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[bookmark: _Toc344750357]Abstract
This report discovers issues related to how Dick Smith Holdings Company failed in complying with business ethics and conceptual framework. This report seeks to investigate problems that ascend while applying the records of accounting under the conceptual framework. This report also explicates the issues of ethics encountered by Dick Smith which led to further adverse outcomes along with poor business governance. Also, it elucidates the company’s financial performance alongside profit that they generated even after it was essentially a loss. In addition, the report has revealed about various problems faced by the employees, creditors, suppliers and stakeholders. The Executive Remuneration Package has been linked to the similar type of business for making a comparison. At last, the conclusion and recommendation with regards to the accounting practices and issues have been cited. 
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[bookmark: _Toc344750358]1	Introduction
The false financial report has been the chief focus over the recent times for the companies of Australia, especially after the subsequent collapse of several big organisations like Dick Smith that resulted in billions of dollars losses alongside investments, jobs and livelihoods of numerous Australians. This focus has led to the investors as well as other stakeholders to request for better corporate governance processes and procedures as it demonstrates the relationship among various participants (senior management, shareholders along with the board of directors) (Chen & Yu, 2016). The concepts of accounting theory, corporate governance and ethical issues is a key focus of Australian companies as collapses of the key companies have been associated with the administrative and accounting corruption plus negligence of directors over monitoring of the functioning of an institution, together with ethics failures (Luetge, 2015). The administrative corruption and inadequate systems of corporate guidance by management largely relate to significant collapses that have occurred in different countries like UK, Australia and USA (Goel & Ramanathan, 2014). The Conceptual Framework regarding the financial reporting tends to describe objective of along with concept for the financial reporting of general purpose like measurement and definition of the liabilities and assets. It also includes essential characteristics of valuable financial information. This report will indicate that weaknesses in the policy of management contributed to the collapses of Dick Smith. Also, it is to understand about methods adopted by the company for making a decision over financial statements, costs, and other available reports. This report will also include discussion on many significant topics like adherence of Dick Smith to conceptual framework for the financial reporting, issues of rebates, corporate ethics, prudence and highlight of financial reports. The overall report is based on the company named Dick Smith as case organisation for understanding the accounting theory and issues of the company regarding its collapse in Australia. 
[bookmark: _Toc344750359]1.1	Company Background
The company Dick Smith Holdings Ltd. was founded by Dick Smith in the year 1968 in Sydney (Investogain, 2016). One of the supreme retailer of electronic goods, headquartered in Australia, deal with the electronic goods such as gadgets, television, project kits, hobbyist electronic components, music players etc. (Dick Smith, 2015a). The chain successfully expanded in New Zealand while not so fruitfully in various other nations. There are approximately 393 stores around New Zealand and Australia with 3300 number of the employees (Investogain, 2016). The company was running magnificently and generating worthy revenue from their trading, however; unfortunately, the company collapsed because of the manipulation of the accounts in the records. In May 2016, the Kogan.com, an online retailer purchased brand, intellectual property and trademarks of Dick Smith’s online business for an undisclosed sum and its operation commenced from 1 June 2016 (Kogan, 2016a). The brand name of Dick Smith was re-launched as an online-only retailer of technology in New Zealand and Australia by Kogan.com and at present the products of Dick Smith are sustained by Kogan (Kogan, 2016). 


[bookmark: _Toc344750360]2	Analysis and Findings
[bookmark: _Toc344750361]2.1	Conceptual Framework
In a broad sense, the conceptual framework could be observed as an attempt to define purpose and nature of accounting. The conceptual framework should deliberate conceptual and theoretical issues surrounding the financial reporting along with form consistent and coherent foundation which would underpin the development of the accounting standards. A conceptual framework is applicable to multiple disciplines, but when particularly related to the financial reporting, it could be seen as a frame of reference for appraisal of the extant practices and advancement of the new ones in relation to the accounting standards. The conceptual framework can be defined as the notion of the GPFR (General Purpose Financial Reporting) and in addition support IASB (International Accounting Standard Board) for developing the standards, accounting guidelines, policies alongside aid others to comprehend as well as interpret the standards of accounting (AASB 2015). 
In the year 2012-2013, Dick Smith was owned by the private equity and reported that there was a profit of AUD 6.7 million in the year 2013 besides profit of AUD 42.10 million in the year 2014 which indicated too good profit (Dick Smith, 2015a). Nevertheless, Dick Smith’s financial report for 2014 is nowhere to be found since it was not provided to any of the internet sources alongside neither is an official web page of the company (Luetge, 2015). The major reason behind such severe increment in the profit by AUD 35.40 million from the year 2013 to 2014 is not possible to explore without publicised financial report of the year 2014 (Mitchell, 2016). For this reason, it can be seen that the company has not complied with GPFR of the concerned year in which the company turned around so fast. On the grounds that, it is truly difficult to make the decision regarding in favour of the company without a financial report. The other scandal of Dick Smith was related to the mismanagement of the inventory and manipulation of the rebates within the book of accounting. In the year 2014-2015, the company reported $72 million of EBITDA as earnings before interest and tax, depreciation and amortisation (Investogain, 2016). The company would have been a loss to $119 million EBITDA if the figure was not adjusted with the rebates as well as exclusion of advertising subsidies. Thus, after encompassing all the rebates such as promotional rebates, scan rebates along with other rebates, the company was able to report $72 million of EBITDA (Dick Smith, 2015b). When the auditors signed off on the accounts of Dick Smith, they revealed that the rebates are part of the inventories and need to be reduced from inventories however the company recorded rebates from the suppliers in the account of profit and loss for boosting the sluggish profit. This was the accounting standards guidelines and failure to comply (Mingers, 2009). The consequences of the accounting treatment of the rebates are part of Dick Smith’s collapse plus would undoubtedly be the focus of more questioning. Overall, it was not a mere instance where the rebates have been an issue. 

Figure 1: Quantum of Rebates at Dick Smith, FY15 (ASIC, 2016)
Deloitte, an external auditor claimed that Dick Smith did not breach the accounting standards. But the auditor has provided an incorrect financial report to company’s stakeholders. The detailed reporting was absent in the financial reports and merely limited reports were reliable due to the severe negligence of auditor. The profit seems to be quite disbelieving from the year 2013 to 2014 with enormous increase alongside inaccessibility of financial report for the year 2014 makes it more suspicious (Menzel, 2015). The current concern of Dick Smith is nowhere to be found in the activity of business. The omission and adjustment of rebates weren't recognised by the auditors in financial reports that resulted in huge shut down of this company (Acevedo, 2013). 
[bookmark: _Toc344750362]2.2	Ethics of Business
Business ethics also known as corporate ethics refers to kind of professional ethics or applied ethics which examines the ethical principles along with ethical or moral problems which arise within the business environment (Luetge, 2015). The business ethics are the moral principles which guide the manner business tends to behave during possible business issues like discrimination, corporate governance, corporate social responsibility, and inequality (Goel & Ramanathan, 2014).
The use of the supplier rebates for boosting falling profits together with poor cash flow contributed to the collapse of Dick Smith Holdings (Mitchell, 2016). As a consequence of this, today the job of 3300 employees working in New Zealand and Australia are at stake and are sick with the worries. Dick Smith has ruined job of the thousands of hard working employees. Even after the acquisition of Dick Smith’s online business by Kogan, the company took no accountability of the existing employees (Fleming & McNamee, 2005). Similarly, the company’s gift voucher has become unserviceable. After the collapse of the company, there is no more use of those gift voucher and have become useless those who held it for a long interval of time. Considering the corporate social responsibility done by Dick Smith one of the charities named Epilepsy Action Australia is also in verge to lose $200,000 after the collapse of the company (ASIC, 2016). Now, the social benefit that was going to get by the charity has gone in vain. In any case, one of the corporate news has revealed that the Retail Food Group donated around $50,000 to Epilepsy Action Australia compensating sum that wasn’t received from the Dick Smith (Menzel, 2015). 
[bookmark: _Toc344750363]2.3	PRUDENCE
The concept of prudence is merely a general guideline for not overestimating amount of the revenues identified or underestimating amount of the expenses. It might appear noticeable that prudence is desired thing when preparing the financial information. Until the year 2010, prudence was incorporated in the conceptual framework of IASB (International Accounting Standards Board) (Dell’ Erba et al., 2015). The reference to prudence was removed in year 2010 revision due to evidence of difficulty and controversial in the characteristics of valuable financial reporting. However, IASB has just published Exposure Draft of revised Conceptual Framework for the financial reporting in which it proposes to reintroduce prudence as one aspect of characteristics which make financial statements useful to the investors (Suhányiová et al., 2015). The contemporary confusion concerning the ambiguity of definition caused removal of reference to the prudence as well as its implications in the practice were not certain. Thus, IASB proposes to reintroduce term prudence in new Exposure Draft, as cautious prudence in Conceptual Framework. The lack of prudence will affect the reporting as it helps to create unrealised profits, over-exuberance of an expansion, unjustified dividends and bonuses (Tarca, 2014). 
The benefits of exercise of prudence in application of standards are possibly further agreed upon.  This concept doesn’t encourage anticipation of identifying income at the time it is uncertain as well as it prefers those expenditures that could be reasonably ascertained. In fact, key criticisms against the prudence concern comparability and neutrality of resulting financial statements (Sugiyama & Islam, 2016). The other professional accountants, to illustrate Certified Practising Accountants (CPA), want the management to report real results in transparent manner which isn’t biased however neutral to both bad and good updates. Where there are qualms they will like the best estimate of management with an apt disclosures of basis upon which this is generated.  When challenged over attractiveness of restriction in the profit recognition it is frequently jagged out that whilst prudence might hold back the profits in one year these restraint might merely lead towards their release in subsequent period that consequently will reveal exaggerated results (Pelger, 2016). 
Notwithstanding criticisms above, prudence has been already finely embedded in extant IFRS (International Financial Reporting Standards). The issues are much more complex than that since rebates issues of Dick Smith alongside collapse of many big organizations because of which imprudent recognition has been tempered by the requirements for prudence on recognition of the income, liabilities and assets when the measures are below reliability (Măciucă et al., 2015). Apart from this, the accountants adhere to the Conceptual Framework as this provide guidance however their application often comprises extent of judgement that permits the accountants for range of the outcomes generally due to uncertainty (Zajkowski et al., 2007). 
[bookmark: _Toc344750364]2.4	Highlights of Financial Reports of Dick Smith
In this section, the highlights of financial reports of Dick Smith for the year 2013 and 2014 has been illustrated in the following manner:
Table1: Executive Directors’ Remuneration
[image: ]
In this table, the company’s package of remuneration has been shown where Michael Potts, executive director of company remuneration was $1.46 million in the year 2014 but has declined to $0.56 million in the year 2015. It looks doubtful because, despite the rise in profit, the package of remuneration of executive director has declined. The same case goes in case of Nicholas Abboud that in spite of growth in profit from 2014 to 2015, the remuneration package of both executive directors was at declining condition. From this, it can be observed that executive directors were aware of adjustment of rebates as profits in an accounting book. The executive directors were well-aware regarding profit going to drop in the following year.  
Table 2: Financial Statements
[image: ]
From the above table, it can be seen that sales revenue in the year 2014 is worse in comparison to the year 2013 due to mismanagement of the inventory. Also, it can be seen that gross profit is better in the year 2014 which appears to be doubtful despite fall in sales revenue. EBITDA increases from $23.4 million to $74.4 million in the year 2014. It is not possible to analyse how EBITDA increased due to the absence of financial report for the year 2014. Also, it is quite disbelieving that EBIT (Earnings before interest and tax) and NPAT (Net profit after tax) has increased tremendously in the year 2014 despite a drop in revenue and higher cost of sales. 
Table 3: EBIT or Remuneration
[image: ]
Harvey Norman, a big Australian based retailer comprise somewhat similar business in terms of electronic products like that of Dick Smith. Harvey Norman’s EBIT was $410.97 million in 2015 and Harvey Norman, CEO has received $1.035 million as remuneration package that is merely 2% of EBIT. But in the case of Dick Smith the remuneration of CEO was 2.28% in the year 2015 and 4.25% in the year 2014. It seems prejudicial to provide high remuneration percentage to CEO compared to same nature of business. 


[bookmark: _Toc344750365]3	Conclusion and Recommendation
[bookmark: _Toc344750366]3.1	Conclusion
From the above analysis, it can be concluded that Dick Smith, one of supreme electronic retailer reported false financial report to stakeholders and company. Specifically, the company was enduring huge loss with falling profits however for improving poor cash flow, it used rebates as profits and recorded in the profit and loss accounts (Investogain, 2016). The consequences of the accounting treatment of the rebates led Dick Smith to close down the company. A total of 3300 staffs were jobless as Kogan merely acquired the Dick Smith’s online business and around 393 stores needs to be shut down including New Zealand (Kogan, 2016c). The company’s price of a share fell from $2.20 per share to 33.5 cents because of the collapse of the business.  A gift voucher offered by the company are no more usable and were not compensated to those who held it for long period of time. The breaching of accounting standards for pursuing unhealthy goals resulted in the collapse of such big organisation named Dick Smith. 
[bookmark: _Toc344750367]3.2	Recommendation
Given the complexity of the rebates and judgment permitted in booking them, Dick Smith should have disclosed how much of its profit links to the rebates, how much of receivables accrued on balance sheet link to the receives released to the profit along with how much links to the inventory which hasn’t been sold. In response to the collapse of the electronics chain Dick Smith, the company could have gotten an accounting of rebate true through relying upon leadership and culture which encourages accounting for the commercial substance of the rebate arrangements. Dick Smith should have complied with relevant accounting standards comprising covering recognition of rebate. The company should have provided an essential financial report of the former year so that everybody could analyse the reports. There must be a scheme of compensation for the unused gift vouchers. During the acquisition of the company by Kogan, Dick Smith should have given a care about their long working staffs. 
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Rebates at Dick Smith, FY15 ($m)

Adjusted EBITDA excluding rebates 	Scan rebates	Other rebates	Advertising subsidies	Reported EBITDA	Q	&	A rebates	-119.0	73.0	53.0	25.0	72.0	40.0	
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Year 2013 2014
Revenue 12804 1.227.60
Gross Profit 3036 308.002
EBITDA 234 744
EBIT 109 616
NPAT 6.7 421
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2014 2015
Michael Potts 3.47% 1.29%
Nicholas Abboud 425% 2.28%
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