Copyright is owned by the Author of this thesis. Permission is given for a copy to be downloaded
by an individual for the purposes of research and private study only. The thesis may not be

reproduced elsewhere without the permission of the Author.



THE PREDICTIVE ABILITY AND CLASSIFICATION SHIFTING OF
DISCONTINUED OPERATIONS UNDER IFRS -5

A Dissertation
submitted to the Graduate Research School of
Massey University and Business School
in partial fulfillment of the requirements for the degree of
Doctor of Philosophy
in the
School of Accountancy
Massey University, Albany
New Zealand

By
Oyuntsend Chagnaadorj
BA, National University of Mongolia, 1997
MBA, Handong Global University, 2004

MBA specialising in Accounting, Maharishi University of Management, 2010

May 2018



“Life isn’t about finding yourself. Life is about creating yourself.”

- George Bernard Shaw



| dedicate this dissertation to my beloved mother, who has quietly stood by and made sacrifices while
showering me with unconditional love and support through all the years | pursued an academic career. It is
also dedicated to my honoured father, who is no longer with me. There is no doubt he would have been so

proud of his daughter’s latest achievement. To them I shall forever be indebted.

I probably would not have made it through my PhD without my dear husband, who always has tremendous
faith in me to dream bigger and reach higher. His unwavering love, support, and devotion have been a

blessing in the ups and downs of my PhD journey, and I shall be forever grateful.

I also dedicate this dissertation to my two wonderful sons. They melt my heart with their sweet smiles, and

open my eyes to the miracle of life.



ACKNOWLEDGEMENTS

With great pleasure, | would like to thank those whose support enabled me to complete this PhD thesis.

| express my deep gratitude to my chair and mentor, Professor Michael Bradbury, for his tremendous
support, encouragement and guidance. He has set a great example of a dedicated scholar who has constantly
challenged himself and his students to be the best they can. | also express my appreciation to co-supervisor
Dr Borhan Bhuiyan for being helpful and supportive. | benefitted a great deal from his generosity in sharing
his knowledge, experience and resources. Together, they provided a nurturing environment indispensable

for the development of this project.

I also appreciate all the help from the faculty at Massey University. They set good examples of excellence
in research, and challenged us always to better ourselves. Along this journey, | have come across many
friends and fellow students who have made it memorable and enjoyable. Among them are Kim Mear, Fawad

Ahmad, Shahin Muhammad, and Abdul Haris Muhammad.

I extend my gratitude to the Mongolian Government and Chartered Accountants Australia and New Zealand
for providing me with financial support, which has been an important component in this whole journey. |
am also thankful to the Accounting and Finance Association of Australia and New Zealand for the 2013

research grant.

Last, but not least, | acknowledge my professors, mentors from Massey University, Maharishi University
of Management, Handong Global University, and National University of Mongolia. They have been

instrumental in my pursuit of an academic career in accounting.



ABSTRACT

Considerable attention has been directed towards the impact of International Financial Reporting Standards
(IFRS) by the business community and regulators. IFRS-5 Non-current Assets Held for Sale and
Discontinued Operations requires the separate reporting of discontinued operations in the statement of
comprehensive income. This is based on the (untested) assertion that cash flows from discontinued
operations are different from continuing flows. Thus, there is a need to provide empirical evidence to

support the assumption.

This thesis examines the usefulness of separate reporting of discontinued operations in two important
attributes: predictive ability and classification shifting. Motivated by the concerns that discontinued
operations are not useful to predict future profitability and are used to manipulate core earnings, this thesis

investigates these two aspects for Australian listed companies that have adopted IFRS since 2005.

Existing literature documents evidence that discontinued operations should be ignored to predict future
profitability (Fairfield, Sweeney, & Yohn, 1996) and managers engage in classification shifting using
discontinued operations (Barua, Lin, & Sbaraglia, 2010) under the United States’ Generally Accepted
Accounting Practices (US GAAP). As discontinued operations are defined and measured differently under
US GAAP and IFRS, this thesis investigates the usefulness of separate reporting of discontinued operations

under IFRS by examining predictive ability and classification shifting of discontinued operations.

The findings show discontinued operations, particularly when splitting it into gains and losses from
discontinued operations, are useful to predict a company’s future profitability. Furthermore, results show
losses from discontinued operations are opportunistically used to manipulate core earnings, to avoid
reporting losses and earnings decreases under IFRS, when firms report discontinued operations frequently,

and the amount of losses is high.

These results could be used for IASB in deciding whether to report discontinued operations separately in

statements of comprehensive income.
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