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Dear Sir / Mdm
Consultation on Reducing Compliance Costs for Small Companies: Review of Audit Exemption Framework

CPA Australia welcomes the opportunity to provide our views on Accounting and Corporate Regulatory Authority
(ACRA)’s review of the Audit Exemption Framework, notwithstanding that the formal consultation period has now
closed. We appreciate ACRA’s willingness to receive our comments following the recent discussion with CPA
Australia representatives.

Our attached detailed comments draw on the Australian experience following the twofold increase to the large
proprietary company thresholds from 1 July 2019. In preparing these comments, we have also reached out to several
auditors working in the small and medium practices (SMP) space, including practitioners from network firms and
smaller solo firm practitioners. The attachment addresses the policy rationale for the change, the basis for setting
the revenue and asset thresholds differently, the observable impact on voluntary audits and investor and lender
expectations, and perspectives from small and medium-sized audit practices on the implications for audit demand
and the auditor pool.

Should you require any further information or wish to discuss this submission, please do not hesitate to contact
Tiffany Tan, Audit and Assurance Lead at Tiffany.Tan@cpaaustralia.com.au.

Yours sincerely,

Nicklaus Wee Tiffany Tan FCPA
Country Manager - Singapore Audit and Assurance Lead
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Attachment

1.

Policy rationale behind Australia's threshold increases in 2019 2

Australia’s decision in 2019 to raise the financial thresholds defining “large proprietary companies” was driven by a
stated policy rationale that sought to better target statutory reporting and audit requirements at ‘economically
significant companies’ while also reducing compliance costs for smaller companies. The thresholds (for revenue,
assets, and employees) had not been updated since 2007, despite over a decade of economic growth and inflation.
By doubling the revenue and asset thresholds (and raising the employee threshold), effective in the 2019-20
financial year, the Government aimed to better reflect changes in economic conditions and ease regulatory burdens
for some smaller companies®. This adjustment was part of a broader policy agenda to reduce regulatory costs for
small and medium businesses while maintaining transparency and public accountability for larger firms. Key factors
that were relevant to this change included:

Ensuring thresholds reflect economic significance and growth: The previous thresholds (AU$25m revenue,
AUS12.5m assets, 50 employees, set in 2007) were considered to be outdated by 2019 and capturing many mid-
sized companies that were no longer “large” by current economic standards, at that time. Government analysis
showed nominal GDP had grown ~70% from 2007 to 2018, so recalibrating the thresholds was warranted. The
2019 Regulations doubled the revenue and asset thresholds (to AUS50m and AUS25m, respectively) — a slightly
greater increase than the strict GDP growth factor, to fully reset the definition of “large” for contemporary
conditions. The employee threshold, unchanged since 1995, was also doubled from 50 to 100 so that all three
size criteria were updated to reflect growth and business scaling over time. (See timeline below for historical
threshold changes.)

Reducing compliance costs for smaller companies: By raising the thresholds, the 2019 legislative reform
removed the statutory audit and reporting requirement for roughly one-third of the companies that had been
classified as “large”. According to statistics provided by Australian Treasury, around 2,200 proprietary companies
that previously had to prepare audited financial statements were reclassified as “small” and relieved from
automatic audit and lodgement obligations. According to the Australian Treasury, this corresponded to an
estimated regulatory cost saving of AUD $81 million per year for those businesses (about AUD $37,000 average
annual saving per company for preparation and audit of financial reports). Australian Treasury also noted that
public access to the dropped companies’ reports had been very low, indicating their financial statements were of
limited interest to external stakeholders. Thus, the information loss from exempting these smaller companies
was expected to have minimal public impact.

Targeting regulatory requirements to economically significant entities: The explicit intent was to impose
mandatory reporting and audit only on companies with substantial economic presence, those likely to have
external stakeholders (creditors, investors, the public) relying on their financial disclosures. Smaller proprietary
companies, typically owner-managed and with no public investors, were deemed to have less need for
regulatory financial reporting. Removing their financial reporting and audit burden was seen as justified given
their lower public interest profile and the availability of alternative safeguards (such as ASIC’s ability to compel a
small company to report or audit if needed, or a 5% shareholder audit request right).

The broader financial reporting context: The 2019 threshold increase coincided with other reforms to
Australia’s financial reporting regime. Notably, the Australian Accounting Standards Board was undertaking a
project to phase out the “reporting entity” concept, meaning all large proprietary companies would have to
prepare full General Purpose Financial Statements (GPFS) going forward, as opposed to their previous ability to
prepare Special Purpose Financial Statements. Raising the thresholds helped offset the compliance impact by
ensuring that only economically significant companies (those meeting the higher criteria) would be subject to
the enhanced GPFS requirements. In other words, the Government took a holistic approach: tightening reporting

1 The Treasury — Reducing the financial reporting burden for SMEs
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standards for the largest companies (to improve transparency) while simultaneously loosening the net to
exclude smaller companies from those more intensive requirements.

e Input from the professional accounting bodies: The accounting profession and other stakeholders had
previously advocated for updating the thresholds, particularly in light of the financial reporting changes noted
immediately above. In response to the public consultation (in late 2018), the joint submission by CPA Australia
and Chartered Accountants Australia and New Zealand supported doubling the revenue and asset thresholds as
proposed, while cautioning that the employee threshold might need different treatment due to changes in
business models (automation reducing headcounts).

Recent Budget proposal — further threshold increases (proposed)

The Australian Government has recently signalled an intention to further raise the reporting and audit thresholds, as
part of a regulatory reform package announced in the 2026—-27 Federal Budget. Specifically, the Government
proposes to double the large proprietary company thresholds again — lifting the revenue threshold from AUD $50
million to AUD $100 million, and the assets threshold from AUD $25 million to AUD $50 million, while retaining the
100 employees criterion. If enacted in legislation, this would mean that additional companies (those between the
current and proposed thresholds) would become classified as “small” and no longer be required to lodge audited
financial reports or directors’ reports with ASIC by default.

The policy rationale broadly mirrors the 2019 reform: to reduce compliance costs for some smaller businesses and
concentrate mandatory reporting requirements on larger private companies. Importantly, this proposal removes the
requirement to prepare Sustainability Reports by companies that fall below the new threshold (under the Australian
Sustainability Reporting Regime the threshold for ‘Group 3’ entities that are required to prepare Sustainability
Reports is set at the same level as the threshold for large proprietary companies).

However, this is currently a proposal subject to legislative process, and it has not yet taken effect. The Government’s
Budget fact sheet notes that legislation will be progressed to implement these higher thresholds, but the precise
timing and any additional details are still to be confirmed. More broadly, the proposal indicates a continued policy
preference for aligning reporting obligations with changes in economic scale and reducing regulatory burden for
some smaller businesses, although the extent of any trade-offs would depend on the final legislative design and its
practical effects.

2. Reasons for setting the revenue and asset thresholds differently

s

Australia’s “two out of three” test for large proprietary companies, which uses separate thresholds for revenue,
assets, and employees, was first implemented in 1995 and is intended to capture different dimensions of a
company’s size and economic significance. Having distinct revenue and asset thresholds at different numeric levels
(rather than a single uniform measure) means that companies which are significant in different ways may still fall
within the reporting and audit regime.

Revenue is a flow measure of business activity and market presence, whereas assets (balance sheet size) indicate
financial and operational scale. A company might be large in one dimension but not the other, so requiring two of the
three criteria to be met provides a multi-factor approach that accommodates different business models. For
example, a capital-intensive enterprise could have substantial assets but moderate revenue, whereas a fast-growing
technology or services firm might have high revenue with relatively fewer assets. The dual thresholds therefore mean
that both types of companies can fall within the “large” category where they meet the required combination of
criteria, while a company that is only moderate in one aspect typically would not meet two criteria and so remains
“small.” This reduces reliance on a single measure of company size.

The specific numeric levels of the revenue vs asset thresholds have historically been set at a 2:1 ratio (revenue
threshold double the asset threshold). This ratio, first established in 1995 (AUD $10m vs AUD $5m) and maintained
through 2007 (AUD $25m vs AUD $12.5m) and 2019 (AUD $50m vs AUD $25m), reflects a policy judgment about
relative measures of scale. This calibrated approach means the “large proprietary” category is directed at companies
that cross substantive thresholds in at least two metrics, rather than those that are large on only a single measure or
affected by unusual circumstances.
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The multi-criteria threshold framework (rather than a single metric) is also broadly consistent with international
practice for differentiated reporting or audit regimes. Many jurisdictions use multiple size tests (e.g. revenue, assets,
employees) for determining audit exemptions or reporting tiers, recognizing that no single financial measure
perfectly captures “size” across all industries. Australia’s approach of having distinct revenue and asset thresholds
has been in place for decades and has provided a mechanism for accommodating differences in business models and
capital intensity over time.

3. Whether the higher thresholds in 2019 had any observable impact on voluntary audits or investor and lender
expectations

a. Voluntary audit uptake

The 2019 reform reduced the number of mandatory audits, as some mid-market entities no longer met the revised
“large” proprietary company thresholds. This was broadly in line with expectations, as the policy intent was to
provide compliance relief to those entities. In our experience, this did not lead to a significant increase in purely
voluntary audits. Where there was no clear external driver, many companies that moved below the thresholds did
not retain a full audit, as the perceived benefits often did not justify the cost.

However, audit demand remained where it was driven by external stakeholders rather than legislation. In particular,
entities often continued to obtain audited financial statements because of bank covenants, investor expectations,
group reporting requirements, planned transactions, or governance preferences. In some cases, assurance needs also
shifted to other services, such as agreed-upon procedures or controls-related work. Overall, the reform appears to
have shifted part of the market from mandatory audit demand to more stakeholder-driven assurance demand.

b. Investor and lender expectations regarding audited financial statements

In this part of the market in Australia, there are relatively few external users of financial statements beyond tax,
financing, or governance purposes. Broader market demand for audited financial statements is therefore often
limited unless there is a specific commercial need. For example, employees and suppliers rarely seek access to private
company financial statements in Australia, and for many small proprietary entities the principal driver for preparing
financial statements is tax compliance rather than broader transparency objectives.

That said, lender expectations have remained largely unchanged. Audited financial statements continue to be
commonly required in financing contexts, regardless of whether an entity falls within the statutory thresholds.
Similarly, investors and other stakeholders often continue to regard audit as an important source of credibility where
there are external capital needs, transactions, group reporting expectations, or accountability to parties beyond
owner-management.

There is no clear public evidence of a systemic adverse effect on investor or lender confidence arising from the 2019
changes, although the absence of reported issues should be treated cautiously given that exempt entities no longer
publicly lodge audited reports and external users may instead obtain financial information through private channels.

Additionally, Australian law also contains mechanisms that allow minority shareholders holding at least 5 per cent, or
ASIC, to require a small proprietary company to prepare audited financial statements where necessary. These
features suggest that, even below the statutory thresholds, audits may still be required where they remain important
to relevant stakeholders.

4. Perspectives from Australia's SMP auditors on their views of the twofold threshold increase in 2019
a. Impact on client base

From an SMP perspective, the 2019 reforms reduced the number of statutory audit engagements, particularly among
privately owned entities that were close to the previous thresholds. In practice, however, the impact on client bases
was more measured than a simple reduction in audit numbers might suggest. Some clients fell out of the mandatory
audit regime, including entities that were able to manage their position against the thresholds, particularly in relation
to the assets test.
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At the same time, the reduction in statutory audits was partly offset where entities continued to require audit
because of bank covenants, external investors, financing arrangements, planned transactions, or group reporting
requirements. For clients no longer requiring audit, many SMPs experienced a rebalancing of services toward
advisory, accounting, compliance, and other assurance-related engagements. More broadly, the experience since
2019 suggests that many proprietary companies were not resistant to good governance, but did not see the benefit
of mandatory statutory reporting and audit where there were limited users and relatively unsophisticated reliance on
the financial statements.

b. Broader implications for the SMP sector servicing ‘large’ Pty Ltd entities

More broadly, the 2019 reforms reduced the size of the regulatory audit pool and reinforced a shift in demand away
from legislation-driven audits toward commercially or stakeholder-driven assurance. For many SMPs, there was an
initial adjustment, but the sector generally adapted quickly, particularly where firms had strong client relationships
and could demonstrate the value of assurance services beyond a statutory audit opinion.

The reforms appear to reflect a policy judgement that companies moving below the thresholds generally have lower
public interest and more limited stakeholder circles. Government analysis? at the time suggested that these entities’
lodged financial statements were infrequently accessed relative to those of larger companies, which supported the
view that removing mandatory public reporting and audit for that cohort would have limited impact on most external
users.

Nevertheless, the reform also gives rise to a transparency trade-off, as fewer audited financial statements are lodged
with ASIC and there is less public visibility over the financial reporting practices of exempt entities. It is therefore
difficult to assess conclusively whether the reduction in compliance burden has occurred without any effect on
reporting quality, governance discipline, or investor protection.

Conclusion:

In our view, policy decisions on audit thresholds should not be driven by the commercial impact on audit firms.
Rather, they should be assessed from a public interest perspective, including whether the thresholds remain aligned
with market conditions, who the actual users of these financial statements are, whether other mechanisms can
support good governance, and whether the costs of mandatory audit are proportionate to the benefits for this
cohort.

The Australian experience suggests that the 2019 reforms broadly achieved their compliance-reduction objective for
mid-sized private companies, while preserving audit demand where assurance continued to be required by lenders,
investors, group reporting, governance, or transaction needs. For SMPs, the impact appears to have been mixed but
manageable, with some reduction in statutory audit work offset by continuing stakeholder-driven demand and a
degree of service rebalancing.

More broadly, in a market with constrained audit capacity such as in Australia, there is a legitimate policy question as
to whether mandatory audit requirements should be concentrated on entities with greater public interest or risk
such as listed companies, rather than extended to private companies with relatively limited external reliance and
generally lower risk profile. Any such recalibration, however, involves a trade-off between reducing compliance
burden and maintaining transparency and assurance discipline.
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