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About the AASB Research Centre
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The Centreds activities are intended to make
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International Accounting Standards Board (IASB) and the International Public Sector

Accounting Standards Board (IPSASB) and, ultimately, the content and quality of

International Financial Repiomg Standards (IFRS) and International Public Sector

Accounting Standards (IPSAS).

The research involves liaison with constituents (including academics) and other standard
setters. Some of the research is conducted in conjunction with other stsatiasd

Research Centre staff ¢l osel y nriropfemdantation t he | A
review agenda, and contribute to the | ASBOs
the IASB.

More About the Research Ceniseavailable on the AASB websitevw.aasb.gov.aat:
http://www.aasb.gov.au/admin/file/content102/c3/Introduction_to_the_Research_Centre.pdf

The research gives rise to publications such&SB EssaysResearch Reports and
Occasional PapersResearch Centre staff/contractors also periodically pr&tafePapers
on topics of current interest.

Any comments on the technical content of any
(including this publication) or current projects can be emailed to the Diie€tesearch at
standard@aasb.gov.au
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Foreword

The findings reported irhts Research Report raise some fundamental questions about the
adequacy of Australian financiele por t i ng by entities that do r
(as definedn AASB 1053Application of Tiers of Australian Accounting Standard&mong

other aspects, it identifies the incidence of financial statements lodged on public records that

do nd purport to fullyapply(or do not disclose the extentagplication of accounting

standards. The Report reveals widespread use of special purpose financial reporting by

lodging entities of various types (including large proprietary companies).

Accountng standards are developed to serve the needs of users of general purpose financial
statements (GPFSs). Those users are unable to demand the information they need to inform
their economic decisiemaking. Accordingly, they depend on GPFSs as inputaseth

decisions. Entities with such users, or the potential for such useée@ging entitie

Those entities are subject to accounting standards.

Many of the lodgement requirements specified by regulators rely on the use of size criteria,
which donot necessarily align with the concept of a reporting entity. For example, the
corporationdaw uses size criteria to identify which companies should lodge financial
statements with the Australian Securities and Investments Commission (ASIC). Some of
those entities may not have the prospect of external users dependent upon their financial
reporting but nevertheless are required to lodge. Conversely, some entities that fail to meet
the size criteria may be reporting entities as definetcounting staratds but face no
lodgement requirements.

By definition, special purpose financial statements (SPFSs) differ in some material way from
GPFSs. They do not include some material information considered necessary by standard
setters for external users of GRESANd yet they are often required by regulators to meet the
test of being 6true and fairo,.

Thecorporationdaw and other laws, as well as auditing pronouncements, contain safeguards
to protect usersf financial statementsncluding when compliance viitaccounting standards

is judged not to result in a true and fair view. Furthermore, the auditing pronouncements
require qualified audit reports when applicable accounting standards are not followed in
financial statements held out to B®FSs and the ceaquences are material.

On the other hand, the preparers of SPFSs do not purport to apply all accounting standards,

follow no known frameworkand thus limit both the possibility of any audit qualification and

the meaningfulness of an audit report. Thib@cause SPFSs are largely the result of the
preparing entityos msapneacg e mecn tb esnecthtmamg< a no re ntt
| say o6l argel yd6 because some lodgedfBHSsiforor s s et
example, the ASIC expecépplication of the recognition and measurement aspects of

standards, and some presentation/disclosure standards, as a minimum.

The findings inthis Report go to the heart of the fundamental question of how best to serve
the needs of actual and potentigbeiedent users of financial statemeuitentities that do not
have@ublic accountabilité
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Readers of thiReport will see evidence of great disparity and variety among the lodged
financial statements. It is apparent that accounting standards arengpapplied by a great
many entities on the basis that they are asserted not to be reporting entities.

Furthermore,ite AASB has introduced Reduced Disclosure Requirements in Australia and
those requirements now apply. They substantially reduce the disedagquired in the
GPFSs of TieR reporting entities.

The AASB has indicated in the past that it is fully prepared to reconsider the clarity of the
guidance used in classifying entities as reporting entities. It accepts there may have been
somemisunderstanding about the need to consider both actual and potential users and perhaps
the need to think about the full range of users rather than a particular category (for example,
shareholders).

| note that, in some countries, private compaaresgeerally not requiredo lodge financial
statements (e.g. in the USA). On the other haadhe othecountries require all incorporated
entities to lodge, even if they are very small. Australia has sensibly deregulated reporting
requirements for manyicro andsmall entities, focussing requirements on largdities that
meet certain size criteridt is my opinion that there is scope for further deregulation
regarding the types of entities that are required to lodge financial statefémtst | would

say deregulation of all entities that do not have public accountability would be well outside
community expectations, | believe a case could be made, for example, for substantially
increasing the size thresholds for companies, providing that those compe@gng any new
thresholds lodg@&ier 1 or Tier2 GPFSs.The AASB is concerned that lodging entities
frequently do notodge GPFSs, users will be deprived of the information they ndée.

main public policy issue is the tradéf between entitiegnjoying the privileges of
incorporation/registration, for example limited liability, and the need for those entities to be
accountable to external parties.

Expressed differently, | am very concerned about the questionable quality of the many and
varied fams of SPFSs. | see no consistent financial reporting purpose being served in such
reporting and worry that lodgement of financial statemeassbecomenly a matter of

(costly) compliance. At best, SPFSs that materially differ from accounting staadar@is
imprecise and unconvincing means of engendering some meaning for requirements to keep
adequate books and records. At worst, they could provide directors with a means of trying to
avoid the risks inherent in holding out financial statements ag begh quality (GPFSs) and

a mechanism for auditors attempting to reduc

6attemptingd because, in many cases, | woul
overall meaning of the financial reporting was seriobbglyng questioned.

I know the AASB would like to see a general consensus about the need for lodged financial
statements to serve the needs of users (actual and poteytiafjse statements being

preparedn accordance with accounting standaagplicableto GPFSsandthe subjectof

meaningful audit reports. Without those clear benchmarks, users are left with uncertainty and
regulators face unmanageable enforcement tasks.

I would like to thank the researchgngho have devoted considerable energy to aiady
large samples of data that form the basis for the findings presertesiReport. Their work
shows the value that can come from high quality empirical research that analyses data

d
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relevant to the setting g@iublic policy for financial reporting, aditing and enforcement.
Research of this type deepens and widens our knowledge of financial statements of entities
that do not have public accountability level somewhat ignored in the literature in the past.

Hopefully the publication othis Report wil stimulate a healthy public debate from which
public policy can benefit.

Kevin M Stevenson
(ChairmanAASB)

June2014
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Application of the Reporting Entity Concept
and Lodgement of Special Purpose Financial
Statements

Executive Summary

1 This Research Report analyses the application of the reporting entity concept and the
adoptionof special purpose financial reporting, particuldyentitieslodging
financial statements with the Australian Securities and Investments Commission
(ASIC) and with statdbasedegulators n Australiads three most
namely, Consumer Affairs Victoria, NSW Fair Trading and Queengsdfice of Fair
Trading

2 This Report does not cover entitibait have their equity interests traded in aligub
market,such as listed companjes and some other entitlies wi

3 The Reportédés findings in relatiam to repo
future discussion bgublic-policy makersregulatorsaand the Australian Accoting
Standards Board (AASB)n theapplicationof the reporting entity concephd what
thatconceptimplies for financial statements lodged with various regulatory bodies

The information analysed

4 In examining reporting practices cdmpames lodging withthe ASIC, a random
sample of 1,546ompaniess used to provide results thatn be gneralied, to a 95
per cent confidence levelcross the following five populations cdmpanies

(@) Large proprietary companies;

(b)  Small proprietary companies controlled by a foreigmpany (also referred to
as OFoortimgoll ed compani esd)

(c) Small proprietary companies that are required to lodge reports with the ASIC
(alsoreferredtoas S ma | | proprietary compani esod)

(d)  Unlisted pulic companies other than those limited by guarardés® (referred
toaso Unl i sted public companiesd); and

(e)  Public companies limitedy guarantee.

5 A further random sample of 1,163 was drawn from entities lodging with Isasted
regulators, that is, Consum&ffairs Victoria (400 entities), NSW Fair Trading (377

1 Entities with O6public ac deb8Apdlieaton df TiersyoftAustralian i dent i fi e
Accounting Standardsin particular, refer to Appendi& Defined Termand Appendix8 Public
Accountabilityof AASB 1053.

AASB Research Repoio. 1 (Executive Summary) Pagel of 136
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entities) and Queenslaffice of Fair Trading 386 entities). The lodged financial
statements of these entiti@eanalysed to provide evidence of the reporting prastice
of various types of entési including ceoperatives and associations.

Structure of the Research Report
6 The Report is made up of two parts:

(@)

(b)

PART A

Part Areports on the findinglr companiesodging annual financial
statements with the ASIC in two main sections:

) the implementatioby thesecompanie®f the reporting entity concept
and

(i) the special purpos@nancial reporting practices tfiesecompanies
and

Part Breports on the finding®r statebased entities lodging annual financial
statements with Consumer Affairs Victoria, NS%(r Trading, and
Queenslan®ffice of Fair Tradingduy:

0) documenting the legislation and associated guidance that affects the
financialstatements lodged by these entitesd

()] examining thespecial purpos&nancial reporting practices of these
entities.

The implementation of the reporting entity concept &gmpaniedodging financial
statements with the ASIC

7 A majority of companiesdodgingfinancialstatements with the ASIC (584J across
the five sample groups classify themselves asreporting @tities andodgespecial
purposefinancialstatements (SPFSgther thargeneralpurposefinancialstatements
(GPFSs) For large proprietargompaniesthis percentage increases to nearly 80 per
cent. The summary table below captures the frequency of the type of financial
statementsodgedby the different types afompanies

Summary of type of statements lodged with the ASIC by diffgpest of compaes

GPFSs SPFSs

Frequency % Frequency %
Large proprietary companies 79 20.1 315 79.9
Foreigrrcontrolledcompanies 53 15.6 287 84.4
Small proprietary companies 23 24.2 72 75.8
Unlisted public companies 242 69.7 105 30.3
Public companies limited byuarantee 239 65.5 126 34.5
Total 636 41.3 905 58.7

8 Section 3 of Part A of this Report examinesasures that proxy for factors identified

in Statement of Accounting Conce@4C 1 Definition of the Reporting Entitys

AASB Researh ReporiNo. 1 (Executive Summary) Page2 of 136
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indicative of the existence of a reporting entity (i.e., separation of management from
economic interest; economic or political influence/importance; financial
characteristics)The analysisuggestshat hose factors do nabnsistently and
systematically explain the application of leporting entityconcept. In other words,

the decisioraboutwhethera companyclassifies itself as a reporting entégd lodges
GPFS<ouldbesubstantiallydriven by factors other thahoseidentified in SAC 1.
Further, throughouPartA of this Report a number of anecdotes are provided to
support the findingsAlso, nosignificantcorrelationwas foundbetween the

application of the reporting entity concdfstdgement of GPFSs or SPF&sid the

choice of inancial statement auditor (Big 4 v n@ng 4).

9 In interpreting thdindingsrelating to the application of the reporting entity concept,
although the application of the concept is mandatory for members of the professional
accounting bodies in AustraliamderAccounting and Professional Ethical Standard
APES 205Conformity with Accounting Standardke question arises whethbat
Standards effective In addition, anecdotal evidence accumulated in prep&angA
of this Report suggests that membershefaccounting profession have different views
on applying the definition of the reporting entity and this might, in part, explain the
findings. Specifically, it appears that accounting professionals are generally divided as
to whether a reporting entity an entity thatloes havelependent users, or whether a
reporting entity is one for which it ieasonable to expedhe existence of those
usersAASB Essay 2014 The Critical Role of the Reporting Entity Concept in
Australian Financial ReportingHamdi-Ravari, AASB Research Centre, 2014
addresses this issue.

Special purposeifancial reporing practicesof companiedodging financial statements
with the ASIC

10 Section 4 ofart A of his Report examines the financial reporting practafake
sample ocompaniedodging SPFSswith the ASIC.

11 The researcdoesnot discern a particular patternadcounting policy choices among
compaties lodging SPFSs

12 Special purposearfancial reporting practices are analysed across three primary
dimensionsto gauge the quality of th8PFSsFirst, information provided in the
significantaccounting poliesnote’ of the SPFSof the five groups oEompaniess
analysed imrelation tothe disclosure of the application of recognition and
measurement in accordane#h the Australian Accounting Standar@@&M) .
Secondthe quality of accrualsecognisedy the sample oflarge proprietary
companies is analysgand third the timeliness of lodgement of financial information
is examinedor thesamesample.

13 Examiningthesedimensiors of quality helpsfacilitate an understanding of differences
that exist between ttmmpaniedodging GPFSs and thodedging SPFSs. The
findings fromthe examination of the reporting practicecompaniesodging SPFSs
indicate that, whié the majority otompaniestatethat they apply the recognition,
measurement anghrticulardisclosure requirements in Australian Accounting

2  The definition of reportingeéni ty in AASB 1053 refers to an fAé entit
to expect the existence of wusers €éo
3 The significant acounting polieesnoteis usually found in Note 1 or ® thefinancial statements
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Standards, a substantial minoritya@impaniegaround20%) state norapplication,
while for othercompaniegappoximately15%) no clear statement of applicatias
made. Focompaniedodging SPFSsthe researcidentifiesawide variation in
disclosure practices.

14  An analysis of the quality of accruals by comparing outcomes with accruals over time
for the sample ofarge proprietary companig@sovides evidencthat the accruals
recognisedn the SPISs by the companies that statagplication of R&Mare of lower
quality compareavith thoserecognisedy companiesodging GPFSsit also provides
evidence thaBPFSdhat include a statement that they haveapplied R&M or are
unclear on whether théwaveapplied R&M are of lower quality compared with those
SPFSs that stated they applied R&BEkamining accruals in this way can facilitate a
better understanding ofhetheraccruab ased profit elsydemags drae
by large proprietary companigglependent of disclosed practices such as those set
out in the notes to the financial statemdsee, for example, Dechow & Dichev, 2002;
Dechow, 1994)

15 In a lage body of research literature (e@iyoly, 1982; AbdElsalam & Street, 2007;
Ball et al, 2008), there is a wedlstablishedelationshipbetween the timeliness of
information contained in financigtatementsnd the value or relevance of the
information reported. Prior research in this area has examined various aspects of the
relationship Thebody of research literatunedicates that more timely financial
statementdave higher information content and are associated with more efficient debt
and equiy markets as well as stronger corporate governance for the entities preparing
the statementsDrawing on aspects of this literatuBgctiond.3 of PartA of this
Reportexamina the timeliness of the lodgements for the large proprietanypanies
samplelt begirs with the assumption that lodgements are made in accordance with
the timingspecifiedin the corporations laywhich statsthat lodgements should be
made within four months of year enthe Report usethese requirements to proxy for
timeliness ad identify late lodgements to the ASIThe analysis found thdf7.2 per
cent oflarge proprietargompaniesodging GPFSs lodgémore than four months
after yearend,and47.9per cent of companidsdging SPFSsnadelate lodgements.

Comments on théindings in relation tocompaniedodgingfinancial statementsith the
ASIC

16 A majority of companiesn the sampleverenot classified as reporting entities and
thuslodgedSPFSsThe research findings highlight the variation in the application of
the repoting entity conceptThis observed variation in the reporting entity
classification is consistent with the differing vieaysparenemong practitioners
regarding the essence and application of the reporting entity cohcagtition,as
noted in paragrdpl3 abovearound20% of the SPFSstatel non-application of
R&M. Further, SPFSs seemhaveprovided lower quality accruals comparedth
those companighat lodgedGPFSsThe incidence of late lodgement is similar among
the SPFSs and GPFSs.

17 Taken together, the findings and analysiPamtA of this Report have the potential to
inform anyfuture discussion about the use of the reporting entity concept and to
inform anydiscussion ompublic policy reforms to lodgement requirements. In
particular, the findings indicate a need to address the apparent inconsistent application
of the reporting entity concept.
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The findingssuggest that further consideration could be given to the cuocging
requirements, having regard to cost/benefit considersti

The findings also suggest that if the reporting entity concept were to be retained as a
key feature of the differential reporting regime in Australia, fuagttonsmay need to
betakento help ensuréheconcepts applied in anore consistenhanne.

Part A ofthis Reportnotes the Corporations Act 200tequirements for lodging

entities to apply accounting standaraisd note guidance on applying accounting
standards in ASIC Regulatory Guide @8 85) Reportingrequirements fonon-
reporting entities The research findings show an apparent wide variation in the stated
application of accounting standardsdmmpaniesAs acknowledged iRartA of this
Report, it is possible that for sornempanieshe content of theignificantaccounting
policiesnoteto the financial statements does not reflect the actual application of
standards iprepamg the statementsHowever, an absence eXplicit evidence of
complianceof itself, has the potential to reduce the reliance that users can place on
the financial statements, especially in an environment in which SPFSs are
predominant. Accordinglypublic-policy makers and the AASB may need to consider
ways to enhance the transparency of accountingigsticsclosure by these

companies

More research woulde needed to uncover wepmpanieslecideto lodge SPFSs

rather than GPF$Sacluding whether choices are made on the basis of costs to be
incurred, the sensitivity of disclosures, or risk avoidance (because there is a risk in
holding out that financial atementcomply with requirements applicable GPFSs,
which could be challengedlhe largescale nature of the research undertaken for
PartA of this Report precludes a thorough analysis of possible motives. In particular,
it would not be feasible as panf this research to follow up with all the relevant
companies whose financial statements were analysed in a way that would yield an
unbiased response overall.

PART B

Financial reporting practices ofentities lodgingfinancial statementswith state-based
regulators

22

23

24

Part B ofthis Report documents the reporting and auditequirementshat shape the
lodgements made to stat@ased regulators and specifically analyses the reporting
practices of entities lodging financial statements with Consumer AffaiteNa¢

NSW Fair Trading, and Queensla@dfice of Fair Trading

The rationale for documenting the reporting and audréegiirementsffecting
lodgements to statieasedegulators is to provide a basis for understanding the content
of the lodgements madgarticularly in view of the complex array of stddtased

legislation and industrgpecific guidance.

With the exception of Western Australia, which does not require periodic lodgements
to be made, the reporting requirements relating to largeorporate) associations

are broadly consistent across states. However, the specific quantfietisieolds

(typically based on revenues and/or assets) used for the classification of larger
associationsand which carry more extensive reporting requirements, wetgly.
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Given that the classification of entities directly impacts the information required to be
lodged, such variatiocouldact as an impediment to any future effort that might be
directed at improving the consistency of information lodged by entitress states.
Further, the statbasedegislation and associated guidance does not always explicitly
require consistent application of Australian Accounting Standards.

25 The requirements faro-operatives areeasonablyonsistent across staties the
yeas analysed in this Repdrtas the relevant legislation requires preparation of
financial statements under Chapter 2M of the Corporations Act. More recently, this
consistency has been enhanced by harmonising legislationapecatives across
Australia,enabled largely by the work of th@ouncil of Australian Governments
(COAQG) Legislative and Governance Forum on Consumer Affdine sample of
entities examined iRartB of this Report also includesome that were focused on
charitable, community purposed fundraising activitiek for which additional state
based regulations typically apply

26 The analysis of lodgements$ financial statementmade in Victoria, NSW and
Queensland revesfreat variation in the quantity and quality of informatiodged
However, for largeessociations ando-operatives, the variatiorsppeartess
significant A large proportiorof entities examined across the three states provide
explicit indication as to whier the financial statements wé&®FSs or SPFSs
(i.e.,78%in Victoria, 71% in NSW and0% inQueensland Around 18per cent of
entities in Victoria, 24 per cent in NSW, and 53 per cent in Queensland lodged SPFSs
with their statebased regulator, while ongroundfive per cent of entitieldged
statements iddified as GPFSs across the three states. The summary table below
outlines the frequency of the type of stateraédgedby the different groups of state
based entities.

4  TheAustralian Charities and Nefor-profits Commission Act 20XZth) established the Australian
Charities and Netor-profits Commission (ACNCn 2012 The ACNC does not substitute the state
supervising bodieand it has stated thatitill co-operate with other government agenciesuersee a
simplified and streamlined regulatory framework for-fantprofit entities.
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Summary oflescriptionsof financial statements lodged with statased regulators bgifferenttypes ofntities

VICTORIA NSW QUEENSLAND
I I =
[} Q (8}
S S S
= z 2 z 2 g
L g 08 2 L g 08 < L g 8 2
ks 0 w 8 kS 0 w 38 S ) w 3
Q L 2 o Q L 2o Q L 2 o
BN o o O o B o o o o b o o o o
= ) n Zx = o 0n Zs = ) n 2>
Prescribed Tier-One LevelOne
Associations 17 60 23  Incorporated 10 67 24 Incorporated 7 73 20
Associatiors Associatiors
Non-Prescribe Tier-Two LevelTwo
o 0 9 91 Incorporated 2 17 82 Incorporated 2 62 36
Associations - -
Associatiors Associatiorns
LevelThree
Incorporated 0 36 64
Associatiors
Co-operatives 0 50 50 Co-operatives 67 33 0 Co-operatives 33 33 33
Fundraisers 30 35 35 Charities 50 35 15
Patriotic Funds 0 18 82 Community 5 59 3g
PurposeEntities
Total 4 18 78 Total 5 24 71 Total 7 53 40

* SomePanels do not add to 1Q8er cent due to rounding

27 There was substantial variation in the information disclosed across the different types
of financial statements and in some instances the quality of disckyspeared to be
extremely poorThe analysis ifPart Bof this Reporbf the transparency of reporting
indicates that, with the exception of largesociations ando-operatives, entities
varied as to whether théydgedbalance shestind/or income statementind entities
rarely lodged statements of cash flows. Variatiodisclosure was also evident when
the notes to the financial statements were examined. A significant number of entities
also appear ttndgecashbasedstatementsrather than accrudlased statements,
which may impede the usefulness of the statementsiiderstanding theerformance
andaccountability othoseentities.

28 In summary, the majority of entities lodtyBnancial statements that typicaliyd not
follow Australian AccountingStandards an@erepreparedn an inconsistent format.

29  While in Queasland the significant majority dihancial statements lodgedkere
audited, this was not the case for the smaller entities in Victoria or NSW.

30  The research findings mightform discussion amongfate policy makers in
identifying areas for reform. Any shdliscussiormight involve reassessing user
needs for lodged financial information and considering measures that might bring
about greater consistency of financial statements across lodging entities. In particular,
that discussion might involveonsideing clarifying whether some entities mustige
GPFSs and, for those entities permittetbttpe SPFSs, the specific information
required. However, future reseammbuld be undertaketo identify who theusersare
and their information needs.
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List of Acronyms/Abbreviations Used in the Research Report

AASB Australian Accounting Standards Board

AARF Australian Accounting Research Foundation

ACC Accruals

ACNC Australian Charities and Ndbr-profits Commission

AGM Annual General Meeting

AICPA American Institute oCertified Practicing Accountants

APES Accounting Professional and Ethical Standards

ASCPA Australian Society of Certified Practicing Accountants

ASIC Australian Securities and Investments Commission

ASX Australian Securities Exchange

CAV ConsumeAffairs Victoria

CFO Cashflows from Operations

CICA Canadian Institute of Chartered Accountants

CPAA CPA Australia

ED Exposure Draft

FASB Financial Accounting Standards Board of America

FASC Financial Accounting Standards Committee of the AmericecoAnting
Association

FSAC Financial Sector Advisory Council of Australia

GAAP Generally Accepted Accounting Principles

GST Goods and Services Tax

GPFSs General Purpose Financial Statensent

IASB International Accounting Standards Board

IATA International Air Transport Association

ICAA Institute of Chartered Accountants in Australia

IFRS International Financial Reporting Standards

IPA Institute of Public Accountants

NAS Non-audit services

NSWFT NSW Fair Trading

NZASB New ZealandAccounting Standards Board

QOFT Queensland Office of Fair Trading

PDF Portable Document Format

RDR Reduced Disclosure Requirements

RG Regulatory Guide

R&M Recognition and Measurementaccordance with Australian Accounting
Standards

SAC Statement of AccountinGoncepts

SD Standard Deviation

SMEs Small and Mediunsizal Entities

SPFSs Special Purpose Financial Statensent

Note:

There are a number of rounding differences that affect figuresteeparsome of the Tables
in thisReport.

There are also soniieconsistencies in figures reported in and between Tables due to
inconsistencies in the data analysedluding, on occasions, missing values
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PART A: REPORT ON ASIC LODGEMENTS

1. Background

There werapproximately 22,008wustraliancompanieghat are the subject of Part A of this
Reportandlodged on the public record financial statements with the corporate regulator, the
Australian Securities and Investments Commission (ASU@Jlerthe Corporations AcR001
(See Table 1 below).

PartA of this Report is concerned with tbempanieghat need to assess whether they are
reporting entitiegor lodgement purposemd are includeth one of the following five
categories of companies:

(@) Largeproprietary companiggrivate compaies satisfying at leaswo of the
threesize criteriaspecified in theCorporations Ac);

(b)  Small proprietary companiesntrolled by a foreign compayiy

(c) Smallproprietary companies lodging at the direction of the ASIC or at the
request of shareholders;

(d)  Unlisted public companies other than those limited by guarantee, which
include a range of entities such as insurance companies and finance companies;
and

(e)  Publiccompanies limited by guarantee, which mainly comprise charities,
clubs, institutes and societies.

This Repordoes not addresstities that have their equity traded in public marksish as

listed companiesand some other entitiesh at h a v @ udmp wthThHisds begabise

the focus othis Report is on analysing the application of the reporting entity concept and the
adoption of special purpose financial reporting, while entities that have their equity traded in
public markets and most othemtities that have public accountability are clearly reporting
entities andaretherefore compelled to adopt general purpose financial reporting.

Section3 of this Part ofthis Report presents descriptive data based on random samples of
companiesirawn fran each of the five categories@mpaniedodging financial statements
with the ASIC. A random sample df,.546companiesvas drawn from 20089 population
counts provided bthe ASIC (see Table 1 for a breakdown of the populations and respective
sampledy each category aompany®. The data analysed was hand collected fRmrtable

5  The size criteria ardi) the consolidated gross operating revenue for the financial y&abimillion or
more; (ii) the value of consolidated gross assets airitieof the financial year &12.5 million or more;
(iif) the company and entities it controls h&d@ or more employees at the end of the financial year.
6 The substance of the various | egislativreignprovi sions
controlledd i s thateaptures thaseompatesthatareé ¢ o n t byddreigmecdnipares and are
registered to carry on business in Australia.
7 Among the entities that AASBO53Application of Tiers of Australian Accounting Standadéemsa have
public accountability are disclosing entities and registered managed investment schemes, which are required
to lodge financiabtatementsvith the ASIC (paragrapB2).
8 Econometric sampling techniques were applied to achieve a 95 per cent canfelehthathe resulting
sample used is representative of the populatiaoofpaniesodging with the ASIChy companytype.
The sample may not be representative of the population across additiatifitation criteria such as size
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Document FormatRDF) copies of company lodgements providedlgyASIC. The data

years subject to analysis were the most recently available annual repoit waarmost

report years ending i2009 and2010. To enable additional analysis on aspects of financial
reporting quality for large proprietary companies, additional company year observations were
obtained up to and includir2p10 for theseompanies Further discssion of the approach

taken in preparing thiBart ofthis Report is contained iSection3 below.

Table 1: Companiesthat are the subject of this Reportthat lodged Financial Statements with ASIC in
201611 and 20089

Type of Company Population Population Sample
201011 200809 200809

Large proprietary companies (ndisclosing entities) 6,339 5,097 394
Small proprietary companies controlled by a foreign 2797 2937 340
company ’ '
Small proprietary companiésfinancial statemesst
requested byhe ASIC or shareholders 186 131 95
Unlisted public companies other than those limited by 3985 3.884 347
guarantee ’ ’
Public companies limited by guarantee 8,404 9,673 370
Total: 21,711 21,022 1,546

& Theinitial sample for the large proprietargompaniegiroup was 35¢ompanies Due to additional data

provided bythe ASIC to overcome errorthesample was increased by 37 companies.

To contextualise the issuaddresseth this Part ofthis Report it is relevant to note that
some ofthose issugwere also raised in 2005 by the ASA€ a result of itseviews of an
unspecified sample dinancial statement®dged, which identified inconsistent application of
the reporting entity concepnd led to the publication of Regulatory Guide 85 (RG 85)
Reporting requirements for nereporting entitiefASIC, 2005). Inthosereviews, the ASIC
concluded that a number cdmpanieghat had classified themselves as-neporting entities
should have been classified as reporting entities. The implication is that some of the
companieshat hadodgedspecialpurposefinancialstatements (SPFSs) might more
appropriately haveodgedgenreral purposefinancialstatementsGPFS$. Companiedodging
GPFSs apply Australian Accounting Standards, whereagpaniesodging SPFSs usually
apply a limited number of requirements in the Standardsoalyg financial statementgth
materialy less fnancial information. Until now, the conclusiodsawnby the ASIC in2005
have not been subject lrge-scaleempiricalanalysisi PartA of this Reportresponds tdhe
need to providsuch analysis

Previous research in this area suggests that memibkbries accounting profession in Australia
adopt different approaches to implementing broad principles such as the reporting entity
conceptWalker, 2007). Further, entities face complex incentives in determining the format
and content of financial statents. Primarily, entities have a responsibility to produce

financial statements that comply with appropriate regulation and provide information that is
useful for decisiomrmaking. At the same time, the preparation of financial statements and the
disclosue of additional information are costly, and while the extra costs of disclosing each
additional line item can be debated, the cost of complying with recognition and measurement
approaches in accounting standarasy, for some entities, be considerable.céaingly,
regulations and policighatadvocate thapplicationof recognition and measurement

of company (e.g., total revenue, number of employees) and industry, as lodgements are made to the ASIC in
PDF and it was not feasible for them to be organised and searched in these ways.
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requirements in Australian Accounting Standdsgsmaller entitiearguablyshould do so in
the context of the costs and benefits involved for entities anttidausersf the financial
statements

The reporting practices of smalland medismh ze enti ti es (dietheeaft er
subject of ongoing debate internationally, with accounting regulators in different countries
adopting varied approaches tguéating the reporting practices SMEs(IASB, 2010).

These factors, taken together, provide significant motivation to develop a greater
understanding of the reporting practices of these entities.

In response to theseatters the AASB released in February 20Bgposure DrafED 192

Revised Differential Reporting Framewopgkoposing a revised reporting framework.

Following feedback from constituents, the AASB subsequently issued AQASB

Application of Tiers of Australiandsounting Standardsvhich introduceda second tier of
reporting requirements, involving reduced disclostme some entities producing GPFSs.

The AASB then commissioned the research that forms the basis for this Report to investigate
the financial repdimg practice®f entities in Australiavith a viewto informing anyfuture
discussion ofegulatory developments for entities thatrentlyneed to assess whether they

are reporting entities.

The analysis ifPart Aof this Report primarily focuses on theporting patterns of companies
between the years 2008 and 2010. It does not, therefore, include examination of the impact of
changes in the reporting patterns of companies following the issue of ABGBin 2010.

This is noted as an area for futurespionplementation work by the AASB and by tNew

Zealand Accounting Standards Boal¥ZASB), which has also adopted tReduced

Disclosure Requirement®DR) approach.

The remainder of Pa# of this Report addresses two primary issues identified by &&®BA
Specifically, it examines:

(@) the implementation of the reporting entity conceptbsnpaniedodging
financial statementwith the ASIC(Sections 2 and 3and

(b)  the financial reporting practices thifosecompaniescross the ASIC samples
with a focus a large proprietary compani€Section 4)

2.  The Reporting Entity Concept

Differential reporting has been a feature of the Australian financial reporting environment for
decades, incorporated in the Australian Accounting Standards since the early 1990s.
Companiescurrently lodge with the ASIC either GPFSs or SPFSs. Reporting entities must
lodge GPFSs and are required to apilgtralian AccountingStandards. Reporting entities
include entities thatave their equity traded in public marketdowever,nonreporting

entities may lodge SPFSs insteddsPFSsbutt h e A3 8&nbtesthat they should
apply(all applicable)ecognition and measurement requiremespesified inAustralian
AccountingStandardgreferred tan this Reporas R&M)andapplya number of mainly

9 Australian Accounting Standas incorporate International Financial Reporting Stand@FdRSs)
Reducedisclosure Requiremen{®DR) were not available for application until 2010.
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presentation andisclosureStandards in full’ The extent to whickkompanies that classify
themselves asonreporting entities state application®&M and at least three of the five
mandatory presentation and disclosure standasalysed in Sectiofi.1 of this Part of this
Report.

According to Brailsford and Ramsay (1993), the reporting entity concept was introduced in
Australia in the early 1990s in response to
was designed to rede¢che burden on some entitiespoéparingfinancial statements

Whether the reporting entity concept should continue to apply in Australia as the driver for
having toprepareGPFSs is a central isspertinent to this Repartin essence, what needs to

be established is whether the application of the concept restiltamcial statementseing
producedhatmeet the needs of users of financial statements. Alternatively, it is also possible
that there is level ofsubjectivity surroundingiie applicaton of the concept thanabls

some entities to evade their reporting responsibilities under Australian Accounting Standards

i thus not complying with thepirit of the concept or its associated reporting implications.

The remainder of this sectigBection 2)explains the definition of the reporting entity

concept as outlined in the Statement of Accounting ConceptslI2&dinition of the

Reporting Entityand as endorsed Rrofessional Standa'®PES205 Conformity with

Accounting StandardS Thisis followed by in Sectior3, an empirical analysis of the
application of the reporting entity concept across the five categorasrgfaniesodging

annual financial statements identified in Secti@bove As a basis for the analysis, proxies
for indicative factors as outlined in SAC(paragraphs 192) to suggest the existence of a
reporting entity are identified and tested to understand the application of the reporting entity
concept bycompaniesn the sample.

SAC 11 Thereporting entity concepti SAC1 st ates that HAreporting
general purpose financial statements. Such reports shall be prepared in accordance with
Statements of Accounting Congrappdl)sAPER2D5 Accoun
(2007) requires mmbersof the professional accounting bodigso are responsible for

financial statements of a reporting entity to take all reasonable steps to ensure that the

reporting entity preparéSPFSqparagraph.3) and that members take all reasonable steps to

apply Australan Accounting Standards when they prepare such statements that purport to

comply with the Australian Financial Reporting Framework (geajph5.1). Following

SAC 1, entities not regarded as reporting entitiesd noprepareGPFSs.

SAC 1 sets ouindicative factordor identifying a reporting entity, which is based on whether
it is reasonable to expect the existéfioé external users who are dependenGHFSsas

10 This Report distinguishes between: (1) requirements that stipulate when and howialssiéitss, equity
items, revenues and expenses are recognised and measured in financial statements; and (2) requirements
that stipulate the manner of presentation and extent of disclosure of amounts in the financial statements.
11 APES 205issued by théccounting Professional and Ethical Standards Board (APESBIgssified as a
6professional standardé, and outlines responsibilit
Australia. This includes members of the Institute of Chartered Axtants in Australia (ICAA), CPA
Australia (CPAA) and the Institute of Public Accountants (IPA). Taken together, members of these bodies
comprise more than 200,000 accounting and business professionals globally.
12 In conducting this research, discussibekl with senior staff at a number of accounting firms of various
sizeswere wideranging and informative and provided insigtitat are pertinent tthe content othis
Report These discussions algalicated avariation in the understanding of the apption of the reporting
entity concept.Particularly, practitionersieregenerally divided as to whether a reporting entity is an entity
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their primary source of information for making and evaluating resource allocatisindsc
Examples of entities typically considered to be reporting entities are provided in various
regulations, policy statements and accounting standards such asJAA3Bnd include
various types of companies (e.g., companies whose securities adydigtéd) listed trusts
and other trustthatraise funds from the public; governmeamntrolled entities and
government departments (see Walker, 2007).

Existence of areporting entity T While SAC 1 states that GPFSs are prepared to provide
users withmformation about the reporting entityatis useful for making and evaluating
decisions about the allocation of scarce resources, there are no specific and quantitative
measureset out in accounting pronouncemethigtcan be used to identify the existence of a
reporting entity. SAQ acknowledges thedgemeninvolved in applying the concept and
identifies a number of indicative factdtsatcan assist in determining the existence of users
who are dependent on GPFSs:

(&)  Separation of management from economic intere$t According to SACL
(paragrapi20), entities that demonstrate a greater separation of ownership and
management are more likely to have users who are dependemH8s

(b)  Economic or political importance/influencei According to SACL
(paragrapl2l), reporting entities are also more likely to have a greater impact
on the welfare of external parties. Examples of such entities include
organisations with dominant positions in their respective market place,
employer/employee associations and public sector enthiehave regulatory
power;and

(c) Financial characteristicsi SAC 1 (paragraph 22also identifies financial
characteristics such as size (e.g., value of sales or assets, or number of
employeesorcustoner) and the entityds relative
external parties.

To summarise, underSAC, an entity is regarded as a 6re
reasonable to expect the existence of users who are dependent orf@ RFE&snationin

makingand evaluating decisiorbouttheallocation of scarce resourcgAC 1,

paragrapl#0). Factors are outlined in SAIXo assist in determining the existence of a

reporting entity, but these factors are indicative only. fabtorsidentified in SAC1 ae also

consistent with an established body of research litertitates often described as focussing

on 6contractingé issues. According to this
demand for financial information for external monmibg of performance and accountability

will make different reporting choices and produce higher quality reports (see for example,

Allee and Yohn, 2009; Ball and Shivakumarp30Bharath et al., 2008; Wa@603).

The implications of classification as a n-reporting entity 1 RG 85 suggests that although
companiesodging SPFSs under th@orporations Actire subject to limited disclosure
requirements, they shoupatepardinancial statements that apgR&M for lodgemenin

thatdoes hav@ependent users, or whether a reporting entity iSamehichit is reasonable to expette
existene of those userisasstatedn SAC1. An Essay published by the Research Centre of the AASB
(The Critical Role of the Reporting Entity Concept in Australian Financial Repotiamidi

Ravari,2014 addresses this issue.
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accordance with ChapteMrof the Corporations Ac{ASIC RG 85,2005, pargraph?2).

There are five accounting standdritiat specifically apply to all entities preparing financial
statementsinderPart 2M.3 of theCorporations Act The application paragraphs of these
standards are such that they apply to financial staterheatmrdless of whether they are
prepared by a reporting entity. The five standards @pipéedby entities preparing SPFSs
contain mainly presentation addésclosure requirementand areAASB 101 Presentation of
Financial StatemenfsAASB 107Cash Flow Statement8 ASB 108Accounting Policies,
Changes in Accounting Estimates and Err@x8SB 1031 Materiality; andAASB 1048
Interpretationand Applicatiorof Standards™*

The empirical analysis Section3 provides an assessment of the application of the reporting
entity concept by theompaniesn the sample. The analysiensiders proxies fandicative
factors outlined in SAQ (paragraphsl9-22), as notegbove

(&) separation of management from economic interest;
(b)  economic or political importance/influence; and
(c) financial characteristics,

to examine whethahose factorappear to explain the application of the reporting entity
concept.

3.  Analysis of Implementation of the Reporting Entity Concept
3.1 Large Proprietary Companies

As noted in table 1 abovéhdre were 6,339 large proprietary compaities lodgedinanaal

statements with the ASIC 201011. Under th&orporations Ac{Division 5A s45A(3)), a
largeproprietary company is defined as one that is limited by share capital, has less than 50
nonemployee shareholders and has not raised money from the public. These companies also
satisfy at least two of the following three size tests: (i) the consolidabsd operating

revenue for the financial year$25 million or more; (ii) the value of consolidated gross

assets at the end of the financial ye&12.5 million or more; (iii) the company and entities it

controls havé&0 or more employees at the endled financial year. Th€orporations Act

requires all large proprietary companies, unless grandfatfitred, | odge a direct o
and audited financial statememtith the ASIC.

To examine reporting practice$thesecompaniesa random sample (viita 95% confidence
level) of 394 was drawn based on population counts of large proprearganiesodging
financial statements with the ASIC. The original sample was drawn primarily from3008

13 This Report is expressedtierms of requirements as they existed during the data years that are the subject
of the analysis in this Report. At that time, there were five accounting standards of the type referred to.

14 AASB 107 is now titledstatement of Cash Flovesid AASB 1048 isiow titledInterpretation of
Standards

15 d&randfatheredis aterm used to describe a situation in which an old regulation continues to apply to some
existing situatios. In this case, a grandfathered proprietary company is a company that was formerly
granted an exemptioior lodging audited financiaktatement®ased on criteria irestion319(4) of the
Corporations Actthat is, the company continues to meet the exempt proprietary company definition at all
times since 30 June 1994; the company e&emed large attheend ofits first financial year ending after
9 December 1995; the company had the finarsti@iementsudited for 1993 and each subsequent year;
andthe company lodged notice withiour months of end othefirst financial year endingfter
9 December1995
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population counts. To facilitate additional analysiatie mainly to the quality of accruals
(see Sectiod.2 below) additional panel data was obtained to cover the yearsta@ua.0.
While this extended the data set significantly,diséribution ofcompaniewaried across the
five years, with the majéty coverage between 2008 and 231 ®Based on the most recent
companyyear data for eactompany results in Table 2 show that arou2@ per cent of large
proprietarycompaniesodgedGPFSs, while approximately 80 per cedgedSPFSs. In the
period2006 t0 2010, it was observed that sismpanies that had lodged GPFSs in earlier
years had switched to lodging SPFSs. In contrast, one company thadgedSPFSs
switched to lodging GPFSs.

Table 2: Frequency of Type ofFinancial Statementsin the Samplei Large Proprietary Companies

Frequency %
GPFSs 79 20.1
SPFSs 315 79.9
Total: 394 100.0

3.1.1 Statistical Analysisi Large Proprietary Companies

To understand reportindecisionamade bycompaniesvith respect to the reporting entity

concept, proxies fandicative factors outlined in SAC were identified and tested. TaBle

shows results of a seriestetests, which examine mean differences on a numhamoafes

for factors outlined in SAQ thatsuggest the existence of a reporting entity. These des

conducted for large proprietacgmpanieso examine whether there are significant

differences across throxies forfactors forcompaniesodging GPFSsompared with

entities lodgingS P F S s . As data among mos tesubjecita ed6 and
significant skewness due to extreme values (i.e., high standard deviations from the mean),
various standard econometric techniques are used to enhance the generalisability of the

results'” If the companiesn the samplevereindeed applyingdctors identified in SAQ,

there should be differences in the mean (median) values across the samples. Tests performed
on financial var i ébchassradindgrevénueptotal assets,famdmumbesr i z e 6
of employeelprovide some indication that larger entities are lodging GPFSs.

Variablesi dent i fied to proxy for the O6separation
the number of members (sharehol ders) and &émo
out entties that only have one member). With multiple members/shareholders there is

potential for agency confli¢f suggesting a greater demand for enhanced transparency

through higher quality financial reporting, possibly leading to a higher likelihood the8$PF

will be prepared. When there is only one member/shareholder, the likelihood of agency

conflict is low, suggestingx ante a possible higher incidence of SPFSs being prepared.

Results do not indicate statistically significant differences betwespaieslodging GPFSs

16 There a@evarious reasons whiye full five-year data set was not complete for some companies. Most often
this occurred whenompany reports were lodged with the ASIC wdtta mésing from the lodgement

17 For examplet-tests ag adjusted for unequal variances and-sample Wilcoxon ranisum (Mann
Whitney) tests on median differences are also condudted. addi ti on, variables that
6l iabilitieséd were normal i sed toyduoeshe standardadviatiorg | | oga
and to provide corroboration of tivéest and the Wilcoxon rarsum test results

18 Agency conflict refergo the separation of owné@rincipalg) and manageégagent§ interests ina
entity, that is,agents may act in their own séfterest rather than those of the princip#isis creating
unnecessargosts for the entityJensen and Meckling, 1976)
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and SPFSs for both variablgmtproxy for agency conflict. This suggests that the widening

of separation between management and ownership/members does not impact the decision to
classify as a reporting entity and lodge GPFSs. Byiaatbn,companiesodging SPFSs do

not appear to have a different spread of ownership/management convgghreompanies

lodging GPFSs.

It is noteworthy thatompaniedodging GPFSs have significantly more directors

(mean= 4.45) compared witbompaniesodging SPFSafean= 3.48), suggesting larger
boards are more likely to require the preparation of GPFSs, which might reflect a greater
focus on corporate governance and financial reporting procedures.

According to SACL, another indicator of whether usersst who are dependent on GPFSs is
the level of indebtedness of the entities. In other words, greater levels of indebtedihess
indicate the existence of external users who are dependent on financial information.
Intuitively, creditors, financial istitutions, and other debiblders will seek reliable and
understandable information about an entity to assist in making lending decisions, suggesting a
greater likelihood that the entity will be a reporting entity Extltje GPFSs.Variablesthat
proxyfo o6i ndebtednessdéd such as creditors,

bank

differences between the GPFSs and SPFSs groups. Taken together, these results suggest that

the likelihooda companywill lodgeGPFSs increases with the level of ihteziness.

Table 3: Reporting Entity Testi Large Proprietary Companies
Significance of

GPFSs SPFSs X
Differences
Panel A: 06Sizeb6 Test
Trading Revenue Mea_n $312,000,000 $125,000,000 t=2.5497, p =.0058
Median $64,500,000 $43,500,000 z=4.043, p =.0001
InTrading Revenue Mea_n $18.10 $17.51 t = 3.6535, p = .0002
Median $18.05 $17.61 z=3.962, p =.0001
Total Assets Mea_n $821,000,000 $199,000,000 t=2.9103, p =.0020
Median $78,100,000 $34,100,000 z=5.241, p =.0000
InTotal Assets Mea_n $18.48 $17.57 t=5.7141, p = .0000
Median $18.19 $17.36 z=5.496, p = .0000
No. Employees Mea_n 592 243 t = 3.3924, p =.0004
Median 146 103 z=2.813, p =.0049
InNo. Employees Mea_n 5.30 4.82 t=3.1897, p =.0008
Median 5.20 4.85 z=3.173, p =.0015
Panel B: 6Separation of Management from Econc
No. Members Meap 4 3 NS
Median 1 1 NS
More than 1 Member % 57.9% 42.2% NS
No. Directors Meap 4.45 3.48 t=5.3218, p =.0000
Median 4 3 z=4.632, p =.0000
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Significance of

GPFSs SPFSs !
Differences
PanelC: 6l ndebtednessd Test

Creditors Mean $168,000,000  $58,400,000 t=3.4832, p = .0003
Median $26,800,000 $8,305,487 7z =5.026, p = .0000

nCreditors Mean $16.95 $15.92  t=5.3632, p = .0000
Median $17.10 $15.94 z=4.873, p = .0000

BankDebt Mean $283,000,000  $76,800,000  t= 2.9088, p = .0020
Median $9,604,000 $3,879,601 7z = 4.052, p = .0000
Mean $16.56 $15.44  t=4.5353, p = .0006

InBank Debt Median $16.36 $15.71  z=4.275, p = .0001
Total Liabilities Mean $476,000,000  $143,000,000  t= 3.0497, p = .0013
Median $46,100,000  $19,400,000 7 = 5.414, p = .0000
o Mean $17.91 $16.88  t=5.6175, p = .0000

InTotal Liabilities Median $17.75 $16.84  7=5526, p = .0000

Note:In = natural logarithm. Proxies for &ctors identified in SAQ as suggesting the existence of a reporting

entity were compared using independent samplest$ (adjusted for unequal variances) and-sample

Wilcoxon ranksum (ManrWhitney) tests on mean and median differences. The adjusfion unequal

variance was performed because of extreme mean values on the indicative faettssand Wilcoxon rank

sum are based on ot#tailed significance tests. Where t, z and p values are provided, the difference for the

relevant variable betwen the groups is statistically significanthe smaller the value for p, the greater the

statistical difference 6 NS6é6 refers to no statistical significance

groups for the variable examined.

Multivariate analysisi Results frontheunivariate analyse@mmediately above$hould be
treated with caution because of the possibility that variables, which are intercorrelated in
highly complex ways, are not sensitive to this complexity. For example, if large companies
also have more creditors, it is not possible to concludeh&hétis size that causes the
significant difference or if it is creditors causing the difference. Accordingly, additional
multivariate analysis iandertakerio control for the unique contribution of egmtoxy for an
indicative factor on the choice beten GPFSs and SPFSBo augment the univariate test
results, a logistic regressibranalysis was used to predict discrete outcomes (i.e., whether a
companyis more likely to lodge GPFSs) from five key variables fraky forthe reporting

entity test asutlined in SACL.

Thelogistic regressiomanalysis(see Tablel below)assesses predictions of entities lodging

GPFSs on the basis of the following variables:

(@ natural logarithr?” of trading revenuertrading);

19 A logistic regression is a form of regressibatis run to enable the prediction of a dependmniablethat
takes ondichotomous (i.e., binary) valuen this case, the dependent variable is whether the éodiges
GPFSs Thechi-square tesundamentally assesses how well the logistic regression model fits the data.
This is achieved by conaping a logistic regression modahtincludes no independent variables (iae
which only includes the constantcons]value in the model) with a logistic regression model that includes
a number of independent variables chi-square statistic théd associated with a smallvalue indicates
there is a difference between the two models, that is, the effect of the inclusion of at least one independent
variable on the dependent variable (i.e., on whether the entity lodges GPFSs) in the modelafiffeesd.
A higher chisquare statistic indicates that the independent variables have greater predictiveTdiglity.
degrees of freedoifdf) are the minimum number of independent information points or data that can be
used to estimate a test statistin.this case, the degrees of freedom indicate the number of independent
variables that are free to vary and that are used in the calculation of-Souené statistic.

20 The analysis in thiReport takes the natural logarithm of a number of variabléés is done to linearise
and normalis¢he function being examined, enabling the estimation and interpretation of the coefficients on

the variables in the model.
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(b)  natural logarithm of employeekmémployes);

(©) more than one membaném_dur

(d)  natural logarithm of creditorenCREDITOR$E and

(e)  natural logarithm of total liabilitied{TOTAL_LIABILITIES.

An examination of the results of the logistic regression model indicates that the predictors
provide some iformation aboutlecisions to lodg&PFSs and SPFS&’[= 48.56, df(degrees

of freedom)= 5, p<.0001]; however, the explanatory power of the maddbw (as indicated
by the pseudo Hrefer Table 4 belowdnly explaining the decision to prepare GPFSs for
these entities 8.08% of the tijneAccording to théVald criterion Intrading, Inemployes,
andInCREDITORSre notstatisticallysignificantin the modelwhereagnem_dunand
INTOTAL_LIABILITIESarestatstically significant in the modelTable 4 showsegression
coefficientsandWald statisticdor each of the predictors.

The logistic regression results suggest that lodgement of GPFSs is not dependent on size and

creditors, buthere isa statistical réationship with theproxy for6 s epar ati on of
from economi,mordthah ane nembedsharehalder) el liabilities.

In conclusion, around 20 per cent of large proprietary companies classified themselves as
reporting entitiegi.e., lodged GPFSs)While univariate results show significant differences
across a number of dimensidhat proxyfor6 si ze 6, O&éseparation of
economi c i nt er e s; mdtyariaeriogistié regnedseiresaltd shewstlsatbonly
levels of members/shareholders datal liabilitiesare associated with the decision by large
proprietarycompaniego classify as a reporting entity alatlgeGPFSs. The existence of
arguablyless powerful stakeholders such as employees and creditoos dppear to have
significant influence irac o0 mp adegisidrsas to whether to classify as a reporting entity
and lodge GPFSsDifferences observed between the univariate and multivariate techniques
used in thiPart of this Reportan be explained bya¢ fact that univariate results concentrate
on individual variablesvithoutincluding the impacts afther data into the calculatians
However, multivariate techniques examine multiple variables simultaneously by combining
numerous variables to consider a broader impact from the data as well as controlling for the
unique contribution of eagbroxy for theindicative factos on thedecsion to lodge either
GPFS=r SPFSs.

Table 4: Logistic Regression on Key Indicative Reporting Entity Test Factors Large Proprietary
Companies

Logistic regression Number of obsrvations = 567
Wald chf(5) = 48.56
Prob > chi = 0.0000
Log pseudolikelihood =276.065 Pseudo R = 0.0808
GP_SP Odds Ratio  Std. Err. z p>|z]| [95% Conf. Level]
Intrading 1.0290 .09927 0.29 0.768 .16529 .22383
Inemployees .90828 .08131  -1.18 0.237 -.25557 .06317
mem_dum 54106 21778  -2.82 0.005 -1.04108 -.18739
INCREDITORS 1.01977 .10401 0.19 0.851 -.18429 .22343
INTOTAL_LIABILITIES .65777 11781 -3.56 0.000 -.64980 -.18799
cons 8.51841 1.40945 6.04 0.000 5.75593 11.28088

Klote:GP_SPrefers to the discrete (binary) dependent variable in the model that measures whether a company
is more likely to lodge GPFSs. This discrete outcome is predicted from five key independent varighiesythat

AASB Research Repoio. 1(Part A) Pagel8of 136

man

martr



A Australian Government

“ Australian Accounting Standards Board

for the reportingentitytest as outlined iISAC1. _cons(constant) is used as an econometric technique to enable
a clearer interpretation of the impact of variables in the model on the decision to lodge GPFSs.

3.1.2 Anecdotesi Large Proprietary Companies

While empirical tests are helpful to shed lightdrivers of the decision to implement the
reporting entity conceytt.e., lodge GPFSs or SPFS#)ey do not fully allow an appreciation
of the variation in reportingecisionamade. Thus, further insight is provided via anecdotes
(below)thathighlightthe variation observed.

(& A management services company statedole business purpose was to
provide administration services and staff to the wider group. The company had
$100 million in assets, $16 million in trade creditors and 55 employees who
were charged out to the group. Tb@mpanywas not classified as a m@ping
entity andodgedSPFSs

(b) In the sample there were four aged care providers, all of which collected bonds
from residents |iving in the entitieso
were classified as reporting entities andgedGPFSs and ond the four
indicated they were not a reporting entity &mdigedSPFSs. The nen
reporting entity had over $20 million in resident bonds (liabilities), employed
more than 100 staff and had more than $1 million in trade creditors

(c) One example was noted ofjeobal financial servicesompanylodging SPFSs,
with stated activities that suggest the probable impact on the welfare of
external partie$ a factor mentioned in SAC as indicating the existence of a
reporting entity. In théargeproprietarycompanie sample, thicompany
reported the second largest amourtrafie and other payableg/hich
included almost $500 million owed to external parties. This same company
reported inanoteunsecured external borrowinghich includedclient
segregated fundsf more than $200 million) of more than $2 billion in total.
Two other entities in the same industry and with similar financial profiles,
lodgedGPFSs

(d)  One company noted was a whetiwned subsidiary of a global mining
company, reporting more than 500 dayges, which had classified as a non
reporting entity. The same company repottade payablesof almost $250
million T one of the largest amounts for compardeing SPFSs

(e) A global engineering company was noted thdgedSPFSs, having only one
menber but more than 4,000 employees. This company repoaidel
payablesof almost $100 million (2009) aramount due to customers under
engineering contractsf just under $160 millioif2009). In thebalancesheet,
the total amount afurrenttrade payableswhich includes the two amounts
mentioned previously) was nearly $300 million, one of the largest for
companiesodging SPFSs.

3.1.3 Auditor Choice 1 Large Proprietary Companies

Auditor choice among the large proprietary companies was examined to gigarsight
into the costs and benefits of alternative regulasgmyroachethat might beconsideredor
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thesecompanies While there is ample research evidence on auditor choice for listed entities
(e.g., Knechett al, 2008), there is a paucity of eeitce for private companies. Research
literature suggests that Big 4 audifdrare associated with higher financial reporting quality
among listed public companies (Fran@604). Further, if clients of Big 4 auditors are, on
average larger, there shoudd a greategproportion of Big 4 clients classifying as reporting
entities(lodging GPFSsjelative to the clients of neBig 4 firms.

Auditor choice and type of financial stateme{@PFSs v SPFSs) are presented in Table 5
below. For the 346ompanieshatweresubject to an audit (n=345), it appears there is no
statistically significant differencet = 0.0508, p= 0.822) in the proportion of clients of Big 4
auditorslodgingGPFSs (20%) and the clients of ABig 4 auditordodging GPFS$24%).
Interestingly, 43 companiegi.e., 12.3% of thelarge proprietary comp#ssample) were
granted an audit exemption by the ASIC.

Table 5: Auditor Choicei GPFSs and SPFS8 Large Proprietary Companies

GPFSs SPFSs
Total Freq. % Freq. %
Audit Exemption Grantetly the ASIC 43 4 10 39 90
No Audit Opinion 4 1 25 3 75
Audit Opinion Issued (i.e., Audit Conducted) 345 74 21 273 79
Total 392 79 20 315 80
Big 4 Auditor 242 48 20 194 80
Non-Big 4 Auditor 103 25 24 78 76
Total 345 73 21 272 79

3.1.4 Audit Feesi Large Proprietary Companies

Table 6 contains results of the analysis of audit fees (andfeesfarnothi t ser vi ces 6
by type offinancial statementsSince disclosure requirements for GPFSs are more detailed
and complex than for SPFSs, it is predicted tha audit feefor GPFSsvould be greater

than the audit fees chargedcompaniesodging SPFSsand initial analysis provides support
for this prediction (& 4.6227, p= .0000). This analysifiowever, does not take into account
the size otompany Prior research (e.g., Chow, 1982; Ab#dialik, 1993) finds that firm

(i.e., companysyize is the most significant predictor of the audit fee. Accordingly, the audit
fee is scaled by total assets in order to controtdonpanysize effects. A comparisf the
audit fees (scaled by total assets) paid dympanies lodginGPFS with the audit fespaid

by companies lodgin§PFSs reveals no significant differendes 0.3995,p =.6552). This
suggests thaif companies were to be requirediealgeGPFS rather than SPFSthere

would notbeany discernible direct audit cost burdencompanies

Similarly, there is no statistically significant difference in the-aadit service feg(NAS)
paidby clientslodging GPFSs and clientedging SPFSs.

21 References in this Repebitd Bnst&YaumyjKPM@3andudi t or s6 ar e t
Pricewaterhouggoopers
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Table 6: Audit Fees Comparisoni GPFSs and SPFSE Large Proprietary Companies

Significanceof
Differences
t=4.6227
p = 0.0000

NS

NorrAudit Service Fees ($) $85,171 $113,799 $78,443 t =1.5059

p =0.0666

NS
Audit Fee scaled by total assets (%) .0070773 .0052561 .0077602 t=0.3995
p =0.6552

NS
NAS scaled by total assets (%) .0010541 .000737 .0013171 t=1.3884
p =0.9169

n=333* Mean GPFSs SPFSs

Audit Fees ($) $130,224 $221,141 $97,993

*  Missing data for 1ZZompanies thadid not disclose audit fee data

While initial testing suggested statistically significant differences on audftfesid to Big 4
auditors (t=4.4047, p= .00 1 see Table 7 belopand noraudit service fees paid to Big
auditors as a groufpp=2.5141, p= .0063i see Table 7 belowthis difference disappears
whencompanysizesare controlled far Specifically, there is no statistically significant
difference in the audit feescaled by total assets paid to Big 4 auditors compaithdhe

audit fees scaled by total assets paid to fig 4 auditors. This finding is in contrast to an
audit fee premium to the Big 4 routinely found in the listed public company market segment
(DeFond, 1992; Teo& Wong, 1993; Craswell et al., 1995; Franciglet1999).

Table 7: Audit Fees Comparisori Big 4 versus NorBig 41 Large Proprietary Companies

Significanceof

-_— * H H
n =333 Mean Big 4 Non-Big 4 Differences

, t=4.4047
Audit Fees (%) $130,224 $167,028 $49,907 0 =0.0000
NonrAudit Service Fees ($) $85,171 $106,287 $50,132 t=2.5141
' ' ' p =0.0063

NS
Audit Fee scaled by total assets (%) .0070773 .0104213 .0017642 t=1.3687
p =0.0858

NS
NAS scaled by total assets (%) .0010541 .0011407 .0012622 t=0.2912
p =0.6145

*  Missing data for 1Zompanies thadid not disclose audit fee data.

3.2  Foreign-Controlled Companies

As noted in Table 1 abovédre were 2,798mall proprietary companies controlled by a
foreigncompary registered withite ASIC in 201011. Sections 9 and 292)(b) ofPart2M

of theCorporations At as wel | as the O0coQohsplidatedanhd f i ni t i «
Separate Financial Statemejifsare used to determine whethesraall proprietary company

i's consider ed &foreigneompany(A&], 20018)] edd by

22 Audit fee studies often find large (Big 4) audit firms earn significantly higher fees than smalldignén
firms because of their perceived credibility and quality of ser{gécg., DeFond, 1992).

23 AASB 10Consolidated Finarial Statementsupersedes AASB 127 for periods beginning on or after
1 January 2013.
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A random sample (i.e., with95% confidencéevel) of 340 foreigncontrolledcompanies

was drawn for this group. Results presented in Table 8 show that, similar to the distribution
observed among large proprietagmpaniesa smallproportion (approximately 26) of
foreign-controlledcompanies lodgeGPFSs and around 84 per cent Iati§®FSs.

Table 8: Frequency of Type ofFinancial Statementsin the Samplei Foreign-Controlled Companies

Frequency %
GPFSs 53 15.6
SPFSs 287 84.4
Total: 340 100.0

3.2.1 Statistical Analysisi Foreign-Controlled Companies

Results for univariatetests for differences in the mean values forditxies forfactors
identified in SAC1 as indicative of the existence of a reporting entity, for foremmtrolled
companiedodging GPFSs and SPFSs respectively, are presented indrébleis
noteworthy that foreigicontrolledcompaniesre not requirefon Form 388 lodged with the
ASIC) to disclose the number of employees and the number of members. However,
approximatel\25 per cenbf foreign-controlledcompaniegn = 86) reported the number of
members they have in the organisation.

Table 9: Reporting Entity Testi Foreign-Controlled Companies

Significance of

GPFSs SPFSs .
Differences
Panel A 6Sizebd Test
Trading Revenue Mean $20,900,000 $23,300,000 NS
9 Median $3,548,690 $5,784,162 NS
. Mean $15.26 $15.31 NS
InTrading Revenue Median $15.10 $15.59 NS
Total Assets Mean $36,100,000 $31,000,000 NS
Median $3,708,718 $4,330,752 NS
Mean $14.63 $14.49 NS
InTotal Assets Median $15.36 $15.32 NS
Too few Too few .
Mean . . Too few observations
observations observations
No. Employees
. Too few Too few .
Median - - Too fewobservations
observations observations
Too few Too few .
Mean - - Too few observations
observations observations
InNo. Employees
. Too few Too few .
Median . . Too few observations
observations observations
Panel B: O6Separation of Management from Econ:
No. Members Mean 28 S NS
' Median 3 0 z=2.162, p =.0306
More than 1 Member % 50.0% 22.6% NS
No. Directors Mean 3 ! NS
) Median 3 3 NS

24 Consistent with the approach taken for the large proprietary company sarSgietion 3.1 abovyé¢o
enhance the generalisability of the reswdtaumber of standard @wometric techniques wesepplied to
this sample and the other samples examined in the remainithés Bfrt of this Rport.
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Significance of

GPFSs SPFSs )
Differences
PanelC: 6l ndebtednessd Test
Creditors Mean $10,700,000 $5,999,715 NS
Median $724,854 $906,227 NS
. Mean $13.71 $13.42 NS
InCreditors Median $13.49 $13.72 NS
Mean $11,800,000 $4,788,035 NS
Bank Debt Median $89,990 $23,845 NS
Mean $13.53 $13.05 NS
InBank Debt Median $13.42 $12.99 NS
N Mean $21,200,000 $12,400,000 NS
Total Liabilities Median $2,495.045  $2.135.819 NS
N Mean $14.75 $14.50 NS
InTotal Liabilities Median $15.05 $14.80 NS
Note: See Table 3 above for an explanation of items referred to in this Table.
None of thevariables hat proxy for &ésized, or o6indebted

differences betweecompaniesodging GPFSs and SPFSs. More specifically, the decision by
thesecompaniesvhether to classify as a reporting entity and lodge GPFSs does not appear to
be explained by the indicative factors identified in SACFor companies in the sample it
appearshat factors other than the characteristtbat were analysed)f thecompanyodging
thefinancial statementsiay shape the decision. For example, the characteristics of the
foreign parent and the associated implications for judging materiality mayewamt for
explaining the decision. This is noted as a worthwhile avenue for fuetesgirch

Multivariate a nalysisi Two sets of logistic regression analyses were undertaken to
understand more fully the decision by foreiggmtrolledcompaniedo lodgeGPFSs.

Variables used in the model are the natural logarithm of trading reVetnaelipng), natural
logarithm of creditorsI(CREDITOR$ and natural logarithm of total liabilities
(INTOTAL_LIABILITIES. The wariable measuring number of employeesxcluded because
this information is not requiret be lodgedy the ASICandthe variable measuringumber

of shareholders excludedbecause there are too few observations. An examination of the
results of the logistic regression model indicates treptldictors do not distinguish
decisions to lodg&PFSsandSPFSs¢? = 0.26, df =3, p= .9667]. The results suggest the
lodgement of GPFSs by these entities does not appear to depend on any of the indicative
factors outlined in SAQ.

Table 10: LogisticRegression on Key Indicative Reporting Entity Test Factor$ Foreign-Controlled
Companies

Logistic regression Number of obsrvations = 215
Wald chf(3) = 0.26
Prob > ch =  0.9667
Log pseudolikelihood =101.65023 Pseudo R = 0.0015
GP_SP Odds Ratio Std. Err. z p>|z| [95% Conf. Level]
Intrading 1.07149 15272 0.48 0.628 .81035 1.41679
INCREDITORS .99817 11102 -0.02 0.987 .80266 1.24131
INTOTAL_LIABILITIES .97666 .14956 -0.15 0.877 .72343 1.31854
_cons 2.27659 4.27779 0.44 0.662 .05726 90.51512
Note: See Table 4 above for an explanation of GP_SP and _cons.
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3.2.2 Anecdotesi Foreign-Controlled Companies
The following anecdotes highlight the variation observed.

(@  One example was noted otampanythatmanufactures and sells aggregate,
concrete, concrete pipe and concrete precast products in Australia, which is
commonly regarded as one of the few largest in its industry globally. The
companyclassified as a nereporting entity anébdgedSPFSs, dest
reporting revenues of between $1 billion and $2 billion in each of the 2008
and2009 years

(b) In the sample there were four financial services companies that all had
revenues of less than $10 milliomwo of the four companies were classified
as reportingntities andodgedGPFSs and two indicated they were not
reporting entities antbdgedSPFSs. One of the naaporting entities had
over $6 million in revenues and over $150 million in assets

(c) Consistent with other samples, there difeerencewith how similar-sized
companies are classified. In the sample, ten companies had revenues over
$100 million and assets over $50 millioRour of these companies were
classified as reporting entities alodlgedGPFSs and six of the companies
indicated they weraot reporting entities anlddgedSPFSs.

3.2.3 Auditor Choice T Foreign-Controlled Companies

Auditor choice and type of financial statemse{@PFSs v SPFSs) is presented in Table 11

below. For the 332 foreigoontrolledcompanieshatwere subject to an audit, the clients of

Big 4 auditorsvere no more likely tdodge GPFSs (13.3%) than clients of the Hdig 4

auditors (19.9%), in the context that the difference between the percentages is not statistically
significant €2 = 2.1689,p = 0.141).

Table 11: Auditor Choice byi GPFSs andSPFSsi Foreign-Controlled Companies

GPFSs SPFSs

Total Freq. % Freq. %
Audit Exemption Granted by the ASIC - - - - -
No Audit Opinion 8 1 12.5 7 87.5
Audit Opinion Issued 332 52 15.7 280 84.3
Total 340 53 16.0 287 84.0
Big 4 Auditor 196 26 13.3 170 86.7
Non-Big 4 Auditor 136 27 19.9 109 80.1
Total 332 53 16.0 279 84.0

3.3  Small Proprietary Companies (not Controlled by a Foreign Company) where
Financial Statements are Specifically ught

Some small proprietary companies lodge financial statements with the ABld&r the

requirements of Sectigr293 and 294f the Corporations Actthe ASIC or shareholders with

five per cent or more of the voting capital may direct a small proprietarpaayrtoprepare

financial statementsThe rationale for this requirement is to ensure that shareholders with

five per cent or more of the voting capital
financial information without imposing an unreasoeablb ur den on smal |l comp
(Australian Commonwealth Treasury, 2006, p.3). In addition, the ASIC might direct a

company to lodge audited financial statersémicause of a dispute between shareholders or
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thecompanymi ght have committed a &6strict |iabildi
duties.

In 201011, as reflected in Table 1 abovke financial statements @86 small proprietary
companies were specificalbpught andodged. A random sample (i.ewith a95%
confidencdevel) of 95 small proprietary companies was drawn from this group. Table 12
(below) shows that around 24 per cent of the small proprietary companies in the sample
lodged GPFSs and around 76 per cent |ati§@FSs.

Table 12: Frequencyof Type of Financial Statementsin the Samplei Small Proprietary Companies

Frequency %
GPFSs 23 24.2
SPFSs 72 75.8
Total: 95 100.0

3.3.1 Statistical Analysisi Small Proprietary Companies

Further empirical analysis was conducted to understand any differences between the
companiesodging GPFSs and SPF3&satmight explain the application of the reporting

entity concept by this group. Table 13 shows results of statistical tests examiaimgumae

median differences on thpeoxies forindicative factors outlined in SAC, comparing small
proprietary companiethatlodged GPFSs and SPFSs. Table 13 shows significant differences
on the variableghTrading Revenud otal AssetsBank DebtandTotal Liabilitiesfor
companiesodging SPFSs comparedth GPFSS but not in the predicted direction. More
specifically, it appearsompaniedodging SPFSs are larger in size (based on assets and
revenue) and appear to have both larger mean valuatjiaiounts (Meam $76.4 million)
comparedvith companiesodging GPFSs (Mean $2.73 million) and have larger median

bank debts recorded in their financial statements ($52,350 for SPFSs v $0 for GPFSs). It was
notfeasibleto conduct mean and median qmmisons on number of employees because this
data is not requiretb be reportedi.e., four companies in the GPFSs group revealed number

of employees ranging from 29 to 80 employees in Form 388, the remainder did not disclose
employee numbers). Theremai ng measures that pr oredyorsf or O
andbank debtlso demonstrate nesignificant differences betweeamall proprietary
companiedodging GPFSs and SPFSs.

In summary, the indicative factors identified in SA@s suggesting theistence of users
depenént on GPFSs do not appear to explain variation irdéusion to lodg&PFSsor
SPFSs by small proprietary companies. The results discussed above and presented in
Table13 suggest that lodgement of SPFSs by small proprietaryasoagis associated with
the size otompanyand the size of their indebtedness, although contrary to expectations,
largercompaniesvith higher liability levels more commonlgdgeSPFSs. The significant
inverse associatioof size and total liabilitiess countefintuitive. However, when a
multivariate analysis is conducted (see Tdllg these results disappear, suggesting that
overall,companycharacteristicanalysed for the purpose of this Repiwtnot significantly
explain the reporting entityecision

AASB Research Repoio. 1(Part A) Page25 of 136

t



Australian Government

Australian Accounting Standards Board

Table 13: Reporting Entity Testi Small Proprietary Companies

Significance of

GPFSs SPFSs .
Differences
Panel A 6Si zebd Test
Trading Revenue Mean $7,848,856 $48,100,000 NS
9 Median $1,061,551 $3,350,658 NS
InTrading Revenue Mean $14.91 $15.63 t=-2.0255, p = .0259
9 Median $13.92 $15.39 z=-1.891, p =.0587
Total Assets Mean $4,604,980 $94,400,000 t=-2.0772, p = .0207
Median $1,301,887 $4,804,023 NS
Mean $13.64 $14.39 NS
InTotal Assets Median $14.08 $15.44 NS
Mean Too fev_v Too feV_V Too few observations
observations observations
No. Employees
. Too few Too few .
Median . . Too few observations
observations observations
Too few Too few .
Mean . . Too few observations
observations observations
InNo. Employees
. Too few Too few .
Median . . Too few observations
observations observations
Panel B: 6Separation of Management from Econo
Too few Too few .
Mean . . Too few observations
observations observations
No. Members
. Too few Too few .
Median . . Too few observations
observations observations
More than 1 Member % Too feyv Too feV.V Too few observations
observations observations
No. Directors Mean 4 4 NS
’ Median 3 3 NS
PanelC: 6l ndebtednessd6 Test
Creditors Mean $1,965,990 $34,600,000 NS
Median $147,486 $234,000 NS
) Mean $12.42 $13.08 NS
InCreditors Median $12.06 $13.37 NS
Mean $1,604,164 $41,200,000 NS
Bank Debt Median $0 $52,350 221979 . p= 0478
Mean $12.67 $13.20 NS
InBank Debt Median $12.29 $13.30 NS
o Mean $2,726,354 $76,400,000 t=-1.7827, p = .0395
Total Liabilities Median $311,804 $3,090,768 7=1.894  p = .0582
. Mean $13.08 $14.74 t=-2.7654, p =.0041
InTotal Liabilities Median $12.89 $15.13 7 =419 . p = 0156

Note: See Table 3 above for an explanation of items referred to in this Table.

Multivariate a nalysisi A logistic regression analysis enables predictions of the likelihood of

small proprietary companidsdging GPFSs on the basis of the natural logarithm of trading
revenue lfitrading), natural logarithm of creditorésnfCREDITOR$ and natural loga&hm of
total liabilities (nTOTAL_LIABILITIES. Variables measuring number of employees and

number of members/shareholders are excluded because of high rates of missing values. An

examination of the logistic regression model (Table 14) indicateshéhatrédictors do not
distinguishdecisions to lodg&PFSor SPFSs¢? = 3.29, df= 3, p=.3495].
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Table 14: Logistic Regression on Key Indicative Reporting Entity Test Factors Small Proprietary
Companies

Logistic regression Number of obsrvations = 63
Wald ch?(3) = 3.29
Prob > chi = 0.3495
Log pseudolikelihood =32.965833 Pseudo R = 0.0467
GP_SP Odds Ratio Std. Err. z p>|z]| [95% Conf. Levell
Intrading 1.42220 .39615 1.26 0.206 .82388 2.45503
INCREDITORS .86417 .18530 -0.68 0.496 .56765 1.31559
INTOTAL_LIABILITIES 1.02268 .22587 0.10 0.919 .66336 1.57665
_cons .07776 17616 -1.13 0.260 .00092 6.59288

Note: See Table 4 above for an explanation of GP_SP and _cons.

3.3.2 Auditor Choice 1 Small Proprietary Companies

Auditor choice and type dinancial statemest{GPFSs v SPFSs) is presented in Table 15.
For the 90 small proprietary companies thatesubject to an audit, the clients of Big 4
auditors appear less likely kndgeGPFSs (17.5%) than clients of the Fig 4

auditors(39.4%) andhe result is statistically significant{= 5.2449, p= 0. 022) at the 5 per
cent level of significance.

Table 15: Auditor Choicei GPFSs andSPFSs Small Proprietary Companies

GPFSs SPFSs
Total Freq. % Freq. %
Audit Exemption Granted by the ASIC 5 0 0.0 5 100.0
No Audit Opinion 0 0 0.0 0 0.0
Audit Opinion Issued 90 23 24.4 67 75.6
Total 95 23 24.2 72 75.8
Big 4 Auditor 57 10 17.5 47 825
Non Big 4 Auditor 33 13 39.4 20 60.6
Total 90 21 25.6 67 74.4

3.4  Unlisted Public Companies other than thoséimited by Guarantee

Unlisted publiccompaniesnclude companies limited only by shares, a small numbeérrefo

| i a b(mihimg} pytdic companies and public companies limited by both shares and by
guarantee. They differ from proprietary companies iir tapacity to have more than 50
nonemployee members and to offer shares to the public. In a sense, this suggests unlisted
public companies may have broadly similar legislative obligations undé€raiporations Act

as a listed public companylowever,in contrast to a listed public company, unlisted public
compani esd shares are not included on the
public companies registered under @aporations Actmust have at least three directors, two
of whom nrust be Australian residents. There were 3,985 (see Taltlevh unlisted public
companies required todgeaudited financial statemeswith the ASIC in the financial
year201011.

The rationale for unlisted public companiedgingaudited financial statements is that these
companiedave the ability to offer shares and raise capital from the general public. The
Corporations Acseeks to ensure that investors or shareholders with smaller holdings have
access to audited financial arfnation for decisioimaking purposes (Australian
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Commonwealth Treasury, 2006). These companiesieaide tdodgeeither GPFSs or
SPFSs depending on their reporting entity status.

A random sample (i.e., with95% confidencéevel) of 347small propriedry companiesvas
drawn for this group. Table 16 shows that, in contrast to the samples disabsgea
majority (around/0%) of unlisted public companies lod)&PFSs.

Table 16: Frequency of Type ofFinancial Statementsin the Samplei Unlisted Public Companies

Frequency %
GPFSs 242 69.7
SPFSs 105 30.3
Total: 347 100.0

3.4.1 Statistical Analysisi Unlisted Public Companies

Table 17 contains results thfetests omproxies forfactors identified in SAQ as suggesting
the existence of users depenton the information contained in GPFSs. The Talde&ates
that, with the exception of mediémlradingrevenue v ar i abl es t hat
systematically explain the decision tgympaniesn this sample to lodge GPFSs. It is not
feasibleto conduct a mean/median comparison on other variables in this category because
these companies are not required to disclose certain information (e.g. employee numbers).

proxy

Variablest hat proxy for the O0separation of manage
number of directors, show that significant differences exist beta@®apaniesodging

GPFSs and SPFSs, thataesmpaniesodging GPFSs hayen average, significantly more

directors (nean=5) compared witltompaniegodging SPFSsnfean=4). It is notpossible,
however, to conduct comparisons on the varia
member o6 (i .e., a measure filtering out entit
observations for these variables for both GPFSs and SPFSs groups.

Measures that proxy for o6édindebtednessd such

liabilities all show norsignificant differences between the GPFSs and SPFSs groups. While
creditors, bank debt, and total liabilities show significant medardifces, these differences
should be regarded cautiously as some extreme vajyesar to bdriving these results (i.e.,

one financial institution observation with total liabilities of around $15 billion and one
insurance company with total liabilitie$ @most $30 billion).

Table 17: Reporting Entity Testi Unlisted Public Companies

GPFSs SPFSs Significance of Differences
Panel A: 6Si zebd Test
Trading Revenue Mea_n $231,000,000 $54,400,000 NS
Median $2,372,928 $361,733 z=2.691,p=.0071
. Mean $15.14 $14.86 NS
InTrading Revenue -y jian $15.15 $14.81 NS
Total Assets Mea_n $461,000,000 $162,000,000 NS
Median $3,288,152 $2,422,746 NS
Mean $15.00 $14.44 NS
InTotal Assets Median $15.08 $15.00 NS
No. Employees Mea!”n No observat?ons No observati_ons No observat?ons
Median No observations No observations No observations
InNo. Employees Mea!”n No observat?ons No observat?ons No observat?ons
Median No observations No observations No observations
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GPFSs SPFSs Significance of Differences
Panel B: 6Separ at i obc oonfo nMacn algnetneernets tfér oTne s t
No. Members Mean No observations No observations No observations
’ Median No observations No observations No observations
More than 1 Member % No observations No observations No observations
No. Directors Mean 5 4 t = 4.9058, p= .0000
' Median 4 3 z=2491,p=.0128
PanelC: 6l ndebtednessd Test
Creditors Mean $128,000,000 $38,200,000 t=1.9228, p =.0277
Median $679,059 $281,327 NS
. Mean $13.63 $13.13 NS
InCreditors Median $13.65 $12.66 NS
Mean $293,000,000 $55,700,000 t=1.7809, p =.0381
Bank Debt Median $77.256 $25.990 NS
Mean $14.28 $14.73 NS
InBank Debt Median $14.00 $15.16 NS
N Mean $384,000,000 $69,900,000 t=2.1094, p = .0179
Total Liabilities Median $1.09,885 $558,277 NS
L Mean $14.45 $14.12 NS
InTotal Liabilities Median $14.32 $14.25 NS

Note: See Table 3 above for an explanation of items referred to in this Table.

Multivariate a nalysisi A logistic regression analysis enables predictionsoaipanies

lodging GPFSs on the basis of the natural logarithm of trading revieniaaling), directors,
natural logarithm of creditorsnCREDITOR$§ and natural logarithm of total liabilities
(INTOTAL_LIABILITIE$. Variables measuring number of employees andoeurof

shareholders are excluded because of a lack of observations. An examination of the logistic
regression model indicates that the predigwosvide some information abodécisions to
lodgeGPFSs or SPFSs{=10.05, df =4, p= .0395} howeverthe explanatory power of the
modelis low (as indicated by the pseud[Refer Table 18 below]) Specifically, the logistic
regression results suggest that lodgement of GPFSs among unlisted public companies other
than those limited by guarantees not&é pendent on O0si zed and Ol
factors outlined in SAQ), butwas dependent on the number of directdResults suggest

neither the levedf total liabilitiesnor the level ofcreditors influence whetheran unlisted

public compawg was classified as a reporting entity alodiged GPFSs.

Table 18: Logistic Regression on Key Indicative Reporting Entity Test Factors Unlisted Public
Companies

Logistic regression Number of obsrvations = 164

Wald chf(4) = 10.05

Prob > chi = 0.0395
Log pseudolikelihood =40.984975 Pseudo R = 0.0977
GP_SP Odds Ratio  Std. Err. z p>|z] [95% Conf. Level]
Intrading .93654 .07719 -0.80 0.426 .79683 1.10075
directors .60535 11042 -2.75 0.006 42340 .86551
INCREDITORS 77758 .13533 -1.45 0.148 .55285 1.09367
INTOTAL_LIABILITIES 1.24413 .23139 1.17 0.240 .86408 1.79133
_cons 2.37546 4.88839 0.42 0.674 .04208 134.0948

Note: See Table 4 above for an explanation of GP_SP and _cons.
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3.4.2 Anecdotesi Unlisted Public Companies

The following anecdotes highlight tldeverseapplication of the reporting entity concept
(lodgement of GPFSs or SPFS3)hese anecdotes provide a sample of the variation
observed.

(@ One example was noted of a company involved in iron ore and egplaer
mining, which had revenues of almost $2 billion and around $1.5 billion over
the 2007 and 2008 years and assets values of around $3 billion in each of
the2007 and 2008 years, whiglasclassified as a nereporting entity and
lodgedSPFSs

(b) In the sample thre were five financial services companies that all had revenues
of less than $1 million. Three of the five companies were classified as
reporting entities antbdgedGPFSs and two of the five indicated they were
not reporting entities anddgedSPFSs. @e of the nosreporting entities had
in excess of $12 million in assets

(c)  Thereappears to ba discrepancy with how similaized companies are
classified. In the sample, five companies had revenues ranging between $130
million and $200 million and assatsnging between $26 million and $600
million. Two of these companies were classified as reporting entities and
lodgedGPFSs and three companies indicated they were not reporting entities
andlodgedSPFSs. One of the n@aporting entities had revenuefsnoore
than $180 million and assets of around $600 million.

3.4.3 Auditor Choice T Unlisted Public Companies

Auditor choice and type of financial stateme{@PFSs v SPFSs) is presented in Table 19.
For the347unlisted publiccompaniesit appears that clients of Big 4 auditors lasslikely
to lodgeGPFSs (6D%) comparedvith clients of the norBig 4 auditors (74%).

Table 19: Auditor Choice | GPFSs andSPFSsi Unlisted Public Companies

GPFSs SPFSs
Total Freq. % Freq. %
Audit Exemption Granted by the ASIC 0 0 0.0 0 0.0
No Audit Opinion 0 0 0.0 0 0.0
Audit Opinion Issued 347 242 69.7 105 30.3
Total 347 242 69.7 105 303
Big 4 Auditor 135 84 62.0 51 380
Non-Big 4 Auditor 212 157 74.0 54 26.0
Total 347 242 69.7 105 30.3

3.5 Public Companies Limited by Quarantee

Public companies limited by guarantee must comply with the broader legislation that applies
to all public companies. Charitable or +iot-profit organisations that register a company
structure with the ASIC (i.e., eate a legal entity that is separate from its menﬁ’ema

25 A public companys a legal entity and must abide by a number of requirements. Some of these
requirements are to have at lethgee directors and a secretary; have at least one member; be internally
managed by a constitution and replaceable rules; appoint a registered company auditor within one month of
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examples of public companies limited by guarantee. These companies must include the
words o6Limiteddéd or oO6Ltdéd after their name, u
requirement fronthe ASIC. Common examples of companies in this group are sports and
recreatiorrelated organisations, community service organisations, edugataied

institutions, and religious organisations (Australian Commonwealth Treasury, 2007).

noted in Talk# 1 above,ltere were 8,404 public companies limited by guarathizelodged

audited financial statements with the ASIC in the financial year-2010

Under theCorporations Acgtpublic companies limited by guarantee do not have the power to

iIssue share® members but instead each member guarantees to pay a nominal amount
specified in the companyds constitution in t
I n other words, the I|liability of the company
nominal amount) that members have guaranteed to contribute to the company in case of
liquidation. Unlisted public companies tend to be significantly larger than lishited

guarantee companies amecause of their share capital structare more likelyto have a

profit motive comparewvith limited by guarantee companies (Australian Commonwealth

Treasury, 2007).

The financial reporting obligatioref both unlisted public companies limited by shares@ind
limited-by-guarantee companies are fundamenthiéysame. However, since July 2i6.,

after the years for which data was analyskajted-by-guarantee companies are subject to a

threetier reporting framework that is based on the size ottimepany Under this

framework, companies that have eéaue of $Imillion or more mustodgeboth audited

financial statemestand a directorsdé report (although th
are less detailed than for the reports required for other compa@@sipanies with revenue

of less than $1 million musbdgeboth financialstatementandad i r e ct oanslddn r epor t ,
have their financial statemesreviewed, rather than audited. S m aompaniedimited by

guar ant e e dwith revenuenlass that$0H@) are exempt (unless directed by the

ASIC) fromlodgingfinancial statemest

Limited-by-guarantee companies are mostly-fostprofit organisations and the legal nature
of thesecompaniess more complex than in the fprofit proprietary sector.

The broader range of nédr-profit entities includes entities regulated at state and territory
levels. For example, each state and territory jurisdiction has its own requirements relating to
incorporated associations andhat-profit entities, which canestrict the capacity of the
organisation to operate in more than one state or territory. These entitiesraguiadedy

the ASIC unless they take on a company structBaat Bof this Report examingthe

financial reporting by these entitieResearclers with an interest in this areaght examine
auditing practices and compare potential differences across federal and state jurisdictions.

A random sample (i.ewith a95% confidencéevel) of 370companiesvas drawn from the
population of publicompanies limited by guarantee, yielding a usable sample of 365. As
shown in Table 20, around 66 per cent of public companies limited by guadigest
GPFSs, while approximately 34 per ctatged SPFSs. For three (0.8%) limitdxy-

guarantee companies, the typdin&ncial statements lodgedas not clearly stated.

its registration; keep financial records; prepare, have audited and lodgeiéil statements and reports
annually; and send its members a copy of its financial statements and reports (see ASIC, 2012).

AASB Research Repoio. 1(Part A) Page31 of 136



Australian Government

Australian Accounting Standards Board

Table 20: Frequency of Type ofinancial Statementsin the Samplei Public Companies Limited by
Guarantee

Frequency %
GPFSs 239 65.5
SPFSs 123 33.7
Unable to Determine 3 0.8
Total: 365 100.0

3.5.1 Statistical Analysisi Public Companies Limited by Guarantee

Table 21 shows results tifetests for differences on tlpgoxies forindicative factors

identified in SAC1 . Vari abl es t h attadingreeerugndiotalrasseiss i z e 6 ,
(except for meatotal assetsdemonstrate that largeompaniesn this group seem more
likely to havelodged GPFSs than SPFSs. It was fedsibleto conduct a mean/median

comparison on the vari abl e atisoobrbgeiretb loef

reportedio the ASIC Six entities lodging GPFSs disclosed employee numbers (i.e.,

mean= 68 and mediar 21 employees) and two entities lodging SPFSs disclosed that they
had no employees.

empl oy

Table 21: Reporting Entity Testi Public CompaniesLimited by Guarantee

GPFSs SPFSs Significance of Differences
Panel A: 06Size6 Test
Trading Revenue Mea_n $4,811,991 $313,197 t =3.0093, p =.0015
Median $665,533 $37,059 z=6.412, p =.0000
InTrading Revenue Mea_n $13.28 $11.23 t=4.3222, p =.0001
Median $13.57 $12.32 z =4.826, p =.0000
Total Assets Mea_n $8,235,319 $6,651,580 NS
Median $1,328,480 $113,079 z =7.507, p =.0000
Mean $13.99 $11.85 t=6.6326, p = .0000
InTotal Assets Median $14.20 $12.02 7=7.507, p= .0000
No. Employees Mea_n 68 0 Too few observat?ons
Median 21 0 Too few observations
Too few Too few .
Mean . . Too few observations
observations observations
InNo. Employees
Median Too fe\_/v Too feW Too few observations
observations observations
PanelB: 6 Separation of Management from Economic
No. Members Mea_n 928 102 t=3.9264, p = .0001
Median 68 9 NS
More than 1 Member % 65.7% 34.3% NS
No. Directors Mea_n 8 5 t =5.8828, p = .0000
Median 8 5 z =5.808, p =.0000
PanelC:6 1l ndebt ednessd Test
Creditors Mea_n $953,115 $637,674 NS
Median $123,812 $6,961 z =7.450, p =.0000
InCreditors Mea_n $11.91 $10.05 t=6.1311, p =.0000
Median $11.91 $10.14 z =6.163, p =.0000
Mean $1,489,798 $1,900,900 NS
Bank Debt Median $18,000 $0 7= 4863, p = .0000
Mean $11.77 $10.99 NS
InBank Debt Median $11.63 $10.52 Z=2.654, p = .0080
N Mean $3,797,478 $2,341,091 NS
Total Liabilities Median $272,913 $12,849 227323, p=.0060
N Mean $12.64 $10.75 t =5.6590, p = .0000
InTotal Liabilities Median $12.81 $10.61 2 =5.990, p = .0000
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Note: See Table 3 above for an explanation of items referred to in this Table.

Thevariables hat proxy for the O6separation of mana
number of members and number of directors show that significant differences exist between
companiegodging GPFSs and SPFSs, thatmnpaniesodging GPFSs have significantly

more membersniean= 928) and directorarifean= 8) compared witltompaniesodging

SPFSs (Members@an= 102, and; Directormean=5). The results suggest that the factors
identifiedinSAC1L r el ating to O0sized6 and Oseplar ati on
provide some explanation of the decisioncbynpaniesn this group tdodge GPFSs.

The above interpretation of the results is further corroboratediigblesthat proxy for

0i ndebt ed rredstasiotatliabdities aadbank deht The three variables show
significant median differences between the GPFSs and SPFSs groups in the expected
direction, suggesting that entities with higher debtemore likely tolodgeGPFSs.

Multivariate a nalysisi A logistic regression analysis enablpredictions of the decisions by
companiego lodge GPFSs. Variables used in the model are the natural logarithm of trading
revenue lfitrading), number of members, number of directors, the natural logarithm of
creditors [NCREDITOR$ and natural logathm of total liabilities W' TOTAL_LIABILITIES.

The variable measuring 6bank *detstudesi swidxxcloud
| i a b i Aniexamipasiod of the logistic regression model indicates that the predictors
provide some informatimaboutdecisions to lodg&PFSor SPFSs¢? = 15.62, df= 5,

p=.0080] Whilethe explanatory power of the model (as indicated by the pselfdef&

Table 22 below)is higher compared with previously reported models (e.g., Tainle 4

relation to lage proprietary companigst is onlyInCREDITORShatis a significant

predictorin the modelalbeit with marginal statistical significance<-1.82, p=.068),

suggesting that creditors appear to influence whether public companies limited by guarantee
were classified as reporting entities dodgeGPFSs. However, the remaining logistic
regression results (Table 22) suggest that lodgemd&bPBSs by thessompaniesarenot
dependent on any other of the indicative factors outlined in BAC

Table 22: Logistic Regression on Key Indicative Reporting Entity Test Factors Public Companies
Limited by Guarantee

Logistic regression Number of observations = 77

Wald chf(5) = 15.62

Prob > ch = 0.0080
Log pseudolikelihood =21.922044 Pseudo R = 0.2627
GP_SP Odds Ratio Std. Err. z p>|z| [95% Conf. Level]
Intrading 97371 .15416 -0.17 0.866 71395 1.32800
members .99915 .00098 -0.86 0.387 .99724 1.00107
directors .90172 14214 -0.66 0.512 .66206 1.22814
INCREDITORS 54743 .18086 -1.82 0.068 .28650 1.04603
INTOTAL_LIABILITIES 1.09479 .22782 0.44 0.663 .72812 1.64612
_cons 174.3637 454.0399 1.98 0.047 1.05912 28705.74

Note: See Table 4 above for an explanation of GP_SP and _cons.

26 Collinearity refers to a situation when there is a near perfect relationship betvesiedependent
variables. The regressiomodel excludshighly correlated independent variables when calculating the
model.
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3.5.2 Anecdotesi Public Companies Limited by Guarantee
The following anecdotes highlight the variation observed.

@) In the sample there were six sport and recreation clubs that all had revenues
less than $50,000. Three of the six clubs were classified as reporting entities
andlodgedGPFSs and three indicated they were not reporting entities and
lodgedSPFSs. One of the naaporting entities had more than $300,000 in
revenues and over $5 million in assets

(b)  Similar to other types afompaniesthere is a apparentliscrepancy with how
similar-sized companies are classified. In the sample, nine companies had
revenues of less than $1 million. Three of these compkrigedGPFSs and
six companies indicatetthey were not reporting entities alodigedSPFSs.

One of the nofreporting entities had revenues of more than $750,000 and
assets of almost $20 million in comparison to one of the reporting entities that
had revenues of less than $400,000 and assktssothan $400,000.

3.5.3 Auditor Choice T Public Companies Limited by Guarantee

Table 23presents results for auditor choice and type of financial stateft&RESs v
SPFSs). For the 362 public companies limited by guarantee¢hasubject to an audit
(n=3&2), it appears that clients of Big 4 auditors araostequally likely tolodgeGPFSs
(69.6%) comparedith clients of the notBig 4 auditors (65.8%).

Table 23: Auditor Choicei GPFSs andSPFSs Public Companies Limited by Guarantee

GPFSs SPFSs
Total Freq. % Freq. %
Audit Exemption Granted by the ASIC 0 0 0.0 0 0.0
No Audit Opinion 0 0 0.0 0 0.0
Audit Opinion Issued 362 239 66.1 123 33.9
Total 362 239 66.1 123 33.9
Big 4 Auditor 35 24 69.6 11 31.4
Non-Big 4 Auditor 327 215 65.8 112 34.2
Total 362 239 66.1 123 33.9

3.6  Additional Analysis of Companies Lodging SPFSs by Size and Indebtedness

Theresultsreported in Sections 3.1 to 3.5 ab®@uggest there is variation in the manner in
which the reporting entity concept is applied by companies requredge financial
statements.

Table 24 shows additional analyses of compathiadodged SPFSs, by size and indebtedness
levels. This might assist in conductiagysensitivity analysishat might be undertaken

regard to the impact of possible chaagn thresholds for the lodgement of financial
statements by companies.
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Table 24. Comparison of Companies Lodging SPFSs Broxies for Size Thresholds andindebtedness
Thresholds[Table 24 updatesn 30 June 201t correct errors]

Large Foreign- . . Limited by
Proprietary Controlled Unlisted Public Guarantee

Level Trading Revenue % Cum% % Cum% % Cum% % Cum%
<=$5m 10.6 10.6 47.0 47.0 70.3 70.3 100.0 100.0
> $5m & <= $10m 4.1 147 195 66.5 2.7 73.0
> $10m & <= $25m 14.3 29.0 216 88.1 6.7 79.7
> $25m & <= $50m 27.5 56.5 5.4 93.5 2.7 82.4
> $50m & <= $100m 18.0 74.5 4.3 97.8 5.4 87.8
> $100m & <= $200m 13.7 88.2 2.2 100.0 12.2 1000
> $200m & <= $300m 4.1 92.3
> $300m 7.7 100.0

1000 1000 1000 1000
Level Total Assets % Cum% % Cum% % Cum% % Cum%
<=%$12.5m 15.7 157 721 72.1 67.6 67.6 959 95.9
>$12.5m & <= $25m 20.3 36.0 10.8 82.9 6.7 74.3 25 98.4
> $25m & <= $50m 25.4 61.4 6.6 89.5 3.8 78.1 1.6 1000
> $50m & <= $100m 16.2 77.6 3.9 93.4 6.7 84.8
> $100m & <= $250m 11.3 88.9 4.2 97.6 4.7 89.5
> $250m 11.1 1000 2.4 1000 10.5 1000

1000 1000 1000 1000
Level Total Employees % Cum% % Cum% % Cum% % Cum%
0 115 11.5 - - -
>0&<=50 12.4 23.9 - - -
>50 & <=100 18.5 42.4 - - -
> 100 & <= 500 34.4 76.7 - - -
> 500 23.3 1000 - - -

1000 NA NA NA
Level Creditors % Cum% % Cum% % Cum% % Cum%
<=$5m 35.6 356 80.3 80.3 69.0 69.0 97.1 97.1
> $5m & <= $10m 194 55.0 7.8 88.1 5.8 74.8 1.9 99.0
>$10m & < $25m 21.4 76.4 6.6 94.7 16.1 90.9 1.0 1000
> $25m & <= $50m 21.7 98.1 5.3 100.0 6.8 97.7
> $50m 1.9 1000 2.3 1000

1000 1000 1000 1000
Level Bank Debt % Cum% % Cum% % Cum% % Cum%
<= $5m 52.9 529 86.6 86.6 75.0 75.0 100.0 100.0
>$5m & <= $10m 9.7 62.6 3.6 90.2 6.7 81.7
> $10m & <= $25m 15.6 78.2 4.6 94.8 7.7 89.4
> $25m & <= $50m 18.0 96.2 2.4 97.2 1.0 90.4
> $50m 3.8 1000 2.8 1000 9.6 1000

1000 1000 1000 1000
Level Total Liabilities % Cum% % Cum% % Cum% % Cum%
<=$12.5m 36.8 36.8 83.3 83.3 76.9 76.9 96.8 96.8
> $12.5m & <= $25m 19.0 55.8 6.6 89.9 3.9 80.8 1.6 98.4
> $25m & <= $50m 17.0 72.8 5.2 95.1 7.7 88.5 0.8 99.2
> $50m & <= $100m 115 84.3 4.9 1000 2.9 91.4 0.8 1000
> $100m & <= $250m 8.6 92.9 8.6 1000
> $250m 7.1 1000

1000 1000 1000 1000

Note: From the data,tiis not possibléo compute employee levels among foraigntrolled unlisted public and

limited-by-guarantee companies as these companies are not requidésctose the number of employees on

Form 388 lodged with ASIC.

In analysing the data in this Table, it is useful to have regard to the current testéespiecthe Corporations

Act that determine the financial statements lodgement requirements apptcable

(&) large proprietary companiegroprietarycompanies (unless grandfatheredisfying at least two of the
following three sizetesmu st | odge audited financi a(lthest at ement s
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consolidated gross operating revenuetfee financial year i$25 million or more; (ii) the value of
consolidated gross assets at the end of the financial y&ar2i$ million or more; (iii) the company and
entities it controls havB0 or more employees at the end of the financial year; and

(b)  public companies limited by guarantee:i)blic companiedimited by guarante¢hat have revenue of
$1 million or more must lodge both audited financial stateménd a d i r e citalthoughher epor t
requirements f or t h eneusand leds detaded than éoptiee repaosts required fore s s
other compnies); (ii) proprietary companiedimited by guarante&vith revenue of less than $1 million
must | odge both a f i rbatcanihavd theinfmahcial sStatementsiewed, 6 r epor t ,
rather than audite}] and (iii) proprietary companiedimited by guarante&ith revenue less than
$250,000 are exempt (unless directed by the ASIC) from lodging audited financial statements.

In addition to an examination of the size threshollt compani esd | evels of
were categorised and assessed. It is assumetthdftpieaterthelevels of indebtednesthe

more likely it is thaexternal userexistwho are dependent on financial informatidfor
example 45 per cent of largerpprietary companieseporedmore thar$510 million of

creditors; 37.4 per cen¢poredmore thars10 million of bank debtand 44.2 per cent
reporedmore thar$25 million of total liabilities. Following the same pattern observed in the
sizethresholdanalysis, a significantly smaller proportion of foreiggntrolled unlisted

public, and limited by guarantee companies stubingher levels of indebtedness. For
example11.9per cent of foreigitontrolledcompanies and 25.2 per cent of unlisted public
companieseporedmore thar$10 millionof creditors. Som®&.8 per cent of foreign
controlledand 18.3 per cent of unlisted public compamgsred more thar$510 million of

bank debt, while 10.1 per cent of foreigontrolledand 19.2 per cent of unled public
companieseporedmore thar$25 million in total liabilities. In regards to companies limited
by guarantee, the overwhelming proportion of indebtedness levels sapgpbarequal or

below the $5 million value for creditors (97.1%) and bank &EB0%), and equal or below

the $12.5 million value for total liabilities (96.8%).

3.7 Concluding Comments onSection 3

This concludesheanalysis of the application of theporting entityconcept to companies
that are the subject of Part A of this Repdrhe resultslerived from multiple approaches
and documented in this Part of this Repodicate that th@ariables thaproxy for the factors
identified in SAC1 as suggesting the existence of a reporting entity doamstistently and
systematically eplain thedecision by entities to classify as a reporting ermitgg non
reporting entity(i.e., lodge GPFSs or SPFSs)

It is noted that the factors outlined in SAGre indicative only and SACitself is not

mandatory for preparers of financial statetsealthoughmembers of professional accounting
bodies in Australiare required to take all reasonable steps to apply the principles and
guidance provided in the Statements of Accounting Concdjte decision to classify as a
reporting entityand lodgeGPFSscould be substantiallydriven by factors other than those
identified in SAC1. These reportindecisionanade by theompanieshatwere examined in
Section3 are also not explained by choice of auditor (Big 4 v-Ban4). Section3 also

included a number of anecdotes to enhance the understanding of the extent of variation with
which the reporting entity conceptisapplied.

AASB Research Repoio. 1(Part A) Page36 of 136



Australian Government

Australian Accounting Standards Board

4.  Financial Reporting Practices ofCompaniesLodging SPFSs

As noted in Sections 1 and 2 above2005, the AST released R@5, which documented
concerns about the financial reporting practmesompanies lodging financial statements. In
RG 85, the ASIC noted thahe recognition and measurement requirements of the accounting
standard$iad not been complied Wity a number of companies lodging SPFSs. Further, the
ASIC expressed general concern about the quality of financial statements and ideonied
standards that were not being applgda number of companiéshose relating to

depreciation of nowurrent assets, tax effect accounting, lease accounting, measurement of
inventories, and recognition and measurement of liabilities relating to employee entitlements
(ASIC, 2005, paragraphs 1.2 ahd).

A review of information briefings, regulatory guides dahd aademic literature

(e.g.,ASIC, 2000, 2005; ICAA, 2004; Walker, 2007) suggests there is variation in
interpretations by practitioners of principleased regulations and guidelines such as the
reporting entity concept, which can result in variatiothie reporting practices obmpanies
lodging annuafinancial statementsnder theCorporations Act In this Section disclosures

made bycompaniesn the sample are considered across three broad dimensions in an effort to
gain insights into the repomnty decisionsand practices of thos®wmpaniedodging SPFSs.

First,in Section 4.1analysis is conducted to examine the transparency of disclosures in
relation to application of R&M and also the disclosspulated through RG85. It is noted

that while AASB 101 requires companies to disclose (in a summary of significant accounting
policies) the measurement basis (or bases) used in preparing the financial statements and other
accounting policies used that are relevant to an understanding of thedirsaat@ments,
companies are not specifically required to disclose whether they have d@pgied’ Nor

are they specifically required to discldbeir application oRG 85. It is possiblecompanies

that do not state they apply R&M fwilow the disclosures stipulated through R may

actually be meeting these requirements and guidelines, but simply not statinthikis.

dealt with inSection4.1 by mapping the transparency of disclosure practices observed, and
making no judgement as to whettihe disclosures necessarily reflect the level of application
by thecompaniesnvolved. In additionSection4.1 mags the reporting practices of
companiesacross multiple facets. As furthéiscussedaterin this Section the evidence

provided by thisnulti-faceted analysimdicatesconsistent findings about the financial

reporting practices afompanies

The second broad dimension of financial reportaonsidered irBection4.2, is the quality of
accrualgecognisedy large proprietary companie$he quality of accruals is examined by
modelling the extent to which profit reported by thesmpaniedor a periodprovides some
explanation of bperatindgcasHflows3vAlthoggh heresilts fotiliss

27 Members of the professional accounting bodies in Australia who are involved in, or are responsible for, the
preparation, presentation, audit, review or compilation ¢f&Pare required under APES 205 to take all
reasonable steps to ensure SPFSs clearly identify the significant accounting policies adopted in their
preparation and presentation.
28 In doing so, models developed and used over thetwastecades of financi@ccounting researdre
adoptedfor further reading, refer Dechow & Dichev, 2002; Dechow, 1994je intuition behind the
models is relatively simplelf accruatbased profit/loss is to deliver the benefits expected of it {@e.
provide a more timglmeasure of underlying performance than is possible from examining operating cash
flows alone), then there should &eelationshibetweeraperiodd pr of it and t he foll owi ng
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examination of the dédquality of accrualsdé is
reporting by theseompaniesby examining accruals in this way, a better understanding can
be gained of whether accrdala s ed pr of i t | saslredbyegtitie,accur at el

independent of disclosuebout the accounting policies applied

The third dimensiopexplorel in Sectiord.3, is the timeliness of financial reporting

lodgements bgompanies The timeliness with which financial statements are lodgeéten
considered in the broader research literature to be associated with the quality of the content of
thefinancial statementsThus, timeliness dbdgemenis examinedn an attempto provide

an enhanced understanding of the differences thétiexise typical reporting practices by
companies The analysis is undertakéor large proprietargompanieshat lodgedinancial
statements with the ASIC.

4.1 Disclosure Practices Relating to the pplication of R&M

4.1.1 Disclosure Practices Relating to the pplication of R&M 1 Large Proprietary
Companies

As discussed isection3.1above 79.9per cenbf large proprietary entities lodd&PFSs. A

focus on the SPFSs group shows tbathe 315companiedodging SPFSs (see Table 25,

PanelA), 209companieg662%) disclosed in the significant accounting pelsnoteto the

financial statements that they had applied R&M, whdé companie$33.8%)did not state

that theyhaddone so. In additiorBanels B and C in Table 25 show a breakdown of

disclosure patterns for the latter yearshafsample (i.e., 2009 and 20djor comparative
purposes and to demonstrate the relative con
Applicati ondt a@nAp o lbinpaNiesiver thd fiseyear period.

Table 25: Disclosures Rlating to Application of R&M 1 Large Proprietary Companies

Panel A: 20062010 Frequency %
State Application 209 66.2
Do Not State Application 106 33.8
Total 315 100.0
Panel B:2009 Frequency %
State Application 104 68.9
Do Not State Application 47 31.1
Total 151 100.0
Panel C: 2010 Frequency %
State Application 56 65.9
Do Not State Application 29 34.1
Total 85 100.0

It should be noted that this analysis is based on-dnénpt h exami nati on of tt
accounting pol i campaniés Theoldssficatioa ptompangeshto thy

0State Appl i cat ibasedprimgritydetepnineddy vedther ttieecantpany

disclosed application of R&M arat leasthree of the five accounting standatkatwere

mandatory for alcompanies lodging under ti@orporations Acfi.e., AASB101,

AASB 107, AASB108, AASB1031, and AASBL048). If the companydid not state in the

notesto the financial statemenits applicatiorof R&M andat least threef the five

from operations.The greater theelationship the more informate (i.,e,6 hi gher qual i tyd) the
of accrualbased profit/loss is considered to be.
29 The years 2009 and 2010 are the most representative y¢laesample.
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7z

mandatoryAustralian Accounting Standardhecompanywas | assi fi ed as 6Do |
Appliclationd.

A threestage process was used to determinevanidly the classification of companies into

either the O0State Applicationd (codeld 0) or
the first stage, research assistants in close collaboration with the researchers classified and

coded the companiessit t hese t wo groups. I n the second
Applicationdé group was subjected to addition
classified inAppkitheron8tatedNooompl ete Dis
codedmpll mtce® Di scl osured were further categor
Applicati on®Apoprl iécMaitnioorn GNo(nsee Tabl e 26 for al
After coding was completed by the research assistants, an independent coder, who was a

former company directowho hadpractical experience witfinancial statements, was

employed to help verify the classification of companiesintoe &6 St at e APpPpl i cat i
Not St at e giyppahd the sultiassification of the latter group intbe6é St at e
NonrApplicationd or o6l ncomplete Disclosureb6 gr
t he Ol ncomplgetoeu pDiisnctloo souNroe 8Cl ear St at ei-ment of
Appl i ¢ dheindepeddent coder providdekir own set of codes for the classification of

companies into the abowveentioned groups.

These codes were then reviewed and subjected to an interrater reliability ass&straeist,

the researchers verified the extent to which the research as$iatatitee independent
coderéfcodes concurred in their codings of compa
State Applicationo. The interrater reliabil
disagreement between the codes derived by the resessistants and the codes provided by

the independent coder was approximately 11 per cent. The majority of disagreements

occurred where it was difficult to tell whether companies had applied any kabgnition

and measuremengquirementgontainedn accounting standards and thus most of these

di sagreements were further classified into t
OMi noAApNbmcationd groups.

Below is a typical example of disclosure in #ignificantaccounting poliesnote for thse
companiex | assi fied as O6State Applicationd group:

30 Itis acknowledged that establishing whether an entity had applied R&M basediofoth®tion disclosed
in the notes to the financial statements is difficult. The benchmark used in this Part of this Report for
classifying SPFSs as O0State Applicationd or O0Do Not
between the requirement poesent financial statements in accordance with the standards that are
mandatory for all companies required to lodge financial statements with the ASIC and the application of
R&M under RG85.

31 Interrater reliability= (number of coding agreements)/( number of coding agreementmber of coding
disagreements) (see Tashakkori and Teddif88)
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This is a special purpose financial report that has been prepared for the sole purpose of complying with the Corporations
Act 2001 requirements to preparc and distribute a financial report to the members and must not be used for any other
purpose. The directors have determined that the accounting policies adopted are appropriate to meet the needs of the
members.

The financial report has been prepared in accordance with AASB 101 Presentation of Financial Statements, AASB 107
Cash Flow Statements, AASB 108 Accounting Folicies, Changes in Accounting Estimates and Errors, AASB 1031
Materiality and AASB 1048 Inferprelation and Application of Standards which apply to all entities required to prepare
financial reports under the Corporations Act 2001, and other applicable Accounting Standards and Urgent Issucs Group
Interpretations with the exception of the disclosure requirements in the following:

AASB 2 Share-based Payment

AASB 3 Business Combinations

AASB 7: Financial Instruments: Disclosures

AASB 112: Income Taxes

AASB 114: Segment Reporting

AASB 118: Employee Benelits

AASB 124; Related Party Disclosures

AASB 132 Financial Instruments: Presentation

AASB 139: Financial Instruments: Recognition and Measurement

The financial report is prepared in accordance with the historical cost convention. Unless otherwise stated, the

accounting policies adopted are consistent with those of the previous year. Comparative information is reclassified where

appropriate to enhance comparabiity.

The 106large proprietary companiésdging SPFSs that did not state application of R&M
33.80)were further analysed (see Table 26 Panel
was developed drawgnon the ASIC guidance in R& and it describes one of two situations

T60St ateppNloincat i ond or 0 Aftercaviewiny tbe descloBuresndHe o s ur e ¢
significantaccounting poliesnote, incomplete disclosure comprises two situations: Hirst,

is often not possible to determine whethemompana ppl i ed R&M ( 6 No Cl ear
Appl i cat i on 6)sighficantaceountirmywwolimsgotet sinee there is no

regulatory requirement to disclose this informatidha companypplied RM, it mayhave

an incentive to disclose thisfaétThe second situation, categor.i
Appl i cat i on @gcompasytalesitadbpted iR&rofell but one or two standards.

I n contrast, Apelliabéeli oast deec Noommmsyclearlysi t uat
indicatal in thesignificantaccounting poli@snote that it hd not applied R&M for many of

the applicable accounting stand d s . A typical-Apxlaimpdtei owrf 6 6iSg
provided on the following page.

Table 26: Frequency of the 6Do Not-ARlicationg Lakgep!| i cati ond
Proprietary Companies

Panel AT Do Not State Application Frequency %

Incomplete Disclosure 61 57.9

State NorApplication 45 42.1

Total 106 100.0

PanelBi Addi ti onal Fr equeningompBte Bisclosl® wiGr ofu pt he 0
Frequency %

No Clear Statement of Application 40 66.6

Minor Non-Application 21 33.4

Total 61 100.0

32 That incentive could be to demonstrate compliance with RG 85 and/or to take credit for having applied
those requirements.
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Table 26 shows that 4&rge proprietary companieggse r e c|l assi f-i ed as
Applicati ono s comgneeshad notgdhdred o R&M. A leere were 40
instancesvhere no clear indication was given in tgnificantaccounting poli@snotei

0S

t a

ONo Cl ear St at e me nt;and2l instangathere thetnorappliéatioooht e gor vy

R&M appears to be relatively minor6 Mi no#Apdbdm cati ond (see

An example of a discl oApplei cadveeqgrod i fseldl

NOTE 1 - STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES

This financial report is a special purpose financial report prepared in order to satisfy the
financial report preparation requirements of the Corporations Act 2001. The directors have
determined that the company is not a reporting entity.

The report has been prepared in accordance with the requirements of the Corporations Act
2001, and the following applicable Australian Accounting Standards and Australian
Accounting Interpretations:

AASB 101 Presentation of Financial Statememts
AASB 107: Cash Flow Statements
AASB 108: Accounting Policies, Changes in Accounting

Estimates and Errors

AASB 110: Events after the Balance Sheet Date;

AASB 117: Leases;

AASB 1031: Materiality; and

AASB 1048: Interpretation and Application of Standards.

No other Accounting Standards, Accounting Interpretations or other authoritative
pronouncements of the Australian Accounting Standards Board have been applied.

The financial report has been prepared on an accruals basis and is based on historical costs.

It is possible that the notes to firencial statementdo not adequately reflect the reporting
decisiongnade bycompaniesvith respect to either disclosure®&M. More specifically, it
is possible thatompaniesre actually applying the relamtrequirementdgut merely not
stating application in the notestteefinancial statementsAccordingly, while this analysis is
directed at mapping disclosypeacticegather tharcomplianceit should be noted that it is
not feasible to know whethengsecompaniespplied all relevant R&M. Notwithstanding
this limitation, itcould be arguethat theseompaniesvere less likely to have applied R&M
when it was not clear in their discloswieen that if a company werapplying R&M, it may
have an inentive to disclose this facis noted above

AASB Research Repoio. 1(Part A) Paged1 of 136

Tabl

as

e
6S



A Australian Government

“ Australian Accounting Standards Board

The most common exampleslafge proprietary companiesat egor i sed- as 6 Mi nc
Appl i ovarewherenR&M were stated to have been appheith the exception of one or
two standards.

Non-application of R&M by somecompaniedodging SPFSs was highlighted by the ASIC in

RG 85 and the results discussed to datidis Reporarguablyc or r obor at e t he ASI
findings on this matter. While many of tbempames that do not apply R&M would, in all

likelihood, face higher costs they wereto follow R&M, the benefit of doing so would be an

overall improvement in the quality (transparency) of financial reporting and a reduction in
information asymmetry between the preparers and users of financial statements.

If comp a n finansid statements are prepared without applying R&M, it is unclear as to
whether SPFSs are able to effectivedyvethe needs of usersin evaluateag c o mpany é s
accountability and stewardship. Moreover, a range of studies have identifididangn

economic benefits of increasing comparability in financial statements, including for financial
analysis and investment as well as for understanding and better predicting economic events
(AbdelKhalik, 1983; Botosan, 1997; Bradshaw et al., 2004} étaal.,2010). It is thus

unclear as to whether the public interest is being served for any adrtifganieghat do not

apply R&M when preparing financial statements.

Because financial information for large proprietary companies is not as readibbe &l

the public as is the case for listed entities, there is unlikely to be the same level of external
monitoring comparewith listed public companies. Transparency of financial information is
fundamental to effective corporate governance and fornméd decisions by interested
parties (ASX, 2010). Financial information is used by stakeholders to mentity
performance and evaluate the accountability of entities and their managérmmbly

listed public companies have an incentive to prodhigie quality financial statementse.,
GPFSs)hecause thmformation ispublicly available anduch companiearegenerally

subject towvide external scrutinyWhile the financial statements of large proprietary
companiedodged withthe ASICare availale to members of the publig fee is payable,

which acts as a barrier taide external scrutiny. Accordinglyhe incentive fosuch
companiego invest in high quality financial reportimgay belower because there is
generally less transparency ingimarket comparedith the market fodseasoneequity.

Additional testing was undertaken in an effort to better understand the disclosurdsymade
companiec | assi fi ed as 0 DoThiN analysiS invalved detemminihgithe at i o n
frequency of disclosures thiarge proprietargompanieprovided in accordance with

accounting standards on the following topics: €#rct accounting (84.3%),

Consolidation(55.0%9, Financial instruments (39.2%Sharebased payment (12.1%

Relatedparty disclosure(92.2%9, and Employee benefits in respect of long service leave
entilement provisions (70.6%0 An analysis of the frequency of disclosures relating to the
standards mentioneas intended to helmformthe analysi®f whether theompanies

involved were likely to be applying R&M more generallf the disclosures

examinedp5 per cent ofarge proprietary companiesclosed information relating to four or

more of the abovenentioned accountingastdards and 45 per cent disclosed information

relating to three or fewer of these accounting standards. Thus, it remains an open question as
to the extent to which thesempanieapplied R&M.
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StatedAppl i cati on of Ma State\pplicatign 6S tGairoakggpr ds by
Proprietary Companies

Additional analysis was conducted on th@isancial statementwherelarge proprietary
companiestated application of R&M.

As noted in Panel A of Table 25 abo269 large proprietary companies (66.2%gging
SPFSsstated they had applied R&M. Further analysis was performed to understand
disclosure othe mandatoraccounting standards applied by thesmpanies Table27
(below) showghreedistinct patterns of disclosure.

Table 27: Frequency ofStatedAp pl i cati on of ManStactA@mpy i $tad nidlanged Srloy pod

Proprietary Companies

Frequency %
Stated dislosure inaccordance with 3 42 20.1
Stated disclosure iaccordance with 15 7.2
Stated disclosure iaccordance witlb 152 72.7
Total 209 100.0

Disclosedapplication of three standards i Table 27 showd2 out ofthe209 large
proprietary companies thitdgedSPFSsandstated application dR&M disclosed they had

applied three of the fivemandatorystandards. In all instangest at ed Oappl i cati or

the following standards:
(&) AASB 101Presentation of Financial Statements
(b)  AASB 107 Statement of Cash Flows
(c)  AASB 108Accounting Policies, Changes in Accounting Estimates and Errors

This group of 42 companies was predominantlyitea by one particular Big 4 audit firm. It
iI's noteworthy that AASB 1053, paragraph

0reliefdé for these entities is not having

Standards other than AASB)1, AASB 107 and AASBL 0 8\While this statement is true,
both AASB 1048 and AASB 103realsoapplicable taall lodging entities.

Disclosedapplication of four standardsi Table 27 shows that 15 (%4} out ofthe 209

large proprietargompanies thdbdgedSPFSs and stated application of R&M disclosed they
hadappliedfour of thefive mandatorystandards. The vast majority in this gratated
application ofthe following:

(& AASB 101Presentation of Financial Statements

(b)  AASB 107 Statement of Cash Flows

(© AASB 108 Accounting Policies, Changes in Accounting Estimates and Errors
(d)  AASB 1048Interpretation and Application of Standards

The four standards listed aboaee included irthe list of standards stipulated in RG 85. Itis
noteworthy that there are no specrécognition, measurement or disclosure requirements in
AASB 1048

33 AASB 1048 is the means by which Interpretations are made applicable un@arparations Act The
Interpretations apply to particular types of entities only to the extent stipulated.
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Disclosedapplication of five standardsi Table 27 showghat the majority 152 (729%) of
the 209arge proprietargompanies thdbdgedSPFSs andtatedapplication of R&V
disclosed they had applied the following fivendatorystandards

(&) AASB 101Presentation of Financial Statements

(b)  AASB 107 Statement of Cash Flows

(c)  AASB 108Accounting Policies, Changes in Accounting Estimates and Errors
(d)  AASB 1031Materiality

(e)  AASB 1048iInterpretation and Application of Standards

The above standardbould be applied bgompaniedodging financial statements under the
Corporations Actalthough it is noted tha@bmpaniesre not required specifically to disclose
application of the standards

Accounting Standards where Specific Disclossi@re Stated as notpgpliedby 6 St at e
Appl i cat ii bangé Préprietary fompanies

In the following analysis the disclosure practices of thel2ffe proprietargompanies that
lodgedSPFSs and stated@jzation of R&Mis further consideredThis analysis identifies
theparticularaccounting standardiat companiespecifically stated as not being applied.
Results presented in Table 28 below show that nearly 34 per dargeproprietary
companiesndicated theyappliedthree or more othe five mandatorystandards applicable to
both reporting entities and naaporting entitieswhich couldsuggest that disclosiga

other accounting standards were matde

Turning now to the disclosure pattern by the 26Mpanieshatlodged SPFSs and state
theyhad applied®R&M, approximately 80 per cent stated ttaigl not follow the disclosure
in the following standards:

(&8 AASB 7 Financial Instruments: Disclosure

(b) AASB 112Income Taxes

(c) AASB 124Related Parties

(d)  AASB 132Financial Instruments: Presentation
(e)  AASB 114Segment Reportirt]

Of the 209%companieghatlodged SPFSs and statéheyhadapplied R&M, approximatel$0
per cent statkétheydid notapplythe disclosure inthe following standards:

(&) AASB 2 Share Based Payment

(b)  AASB 3 Business Combinations

(c) AASB 116Property, Plant and Equipment
(d) AASB 117Leases

(e) AASB 119Employee Benefits

() AASB 136Impairment of Assets

34 AASB 114 is superseded fromJanuary 2009 by AASB Operating Segnres
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(@) AASB 139Financial Instruments: Recognition and Measurement

It can be argued thabmpaniesnay choose not to follow specific accounting standards
because of their complexity and, therefore, cost. It is noteworthy that mor@Xxpancent
of thecompaniesn the sample harkcogniseckither a future income taxset or future
income tax liability, suggesting the vast majority adof&M income tax accounting in
accordance WithASB 112,which iscommonly regarded as compl&However, more
than80 per cent othe companies in the samplisclosed they did natpply thedisclosursin
AASB 112.

Table 28: Frequency of Stated NorApplication of Disclosures ofRelevant Accounting Standards by
GtateAppl i c at iiolarge PGBprietarypCompanies

Frequency %

Disclosed all 9 4.40
Non-disclosure of 1 2 0.96
Non-disclosure of 2 2 0.96
Non-disclosure of 3 6 2.90
Non-disclosure of 4 8 3.80
Non-disclosure of 5 8 3.80
Non-disclosure of 6 15 7.20
Non-disclosure of 7 12 5.70
Non-disclosure of 8 12 5.70
Non-disclosure of 9 15 7.20
Non-disclosure of 10 10 4.80
Non-disclosure of 11 10 4.80
Non-disclosure of 12 7 3.35
Non-disclosure of 13 5 2.39
Non-disclosure of 14 6 2.87
Non-disclosure of 15 1 0.48
Non-disclosure of 16 2 0.96
Non-disclosure of 17 2 0.96
Non-disclosure of 18 3 1.44
Non-disclosure of 19 1 0.48
Non-disclosure of 20 or more 2 0.96
Nondi scl osure of all o

disclosure standartfs & 33.97
Total 209 10000

Forcompaniesn the sample that stat@pplication of R&M,Table28 documentstatednon
application ofthe disclosures irelevant accounting standards.

0Do Not St a tofdR&M, yAuditariaLargedProprietary Companies

The followingreviewsresults forlarge proprietargompanies thadid not state application of
R&M, by particdar types ofaudit firms. As shown in Table 29, 47 of 3@@mpaniesvere
not audited and this ifoecause they had been granted audit relief. A majoritpmpanies
not audited (47 %) did not state application of R&M. Specificallgnly 23.5 per cenof
companies not audited stated rapplication of R&M requirements.

35 Only 17.3 per cent afompaniesctually disclosed segment information, whaxtuld suggest that they do
notdisclose fully in accordance with AASB 1B5&gment ReportingThe low rate of nowlisclosure of
segment information igossiblysuggestiveof entities wishing to protect proprietary information.

36 Disclosure in accordance withree or more ofAASB 101, AASB107, AASB108,AASB 1031,

AASB 1048,but no other standard.
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Tabl e A& State¥Applicationdof R&M 1 Classified by Typeof Financial Statementsand Auditor 1
Large Proprietary Companies

Do Not State State Non

S o Incomplete
Total Appl:;atlon Appl:;atlon Disclosure %
0 0

No Audit a7 47.1 23.5 23.6
Audit Opinion Issued 345 31.7 15.6 16.1
Total 392

GPFSs 79 0.0 0.0 0.0
SPFSs 315 33.8 14.3 194
Total 394

Audited Entities Lodging SPFSs

Big 4 Auditor 194 18.6 8.0 10.6
Non-Big 4 Auditor 78 31.1 7.4 23.7
Total 272

*  Thee is adiscrepancy between the Total for Audit (i.e., No Audit and Audit Opinion Issugel ahd
Total for GPFSs and SPFSs of 3@dce on two occasions it was not feasible to determhmther an
audit was conducted

All companiesodgingGPFSs (n=79) disclosed application of R&M as required under the
Corporations Acfsee Table 29). Among the 315 large proprietamyppaniesodging
SPFSs3 3. 8 pRoNot&StateAp p b i cohR&Mo Fudhermorel4.3per cent of
companiesodgingS PF Ss NorBAp o tl @ caR&Mowmii@ for 19.4per cent of
companiedd ncompl et ewaPbmasec | osur ed

The disclosure practices of entitiesilging SPFSdy type of auditor are also reported in
Table 29. A proportion of the clients of the nBig 4 (31.246) did not state application of
R&M. In contrast, 18.6 per cent of Bfgaudit clients did not state application of R&M. The
proportion ofcompanieghatstatdnonapplication of R&M isbroadlyconsistent across
auditor type.

4.1.2 Disclosure Practices Relating tahe Application of R&M i Foreign-Controlled
Companies

As discussed isection3.2 above(Table 8) 84.4 per cent of foreigoontrolledcompanies
lodged SPFSs. Further examination shows tbhthe 287 foreigrcontrolledcompanies
lodging SPFSs, 1782.2%) disclosed in thsignificantaccounting poli@snoteto the
financial statements that they had applied R&M, whd8 compares (37.899 did not state
application of R&M.

Table 30: Disclosure Relating to Application of R&M T Foreign-Controlled Companies

Frequency %
State Application 178 62.2
Do Not State Application 109 37.8
Total 287 100.0

The 10%oreign-controlledcompaniesodging SPFSs thatlid not state application of Rl

are further categorised as -Apmlcioorgtlieadaned D(i ssecd
Panel A). The disclosure by the @@mpaniex | assi fi edA@pl iI60Gd tait @n dNoinn
thesecompanieslid notapplyR&M. There were 93 instancesinthd ncompl et e Di s c
category where either no clear statement was mad& @ to determine whether the
companyappliedR&M from its disclosure irthe significantaccounting poliesnote (No
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Clear Statement of Appl tggpledationoR&Y (h=1F)rwaswher e t
relatively miApeil i CiésktiTabtshHaNedB

Table 31 Frequency of the O6Do Not St atApplicatpmpilForeignt i ondé Gr o
Controlled Companies

Panel A- Do Not State Application Frequency %

Incomplete Disclosure 93 85.3

State NorApplication 16 14.7

Total 109 100.0

PanelBi Addi ti onal FrequenkycB8mpladtde®@upod!| o her
Frequency %

No ClearStatement of Application 76 81.3

Minor Non-Application 17 18.7

Total 93 100.0

Stated Application oStateMppbatatijbdicgxr@Gdaunds by
ControlledCompanies

For thel78 foreigncontrolledcompanieghatlodged SPFSs and std application of R&M,
Table32 shows the distinct patterns of disclosure.

Table 32: Frequency of Stated Application of Mandatory Standardsby 6 St at e Appili cati ond (
Foreign-Controlled Companies

Frequency %
Stateddisclosure inaccordance with 3 52 29.2
Stateddisclosure inaccordance with 4 23 12.9
Stateddisclosure ineccordance with 5 103 57.9
Total 178 100.0

Disclosed a@plication of four standards i Table32 shows that 23 (129%) out of 178
foreign-controlledcompanies thdbdgedSPFSs and stated application of R&lisclosed

they had applied fouf the five mandatorgtandards. The vast majority in this group stated
application of the following:

(& AASB 101Presentation of Financial Statements
(b)  AASB 107 Statement of Cash Flows
(c)  AASB 108Accounting Policies, ChangesAtcounting Estimates and Errors
(d)  AASB 1048iInterpretation and Application of Standards
The four standards listed above are included in the list of standards stipulate®th RG

Disclosed aplication of five gandardsi Table32 showsthat the majorityl 03 (57.9%6) of
the 178 foreigrcontrolledcompanies that lodged SPFSs atatedapplication of R&M
disclosed they had appliedl five mandatorystandards

(& AASB 101Presentation of Financial Statements

(b)  AASB 107 Statement of Cash Flows

(© AASB 108Accounting Pbicies, Changes in Accounting Estimates and Errors
(d)  AASB 1031Materiality

(e)  AASB 1048iInterpretation and Application of Standards
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The above standar@se applicable toompanies lodging financial statements under the
Corporations Act

6Do Not StoandR&M, pypAuditariaForeign-Controlled Companies

The followingreviews results for companies that did retate applicationf R&M, by
particulartypes ofaudit firms. As shown in Tablg3, eight of 340 foreigftontrolled
companiesvere not audited. A majority @ompaniesot audited (62.%) did not state
application of R&M. Approximately 31 per cent of the auditechpanieslid not state
application of R&M.

Table 33 do Not StateApplicationdof R&M 1 Classified by Typeof Financial Statementsand Auditor i
Foreign-Controlled Companies

Do Not State State Non Incomplete
Total Application Application Disclosure
% % %
No Audit 8 62.5 37.5 25.0
Audit Opinion Issued 332 31.3 4.8 26.5
Total 340
GPFSs 53 0.0 0.0 0.0
SPFSs 287 38.0 5.6 32.4
Total 340
Audited Entities Lodging SPFSs
Big 4 Auditor 170 6.1 2.0 4.1
Non Big 4 Auditor 109 66.2 8.1 58.1
Total 279

4.1.3 Disclosure Practices Relating to the Application of R&Mi Small Proprietary
Companies

As notedin Section3.3above(Table 12) 72 small proprietargompanie$75.8%)of the
sample of those companileslged SPFSsOf those 38companie$52.9%) disclosed in their
significantaccounting poliesnote they had applied R&M, whig4 companieg47.1%)did
not state application of R&M.

Table 34: Disclosure Relatng to Application of R&M T Small Proprietary Companies

Frequency %
State Application 38 52.9
Do Not State Application 34 47.1
Total 72 100.0

The 34companiedodging SPFSghatdid not state application of R&M are further
categorised as o6l ncompiAppé¢ i Dias ¢ lodbPandl B)@ ea TG bad
The disclosure by the 2Zbmpaniex | assi f i edA@pl 6S4d tait @n dNoinndi cat

companiestated they had nappliedR & M. There were eight 1instai
Disclosured category wherein eitheR,ono clear
where the stated neapplication of R&M was relatively minod{linor NonrAp p |l i cat i ond,

n=6), see Tabl&5 Panel B.
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Table35: Frequency of the 6Do Not St atApplicAtpmilSmallat i ond
Proprietary Companies

Panel AT Do Not State Application Frequency %
Incomplete Disclosure 8 23.5
State NorApplication 26 76.5
Total 34 100.0
PanelBi Addi ti onal Fr e que nincompite Bisclosid@ wiGr o u pt
Frequency %
No Clear Statement of Application 2 25.0
Minor Non-Application 6 75.0
Total 8 100.0

Stated Application oStateNppbdataty6mallaGdauds
Proprietary Companies

For the38 small proprietary compani#satiodged SPFSs andtaedapplication of R&M,
Table36 shows thalistinctpatterns of disclosure.

Table 36: Frequency of StatedApplication of Mandatory Standards by St at e A pGpoupi Smalli o n 6
Proprietary Companies

Frequency %
Stated disclosure iaccordance with 3 15 39.5
Stated disclosure iaccordance with 4 6 15.8
Stated disclosure iaccordance with 5 17 447
Total 38 100.0

Disclosed aplication of four standards i Table36 shows that six (15%) out of 38small
proprietarycompanies thdbdgedSPFSs and stated application of R&M disclosed they had
applied fourof the five mandatorgtandards. Theast majority in this group stated
application of the following:

(@) AASB 101Presentation of Financial Statements
(b)  AASB 107 Statement of Cash Flows
(c)  AASB 108Accounting Policies, Changes in Accounting Estimates and Errors
(d)  AASB 1048Interpretation and Applicatio of Standards
The four standards listed above are included in the Isttamidards stipulated in RG 85.

Disclosedapplication of five standards i Table36 showsthat 17 (44.%) of the 38mall
proprietarycompanies thdbdgedSPFSs andtatedapplicaton of R&M disclosed they had
appliedall five mandatorystandards

(@) AASB 101Presentation of Financial Statements

(b)  AASB 107 Statement of Cash Flows

(c)  AASB 108Accounting Policies, Changes in Accounting Estimates and Errors
(d)  AASB 1031Materiality

(e) AASB 1048Interpretation and Application of Standards

The above standar@se applicable tcompanies lodging financial statements under the
Corporations Act.
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60Do Not St a tofdR&M,pyAuditos laSmalldProgrietary Companies

The followingreviews results for companies that did state applicationf R&M, by
particulartypes ofaudit firms. As shown in Tabl&7, five of 95small proprietary companies
were not audited. Alkompanieshat were not audited did not state application of R&M.
Approximately 32 per cent of the auditeampanieslid not state application of R&M.

Table 37:  A\btcstate Application 6of R&M T Classified by Typeof Financial Statementsand Audit
Firm 7 Small Proprietary Companies

Do Not State State Non- Incomplete
Total Application Application Disclosure
% % %

No Audit 5 100.0 na na
Audit Opinion Issued 90 32.2 23.3 8.9
Total 95
GPFSs 23 0.0 0.0 0.0
SPFSs 72 47.2 36.1 111
Total 95
Audited CompaniesLodging SPFSs
Big 4 Auditor 47 29.8 na na
Non Big 4 Auditor 20 60.0 28.0 32.0
Total 67

na = not available

4.1.4 Disclosure Practices Relating to the Application of R&Mi Unlisted Public
Companies other than those Limited by Guarantee

As notedin Section3.4above(Table 16) 1050f the sample ofinlisted public companies
(other than those limited by guaranté&).3») lodgad SPFSs. Of the companidstiodged
SPFSs, 68ompanieg64.8%) stated in theignificantaccounting poliesnoteto the

financial statements they had applied R&M, wide(35.26) thatlodged SPFSs did not state
application of R&M.

Table 38: Disclosure Relatng to Application of R&M T Unlisted Public Companies

Frequency %
State Application 68 64.8
Do Not StateApplication 37 35.2
Total 105 100.0

The 37companieshatlodged SPFSs thadlid not state application of R&M are further
categorised as 061l nStaaNodA@tpeé | Dias ¢ lo8WPandl )@ ea T b |
The disclosure by the Zbmpanies | assi fi edA@pl 6Sdtaitend™Noinndi c at
companierad stated they had not applied R&M. T
Di sclosured category wherein either no clear
(n=4), or where th@on-application was relatively minor (8 7)1 see Table 3®anel B.
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Table39: Frequency of the 6Do Not St atApplicAtpmilUnlstadt i on 6
Public Companies

Panel A Frequency %
Incomplete Disclosure 11 29.7
StateNon-Application 26 70.3
Total 37 100.0
PanelB-Addi ti onal Fr e que nincompite Bisclosi@ wiGr ofu pt he
Frequency %
No Clear Statement of Application 4 36.4
Minor Non-Application 7 63.6
Total 11 100.0

Stated ApplicatonoMa ndat ory SS$taeAgdat ds ab j disied Bublic u p
Companies

For the68 sampledunlisted publiccompaniedodging SPFSs andtatingapplication of R&M,
Table40 shows the distinct patterns of disclosure.

Table 40: Frequency of Stated Appliation of Mandatory Standardsby6 St at e A pGpoupicat i ond
Unlisted Public Companies

Frequency %
Stated disclosure iaccordance with 3 11 16.2
Stated disclosure iaccordance with 4 3 4.4
Stated disclosure iaccordance with 5 54 79.4
Total 68 100.0

DisclosedApplication of four Standards i Table40 shows that three (4%4) out of 68
unlisted publiccompanies thdbdgedSPFSs and stated application of R&M disclosed they
had applied fouof the five mandatorgtandards. The threempaniesn this group stated
they had applied the following:

(@) AASB 101Presentation of Financial Statements
(b)  AASB 107 Statement of Cash Flows
(c)  AASB 108Accounting Policies, Changes in Accounting Estimates and Errors
(d)  AASB 1048Interpretation and Application of Standts.
The four standards listed above are included in the Istanidards stipulated in RG.85

Disclosed Application offive Standardsi Table40 showsthat54 of the 68unlisted public
companies thdbdgedSPFSs andtatedapplication of R&M(79.4%) disclosed they had
appliedall five mandatorystandards

(@) AASB 101Presentation of Financial Statements

(b)  AASB 107 Statement of Cash Flows

(c)  AASB 108Accounting Policies, Changes in Accounting Estimates and Errors
(d)  AASB 1031Materiality

(e)  AASB 1048iInterpretationand Application of Standards

The abovestandardsire applicable tcompaniedodging financial statements under the
Corporations Act
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6St at e

Forunlisted publiccompanieghat statd application of R&M,the followingshows the
frequency ofstated norapplication ofthe disclosures irelevant accounting standards

(Table41l).

Table 41: Frequency of Stated NorApplication of Disclosures ofRelevant Accounting Standards by

GtateAppl i ¢cat iioUnlidtedPubliccCpompanies

Frequency %

Disclosed all 2 2.9
Non-disclosure of 1 0 0.0
Non-disclosure of 2 3 4.4
Non-disclosure of 3 2 2.9
Non-disclosure of 4 9 13.2
Non-disclosure of 5 2 2.9
Non-disclosure of 6 1 1.5
Non-disclosure of 7 3 4.4
Non-disclosure of 8 6 8.8
Non-disclosure of 9 1 1.5
Nondisclosure of 10 2 2.9
Nondisclosure of 11 0 0.0
Nondisclosure of 12 0 0.0
Nondisclosure of 13 1 1.5
Non-disclosure of 14 1 1.5
Non-disclosure of 15 1 1.5
Non-disclosure of 16 1 1.5
Non-disclosure of 17 0 0.0
Non-disclosure of 18 0 0.0
Non-disclosure of 19 0 0.0
Non-disclosure of 20 or more 0 0.0
Nondisclosure of all other than the

) 33 48.5
mandatory disclosure standards
Total: 68 100.0

6Do Not St a tofdR&M, pypAuditar ialnlistediPéblic Companies

The followingreviews results for companies that did not stapplication of R&M by
particulartypes ofaudit firms. As shown in Tabk2, 9.8 per cent of the auditetbmpanies
did not disclose application of R&M.

Table42:  A\btcstate Application 6of R&M T Classified by Typeof Financial Statementsand Auditor 1
Unlisted Public Companies
Do Not State State Non Incomplete
Total Application Application Disclosure
% % %
No Audit 0 0.0 0.0 0.0
Audit Opinion Issued 347 9.8 3.4 6.4
Total 347
GPFSs 242 5.8 0.4 5.4
SPFSs 105 105 6.7 3.8
Total 347
Audited Entities Lodging SPFSs
Big 4 Auditor 51 3.9 0.0 3.9
Non-Big 4 Auditor 54 16.7 13.0 3.7
Total 105
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4.1.5 Disclosure Practices Relating to the Application of R&Mi Public Companies
Limited by Guarantee

As notedin Section3.5above(Table 20) 123of the sampledinlisted public companies
limited by guaranteé33.7%6) lodged SPFSs. Of the companikeslging SPFSs, 44 (35%)
disclosed in theignificantaccounting poliesnoteto the financial statements they had
applied R&M, while 79 (64.%) lodgingSPFSs did naitate application of R&M.

Table 43: Disclosure Relaing to Application of R&M T Public Companies Limited by Guarantee

Frequency %
State Application 44 35.8
Do Not State Application 79 64.2
Total 123 100.0

The 79companiedodging SPFSs thadid not state application of R&M are further
categorised as o6l ncompiApipé¢ i Dias ¢ loMPandl B)@ ea T bad
The classification of 68ompaniea s 06 St-Apg gl iINoat i o nompaniethaf or t hos
stated they hadatappliedR&M. Ther e wer e 13 immpsliteatnec eBsi sicnl ot shue
category wherein no clear statement regarding application was midgwesignificant

accounting poliesnote (No Clear Statement dipplicationy, and three instances where the
nonadherence to R&M was r-Appli visséeyabmid nor ( 6 Mi
PanelB.

Table 44: Frequency of the O6Do Not St atApplicatppilPuldiat i ondé Gr o
Companies Limited by Guarantee

Panel A Frequency %

IncompleteDisclosure 16 20.3

State NorApplication 63 79.7

Total 79 100.0

PanelBi Addi ti onal FrequenkycB8mpladtde®@podc!| ¢ her &
Frequency %

No Clear Statement of Application 13 81.2

Minor NorrApplication 3 18.8

Total 16 100.0

Stated Application oStateMppbdatatijbeblitaGdauvds by
Companies Limited by Guarantee

For the44 publiccompaniedimited by guarantethatlodged SPFSs andtaedapplication of
R&M, Table45 shows the distinct patterns of disclosure.

Table 45: Frequency of Stated Application of Mandatory Standards by St at e A pGpoupicat i ono
Public Companies Limited by Guarantee

Frequency %
Stated disclosure iaccordance with 3 11 25.3
Stated disclosure iaccordance with 4 9 20.3
Stated disclosure iaccordance with 5 24 54.4
Total 44 100.0

Disclosed aplication of four standardsi Table45 shows that nine out of 44 companies
thatlodgedSPFSs and stated application of R&RD.3%) disclosed they had also applied
four of the five mandatorgtandards. The vast majority in this group applied the following:

(&) AASB 101Presentation of Financial Statements
(b)  AASB 107 Statement of Cash Flows
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(c)  AASB 108Accounting Policies, Changes indsunting Estimates and Errors
(d)  AASB 1048Interpretation and Application of Standards
The four standards listed above are included in the Istanidards stipulated in RG 85.

Disclosed aplication of five standardsi Table 46 showthat 24 of the 44ublic companies
limited by guarantethatlodgedSPFSs andtatedapplication of R&M(54.4%)disclosed
they had appliedll five mandatorystandards

(&) AASB 101Presentation of Financial Statements
(b)  AASB 107 Statement of Cash Flows
(c)  AASB 108Accounting PoliciesChanges in Accounting Estimates and Errors
(d)  AASB 1031Materiality
(e)  AASB 1048iInterpretation and Application of Standards
The abovestandardsire applicable tcompaniesodgingfinancial statementsnder the
Corporations Act
Accounting Standards wher8pecificDisclosures are Stated aswot Appliedby 6 St at e
Appl i cat ii @uble Capaniespimited by Guarantee

For publiccompaniedimited by guarantethat state application of R&Mhe following
shows the frequency stated norapplication othedisclosures imelevant accounting
standards (Tablé6).

Table 46: Frequency of Stated NorApplication of Disclosures ofRelevant Accounting Standards by
6 St ApplieationdGroup T Public Companies Limited by Guarantee

Frequency %

Disclosed all 16 36.4
Nondisclosure of 1 2 4.5
Nondisclosure of 2 2 4.5
Nondisclosure of 3 3 6.8
Non-disclosure of 4 1 2.3
Nondisclosure of 5 0 0.0
Non-disclosure of 6 1 2.3
Non-disclosure of 7 0 0.0
Non-disclosure of 8 1 0.0
Non-disclosure of 9 0 0.0
Non-disclosure of 10 0 0.0
Non-disclosure of 11 0 0.0
Nondisclosure of 12 0 0.0
Nondisclosure of 13 0 0.0
Nondisclosure of 14 0 0.0
Nondisclosure of 15 0 0.0
Nondisclosure of 16 0 0.0
Non-disclosure of 17 0 0.0
Non-disclosure of 18 0 0.0
Non-disclosure of 19 0 0.0
Non-disclosure of 20 or more 0 0.0
Non-disclosure of all other than the

) 18 40.9
mandatory disclosure standards
Total: 44 100.0
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60Do Not St a tofeR&M, pyAuditariaPublioGom@panies Limited by Guarantee

The followingreviews results for companies that did not stapplication of R&M by
particulartypes ofaudit firms. As shown in TabK7, all companiesn this group were
audited. Approximately 2@er cent of the auditetbmpanieslid not disclose application of
R&M and 17.2 per cent stated rapplication.

Table47:  A\btctate Application6of R&M T Classified by Typeof Financial Statementsand Auditor 1
Public Companies Limited by Guarantee

Do Not State State Non Incomplete
Total Application Application Disclosure
% % %

No Audit 0
Audit Opinion Issued 368 21.5 17.2 4.3
Total 368
GPFSs 239 0.0 0.0 0.0
SPFSs 123 64.2 51.2 13.0
Total 362
Audited Entities Lodging SPFSs
Big 4 Auditor 11 9.1 0.0 9.1
Non Big 4 Auditor 112 79.5 15.9 63.5
Total 123
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4.2  Quality of Accruals i Large Proprietary Companies

To further understand theharacteristics dinancial statemestodgedby companiesthis

Section(Section 4.2focuseson the accrualeecognisedy companieamong the large

proprietary company sampl&his isbecause five years of data was able to be analysed for

large proprietargompanies, which is necessarydoilitate thedevelopnent ofgenealisable

findings regardindghe quality of accrualsThe analysis is undertak@ntwo ways. Firstthe
researclexamine the information contained imperiod profit (year t)for predicting cash

flows from operations ongeriodaheadyear t+1) Secod,the researckexaminathe role of
accrualgecognisedy thesecompanies n mi t i gat i ng tyheea radstodisse 6 i n
flows. Accordingly this Sectioninvestigates the quality of accruals between three different

groups that make up the large proprietary company sample. Comparisons on the quality of
accruals are conducted between the GPFSs and the S8RaEFSatedapplicationof R&M

(6St at e Oypypl;i chaettiwenen t he SPFSs O6SNa$tae Appl i
Applicationd groupsSateaApmpul ibedtwieemd tMored SPFESs O«
Applicatiorbgroups. These tests and the associated implications are explained below in three
sepaatesubsections4.2.11 4.2.3

4.2.1 ComparingtheQualtyof Accruals between the GPFSs a
Appl i cat iioarge PGBprietarypCompanies

Accrual accounting is typically identified as a mtineely approach to recognising the effects
ofecmomi ¢ transactions and, thus, a better me:
particular period. This view is acknowledged in textbooks in the field and supported by large
volumes of extant research (e.g., Dechow & Dichev, 2002; Dechow, 1994mpHaation

of accrual accounting is that if accruals provide a more timely measure of performance, there
should be a clear relationship betwegreriod profit and cash flows from operations ene
yearahead®’ The stronger the magnitude of the relationgh, t he mor e déaccur a:
said to be as a measure of economic performance for the pgeant).*® To examine the

usefulness of accrudlased earnings among large proprietary companies, the following

regression equation is estimated:

CFQui= +Uifrofity + »@®FO+ 3BP_SR+ w1 Equation(1)
Where:

CFQu1 = the casHlow from operations of a large proprietary companyyeart + 1 scaled
by total assets at the end of year

Profit; = the reported profit/loss for a large proprietary companyyeart scaled by total
assets at the end of yddr1;

CFQ; =the caskHlow from operations of a large proprietary companyyeart scaled by
total assets as at the end of yigad ; and

GP_SR=a dummy variable where 1= a large proprietary company has |&Rfe8shat
state application dR&M and 0= a large proprietary company has lodg&eFSs

37 For example, where credit sales are made in the current period and are accurately measured and reported,
future cash flows from operations relating to those sales are able to be estimated with greater accuracy.

38 This narrative summases the findings oflecades of research in the fieldor a more detailediscussion of
the literature and the associated implications, tef@innuck and Potter (2009).
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The researchtilises panel study methodology over the period 2006 to 2010 as panel data
provides more robust information, more sample variability, less collinearity among variables,
more degrees of freedom and more efficiency compaithda methodology that uses cress
sectional data (i.e., measurements on distiaoipanielat a given poinin time. The
methodology also permits control of unobsergethpanyheterogeneity. Athe research
examins whether past earnings contain information about future-yeaeahead) cash

flows, a number of econometric issues atise areaddressdin standard ways® The

primary variable of interest iBquation(1) is Profit;. If profit is accurately measured and

thus provides information for predicting cafétws from operations for the following period,
the coef fi ci e n)tshoudbeaositivie and staistidally bigniicant. B-urther,
sincethe research iable to compare the financial statements for tltosepaniedodging

GPFSs and thodedging SPFSs (that state application of R&assuming GPFSs are of

higher quality, the coefficient should be higher for the GPFSs sample than for the SPFSs
sample. Alternatively, if R&M is applied by albmpaniesegardless of the type éhancial
statements lodgedhere should be no differemin the quality of accruatecognisd by these
groups oftompanies Examining the quality of accruals in this way also offers greater insight
into whethercompaniesre likely to be applyinR&M in substanceholding constant
disclosuresnade bycompanesabout the application of R&M. This is intended to help
address thguestion of whethezrompanies are applying R&M without disclosing the extent

to which they are applying R&M. The results are reported in T4ble

Table 48: Results of Fixed Effects Rgression Estimates of Accruals Usefulness between GPFSs and SPFSs
GtateAp p | | cidarged®m@rietary Companies

Model 1 Model 2 Model 3
CFOitn CFOitn CFOitn1
Profit, 0.070 0.225%** -0.091
(0.48) (3.04) (-0.41)
-0.271 -0.256 -0.315
CFO: (11.33) (1.30) ((1.18)
cons 7.229 0.066* 12.62
- (1.34) (6.25) (1.23)
N 258 83 175
R? 0.109 0.143 0.165
adj. R 0.099 0.122 0.155

t statisticsin parenthesesare calculated using the Hub&Vhite sandwich estimator to correct standard errors
The bcoefficient is represented by the values that are not ienpheses. _cons is explained in Table 4 above.
Model1=GPF Ss an &tateApmpId c@t i on d =GPFEQoup; Woual 2 $ P R Stte 6
Appl i cat i*praodlo, & pwWw.05*** p<0.01

Model 1 above contains the data for the entire sample; model 2 contains the results run for the

GPFSs sample, while model 3 shows the results for the SPFSs that included a statement of
application of R&M. The results in the first row of theleakefer to Profit, the variable of

most interest in this analysis. From the abibwan be seen théte coefficient for the SPFSs
sample (b=-0.0905; t=-0.41, p> .05) is negative and not statistically significant, whereas
results on the same vable of interest for the GPFSs sample@225; t= 3.04, p<.01), are

39 For examplefixed effects regressiorase employedo estimate Equation (1)n addition, the fixedffects
model takes into account the correlation of the individual error compeneith one or more regressars
the model.More importantly, the fixed effects estimation technique is appropriate for most accounting
research as it addresses the fmnlsi of spurious relationships between the dependent and independent
variables, due to the exclusion of unmeasured explanatory variables that nonetheless stidiraffeny
behaviour (Baltagi, 2008; De Jager, 2008).
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positive and statistically significant. This provides evidahegindicates that the accruals
recognisedy companiedodging SPFSs that include a statement of application of R&:#
of lower quality than thoseecognisedy the GPFSs sample.

As a further measure of quality, some supporting evidence for the usefulness of accruals for
predicting future casHows is provided Accruals primarily mitigate operating cabw

0 n o that ari@es from variations in workisggpital levels (Dechow et al., 1998). This is

based on the notion that accruals temporarily shift or adjust the recognition of cash flows over
time; accruals are negatively related to current-@sts from operatias and are positively
related to past and future cash floWsFor exampleif a companyencounters a positive

economic shock to its operatigrise economic rationale behind accruals is there will be a net
positive increase in accruals as revenue is adgriout there will also be a net decrease in

cash flows as cash is used to purchase raw materials and supplies. This relationship will thus
result in a negative association between cuipeniod accruals and caflows. This

predictionis testedusing te following model of accruals:

ACCi=U {CF@ui+ ®FQu+ s@FO+ BP_SR+e: Equation(2)
Where:

ACC;; = the accruals for a large proprietaxympanyi in yeart scaled by total assets at end of
the yeat 7 1. The accruals are calculated as net profit in /s castilow from
operations in yedr

CFQ+1 = the casHlow from operations of a large proprietazgmpary i in yeart + 1 scaled
by total assets at the end of y&ar

CFOQ.1 = the casklow from operations of a large proprietaxgmpaly i in yearti 1 scaled
by total assets at the end of year

CFQ; = the casklow from operations of a large proprietagmpaty i in yeart scaled by
total assets as at the end of yeiad ; and

GP_SR =a dummy variable where 1= a large propriet@gnpaly has lodgedPFSghat
state application dR&M and 0= a large proprietargompaty has lodgedGPFSs

Table 49: Results of Fixed Effects Regression Estimates of Accruals and CaBlows Relationship betwen
GPFSs andcta@fRprBlsi didargedmmrietary Companies

Model 1 Model 2 Model 3
ACC; ACC; ACC;
0.073 0.349 -0.022
CFOm (0.54) (0.90) (:0.21)
0.111 0.137 0.083
CFOu (1.00) (0.42) (0.92)
cFo -1.021%* -0.950%** -1.031%
! (-11.21) (-3.86) (-12.11)
cons 4.970 0.008 8.463"
- (2.00) (0.17) (3.04)
N 258 83 175
R? 0.673 0.421 0.831
adj. R 0.667 0.399 0.828

40 This property of accruals mipported by a significant body of existing literat(eey., Dechow &
Dichev,2002) This relationship is typically found when a positive shock is experienced. When persistent
negative shock is experienced, the relationship may not hold.
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t statisticsin parenthesesare calculated using the Hub&VYhite sandwich estimator to correct standard errors.
The bcoefficient is represented by the values that are not ienpheses. _cons is explained in Table 4 above.
Model1=GPF Ss an Gtate\pmp3I 9 Eeotpi Moaeldl2= GPFSsGroup; Model 3= S P F Stite 6
Appl i Geoapi 'oprOALO, ** p<0.05, *** p<0.01

The variable (measure) of most interest in Tal8lés current casfflows from operations (i.e.,
CFQy). The coefficient results on current cdkiws from operations are consistent with the
results reported in the previous test, that is, acdraséd profit is beingignificantly more
accurately measurday companiesodging GPFSs (l=-0.950; t= -3.86, p<.01) than for
thosecompaniesodging SPFSghatstate application of R&Mb =-1.031; t=-12.11,

p<.01).

As hypothesisedthe bcoefficient measuring cash flow from operations one year ahead (i.e.,
CFQw+1) is positivelyrelated taaccruals for the GPFSs group, while the coefficient is
negativelyrelaedtoa c cr ual s f SiateAp phlei cSaPtFiSesn @ gr oup, sugg
accrual qualityfor the SPFSs group.

4.2.2 ComparingtheQualtyof Accruals between the SPFSs 0
SPFSs O6Do Not Sdf R&M&rodpp plangecPaoprietary 6
Companies

Thissubse ct i on compares the quality of aacrual s
R&M group and SPFSkaté Do Not St ate Applicationdé of R&I
based on the assumption that if applicatonof RkM ads t o a more daccur a
profit, then it is possible to gauge whether there is substance to the distinction between these

two groups. If profit is accurately measured and thus provides information for predicting

cashflows from operations fiothe following periodit is expected thahe coefficient on

Profitt (/ shoul d be positive and <StateAtpipsltiiccaaliloyn 6s
group comparewitht he SPFSs O0Do Not QlematieelyAtheo | i cat i on
classificdion ofcompaniesa s KdDSpateAp pl i cati ond i s merely cap
that apply R&M but do not indicate this application, the predicted relationship is unlikely to

hold.

Table 50: Results of Fixed Effects Regression Estimates of AccrualsUsef ness bet Gtaten SPFSs 0
Applicati ond Natstdte APPHF $ £ afR&ND Grdupsi Large Proprietary Companies

Model 1 Model 2 Model 3

CFOjuy CFOju CFOjuy

Profit, 0.000%** 0.000%** -0.096

(14.14) (8.66) (-0.40)

0.097 0.160 -0.398

CFO: (0.97) (0.94) (-1.44)

cons -1.834 0.072%* 11.75

- (-0.93) (3.50) (1.50)
N 350 113 237

R? 0.061 0.685 0.190

adj. R 0.053 0.679 0.183

t statisticsin parenthesesare calculated using the Hub&Vhite sandwich estimator to correct standard errors
The bcoefficient is represented by the values that are not ienpheses. _cons is explained in Table 4 above.
Model1=SPF SwmteAdp pl i cat i on ONoeSmtdAp PP F & &rdupdpodel 2= S P F Ste 6
Appl i Geotipi ModelB=SPFS ONDt&ateAp p | i cGraup dpx@10, ** p<0.05, *** p<0.01

The primary variable (measure) of most interest in TaBlis current period profit (i.e.,
Profity). Table50i ndi cates t hat t heStateAppfi caenondomod
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(b =0.000000452t = 8.66, p < .01) is positive and statistically significant and larger than for
the SPHRN&E&StatedPp!l i c at i 0=r00966]t=d0e40, p ¥.05), which is

negative and statistically nesignificant. Recall that the stronger the magnitude of the
relationship between current period profit and cash flow from operationgean@ahead, the
more Oaccurated pr of i tnomispedoarianceAccordingly,tha s a me
above results suggest that the accrtedsgnisedy companiesddgingSPFSs that contain a
statement of application of R&M are of higher quality than thhesegnisedy the SPFSs

thatdo not state application of R&M\n examination of casfiows from operations does not
reveal a significant relationship between current period cash flows from operations and cash
flows oneyear-ahead.

Table 51: Results of Fixed Effects Regression Estimates of the Relationship betweercAmls and Cash

FIl ows: SRkl ibcati onod NatStateAPPF $ © afdR&N Grdupsi Large
Proprietary Companies

Model 1 Model 2 Model 3
ACC; ACC; ACC;
-0.167 -0.0226 -0.0241
CFOm (-1.00) (-0.21) (-0.31)
-0.194%x* 0.0375 0.0796
CFOu (3.84) (1.01) (0.89)
CFO -0.000%** -0.000* -1.030%**
' (-16.08) (-40.55) (-12.15)
cons 3.819%** -0.0191 6.333***
- (3.85) (-1.35) (3.06)
N 350 113 237
R? 0.269 0.975 0.831
adj. R 0.260 0.975 0.829

t statisticsin parenthesesare calculated using the Hub&Vhite sandwich estimator to correct standard errors
The bcoefficient is represented by the values that are not ienplaeses. _cons is explained in Table 4 above.
Model 1=SPF StwmteAp pl i cat i on 6NotSatdAp PP F S &dupdpModel 2= S P F State 6
Appl i Geotpi Modeb3=S P F SsNotSDat e A p roup.c* <010 i @<0.05, *** p<0.01

The variable (measure) of interest in Tablds current casflows from operations (i.e.,

CFQy). Thecoefficient results on current callbws from operations are consistent with the
results reported in the previous test on the association between current period profit and cash
flow from operations ongear ahead. In other words, results on currenbgeraskflows

from operations indicate that accruals are more accurately measuwenhpgniesodging
SPFSghatstate application of R&M (b -0.000000955; £ -40.55, p<.01) than for those
companiegodging SPFSdhatdo not state appdation of R&M p =-1.030; t=-12.15,

p<.01).

4.2.3 ComparingtheQualityof Accruals between the SPFSs 6
S P F SwmteMon-Ap p | i ¢ of R&Mo @Gr@ups i Large Proprietary Companies

Thissubse ct i on reports the qual SatgAppt i aatroabsahb
SPF SwmteNonrAp p | i c at i o n dsubsectwhsirepart orefized effece panel

regression results, thssilbsection provides results based on ordinary least squares

regressions. Panel regression modelling was unable to beated because of the low

number of observations NomApd71)i cama g & lgpe ocJPHE S
reports there are no stati s tSiateAplplly csitg minfoi ga
and A&SBtAppei cat i on@laignshiphbepveen currantiperiod profits (Prgfit

and casklows from operations ongear ahead. However, an examination of current period
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cashflows from operations (CFQ in relation tocash flow from operations ongar ahead

(CFQt+1) showghat alttoughthebc o e f f i ci e n tStateAp ptl h egadbfs®E 8D O
significantly negative (b -0.0000115, £-8.92, p<.01), it is smaller than the coefficient for

t he SPFBesrApBItiad et ibe0.058 =10.68,3> .0%). These resulw®uggest

that future caslflows are less accurately predicted (i.e., lower accruals quality) for the SPFSs
®StateNonrAp pl i cat i on 6 wghtduep SSateSppitoedat iThed gr oup.
results in Tablé3 on therelationshipbetween current cadtows from operations and

accruals are consistent with the results reported in E&bleroviding corroborating evidence

that t he MNORAPSS iocSttatoend group demonstrates | ¢

Table 52: Results of Ordinary Least Squares RegressioBstimates of Accruals Usefulness between SPFSs
6State Applicationdpahd cdPRMEaodsEltame Rropridtary Companies

Model 1 Model 2 Model 3

CFOju1 CFOju1 CFOju1

Profit, -0.000 -0.000 0.0324
(-0.30) (-0.39) (0.76)
-0.000%*** -0.000%** 0.158
CFO: (-8.91) (:8.92) (0.68)

cons 0.080*** 0.080*** 0.080*
- (8.92) (8.93) (2.47)

N 222 175 47

R? 0.003 0.003 0.027
adj. R 0.003 0.003 0.017

t statistics in parenthesesare calculated using the Hub&Yhite sandwich estimator to correct standard errors
The bcoefficient is represented by the values that are not ierplaeses. _cons is explained in Table 4 above.
Model 1=SPF SwmteAdppl i cat i ond NemAp p & P E@cupspMdiieb2: 8 P F State 6
Appl i Geotpi ModeB=SPFSs NortAp @t € c@rdup. ¢ px0.10, ** p<0.05, *** p<0.01

Table 53: Results of Ordinary Least Squares Regression Estimates of the Relationship between Accruals
andCah-Fl ows: SPFSs 6State App!l iApatl i cdB&MaGmabpsE RS s 6 St at «
Proprietary Companies

Model 1 Model 2 Model 3
ACCy ACCy ACCy
CFQu1 -0.124 -0.130 -0.0308
(-1.49) (-1.34) (-0.35)
CFQ, 0.000*** 0.000*** 0.106**
(9.87) (9.38) (2.08)
CFQ -0.000*** -0.000%** -0.577%+
(-21.52) (-21.66) (-9.18)
_cons -0.025** -0.05** 0.036**
(-2.25) (-2.11) (2.34)
N 222 175 47
R? 0.034 0.036 0.645
adj. R 0.016 0.019 0.620

t statisticsin parenthesesare calculated using the Hub&Vhite sandwich estimator to correct standard errors
The bcoefficient is represented by the values that are not ienpheses. _cons is explained in Table 4 above.
Model 1=SPF StateA p |l i cat i o nSateldonAp pS A Fc&siupgioModel 2= S P F Sate 0

Ap pl i cGrdup Maodéi3=S P F SateNdn-Ap p | i cGrdup. ® px06.10, ** p<0.05, *** p<0.01

4.3 Late Lodgementof Annual Financial Statementswith the ASIC i Large
Proprietary Companies

As timeliness is fevant to the usefulness of financial information, large proprietary
companiesre required to lodge financial statements with the ASIC within four monthg of
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endof the annual reporting peridd To further understand the financial reporting practifes
companiesthe latdodgemenbf annual reportby large proprietary companies is examined

by calculating the difference between the datedemeno f t he companyds ann
the ASIC and the companyds r emp.oThsigalsof i nanci a
followed by an analysis of the proportionsefch companiesiaking latdodgemenof

financial statements. This analysis is extended tdddggemenby type ofauditfirm. The

research on late lodgememas undertaken in respectlafge proprietary companiés assess

whether it wouldprovide any support fahefindings on the quality of accals analysisn

Section 4.2 abovi however, this research did not find a statistically significant difference

between late lodgement of GPFS&l SPFSs

Theprimary proxyadopted o r |6dgeanendésdvhether thecompanyodges itdinancial
statementsvith the ASIC within four months dheendof the annual reporting periodrhe
meanlodgemenp er i od from t he ¢ o meaaanyid6d.3 dagsptratris, e d f i
more than six weeks later thapecified The mediamodgemenperiod is 121 days. The
minimum number ofodgementdays observed is six, with a maximum number of days
beingl,067 (i.e., two years and nine months). T&dldemonstrates that the rate of late
lodgementis 47.2per cent Interestingly the rate of latedgemenis consistent between
companiesodging GPFSs44.3%6) andcompaniesodging SPFSs4(7.9%), andthe chi-

square testef = 1.1235 p= 0.289) suggestthat companie®dging SPFSslo nothave a
statistically significant higher rate of late lodgement compuaiitdcompaniedodging

GPFSs. Tabl&4 demonstrates that the rate of late lodgemeBd.isper cent for the Big
clients and5.4 per cent fortie nonBig 4 clients and these differences are statistically
significant €2 = 13.8346 p= 0.000). One Big! firm stands out as the firm whose clients are
significantly less likely to lodge late, with onk#.5 per cent of its clients lodging their
financial statementith the ASIC more tha# months after year end% 4.113p = .042,2
tailed tes}.

Table 54: Late Lodgementof Annual Report to the ASIC for Large Proprietary Companies Subject to an
Audit

Late Lodgement to the

Frequency ASIC
No. %

Full Sample 394 186 47.7
GPFSs 79 35 44.3
SPFSs 315 151 47.9
Total 394 186

Entities Subject to an Audit 345 172 49.9
Big 4 Auditor 242 84 34.7
Non-Big 4 Auditor 103 88 85.4
Total 345 172

Based on the proportion of lodgemelatter than120 days.

Chi-square testdo notshow statistically significant differences between GPFSs and SPFSs, that is,
companiedodging SPFSslo nothave a higher rate of late lodgements compawétl theGPFSs group.

Chi-square tests show statisily significant differences between Big 4 and Mg 4 Audit firms.

41 Section 319%)(b) of the Corporations Act. Financial statements lodged after this time are subject to
nominal late fees.
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4.4  Concluding Comments onSection 4

This concludesheanalysis of the examination of the financial reporting practices by
companiesn the sample lodging financial statements with théGASFinancial reporting
practices are analysed across three primary dimensions to gauge the quedigeof
financial statementsFirst, information provided in thggnificantaccounting poli@snoteto
the financial statements of the five categoaksompaniess analysed ithe context of the
disclosure of the application &&M. Secondthe quality of accrualsecognigd by large
proprietary companies is analysaahd third the timeliness of lodgement of financial
statementsor the sample of large proprietary compangexamined

The results of the examination of the reporting practicesmipaniesodging SPFSs indicate
that the majority oEompaniestatal they apply R&M, aroun@0 per cent of the SPFSs
appear not thhave appliedR&M, and approximatel\t5 per cenof companiesvere found to
provideno indicationof whether they applieR&M.

The accrualsecognisedy companieamong the large proprietary company saniple
examined This analysis shows that the SREBoup seems thaveprovided lower quality
accruals comparedith those companiethat lodgedsPFSs The analysis also provides
evidence to indicate that the accruasognisedy companieshat lodged SPFSs that chdt
state applicatioor statel non-applicationof R&M are of lower quality than thosecognised
by companieghat lodgedSPFSs andtatal application of R&M.

A large body of research literature (e.g., Givoly, 1982;-&txhlamé& Street, 2007; Balkt
al., 2008) reports a significantagistical association between the timeliness of information
contained in financiatatementand the value or relevance of the information reporidds
research suggests that more timely finarsialementsave higher information content and
are assciated with more efficient debt and equity markets as well as stronger corporate
governance for the entities preparing tinancial statementsDrawing on aspects of this
research, the timeliness of lodgement of financial information for the samglgef |
proprietary companigs examined Companies required to lodge financial statements are
required to do swithin four months otheendof the annual reporting period hese
requirementsire usedo proxy for timeliness and identify late submissafrcompany
lodgements to the ASICTheanalysisndicatesthat47 per cent ofarge proprietary
companiegpreparingGPFSdodgedmore tharfour months after yeagend,and48 per cenof
large proprietargompaniedodgedSPFSs latéwhich is not significantly different)

The largescale nature of the research underpinning the findings summarised here precludes a
thorough analysis of the possible motives behind decisions to lodge GPFSs or SPFSs. In
particular, it would not be feasible as part of this research to follow up withealétlevant
companies whose financial statements were analysed in a way that would yield an unbiased
response overall.
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PART B: REPORT ON STATE-BASED LODGEMENTS

1. Introduction

Requirements relating to financial reporting by entities lodging stéttebased regulatorare
primarily found in disparate stateased legislation. In each state, requirements by class of
entity are provided in relation to the followiagpectsthe classes of entity for reporting
purposes; the content of financial stagsits audit requirementsaandlodgement (including
timing). While in most instances the legislation and associated guidance is consistent with
definitions such as current assets and revenue in Australian Accounting Standards, in other
instances this is nahe casé?

This Part Part B of this Report seeks tachievethe following twoprimaryobjectives:

(@) document the legislation and associated guidance that affects financial
statements ahcorporateassociationsgo-operatives and other entitikxiged
with statebased regulators; and

(b)  examine the financial reporting practices of entities lodging with Consumer
Affairs Victoria, NSW Fair Trading anQueenslan®ffice of Fair Trading.

Data from Victoria, NSW and Queenslands more readily available relagivo the other
jurisdictions Accordingly, this Reporexamines the data in relation to Victoria, NSW and
Queensland ananly provides an overview of the relevant regulatiofiasmania, South
Australia and Western Australial' his Report does not addresgities regulated by the
Northern Territory and Australian Capital Territory governments.

In Section2 below an overview is provided of the regulation that applies to financial
reporting of the entities that are the subjedhefresearch.

2. Overviewi Regulatory Guidance on Financial Reporting

Incorporated Associations: Broadly, with the exception of Western Australia, the structure
of the financial reporting and audit requirementsih@orporatedssociations is consistent
across states in that qudative tests, based on amounts for revenues and assets, typically
determine the levels of reporting and disclosure required by these entities. In most states,
additional requirements, primarily relating to audit, apply when the entity is involved in
gamirg and/or charitable activitiéd

Co-operatives: The requirements falo-operatives areeasonablyonsistent across states
the years analysed in this Repiods the relevant legislation requires preparation of financial
statements under Chapter 2Mtlbé Corporations Act. More recently, this consistency has
been enhanced by harmonising legislation coperatives across Australenabled in large

42 For example, aSection4 of this Part of thifReport show, in NSW the current classification of
associations for reporting and audit purpodepends on the levels ofirrent assets andvenue.In this
instance, current assets and revenue are defined in a manner thakeisassarilyonsistent with
AustralianAccountingStandards.

43 Some industripbased regulations are relevant to the foialhreporting byincorporatedissociations across
Australia. For example, thEravel Agents HandbodkATA, 2012) requiredravelagents in Australia to
prepare financial reports in accordance with Australian Accounting Standards and have those reports
audited.
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part by the work of th€ouncil of Australian Government€QAG) Legislative and
Governance Foruron Casumer Affairs The legislation is very similar across jurisdictions
and is based on a set of standard provisions develod@®by the Standing Committee of
AttorneysGeneral, which signed th@onsistent Capperative Laws Agreement

Charities and Fundraisers: Entities undertaking charitable and/or fundraising activities
must register within their state and lodge audibeancial statementaith the state regulator.
Some states provide exemption from these requirements for smaller charities.

2.1 Recent Nation-Wide Legislative Amendmentsi Charities and Notfor-Profit
Entities

TheAustralian Charities and Nefor-profits Commission Act 20khdAustralian Charities

and Notfor-profits Commission Regulation 20(8CNC Regulations) require uniform

financial reporting for medium and large registered charities for financial years ending on or
after 30 June 2014, subject to the following exceptions:

(&)  The Australian Charities and Nr Profits Commission (ACNC)
Commssioner announced on 18 February 2014 that she will exercise her
discretion under thAustralian Charities and Nefr-profits Commission
(Consequential and Transitional) Act 20ttRaccept financial reports lodged
with state anderritory regulators in pice of ACNC financial reports for
the2014 reporting periad

(b)  Also for the 2014 reporting peripthere is a transitional arrangement (pursuant
to the ACNC Regulations) for registered charities that were not required under
an Australian law to prepare adimcial report in accordance with Australian
AccountingStandards for the 2013 reporting period. Under this transitional
arrangement, eligible charities are only required to lodge a statement including
the financialcomponentss set out in the ACNC Regtitans.

For the 2015 reporting period onwardsjncorporated charities suchwasncorporated
associationssocietiesclubs andrusts will have to lodge the same financial statements and
be subject to the same audit/review requirements as charitiesingpéneough incorporated
entities such asompaniedimited byguaranteeincorporatedssociations ando-operatives.

Sections3, 4 and 5 belowutlinetheresearchundertakeron samples of financial statements
lodged by entities with regulators in Victa, New South Wales and Queenslaespectively

Sectiors 6, 7 and &elowoutline the regulatiohapplying to entities that lodge financial
statements with regulators in Tasmania, South Australia and Western Ausspéatively
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3. Victorian Entities

Tale 1below shows the Victorian entity groups and their respective population numbers as

of 2010 and the relevant reporting legislation.

Table 1: Victorian Data

Victorian Entity Group Popur:atlon POth/LatIOI’I Relevant reporting legislation
IncorporatedAssociations 35,991 90.72 Associations Incorporation Act 1981
Co-operatives 707 1.78 Associations Incorporation Regulation:
Patriotic Funds 613 1.55 2009

Fundraisers 1,415 3.57 Co-operatives Act 1996

Retirement Villages 400 1.01 Fundraising Act 1998

Funeral Services 380 0.96 Gambling Regulation Act 2003
Limited Partnerships 167 0.42 Travel Agents Act 1986

Total 39,673 100.00 Veterans Act 2005

Veterans (Patriotic Fund€Regulations
2008

Retirement Villages Act 1986
Funerals Act 2006

3.1 Reporting and Auditing Regulationi Victoria

3.1.1 Incorporated Associationsi Victoria

Incorporatedassociations primarily comprise nfair-profit clubs or community groups that
are given formal legal structure (i.e., imcorporatedssociation is a legal dtyt whereby
members are protected from liabilities of Hssociation) by way of their incorporation under
the Associations Incorporation A¢and, effective from November 2012, tAssociations

Incorporation Reform Ac2012).

Relevant authority: The finartial reporting requirements famcorporatedssociations in
Victoria, for the period covered lifis Part ofthis Report are primarily found in the

Associations Incorporation Act

Classes of entity for reporting: The Associations Incorporation Aestablshes differential
content of reports according to whether an entitygeeacribedor non-prescribed

Association.

According to gction3, aprescribedassociatiornis an incorporatedssociation with:

(@)  gross receipts in excess of $200,000; or

(b)  gross asseis excess of $500,000.

A non-prescribedassociation is, by default, notpeescribedassociation.

Reporting requirements: The Associations Incorporation Astp e ci f i e s :

iAN

Association must maintain adequate and accurate accounting recdrdginfncial
| n c o Agpsperciites thatl at hearuali at i on

transactions of

containing

t he
general meetinAGM), anincorporateassociation shall submit to its members a statement

(@) the income and expenditure of tssociatiorduring its last financial yeagnd

(b)  the assets and liabilities of thssociation at the end of its last financial year

TheAct specifies that the statements submitted tcAG& must:
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(&) give atrue and fair view of the financial position of &#ssociatiorduring and
at the end of its last financial year (s.30(3A)); and

(b)  inthe case of prescribedassociation, be accompanied by the accounts audited
in accordance with section 30B.

Section 30B states the audit gbr@scribedassociation must be performed by:
(&) aregistered company auditor; or
(b)  afirm of registered company auditors; or

(c) a person who is a member of CPA Australia or the Institute of Chartered
Accountants in Australia; or

(d)  any other person who is approved by the Registrar as an auditor of the accounts
of theincorporatedassociation.

Thelncorporated Associations Aotakes provision for prescribedassociation to apply to
Consumer Affairs Victoria (CAV) for an audit exemption (s.38B(4)).

While the Act specifies the nature of the financial statemertte tabled at the AGM and

lodged with the registrar (statement of income and expenditure, statement of assets and
liabilities), the Act does not specify the standards governing the content of the financial
statements for eith@rescribed onon-prescribedassociations. The Act states that the
information submitted at the AGM must be given to the Registrar in the form approved by the
Registrar (s.30(4)).

TheRegistrar specifies the reporting requirements on the annual lodgemerit form.
Requiremerd specified on the annual lodgement form are explained further below. Sample
lodgement forms foprescribed andon-prescribedassociations are fproduced as Figures
and2 immediately below

44 Eachyearthes soci ati ondés publ ihathaslfeénipartally comgleted by\CABhe a f or m
form comes completed with information regarding &hsociation name, postal address, registered address,
name and residential addresgpablic officer, registratin number, and association ABN.
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Figure 1: Sample Form Lodged in Victoria by Prescribed Assoeitions

r

...

Annual fee is $40.90

|
l

——

Assoc,
Name 5 X '

Postal
address

Registered address

1. This statement |s for the association's
S— mmm.,__- - "

2 Forlhumbmzﬁnanuuy«r dldﬂnaaooauonm
gross income over $200,000-or gross assets aver $500,0007

Yes [_] Goto question 3.

No D This means the isrota
association and you will need to complete 3 dfferant form.

Please cal 1300 361 673 for more delaiis

st had

. 18 the registared address shown above corect?
ves [ ] Gotoqueston 4.
No || Newmgismred address (PO Bouss cannat be accepted)

State VIC Posicode

Date registered address changed / I}

. 15 the postal address shown above correct?
Yes D Go to question 5.

= ‘y

Associations Incorporation Act 1981 - Section 30(4)
Registration Number Association ABN

Name and residential lddms‘of public officer

2 stABNMabM?
Yes D Goloquoshon A '
No D I the association has an ABN weile it here

7. What date was the annual general meeting held (must ba within
5 manths of the association's fnancial year)

What s the number of members at the end
of the association's financial year?

Attached are the financial documents listed at 10 on the back of
this form. These documents have been prepared in accordance
with section 308 of the Associations Incorporation Act 1981,

1

| certity hat:
c ommmmwwammaummm
mnnmmmmm

- Nmmwanmmwwwlmm arc

= the accounis of the incorporaled 33socalion contaning the particuars
roquired by section 30(3) of the Associations Incorporation Act 1881
were presecied 10 the members at sl meeang

= the signad statement is being kept by the association;

N ow posta) address (il 5ame s naw fagIstertd a0XNOSS | - e pariculars comtained in s anmval stalemont are Vs and cormect and
“as ") .| acknowtedie $iat it is an ofence under section 49 of the Ass
" Incorporation Act 1961 to Make a Talse of in re@aon +
10 an arcwusl stalement.
State Postcode - copees of ary ang instruments panying ™vs annual
are rue coples; b
Cate postal address changed 'R / 7J = if the public officer has changed for this asscciation, the new putiic officer

5. Are the public officer’s detaits shown abave correct?

named in this Som is 8 resident of Vickoda: and is 18 years of age or
older; and consents 1o being the pubiic officer;

- 8 statement of e terms of any resoltion passed his annual
Yos [_] Gotoquastion 6. statement a: 1o Annual Genesal Meeting hekd on e dste isted in this
"WU"’BWMWW " T e Ty —b"::'? L ww' ”
Name of new public officer (if applicable)
| : | | signature
Public Officer’s residential address (must be a Victorian X Dae
address) Y
Contact email address
State VIC Poskoce l I
Daytime telephone number

mmmmnummﬂc
officer sppornied ul

—
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Figure 1 cont.: Sample Form Lodged in Victoria by Prescribed Associations

l = 10. Financial requirements

. ————— e e~ ——— " v—— 0O @n @ - e —  —— . § v ————Tow— —'.——v.- et e e Tm CEWAY Tt A e s B Sr——— — = ¢ 8 e e TVE S——  ——— ———— A — S ———— — — — —

“incorporated associztion for 8 pariod of

Youmuauad\meﬂnmualawoumolmomw .
association that have been prepared in accordance with the ¢+ |
prescribed Australian Accounting Standards (listed below). The
financial statements must be audited and cmsaollhobimmng
documents:

- Statement of Financial Performance AAS1 (Income &
Expenditure Statement);

- Statement of Financial Pesition - AAS36 (Balance Sheet);
- Statement of Cashflows - AAS28;
* Notes to the Accounts (Ewlmauon for accounts disclosure,
accounting policies eic. ).

The financial statement must be accompanied by the signed
auditor’s report and must givé a ke and fair view of the
assoclation’s financial posticn

More information about financial 2
requirements for prescribed associations
Who can conduct audits
- 8 registered company audi!or or
-eﬁmdwmmmym OF.n s i

~awmmosammmePAAuslmorMalnmof
Charted Accountants in Australia; or

= any other person who s approved by the registrar as an
auditor of the accounts of the incorporaled association for the
purposes of saction 308. '

Who cannot conduct audits )
- a member of the commitiee of the incorporated assocation; or
- an employer or employee of a member of that committee; or

= a member of the same partnership as a member of that
committas; or
“an emoloyeeol!bohoovporaudamdauon. '

Keeping accounting records
A prescrived assocition must keap all s of the
mu;gf oot Nl ofthe.

completion of the transactions to which they relate,
Australian Accounting Standards

| 1
How' to lodge and pay

Make sure the publlc officer has signed on the front
- page of this form.

Thefcedmsoahbepmdbymoque.nmeyovdemr ;
credit card. Dondsmdeeshnmghmameil Cashwillbe
mdlpaymghpuson Cheques and money onders ,
are to be made payable to: "Consumes Affairs Viclora®.

Please atach financial statements, chaques or monay orders
snduhetdocmnméuypewdp. Do not staple,

Desiver in person m- | '
Victorian Consumer & Business Centre ' '
113 Exhibition Street, Melbourne i
Counter area (crr Little Collins St} is open 8. 305m 5.00pm
Monday 1o Fricay (ciosed on pubic mldays)

Send by post to:

Consumer Affairs Victoria*

GPO Box 4567, Melboume VIC 3001
(pleeseusealarpembpe and fo!dtusfonnalluleas
possible)

If paying by credit card ﬂll in your credit euu details

-

E iy s

S —

== "below " 5 :

Name of cardhokder
( ;

visa[7] mmD Amex [ '

D:DI:IIIEDEDD:J@

Cand axpiry data mnbm. “(see note below) -
B tO G BT ;
Sicrsture of cardhelder {Date

X ; . ]

ime tele

L e —— 3] ———
; !

’ NononCCVm-nbus Credit card cards are now issued !

with a CCV number.| This is the last three numbers located |

Australian Name of Australian  issued on the signature strip on the back of the card.1 if your credit .
Accounting Accounting Standard card has been allocated this number entar the 3 numbersin '
Standard Numberi 2 the space provided. | S S I . i
RASSE 1018 [olalement-of Francial June 2002 ! X '
(reptaces AAST) Pmmeqoe : l H
AAS 4 Deprecation August 1957 | Privacy I
N CAV is committed 1o responsible and fair hahdling of your |
AAS & Mataniality September personal  information, consistant the laws we
) 1985 administer and the Information Privacy AH bz.ocoo The
; ~ - infi san on this foem will be placed on the public register |
AASE | Accounting Poiicles March 1999 in accordance with the Incomorated Associations Act
| ' 1981. Wa may be unable to process this form if you donot
AASB — [Evenis Ocowing ARer October 1997] *| provide the recuired|information. You can contact us atany
l PWWD* time to request access to the personal infonriation we hold
h | | about you. In exceptional circumstances, you may apply to |
AAS 15 Revenue June 1698 nave public access fo your personal information restricted.
_I Qur privacy statement, and other privacy information, is .
I AAS 17 Loases ~|OGoer 1508 avallmieatwwcoc:lwmwnuaon r’equest. .
[T AAs28 of Cash Flows | Oclober 1997 | i !
5 ' Consumer Aftairs Viciona, | !
AAS 36 L of Financial Oclober 1699 | 121 Exhidition Street. Melbourne ot
aent ot : P o0 0x 4567, Meibourne 3001 :
i ' L Telaphone: 1300 361 873 |
AASB 1041 Emdmmm July 2001 WWW.CONSUMSF. WG gOV.80 The Placn ToBe
PR ANDS) . B 1A Form 24 (21/08/2008).., '
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Figure 2: Sample Form Lodged in Victoria by NonPrescribed Associations
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