is a free float of at least 50%.
The aim of this proposal is to support liquidity following listing in order to
attract sufficient investor interest in the Australian investor community
to justify listing.
Making the minimum working capital requirement consistent across
all entities
Proposal
All entities admitted under the ‘assets test’ will be required to meet the
$1.5 million minimum working capital requirement, after taking into
account:
• Budgeted revenue for the first full financial year that ends after
listing, and
• Budgeted administration costs and the costs of acquiring assets
referred to in the prospectus, product disclosure statement or
information memorandum (to the extent that these costs will be
met out of working capital).
Listing Rule 1.3.3(b) currently requires all entities admitted under the
‘assets test’ to have at least $1.5 million in working capital, after taking
into account any budgeted revenue for the first full financial year 		
after listing.
It is only mining and oil and gas exploration entities that must have $1.5
million in working capital available after also allowing for the first full
financial year’s budgeted administration costs, and the costs of acquiring
plant, equipment and/or tenements.
Extending these minimum working capital requirements to all entities
is intended to increase the likelihood that the business has sufficient
working capital to carry on its business for a reasonable period.
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Requiring audited financial statements from ‘assets test’ entities
Proposal
• Introduces a new requirement that entities seeking admission under the ‘assets test’ produce
audited financial statements for the last three full financial years
• If the financial statements for the last full financial year are more than eight months old, the
entity will also be required to produce audited or reviewed financial statements for the last
half year
• Audited financial statements will also be required for any entity or business acquired by the
entity, at, or ahead of a listing (e.g. will include backdoor listings)
• Audit/review reports may not contain a modified opinion, emphasis of matter or other
matter paragraph that the ASX considers unacceptable.
Listing Rule 1.3.5(a) currently does not require the accounts to be audited (or reviewed).
ASX will have discretion to accept less than three full years of audited financial statements, for
example, start-ups that have been operating for less than three full years.
This change will more closely align with the audit requirements for entities being admitted under
the ‘profits test’ in Listing Rule 1.2.3.
Comments close
The ASX has requested submissions to be made by 24 June 2016.
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