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ABSTRACT

This thesis explores write-offs in exploration and evaluation (EE) assets
reported by the pre-production Australian Mining Development Stage Entities (MDSEs).
The financial reporting of MDSEs is subject to a specific principles-based accounting
standard AASB 6, Exploration for and Evaluation of Mineral Resources which allows for
multiple accounting choices to record EE assets. This reporting flexibility gives rise to
managerial discretion in recording assets and can have a potential impact on asset
quality. This study primarily evaluates different accounting choices in reporting EE
costs at the firm level. This disclosure of information ultimately has a bearing over the
impairment of the EE assets and the valuation of the firms.

To begin with, this thesis is the first comprehensive analysis on accounting
choices under AASB6 since the Lourens and Henderson (1972) survey. It provides
evidence of current accounting choices made by MDSEs to capitalise or to expense EE
costs. This study further examines the determinants and market reactions of write-offs
amongst MDSEs in the Australian mining sector. The latter signals a demarcation when
uncertainty is resolved.

It is observed that capitalisation remains the dominating accounting choice for
MDSEs. This descriptive finding holds in both the pre- and post-IFRS adoption periods.
Based on descriptive statistics, firms choosing capitalization method, tend to have
weaker financials with low cash balances, lower profitability and lower levels of equity
funding. The expensing method tends to be used by firms with stronger financials with
high cash balances, larger asset base, higher profitability and more equity funding.

In terms of the propensity to impair EE assets, impairment is more likely to

occur amongst firms with a high proportion of non-exploration spending relative to
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exploration-related spending, high cash burn rates, before obtaining project debt
financing, during the mining boom. However, firms holding large EE assets with high
book to market ratios, using non-Big 4 specialist auditors are associated with higher
write-offs reported.

In assessing the impact of write-offs on equity valuation, on the announcement
date, negative short windows (event date and 3 to 5-day abnormal buy-and-hold
returns) are observed following price sensitive announcements, when information is

derived from ‘preliminary final’ reports™.

1 Preliminary final report must be lodged with Australian Stock Exchange as required by the listing rules
while mining and oil and gas exploration companies are not mandatory. The preliminary final report
contains statement of comprehensive income, financial position and cash flows and can be audited and
unaudited.



TABLE OF CONTENTS

CERTIFCIATE OF AUTHORSHIP /ORIGINALITY weeuieurtteeureeeesseesessesssesesssssssessssssessssssesssessssssesssssssanes [
ACKNOWLDGEMENT ....oerteeetseesetsesssesesssesssessessssssesssssssssssssssssssssssssssssssssssssssssasssssssssssssssssssssssssssssssanes II
ABSTRACT e eteeeteessesses s s eessss e s e s s s s s R R £ R s RS E AR R s IV
TABLE OF CONTENTS ..ot eeeeereeseesseseessesssessesssessesssessesssesssssse s ssss s ssss s s s ssssssssssssssns VI
LIST OF FIGURES ..o eeeeeeeeteeseseessessees s eessessses s s s s s bbb X
LIST OF TABLES .ottt seesseseessessses s sensse s s s s s e X
CHAPTER 1 — INTRODUCTION ..ccetereeeerreeeesseesesseessesseessesssessssssesesssesssessssssssssssssssssssssssessssssssssssssssssssesans 1
O 00 2) o7 ) TP 1
(Y 0 1772 (o) o U 2
IS N 0000000 TP 10
1.4 TRESIS STIUCTUIE «..euvcereeeeeeseeseessesssesseesseeee s s s s s s s s s s bR b e 12

CHAPTER 2 - THE DUAL ASSURANCE FRAMEWORK: FINANCIAL AND RESOURCE

REPORTING IN THE AUSTRALIAN MINING INDUSTRY ...cccorrrrrerrrrrssssssssssssssssssssssssesssenns 14
2.1 BACKETOUNA ...oieueeeeeteeesseessetseessessessesssessesssesse s s s s s s s 14
2.2 Conceptual framework for asset definition and recognition .........coeeeeereseeseesseeneenn. 16
2.3 Development of accounting Standards ........cereeneeneensesseeseeseessessesseessessesssessessesssssssessesans 17
2.4 Applications of IRFS 6 by Australian MDSE’S.......ceeseeseeseeseessessessessesssesssesseeans 20
2.5 Recognition of EE assets (AASB6) vs. intangible assets (AASB 138).....ceveenreeneenennn. 24
2.6 Choice of valuation approach: cost versus revaluation models........ccccoureeereereereeneeereenn. 27
2.7 International COMPATISONS ...cuuueueereereesreeeesseessessesssessesssssssssessssssesssesssssssssssssssssssssesssssssssssesssssesans 28
2.8 History of the mineral reporting standard (The JORC COde)....ccouurenmeeneemreenmerneemrerssenseenne 31
2.9 Theoretical frameWOTK. ... 36
CHAPTER 3 - ACCOUNTING CHOICE ... ineserirsessessssessssssessssssssssssssssssssssssssssssssssssssssssssssssas 42
700 I 0 oo 6 10 ot [ ) o DO N 42

vi



3.2 Prior accounting choice research and related findings ........ccoeoeereneenneeneereesneeseeseesseeseenns 42

RIS INY:D003 0] (=3 ol0) 30 o0 (ot o) o T OO 43
3.4 Accounting treatment SUMMArY SEATISTICS ..o sessssees 48
3.5 SUIMIMIATTY oottreueeseeeeesreeseessessseseessesssessesss s sssessassse s s s bR £ R R R e SRR 52
3.6 Prior Accounting Choice Research and Related FIndings.......c.coenenneeneeneenneeneeseesseeneenne 52

CHAPTER 4 - DETERMINANTS OF THE PROPENSITY TO UNDERTAKE WRITE-OFFS...61

4.1 BACKGTOUIN ... ieuieeeeetneeseesseeeessessessesssessssssessessse s ssse s ss s s s nes 61
4.2 Literature review and hypothesis development ............oneneenneneeneeneesseeseeseesseenes 73
4.2.1 Financial reporting determinants of write-off deciSIONnS ......coeveeereeneeneenreeneesneeneeneennes 73
4.2.2 Monitoring mechanism determinants of write-off deciSionS......ccoveeemeenreereesreeneeneennes 79
4.2.3 Hypotheses deVEIOPIMENT......c.oeiereereereeeesseesessesssessesssesssesssessssssssssssse s sssesssssssssss s sssssssssssnes 81
4.3 RESEATCH DESIN....coieieeieceeereteesseseesse et s s s ss e s s s s 86
4.3.1 Characteristics of write-off firm model...... . 86
TSI DT U o] (=T 0 o) o PP 90
R ] U P 90
4.4.1 Firm deSCriptiVe STAtISTICS ...ourereenreereesesseesseeeessesssesesssessssssssssssssssssssssssssssssesssssssssssssssssssssssees 90
ZA 32 003 g (=] - a0 0 = b P 92
4.4.3 Characteristics of Write-0ff fIrmS....ccon s 93
4.4.4 RODUSENESS LESTIME ...oueureerceueenresseessesseessesssessesssessesssesssssesssessesssssssssssssss s s st asssesssssssssssssesssssnees 101
LT 010) 4 e LTS o) o PN 102
CHAPTER 5 - MARKET REACTIONS AND WRITE-OFFES ... 104
S0 B 00T 0T 10 Tt o ) U 104
5.2 Literature review and hypothesis development .........nenenneeneeseensesseesesseesseenns 105
5.3 RESEATCN AESIGN ..cuveueeeeeeriereeeesteeesseesses e sess s bbb 109
5.3.1 Multivariate analysis on cross sectional variations in abnormal returns................ 109
5.3.2 Market reaction determinants....... s 110

vii



5.3.3 CONfOUNAING EFfECLS .oueuieerieeeereereerseeset e sses s s s 112

5.4 RESUILS ..ottt R 113
5.4.1 Market reaction to preliminary final re€POTItS ... 113
5.4.2 Determinants of reported write-off market reaction .......coooeereneeseesserseesseeseeeneenn. 113
O 30 20 0] 00 3 0 4 LY o X N 116
SR T 010 0 1ol 113 [ ) o PN 120
CHAPTER 6 - SUMMARY AND CONCLUSION ....ocniirrirsersssesserssssesssssssssssssssssssssssssssssssssssssans 122
LT Y 000 0= U o 122
6.2 Contributions and iMPIlICAtIONS .....c.ruereenreereererseereeseeseeses e s ess s sssssssssssesees 124
6.3 Potential lIMitations. ... s 124
6.4 Suggestions fOr fULUIe FESEATCH ... ettt er s st s snesees 125
LTSI 010) 4 6 11 3 T ) o P 126
REFERENCES ...ttt s 127
F N o o A\ D G PPN 132
F N o o 0\ D G 135
YN o o 0\ D G PN 136
F N o o 0\ D G PN 137
DN o o A\ D G PN 138
APPENDIX 6 ACCOUNTING TREATMENTS BY FIRM YEAR .....coirineneessssessessseeseenns 139
APPENDIX 7 ACCOUNTING TREATMENTS BY NUMBER OF FIRMS.......ocovnenirnieneeseenns 141

APPENDIX 9 FINANCIAL CHARACTERISTICS OF FIRMS ADOPTING ACCOUNTING
TREATMENTS ..ot 145

APPENDIX 10 AUDITORS IN THE MDSE UNIVERSE FROM 1995 - 2015.....ccoonirneerncenns 150



APPENDIX 11 DESCRIPTIVE STATISTICS FOR FIRMS WITH WRITE-OFFS REPORTED

ix



LIST OF FIGURES

FIGURE 3.1 DISTRIBUTION OF LISTED AND DELISTED FIRMS IN MDSE SECTOR FROM 1995 - 2015........ 48
FIGURE 3.2 DISTRIBUTION OF ACCOUNTING CHOICES BY FIRM YEAR FROM 1995 - 2015....cccvnnerrnrernnee 49
LIST OF TABLES

TABLE 2.1 ACCOUNTING TREATMENTS OF EE ASSETS BY JURISDICTION........osiiniiitnsssssssessssssssssssssssaens 31
TABLE 3.1 ATTRITION TABLE FOR THE MDSE SAMPLE BY FIRM YEAR.....rssscsnssssssssssssans 44
TABLE 3.2 BREAKOUT OF FIRM YEARS BY ACCOUNTING TREATMENT & LISTING STATUS.....cconnnrrrrrnnns 49
TABLE 4.1 DESCRIPTIVE STATISTICS RELATED TO WRITE-OFF DECISIONS ... 90
TABLE 4.2 CORRELATION MATRIX OF VARIABLES OF WRITE-OFF DETERMINANTS.......coccciiiiiiiiiii 92
TABLE 4.3 REGRESSION ANALYSIS ON DETERMINANTS OF WRITE-OFF DECISIONS........ccccoiiiniiiiiiie, 93

TABLE 4.4 REGRESSION ANALYSIS ON DETERMINANTS OF WRITE-OFF DECISIONS - FIXED EFFECTS...98

TABLE 4.5 REGRESSION ANALYSIS ON DETERMINANTS OF WRITE-OFF DECISIONS - WINSORISED

HIGHEST AND LOWEST AT 590 covuirunrereisssersssssssessssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssses 99
TABLE 4.6 ROBUSTNESS TESTS: REGRESSION ANALYSIS ON WRITE-OFF DETERMINANTS. ......oeniunene. 101
TABLE 5.1 ABNORMAL RETURNS ...ttt sss s st ssssssssssssssssssssssssssssssssssssssssssssens 113

TABLE 5.2 REGRESSION ANALYSIS ON ABNORMAL RETURNS (STATUTORY ANNUAL

REPORTS) ottt 114

TABLE 5.3 REGRESSION ANALYSIS ON ABNORMAL RETURNS (PRELIMINARY ANNUAL REPORT)......... 115
TABLE 5.4 ROBUSTNESS TESTS: REGRESSION ANALYSIS ON ABNORMAL RETURNS - IFRS ADOPTION117
TABLE 5.5 ROBUSTNESS TESTS: REGRESSION ANALYSIS ON ABNORMAL RETURNS - MINING BOOM
PARTITIONIN Gu.coiesitctssissstsesssssss s sssssss s s s bbb bbb bR bbb 118
TABLE 5.6 ROBUSTNESS TESTS: REGRESSION ANALYSIS ON ABNORMAL RETURNS - MINING BOOM
PARTITIONING DURING POST IFRS ADOPTION PERIOD .....oiissicssssssssssssssssssssssssssssssssssssssssssses 119
TABLE 5.7 ROBUSTNESS TESTS: REGRESSION ANALYSIS ON ABNORMAL RETURNS - ACCOUNTING

0001 0 D PN 120



	Title Page
	Certificate of Authorship/Originality
	Acknowledgement
	Abstract
	Table of Contents
	List of Figures
	List of Tables

