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DLCs paralyse regulators
By Tom Ravlic 

Technical 

Australian accounting standards are set within a conceptual framework, the main object of which is to provide useful information to those who use financial statements and who are required, at some point, to make decisions about the way they invest. 

This objective is clearly spelt out in documents that serve as a guide for those who set accounting rules at the Australian Accounting Standards Board. The purpose of the rules is to enable reporting entities to prepare financial statements of general use to those who have no way of demanding financial data tailored to their particular requirements. 
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There is another way in which this goal is enshrined for the AASB. Under the AASB's enabling legislation - the ASIC Act - the standard-setting process is required to produce standards that provide relevant and reliable information, enable investors to assess a company's financial performance and position and, interestingly, result in understandable information. 

The AASB has failed profoundly in fulfilling its obligations, both under the conceptual framework and the ASIC Act, by not dealing with an accounting issue that would ensure dual-listed companies (DLCs) - for example, BHP Billiton and Brambles GKN - report to the marketplace in a manner that helps people understand the way the companies operate. 

At present, these companies undertaking complicated combinations can find no adequate guidance or explanation in the domestic accounting literature about what constitutes appropriate reporting. 

They are not deemed to be acquisitions under existing accounting pronouncements because their structure - in basic terms - consists of agreements between two organisations to work together. Managements have been reshuffled and realigned in order to ensure both parts are represented. 

What kind of reporting guidance, therefore, would fulfil the objectives of the ASIC Act in these circumstances? Financial statements reflecting the work of the combined businesses are likely to be more relevant in these circumstances than accounts dealing solely with the Australian-based portion of the business known as BHP Billiton. 

The domestic standard setter concluded last December that combined accounts in these circumstances would reflect a more complete picture which would be more useful to those in the marketplace with an interest in understanding the workings of the DLC. Had the AASB acted on that decision in order to provide some guidance to significant entities in the marketplace, it would have fulfilled the objectives of the standard-setting structure set down in Section 224 of the ASIC Act. No guidance was issued by the AASB. Instead, the AASB referred its decisions on DLC matters to the International Accounting Standards Board and forwarded its views to the Australian Securities and Investments Commission, which has been dealing with applications for relief from the companies involved in DLCs because of the absence of domestic requirements and their wishes for a single financial statement for all their stakeholders across the globe. 

A further challenge exists once the reporting entity - the creature for which reports must be prepared - is defined. If the reporting entity stretches beyond the legal entity that still lives here in Australia, how should the combination be presented in financial statements? The lack of guidance in Australia on this specific topic has led to companies using the option of complying with recognised standards from other jurisdictions that deal with the same circumstances. 

The opportunity existed for the AASB to specify combined accounts more suitable in these circumstances. It could even have dealt with the issues related to reporting currencies in the case of companies that clearly operate in a global environment. 

Instead, the corporate regulator has set down in its own guidance statement, known as PN 71, a list of requirements that were, in effect, an interim measure to deal with the domestic reporting for DLCs while the standard setter deliberated on what the appropriate requirements were likely to be. A default position adopted by the companies involved in the dual-listed arrangements is the use of merger accounting by blending together the book values in the financial statements of both as a starting point. It is not the most contemporary or the appropriate solution - fair valuing both sides of the equation and accounting for goodwill is better - but it is one available to entities in the absence of detailed Australian rules. 

The DLC situation is a classic illustration of regulatory paralysis in an environment in which Australia cannot afford to be seen as being backward in its specification of reporting requirements. 

