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Financial reporting issues to consider on IPO

Navigating the financial reporting complexities to
ensure a smooth transition
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Introduction

Transactions undertaken as part of the IPO process can be complex and each transaction
has different facts and circumstances. This publication highlights some of the key financial
reporting issues to be aware of during an IPO process.

Corporate restructures

Companies often restructure in preparation for an IPO. A common method of
restructuring is by adding a new parent entity (hereafter referred to as ‘Newco') however,
restructures can take various forms (which include those variously described as
top-hatting, side-cars and sale co’s). Accounting for these transactions, whether or not
performed in contemplation of an IPO, has resulted in much debate since the
implementation of IFRS® Accounting Standards, both globally and in Australia. Corporate
restructures are complex in nature. Furthermore, the accounting treatment and
associated disclosures can be extremely sensitive to the facts and circumstances and
slight variations in structures may have fundamentally different accounting outcomes. For
example, in certain scenarios acquisition accounting is appropriate while in other
scenarios it is more appropriate to treat the transaction as a continuation of the existing
group i.e. book value accounting is applied. Below are some matters to consider in this
regard.

Does the restructure represent a business combination?
Consideration needs to be given as to whether the corporate restructure represents a
business combination under AASB 3 Business Combinations (AASB 3). Where the

restructure represents a business combination, acquisition accounting under AASB 3 will Corporate restructures
generally apply requiring identifiable assets and liabilities acquired to be recognised at fair
value and goodwill or a bargain purchase to be recognised. Book value accounting will may represent a

generally apply in other circumstances. business combination
When assessing whether the transaction is a business combination under AASB 3, it is however book value
necessary to identify an acquirer and an acquiree. Whether a Newco formed to facilitate .

an IPO is capable of being identified as an acquirer depends on the facts and accounti ng may apply
circumstances and ultimately requires judgement and consideration of the substance of

the transaction. Whether the transaction is conditional or unconditional on the

completion of another transaction that results in a change of control, whether there is a

controlling shareholder before and after the transaction, and any broader restructure

before the IPO all impact the analysis. In addition to identifying an acquirer and acquiree,

in order for the transaction to be a business combination under AASB 3 both the acquirer

and the acquiree need to be a business as defined under AASB 3 (AASB 3:B7-B12D

defines a business as “an integrated set of activities and assets that is capable of being

conducted and managed for the purpose of providing goods or services to customers,

generating investment income (such as dividends or interest) or generating other income from

ordinary activities”). For example, if an entity, which meets the definition of a business

acquires a shell company, which doesn't meet the definition of a business, the transaction

as a whole would generally not be a business combination under AASB 3.
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Business combinations under common control

Where a group is restructured and the transaction represents a business combination i.e.
there is a combination of two businesses, it is necessary to consider whether the
transaction is a business combination under common control. Whilst AASB 3 sets out the
accounting requirements for business combinations and requires the use of the
acquisition method, it gives a scope exemption for a combination of entities or businesses
under common control (AASB 3:B1 defines a business combination involving entities or
businesses under common control as “a business combination in which all of the combining
entities or businesses are ultimately controlled by the same party or parties both before and
after the business combination, and that control is not transitory”). Limited guidance is
available in respect of these scoped out transactions and much of the accounting debate
has centered on entitlement to this scope exemption, particularly in respect of corporate
restructures. This distinction is important because it will determine whether acquisition
accounting or book value accounting should be applied, or whether entities are able to
choose (as an accounting policy choice) between the two options.

Back-door listings

Another way that entities may list is through a reverse restructure with an existing
non-operating listed entity that has few assets or liabilities (i.e. a shell company). Under
these circumstances where a private entity is ‘acquired’ by the listed entity, this is
commonly referred to as a back-door listing. Since the listed non-operating entity is not a
business, the transaction is not a business combination. Normally such transactions are
accounted for similar to reverse acquisitions. However, because the accounting acquiree
is not a business the transaction is considered a share-based payment. That is, the private
entity is deemed to have issued shares to obtain control of the listed entity and to the
extent the fair value of the shares exceeds the fair value of the listed entity’s identifiable
net assets an expense will arise.

Disclosure of key judgements

Determining the appropriate accounting treatment of corporate restructures often
involves judgement. Therefore, entities need to ensure that they comply with the
disclosure requirements of AASB 101 Presentation of Financial Statements, specifically
paragraph 1227, This requires disclosure of judgements made by management in the
process of applying an entity's accounting policies that have a significant effect on the
amounts recognised in the financial statements. It is important to note that disclosures
regarding significant judgements (and key assumptions and sources of estimation
uncertainty) in applying accounting policies (AASB 101 paragraphs 122" and 125%) are a
key focus area for the Australian Securities and Investment Commission (ASIC).

T When an entity applies AASB 18 Presentation and Disclosure in Financial Statements it shall apply
AASB 108 Basis of Preparation of Financial Statements paragraph 27G (which is the corresponding
paragraph in AASB 18 for AASB 101:122). AASB 18 is effective for annual reporting periods beginning
on or after 1 January 2027 (for for-profit entities). Earlier application is permitted.

2 When an entity applies AASB 18 Presentation and Disclosure in Financial Statements it shall apply
AASB 108 Basis of Preparation of Financial Statements paragraph 31A (which is the corresponding
paragraph in AASB 18 for AASB 101:125). AASB 18 is effective for annual reporting periods beginning
on or after 1 January 2027 (for for-profit entities). Earlier application is permitted.
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Transaction costs

As part of an IPO it is common for an entity to issue new shares and then list the new and
existing shares. Existing shares may also be sold to the public at the time of listing (this . .
would occur when existing shareholders wish to dispose of their interest in the entity). D@p@ﬂd Ing on their
various costs are incurred when listing and issuing shares. The nature of these costs .

needs to be determined to ensure that the costs are correctly accounted for either nature, costs incu rred

through equity or profit or loss, namely: when |iStiﬂg and iSSUiI’]g

, , , : shares as part of an IPO
Transaction costs directly attributable to the issue of new shares that ) .
otherwise would have been avoided are deducted from equity may be recogmsed N

Transaction costs relating to the listing of shares, whether new or equ Ity or pl’OfIt or loss
existing, should be expensed through profit or loss or both

Where transaction costs relate jointly to more than one transaction
(e.g. the issue of new shares, the sale of existing shares and listing all the
shares), the costs should be appropriately allocated to each activity
(AASB 132:38).

When preparing the accompanying cash flow statement, costs which have been expensed
should be included in operating cash flows while costs deducted from equity should be
included as financing cash flows.

Relevant Deloitte interpretative guidance?
e IGAAP Chapter B3 Financial Liabilities and Equity Section 4-3 Accounting
for listing expenses

e IGAAP Chapter B3 Financial Liabilities and Equity Section 4-4 Transaction
costs: placing and new issue of shares - example.

General purpose financial report requirements

In our view, entities that are in the process of an IPO (for example, entities who have a
Board of Directors resolution to proceed with the listing or who have appointed advisors
to advise on the listing process and the listing has a more likely than not outcome) should
be considered publicly accountable under AASB 1053 Application of Tiers of Australian
Accounting Standards. Therefore, full general purpose financial statements (GPFS Tier 1)
will be required, including compliance with AASB 133 Earnings per Share and AASB 8
Operating Segments.

When transitioning to GPFS Tier 1/Tier 2 (Simplified Disclosures) or from GPFS Tier 2 to
GPFS Tier 1, the question arises whether any adjustments are required. AASB 1053
provides guidance as to whether an entity should apply AASB 1 First-time Adoption of
Australian Accounting Standards or AASB 108 Accounting Policies, Changes in Accounting
Estimates and Errors when transitioning.

3 Deloitte’s suite of iGAAP manuals are the authoritative, up-to-date and trusted guides for preparers
and auditors of financial statements. iGAAP is available on the Deloitte Accounting Research Tool
(DART). A subscription is required to access DART.
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It should be noted that there are opportunities and disadvantages attached to the
transition options. For example, a number of options exist in AASB 1 on transition. Some
of these options are voluntary and, depending on the operations of the entity and desire
for certain accounting outcomes, these options can be applied differently to achieve
different outcomes, such as one-off revaluations.

Relevant Deloitte interpretative guidance

IGAAP Chapter A31 Earnings per Share Section 5.6.3.7-2 Shares contingently
issuable upon the occurrence of a contingent event such as the favourable
outcome of a lawsuit or the successful completion of an IPO.

Half-year reporting requirements

As highlighted in the Corporate restructures section above, it is common practice for a new
parent entity to be incorporated prior to an IPO. The Corporations Act 20017 (the Act)
requires the new parent, as the new disclosing entity, to prepare a half-year financial
report six months after the date of incorporation (s.323D(5)). Relief is provided under AS/C
Corporations (Disclosing Entities) Instrument 2016/190 where the first financial year is eight
months or less, provided certain conditions are satisfied.

In cases where this relief is not available entities may consider requesting relief from ASIC.
We are aware of relief granted by ASIC in cases where the insertion of the new parent has
been accounted for as a continuation of the existing group. This is on the basis that an
alternative half-year reporting period is adopted to reflect the existing group. For
example, Company B which is incorporated on 1 April 20X1 and has a 31 December year
end is inserted as the new parent entity of an existing group (Company A) on IPO of the
group. Under the Act, Company B is required to prepare a half year financial report as at
30 September, six months after the date of incorporation. Relief under the Corporations
Instrument would not be available to Company B as its first financial year is longer than
eight months. However, Company B could request relief from ASIC by requesting to
prepare half-year accounts as a continuation of Company A, namely as at 30 June 20X1.

If relief is not sought from/granted by ASIC entities should consider what comparatives
are required and liaise with the Australian Securities Exchange (ASX) to confirm reporting
periods.

As discussed in the General purpose financial report requirements section above, in our
view, entities that are in the process of an IPO will be required to prepare GPFS Tier 1.
Entities transitioning to GPFS Tier 1 will need to consider the level of detail to be disclosed
in their first half-year financial report in accordance with AASB 134 Interim Financial
Reporting. The limited disclosures provided in the entity's most recent financial report may
mean that additional disclosure may be required in its half-year financial report as a result
of the information not being disclosed in the most recent annual financial report.

In addition, consideration needs to be given to what extent the most recent annual
financial report is accessible to users of the half-year financial report. To the extent to
which the report is not considered accessible an entity may need to include additional
disclosures in their half-year financial report for users to fully understand an entity’s
business.
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Share-based payments

It is common for companies to issue new share options or amend existing employee
share options prior to an IPO. An example includes the issue of options which vest upon
the successful completion of an IPO together with a specified service requirement (i.e. an
employee is required to be employed at the time an IPO is successfully completed).

The key issue is whether a requirement for an IPO to occur for an award to vestis a
vesting condition or a non-vesting condition, as the distinction has different impacts on
the accounting treatment and depends on any related service condition. For example,
non-vesting conditions are reflected in the grant-date fair value however, there is no
true-up for failure to satisfy the condition. In comparison, vesting conditions with a
non-market performance condition are not reflected in the grant-date fair value however,
there is a true-up for failure to satisfy the condition.

In determining whether the requirement for an IPO to occur is a vesting or non-vesting
condition one needs to consider the service requirement. Where there is no service
requirement, or the service period is shorter than the period to the IPO then the IPO
should be treated as a non-vesting condition. However, where the service period is the
same or longer than the period to the IPO then the IPO should be treated as a vesting
condition.

In the event that an IPO condition is considered to be a vesting condition, should the IPO
not take place resulting in the option not vesting, any expense recognised to date in
terms of AASB 2 Share-based Payment will need to be reversed. However, if an IPO
condition is considered to be a non-vesting condition and an IPO is not successful any
expense recognised in terms of AASB 2 will not be reversed. In such circumstances, the
grant date fair value will take into account the probability of the IPO occurring.

Furthermore, in circumstances where existing share options are amended in anticipation
of an IPO, entities need to consider both the accounting and tax consequences of these
amendments. Where an amendment of share options is treated as a cancellation this
results in an acceleration of vesting. The amount that would otherwise have been
recognised for services received over the remainder of the vesting period is, therefore,
recognised immediately.

Relevant Deloitte interpretative guidance

e IGAAP Chapter A16 Share-based payment Section 5.3.15-1 Conditions
relating to the completion of an IPO or other 'exit event'

e IGAAP Chapter A16 Share-based payment Section 5.3.15-2 IPO and a
service condition where IPO determines vesting period - example

e IGAAP Chapter A16 Share-based payment Section 5.3.15-3 Fixed service
condition and an IPO during the service period - example

e IGAAP Chapter A16 Share-based payment Section 5.3.15-4 [PO and a
fixed service condition ending before the date of the IPO - example

e IGAAP Chapter A16 Share-based payment Section 5.3.15-5 IPO with no
service period - example

e IGAAP Chapter A16 Share-based payment Section 5.3.15-6 Conditions
relating to the completion of an IPO at a minimum share price - example

e IGAAP Chapter A16 Share-based payment Section 7.4-1 Contingently
cash-settled share-based payments.
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Earnings per share and segment reporting

As discussed in the General purpose financial report requirements section above, where an
entity is in the process of an IPO it should apply AASB 133 and AASB 8. As part of the IPO
process it is common for entities to do a share split. In such instances, as required by
AASB 133 paragraph 64, all per share calculations (e.g. basic and diluted EPS) should be
adjusted retrospectively for all periods presented.

As part of applying AASB 8, entities will need to identify their operating segments, which

should be identified and measured on the same basis as financial information reported

internally for the purpose of allocating resources between segments and assessing their
performance.

The identification of operating segments often requires management to exercise
judgement. Where these judgements could have a significant effect on the amounts
recognised in the financial statements, entities need to consider the disclosure
requirements in AASB 1014,

Income tax considerations

As discussed previously in the Corporate restructures section above, companies often
restructure in preparation for an IPO. Where the restructure results in a new tax
consolidated group, the tax values of the assets and liabilities may need to be reset. If an
entity has not applied AASB 3 acquisition accounting for the restructure, deferred tax
consequences of adjustments to the tax bases of assets and liabilities will need to be
recognised in profit or loss. Where an entity applies AASB 3 acquisition accounting the
deferred tax consequences of adjustments to the tax bases of assets and liabilities would
affect the amount of goodwill/bargain purchase recognised.

Income tax impacts can also arise on the corporatisation of trusts prior to IPO.

Other considerations

Remuneration reports

Section 300A of the Act requires listed disclosing entities to prepare a remuneration
report. Furthermore, regulation 2M.3.03 of the Corporations Regulations 2001
(regulations)requires disclosure of comparative information for certain disclosures
required in the remuneration report. The regulation specifies that comparative
information is not required to be disclosed in the first period of reporting on a specified
individual. Where a new parent has been used as the listing vehicle and it has been
accounted for as a continuation of the existing group, the question arises whether
comparative information is required in the first period that the entity lists. There is no
specific guidance in the Act (or regulations) and there appears to be different views in
practice. It is our view that comparative information is provided.

Continuous disclosure

Listed entities must ensure that they satisfy the continuous disclosure requirements
under the Australian Stock Exchange (ASX) Listing Rules 3.1 and 3.1A. These rules require
a listed entity to inform the ASX of information concerning the entity that would be
expected to have a material effect on the price or value of its securities (except in the
situations described in 3.1A of the rules).

4When an entity applies AASB 18 Presentation and Disclosure in Financial Statements it shall
AASB 108 Basis of Preparation of Financial Statements paragraph 27G (which is the
corresponding paragraph in AASB 18 for AASB 101:122). AASB 18 is effective for annual
reporting periods beginning on or after 1 January 2027 (for for-profit entities). Earlier
application is permitted.
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Non-IFRS financial information

Section 299A of the Act requires listed entities to provide an operating and financial
review (OFR) in the directors’ report. If the directors consider it appropriate to include
non-IFRS financial information in the OFR, the directors’ report or another document in
the annual report, the guidelines in Section D of Regulatory Guide 230 Disclosing non-IFRS
financial information should be followed to assist in reducing the risk of non-IFRS financial
information being misleading.

Important considerations include:

IFRS financial information should be given equal or greater
prominence compared to non-IFRS financial information, in particular
IFRS profit

Non-IFRS information should:

e Be explained and reconciled to IFRS financial information
e Be calculated consistently from period to period
e Beunbiased and not used to remove ‘bad news’.

Although not an additional reporting obligation as a result of listing, where non-IFRS
information used in public communications outside financial statements (such as the OFR,
the directors’ report or another document in the annual report) meets the definition of a
management-defined performance measure (MPM) in AASB 18 Presentation and Disclosure
in Financial Statements, the disclosure requirements in AASB 18 (for MPMs) will need to be
included in the financial statements>.

Sustainability considerations

Integrating ESG (Environmental, Social, and Governance) reporting in the IPO process can
significantly influence investor interest, valuation, and overall market perception.
Companies should focus on ESG factors that are most relevant to their business and the
industry they operate in and that are likely to interest investors and other stakeholders. It
is important to ensure that ESG reporting is transparent and that the entity’s ESG
strategy, impact and performance is consistently communicated and integrated in all
public communication, including the prospectus and financial statements. Consequently,
entities should carefully consider the extent to which sustainability-related information is
included in the prospectus to ensure the prospectus complies with the requirements of
section 710 of the Act. Entities preparing a sustainability report under Chapter 2M of the
Act must also include a copy of the most recent audited sustainability report in the
prospectus.

> AASB 18 is effective for annual reporting periods beginning on or after 1 January 2027 (for for-profit
entities). Earlier application is permitted.
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Revenue
Revenue often represents one of the most significant amounts in financial statements.

Further, the objective of the disclosure requirements in AASB 15 Revenue from Contracts
with Customers is that sufficient information is disclosed to enable users of financial
statements to understand the nature, amount, timing and uncertainty of revenue and
cash flows arising from contracts with customers. (AASB 15:110). In cases where
restructuring or rapid growth accompany an IPO journey, it is crucial to reconsider i
whether revenue disaggregation or other disclosures should be updated to provide users
of the financial statements up-to-date information.

In addition to the disclosure requirements in AASB 15, disclosure of clear material
accounting policy information for revenue is crucial for ensuring accurate and transparent
financial reporting and providing assurance to investors. It contributes to providing an
accurate picture of the company's financial health, an accurate valuation and fair pricing
for the IPO and enables comparability with other companies.

Ensure material accounting policy information is in line with the requirements of AASB 15,
clearly explaining how revenue is recognised for different products/services, consistently
applying material accounting policies to similar transactions and disclosing any key
judgments, assumptions and estimates made. All material accounting policy information
that could influence investor decisions should be disclosed.

Consolidated entity disclosure statement
Entities will often convert their corporate structure to a public company prior to listing or
form a new public company to be the parent company in a corporate restructure.

All public companies (listed and unlisted) reporting under Chapter 2M of the Act are
required to include a “consolidated entity disclosure statement” in their financial report.
The statement includes details of all consolidated entities as at the end of the financial
year, is subject to audit, and requires specific declarations by directors and, for listed
companies, the CEO and CFO.

Relevant Deloitte publication
Deloitte Clarity in Corporate Reporting New consolidated entity disclosure

statement (March 2024).

Next steps

Entities going through the process of an IPO are subject to increased scrutiny of their
financial reporting. Due to the complex nature of these transactions and the nuances that
may exist with the various scenarios, the accounting outcomes can look quite different
depending on specific facts and circumstances. It takes time to work through these issues
and entities should start planning and preparing early. Consideration must also be given
of the wider implications such as resource availability, stakeholder communication and
any required changes to systems and processes.
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