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Abstract

This paper describes two stages of research-in-progress studying the classification of IT investment from the
accounting perspective. It addresses the overlooked input side of IT business value research and explores how
firms report and classify IT asset and expenses. In the part of the study, we found only 8% of firms report their IT
expenditure separately from other forms of expenditure, a finding inconsistent with the increased reliance on IT
in modern business practice. In the second part, we further explore the accounting and financial reporting
standards that lead to the first finding. The research highlights issues related to inconsistency in reporting of IT
at the firm level.
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1. INTRODUCTION

During the early years of IT Business Value research (ITBV), researchers questioned the benefits firms could
realize from IT (Bharadwaj et al. 1999; Dewan and Min 1997; Im et al. 2001; Tam 1998). In later years, ITBV
research evolved to focus on how IT brings benefits to firms. Key themes that were highlighted were the concept
of complementarities (Aral et al. 2009; Aral and Weill 2007; Lin and Shao 2006; Ramirez et al. 2010; Yu et al.
2006) and the resource-based view (Bharadwaj 2000; Rivard et al. 2005; Wu et al. 2005). Both the early and
later research in ITBV tried to assess the impact of input factors (IT investment and other input variables), on
output such as productivity, market performance and profitability. However the difficulties in the measurement
made this assessment difficult.

Exploring the “IT paradox” dominated early ITBV research after researchers found no correlation between IT
investment and firm performance, e.g. (Loveman 1994; Brynjolfsson and Hitt 1996). Strassmann (1997) in
particular found no correlation between IT spending and firm performance indicators such as Return on Asset
(ROA) or Return on Equity (ROE). Brynjolfsson and Hitt (1996) claim to have resolved the “IT paradox” in their
1996 paper titled “paradox lost” but inconsistencies in the relationship between IT and business value have not
been fully reconciled (Lin and Shao 2006).

The reasons for the inconsistency between IT investment and benefits realization were categorized and explained
as problems of mismeasurement, mismanagement, lags and redistribution (Brynjolfsson and Hitt 1996; Jon-
Adrild et al. 1999; Willcocks and Lester 1996). However, the input factor, especially how much a firm really
spends on IT, is crucial in this analysis and has not been examined closely by researchers in this field. Clearly if
the input is not measured with any reliable accuracy, our ability to determine ROA, ROI or contribution to firm
performance is compromised.

In this paper, we attempt to identify the problems that cause the inconsistency in measuring IT investment input
at firm level from a financial accounting angle. We highlight Different issues that cause the difficulty in
measuring IT investment from the accounting data in financial report. This paper is organized as follows. First,
the summary of the related Australia Accounting Standard (AASB) show how firm should classify and report the
expenditure in IT investment. Second, the literature reviews discuss different factors that could impact the
reporting of IT expenditure in financial report. Third, the preliminary data shows that majority of listed firm in
Australian Stock Exchange (ASX) did not report IT investment. Then, how firm classify IT investment is
explored. Lastly, the conclusions are drawn and future research directions proposed.
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2 LITERATURE REVIEW

2.1 Australian Accounting Standards - classification of IT investments

Australian Accounting Standard 101 "Presentation of Financial Statements” paragraph 9, AASB 101.9, states
there are five categories of information that need to be reported in financial statements. They are “(a) asset, (b)
liability, (c) equity, (d) income or expense, (e) contribution by and distribution to owner in their capacity as
owners and (f) cash flow”. AASB 101.10, specifies five statements requiring to be reported in the financial
statement. These are the Balance Sheet, Income Statement, Statement of Change in Equity, Cash Flow Statement
and The Note to Financial Statement.

IT investment can potentially be classified as Asset or Expense. The investment can be capitalized as asset if it
meets the recognition criteria set by Australian Accounting Standards (AASB Framework paragraph 53 to
paragraph 59, AASB Framework paragraph 89 to paragraph 90). A short description provided in AASB
Framework paragraph 89 states “An Asset is recognized in the balance sheet when it is probable that the future
economic benefits will flow to the entity and the asset has a cost or value that can be measured reliably”. If
expenditure does not meet the criteria set by AASB to be recognized as “Asset”, it needs to be recognized as an
expense and reported in the “Income Statement”.

The Australian Accounting Standards do not precisely prescribe the categories to be used for reporting or the
minimum threshold amount for categories to be separately reported. Only a few categories are required to be
reported as the line items on a balance sheet. One line item is “Property, Plant and Equipment” (PPE) consisting
of expenditure capitalized as asset (AASB 101, AASB 116). The minimum subclass of PPE required to be
disclosed in The Note to Financial Statement is “PPE in the course of construction”. Another line item that has to
be reported is “Intangible Asset” (AASB 101, AASB 138). Apart from these specified line items, firms can
create any classes, categories and use any terms as appropriate for decision making according to the nature of the
operating activities of the firm.

When IT investments are reported as “Expenses” in the Income Statement, firms can create line items and use
any terms as long as they are relevant to the decision making of users. There are some categories of expenditure
that must be reported, but none of these categories are particularly relevant to I'T investment.

In addition to the rules described above, it is relevant to note that a firm should also create and report on another
class of expenses: costs in a research phase (AASB 138.54 to AASB 138.56). Note however, expenditure on
training staff to operate an asset cannot be included as cost of asset, and must be recorded as an expense (AASB
138.67, Interpretation 132). This means, some IT costs, for example software development and training, can be
found in many different expense categories and be described by a variety of terms in the Income Statement.

Expenditure needs to be classified separately according to their nature and function if they are material (AASB
101.29 to AASB 101.30, “Materiality and Aggregation”). If the amount of IT expenditure is not material for a
firm, then a firm can group the IT expense with other expenses that are similar in nature and function to the IT
expense. The implication of this is that IT may often be reported in a category such as PPE, but it cannot be
assumed that reported PPE includes IT expense.

Add to the accountings standards, there are other factors that could impact on how firm report IT investment. The
following section describes different factors identified from literatures that could be used to explain the decision
to report IT investment and the inconsistency in reporting I'T investment.

2.2 Reporting or Not Reporting IT

2.2.1 Materiality and Voluntarily

The concept of materiality is an important concept in financial accounting and reporting. Information is
considered material if its omission and misstatement could have an impact on the user of information for
decision-making. For example, information is considered as material if it is required by law and could alter the
stock price (Heitzman et al. 2010).AASB 101 requires firms to report expenditure separately if it is material. An
AASB 101 test of materiality is to divide the amount of expenditure by a base amount.The base amount could be
the total assets, total revenue or net income. If the result of that calculation is bigger than a certain ratio, the
materiality threshold, the item is material. However, the materiality threshold can be varied by firm size and by
who defines the threshold (Cho et al. 2003; Eilifsen et al. 2005).

Voluntary Disclosure is another concept that explains the behaviour of firm in disclosing information. A firm’s
managers may decide to disclose a particular item even if the expenditure of that item is not material, if they
believe the benefit exceeds the cost (Heitzman et al. 2010; Lo 2010; Wiedman 2000). Benefits could include an
increase in stock price and stock return, or future access to equity and loans (Haggard et al. 2008; Heitzman et al.
2010; Wiedman 2000). With IT, there is consistent research demonstrating that IT Investments and IT investment
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announcements have a positive relationship and impact on firm market value (Aral and Weill 2007; Bharadwaj et
al. 1999; Brynjolfsson and Yang 1997; Im et al. 2001; Ramirez et al. 2010; Tam 1998). Cost is the proprietary
cost. One cost that could be incurred from disclosing information could be an increase in competitive threat.
When an organization discloses their spending on technology in their financial statements, they might worry that
a rival competitor could identify and invest in the same technology and negate any competitive advantage that
could have been gained (Wyatt 2005).

2.2.2 IT project failure

A reluctance to voluntarily report IT might relate to investor opinion about firm’s future performance and market
value. ITBV research has shown that IT investment is important for organizational success but it also implies that
organizations face risk and bankruptcy with bad management (Keil et al. 2003; Keil et al. 2000; Nulden 1996).
Evaluating IT performance by senior management and investors should therefore be an important part of
evaluating a firm’s overall management and future performance. However suggestions of project failure might
give investors a negative view of firm performance and their managers.

According to the accounting standard AASB 116, a firm shall also disclose the property, plant and equipment
under construction. Nomura (2004) recommends software in a project development state should be recorded and
classified as software in progress and written off as an expense if it fails. However if an expensive IT project was
written off as an expense or disposal and reported in the financial statements it could negatively impact on firm
market value.

The Standish Group suggests that only 32% of projects succeed, 44% are problematic and 24% fail (Wright and
Capps 2010). There are two types of failed project: the project that has already failed and is terminated and the
run-away project. A run-away project refers to a project that has already failed but keeps draining resources
without any prospect of delivering any benefit back to the organization. It is reported that 30% of IT projects are
run away projects (Powell 1992). The run-away project occurs because the people who are responsible for the
project do not report the problem. It refers to as IT project escalation (Keil et al. 2003; Keil et al. 2000; Nulden
1996). Other research also suggests a high rate of project failure and run-away projects (Tom and Len 2008;
Wright and Capps 2010).

Four different psychological theories might explain this behaviour. These theories are proposed as the main
drivers of project escalation: self-justification theory, prospect theory, agency theory and approach theory (Keil
et al. 2000). Self-Justification Theory refers to the condition where people commit to a course of action in order
to justify their previous behaviour. Prospect Theory posits that the individuals throw extra money and resources
after the bad, so called sunk cost effect. Agency Theory explains that people’s quality of decision-making is
affected when they fear of losing their job and people resist reporting bad news to their superior in organizational
cultures that tend to accept only good news. Approach Avoidance Theory suggests people adopt the approach
that avoids the most conflict based on size of reward, cost of withdrawal and proximity (Keil et al. 2003; Keil et
al. 2000; Nulden 1996). Consistently, the research suggesting managers will only spend 20% of their time to kill
an escalating IT project (Wright and Capps 2010).

2.3 Inconsistency in reporting IT investment

2.3.1 Definitions and classifications

The Australian Accounting Standards allow firms to classify assets and expenses according to the functionality of
an item. The description the aggregation of information in financial report can be amended by a firm according to
the nature of firm and the transaction (AASB 101.71). This provides the possibility of classifying IT asset and
expenses with the other type of firm’s asset that performs similar function. For instance, Property Plant and
Equipment (PPE) is defined as the type of asset that supports the organization in production and services if
according to the accounting standard AASB 116. In ITBV research, IT investment has the similar role in
organization. Thus, IT and Non-IT asset could be classified under the same class. Brynjolfsson and Hitt (1996)
raised this problem when they questioned whether IT expenditure was reported in non-IT expenditure categories.

Others have also reported a lack of consistency of the way firms classify their IT investment (OECD 2004). In
earlier examples it was suggested software embedded in an aircraft might be capitalized as part of the aircraft
(OECD 2004). The difference in classifying and defining IT investment including the component in each class
can also been seen at the national level by comparing the OECD guidelines with the Australian Bureau of
Statistics reporting of IT investment (ABS 2006; OECD 2009).

2.3.2 Difficulty complying with accounting principles for capitalization

ITBV researchers have argued that many intangible assets arising from IT investment have been ignored by
accountants in this way (Brynjolfsson and Yang 1997; Corrado et al. 2007; Yang et al. 2002). These intangible
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assets include new worker skills, improved business processes, new organization structures, etc. Wyatt (2005)
has pointed out that it is possible for intangible IT assets to be capitalized in a way that is consistent with AASB
requirements. The capitalization could be based on the cycle time for an asset to reach operation, the level of firm
control over an asset, and the level of profitability that is likely to be realized. However, these three properties
are quite hard to assess in a rigorous way (Wyatt and Abernethy 2008).

With cycle time, a shorter time frame to realize a benefit from an investment increases the probability that a
benefit will be realized and determines whether an investment should be capitalized. With IT, there is normally a
long period of time or lag between the investment and when benefits are realized. Evidence suggests that the lag
is between 2 to 6 years which is relatively long and the benefits are therefore less certain (Bharadwaj et al. 1999;
Brynjolfsson and Yang 1997; Devaraj and Kohli 2003; Dewan and Min 1997; Im et al. 2001; Shin 2006; Tam
1998; Weill 1992). The second accounting consideration is control. Knowledge Assets arising from IT
investments can be gained when staff is trained to operate a system. However, according to the AASB, the
expenditure on staff training must be recognized as an expense. The reason is, the skill training of staff is
embodied with the staff and a firm has no certainty of control in relation to realizing the benefits from this
expenditure, because staff might leave the firm. If the first and this second accounting consideration are hard to
meet, then criteria to meet the third consideration of profitability are not met. It is a legitimate accounting
principle to require conservatism in the recognition of profits. Thus, there are legitimate gaps between how an IT
practitioner and an accountant might believe an IT investment should be capitalized.

Literature reviews has discussed different factors that could vary the measurement, classification and reporting of
IT investment at firm level. The following section describes the preliminary data collection process in order to
understand how IT investments are classified by real firm.

3. METHODOLOGY AND DATA COLLECTION

The primary objective of the first part of the study was to investigate how IT expense is reported by firms in
general. This allows us to evaluate the quality of the input data being used by ITBV researchers to evaluate how
IT impacts on organizational performance. The problem we want to address in this paper forms part of our data
collection.

The primary data source for the research was FINANALYSIS.COM. All of the annual reports containing the
financial statements of ASX listed firms can be downloaded from this data source. Firms that trade their stock on
the ASX are required to publish annual reports. The financial data in a firm’s annual report is required to be
externally audited before being published. For this reason this primary source is the most appropriate data source
of financial information that is available. The research was divided into two stages.

In the first part of the study, information was collected systematically from the 1990-2007 annual report to gain
initial insight into how IT is reported by firms in general. This provided an understanding about the accounting
practices carried out in firms to account for investments in IT. It also allowed an examination of the quality of
input data being used by ITBV researchers to evaluate the impact of IT on organizational performance. The
problems addressed in this paper forms part of the data collection.

In the second part, an understanding of how IT investments were treated and classified by firm was developed.
Detail in the financial reports of firms was reviewed for those that reported IT in 2007. On 13 April, 2011, 2,298
were firms listed on the ASX, a small increase from the 2,224 listed in 2007. Firms were excluded if their annual
reports were not available for the whole five year periods from 2007 to 2010. Firms who were delisted from the
ASX were also removed from the study due to incomplete sets of annual reports available. After exclusions, the
study has collected the data from the annual reports of 50 firms.

The annual report contains different component including the Balance Sheet, Income Statement, Note to
Financial Statement and The Note to Significant Account were examined carefully. The following information
was taken from annual reports including the term, the location, and the dollar amount of the IT asset or IT
expense in the financial statement. If IT investment was not found on the balance sheet or income statement, the
Note of Financial Statement was examined to locate the expenses or assets that could be recognized as IT related
investments. If an IT term was found on the note, this was traced back from note to the balance sheet or income
statement for the parent class of asset and expense that firm classified those IT investments in base on the
aggregated disclosed balance figure. The balance and the descriptive term of the parent class of asset or expense
on the balance sheet or income statement as well as the balance and term of the IT asset or expenses on the note
was recorded. The location and year of the disclosed term in the annual report were also recorded. It was found
that some firms changed their terms of disclosure. Since firm usually disclose their financial statements in a
comparative format comparing the current period with the previous period published, the IT asset or expense
were traced in case the term changed throughout the period, by comparing the balance disclosed between period.
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4. RESULTS

This section presents the findings on how IT investment data is reported in practice. The findings are presented
firstly from a historical perspective from 1997 — 2007 and then a representation of current practice between 2007
and 2009.

4.1 Financial Reporting of IT investment 1990 - 2007

Our research is using 2008 as the baseline and we have focused on the 2,224 firms that were listed on the ASX in
2008. Our input variable, the amount of IT investment, was constructed by systematically collecting data from
their annual reports for the financial periods: 1990, 1994, 1995, 1997, 2002 and 2007. The number of listed firm
varies between 1990 and 2007, so does the firm that report IT. Three firms had annual reports in 1990. Four,
five, 47, 178 and 2,224 had annual reports in the financial periods 1994, 1995, 1997, 2002, 2007 respectively.

In 1990, only one third of firms separately reported IT investment in their financial report. Three out of four
firms separately reported IT in their 1994 financial report. The number of firms separately reporting IT was four
out of nine in 1995, nine out of 47 in 1997, 47 out of 178 in 2002, 178 out of 2224 in 2007. Of these firms, only
47 had data across all periods from 1997 to 2007. We believe it is a significant and surprising finding that in
2007, the 178 firms that separately reported IT investment in their financial reports represent only 8% of the
2,224 firms listed on the ASX. One assumes the other firms reported their IT investment in an aggregated form
mixed with other non-IT asset investments in the category Property Plant and Equipment because it was not
considered material. However it is impossible to know if this was the case without more research following a
different methodology. A second finding in addition to the small percentage of firms separately reporting IT
expenditure, is the wide number of terms (15 in total) used by the 47 firms that reported their IT investment
across the period of study. Figure 1 shows the terms and number of firms (in parentheses) that used these terms to
report their IT expenditure.

1930 1994 1995 1947 nnz 2007
Diata processing [1] Daite P rocessing [0 Daite P rocessing [0 Diata Processing [0 Craite Proees sing [2]) Drata Processing [2)
Com puber [1) Com puber[1) Com puter [8) Compuder [235] Compater [235]
Compuber Sy sbem [1) Compuber System (1) Compuder System [4) Compuder Sy stem [4) Computer S ystem [2)
T eopipmernt (1) T eopipmernt (1) IT equipmant (1) IT eoquipm et (1) IT equipm enit (5]
Software (1) 5 oftware (1) 5 oftw are 6] Software [320) Software [20)
Data Communication [3] | Date Communication [3) Dot Commuric aion [ 4
Fertal & Repair [1] Rertd & Regair[1] Rental & F epair[1]
IT Semizes 3] IT Semices 3] IT Semices (6]
IT P rojesct [2) IT Project[2) IT Project [1]
Othertechnology (1) Othertesnology (1) Othertechnology (1)
Technelogy Costs (1) Teehology Costs [15) Technology Costs [15)
Hardwane [1) Hamdware [1) Hardwara [2)
Database [3) Ddabasa (3]
Maintenansce [ 1] Mainfenance [1)
INledssite [2) Iebsite 2]

Figure 1. Evolution of IT related terms used in the financial reporting of IT investment

4.2 Financial Reporting of IT investment 2007 — 2009

In attempt to understand current practice in reporting IT investments, we decided to review the same data for the
four years after 2007 for the 178 firms that were found to report IT separately in the initial study. The Annual
reports were for the financial accounting periods 2007, 2008, 2009, and 2010.

At the current stage of our research, we have analyzed the subsequent three years’ (2007, 2008 and 2009) annual
reports. Total of 50 reports randomly selected from the 178 firms that had separately reported their IT investment
in 2007 for further assessments in 2008 and 2009. Figure 2 and Figure 3 shows the categories that were used in
either the Balance Sheet or Income Statement to report an IT investment or expense. The number in parentheses
represents the number of annual reports counts that an item was found in the years 2007, 2008, 2009
respectively. For example: Intangible (1,1,1) means the category was used in one firm’s annual report in 2007,
one in 2008, one in 2009. At the balance sheet level, only one category was found, “Intangible assets — software”,
that was easily identifiable as being related to IT. Another eight balance sheet categories were identified as being
relevant only after reading the Notes to Financial Statements to look for references to an IT investment. These
eight categories related to intangible assets classified under AASB138 and AASB116 relating to “Plant and
Equipment, Premises and Equipment”, “Property, Plant and Equipment”. The Notes to Financial Statements used
many IT related descriptive terms to report IT assets, and often used the words software or hardware.
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Balance Goodwill and intangible asset (1,1,1) Intangibles (1,1,1)
Goodwill and other infangible assets (3.3.3) Other intfangible assets (6,6.5)
Sheet Infangible assets (20,22,21) Other infangibles (1,1,1)
Intfangible assets — other (0.0,1) Plant and Equipment (0,2,2)
intangible assets — software (1,1,1) Premises and Equipment (1,1,1)
Intangible assets and goodwill (3.3.3) Property, plant and equipment (15,11,11)
Notes to Acquired candidate databases (1,1,1) Credit software (0,0,1)
. . Candidate databases (1,1,1) Data processing equipment (1,1,1)
Financial Databases (1,1,1) Design Technology (0,1,1)
Statements | Acauired software (1.1.1) Development Costs (0.1.1)

Capitalized computer software (1,1,1)
Capitalized software (1,1,0)

Capitalized soffware development costs
(1.1.1)

Project Development Costs (1,1,1)
Internally generated software (1,1,1)

Communication equipment (1,1,1)
Computer & telecom equipment (1,1,1)
computer and office equipment (0,0,1)
Computer equipment (4,4,4)

Computer equipment and software (1,1,0)
Computer Hardware (1,1,1)

Computer Software (11,12,11)
Computer Software and Infrastructure
projects (1,1,1)

Computer Software Costs (1,1,1)
Computer technology (1,1,1)
Computer/IT & Telecommunication
equipment (1,1,0)

Computers (1,1,1)

Acquired software intellectual property (1,1,1)

IT & Telecommunication equipment (0,0,1)
IT equipment (1,1,1)

Office equipment and computers (1,0,0)
Office furniture and computer equipment
a10;

Other intfangible assets (1,0.2)

Plant and Equipment (0,0,1)

Purchased software and other intangibles
(1,00

Software (11,12,13)

Software and database (1,1,1)

Software and licenses (1,1,1)

Software and other infangible assets (0,1,1)
Software development costs (1,1,1)
Software under development (1,1,1)

Technology infrastructure (1,1,1)
Value of development software (1,1,1)
Web development (1,1,1)

Website (1,1,1)

Figure 2. Reporting of IT assets on the Balance Sheet or Notes to Financial Statement (2007, 2008, 2009)

Amortization and depreciation
Income expense(1,1,0) Expenses (2,2,2)
Statement Amortization of acquired intangible assets
anmn Expenses — derived from operating activities (1,1,1)
Amortization of software development
anmn Expenses from continuing operations (1,1,1)
Depreciation and amortization and
impairment (0,0,1) Administrative expenses(1,1,0)
Depreciation and amortization expense
(13,12,13) Operating costs (1,1,1)
Depreciation expense (1,1,1) Operating Expenses (8.8.7)
Depreciation and amortization (3.3.3) Other charges (0,1,0)
Communication and technology (1,1,1) Other expenses (3.3.3)
Communications and computing (1,1,1) Total expenses excluding interest (0,1,0)
Total expenses from ordinary activities excluding
Communications and IT expense (1,1,0) interest (1,0,0)
Communications and MIS expenses (1,1,1)
Computer Costs (1,1,0) Sub class of expenses on balance sheet:
Computer expenses (1,1,1) Amortization of infangibles (1,1,1)
Technology and communication expenses
ann General expenses(1,1,1)
Technology expenses (2,2,2) Non-salary technology expenses (1,1,1)
Telecommunications (1,1,1) Other (1.1.1)
Telecommunications expense (0,1,1) Other operating expenses (1,1,1)
Information fechnology and communications
costs (1,1,1)
Information technology expenses (1,1,1)
T&T(,1,1)
IT costs (1,1.1)
Notes to Data communication and processing charges
. . Non-salary tfechnology expense (1,1,0) ann
Financial System maintenance expense (1,1,0) Depreciation: communication equipment (1,0,0)
qufemenfs Administration expenses (1,1,1) Equipment and occupancy expense (1,1,1)

Communication expenses(1,1,1)
Communications (1,1,1)
Communications and computing (1,1,1)
Computer (1,1,1)

Computer Costs (1,1,1)

Information services (1,1,1)

Information technology (1.1,1)
Information Technology Services (1,1,1)
IT maintenance (1,1,1)

Other expenses (2,2,2)
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Computer equipment and software (1,1,1)  Other non-salary technology expenses (1,1,1)
Computer maintenance and support

a.1.,mn Software supplies (1,1,1)

Website (1,1,0)

Figure 3 Reporting of IT expenses on the Incomes Statement or Notes to Financial Statement (2007, 2008, 2009)

5 DISCUSSION

The result from the first part shows that only 8% of firms reported IT separately at any level in 2007, with the
majority of IT investments only identifiable by poring through the Notes to Financial Statements. From
literatures, there are different difficulties for firm to identify and capitalized IT asset. Thus it is possible that 92%
of the firms in our study may be facing difficulties in finding a reliable way to measure and identify IT
investments. Firms that are reporting their IT investments may be the ones that have good accounting procedures
to help them identify and capitalize IT assets in a way that is consistent with accounting principles.

From what we learnt from the second part of the study, IT assets are mainly classified under the Property, Plant
and Equipment category seen at the top level. When it is reported at lower levels, IT assets are often classified
with other assets of a firm such as office equipment (Computer and office equipment, Office furniture and
computer equipment) and Plant and Equipment. A similar situation occurs with expenses; most firms aggregate
IT expenses into the broad category of operating expenses. This show the possibilities of hidden cost occurrence
due to the lack of ability to clearly define what are IT investment. The data described in the second stages of
study also increase the possibility that IT investment were classified under the other asset, thus not seen to be
reported by 92% of firms in 2007.

It was found many firms in their Balance Sheet, Income Statement and Notes to Financial Statement had
capitalized their internal development software assets (i.e. successfully completed projects), but only 5 firms
reported the software development in progress and its movement. This finding suggests that Australian managers
are unwilling to voluntarily report IT investment until it is successful. It also raises a question of whether or not
they might be manipulating the materiality rule in order to avoid having to comply with AASB116 and report
work-in-progress. There is a strong support from evidence and theory that people responsible for projects are
normally motivated psychologically to avoid reporting the failed and run-away IT project to their manager (Keil
et al. 2003; Keil et al. 2000; Nulden 1996). If only one third of project succeed, then the undisclosed amount of
IT projects in progress cannot be explained by its materiality. In a financial report, a failed IT project could also
be classified under other expenses and remain unseen in financial report.

6. CONCLUSION, LIMITATION AND FUTURE RESEARCH

Research in IT business value seeks to identify the relationship between the input (IT investment and other
complementary factors) and the output (the return that an organization gets from IT). There is much research into
the effect of different input and output factors, but research also needs to consider factors that could lead to
inconsistency in the analysis of the IT pay off. Many of the different factors that could lead to inconsistency have
been studied to some degree, but the measurement of input has rarely been studied by research in this field. This
paper describes research in progress that attempt to explore the accuracy of the financial reporting of IT inputs
following official accounting standards.

Our findings showed that as low as only 8% of 2,224 firms listed on the Australian Stock Exchange in 2007
reported their IT investment in any discernable way at all. This finding does not reflect the increased reliance on
IT in modern business practice. We have explored the accounting and financial reporting practices in an attempt
to identify the reason for the inconsistent in reporting of IT investment. Data from 50 firm’s annual reports for
four financial accounting periods from 2007-2010 showed that IT assets and expenses are sometimes identified
in firms financial statements, but mostly in The Notes to Financial Statements rather than clearly in a Balance
Sheet or Income Statement. Our current finding is that IT Asset are not reported separately and generally
aggregated and reported with other types of assets such as Property Plant and Equipment (PPE) and Intangible
Assets (in a way that is consistent with AASB 116 Property Plant and Equipment and AASB 138 Intangible
Asset). IT expenses are also aggregated and classified under Other Expenses consistent with the AASB
Standards.

No obvious answer was found to explain why IT is not separately reported given its importance as a General
Purpose Technology. It is possible IT expenditure is not separately reported in financial statements because the
accounting standards allow them to be considered not material and not to matter to investors in evaluating a
firm’s market value. However, this treatment is inconsistent with research on IT investment and firm market
value.
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A second reason a firm may not want to voluntarily disclose IT expenditure is because it could negatively impact
to the firm market value. In addition to the proprietary cost that is normally considered in voluntary reporting, the
high likelihood of IT project failure appeared to present a significant obstacle to reporting of IT investment.
While AASB and researchers suggest disclosing software development in progress, only one of 50 firms in our
study reported this information. Firms showed much less reluctance to report and capitalize IT Investments once
they had been completed.

A third reason for the inconsistency is because the Accounting Standards allowed many ways to classify, define
and report IT investment. Firms had the freedom to classify IT according to how it was used (i.e. function) and
this could vary significantly across firms and industries. A final reason was that there were legitimate difficulties
in justifying the capitalization and identification of IT assets.

This paper presents research in progress. At the current stage, two main contributions can be drawn from this
paper. First, it helps to explore how we might improve constructing the input variable for IT business value
research. Second, it highlights several critical issues for practitioners and investors related to inconsistencies in
reporting IT investment.

This paper is limited by its small scale data collection. Firstly the analysis was informed mainly by Australian
Accounting Standards. These Standards are expected to be representative of commonwealth countries but they
are changed and updated annually. The paper has been informed by Standards published in 2007, 2008, and
2009. Secondly, the terms, definitions and elements used to report IT were varied. Some terms used by firms
might have been outside our realm of knowledge and some IT assets/expenses might not have been identified. To
try to reduce risk of missing IT terms itemized in a financial report, we read all the notes provided by firms,
especially the short descriptions of line items in their annual report. Third, the findings from the preliminary data
reported in this paper is limited to the annual reports of 50 firms from 2007-2009. Data collection will continue
to cover over 178 firms over a five year financial period from 2006 to 2010.

In addition to the continuation of data collection, a few new research directions could be started from this point.
The information collected from the annual report only show the classification problem at the financial statement
level. Firms possibly classify IT expenditure separately but not report at financial statement levels. An
accounting exercise contain different IT elements in an IT project could be used for experimenting on accounting
practitioners to see how they classify those elements. This could provide stronger verification on different issues
of the classification of IT investment from accounting angle. Secondly, a research at another direction could
study materiality and factors leading to voluntary disclosure of IT investment in financial statements. This would
be a good contribution to the ITBV field from a market approach. Lastly, a research can verify whether the four
psychological theories discussed in literature reviews has impact on the report of IT in financial statements.

REFERENCES:

ABS. 2006. "ICT Satellite Account." Australia: Australian Bureau of Statistics.

Aral, S., Brynjolfsson, E., and Wu, L. 2009. "Testing Three-Way Complementarities: Performance Pay,
Monitoring and Information Technology," ICIS 2009 Proceedings, p. 163.

Aral, S., and Weill, P. 2007. "It Assets, Organizational Capabilities, and Firm Performance: How Resource
Allocations and Organizational Differences Explain Performance Variation," Organization Science
(18:5), pp. 763-780.

Bharadwaj, A.S. 2000. "A Resource-Based Perspective on Information Technology Capability and Firm
Performance: An Empirical Investigation," MIS Quarterly (24:1), 03/2000, pp. 169-196.

Bharadwaj, A.S., Bharadwaj, S.G., and Konsynski, B.R. 1999. "Information Technology Effects on Firm
Performance as Measured by Tobin's Q," Management science (45:7), pp. 1008-1024.

Brynjolfsson, E., and Hitt, L. 1996. "Paradox Lost? Firm-Level Evidence on the Returns to Information Systems
Spending," Management science (42:4), pp. 541-558.

Brynjolfsson, E., and Yang, S. 1997. "The Intangible Benefits and Costs of Investments: Evidence from
Financial Markets," in: Proceedings of the eighteenth international conference on Information systems.
Atlanta, Georgia, United States: Association for Information Systems, p. 147.

Cho, S., Hagerman, L.R., Nabar, S., and Patterson, R.E. 2003. "Measuring Stockholder Materiality," Accounting
Horizons (17:14), pp. 63-76.

Corrado, C., Hulten, C., and Sichel, D. 2007. "Intangible Capital and Economic Growth," Research Technology
Management (50:1), pp. 70-72.

Devaraj, S., and Kohli, R. 2003. "Performance Impacts of Information Technology: Is Actual Usage the Missing
Link?," Management science (49:3), pp. 273-289.

Dewan, S., and Min, C. 1997. "The Substitution of Information Technology for Other Factors of Production: A
Firm Level Analysis," Management science (43:12), pp. 1660-1675.

Eilifsen, A., Messier, W.F., and Martinov-Bennie, N. 2005. "A Review and Integration of Empirical Research on
Materiality: Two Decades Later," AUDITING-A Journal of Practice & Theory (24:2), pp. 153-187.



22nd Australasian Conference on Information Systems Issues around firm classification of IT
29" November to 2™ December 2011, Sydney Kim et al.

Haggard, K.S., Martin, X., and Pereira, R. 2008. "Does Voluntary Disclosure Improve Stock Price
Informativeness?," Financial Management (37:4), Winter2008, pp. 747-768.

Heitzman, S., Wasley, C., and Zimmerman, J. 2010. "The Joint Effects of Materiality Thresholds and Voluntary
Disclosure Incentives on Firms' Disclosure Decisions," Journal of Accounting and Economics (49:1-2),
pp- 109-132.
Im, K.S., Dow, K.E., and Grover, V. 2001. "Research Report: A Reexamination of It Investment and the Market
Value of the Firm--an Event Study Methodology," Information Systems Research (12:1), p. 103.
Jon-Adrild, J., Johan, O., and Bjorn, O. 1999. "Strategic Use of Information Technology for Increased
Innovation and Performance," Information Management & Computer Security (7), pp. 5-22.

Keil, M., Rai, A., Cheney Mann, J.E., and Zhang, G.P. 2003. "Why Software Projects Escalate: The Importance
of Project Management Constructs," IEEE Transactions on Engineering Management (50:3), pp. 251-
250.

Keil, M., Rai, A., and Mann, J. 2000. "Why Software Projects Escalate: An Empirical Analysis and Test of Four
Theoretical Models," MIS Quarterly (24:4), pp. 631-634.

Kemp, S., and ICAA. 2008. Financial Reporting and Auditing and Assurance Handbook 2007: Incorporating
All the Standards as at 1 January 2008. Milton, Qld: John Wiley & Sons.

Kimbel, D. 1987. Information Technology Today and Tomorrow. Butter Worth & Co. (Publisher) Ltd.

Lin, W.T., and Shao, B.B.M. 2006. "The Business Value of Information Technology and Inputs Substitution:
The Productivity Paradox Revisited," Decision support systems (42:2), pp. 493-507.

Lo, K. 2010. "Materiality and Voluntary Disclosures," Journal of Accounting & Economics (49:1-2), pp. 133-
135.

Nomura, K., 2004b. Capitalizing own-account software in Japan. Program on Technology and Economic
Policy(PTEP), J.F. Kennedy School of Government, Harvard University

Nulden, U. 1996. "Escalation in It Projects: Can We Afford to Quit or Do We Have to Continue?," IEEE
Computer Society Information Systems Conference, Palmerston North, New Zealand: IEEE Computer
Society Press, pp. 136-142.

OECD. 2004. “The Economic Impact of ICT.” Paris: OECD.

OECD. 2009. "Guide to Measure the Information Society." OECD/OCDE.

Powell, P. 1992. "Information Technology Evaluation: Is It Different?," The Journal of the Operational
Research Society (43:1), pp. 29-42.

Ramirez, R., Melville, N., and Lawler, E. 2010. "Information Technology Infrastructure, Organizational Process
Redesign, and Business Value: An Empirical Analysis," Decision Support Systems (49:4), pp. 417-429.

Rivard, S., Verreault, D., and Raymond, L. 2005. "Resource-Based View and Competitive Strategy: An
Integrated Model of the Contribution of Information Technology to Firm Performance," The Journal of
Strategic Information Systems (15:1), March 2006, pp. 29-50.

Shin, N. 2006. "The Impact of Information Technology on the Financial Performance of Diversified Firms,"
Decision Support Systems (41:4), pp. 698-707.

Strassmann, P.A. 1997. "Will Big Spending on Computers Guarantee Profitability?," Datamation (43:2), pp. 75-
78.

Tam, K.Y. 1998. "The Impact of Information Technology Investments on Firm Performance and Evaluation:
Evidence from Newly Industrialized Economies," Information Systems Research (9:1), p. 85.

Tom, B., and Len, T. 2008. "The Business End of It Project Failure," Mortgage Banking (68:6), pp. 28-28.

Weill, P. 1992. "The Relationship between Investment in Information Technology and Firm Performance: A
Study of the Valve Manufacturing Sector," Information Systems Research (3:4), pp. 307-333.

Wiedman, C. 2000. "Discussion of Voluntary Disclosure and Equity Offerings: Reducing Information
Asymmetry or Hyping the Stock?," Contemporary Accounting Research (17:4), pp. 663-669.

Willcocks, L., and Lester, S. 1996. "Beyond the It Productivity Paradox," European Management Journal
(14:3), pp. 279-290.

Wright, M.K., and Capps, C.J. 2010. "Information Systems Development Project Performance in the 21st
Century," ACM SIGSOFT Software Engineering Notes (35:2), March 2010, pp. 1-10.

Wu, F., Cavusgil, S.T., Kim, D., and Yeniyurt, S. 2005. "The Impact of Information Technology on Supply
Chain Capabilities and Firm Performance: A Resource-Based View," Industrial Marketing Management
(35:4), pp. 493-504.

Wyatt, A. 2005. "Accounting Recognition of Intangible Assets: Theory and Evidence on Economic
Determinants,"” The Accounting Review (80:3), pp. 967-1003.

Wyatt, A., and Abernethy, M. 2008. "Accounting for Intangible Investments," Australian Accounting Review
(18:2), pp. 95-107.

Yang, S.K., Hitt, L.M., and Brynjolfsson, E. 2002. "Intangible Assets: Computers and Organizational Capital,"
Brookings Papers on Economic Activity (2002:1), pp. 137-181.



22nd Australasian Conference on Information Systems Issues around firm classification of IT
29" November to 2™ December 2011, Sydney Kim et al.

Yu, L., Ravichandran, T., Shu, H., and Hasan, I. 2006. "Complementarities between It and Firm Diversification
and Performance Implications," Proceedings of the 39th Annual Hawaii International Conference on
System Sciences(HICSS '06), p. 167c.

COPYRIGHT

Kim, Poon and Young 2011 assign to ACIS and educational and non-profit institutions a non-exclusive licence
to use this document for personal use and in courses of instruction provided that the article is used in full and
this copyright statement is reproduced. The authors also grant a non-exclusive licence to ACIS to publish this
document in full in the Conference Papers and Proceedings. Those documents may be published on the World
Wide Web, CD-ROM, in printed form, and on mirror sites on the World Wide Web. Any other usage is
prohibited without the express permission of the authors.



	Association for Information Systems
	AIS Electronic Library (AISeL)
	2011

	Issues around firm level classification of IT investment
	Sereyvuth Kim
	Simon K. Poon
	Raymond Young
	Recommended Citation


	Microsoft Word - 282063-text.native.1328243716.doc

