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ABSTRACT

This paper explored independent schools of SouthktrAlia (SA)’s financial disclosures
policies and the motivations behind them, priotht® Australian Government’s establishment
of the My Schoolwebsite in 2010 and the current not-for-profit fyFegulatory reforms in
Australia. A qualitative approach was used withecagidies of three independent schools,
using data triangulation including interviews, domntation and direct observation. An
iterative approach to the data analysis was usegrdweide insights into which competing
theories between socio-political and economic-bagembries can explain the voluntary
financial disclosures. This study found a positagsociation between schools’ performance
and the level of voluntary financial disclosures paedicted by economic-based theories.
Further to their contractual accountability, thetuna of the information (‘good’ news)
influenced the voluntary disclosures due to tharmtonal and signalling value of financial
reporting. In addition, the schools viewed feetpgyparents as a powerful group of
stakeholders, consistent with the stakeholder theldowever, contradictions were found
between the schools’ self perception of being waglly accountable and the lack of
announcement and accessibility of the financialorepto parents. Limitations included
limited access to certain financial data and thek laf opportunity to interview additional
participants due to privacy constraints. Indepehdmmools form an integral part of the
communities they serve. This exploratory study kbates empirical evidence to the NFP
reform regarding financial accountability to staélelers. The author is not aware of any
empirical research into the financial reporting aedountability of SA independent schools
to fee-paying parents.
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INTRODUCTION

The Australian Not-for-Profit (NFP) sector is exipecing unprecedented regulatory reforms.
Following the establishment by the Australian Goweent of the NFP Sector Reform
Council in 2010 and of the new NFP regulator, thustpalian Charities and NFP Commission
(ACNC) in late 2012, the NFP sector’s approachis€liarging its accountability to external
stakeholders is changing. This paper looks at bae group of the NFP sector reported
financial information to external stakeholderspoptio the reforms. The evidence in the paper
allows for a more informed understanding of thensdigance of the upcoming NFP
regulations on accountability and transparency.

Australian independent schools received recurravegnment funding of $3.2 billion in
2009-16 (ISCA, 2012), making it a significant group of tNé&P sector to investigate. The
financial sustainability of Australian independsnhools providing primary and/or secondary
schooling is essential as they supply a valuabteicgeto the community. If independent
schools fail to maintain financial sustainabilitlygir potential closure would result in pressure
on the public school system and therefore on timenconity at large. Consequently, the need
for financial accountability to their external stéddolders is crucial to ascertain the financial
sustainability of independent schools. The issw@ssociated with their financial
accountability to external stakeholders is thustimoof investigation.

The financial sustainability of independent schadépends largely on the government and
fee-paying parents. Whilst independent schools igeovfinancial accountability to
government funding bodies, evidence generated frarants, as described later in this paper,
has shown that the SA independent schools are sigtent in their practices in providing
financial accountability to the fee-paying parentsThis study explored the financial
disclosure practices of three SA independent sshaadl their motivations for these practices
prior to the Australian Government’s initiatives.

The next section will first look briefly at the Awalian primary and secondary schooling
system, and second the independent schools’ ctitegjatl structure and financial reporting
requirements. This is followed by a brief reviewtloé accounting literature on accountability
as defined in general and in the context of the N&&or leading to voluntary disclosures by
the private NFP organizations. An overview is pdad of the methodology used and of the
theoretical perspectives, followed by a discussibrthe results. The concluding section
reviews the papers’ contribution and provides satiges for further research.

AUSTRALIAN PRIMARY AND SECONDARY SCHOOLING
Institutional Background

Australian primary and secondary schooling is piedi through three distinct sectors:
government (public) schools and two groups of nonegnment schools, the Catholic schools
and the independent schools. In 2009, a tota]5#®schools operated in Australia, of which
71.4% were government schools and 28.6% or 2,727e wmn-government schools
(Australian Bureau of Statistics, 2010), compristhg Catholic school system with 1,705
schools, and 1,022 non-government schools of dtledigious or secular bodies or entirely
independent” (Australian Bureau of Statistics, 20Qlossary, pl). The 787 schools
operating in SA comprised 588 government schoots B89 non-government schools. Of
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these non-government schools, 102 schools werer uhdeCatholic school system and 97
were independent schools (Australian Bureau ofsSiizd, 2010).

In South Australia, on average, independent schosdeive 48% of their funding from
parents’ fees and other community fundraising, 46 the Commonwealth government
and 11% from the State Government (AISSA, 2010fhwarge differences in funding
sources between low-fee schools and high-fee sshaasded on their Socio-Economic Status
(SESY. Low-fee schools can receive up to a maximum @9 7f their total income from
government funding, with the remaining 30% from-paging parents. In contrast, high-fee
schools can receive a minimum of 13.7% from theegoment of their total income with the
remaining 86.3% from fee-paying parents.

The financial sustainability of independent schaslsmportant. For example, in 1998, the
financial difficulties of one independent schbof SA only became public knowledge “after
court documents were lodged to enable the selledfffone of the School]'s site[s]”
(Advertiser, 11 July 1998, p33), which ended inwheding up of the school. More recently
in 2010, on&of the oldest independent schools of SA reported it may be “force[d] to
close at the end of the year and merge with anattiewol because of declining enrolments”
(Keller & Hood, 2010, p15), with its future stilhgertain. Parents need to have confidence in
the financial viability of the school because o fbng term nature of their engagement with
the school typically up to 15 years, and of theaficial investmefit with many parents
“going to extraordinary lengths to keep their cteld in private schools” (Hamer, 2009, p18).
Therefore, fee-paying parents need to feel confideat their independent school will
continue to be financially sound in the long temnprovide continuity in the education of
their children.

Independent Schools’ Legal Structure and FinanciReporting Requirements

At the time of writing, the legal and financial oepng requirements differ among
independent schools in Australia, depending oriéfal structure under which each has been
formed. This diversity results in varying reguteis that require disclosure of both financial
and non-financial information to schools’ stakeleo&l Independent schools are private NFP
organisations and are registered in varying foreister as a company limited by guarantee
under the Corporations Act (Cwth), an incorporaasdociation under their respective state
legislation, an Act of Parliament or a Royal Chelrtdn addition to the respective regulations
under each legal structure, independent school$ cousply with strict regulations from both
federal and state governments’ funding bodies. mhagrity of independent schools operate
autonomously from any centralised bodies and frameheother, and are “separately
accountable to their parent and school communit{¢SCA, 2012, p2). Some independent
schools share religious affiliations (for exampleghcan, Baptist, Lutheran and Uniting) and
other independent schools sharing educational gdploies (for example Montessori, Waldorf
Steiner and Burc) (AISSA, 2010).

In South Australia, most independent schools amvidually incorporated under the
Associations Incorporation Act 1985 of SA (the ActlUnder the Act, an incorporated
association recognized as a prescribed assocfatiomst provide under Section 36(1)
Regulation 9 an annual periodic return to the H@ffice of Consumer and Business Affairs
of SA (OCBA) (Associations Incorporation Act 1989)he statutory information includes,
inter alia, financial and legal details such as the full namheéhe association, the annual
financial accounts, the school’s consolidated gressipts (as defined by the Act), the names
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of the auditor and audit firm. This periodic retus available to any member of the public
upon request at a specified fee. However, sin@5,18 large group of SA independent
schools have received an exemption from the respging to provide financial reports in their
annual periodic return. These exemptions werevaltbdue to a precedent which was “laid
down by a private Act of Parliament under whichraaependent school was incorporated and
was given such an exemption” (Minter Ellison, 1996). Therefore, any SA independent
school wishing to apply to the OCBA for a similateenption could expect to receive it
(Minter Ellison, 1996). These exemptions will reman effect as long as “the objects of the
relevant school are limited exclusively to schoctivdties” (Minter Ellison, 2003, p3Yy. If
exempt, SA independent schools are not requirgudeide financial disclosure to the public.
In essence, this exemption places these indepersdbobls of SA in a unique position to
decide whether or not to disclose financial infotimato any of their external stakeholders
other than the government funding bodies. Evideyaeerated from parents, described later
in this paper, shows of inconsistent practices agm8A independent schools about how
financial information was provided to fee-payingguas in 2009. Whilst some schools do not
provide any financial information, other independechools provide selective financial
disclosures on a voluntary basis resulting in déife levels of accountability from SA
independent schools, including financial informatidlo empirical research has looked at the
financial accountability of SA independent schdolsheir respective fee-paying parents prior
to the launch of thély School' website and the NFP regulatory reforms. This papeing
exploratory in nature, examines the what, how ahg $A independent schools provide or do
not provide financial disclosures to the fee-paypagents, concentrating on schools legally
incorporated under the Act and under the umbrdlth® Association of Independent Schools
of South Australia (AISSA).

LITERATURE REVIEW
Accountability in general

Originating from the latin word “computare” or ‘@ccount’, accountability primarily meant
“for a person to produce ‘a count’ of either theperties or money that had been left in his or
her care... through financial bookkeeping or budgetacords” (Castiglone, 2007, p2). Prior
to the twentieth century, the word accountabilitpswonly used in relation to financial
accounts, not in political nor administrative dongivhere the word responsibility was the
preferred technical term to describe a person féggond’ in their conduct and actions as
public officials” (Castiglone, 2007, p2); similarly law, the word ‘liability’ was preferred to
explain a person’s obligation to be answerablenhfsefher actions. Thereafter, accountability
has been defined from the basic sense of givinguadcof one’s actions and of being
responsible to a person for a particular actionqdi@rie Dictionary, 2004) or to render an
account to an authority or principal (Woodward, 200 In particular, accountability is
defined (Grayet al, 1996, p38) as

the duty to provide an account (by no means nedbsadinancial account) or
reckoning of those actions for which one is hekpaomsible.

This definition identifies two distinct tasks: thesponsible partf must, first, carry out
specific actions or abstain from taking certainars; and second, give an account of these
actions or non-actions to stakeholders, as deteaneither by society through law, by the
entity’s own corporate values, and by the stakedrslon ethical or moral grounds (Friedman,
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1970; Gray, 2001). However, accountability hasobee as an “ever-expanding concept...
beyond its core sense of being called to accounbf@’s actions” (Mulgan, 2000, p555)
having a chameleon quality where “accountabilitgrades... exist[ing] in many forms and is
sustained and given extra dimensions of meaningshgontext” (Sinclair, 1995, p219). To
define accountability, it is important to look wiithits specific context.

Accountability in the context of the NFP Sector

The NFP sector is heterogeneous and includes igsaritospitals, professional associations
and educational institutions, to name a few; ibdlas many diverse stakeholders including
legislative and regulatory bodies, clients and gaging service recipients, management,
employees and volunteers, suppliers, donors, lenaled funding bodies, taxpayers and the
community at large. Hence the accountability i WFP sector is varied in regards to whom,
what and how a NFP entity provides an accountsteaspective stakeholders. Over the last
two decades, NFP accountability and financial dsates have gain more attention from
academic researchers (Chisolm, 1995; Glaeser, 2D8Gghlin, 1990; McCarthy, 2007,
Raynard, 1998), more specifically about the curretdte of NFP accountability and
transparency to stakeholders and the need for weprents (Aranoff, 2003; Flack and Ryan,
2003; Grayet al, 2006; Unerman and O"Dwyer, 2006a & 2006b). TH&’Naccountability is
inconsistent due to the lack of specific NFP regoies, particularly the differences between
the different states’ legal structures and the aumer government funding reporting
requirements and the different stakeholder requergs) recommendations followed setting
up a specific regulatory framework to satisfy tipesal needs of the NFP sector (Industry
Commission, 1995; Nevillet al, 2001; Productivity Commission, 2010; Senate Stapd
Committee on Economic Reports, 2008; Woodward & s$¥iall, 2004). Deficiencies also
were also found in relation to consistency, efficig and transparency at the stakeholders’
level of satisfaction about the current financigparting by the NFP organisations (Palmer,
2013).

Following Australian government’s inquiries into ygato improve the NFP sector’s financial
accountability (refer to Appendix A), the Non-Ptd8ector Reform Council was established
in 2010 “to support the Office for the Non-Profieckor to implement the Government's
commitment to smarter regulation, reduced red @ampeimproved transparency and accountability
of the sector” (Department of the Prime Ministed &abinet, 2010, pl1). In 2012, through an
Act of Parliament, a new national regulator, ACNGas implemented with the objective of
achieving better public accountability of the Ngeter. Until new regulations come into place, the
current state of the NFP sector’'s accountabilityai®@s inconsistent across entities.

Voluntary disclosures by private NFP organisations

Whilst NFP entities have mandatory disclosures ischdirge their accountability to the
various government bodies, many NFP entities pewdluntary disclosures including a
variety of performance reports, being financial anwh-financial (Kilcullenet al, 2006) to
accommodate users’ different requirements and e¢apecs from NFP financial reporting
(Cutt et al, 1996). For a long time, users were obliged tsyede their organisations to
provide the financial information that they nee@ed to present it in a more consistent form
by using private sector accounting standards (Amthd 991, p371) including financial
condition, the management and organisational pedoce and cost of services provided.
This persuasion was necessary as many NFP entitesged their financial reports as
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“proprietary information and do not distribute dvase [their] financial statements” (Fishetr
al.,, 2008, pl1l34). However, NFP entities are limitedregards to providing voluntary
disclosures due to a lack of resources includimg timoney and skills (Irvin, 2005) and have
been providingd hocperformance reports, financial and non-finand@their stakeholders.

Similarities exist between the motivations influgrgcthe voluntary disclosures of for-profit
companies and those of NFP organisations, as bqiarience stakeholder pressures. As
such, both sectors face comparable challengegards to their reputation and legitimacy by
discharging their accountability to their stakelerklbecause of their desire to legitimize their
activities (Dhanani & Connolly; 2012; Raynard, 199By conforming to best practices and
standards and by providing voluntary disclosureBlF® entity indicates to its stakeholders
‘its professionalism and responsibility in carryifagward its service or activity in accordance
with public trust” (Sloan, 2009, p222). Anothectiar influencing the accountability by a
NFP entity to specific groups of stakeholders & lgvels of stakeholder salience, defined as
“the degree to which managers give priority to ceting stakeholder claims” (Mitchedt al,
1997, p854). For example, Assad & Goddard (202@6p found that “overseas donors were
the stakeholders with the highest salience as w@treswhich they significantly influenced
accountability relationships and accounting proegsand practices within NGOs”. Other
factors influencing voluntary disclosures by NFRites include large debt levels, large
contribution ratios (performance), large organmatsize and higher compensation expense
ratios™ (Behn et al, 2007, 2010) as well as “vulnerability (concetitra of sources of
revenue), reliance on donated revenue, and sizgir{8t al., 2007, p42). Further research on
the accountability and external financial reporting the NFP sector awaits more
consideration (Parker, 2007).

RESEARCH METHODOLOGY & THEORETICAL PERSPECTIVES
Research Methodology

This paper uses case studies involving three SApeddent schools to enable the collection
of data from the schools’ perspectives. The metluagois qualitative, investigating what,
how and why financial disclosure was provided viduity in 2009, representing a typical
year of financial disclosures by SA independenbsth before the Australian Government’s
initiatives. The advantage of case studies is tin@y provide an in-depth description of “a
contemporary phenomenon within a real-life contefin, 2009, p2) to best explore the
‘how’ and ‘why’ questions. Case studies allow tlesearcher to carry out an “inductive
analysis focusing on processes in their socialeedh{Cassell & Symon, 2004, p323) and for
enabling a better understanding of “longitudinatpgessual data, and for generating
policy/practice relevant theories and questionsléoger scale empirical studies” (Parker,
2007, p49).

The study of a contemporary event in its real-itetext obliges the researcher to follow
strict ethical procedures similar to the ones agplh medical research (Yin 2009, p73). As
such, participants were required to sign an infarneonsent form confirming their

participation and their understanding of the stadg their consent for the audio recording of
interviews. In return, the researcher promisedrémganonymity in regards to details of the
results by not relating them to any schools andviddals’ names. In particular, as SA
independent schools form a small group from whictvauld be easy to identify them, the



author provided the characteristics of the paréittiy schools in a comprehensive manner
rather than very specific details to protect thaentities.

Yin's three principles (2009), that is, multipleusoes of data, the creation of a case study
database and maintaining a chain of evidence arfendata collected, were used to provide
validity and reliability to the findings of this par. Following the first principle, the data
sources of interviews, documentation and direceontaion provided data triangulation for
each school. Face-to-face semi-structured inteiwmsere done with key professional staff of
each independent school. Using a conversationainerato facilitate drawing out their
perceptions on the topic, participants answereet afsopen-ended questions (Merton, Fiske
& Kendall, 1990, cited in Yin, 2009). With the majsource of documentation coming
directly from the participating schools, it ascera what level and type of financial
information was disclosed and how it was dissemethdd their members. Additionally the
direct observation of the schools’ Annual Generaelihg (AGM) helped to corroborate the
other sources of data, that is, the interviewsadowlimentation, thus strengthening validity of
the data overall.

The second principle is the creation of a caseystladabase to provide “enough data so that
the reader of the report can draw independent asimis about the case study” (Yin, 2009,
p119) including the audio recordings and transsrigt each interview, the documentation
collected from various sources, and notes, talbildsr@ports prepared by the author. Finally,
in applying Yin’s third principle, a notebook wagpt detailing the development of the
author’'s understanding of the topic through on-gamnalysis of the evidence, maintaining a
chain of evidence from the initial research quesid®o its conclusions. These two last
principles increase the reliability of the caselsts.

Sample Selection

The sample selection represents a cross-sectiSA aidependent schools, in relation to their
size, age, degree of dependence on parents’ fe@eer(digh-fee or low-fee schools) and
religious affiliation. The objective was to examiparticipating schools that exhibit, in
addition to the above characteristics, diversityha extent of their disclosure practices in a
typical year prior to the Australian Governmentstiatives starting in 2010. Of the 97
member schools of AISSA, 76 schools were selecéseéd on their locations within a radius
of up to two hours drive from Adelaide. These bmls were sent a letter addressed to their
principal or head of school, inviting their schdol participate in the research study on a
voluntary basis. Upon acceptance, schools wertactad by phone, to make the first of two
interviews with the key professional staff respoiesior the preparation and dissemination of
financial information to fee-paying parents, eittitdled for example the Business Director,
Bursar or Administrator.

Obstacles encountered and overcome

Access to the SA independent schools was challgng@ut of the 76 schools approached,
only 13 schools responded to the invitation. Thsebools agreed to participate (referred
thereafter as School 1, School 2 and School 3) tAedother ten schools declined the
invitation. The low response rate of school pgtints is consistent with previous research
evidence that nonprofit schools are highly seceefivyons, 2001, p47) and is evidence of
independent schools’ reluctance to disclose firncformation to the public.



Schools’ characteristics

In accordance with the confidentiality agreememe, participating schools’ characteristics are
provided in a comprehensive manner, with some cheniatics suppressed, to protect the
identities of the participating schools (refer table 1). All three participating schools are
located in the metropolitan area of Adelaide arfdraéducation from Reception to Year 12.
The schools are a mix of low-fee and high-fee sthd&xchool 1 has higher fees than School 3
which has higher fees than School 2. Their sizedudent enrolment vary: School 2 is larger
than School 1 which is larger than School 3. Ahaols had over 600 students enrolled in
2009. Whilst the three schools have a Christiark@w@und, their denomination and religious
affiliations differ, and are a mix of systertfl@and non-systemic schools. In regards to their
regulatory aspects, all three schools are regtasean incorporated association, and are
recognized as a prescribed association. Detalrdeng the year the schools were founded is
intentionally withheld to protect the identity ¢fet schools.

INSERT TABLE 1

Additional participants: fee-paying parents

To validate anecdotal evidence about the existimgpnsistencies of financial information
provided from SA independent schools to fee-payaents, individual interviews were also
conducted with four parents. Parent 1 has two siléttending two separate SA independent
schools: the school attended by th&child (referred thereafter as School 4) provided n
financial information to fee-paying parents (evegrom request) where as the school attended
by the 29 child (referred thereafter as School 5) made atgrember of financial disclosures
on a voluntarily basis to parents. Parent 2 haslrem also attending School 4 and similarly
experienced the absence of financial disclosureSdhool 4. Parent 3 and Parent 4 together
have a child attending School 1 which provided asde financial information upon request.
Whilst these four parents were not part of the eesearch design (but covered by the same
strict ethical procedures as described above), thene selected as willing participants to
provide evidence regarding the differences of farninformation provided to fee-paying
parents by SA independent schools. For compapsoposes, details of the four parents and
their relationship with SA independent schoolsarailable in Table 2. Noticeably, Schools
4 & 5 declined to participate in this study.

INSERT TABLE 2

Data Analysis

The data analysis follows the analytic approachsistimg of (1) data reduction, (2) data
display and (3) conclusion drawing and verificatidiles & Huberman, 1994). The first
step includes reduction of the data collected iterinews, documentation and direct
observation into summaries and themes. As thewasaorganised and analysed, the author
made analytical choices to yield some initial cos@ns emerging from the themes. The
second step was to organise the data using “mstrigaphs, charts, and networks” (Miles &
Huberman, 1994, p11). Tables and figures were eteat provide a visual aid and to validate
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the qualitative analysis of each case study, mogiortantly during the cross-analysis
between the three sample schools. The third st&p tev draw conclusions from the data
analysis whilst the author checked the validitytiofse conclusions by “testing for their
plausibility, their sturdiness, their confirmabjlit (Miles & Huberman, 1994, p11). In
essence, the qualitative data analysis was an imigrgwocess until the conclusions were
drawn and validated.

Theoretical Perspectives

Following an iterative approach, the data was a®alyrepeatedly to provide insights into
which theoretical perspective or perspectives caplagn the motivations behind the
voluntary financial disclosures by the independsatitools of SA to fee-paying parents. This
research investigated competing theoretical appesmbetween socio-political theories and
economic-based theories to explain the voluntamarfcial disclosures. This theoretical
approach is similar to Clarkson, Li, Richardson &svari (2008) who confirmed a positive
association between corporate environmental pegoom and the level of environmental
disclosures as predicted by economic-based the@lasksonet al, 2008, p305).

On the one hand, as socio-political theories, ildgity theory and stakeholder theory (Adams
et al, 1998; Clarkson, 1995; Cooper and Sherer, 198¢gBeet al, 2002; Donaldson and
Preston, 1995; Freeman, 1984; Guthrie & Parker91Bidblom, 1993 & 1984; Woodward
et al 1996) have similar perspectives, but at the séime are two distinct theories to
explicate voluntary disclosures. First, the legéacy theory assumes that a social contract
exists between a company and the society as a whalbich “voluntary disclosures are part
of a process of legitimation” (Van der Laan, 20025). In particular, companies need to
show that “they are responsible members of sodley deserve the support they receive”
(McMurtrie, 2005, p129). For example, companiegeheeleased environmental disclosures
and reactive environmental press releases to naggi themselves to the public (Aerts &
Cormier, 2009). The voluntary financial disclosureould be a strategy for the SA
independent schools to legitimize themselves teesganore specifically to their fee-paying
parents, by disclosing information about their cesgble financial management.

In contrast, the stakeholder theory assumes tleat txist groups of stakeholders where their
needs and demands may influence companies’ finaregparting. As early as the 1980s,
many researchers believed that stakeholder the@y a&ble to explain why companies
provided corporate social disclosures to satisgyrtiaarious groups of stakeholders (Roberts,
1991; Ullman, 1985; Freeman, 1984). Some resemdiagdieve that, “the more powerful the
stakeholders, the more the company must adapt’y(€ral 1995, p53) as companies are
compelled to satisfy their powerful stakeholderseds as their own existence depends on
these stakeholders. With a variety of differeratkeholders, companies will have to give
priorities to certain groups of stakeholders, delr@m on “to whom and to what managers
actually pay attention” (Mitchelét al, 1997, p854). Given that fee-paying parents have
large degree of choice in where their childrenrattechool and given the high investments
they make, parents can be seen as a powerful ecorgroup of stakeholders which may
create pressures for voluntary financial disclosimg SA independent schools.

On the other hand, economic-based theories sudgeascy theory and signalling theory

(Fama, 1980; Fama & Jensen, 1983; Hossaial, 1995; Jensen & Meckling, 1976; Morris,
1987; Watsoret al, 2002) may explain the motivations behind theskintary disclosures.
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First, the agency theory focuses on the relatignbletween principals and agents and their
related agency costs. In particular, Jensen anckiig (1976, p308) defined an agency
relationship as “a contract under which one or mprencipals) engage another person (the
agent) to perform some service on their behalf Wwhitvolves delegating some decision
making authority to the agent” for which agencytsagsult from this relationship. A similar
relationship could exist between the SA independehbols (the agents) and the fee-paying
parents (the principals) where parents expect thed to provide academic education and
pastoral care to their children. Consequentlypnmiation asymmetry exists between the two
groups where the agent (the school) has more kuigeléhan the principals (parents) about
the financial activities of the school. The SA epéndent schools may be providing
voluntary disclosures to their fee-paying parentsedduce this information asymmetry. Yet,
in this regard, the schools’ exemption from pronglifinancial reports under the Act may
result in parents being uncertain about the rditgtand completeness of the information they
receive.

In comparison, signalling theory predicts that camps will voluntarily disclose additional
information to address “problems of information msyetry in markets” (Morris, 1987, p48).
Voluntary disclosures are sometimes made “at tiwigsn the financial statements of the firm
otherwise look favourable to shareholders” (MillsdaGardner 1984, p407). Companies
disclose good news to be seen in a better light thair competitors, to forecast positive
future trends or to maintain a neutral positioratid reporting bad results. More recently,
reporting less favourable news has been seen &lateecompanies’ credibility and image to
their stakeholders, through managing the less faad@ news in a controlled environment by
first acknowledging the negative impact (the badvs)eand second showing how the
company had found a solution to remedy the sitnafihe good news) (Adam 2002).
However, if companies decide to withhold informatithat may or may not be detrimental to
themselves or their stakeholders, it seems thatismosure at all either aggravates the bad
news or leads stakeholders to become more concénaedperhaps they need be about the
success of the organisation as a result. In pdaticcompanies’ voluntary disclosures are
supplied either as useful information in additienthe mandatory disclosures or can be a
strategy “to manipulate the perceptions and deassiof stakeholders” (Yuthast al, 2002,
pl42). SA independent schools may choose to malketse financial disclosures either to
reduce the information asymmetry, to signal goods& parents, or to control or hide bad
news. As NFPs have limited financial resources,cthsts of producing the signals should be
outweighed by the credibility the SA independertiosis gain by providing these voluntary
financial disclosures.

RESULTS

Different levels and types of financial disclosures

Different levels and types of financial disclosu(esfer to Tables 3 and 4) were presented to
the sample schools’ fee-paying parents, influenbgdsimilar and different motivations.
Schools 1 and 3 provided a higher level of voluntimancial disclosures than School 2.
Both Schools 1 and 3 offered a complete annuahéiah report at their respective AGMs,
consisting of the three major financial statemegfnisome Statement, Balance Sheet and
Statement of Cash Flows) together with a Statenoérnthanges in Equity, notes to the
financial statements, a detailed statement of ircarmd expenditure, a report from the school
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council and a two-page auditor’s report (SchoatdQ9a; School 3, 2009a). In addition, the
same annual financial report was included in thespective OCBA’s annual periodic return,
for public access (School 1, 2009b; School 3, 2009b). In contrasho®l 2 presented a
summarised and aggregated four-page report exgudotes to the financial statements
(School 2, 2009a), and a complete annual finamejbrt was available only to fee-paying
parents, and only upon request. Noticeably, batiual financial reports were not included
in the OCBA’s annual periodic return (School 2, 200 School 2 stated that the summarised
and aggregated four-page report that was providethaét school was sufficient financial
information for parents,

it wouldn’t really achieve anything with each knowgj or the parents of each
school knowing what the difference between the fmases] is. It makes no
difference (2009, pers. Comm., 30 September).

When the issue was reopened at the second inter8ieool 2 justified the school’s decision
that “to send out a 15-page report... [would be] astevaf time and money” (2010, pers.
Comm., 26 April), suggesting that School 2 may ekiatant to provide the full report to
parents as it would prove more costly to send anthere was no guarantee the parents would
read and/or understand it.

In regards to the type of financial reports presénboth Schools 1 and 3 expressed clearly
that their financial statements were special pugdosncial reports (SPFR) whilst School 2’s
position remained unclear. The analysis of the detapannual financial report of School 2
would have enabled the author to determine itsradiut access to the report was denied by
School 2, clearly stating that it is only availabdemembers, “of which [the author] are not”
(2010, pers. Comm., 26 April).

INSERT TABLE 3
INSERT TABLE 4

Accessibility to the financial disclosures

The level of accessibility differed between theethschools (refer to Table 5). The mode of
delivery and announcement played an important imlthe accountability of each school.
School 1 provided the AGM Notice only in its weeklgwsletter (four consecutive weeks),
with a note advising that the financial reports evavailable prior to the AGM upon request
from the main office. School 3 also advertisedAlGM in its weekly newsletter, and also on
its website; but it did not advise parents that fihancial report was available prior to the
AGM. In comparison, School 2 provided more acdmbtsi than the other two schools by
mailing out a concise 4-page financial report tare@mbers of the school, prior to the AGM.
School 2 explained that the school tries to “make £veryone knows about it” (2010, pers.
Comm., 26 April), allowing parents to review thdammation ahead of the meeting and to
obtain the quorum at the AGM. As for the acce$igfbto the 15-page financial report,
School 2 stated that only a small amount of copiee available at the AGM and only upon
request (without announcing that it was availablers point in time).
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Noticeably, School 1 recently changed the delivefyits newsletter from a hardcopy to
softcopy, having an impact on the accessibilityhaf information. Parents 3 and 4 confirmed
that, in the past, information about School 1's AGiEld been more accessible when they
were receiving a hardcopy of the weekly newslet#&hardcopy on their desk would remind
them to read it, whilst an email was easily missedorgotten. School 1 explained that the
annual financial report was not mailed out because,

it may be a bit of missed information that goes and while we are happy for
parents to have it, we feel that probably just éndsit out as they are, for
someone that is not an accountant... could make qufew problems... and
confusion (School 1, 2010, pers. Comm. 20 April).

Similarly, Parent 1 received a comparable respfmase School 4 when requesting a copy of
the school’s financial report. School 4 replied,

there is a possibility of misinterpretation of thesults [which] might lead to
more problems, therefore ... it's in your best ins¢rthat we don’t tell you
(Parent 1, 2009, pers. Comm., 26 October).

In essence, independent schools may be reluctamtotode freely their financial report in
case of misinterpretation of the financial inforroatby parents.

INSERT TABLE 5

In contrast, School 3 offered no explanation for mailing the financial reports, stating, “It's
not a financial reason. It's just something thaswaver done” (2010, pers. Comm., 4 May),
suggesting that it had more to do with their repgrprocess than limiting the access to the
financial report. School 3 further explained, “feel that [the weekly e-newsletter] should be
read” (2010, pers. Comm., 4 May), putting the resality on the parents as members to
keep informed of the school’s proceedings..

In conclusion, while School 2 provided higher asdaty to fee-paying parents about the
financial information through a mail out, Schoolarid 3 provided a higher level of financial
disclosures in the financial statements than ScBooHowever, Schools 1 and 3 impeded
accessibility to the complete financial report ertthrough their method of announcing the
AGM or the means by which the financial statememé&se made available to fee-paying
parents, demonstrating a reluctance to dissemthatsformation to their fee-paying parents.
Effectively, the sample schools showed reluctancgisseminating the financial information,
either at the level and type of financial discle@sar by the diminish accessibility of the
reports.

Motivations behind the level, type and accessipiliof voluntary financial disclosures
provided by the sample schools
The three schools acknowledged their accountability parents to provide financial

information, mainly confined by legal requiremeptscontractual arrangements. However,
other motivations emerged from the interviews gsialed in Figure 1. The motivations are
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categorised as, first, based on the schools’ paorepf parents, second, based on marketing
objectives, and third, based indirectly on the falsgin Government launch of tivy School
website in 2010.

The sample schools considered parents (and stdff@mool councillors) as members of the
school under their respective constitutions, andueh their accountability to parents was a
legal obligation. School 2 also included past pamepast staff and past students upon
satisfying certain conditions, whilst Schools 2 &dhcluded members of the participating
parishes of their respective Church. Schools 1 Z&wduld also elect life members, whilst
School 2 cannot. Finally, School 1 clearly stdfeat School Trustees were members of the
school, while Schools 2 and 3 did not. Noticedhby inclusion of parents as members of the
school was made voluntarily in their constitutias, not all SA independent schools include
parents as their members. For example, one SApémtkent school included only their
school council members as members of the schodldixg all parents (School 4, 2009).

INSERT FIGURE 1

However, the legal obligation to provide the annfi@ncial accounts differed under each
school's constitution. While the constitutions $€hools 2 and 3 clearly stated the
requirement to provide financial accounts to thhe@mbers at the AGM, School 1 did not; the
only requirement under School 1’s constitution wakold an AGM. School 1 explained that
it was not “seen as an issue either way, and ktiia just carried on what was there before”
(2010, pers. Comm., 18 May).

Under their respective constitutions, the schoals & contract with parents, with the decision
making powers delegated to the school’'s managemBgtcommitting,ex-ante to provide
financial reports to parents, the management esgideents to monitor their contract in an
efficient way. Otherwise, the costs would be thatents could remove their children from
schools. Similar to corporate financial reportititg three schools have voluntarily agreed to
facilitate monitoring their performance and to reelthe information asymmetry by providing
different level, type and accessibility of theimail financial reports to parents, as members
under their constitution, notwithstanding that ¢hality of financial disclosures differ among
the sample schools.

A second motivation behind the level, type and ssitdlity of financial disclosures to parents

arose because the sample schools view parentsniyoa® members but as their customers.
The sample schools provided parents with an ansahbol fee schedule, the school's

performance reports, individual student’s repootpdrents and an annual financial report to
inform them of the overall school’'s performance.efidfore, the financial disclosures are
influenced by value-relevant information to aspatents in their decision making process as
customers, similar to the incremental informatioscdssed by Merkl-Davies and Brennan
(2007). Therefore the sample schools acknowleggeents as having a right to know about
the financial affairs of the school, seeing pareagsan important group of stakeholders to
which they are accountable.

However School 1's view of parents went furthegtiag that the school is “effectively

owned by parents” (School 1, 2009, pers. CommSéftember), bringing a strong sense of
stewardship towards the parents beyond legal camg#i. School 1 stated, “the only people
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who we really are accountable to is our parentsthedjovernment” (2009, pers. Comm., 10
September), implying that School 1 acknowledgedemigr as a powerful group of

stakeholders along with the government, becausg depend on parents for their survival
(parallel to capital providers).

The sample schools also revealed that the finamebrt was used as self-promotion to
signal good news to parents and maintain a favéairmbage. Whilst in control of what
financial information was disclosed, the sampleosth made the disclosures available to
parents to help maintain a positive image. Sclobtlieved that the financial report was a
way for the school to let parents know how the sthweas performing, “they’re entitled to
hear the reports from the Chairman and the [pradtip. about what has happened during the
last year” (School 2, 2009, pers. Comm., 30 Sep&gnbSchool 3 also saw the financial
report as a mode of self-promotion, as it “has imgtho hide, and ... probably quite happy to
share it really because they are quite strong digjuf2009, pers. Comm. 29 October), using it
as an opportunity to disclose financial informatimnshow “the results are pretty strong”
(School 3, 2010, pers. Comm., 4 May). Similarih&a 1 stated, “we don’t have anything to
hide, | mean, there’s nothing wrong with the ac¢sti(2010, pers. Comm, 20 April).

Finally, a third and indirect motivation to discéo$inancial information to parents was the
upcoming launch of th®ly Schoolwebsite on 28anuary 2010. At the time of the interviews,
held before and after the launch, only the firagstof the website had been released and it
only included statistical and contextual information approximately 10,000 Australian
government and non-government schools. Stage*®twproposing the public release of
financial information, was being discussed at theetof the second interview. Whilst the
three participating schools expressed concernstdahewnew website, they were resigned to
the fact that it was here to stay. School 1 saw imtiative as reflecting demands for
accountability and transparency, where “the govemnwants a lot more transparency in
everything whether it's academic performance, cutum” (School 1, 2010, pers. Comm., 20
April). Schools 1 and 3 saw the advantages ofmiw website as an opportunity to signal
how well they were performing, with School 1 addihgt the school had no issues with the
new website, in principle, because their “reportittg the government is very open...
show[ing] any income we get, when it's use[d] bg #thool” (2010, pers. Comm, 20 April).

However, Schools 1 and 3 were concerned about hewnformation would be presented. In
particular, School 1's principal cautioned pareimtsa newsletter about using the nédy
Schoolwebsite, in that it is “a small snapshot of a stisolife and should be considered
carefully by parents in light of the restrictedtpie it is able to form of our school” (School 1,
2010, pl). The sample schools were concerned dtmoutparents will interpret the publicly
accessible financial information. Notwithstandcancerns about how information might be
presented, School 3 saw the website as a posititeome for the school, “we got very good
academic results, and when it came out, we notitad... we got an uplift in our prospectus
requests whemMy Schoolcame out” (2010, pers. Comm., 4 May). In this rdgavhen a
school has good news, it is more than happy tdatiedhe information, again consistent with
signalling theory motivations.

In contrast to Schools 1 and 3, School 2 strongggmproved of the neMy Schoolwebsite,

stating that it was an “absolute waste of time amwhey” (2010, pers. Comm., 26 April).
When asked about the upcoming financial discloswresall schools’ sources of income,
School 2 explained that “it's all smoke and mirtorsvhat does it achieve?” (2010, pers.
Comm., 26 April). Expanding on the possibilityat financial expenditures could be the
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next disclosures on the website, School 2 respotitddthey can’t put the detail in because
everyone does things differently” (2010, pers. Can#é April).

In summary, the sample schools acknowledged tegtwere accountable to parents based on
similar and different motivations, including howeth perceived parents as members,
customers and/or owners, how they used the finhimd@mation as a marketing objective
and finally how their disclosures may be indiredtiffluenced by the newly Schoolebsite.
These motivations can be best explained at twoldeveest, that they were contracted to
provide the financial disclosures to parents viartihespective constitutions and, second, in
how they complied with this contract with regardthe levels and types of disclosures. The
sample schools did not identify a gap to fill betwethe schools’ image and the parents’
expectation. The sample schools did not identifgead to change parents’ or society’s
perceptions or expectations.

Influences behind the level of financial disclosuseo parents

Four factors were found to influence the level ofahcial disclosures to parents: the
Reporting Entity Concept, the Regulator’'s Finan&alporting Requirements vs Exemption,
the External Accounting Support, and the Stakehsld&ee-Paying Parents), which are
discussed next (refer to Figure 2).

INSERT FIGURE 2

The Reporting Entity Concept

School 1 explicitly stated in the notes to the ficial statements that the school is not a
reporting entity,

the School is not a reporting entity as definedh@ Statement of Accounting
Concepts 1 “Definition of the Reporting Entity” ..né therefore there is no
requirement to apply all Australian Accounting Stards (“AASBs”) and
Urgent Issues Group (“UIGS”) ... in preparation oédk financial statements
(School 1, 2009a, p6).

School 1 (2009, pers. Comm., 10 September) ackmiget that the school chose not to be
recognised as a reporting entity to avoid complymth all AASB standards (School 1,
2009b), which is inconsistent with best practiceadcounting.

School 3 made a similar disclosure in the notegstdinancial statements that it was not a
reporting entity. Whilst School 1's motivation wsavoid certain AASB standards, School
3’s motivation was to only apply only certain AASBandards excluding all others (School 3,
2009). When asked if there was any AASB standal@ 3 did not wish to apply, School 3
said simply, “I don’t think so. | tend to leaveathito our auditors/accounting people” (2009,
pers. Comm., 29 October), confirming School 3'saredle on external accounting support. In
essence, Schools 1 and 3 did not recognise theessak reporting entities, nor held their
reports as GPFR, so as to maintain flexibilityhiait choice of financial disclosures.
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However, for School 2, it is difficult to concludfeit recognized itself as a reporting entity or

not as the author did not have access to the ihdnhtial report. When asked if the school
recognised itself as a reporting entity or not, diecussion kept reverting to the OCBA'’s

exemption, where School 2 related the reportinggyenbncept to whether a school reported
or not to the OCBA. School 2's summarised andreggied report makes no statement
about the type of reports being presented.

Regulator’s Financial Reporting Requirements vsriion

A link between the financial disclosures providedthe regulator (OCBA) and the level of
voluntary financial disclosure to parents was labké Schools 1 and 3 provided exactly the
same level of financial reports to both OCBA andepés. School 3 recognized that parents
“could find out at [OCBA|] if they wanted to...” (2009ers. Comm., 29 October), confirming
that “I don’t see any problem in giving it” (2010ers. Comm., 16 March). The availability of
the OCBA exemption to provide financial reports diot affect School 1's disclosure level
because the school was not aware of the exemgdicmool 1 stated, “we do report to the
Office of Consumer and Business Affairs... becausiene prescribed organisation” (2010,
pers. Comm., 20 April). In essence, School 1 beliethat the school had to fulfil its legal
requirements under the Act, the government fundiadies, and the school’s constitution.
School 1 seemed content to continue to do so,as thas no evidence that the school was
considering applying for the exemption. In corntr&chool 3 was aware of the OCBA
exemption but was unsure about School 3's exemstiatus. School 3 stated that it was not
an issue because the school intended to disclesafttrmation as it had always done (2010,
pers. Comm., 4 May).

However, School 2 did not have the same view. S8icAstated to have always been aware
that a large group of independent schools, inclydohool 2, took advantage of the OCBA’s
exemption to provide financial information,

A lot of schools, this is probably going back te th980s almost, for whatever
reason, got an exemption from having to supplyrthenual accounts to the
[OCBA]. And it's continued on from here... I'm not @ to question it.
...some Schools at the time must have been on awlsth were given
exemption (2010, pers. Comm., 26 April).

Since receiving its exemption, School 2 has novidex a financial report in the school’s
annual periodic return, not because “there arees@sen’s business or anything like that, ...
but they don’t require it so | don’t do it” (Schad| 2010, pers. Comm., 26 April). Noticeably,
School 2 seemed satisfied not to provide a findneiport to OCBA, as there are “more
copies of our accounts floating around in differgaternment bodies than you could shake a
stick at... but what's the value in having our acdsuaccessible to the public?” (2009, pers.
Comm., 30 September). Notwithstanding the exctusad a financial report to OCBA,
School 2’s decision to provide only a summarisggbrecame from a joint decision between
School 2 and its principal (School 2, pers. Con8a.September). No other explanation was
given in relation to the level of financial disclws.

Therefore, the sample schools’ perception of theB&€ reporting requirement and

exemption may have influenced the level of voluptarancial disclosure to parents. Schools
1 and 3 provided the same level of financial disate to both OCBA and parents because the
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information was already public. School 2, whiclerised its OCBA exemption, provided a
lower level of voluntary financial disclosures tarpnts.

External Accounting Support

Access to internal or external professional acdognéxpertise may have affected financial
disclosure decisions. In 2009, Schools 2 and Zdeheavily on external support from
accountants and auditors, acknowledging them aajarnmfluence behind the presentation of
the financial reports. School 2 stated, "[as]raorporated body under the [OCBA]... we do
need to follow accounting standards... and the artglg@asure that we are compliant” (2010,
pers. Comm., 26 April), whilst School 3 confirmed, tend to leave that to our
auditors/accounting people. They are happy witlatwie present” (2010, pers. Comm., 4
May). In contrast, School 1 relied more on thaiternal support to produce their annual
financial reports, receiving external assistandg for auditing the accounts.

Stakeholders (Fee-Paying Parents)

The level of financial disclosures seemed also @awehbeen influenced by the schools’
perception of parents’ lack of interéstassumed from the difficulty of reaching their
respective quorum at the AGMs. In commenting ohna®t1's perception of parents’ lack of
interest in the financial affairs of the school,

there’s very few [parents] who actually look at dimancial statements... They
don’t really think the school is a business... Theiimary concern is the
education of their children (2010, pers. Comm.Ap@il).

School 2 also stated that “parents aren’t realigrasted in the AGM, unless there’s some sort
of dogfight going on within the school and thera’power struggle” (2009, pers. Comm., 30
September).  Similarly, School 3 stated that theepts “at the AGMs are not massively
interested” (2009, pers. Comm., 29 October). Néedess, in 2009, all three participating
schools confirmed that their AGMs made the quorufo.reach quorum, the sample schools
used different strategies to increase the AGM d#ane, with School 1 inviting their
committee members and senior staff to make up tlerugn, with School 2 being more
proactive by mailing out the annual report, anddatI3 being more interactive by combining
it with a school event. Hence the sample schomsemted their annual financial report to
parents at the AGMs, with different level of dissioes influenced by the sample schools’
perception of parents’ lack of interest in schodigsiness affairs, as reflected from the low
attendance at AGMs.

CONCLUSION

This paper presented a discussion on what finanti@tmation was disclosed, how it was
disclosed, and why it was disclosed by three SA&petdent schools to fee-paying parents in
2009, prior to the Australian Governmenti8y Schoolwebsite initiative and the NFP
regulatory reforms. The study found that the sangulleools differed in their practices in
providing financial accountability to fee-payingreats. Whilst being exploratory in nature,
conclusions can be drawn from this study. The samphools provided different levels and
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types of financial disclosures to their fee-payp@gents on a voluntary basis. Schools 1 and 3
provided a higher level and type of financial distlres than School 2, both presenting a
complete annual financial report at their respec®GM and included the same report in
their respective OCBA'’s annual periodic return pablic access; School 2 only provided a
summarised and aggregated financial report at &MA with no financial report in its
OCBA's annual periodic return.

The analysis revealed why SA independent schodlsterily make financial disclosures to
their fee-paying parents; namely due to the repgréintity concept, the regulator’s financial
reporting requirements, the level of external aotimg support, and the school’s perception
of fee-paying parents’ interest in the financialaab of the schools. The sample schools
acknowledged that they were accountable to pategsd on how they perceived parents as
members, customers and/or owners, how they usefindrgcial information as a marketing
tool and finally how their disclosures were an redt result of the upcoming launch Ndfy
Schoolwebsite. These motivations can be best explaasetbllows: first, that the sample
schools were contracted to provide the financiatldsures to their fee-paying parents via
their respective constitutions which is consistgith the agency theory. Second, the way the
sample schools complied with this contract in rdgaio the levels and types of financial
disclosures showed their need to publish thesadiaareports to signal ‘good’ news which is
consistent with signalling theory. Hence a positassociation was found between school’s
performance and the level of voluntary financiaathsures as predicted by economic-based
theories (Clarksoet al, 2008, Patten, 2002).

In regards to the socio-political theories, thisdst found, on the one hand, that the sample
schools considered their fee-paying parents asagenbal stakeholder group influencing the
level and type of voluntary financial disclosuresnsistent with the stakeholder theory.
However further research is required to determirfed-paying parents perceive themselves
as a powerful stakeholder group. On the other hdval legitimacy theory was found less
helpful in explaining voluntary disclosure by SAlependent schools as these schools did not
identify a legitimacy gap to fill between the sctgd@amage and the parents’ expectation, nor a
need to change parents’ or society’s perceptiorexpectations. Finally, contradictions were
found between the schools’ self-perception of bemillingly accountable to fee-paying
parents by providing adequate financial disclosumed the lack of announcement and
accessibility of the financial reports (Schools rid &), or between the significant cost of
delivery compared with the limited amount of finemddisclosures (School 2).

The limitations of this study include the incompletccess to financial data from School 2
and the lack of opportunity to interview parentsaasated with Schools 2 and 3 due to
privacy constraints. This study does not claim @arng generalisation as it only researched
three SA independent schools. Consequently theltsesid this paper require further
exploration. Recommended future research from thedas’ perspective would include (1)
extending the research to a wider sample of SApeddent schools; (2) retrieving all SA
independent schools annual periodic returns fqrezific year to identify how many schools
took advantage of the exemption or not; and (ngitudinal analysis of voluntary financial
reporting by SA independent schools. Finally, aher research could consider recipients’
perspective in terms of how fee-paying parentsgieecthe accountability of the schools and
whether these parents use the information to etalsgewardship, to assess the financial
stability of their respective schools, or for otkdecision making purposes.
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In conclusion, this paper addresses a gap in tbeuating literature regarding the financial
disclosures policies of the SA independent schimotheir fee-paying parents in a typical year
before the launch of thely Schoolwebsite and the establishment of the NFP SecttrRe
Council in 2010and of the ACNC in late 2012, preésgninsights into one industry of NFP
sector’'s financial reporting. This paper finds tlstme of the SA independent schools
demonstrated more reluctance than others to desckatuntary financial information to
parents by the quality of the information and theeysvto disclose. In light of these findings,
the SA independent schools may need to reassessctheent level and type of financial
disclosures or to improve their delivery to paretitsis providing fee-paying parents’
information on SA independent schools’ financiatfpenance and longevity as education
providers. The upcoming NFP reforms may provideae consistent approach to disclose
financial information and increase the level angetyf financial disclosures provided to
parents. Whilst future research is needed to ekphe findings, this exploratory research
study makes a valuable contribution to our knowéedgd understanding in an area of
increasing public scrutiny.
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Appendix A

Inquiries/Consultation Paper s/Discussion Paper SExposur e Draftsrelating to the
Not-for-profit Sector by the Australian Gover nment since 1995

1995
2001
2003
2005
2005
2006

2007
2008
2008
2008
2010
2010
2010
2010
2011

2011
2011
2011
2011
2011
2011
2011
2012
2012
2012

2012
2012
2012
2012
2013

2013

Charitable Organisations in Australia — Indu§€tommission

Definition of charities and related organizasi

Definition of Charity

Giving Australia

Harmonisation of legal systems within Ausdral

The Use of a Sector Neutral Framework fomtla&ing of Australian Accounting
Standards

Financial Reporting by unlisted public conipan

Harmonisation of legal structure between Aslistand NZ

National Compact

Disclosure Regimes for Charities - SenateditgrEconomic Committee
National Compact "@report

Not-for-Profit Sector Contribution - ProduatyvCommission

Regulation Growth Not-for-profit Housing Secto

Review Funding for Schooling

Mechanism and Options for the Development©égpital Market for Social
Economic Organisations

Not-for-profit Sector Reform Council

Scoping Study for a National Not-for-profitdgréator

Better Targeting of Tax Concessions

“In Australia” Special Conditions for Tax Cassions Entities

A Definition of Charity

Australian Charities and Not-for-profit Comsi@: Implementation Design
Review of Not-for-profit Governance Arrangensen

ACNC Exposure Drafts and Bills

Charitable Fundraising Regulation Reform

Restating the “In Australia” Special Condisand Defining “Not-for-  Profit” for
tax purposes

Not-for-profit Sector Tax Concession Group

Use of Standard Business Reporting (SBRffifzaincial Reports
Development of Governance standards

ACNC Regulation 2012: Financial Reporting Regrnents

Regulatory Impact Assessment of Potential Dagpbn of Governance and Reporting
Standards for Charities

2014 Annual Information Statement (AIS)
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NOTES

! In 2009-10 Australian governments, both statefaddral, spent on school education a total of $illién

with $32.9billion to government schools and $8 .18l to non-governments schools including independe
schools (ISCA, 2013)

% The current regulatory framework under which irefegent schools operate is being revised with the
establishment of the ACNC on 3 December 2012.

% In 2009 independent schools in Australia recelingrtgovernment funding based on the Socio-Economic
Status (SES) funding scheme involving a score tatled for each independent school based on itsSE®
communities. SES scores are determined by lingindents’ residential address “to Australian Burefiu
Statistics (ABS) national Census data to obtaiocgogconomic profile of the school community ansh@asure
of its capacity to support the school” (Austral@avernment, Department of Education, Employment and
Workplace Relations, 2010). These SES scoresaredlaced on a scale in which level of funding walry
between 13.7% (minimum) and 70% (maximum) per stu¢fechools Assistance (Learning Together
Achievement Through Choice and Opportunity) Act208chool Assistance Act 2008; ISCA, 2009). These
SES scores are reviewed every four years.

* Woodlands School, Glenelg, SA

® Annesley College, Wayville, SA

® Based on Australian Scholarships Group websitlsutator, the estimated cost of a child startmg®10
(from Reception to Year 12) would amount to $248,2Kcluding books & uniforms. (Australian Scholaps
Group, 2010)

" If a school is not one of these legal entitiesiiist at least be registered under the Educatiori 22 (SA)
(AISSA, 2010)

8 A “prescribed association means an incorporatedaiation (a) that had gross receipts in that aaton’s
previous financial year in excess of (i) $500,080ii) such greater amount as is prescribed bylegmn; or (b)
that is prescribed or of a class prescribed bylagigm” (Associations Incorporation Act 1985 Seatig(1) ;
Associations Incorporation Regulations 2008, Secdip

° In 2013, the Office of Consumer and Business Af8OCBA) merged with the Office of Liquor and
Gambling Commissioner and is now known as the Cmeswand Business Services.

1% This exemption excludes any School Foundationotio8l Fund.

My Schoolwebsite, an Australian Government initiative lale on 28 January 2010, began provided
statistical and contextual information for approately 10 000 Australian schools including governtrasrd
non-government schools. Summarised financial médion were added of'"4arch 2011 (ACARA, 2012).
The website is run by the Australian Curriculum éssment and Reporting Authority (ACARA).

12 The responsible party is the individual or indivédiwho run the business, not the business itdatflwis an
artificial person (Friedman, 1970).

'3 These ratios could have been manipulated by isiimg@rograms expenses and by decreasing admiivistra
and fundraising expenses to demonstrate a higfieieaty and effectiveness (Krishnanal, 2002).

% A systemic school is a school falling under thgalgurisdiction of a church, where groups of sdeawe
administered by a central body, for example Cathwdirish schools. A non-systemic school is anpeddent
school, with or without a religious affiliation.

!> The public access to OCBA’s annual periodic retugguires a written request accompanied with #ialin
fee to retrieve the files; an additional photocogytharge will be incurred thereafter, dependinghennumber
of pages.

'8 Stage 2 was launched in March 2011, with the seleaf summarised financial information including th
recurrent income and capital expenditure, by soofckinding and how much money was spent per studen
(ACARA, 2010). In February 2012, Stage 3 releaadditional statistical and contextual informaticabbdut
staffing, resources and student performance” ovefow-year period (Arlington, 2012). After many
controversies about the actual daiy, Schoolwebsite’s users seem to less challenge the datatthactually
use the data for their personal decision makioggss (ACARA, 2013).

"The lack of parents’ interests regarding schoafgffcial business may not be limited to independehbols.

29



Characteristics School 1 School 2 School 3

Participant Yes Yes Yes

Location Metropolitan area Metropolitan area Metropolitaeaar

Education Reception to Year 12Reception to Year 12Reception to Year 12

Low-Fees / Higher than School 3 Lower than both Higher than School 2

High Fees Schools 1 & 3 but lower than
School 1

Student Enrolment | Larger than School BLarger than both Smaller than

(minimum 600) but smaller than Schools 1 & 3 both Schools 1 & 2
School 2

Religion Christian Christian Christian

(of different

denomination and

affiliation)

Systemic schools | No Yes No

Legal Structure Incorporated Incorporated Incorporated
Association Association Association

Prescribed Yes Yes Yes

association

Table 1 Participating schools’ characteristicspresented in a

comprehensive manner to protect their identity



Characteristics School 1 School 2 School 3 School 4 School 5
Parent’s school Parents 3 & 4 Not available Not available Parents2l Parent 1
affiliation

Participating Yes Yes Yes No No

School in this study

Location

Metropolitan area

Metropolitan area

Metropolitaeaar

Metropolitan area

Metropolitan area

Education

Reception to Year 1

P Reception to Year 1

P Reception to Year 1

P Reception to Year 1

? Reception to Year 12

Low-Fees /
High Fees

Higher than School
2,3,4&5

sLower than School
1,3,4&5

sHigher than Schoo
2, but lower than
Schools 1,4 &5

| Lower than School
1 & 5 but higher
than Schools 2 & 3

sHigher than Schools
2, 3 & 4 but lower
than School 1

Student Enrolment

Larger than School

Larger than School

sSmaller than School

sSmaller than School

sSmaller than School

(minimum 600) 3,4 and 5 but 1,3,4&5 1, 2, & 5 but larger 1, 2, 3and 5 1 and 2 but larger
smaller than Schoaql than School 4 than Schools 3 and 4
2

Religion Christian Christian Christian Christian Christian

(of different

denomination and

affiliation)

Systemic schools | No Yes No No No

Legal Structure Incorporated Incorporated Incorporated Incorporated Unincorporated
Association Association Association Association entity

Prescribed Yes Yes Yes Yes Not applicable

association

Table 2 The five schools and their relationshipo the four interviewed parents



Format School 1 School 2 School 3
OCBA's Annual Yes No Yes
Periodic Return 18-page 28-page

financial report

financial report

AGM Report

Yes (26 pages)

Incl. 20 pages

of the_complete
financial report

Yes (29 pages)

Incl. 4 pages
of a summarised
and aggregated

Yes (60 pages)

Incl. 28 pages

of the_complete
financial report

and graphs. financial report (no graphs).
and graphs.
Annual Report No No No
(including Academic,
Sporting, Cultural and
Social achievements)
Parents’ Info Kit No Yes No
Incl. School fees and
Uniform price list
School Foundation Yes Yes Not applicable
Report Only to financial Only to financial
members members
Yearbook Yes Yes No
Fundraising targets | Fundraising targets
Weekly Newsletters Yes Yes Yes

Fundraising targets

Fundraising targets

Fundraising targets

Quarterly Newsletters

No

No

No

Letters to parents Yes Yes Yes
School fees School fees and School fees and
capital projects capital projects
including including
Building Education Building Education
Revolution and Revolution, National
other capital govt School Pride Money,
grants computer govt grant
Prospectus Yes Yes Yes
School fees School fees & School fees
uniform price list
Table 3 Levels of financial disclosures providetb fee-paying parents

by the sample schools



ltem School 1 School 2 School 3
Type of reports SPFR unclear SPFR
Income Statement Yes Yes Yes
Balance Sheet Yes Yes Yes
Cash flows Statement Yes Yes Yes
Statement of Recognized | Yes Yes Yes
Income and Expense
Notes to the financial Yes Yes and No Yes
statements Only upon request,
for fee-paying parents only

Capital Expenditure No Yes No
Statement
Statement of Changes of | No No Yes
Equity
Council’'s Report Yes Yes Yes
Council Chair’'s Report Yes No Yes
Finance Committee Yes Yes Yes
Chair’'s/Treasurer’s
Report
Principal’s Report Yes Yes Yes
Secretary’s Report No No Yes
Auditor's Report Yes Yes Yes
Graphs Yes Yes No
School Fees Schedule Yes Yes Yes
School Uniform Price List | No Yes No
Fundraising events Yes Yes and No Yes

Access only Limited access to members

through the various of the School Foundation

parents’

associations

Table 4

by the sample schools

Types of financial disclosures provided to fee-pagg parents



Method School 1 School 2 School 3
School Fees
By mail Yes Yes Yes
By email No Yes Yes
Hand out Yes Yes Yes
School Website (public) No Yes No
School fees and
uniform price list

AGM Notice and Agenda
By mail No Yes No
By emall Yes No No

e-link to the newsletter
By weekly Yes Yes Yes
newsletter
School Calendar Yes Yes Yes
School Website No Yes Yes
AGM report
Incl financial statements
By mail No Yes No

Only on requested Only on requested
By emall Yes No No

e-link via weekly

newsletter
School Website (public) No No Yes

Agenda only

OCBA (public) Yes No Yes
Annual General Meeting Yes No Yes

Table 5

How the sample schools provided financiahformation to parents



Motivations for voluntary
financial disclosures

- |

: : My School
Fee-Paying Parents Self-Promotion Website
Members Customers Owners
|
Constitution Decision Making Process
|
Annual
General
Meeting

Figure 1 SAindependent schools’ motivations foroluntary financial
disclosures to fee-paying parents
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Figure 2 Influences behind the levels of financial discloses




