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[bookmark: _Toc460420527]Executive Summary
This report studies the financial statements of Myer Holdings Limited, and presents the analysis of the quality of these general purpose financial statements. The focus of analysis is to study the application of various accounting standards and guidelines of the conceptual framework of accounting. 
[bookmark: _Toc460420528]Introduction 
The company chosen for the purpose of assignment is Myer Holdings Limited i.e. “company”, which is listed at Australian Stock Exchange (Myer, 2016). This company deals in retail industry selling of electronics and other consumer goods. A study of annual report for the year ended 30th June 2015 has been conducted. This report studies and critically analysis the statement of financial performance, statement of financial position and cash flow statement of the company (Myer, 2015). The analysis is conducted in the backdrop of the concept of prudence and it is ascertained whether present financial statements of the company takes care of prudence concept. 
[bookmark: _Toc460420529]Strategy of analysis 
Myer Holdings Limited is listed at stock exchange and thus it has to follow listing rules and regulations, besides following the Corporation Act, 2001. It has to follow the accounting standards and conceptual framework for accounting issued by the Australian Accounting Standard Board. It may be noted that the accounting standards and the conceptual framework issued by the AASB is based upon the accounting standards and conceptual framework issued by the International Accounting Standard Board (IASB). 
Study of the annual reports of the company has been conducted. At first focus is on reading the general purpose financial reports such as income statement, balance sheet etc. and notes to accounts. In net round of analysis, details of audit report and directors’ report and other policies are checked. 
[bookmark: _Toc460420530]Prudence 
Though the concept of prudence was earlier defined in the conceptual framework, yet it was dropped from conceptual framework years back. However, now it is proposed to once again include the concept of prudence in the conceptual framework. Actually, prudence is one of the fundamental concept of accounting. Till year 2010, prudence was part of the conceptual framework of International Accounting Standard Board (IASB). However, recently IASB has issued exposure draft ED2015/3 which has a proposal to include the concept of prudence in the conceptual framework (IASB, 2013). The present conceptual framework was considered as outdated and thus IASB has come with proposed amendments in the existing conceptual framework. 
Inclusion of the concept of prudence in the conceptual framework is really a welcome step. Existing conceptual framework does not define the term prudence. However the proposed amendment defines the prudence as the caution taken while making decisions under conditions of uncertainty. Thus it is the duty of management to apply prudence and to ensure that the terms mentioned in conceptual framework such assets and liabilities are practically in line with the definition. The principal of prudence works well when the assets and liabilities are correctly stated i.e. these should neither be overstated nor understated. 
Proposed inclusion of the definition of prudence is a welcome move. However, accounting profession need to prepare for this task as it is not easy to make well defined procedure to ensure that the management is actually considering the concept of prudence, while doing the business and while preparing the books of accounts. This is also true for the auditors and the accounting standard setting bodies such as IASB or AASB (IASB, 2010). 
Directors has to ensure that the concept of prudence as envisioned in accounting standards and conceptual framework is also practically followed in business transactions. Thus it is the duty of the directors that the prudence is applied in to day to day business transaction and while preparation of books of accounts. This casts a huge responsibility towards the directors to ensure that the concept of prudence is applied on ground level (Brealey, Myers, & Allen, 2011). 
Auditors has to vouch for the accuracy of the accounting transaction and cast their opinion that the financial statement reflects true and fair view of the business (Brealey, Myers, & Allen, 2011). Now with the introduction of the prudence concept, auditors has to cross check whether the management has applied prudence or not, in to day to day activities. Thus, now the responsibility of auditors shall increase with the introduction of the prudence concept. Please refer to appendix 1 for auditor’s report.
In the same way the responsibility of accounting bodies does not cease with the inclusion of prudence concept. The accounting bodies has to regularly remain update with the work done in the field of prudence and amend the conceptual framework accordingly. 
The conceptual framework itself does not provide guidelines for the day to day accounting. In fact conceptual framework works as a base for the preparation of accounting standards. Conceptual framework provides definition of basic terms such as assets, liabilities, income, expense etc. Thus while preparing the accounting standards accounting bodies has to ensure that these accounting standards are in line with the conceptual framework. Now the conceptual framework shall also include the concept of prudence. Hence it is the responsibility of accounting bodies i.e. IASB and AASB that the accounting standards are amended if required, in light of the concept of prudence (IASB, 2013). 
Directors’ report states that the financial statement of company is in accordance with accounting standards and the Corporation Act, 2001. The directors’ report discussed the details of significant items of expenses in details. This indicates that the directors are following the concept of prudence, though not exactly (LSC, 2016). However, this is a sincere effort to make honest disclosures and that’s even voluntary disclosure. Directors’ report has also discussed about the risks which business faces. Please refer appendix 2 for director’s declaration and appendix 3 for directors’ report. 
Another highlight of the annual report of the company is that the explanation for the border line accounting policies has been provided. For example, company runs a customer royalty program, and the revenue for this royalty program is recognised as per this accounting standard guideline for revenue recognition. However, alternative accounting treatments exists for such kind of revenue programs and management has disclosed this fact that the alternative treatments exists. 
[bookmark: _Toc460420531]Identifying Key Accounting Policies
[bookmark: _Toc460420532]Principles of Consolidation
Company is required to prepare consolidate financial statements as required by accounting standard AASB 10- Consolidated Financial Statement. Company has followed this requirement and the consolidation is done as per the generally accepted accounting policies (AASB, 2010). 
[bookmark: _Toc460420533]Revenue Recognition
The revenue recognition is conducted as per the AASB 18 – Revenue Recognition. Majority of revenue generates from the sale of goods, share of concession sales, and revenue from lay transactions (AASB, 2009). Company has recognised all these revenue items as operating revenue which appears to be a correct approach. 
Revenue from sales of goods and concession points is recognised at point of sales or when property in goods is transferred to the customer (Dan, 2012). Interest income is recognised when the right to receive income is established. Thus the revenue recognistion policy of company appears to be genuine and in accordance with the conceptual framework. 
[bookmark: _Toc460420534]Inventories
Inventories are classified as an assets in accordance with AASB 102 – Inventories. Company has measured inventories at lower of cost or net realisable value. For allocating the cost company has used weighted average cost method in accordance with paragraph 25 of AASB 102 – Inventories. During the year company wrote off the inventory amounting $ 11.4 million as loss. Management has disclosed that such written down can also occur in future. 
[bookmark: _Toc460420535]Depreciation and Amortisation
 The main assets class of company consist of technological assets as during part few years company has spent huge sums for the development of technological infrastructure. Besides that it has a number of brands and trademarks, which are classified as intangible assets in accordance with AASB 136 – Intangible Assets. Company has a policy of amortising the intangible assets over there useful lives, while some of the intangible assets has been considered as having indefinite lives. All these policies are in accordance with the accounting treatment specified by the accounting standards. 
Company has a policy to test the assets for impairment at least once in a year. As assets is impaired when its carrying value is more than its book value. When company finds that any assets is imparted the impairment loss is recognised in books of accounts. Please refer appendix 4 for notes to accounts. 
Company uses professional judgment while ascertaining the useful lives of the assets. The useful life of computer etc. is considered as ranging from 5 years to 10 years. The useful life of lease rights is considered as ranging from 10 years to 20 years. Useful life of other intangible assets is determined in accordance with in accordance with paragraph 90 of AASB 138. For the calculation of depreciation company uses straight line method. Company has a policy of not depreciating the Land and this policy is well accepted and supported by the accounting standards. 
[bookmark: _Toc460420536]Accounting flexibility
Company is required to mandatory go for the consolidation of the financial statements. This is a mandatory requirement and followed by the company. Company does not enjoys any accounting policy on this front. 
In respect of revenue recognistion accounting standards provide variation in revenue recognition policy. Company has benefited with this flexibility and has used varied policies for revenue recognition for different streams of revenue (Davies, 2015). 
In the same way accounting standards provide variation in cost accumulation methods for the valuation of inventories. Company is constantly following the weighted average cost method. It may be noted that the accounting standard provides the option to the companies to choose either the weighted average cost method or first in first out FIFO method.  
In respect of depreciation method, accounting standard provides flexibility to choose a depreciation method which most accurately distributes the depreciable value of the assets over its useful life. However company has used the straight line method. This may not be a good policy as there may be some assets for which straight line method may not be well suited.  Thus company needs to amend its policy in respect of depreciation methods. 
[bookmark: _Toc460420537][bookmark: OLE_LINK1][bookmark: OLE_LINK2]Evaluation of Accounting Strategy  
[bookmark: _Toc460420538]Does management have incentives to manipulate?
All directors of Myer holdings are having shares in the company there are certain rewards schemes for the directors which promises for the payment of extra compensation if certain performance and financial targets are achieved by the directors the position of the company is above part and there seems no financial reasons which motivates the company management to manipulated the books of accounts.
Positive theory of accounting states that management may have incentives to manipulate the financial statements (Douglous, 1995). This is more likely when the compensation of management depends upon the financial performance of the company. Thus management may tend to deviate the accounting figures in order to optimise their own earnings. Management may go for window dressing or they can use the flexibility in accounting policies as provided by the accounting standards and conceptual framework of accounting. Please refer to appendix 5 for remuneration policy. 
Company provides financial performance based compensation to the management and directors.  Thus management receives a higher compensation when the company is performing well. Thus theoretically management may have incentives to manipulate the general purpose financial statements. However, practically there is no evidence that management has done any such act or has any indication of doing this. A study of the financial statements and notes to accounts indicates that the accounting reports prepared are well within the gamut of the accounting standards and conceptual framework. Besides that study of audit report indicates that the auditors has provided a clean audit report. 
[bookmark: _Toc460420539]Changes in policies / estimates?
There is no significant change in accounting policies during the year. Company is consistent while following the accounting policies. For example, company is following the weighted average method for valuation of inventories and straight line method for depreciation and amortisation.  
[bookmark: _Toc460420540]Quality of Disclosure 
Quality of disclosures is remarkable and there are evidences for it. Company has provided detailed disclosures for each and every aspect of the business. Company has provided mandatory as well as voluntary disclosures. For example, there are disclosures regarding acquisition of new brands, which is a voluntary disclosure. 
A study of the notes to accounts indicates that company is consistent while disclosing the accounting policies and estimates. Note 3 to the financial statement has discussed about the critical accounting estimates and judgements used by the management. The quality of estimates and judgements is good and so the disclosure level. 
[bookmark: _Toc460420541]Potential Red Flags
Auditors has provided a clean audit report and there is no observation or negative remark from auditor’s side. 















[bookmark: _Toc460420542]Conclusion 
An analysis of the annual report indicates that company has followed the accounting standards and conceptual framework issued by AASB. The disclosures presented are detailed and clear and reflects similarity with the concept of prudence. There is no violation of the accounting standards and conceptual framework. 
At present there is no definition of prudence as per the conceptual framework, hence management is not bounded by accounting standards and conceptual framework to follow the concept of prudence. However, still Myer Holdings Limited has shown the signs that it is following the concept of prudence. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Jor the period ended 25 July 2015

A2 REVENUE (CONTINUED)

ACCOUNTING POLICY

Total sales value presented in the income statement represents proceeds from sale of goods (both from the Group and
concession operators) and prior to the deferral of revenue under the Myer customer loyalty program. Concession sales
presented in the income statement represents sales proceeds of concession operators within Myer stores. Total sales value
is disclosed to show the total sales generated by the Group and provide a basis of comparison with similar department stores.

Revenue from the sale of goods, excluding lay-by transactions, is recognised at the point of sale and is after deducting taxes
paid, and does not include concession sales. Allowance is made for expected sales returns based on past experience of returns
and expectations about the future. A provision for sales returns is recognised based on this assessment. Revenue from lay-by

transactions is recognised as part of revenue from the sale of goods at the date upon which the customer satisfies all payment
obligations and takes possession of the merchandise.

Revenue from sale of goods excludes concession sales in Myer stores on the basis that the inventory sold is owned by the
concession operator at the time of sale and not the Group. The Group’s share of concession sales is recognised as income
within other operating revenue at the time the sale is made.
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