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IN THIS
ERRORS IN ACCOUNTING FOR
EDITION
IMPAIRMENT – PART 3 - ERRORS
WHEN DETERMINING ‘FAIR
VALUE LESS COSTS OF DISPOSAL’

P1 Blind Freddy – Common errors in
accounting for impairment – Part 3 Errors when determining ‘fair value less
costs of disposal’

The ‘Blind Freddy’ proposition is a term used by Justice Middleton in the case of ASIC v Healey & Ors
[2011] (Centro case) to describe glaringly obvious mistakes.

P5 AASB defers application of AASB 15
Revenue from Contracts with Customers
for not-for-profit entities
P5 Fatal flaw draft standard ready for
income of NFPs

In this month’s Blind Freddy article, we continue our series on errors that can be made in applying
the requirements of AASB 136 Impairment of Assets, focusing on errors that can be made by not
applying the requirements of AASB 136 and AASB 13 Fair Value Measurement when determining an
asset’s recoverable amount using ‘fair value less cost of disposal’ (FVLCD).

P6 New BDO publications

Basic requirements of AASB 136

P9 Comments sought on exposure drafts

The recoverable amount of an asset or a cash-generating unit is the higher of its fair value less
costs of disposal and its value in use.
Definition of ‘recoverable amount' in AASB 136, paragraph 6
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. (See AASB 13 Fair
Value Measurement.)
Definition of ‘fair value’ in AASB 136, paragraph 6
AASB 136 contains 25 paragraphs on how to calculate value in use (VIU), setting out very detailed
guidance on the:
• Basis for estimating future cash flows
• Composition of estimates of future cash flows
• Foreign currency future cash flows, and
• Discount rate.
At the same time, AASB 136 only contains two paragraphs on the fair value method. These discuss
what should be regarded as a ‘cost of disposal’ and the treatment of liabilities to be assumed by the
buyer, rather than containing any detailed guidance on how to determine fair value. However, it
would be wrong for preparers to conclude that determining fair value less costs of disposal (FVLCD)
is not subject to the application of very strict principles, which if not applied correctly, could lead to
‘Blind Freddy’ errors.

P7 More financial reporting class orders
replaced with new instruments

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 seventh article in the
2016 series, and fifth relating to impairment,
focuses on common errors in accounting
for impairment, specifically when using fair
value less costs of disposal to determine
recoverable amount.
We look at recent developments with the
anticipated standard on income recognition
by NFPs, and also summarise financial
reporting class orders that have recently
been replaced with Legislative Instruments.
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Fundamentally, the determination of FVLCD is something far more
sophisticated than a discounted cash flow model which contains wildly
optimistic forecasts and is back-engineered to show that there is no
impairment charge. FVLCD is not a means of circumventing the strict
rules around preparing discounted cash flow models for VIU calculations.
Can FVLCD be reliably measured?
We should not underestimate the difficulties in determining fair value
where there are no observable inputs into the valuation model. AASB
136 acknowledges that in some circumstances, it may not be possible to
determine FVLCD, in which case the VIU model must be used.
It may be possible to measure fair value less costs of disposal, even
if there is not a quoted price in an active market for an identical
asset. However, sometimes it will not be possible to measure fair
value less costs of disposal because there is no basis for making
a reliable estimate of the price at which an orderly transaction to
sell the asset would take place between market participants at the
measurement date under current market conditions. In this case,
the entity may use the asset’s value in use as its recoverable amount.
AASB 136, paragraph 20
Although the preparer effectively has the choice to determine an asset’s
recoverable amount by either determining its VIU or FVLCD, preparers
and auditors should be aware of the inherent difficulties in determining
FVLCD for an asset where there are no recent observable transactions, or
is not being actively marketed for sale.
The use of FVLCD is typically applied to assets that are not actually
in use, i.e. mothballed mining assets, or assets that are in the start-up
phase, or not fully in production.
What is fair value?
AASB 136 defines fair value as ‘… 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.’
IAS 36 (the international equivalent of AASB 136) was originally issued in
1998 by the International Accounting Committee (IASC), the predecessor
to the IASB. It was not until the release of AASB 13 (IFRS 13) in May 2011
that detailed guidance was produced on fair value. Preparers and auditors
now need to follow the principles set out in AASB 13 if they are going to
use FVLCD as the basis of determining an asset’s recoverable amount.
The majority of the ‘Blind Freddy’ errors highlighted in this article
therefore centre on these AASB 13 principles not being applied correctly.
Fair value is a market-based measurement, not an 		
entity-specific measurement
A fundamental principle of AASB 13 is that fair-value is a market-based
measurement, not an entity-specific measurement.
Fair value is a market-based measurement, not an entity-specific
measurement. For some assets and liabilities, observable market
transactions or market information might be available. For other
assets and liabilities, observable market transactions and market
information might not be available. However, the objective of a
fair value measurement in both cases is the same - to estimate the
price at which an orderly transaction to sell the asset or to transfer
the liability would take place between market participants at the
measurement date under current market conditions (i.e. an exit price
at the measurement date from the perspective of a market participant
that holds the asset or owes the liability).
AASB 136, paragraph 2
There are therefore two key aspects of this basic principle that impact the
application of AASB 136, i.e.:
• Inputs into any cash flow model must be those of a market
participant, and
• Any entity-specific savings or costs should be excluded from the
model (refer AASB 136, paragraph) 53A.

Fair value differs from value in use. Fair value reflects the
assumptions market participants would use when pricing the
asset. In contrast, value in use reflects the effects of factors that may
be specific to the entity and not applicable to entities in general.
For example, fair value does not reflect any of the following factors
to the extent that they would not be generally available to market
participants:
a) additional value derived from the grouping of assets (such as
the creation of a portfolio of investment properties in different
locations)
b) synergies between the asset being measured and other assets
c) legal rights or legal restrictions that are specific only to the current
owner of the asset, and
d) tax benefits or tax burdens that are specific to the current owner of
the asset.
AASB 136, paragraph 53A
Therefore, if a discounted cash flow model is being used to determine a
FVLCD, it must not include costs and savings that would not be achieved
by a market participant.
Blind Freddy Error 1
Including entity-specific assumptions for fair value in FVLCD.
Maximise observable inputs and minimise the use of unobservable
inputs when calculating FVLCD
In many cases, there are no observable market prices when testing an
asset for impairment using FVLCD. AASB 13, paragraph 3 expressly
states that any valuation technique used to determine fair value should
maximise the use of relevant observable inputs and minimise the use of
unobservable inputs.
When a price for an identical asset or liability is not observable, an
entity measures fair value using another valuation technique that
maximises the use of relevant observable inputs and minimises the
use of unobservable inputs. Because fair value is a market-based
measurement, it is measured using the assumptions that market
participants would use when pricing the asset or liability, including
assumptions about risk…
Extract of AASB 13, paragraph 3
This principle is also re-iterated in AASB 13, paragraphs 61 and 67.
An entity shall use valuation techniques that are appropriate in the
circumstances and for which sufficient data are available to measure
fair value, maximising the use of relevant observable inputs and
minimising the use of unobservable inputs.
AASB 13, paragraph 61
Valuation techniques used to measure fair value shall maximise
the use of relevant observable inputs and minimise the use of
unobservable inputs.
AASB 13, paragraph 67
Observable market inputs would include:
• An entity’s share price
• The share price of similar entities
• The price achieved for similar assets
• The price being asked for similar assets, and
• Inputs into a cash flow model e.g. forward prices on commodities and
foreign exchange etc.
With the basic principle of maximising observable market inputs, it is
difficult to see how preparers can rely solely on internally generated cash
flow forecasts, using inputs that are inconsistent with observable market
data.
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A simple example is the use of commodity prices and foreign exchange
rates in FVLCD models. Although the entity may itself have very good
reasons to believe that the consensus pricing on a particular commodity
is wrong, or they hold a particular view as to future exchange rates, the
inputs into the FVLCD model cannot differ from the market participants’
view.
Blind Freddy Error 2
Not maximising the use of observable inputs such as level 1 or level 2
assumptions, and using level 3 assumptions (internal) instead.
The fair value hierarchy
A fundamental principal of AASB 13 is the application of the ‘fair value
hierarchy’ which classifies inputs as observable (level 1), unobservable
(level 3) and mixed (level 2) as follows:
• Level 1 inputs are quoted prices (unadjusted) in active markets
for identical assets or liabilities that the entity can access at the
measurement date.
• Level 2 inputs are inputs, other than quoted prices included within
level 1, that are observable for the asset or liability, either directly or
indirectly.
• Level 3 inputs are unobservable inputs.
…The fair value hierarchy gives the highest priority to quoted prices
(unadjusted) in active markets for identical assets or liabilities (Level 1
inputs) and the lowest priority to unobservable inputs (Level 3 inputs).
Extract of AASB 13, paragraph 72
This means that entities using level 3 discounted cash flow models to
determine FVLCD cannot ignore level 2 or level 1 inputs that may be
available. For example, an entity calculating FVLCD for an investment in
shares listed on the ASX cannot ignore the level 1 listed share price, and
instead use a level 3 discounted cash flow model that uses level 3 inputs.
Similarly, for assets where there are level 2 inputs (i.e. observable price
for a similar asset or liability), an entity cannot solely use a level 3
discounted cash flow model to determine FVLCD. The requirement to
give highest priority to level 1 inputs, and lowest priority to level 3 inputs,
coupled with the requirement to use multiple valuation techniques (refer
discussion below), means that level 2 inputs, being observable market
prices for similar assets, adjusted for the condition and location of the
asset, must be taken into account.
Blind Freddy Error 3
Putting level 3 spreadsheets ahead of level 1 and level 2 inputs that
may be available to determine FVLCD.
Market conditions at the measurement date
AASB 13 defines fair value as 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.
A fair value measurement assumes that the asset or liability is
exchanged in an orderly transaction between market participants to
sell the asset or transfer the liability at the measurement date under
current market conditions.
AASB 13, paragraph 15
Using the measurement date is reinforced in AASB 13, paragraphs 24 and
62 as follows:

Fair value is the price that would be received to sell an asset or paid
to transfer a liability in an orderly transaction in the principal (or most
advantageous) market at the measurement date under current
market conditions (i.e. an exit price) regardless of whether that price
is directly observable or estimated using another valuation technique.
AASB 13, paragraph 24
The objective of using a valuation technique is to estimate the price at
which an orderly transaction to sell the asset or to transfer the liability
would take place between market participants at the measurement
date under current market conditions. Three widely used valuation
techniques are the market approach, the cost approach and the
income approach…
Extract of AASB 13, paragraph 62
In practice, many entities fail to update assumptions used in FVLCD
calculations to reflect current circumstances at measurement date. If a
preparer finds themselves arguing that ‘this is only a temporary market
blip’, or ‘the market was temporarily negatively impacted by xxxx’, or ‘the
market overreacted’ to justify why these factors have been excluded from
their FVLCD model, they have fundamentally misunderstood that the
FVLCD is determined using market conditions at the measurement date.
Blind Freddy Error 4
Not updating FVLCD models to reflect assumptions current
at measurement date, or justifying why market conditions at
measurement date are not valid.
Using overly optimistic assumptions in the cash flow models
AASB 136 contains detailed guidance on cash flows to be used in VIU
models. It requires that they be realistic, in line with past performance
and realistic budgets, and generally be restricted to five years because
forecasting beyond five years is generally not considered to be reliable.
Prima facie this guidance does not apply to the FVLCD model, however,
FVLCD is driven by the principle that using FVLCD simply does not allow
for the use of bullish optimism in terms of growth, profitability, etc. The
growth rates and the associated risks of not achieving growth should be
that of market participants, not that of management.
Blind Freddy Error 5
Using overly optimistic assumptions in cash models that are not
substantiated by market participant assessments.
Use of multiple valuation techniques
Under the fair value hierarchy contained within AASB 13, the ideal fair
value model is an observable market price for an asset. In reality, this is
very unlikely to be achieved in impairment testing under AASB 136, and
there is therefore a tendency to resort solely to discounted cash flow
models to determine FVLCD. AASB 13, paragraph 63 expressly states that
when an observable market is not available, e.g. when valuing a cashgenerating unit (CGU), multiple valuation techniques will be appropriate.
In some cases a single valuation technique will be appropriate (e.g.
when valuing an asset or a liability using quoted prices in an active
market for identical assets or liabilities). In other cases, multiple
valuation techniques will be appropriate (e.g. that might be
the case when valuing a cash-generating unit). If multiple
valuation techniques are used to measure fair value, the results (i.e.
respective indications of fair value) shall be evaluated considering the
reasonableness of the range of values indicated by those results. A
fair value measurement is the point within that range that is most
representative of fair value in the circumstances.
AASB 13, paragraph 63
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Paragraph 63 also states that in such cases, the fair value is then ‘the
point within that range that is most representative of fair value in the
circumstances’. Many preparers simply use a single valuation method,
usually based on a DCF, ignoring the market approach and the cost
approach.
Blind Freddy Error 6
Using one valuation technique only (failing to use multiple techniques).
Incorrect development of level 3 models
If FVLCD needs to be determined using level 3 inputs (i.e. there are no
level 2 or level 1 inputs), then the preparer must still aim to determine a
fair value that represents ‘...an exit price at the measurement date from
the perspective of a market participant that holds the asset..’.
This exit price must be produced using risk assumptions that a market
participant would use.
…unobservable inputs shall reflect the assumptions that market
participants would use when pricing the asset or liability, including
assumptions about risk…
Extract of AASB 13, paragraph 87
...A measurement that does not include an adjustment for risk would
not represent a fair value measurement if market participants would
include one when pricing the asset or liability…
Extract of AASB 13, paragraph 88
…In developing unobservable inputs, an entity may begin with its own
data, but it shall adjust those data if reasonably available information
indicates that other market participants would use different data or
there is something particular to the entity that is not available to
other market participants (e.g. an entity-specific synergy)…
Extract of AASB 13, paragraph 89
The AASB 136 guidance on VIU models allows the uncertainty for the
amount and timing of cash flows to be dealt with by either probability
adjusting the cash flows, or by adjusting the discount rate. The same
applies when building level 3 FVLCD models, but it is a requirement of
AASB 13 that these uncertainties are that of market participants, and
therefore does not represent overly optimistic internal entity-specific
views.
Blind Freddy Error 7
Not applying a market participant’s risk profile when developing level 3
FVLCD models.
Fair value less costs of disposal
AASB 136 requires recoverable amount of an asset to be its FVLCD, rather
than just its fair value.
Costs of disposal, other than those that have been recognised
as liabilities, are deducted in measuring fair value less costs of
disposal. Examples of such costs are legal costs, stamp duty and
similar transaction taxes, costs of removing the asset, and direct
incremental costs to bring an asset into condition for its sale. However,
termination benefits (as defined in AASB 119) and costs associated
with reducing or reorganising a business following the disposal of an
asset are not direct incremental costs to dispose of the asset.
AASB 136, paragraph 28
Some entities ‘forget’ to deduct costs of disposal to arrive at the
recoverable amount. This means that recoverable amount is overstated,
and therefore any impairment charge is understated.
Blind Freddy Error 8
Not deducting costs of disposal from the asset’s fair value.
Other entities could incorrectly deduct too many costs of disposal, and
therefore potentially understate recoverable amount, and overstate the
impairment charge. This may occur, for example, when termination costs
associated with reorganisations of a business post disposal are treated as
a cost of disposal.

Blind Freddy Error 9
Deducting termination costs of reorganising a business following its
disposal as costs of disposal.
Accounting for liabilities associated with an asset or group of assets
Sometimes, the disposal of an asset would require the buyer to assume
a liability and only a single fair value less costs of disposal is available
for both the asset and the liability. This could occur, for example, where
a purchaser of a mine also takes over the restoration obligation. In such
cases, the liability needs to be deducted from the carrying amount of the
CGU assets, otherwise the impairment charge will be overstated.
It may be necessary to consider some recognised liabilities to
determine the recoverable amount of a cash-generating unit. This may
occur if the disposal of a cash-generating unit would require the buyer
to assume the liability. In this case, the fair value less costs of disposal
(or the estimated cash flow from ultimate disposal) of the cashgenerating unit is the price to sell the assets of the cash-generating
unit and the liability together, less the costs of disposal. To perform a
meaningful comparison between the carrying amount of the cashgenerating unit and its recoverable amount, the carrying amount of
the liability is deducted in determining both the cash-generating unit’s
value in use and its carrying amount.
AASB 136, paragraph 78
Blind Freddy Error 10
Not deducting liabilities from both FVLCD and the carrying amount of
CGU assets when they buyer is to assume the liability.
Next month
In next month’s article we look at common errors made because
impairment is not tested at the correct unit of account.
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AASB DEFERS APPLICATION
OF AASB 15 REVENUE FROM
CONTRACTS WITH CUSTOMERS
FOR NOT-FOR-PROFIT ENTITIES
At its August 2016 meeting, the Australian Accounting Standards Board (AASB) announced that
it had tentatively decided to defer application of the new revenue standard, AASB 15, for not-forprofit entities (NFPs) by one year, including the NFP implementation guidance. This means that
the original application date of periods beginning on or after 1 January 2018 will be extended to 1
January 2019.
The reason for the delay is the timing of the release of AASB 10XX Income of Not-for-Profit Entities
which will deal with recognition of income that does not fall within the scope of AASB 15.

FATAL FLAW
DRAFT
STANDARD
READY FOR
INCOME OF
NFPS
At its August 2016 meeting, the Australian
Accounting Standards Board (AASB) also
announced that the draft standard on income
for NFPs and implementation guidance will
be published on its web site sometime during
September 2016 for a ‘fatal flaw’ review
process.
A ‘fatal flaw’ review process means that
the draft standard will only be changed
to the extent that the standard is unclear,
ambiguous, or results in certain transactions
being accounted for in the manner not
intended by the standard. It also includes
final typographical and internal cross
referencing errors to be identified. It does
not represent a re-exposure of the standard
or a re-examination of the key
principles proposed.
At time of writing, there was no indication
from the AASB when a final income standard
for NFPs would be available, but the Action
Alert from the AASB’s meeting indicated the
following tentative decisions that have been
taken with regard to the new standard and
implementation guidance. These decisions are
summarised below.
Asset measurement guidance
The recognition and measurement guidance
will not be included in the new income
standard for NFPs. Instead, specific Australian
guidance (‘Aus’ paragraphs) will be inserted
into relevant Australian Accounting Standards
dealing with asset measurement, to the effect
that where consideration transferred for the
asset received is significantly less than the fair
value of the asset received, the asset must be
measured at fair value as required by AASB 13
Fair Value Measurement. Currently, this only
applies where the asset is acquired for no or
nominal cost.
The recipient entity will then need to refer to
AASB 10XX Income of Not-for-Profit Entities to
determine how to account for the difference
between the transaction price and the fair value
of the asset acquired, i.e. as a contribution by
owners, a liability, a performance obligation
under AASB 15, or income.
These new requirements will not apply to
assets acquired at trade discounts or as part of
a distressed sale.
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‘Peppercorn’ leases
‘Peppercorn leases’ are those with significantly below-market terms and conditions, e.g. $1 per
annum rental payments for the local boat clubhouse.
Financed leased assets under AASB 117 Leases and right-of-use assets under AASB 16 Leases are to
be measured at fair value.
The lease liability is to be measured at the present value of the lease payments, which will typically
be a much lower amount than the fair value of the asset if the lease payments are not on arm’s
length terms.
The difference between these two amounts will generally be accounted for as income under AASB
10XX, or in rare cases, as a performance obligation under AASB 15 Revenue from Contracts with
Customers.
Detailed transitional guidance will also be included in AASB 16 and for entities early adopting AASB
10XX before 1 January 2019.
Donated inventory
This would apply, for example, to charity shops receiving donated clothes.
Such entities will be allowed to assess the materiality of inventory acquired at no cost, either on an
individual transaction basis only, or on a portfolio or aggregate basis. This means that some entities
may not recognise any inventory on their balance sheet. However, they are encouraged to disclose
information about their reliance on unrecognised donated inventories.
Volunteer services
Local governments, government departments, general government sectors and whole of
governments will recognise volunteer services if the fair value of those services can be measured
reliably and the services would have been purchased if they had not been donated.
Other entities will be able to choose to recognise volunteer services as an expense and other
income if their fair value can be measured reliably, and if not, will be encouraged to disclose
information about their reliance on volunteer services, both recognised and unrecognised.
Licences
The scope of AASB 10XX will exclude licences outside the scope of AASB 15. This means that
entities will apply AASB 108 Accounting Policies, Changes in Accounting Estimates and Errors to
determine an appropriate accounting policy for such licences. This may result in applying the
licence provisions of AASB 15 by analogy, or the requirements of AASB 10XX.

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 16 Leases (July 2016), 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 15 Revenue
from Contracts with Customers - Transition
(July 2016), IFRS 15 Revenue from Contracts
with Customers (July 2016), IFRS 11 Joint
Arrangements (Feb 2016), IFRS 9 Financial
Instruments (Oct 2015), 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 The implementation of IFRS
9 requirements by banks, IASB ED 201508 IFRS Practice Statement: Application of
Materiality to Financial Statements, 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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MORE FINANCIAL REPORTING
CLASS ORDERS REPLACED WITH
NEW INSTRUMENTS
On 15 August 2016, the Australian Securities and Investments Commission (ASIC) reissued the
following Legislative Instruments (instruments) (previously referred to as Class Orders) that impact
financial reporting. The new instruments are all effective from 26 August 2016.
Old Class Order

New Instrument

CO 98/96 Synchronisation of financial year with
foreign parent company

ASIC Corporations (Synchronisation of
Financial Years) Instrument 2016/189

CO 98/101 Members of companies, registered
schemes and disclosing entities who are
uncontactable

ASIC Corporations (Uncontactable Members)
Instrument 2016/187

CO 98/2395 Transfer of information from the
directors’ report

ASIC Corporations (Directors’ Report Relief)
Instrument 2016/188

CO 98/2016 Disclosing entities – half-year
financial reporting relief
CO 08/15 Disclosing entities – half-year
financial reporting relief

ASIC Corporations (Disclosing Entities)
Instrument 2016/190

The relief provided by the respective Legislative Instruments is essentially the same as the
superseded Class Orders. These are summarised briefly below.
Synchronisation of financial years with a foreign parent
Legislative Instrument 2016/189 permits Australian companies, registered schemes and disclosing
entities to have a financial year that is not 12 months long (s323D(2)) where they synchronise their
year end with their foreign parent (not being longer than 18 months in the year of change). The
relief is available if the entity or a director reasonably believes that:
• The foreign parent is required by the foreign law to cause the financial year of the entity to be
changed, and
• The change is made in accordance with that requirement.
Some of the conditions for relief include:
• If the financial year being synchronised is for a period longer than 12 months, between 12 and
15 months after the beginning of that financial year, the directors must have formed the opinion
that there are reasonable grounds to believe that the entity will be able to pay its debts as and
when they become due and payable (this must be minuted in a directors’ meeting)
• If the financial year being synchronised is for a period less than 12 months, the revenue
threshold to determine whether the entity is a large or small proprietary company for the
purposes of Chapter 2M financial reporting is based on a 12 month period
• The notes to the financial statements must include a brief statement about the relief provided
by this instrument (annual and half years).
Uncontactable members
Legislative Instrument 2016/187 relieves entities from sending hard copy annual financial reports to
members that have elected to receive these if the entity has:
• Reasonable grounds to believe that the member does not reside at the address shown in the
register of members, and
• After exercising reasonable diligence, not been able to find out the current address of the
member.
For the first six years after the above applies, the entity must send to the address shown in the
register of members, a notice stating that dispatch of financial reports, directors’ reports and
auditor’s reports has been suspended but will resume on receipt of a current address.
Directors’ report relief
This instrument allows certain directors’ report information to be disclosed elsewhere in the annual
report document (accompanying document) that includes the directors’ report and financial report if:
• The directors’ report includes a placeholder for the information disclosed elsewhere, as well as a
cross reference to the page(s) where the relevant information can be found in the annual report
• The directors’ report is not distributed without the accompanying document
• The accompanying document is lodged with ASIC as if it were part of the financial report,
directors’ report and audit report lodged for the full year (s319) and the half-year (s320).
Annual reports
The specific information required by s300 can be disclosed/included elsewhere in the
accompanying document, including in the financial report itself (permitted by s300(2)).
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However, the items listed below can be disclosed elsewhere in the accompanying document, but not within the financial report itself:
• Auditor’s independence declarations
• General information (s299)
• Additional general requirements for listed entities (s299A)
• Companies limited by guarantee (s300B).
It should be noted that details of non-audit services provided by the auditor of a listed company must be disclosed in the directors’ report itself,
under a separate heading called ‘Non-audit services’ as required by s300(11B). It appears that the general permission by s300(2) to disclose s300
specific information in the financial report itself does not apply to non-audit services disclosure.
Half-year reports
The directors’ report information for a half-year required by s306 can also be disclosed elsewhere in the half-year report, but not in the half-year
financial report.
Disclosing entities
Legislative Instrument 2019/190 provides relief in two areas which are summarised below:
• Entities that stop being a disclosing entity before the reporting deadline
• Disclosing entities with short first financial years.
Entities that stop being disclosing entities
Entities that are disclosing entities at the end of the financial year, but which are no longer disclosing entities when they lodge with ASIC and report to
members (i.e. they stop being a disclosing entity before the earlier of three months after year end, and 21 days before the next AGM after year end) are
relieved by Legislative Instrument 2016/190 from having to comply with the Chapter 2M reporting requirements for disclosing entities.
This means that they will lodge within time frames for entities that are not disclosing entities, and the financial report will not include any specific
disclosures for disclosing entities, e.g. remuneration report for listed companies, s299A detailed review of operations for listed entities and s300(12)
information for listed registered schemes.
The directors of the entity must resolve before the earlier of the time frames mentioned above that there are no reasons to believe that the entity may
become a disclosing entity before the end of the next financial year.
Disclosing entities with short first financial years
Where a disclosing entity’s first financial year is for a period of eight months or less, no half-year financial report and directors’ report need to be
lodged with ASIC.
However, to obtain the relief, the first directors’ report for the annual period (less than eight months) must explain the relief available in Legislative
Instrument 2016/190 and state that the entity has relied on this relief. In addition:
• Listed disclosing entities – For each official list on which the entity is included, the entity needs to give the market operator a notice explaining the
relief available and the fact that the entity intends to rely on it
• Unlisted disclosing entities – Provide ASIC with a notice stating that the entity intends to rely on this relief.
Reminder on rounding class order 98/100
Also remember that for years ending on or after 30 June 2016, the rounding Class Order, 98/100 has been replaced by ASIC Corporations (Rounding in
Financial/Directors’ Reports) Instrument 2016/191. This means that references to Class Order 98/100 in the directors’ report and financial statements
need to be updated to refer to the new instrument.
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