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Executive summary
With major economies around the world increasingly
adopting digital financial reporting, or XBRL in particular,
it is time for financial reporting in Australia and New
Zealand to enter the ‘digital age’. In doing so we have the
choice of simply accepting it, or embracing it and allowing
it to revolutionise financial reporting and redefining the
role of professional accountants. Digital financial reporting
has potentially significant implications for preparers,
auditors, regulators and the users and analysts of financial
information. The advantages include:
• increasing the understandability, accuracy and accessibility
of financial information;
• making financial information easier for investors to
analyse, including comparisons across companies;
• assisting in automating regulatory filings and making this
information publicly available;
• facilitating business information processing;
• cost reduction for users of financial reports as they are able
to navigate and extract information from financial reports
more efficiently; and
• facilitation of more comprehensive analysis of financial
reports, allowing enhanced enforcement of existing
regulation and more targeted regulation.
If embraced it will significantly reshape the way in which
financial information is used, allowing reports to be tailored
to the specific needs of users, allowing the sophisticated
analysis of financial information and facilitating complex
modelling. This will lead to significant changes in the
work undertaken by accountants, moving us further
away from the preparation of financial information to
the use of information, cementing our role as analysts of
financial information and advisers, and underscoring the
value of independent assurance. The possibility of more
timely reporting and assurance moves closer to reality in
a digital reporting environment. The real challenge is not
adopting digital financial reporting, but developing the new
capabilities required in this environment.
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“The AASB is very supportive of digital
reporting. Effective standard setting
requires an accurate understanding of what
current practice is and the potential scope
and impact of any proposals. Our current
financial reporting system does not enable
us to obtain this information easily, if at all.
We are so envious of the data available to
the FASB and SEC.”
– Australian Accounting Standards Board

“Financial reports are becoming increasingly
complex. Digital reporting assists users
of financial reports to determine what
information they require from financial
reports and obtain that data in a format
of their own choosing that will enhance
their decision making. Digital reporting is
likely to result in improved comparability
between entities and greater transparency
in financial reporting which can only result
in better outcomes for users of financial
reports.”
- Kerrie Cole, Chief Operating Officer,
External Reporting Board
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Introduction
Historically, financial reports have been an integral part of communications between firms and
shareholders, debtholders, creditors, employees and others.
As such they are a part of the governance package,
demonstrating accountability and providing transparency
about the operations and performance of the firm.
The requirement for transparency is well recognised
and has received considerable attention. Doubtless the
harmonisation of accounting standards around the
world and the conceptual framework underpinning the
development of accounting standards have contributed to
this (e.g., Barth & Schipper, 2008). Accounting standards
that specify the format and content of financial reports also
contribute to this.
However, whether financial reports in their present form are
adequate for this purpose is increasingly being questioned.
Many potential users of financial reports find themselves
unable to access (or understand) the information contained
these reports. The challenge is that financial reports have
become increasingly detailed and accounting practices
more technically complex. This is most problematic for
unsophisticated users, who may have limited accounting
knowledge and read financial reports infrequently.
Doubtless a major contributor to this are businesses being
larger and operating not only in Australia, but increasingly
internationally. They are also more complex in their
operations, financing and risk management. For those who
have been using financial reports consistently this change
might not seem significant, but a comparison of the financial
report for Pioneer Concrete Services Ltd in 1986 with that
of Boral Ltd 2019 demonstrates the change unequivocally.
This is not suggesting that historic financial reports were
inadequate. Rather, it is identifying the context in which
financial reporting occurs is changing, and while accounting
practices have been evolving, financial reporting practices
have not evolved, apart from the reports being longer and
more detailed.
A notable exception was a brief experiment with financial
reports tailored for unsophisticated users. These were
prepared in accordance with AASB 1039 Concise Financial
Reports and this required consistency with the financial
report, but the disclosures were simplified and management
commentary aided users in developing an understanding
of the financial report. For a range of reasons these
reports are now as common as Tasmanian tigers, found
in museums only.
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Critically, we persist in preparing
a single financial report for diverse
users with diverse capabilities,
sophisticated and unsophisticated
users alike – one size fits all. In many
ways providing a modern financial
report to an unsophisticated user
is a bit like giving Macbeth to
pre-schoolers. A manifestation of
this is that increasing attention is
being devoted to presentation and
disclosure in financial reports. For
example, in 2008 the IASB issued a
discussion paper ‘Preliminary Views on Financial Statement
Presentation’. This identified many limitations in the manner
in which information is presented in financial statements,
including such fundamental issues as inconsistency in
presentation across the statement of comprehensive income,
statement of cash flows and statement of financial position.
More recently the IASB has introduced the Disclosure
Initiative. This commenced in 2013 with the aim of
considering how disclosures in financial reports could be
improved. The Disclosure Initiative agenda identifies a
number of implementation challenges such as materiality
and research projects focused on how disclosure might
be revised. Perhaps not surprisingly given the diversity of
financial report users and the resultant conflict, while an
exposure draft has been released (i.e., ED 298 General
Presentation and Disclosure) this has not as yet led to a
significant revision in presentation of financial reports.
This is not a criticism of standard setters, rather recognition
of the impossibility of the task and the legislative constraints
surrounding financial reporting. Financial report users are
diverse in nature (e.g., shareholders, debtholders, creditors,
employees) and diverse in expertise (sophisticated and
unsophisticated). A consequence of this is that any single
financial report is inevitably the product of compromise.
The alternative is to allow multiple financial reports, which
is impractical, or to allow users to generate financial reports
that are relevant to them from a standardized database –
a concept that technological advances have brought closer
to reality.
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Financial reporting
in the digital age
What could digital financial reporting look like in the digital age?

Insights into digital financial reporting are provided by
the eXtensible Business Reporting Language (XBRL)
initiative which involves attaching labels or ‘tags’ to the
items in financial reports. These facilitate information
being identified and extracted electronically. The potential
significance of such a strategy was recognised by the
American Institute of Certified Public Accountants who
provided funding for the initiative in 1999 and it quickly
garnered broad support from the large accounting firms (e.g.,
Arthur Anderson LLP, Deloitte and Touche LLP, Ernst &
Young LLP, KPMG LLP, PricewaterhouseCoopers LLP) and a
range of technology firms (e.g., Microsoft).

Digital financial reporting generally, and XBRL in particular,
is all about making information in financial reports more
accessible.1 It creates ‘intelligent’ financial reports by
attaching ‘tags’ to information in financial reports. At its
simplest level these tags may:
i Help users to navigate financial reports generally, and
access information in notes to the financial report;
ii With search functions allowing users to locate specific
information tagged in financial reports; and
iii Enhance the relevance of financial reports by providing
greater certainty over the tagged information identified
and facilitating comparisons across companies.

To understand the rationale for digital financial reporting
it is perhaps best to start by discussing the limitations of
financial reports as they are currently prepared, to frame
what digital financial reporting is and finally by how these
limitations might be addressed. In other words, why digital
financial reporting is significant. Traditional financial
reports are simple documents generally in pdf format,
and very difficult for unsophisticated users to access or
understand (Maines & McDaniel, 2000). However, there
is also evidence that even highly experienced users of
financial reports struggle when financial report information
is in a different format than they are used to (Nelson &
Rupar, 2015). Furthermore, sophisticated users of financial
reports commonly reformat the information in financial
reports, and make adjustments they consider appropriate or
relevant for their purpose. A further problem in traditional
financial reports is that the information can only be accessed
manually, since pdf is not a machine-readable structured
format. Individual design, absence of a uniform structure,
and entity specific disclosures make machine reading of
the financial reports very difficult and unreliable, meaning
manual data entry is generally required at significant cost to
the user.

At a more sophisticated level it provides machine readable
data and with appropriate software it allows:
i Customisation of financial reports allowing presentation
of financial statements in various formats to suit the
requirements of different types of users and with
different capabilities. This might be ‘off the shelf’
software or customised.
ii Sophisticated quantitative analysis, including sensitivity
analysis to critical assumptions.
Insights into this new world are provided by Calcbench.
com, who offer standardised financial reports and access to
raw XBRL data in the United States. They use this data to
undertake sophisticated analysis, and recently this involved
determining the expected impact on financial reports of
changes to the leasing standard.

1 It should be noted that XBRL reporting is not static and is evolving. For example, Inline XBRL might be regarded as an enhancement and involves embedding XBRL data directly into
an html documents. This makes the information of XBRL reports more generally readable.
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Critical to the success of XBRL is uniformity in the tags
used, which is necessary for accurate searching and accessing
data. This was recognised by the IASB which has developed
a system of labels, called the IFRS Taxonomy, which is
updated annually. The involvement of the IASB, which has
responsibility for the development accounting standards
used in the majority of countries, and the importance
of international consistency suggests there is little point
in developing competing systems, or modifying the
taxonomy. Furthermore, the US Securities and Exchange
Commission now allows the IFRS Taxonomy to be used by
foreign issuers and the European Securities and Markets
Authority has followed in using the IFRS Taxonomy as
the basis for European Single Electronic Format, albeit
with a substantially reduced tagging set that is limited to
the primary financial statements. This is not a satisfactory
situation as it imposes many of the costs of adopting XBRL
but limits the potential benefits. Australia should follow suit
as there are no prizes for being different and if you sign up
for IFRS you sign up for the full or complete IFRS Taxonomy.

This is not to say that the IFRS Taxonomy cannot be
improved. The focus currently is on text labels (with tag
reference numbers) and this is probably best suited for
searching and aiding users in understand individual financial
reports, not data extraction and aggregation. Inclusion in the
tag of a reference to relevant accounting standard (e.g., IFRS
9,126(a)) would be more likely to unambiguously identify
items and constrain its determination. This would also
provide certainty about the accounting standards adopted
in the financial reports and how the accounting information
was determined. This would be particularly relevant where
early adoption of accounting standards is permitted. For
example, users would need to know if the new revenue
standard was early adopted. It would also ensure alignment
of the taxonomy with all regulated disclosures. A further
consideration is whether information is distributed only
in financial reports with tags, or whether digital financial
reporting is more fully embraced and information is also
distributed as data files (i.e., one file or two). If data is only
provided in tagged financial reports the rendering of data
from variable format files is required and this increases the
risk of error. Inline XBRL may reduce some of this risk, but
the focus remains on individual companies which is limiting.
A financial reporting revolution requires an embracing of
technology, not merely accepting it.

A common concern with any accounting innovation is cost,
and the arguments typically focus on the costs to preparers.
If tags are added to financial reports individually these costs
might be significant, however financial reporting software
such as Caseware can be updated to include tags and
this would ameliorate such costs. Furthermore, there are
software solutions that automatically tag financial reports.
However, less attention is focused on the cost currently
incurred by users which might be avoided. At the most
fundamental level there is the inability of unsophisticated
users to understand financial reports, for other users there
is the cost of extracting and formatting the information in
financial reports.
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International developments
in digital financial reporting
Internationally XBRL has been the major focus of developments in
digital financial reporting.

The potential of digital financial reporting was recognised
by the Securities and Exchange Commission (SEC) in the
United States who identified usable financial disclosures
as central to the SEC’s mission of protecting investors,
maintaining fair, orderly, and efficient markets, and
facilitating capital formation. Consistent with this the SEC
initiated voluntary inclusion of XBRL tags in financial
report filings in 2005. This became mandatory in 2009, and
this was required for financial reports filed with the SEC,
as well as those on company websites. The benefits of this
innovation were seen as:
i Increasing the speed, accuracy and usability of financial
information;
ii making financial information easier for investors to
analyse;
iii assisting in automating regulatory filings;
iv facilitating business information processing; and
v cost reduction for users of financial reports
vi through the facilitation of more comprehensive analysis
of financial reports,
a more targeted regulation focusing on identified
outliers
b Easier identification of the impacts of regulation, and
c enhanced enforcement of existing regulation
These are compelling.

Other countries have followed this path. The Japanese
Financial Services Agency requires XBRL reporting for
publicly listed companies and investment funds. The Korean
Financial Supervisory Commission also requires XBRL
reporting for public listed companies, as does the Accounting
and Corporate Regulatory Authority in Singapore. More
recently the European Securities and Markets Authority has
mandated the inclusion of XBRL tags in financial reports
from 1 January 2020. The taxonomy prescribed is the
European Single Electronic Format (ESEF) and this is aligned
with the IFRS Taxonomy. Critically, there is no evidence
of countries stepping back from XBRL reporting once
they go down this path which suggests that the benefits
are being realised.
Regrettably, progress in development of digital financial
reporting in Australia has stalled, and in New Zealand is at
a very early stage. The Australian Securities and Investment
Commission (ASIC) allowed ‘standardised business
reporting’ on a voluntary basis in 2009. The taxonomy for
this is issued by ASIC and on a positive it been based on the
IFRS Taxonomy issued by the IASB since 2011. However,
while there may be exceptions for cross listed firms, there is
virtually no adoption by Australian firms.2 There are claims
that companies will not adopt it if analysts and other users
do not update analysis software. There are also claims that
analysts and other users will not update analysis software
if companies do not provide the data in this format. This is
akin to the riddle of ‘what came first, the chicken or the egg’.
A circuit breaker is necessary, or Australia will be excluded
from this financial reporting revolution, and Australian
capital markets will become unattractive due to a lack of
transparency with Australian companies disadvantaged.

2 Interestingly, while cross listed firms may file reports with XBRL tags in other countries, these enhanced reports may not be easily found on company websites. However, insights
can be obtained by viewing the SEC filing of BHP Billiton Ltd at https://www.sec.gov/Archives/edgar/data/1171264/000119312518275568/0001193125-18-275568-index.htm and using
‘interactive mode.
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The case for digital
financial reporting
The arguments for digital financial reporting must focus on the benefits of extending
financial reports by increasing the speed and accuracy with which an increasing volume
of data can be accessed.

These benefits would accrue widely to auditors, regulators,
users of financial reports more generally and data
aggregators.
Auditing is increasingly data driven, and there is an
increasing investment by large audit firms in technology.
Applying sophisticated analytical techniques to the
evaluation of internal financial information has contributed
to enhanced ‘risk based’ audit programs and improved
audit decision making. Extending this to financial report
information might lead to the early identification of areas of
concern. Further, extending the analysis to financial report
information of companies audited by other firms might
provide insights into how accounting decisions are being
made more widely, enhancing consistency and comparability
across financial reports.

Regulators face a daunting task reviewing the financial
reports of many companies with limited resources. Doing
this with traditional financial reports requires significant
expertise to either extract and analyse the information
in financial reports manually or obtain it from external
providers who extract the information in financial
reports manually. A further challenge with using external
providers is that they typically follow their conventions
for summarising data, and this may lack consistency. For
example, impairments may be reported separately or
aggregated with other items under the label ‘abnormals’.
Being able to access the information in financial reports
electronically would obviate the need for extraction and
facilitate the development of analytic techniques to identify
anomalies and determine non compliance with accounting
standards. ASIC identifies asset impairments as a reporting
issue annually and doubtless expends considerable resources
to the evaluation of compliance with AASB 136 Impairment
of Assets. With appropriate data including, financial report
and other information, better algorithms could be developed
to evaluate the presence of indicators of impairment or issues
with the assumptions underpinning the determination of
recoverable amount. For example, in how many financial
reports is the terminal growth rate assumed for cash
flows greater than the sales growth rate? 3 Similarly, noncompliance with disclosure requirements could be identified
and evaluated automatically. Advanced quantitative analysis
of financial reports could provide the basis of a system of
company notifications requesting further information and/
or disclosure, one or the other the same way as it can be
applied to asset pricing (Gu, Kelly, & Xiu, 2019). It could also
be integrated into evaluation of compliance with continuous
disclosure requirements. Doubtless this increased level of
scrutiny contributes to evidence of increased transparency
arising from XBRL reporting and a reduction in earnings

3 Increases in cash flows greater than sales growth rates implies increasing economies of scale or cost reductions continuing to infinity.
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management and improvement in financial statement
quality (Kim, Kim, & Lim, 2019). It would also allow data
driven audit inspections and a focus on the most problematic
audits (Zhang, 2018).
For users, digital financial reporting would enable the
development of software allowing the preparation of
tailored financial reports and appropriate analysis. This
might be simplified financial reports with simple analysis
tailored to the needs of unsophisticated users, as well
as more comprehensive reports for sophisticated users
and different types of users. Arguably financial reports
as they are currently prepared give pre-eminence to the
requirements of shareholders. Whether these are always
relevant for debtholders is questionable, and accounting
practices in relation to leases and accounting for intangibles
are probably good examples. In this regard it should be noted
that debtholders typically reformat financial reports, often
excluding intangible assets from balance sheets. Currently
this is done manually, and digital financial reporting would
provide increased accuracy and cost saving. Not surprisingly
there is evidence that after the adoption XBRL reporting
there is evidence of lower information processing costs
for users of financial reports (Dong, Li, Lin, & Ni, 2016),
increased analyst forecast accuracy (Liu, Wang, & Yao, 2013)
and improvements in the information efficiency of capital
markets (Efendi, Park, & Smith, 2014).
Data aggregators largely rely on offshore centres for data
capture. Some of this may be captured electronically, but
the remainder will be manually collected and irregularities
resolved by reference to financial reports. The data captured
is constrained by cost and recorded subject to aggregator
rules. A consequence of this is that data is often incomplete
and susceptible to errors. Digital financial reporting, and the
adoption of XBRL, would allow data aggregators to address
these issues.
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The future of
financial reporting
Digital financial reporting, and the adoption of XBRL, has the potential to significantly reshape
financial reporting, both for how financial reports are prepared and how financial reports are used.

The IASB is currently deploying significant resources
on its Disclosure Initiative and an exposure draft on the
presentation of primary financial statements was issued
in December 2019.4 This will inevitably represent a
compromise in addressing the needs of different types of
users with differing levels of sophistication. Digital financial
reporting and the ability to tailor financial reports would
make many of the decisions and compromises unnecessary.
Importantly, it would give users, in combination with
software providers, the ability to determine what and how
information is presented.
However, these changes to existing practice are limited
compared to other changes that are possible. Arguments
about the frequency of financial reporting (i.e., annual and
half yearly) focus on the costs of preparation, dissemination
and utilisation. Digital financial reporting and XBRL has the
potential to significantly change costs and benefits of more
frequent financial reporting.

There is also a potentially significant impact on how financial
reports are used and the role played by accountants in the
financial reporting process. Financial reports are currently
prepared as static documents, and this belies the significant
judgements underpinning the determination of the
information presented in financial reports. Evidence of these
judgements can be seen in disclosures relating to risk and
sensitivity. They are also highlighted in the identification
of ‘key audit matters’. Digital financial reporting would
support the development of advanced analytical techniques
and technology solutions to more fully consider the
information presented in financial reports. Evaluating the
sensitivity of the information to accounting judgements,
and providing for more sophisticated modelling of future
outcomes. This may require additional disclosures of critical
underlying assumptions. However, understanding this use of
financial report information would provide a framework for
evaluating what disclosures are necessary in financial reports
in the future.

4 IFRS Standards Exposure Draft ED/2019/7 General Presentation and Disclosures. Available at https://cdn.ifrs.org/-/media/project/primary-financial-statements/exposure-draft/ed-general-presentation-disclosures.pdf
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Conclusion
There are significant challenges in financial reporting today.

Financial reports have become increasingly complex, and
for many users they are inaccessible. To address this there
have been suggestions that limits be imposed on the range
of information included in financial reports. Critically,
this would reduce transparency, undermining consistency
and comparability. The answer is more likely to reside in
technology, and for this to occur digital financial reporting is
an imperative.
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This has significant implications for accounting standard
setters, regulators and perhaps most importantly professional
accountants. The role of judgement in the preparation of
financial reports cannot be denied or avoided. It must be
acknowledged and accepted. This will create the demand for
accountants who can develop and apply analytical techniques
enabling the interpretation of complex information.
Accordingly, there will be an increasing role for accountants
not only in the interpretation of financial reports, but also
advisers in the interrogation of financial reporting data and
advising users.
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