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Chapter 1: Nature and regulation of companies
True/False Questions (20 in total)

1.
Members of a company are allowed to sell their shares at any time, provided they obtain permission from the other members.

The statement is false. Provided a proper instrument of transfer has been delivered to the company, members do not have to obtain permission from the other members

Feedback: Section 1.1 The nature of a company
2.
Small proprietary companies must prepare audited accounts if requested by ASIC.
The statement is true. ASIC can require small proprietary companies to prepare audited financial statements under s. 294 of the Corporations Act.

Feedback: Section 1.2 Different types of companies
3.
When determining whether a proprietary company is classified as small or large, the gross assets test is determined based on the average of opening and closing gross assets.

The statement is false. The assets test is based on closing gross assets at the reporting date.

Feedback: Section 1.2 Different types of companies
4.
Disclosing entities must prepare annual and half-yearly financial statements, have them audited and lodge them with ASIC.

The statement is true. This is required under s 302 of the Corporations Act.

Feedback: Section 1.2 Different types of companies
5.
Costs incurred in promoting and setting up a company are considered to be capital in nature and cannot be paid from the company’s assets.

The statement is false. Section 122 of the Corporations Act allows such costs to be paid from the company’s assets.

Feedback: Section 1.3 Forming a company
6.
All company registers must be kept at the registered office of the company.
The statement is false. The Corporations Act allows company registers to be maintained at the registered office, the principal place of business or at another location approved by ASIC.

Feedback: Section 1.4 Administering a company
7.
Shares and debentures are the most common types of securities issued by companies when raising funds.
The statement is true. Companies can also issue options, but these are not as common.
Feedback: Section 1.5 Funding a company
8.
All offers by a company to issue shares or debentures must be accompanied by a disclosure document.

The statement is false. Section 708 of the Corporations Act provides a number of specific exclusions where a disclosure document is not required. Examples include the issue of shares under dividend reinvestment plans, and issues for no consideration.

Feedback: Section 1.5 Funding a company
9.
The Corporate Law Economic Reform Program (CLERP) paper of 1997 identified the issue of accounting standards being too prescriptive and overly technical as a key concern of government with standard setting process that was current at the time.

The statement is true. The government was concerned that this was imposing excessive cost on business.

Feedback: Section 1.7 Accounting regulation of companies
10.
Prior to 1988 the role of the Accounting Standards Review Board (ASRB) was to formulate and issue accounting standards.

The statement is false. The role of the ASRB was to review and approve accounting standards that had been prepared by the professional accounting bodies, via the Australian Accounting Research Foundation (AARF). The role of the ASRB changed in 1988 to developing accounting standards. At this time the name of the ASRB was changed to the Australian Accounting Standards Board (AASB).

Feedback: Section 1.7 Accounting regulation of companies
11.
The key determinant of the Financial Reporting Council (FRC) in selecting Australian accounting standards is that they are consistent with the requirements of International Financial Reporting Standards (IFRSs).

The statement is false. Although Australia adopts IFRSs, the key determinant in selecting Australian accounting standards is that they are in the best interests of both the private and public sectors in the Australian economy.

Feedback: Section 1.7 Accounting regulation of companies
12.
Under the ASIC Act (2001) one of the key functions of the Australian Accounting Standards Board (AASB) is to participate in the development of a single set of accounting standards for world-wide use.

The statement is true. This is stipulated in s 227(1) of the ASIC Act (2001).

Feedback: Section 1.7 Accounting regulation of companies
13.
Australian accounting standards are now identical to their international equivalents.

The statement is false. Australian accounting standards are substantially the same as their international equivalents, with two important exceptions. Some Australian standards have increased disclosure requirements and Australian standards contain additional guidance relating to the public and not-for-profit sectors.

Feedback: Section 1.7 Accounting regulation of companies
14.
As the Urgent Issues Group (UIG) is now defunct, interpretations issued by it are no longer enforceable.
The statement is false. The interpretations issued by the UIG are listed in AASB 1048 Interpretation and Application of Standards. As they form part of an accounting standard, they are enforceable under the Corporations Act.

Feedback: Section 1.7 Accounting regulation of companies
15.
The principle responsibilities of the International Accounting Standards Board (IASB) are to develop and issue IFRSs and exposure drafts, as well as to approve interpretations developed by the IFRS Interpretations Committee.
The statement is true. These requirements are set out in the IASBs constitution.

Feedback: Section 1.7 Accounting regulation of companies
16.
The Australian Securities and Investments Commission (ASIC) is responsible for monitoring and promoting market integrity and consumer protection in relation to the Australian financial system.
The statement is true.  This responsibility is set out in s 12A(2) of the ASIC Act.
Feedback: Section 1.8 Other important regulatory organisations
17.
The Australian Securities and Investments Commission (ASIC) does not determine accounting standards, but has the right to lobby for or against accounting standards as it sees fit.

This statement is true.

Feedback: Section 1. 8 Other important regulatory organisations
18.
The provision of an internationally competitive market is a key objective of the Australian Securities Exchange (ASX).

The statement is true. The other key objective is the provision of a fair and well informed market for financial securities.

Feedback: Section 1.8 Other important regulatory organisations
19.
The content and format of special purpose financial reports are determined by the company’s management and the specific user group requiring the special purpose report.

The statement is true.

Feedback: Section 1.9 General-purpose financial reports and the reporting entity concept
20.
The concept of a ‘reporting entity’ was introduced by the Accounting Research Foundation (AARF) to assist in the classification of financial reports.

The statement is false. The concept of a ‘reporting entity’ is contained in SAC1 of the conceptual framework ‘Definition of the Reporting Entity’.

Feedback: Section 1.9 General-purpose financial reports and the reporting entity concept

Multiple choice (20 in total)

21.
The existence of a limited liability company means the:

I.
company’s members are liable for only a limited amount of business debts.

II.
company has a legal existence distinct from its owners.

III.
company may raise large amounts of funds by issuing shares.

a.
I only
b.
I and II only
c.
II and III only
d.
I, II and III.

The correct answer is d.

Feedback: Section 1.1 The nature of a company
22.
The two main types of companies permitted to be registered under the Corporations Act are:

a.
a private company, and a proprietary company
b.
a public company, and a trade union
c.
a proprietary company, and a public company
d.
a proprietary company, and a partnership.

The correct answer is c.
Feedback: Section 1.2 Different types of companies
23.
A proprietary company must have at least one shareholder and cannot have more than:

a.
100 shareholders
b.
50 shareholders
c.
20 shareholders
d.
10 shareholders.

The correct answer is b.
Feedback: Section 1.2 Different types of companies

24.
The certificate of registration issued by the Australian Securities and Investments Commission is valid:

a.
for 12 months only and must be renewed annually
b.
for a maximum period of 5 years
c.
for 15 years
d.
until the company is deregistered.

The correct answer is d.
Feedback: Section 1.3 Forming a company
25.
Replaceable rules deal with:

I.
The appointment, powers and remuneration of directors.

II.
Director’s and member’s meetings.

III.
Share transfers.

IV.
Inspection of the company’s books by members.

a.
I, II, III and IV

b.
II and III only

c.
I and IV only

d.
I, II and III only.

The correct answer is a.
Feedback: Section 1.3 Forming a company
26.
The share capital of a company may consist of:

a.
ordinary shares either fully paid or partly paid issued by the company

b.
mortgages issued by the company

c.
secured and unsecured notes issued by the company

d.
debentures issued by the company.

The correct answer is a.
Feedback: Section 1.5 Funding a company
27.
The main role of the trustee for debenture holders is to protect the interests of:

a.
shareholders

b.
debenture holders

c.
directors

d.
auditors.

The correct answer is b.
Feedback: Section 1.5 Funding a company
28.
Which of the following was NOT one of the objectives of the CLERP policy initiatives?
a.
To make access to capital easier for small business

b.
To provide greater protection for directors

c.
To improve takeover legislation

d.
To facilitate the more widespread use of electronic commerce

The correct answer is b.

Feedback: Section 1.6 Background to the Corporations Act 2001
29.
The main functions of the Financial Reporting Council include:

I.
overseeing the process for the setting of accounting standards of the AASB.

II.
determining the AASB’s broad strategic direction.

III.
monitoring and reviewing the level of funding for the AASB.

IV.
directing the AASB in relation to the development or making of a particular standard.

V.
the power to veto a standard recommended by the AASB.

a.
I, II, III and V only

b.
I, II, and III only

c.
I, II, IV and V only

d.
II, III, IV and V only.

The correct answer is b.
Feedback: Section 1.7 Accounting regulation of companies
30.
The functions of the Australian Accounting Standards Board include:

I.
Development of a conceptual framework for the purpose of evaluating proposed accounting standards.

II.
Making accounting standards for the purpose of the Corporations Act.

III.
Formulating accounting standards for non-companies, the public sector and the not-for-profit sector.

a.
I only

b.
II and III only

c.
I and III only

d.
I, II and III.

The correct answer is d.
Feedback: Section 1.7 Accounting regulation of companies

31.
Accounting Standards approved by the Accounting Standards Review Board (ASRB):

a.
Had no legal backing under the Companies Act, and their application was optional.

b.
Had no legal backing under the Companies Act, although almost all companies followed their guidance.

c.
Had legal backing under the Companies Act, although companies could depart from the accounting standards if it was maintained that application did not result in the financial reports showing a ‘true & fair view’

d.
Had legal backing under the Companies Act, and their application was mandatory at all times.

The correct answer is c.
Feedback: Section 1.7 Accounting regulation of companies

32.
According to the ASIC Act (2001) a key way in which accounting standards should facilitate the Australian economy is by

a.
having regard to the interests of Australian corporations that propose to raise capital in major international financial markets.


b.
ensuring that all standards are relevant and reliable.


c.
reducing the cost of capital


d.
ensuring harmonization with IFRSs

The correct answer is c.
Feedback: Section 1.7 Accounting regulation of companies

33.
According to s. 224 (a) of the ASIC Act (2001), accounting standards should result in financial information, which has which of the following characteristics?



I
allows user to make decisions about allocating scarce resources

II
assists directors in discharging their obligations in relation to financial reporting



III
is able to be prepared on a timely basis



IV
is readily understandable



V
facilitates comparability



VI
is relevant and reliable

a.
I, IV and VI only


b.
I, III, IV and VI


c.
I, II, IV, V and VI


d.
all of the above

The correct answer is d.
Feedback: Section 1.7 Accounting regulation of companies

34.
In July 2002 the Financial Reporting Council (FRC) issued a bulletin requiring what type of entities to adopt standards issued by the IASB from 1 January 2005.

a.
all entities 
b.
reporting entities 

c.
for-profit entities

d.
listed entities

The correct answer is b.
Feedback: Section 1.7 Accounting regulation of companies

35.
In terms of the numbering of AASB accounting standards:

a.
AASB 1–99 are equivalent to the IFRSs issued by the IASB.

b.
AASB 101–199 are equivalent to the IFRSs issued by the IASB.

c.
AASB 1–99 address domestic issues such as director and executive disclosures and concise financial reports.

d.
AASB 101–199 address domestic issues such as director and executive disclosures and concise financial reports.

The correct answer is a.
Feedback: Section 1.7 Accounting regulation of companies

36.
Compared to IFRS standards, Australian accounting standards require:

a.
less disclosure in notes to the financial statements. 


b.
identical disclosures in notes to the financial statements


c.
additional disclosure in the notes to the financial statements


d.
different disclosures in the notes to the financial statements.

The correct answer is c.
Feedback: Section 1.7 Accounting regulation of companies

37.
AASB 1048 Interpretation and Application of Standards contains:

a. 
the IFRS interpretations approved by the AASB.


b.
the UIG interpretations approved by the IASB.


c.
the IFRS interpretations approved by the IASB.


d.
the UIG interpretations approved by the AASB.

The correct answer is d.
Feedback: Section 1.7 Accounting regulation of companies

38.
The role of the Australian Securities and Investments Commission is to:

I.
Enforce and administer the Corporations Act.

II.
Inform the public about Australian companies, financial markets and financial professionals who deal and advise in financial instruments.

III.
Issue accounting standards.

IV.
Improve the performance of the financial system.

a.
I, II, III and IV

b.
I, III and IV only

c.
I, II and IV only

d.
II, and III only.

The correct answer is c.
Feedback: Section 1.8 Other important regulatory organisations
39.
A key role of the Australian Securities and Investments Commission (ASIC) is to ensure that all company financial statements lodged with it:

a.
present a true and fair view.

b.
are approved by the Financial Reporting Panel.

c.
comply with accounting standards

d.
comply with the Corporations Act, including accounting standards.

The correct answer is d.
Feedback: Section 1.8 Other important regulatory organisations

40.
Which of the following statements is NOT correct?
a.
AASB 1053 Application of Tiers of Australian Accounting Standards requires ‘Tier 2’ entities to apply reduced disclosure requirements.

b.
The IASBs Conceptual Framework identifies capital providers as a primary user group of general purpose financial reports.

c.
All general purpose financial reports are prepared in accordance with accounting standards.

d.
SAC 1 Definition of the Reporting Entity defines a general purpose financial report as “a report intended to meet the information needs of users who are unable to command the preparation of reports tailored to satisfy their information needs”.
The correct answer is a.

Feedback: Section 1.9 General purpose financial reports and the reporting entity concept
OTHER ASSESSMENT QUESTIONS (5 in total)
41.
Easy

Explain the numbering system used by the AASB for accounting standards.

AASB 1-99
These are the Australian equivalents to IFRSs issued by the IASB, for example, IFRS 2 and AASB 2 both deal with share based payments.

AASB 101-199
These are equivalent to the IASs issued by the IASC. The AASB numbering is 100 greater than the equivalent IAS, for example, IAS 18 and AASB 118 both deal with revenue.

AASB 1001-1099
These standards address domestic issues that are not covered by IAS or IFRS standards, for example, AASB 1046 deals with director and executive disclosures by disclosing entities

42.
Medium
Explain how a company comes into existence and identify five powers that a company has.

A company is a form of business organisation that is established according to the Corporations Act 2001. It comes into existence only when it has been registered by the Australian Securities and Investments Commission. Once registered a company has (amongst others) all of the following powers:

>
to issue and cancel shares in the company

>
to issue debentures

>
to grant options over unissued shares in the company

>
to distribute any of the company’s property among the members

>
to give security by charging uncalled capital.

43.
Medium


Explain the difference between replaceable rules and a constitution.

Replaceable rules consist of a standard set of rules which govern the internal affairs of companies in relation to their shareholders. These replaceable rules have been incorporated into the Corporations Act (s 141). In order to carry out their operations, companies can adopt these replaceable rules as their own.

Where a company wishes to adopt different and/or additional rules from the replaceable rules it needs to set up its own constitution.

44.
Hard
The ASIC Act details that one of the primary accounting standard functions of the Financial Reporting Council (FRC) is to ensure that accounting standards serve the best interests of both the private and public sector. Why is it important that the FRC ensure that the interests of the public sector are met?

Accounting information serves an important public policy purpose — namely improving the flow of information to investors in a country’s capital markets. Accounting information helps investors and other stakeholders make sound economic decisions, which will enhance the efficiency of resource allocation and fairness of wealth distribution in the society. With the development of a country’s economy, the social welfare will increase. The public interest means such social welfare. 
45.
Hard

Explain what is meant by the term ‘user’ in the context of financial statements and the difficulties with determining whether or not there are dependant users who may be interested in an entity’s financial statements.
Under the current version of the Framework, there are seven groups of users identified as follows:

1.
investors

2.
employees

3.
lenders

4.
suppliers and other trade creditors

5.
customers

6.
government agencies

7.
the public

The groups are very broad and there is no potential user group that is excluded. Regardless of the strength of their link with an entity, all people can effectively fit within one of these categories.
In practice it can be very difficult for management to determine whether there is a reasonable expectation of the entity having dependent users. Additionally, it makes the application of the reporting concept very wide, meaning that many entities theoretically could meet the definition of a reporting entity.
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