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FRAUD EXAMINATION 
BUSINESS ENVIRONMENT 

(FEBE)  
is a SIMULATION-BASED 

business environment case designed 
to assist students to: 

 
– Recognise the symptoms of fraud 
– Conduct data driven fraud investigation 
– Investigate fraud using different methods 
– Analyse financial statements for fraud detection 
– Resolution of fraud 
– Make suggestions on future fraud prevention 
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Disclaimer: 

Any views or opinions presented in this document are solely those of the author and are provided for 

business training purposes only. Any resemblance to any real person, name and/or company is purely 

coincidental. Use of real names is only for the purpose of making the business case realistic and 

practical. The following content and  opinions expressed are those of the author and have been 

specifically created for students in ACF5120 at Monash University. The scenarios provided in the 

FEBE business case study do however, make references to real company operations and locations. 

This is designed to make the FEBE business case environment as realistic as possible. We would like 

to expressly convey to you (the reader) that were we accidentally defame, purge and or hurt someone's 

person or feelings as a result of them reading and or acting upon any or all of the information and or 

advice found in this document, it is entirely unintentional of us to do so.        
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Introduction to the FEBE Case Study  

The FEBE is a simulated business case that is designed to provide students in ACF5120 the 

opportunity recognise the symptoms of fraud, conduct data driven fraud investigation, investigate 

fraud using different methods, analyse financial statements for fraud detection and make suggestions 

on future fraud prevention. Participants apply the steel and mining industry business knowledge and 

other skills developed through their experience and classroom learning. Thus, the FEBE business case 

provides participants with multiple opportunities to integrate and apply knowledge and experience 

from all aspects of forensic accounting and fraud examination. As the culmination of the overall 

experience and skills required, the FEBE business case has been developed to integrate participant’s 

overall learning in a way that will enable them to identify the links between the different aspects of 

fraud examination and how this complete experience maps into a real world scenario.  

Throughout the course of the program, FEBE business case is used to capture the key financial 

concepts that forensic accountants and fraud investigators should be comfortable with when making 

important investigation decisions. Prior experience and knowledge from other units and courses is 

applied in a virtual but practical simulated work environment presented in the FEBE business case. 

FEBE business case discussion is conducted in the seminar session to enhance verbal 

communication skills, financial investigation making, and develop problem-solving skills. The 

content of the business case will be presented verbally and in writing. The FEBE business case content 

is very practical which will help participants identify a clear link between their current knowledge 

and fill the required gap in its application in the real world. The content utilised in the case study will 

encompass key issues covered in the seven topics (parts) of the program. Participants will consolidate 

their learning by applying their knowledge to achieve the required practical skills. 

The following are the list of four key topics of importance that are covered as part of the classroom 

session delivered using the FEBE business case: 

1. Fraud detection 

2. Fraud investigation 

3. Management fraud 

4. Resolution of fraud 

Since practical integration of all the above topics is key to developing acumen related to fraud 

investigation, the FEBE business case is developed using a practical integrated business information 

that take into account the important processes association with forensic accounting and fraud 

examination.  

To achieve maximum benefit from the program it is extremely important that participants 

develop a 'feel' of a real fraud examination in the classroom environment.
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FRAUD EXAMINATION BUSINESS ENVIRONMENT (FEBE) 

The fraud examination business environment (FEBE) case study for students in ACF5120 provides 

them with the opportunity to learn by direct application of concepts and skills to a 'real' company 

subject to fraud examination. FEBE is an attempt to give a practical approach to the traditional 

classroom teaching in fraud examination using a simulation based integrated business case study. 

Acronyms: FEBE is the fraud examination business environment or delivery mode/practice for 

the students in ACF5120. 

 

Benefits 

➢ Participants get a 'feel' for working in a real life forensic accounting and fraud examination of 

a business. 

➢ Integrates material studied in the business case to the challenges faced in the examination 

process. 

➢ Discussion using the FEBE ensures that participants are able to develop examination skills to 

apply challenges of the process in a real work environment. 

 

Objective 

The main objective of FEBE is to create a learning environment, which introduces ‘real’ workplace 

activity, and values practical skill development in ACF5120. Even though it is very difficult to 

develop  a model that approaches being 100% practical, every effort has been made to minimise the 

gap between a real fraud examination and classroom based practical learning. 

 

Operational processes  

Participants will play different roles as part of FEBE. The role-play provides an opportunity to get a 

feel of the real work place investigation where a fraud examiner has set responsibilities as required 

for such tasks. 

In the FEBE environment participants have the opportunity to perform tasks and undertake 

the responsibilities expected of a forensic accountant and fraud examiner.  

The company that forms the nucleus of the FEBE business case is named Australasia Iron and Steel 

Ltd (a fictitious company). 
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The nature of the Australasia Iron and Steel Ltd’s business (FEBE) and events that take place is 

constructed to cover all aspects of a significant sized steel and mining business operating in the 

Australasian region. The operation and the business of the FEBE include the following: 

✓ Producer of iron ore with annual marketable output capacity of 5 million tonnes 

✓ Run iron ore processing and transport and logistics operations 

✓ Producer of flat, long and tubular steel products with annual production capacity of 10 million 

tonnes 

✓ Operates blast furnace and electric arc furnace 

✓ Has customer base in Australia (80%) and New Zealand (20%) – automobile manufacturers, 

builders and oil and gas producers  

Each participant (individual) will assume a role as part of Australasia Iron and Steel Ltd. The role of 

participants as fraud examiners is to provide to the prospective shareholders of Australasia Iron and 

Steel Ltd evidence on the quality of financials as claimed by the management of the company in the 

IPO document. As part of the fraud examination in this case study one should have the following 

knowledge/skills pertinent to the environment of the company they are investigating: 

a. Macro-economic  

i. Fluctuation in iron ore and coking coal prices 

ii. Fluctuation in currency (AUD, NZD and US Dollar) 

iii. Changes in government policies (e.g. US under Trump, Brexit) 

iv. Changes in China as a major steel producer 

b. Micro-economic issues 

i. Financial key performance indicators (KPIs) 

c. Risk management 

i. Strategic risk – industry and market 

ii. Financial risk – commodity risk, liquidity and foreign exchange 

d. Competition analysis 

i. Comparative analysis of major competitors 

ii. Comparative analysis using key financial KPIs 

e. Investment analysis and valuation 

i. Budgeting and forecasting 

f. As part of the FEBE business case students individually will act as the Chief Fraud 

Examiner (CFE) 
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Introduction to fraud examination business environment (FEBE) 

Australasia Iron and Steel Ltd 

About the company 

Australasia Iron and Steel Ltd is a steel manufacturing and iron ore mining company with key assets in 

Australia and New Zealand. Australasia Iron and Steel Ltd has had outstanding success since 

incorporation on 1 July 2006. Steel manufacturing and iron ore production commenced in July 2006 and 

since then, as at 30th June 2017, the company has produced approximately 55 million tonnes of 

marketable iron ore and 35 million tonne of steel products.  Since January 2009, the company has been 

operating at a nameplate production rate of 5 million tonnes of iron ore at 62% FE (ferrous) content 

equivalent. The company’s marketable mine has proven iron ore reserves of 135 million tonnes and 

probable ore reserves of 270 million tonnes. The company has steel production capacity of 5 million 

tonnes, which includes 2.5 million tonne of long products, 2 million tonnes of flat products and 0.5 

million tonnes of tubular products. The company operates blast furnace with a capacity of 3.5 million 

tonnes of crude steel and electric arc furnace with a capacity of 1.5 million tonnes annually. The 

company is required to buy iron ore from the open market whenever there is a shortfall in iron ore 

produced internally. 

 

Company history: 

Australasia Iron and Steel Ltd acquired the facilities in Australia and New Zealand in July 2006 from 

Morgan Steel Ltd, a family owned steel company, and incorporated it under the name of Australasia Iron 

and Steel Ltd. The cost of acquisition was US $300million. This acquisition was financed with a 

$200million bank loan with the remaining $100million contributed by family and friends of Samuel 

Walter. At the time of acquisition, the company had an output capacity of 4million tonnes of iron ore.  
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Management information for Australasia Iron and Steel Ltd 

Name Position Directorship Expertise and experience 

Samuel 

Walter  

Chief Executive Officer Yes 25 years senior executive role of which 8 years as current company CEO 

Shyam 

Gupta 

Chief Financial Officer Yes CPA, 18 years senior finance executive role of which 8 years as current company 

CFO 

Adrian Walter Chief Operating Office Yes 22 years mining operations experience at senior level of which 8 years as current 

company COO 

Aleksandra 

Piotrowski 

Chief Marketing Officer No MBA with 14 years’ experience in marketing role of which 8 years as current 

company CMO 

 
Ownership and Board of Director information for Australasia Iron and Steel Ltd 

Name Position Ownership % in 

holding company 

Directorship Committees and position Annual compensation 

Samuel 

Walter 

Chief Executive Officer 55% Yes, 

Chairman 

 $230,000 

Shyam Gupta Chief Financial Officer 5% Yes Audit committee $185,000 plus performance 

bonus based on earnings 

before tax. The amount is at 

the discretion of the Board 

Adrian Walter Chief Operating Office 5% Yes Audit and  remuneration committee $150,000 

Arnold Smith Non-executive 0% Yes Audit committee, chairman $65,000 

Karl Schneider Non-executive 0% Yes Remuneration committee $50,000 
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Australasia Iron and Steel Ltd is a 100% owned subsidiary of Australasia Holdings Ltd, which 

is the ultimate parent company. Australasia Holdings Ltd acquired 100 million shares of Australasia Iron 

and Steel Ltd for $10million on 1 July 2006 at fair value. The company at $1 per share issued 10 million 

shares of Australasia Iron and Steel Ltd to the directors of the company based on their ownership 

percentages. Australasia Holdings Ltd is domiciled in Vanuatu. The holding company has another 80% 

owned subsidiary named Gutland Finance Ltd that is incorporated in Luxembourg. Schneider Family 

Trust of Gutland, Luxembourg, owns 20% of Gutland Finance Ltd. 

On 1 July 2016, Karl Schneider became a non-executive director of the company. At that time, he 

advised the existing board members to seriously consider making it a publicly listed company, and to 

seek to have the company listed on the Australian Securities Exchange (ASX).  

History of audit: 

Since incorporation in 2006, the company was audited by Tenon Young, a mid-tier audit firm located in 

Melbourne. On 15 September 2015 the company changed its auditor to Clive and Wong Partners. In its 

statement to ASIC, the company CFO declared that Tenon Young lacked adequate resources to continue 

performing the audit given the growth of the company and that as a result, the Directors has selected 

Clive and Wong Partners, whose Partners had substantial expertise in the auditing resource companies.  

The following is the extract of the audit fees disclosure from the annual report of the company: 

Year end Financial 

audit  

Provider HR and IT 

consulting  

Provider 

2010 $127,000 
Tenon Young 

$15,000 James Olivi Ltd 

2011 $132,000 
Tenon Young 

$22,000 
James Olivi Ltd 

2012 $135,000 
Tenon Young 

$26,000 
James Olivi Ltd 

2013 $162,000 
Tenon Young 

$28,500 
James Olivi Ltd 

2014 $168,000 
Tenon Young 

$35,000 TCF Pty Ltd 

2015 $174,000 
Tenon Young 

$36,000 TCF Pty Ltd 

2016 $171,000 
Clive and Wong Partners 

$87,000 
Clive and Wong Partners 

2017 $172,000 
Clive and Wong Partners 

$264,000 
Clive and Wong Partners 
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In early 2017, the company started the process of being listed on the ASX. They appointed Wells 

Partners as underwriters of the IPO. The underwriters of the IPO got a lead from an insider of 

the company who warned them on the quality of the financials of the company. Wells Partners has 

appointed you to investigate the matter as part of their IPO due diligence process. 

  

Follow the approach of forensic accounting and fraud examination in the case study.  

You are required to do the following for 25 marks. This is an individual assignment not a group 

work. 

1. Draw the fraud triangle in this case and explain the factors in the case study that can 

increase the chances of management fraud. (10 marks) 

2. Analyse the historical financial information and the relevant macro and micro factors to 

determine whether or not management has manipulated the earnings. (10 marks) 

3. Determine what additional information you would require to establish the magnitude of 

fraud committed by the management. (5 marks) 

 

For each of the above tasks you are required to provide arguments and evidence to support your 

claims. The document should be written professionally and presented in a report format in no 

more than 1,500 words. Graphs, charts and tables will not be counted towards the word limit.  

 

The assignment due date is no later than 4pm, Friday, 25th of Oct, 2019 (i.e., Week 12). 

 

Submission details: A hardcopy of the assignment should be submitted via the department 

assignment box on Level 3 Building H Caulfield Campus. Also, a soft copy of the assignment 

should be submitted via the Moodle site. 

 

 

 

shuzhe zheng


shuzhe zheng


shuzhe zheng


shuzhe zheng


shuzhe zheng


shuzhe zheng


shuzhe zheng
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Macro-economic information on the steel and mining industry 

GDP growth rate map by country for 2016 
Source: World Bank 

 

World economy 
Source: World Bank 
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Select commodity price indices 
Source: Index Mundi 

 

 

Historical iron ore price movement 
15 years Iron ore price till March 2017– China import Iron Ore Fines 62% FE spot (CFR Tianjin 

port),US dollars per dry metric ton 

Source: Index Mundi 

 



  FEBE 2019 

- 15 - 

Global apparent steel consumption (million tonnes) 
Source: ArcelorMittal BAML presentation 2017 

  

Effective exchange rate  

Source: IMF

  

 

 

 



  FEBE 2019 

- 16 - 

Major importers and exporters of steel 
Source: World Steel Association 
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Raw material and regional steel prices 
Source: ArcelorMittal Barclays Global presentation, 2016 

 

Value chain profit split analysis 
Source: McKinsey & Company 
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Iron ore production cash cost by country 
2012 and 2015 compared 
Source: Metalytics, Fortescue  
Note: Includes royalties and freight 

 

 

The following information is compiled using the financial disclosures made by the company in the financial report. 

Australasia Iron and Steel Ltd iron ore reserves at Mount Ghelari Project 

 2017 2016 2015 2014 2013 2012 2011 

Proven ore reserves 129 134 139 144 149 154 159 

Probable ore reserves 425 360 270 279 285 108 107 

FE content % 43 43 43 43 43 43 43 
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Basic oxygen furnace route steelmaking costs for 2016 
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Steel demand by end market 
Source: ArcelorMittal BAML presentation 2017 

 

EBITDA margin change 

Source: Capital IQ 
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Risk Factors disclosed in the proposed IPO prospectus: 

Australasia Iron and Steel’s business, financial condition, results of operations, reputation or 

prospects could be materially adversely affected by one or more of the risks and uncertainties 

described below. 

 

Risks related to the global economy 

• Excess capacity, oversupply and destocking cycles in the steel industry and in the iron ore 

mining industry have in the past, are currently and may continue in the future to weigh on the 

profitability of steel producers, including Australasia Iron and Steel. 

• Protracted low steel and iron ore prices, or further decreases in steel and iron ore prices, would 

be likely to have an adverse effect on Australasia Iron and Steel’s results of operations. 

• Volatility in the supply and prices of raw materials, energy and transportation, and volatility 

in steel prices or mismatches between steel prices and raw material prices could adversely 

affect Australasia Iron and Steel’s results of operations. 

• Australasia Iron and Steel’s business and results are substantially affected by regional and 

global macroeconomic conditions. Recessions or prolonged periods of weak growth in the 

global economy or the economies of Australasia Iron and Steel’s key selling markets have in 

the past had and in the future would be likely to have a material adverse effect on the mining 

and steel industries and on Australasia Iron and Steel’s results of operations and financial 

condition. 

• Unfair trade practices in Australasia Iron and Steel’s home markets could negatively affect 

steel prices and reduce Australasia Iron and Steel’s profitability. Australasia Iron and Steel is 

exposed to the effects of “dumping” and other unfair trade and pricing practices by 

competitors. Moreover, government subsidization of the steel industry remains widespread in 

certain countries, particularly those with centrally-controlled economies such as China. 

• Developments in the competitive environment in the steel industry could have an adverse 

effect on Australasia Iron and Steel’s competitive position and hence its business, financial 

condition, results of operations or prospects. The markets in which steel companies operate 

are highly competitive. Competition—in the form of established producers expanding in new 

markets, smaller producers increasing production in anticipation of demand increases or amid 

recoveries, or exporters selling excess capacity from markets such as China—could cause 

Australasia Iron and Steel to lose market share, increase expenditures or reduce pricing. Any 

of these developments could have a material adverse effect on its business, financial condition, 

results of operations or prospects. 
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• Competition from other materials could reduce market prices, demand for steel products, and 

thereby reduce Australasia Iron and Steel’s cash flows and profitability. In many applications, 

steel competes with other materials that may be used as substitutes, such as aluminium 

(particularly in the automobile industry), cement, composites, glass, plastic and wood. In 

particular, because of increasingly stringent regulatory requirements, as well as developments 

in alternative materials, designers, engineers and industrial manufacturers, especially those in 

the automotive industry, are increasing their use of lighter weight and alternative materials, 

such as aluminium, composites, plastics and carbon fibre in their products and/or reducing 

their use of steel. For example, automakers have begun to use greater amounts of aluminium 

and smaller proportions of steel in some models in recent years. 

• Australasia Iron and Steel is subject to strict environmental laws and regulations that could 

give rise to a significant increase in costs and liabilities. Australasia Iron and Steel is subject 

to a broad range of environmental laws and regulations in each of the jurisdictions in which it 

operates. These laws and regulations impose increasingly stringent environmental protection 

standards regarding, among others, air emissions, wastewater storage, treatment and 

discharges, the use and handling of hazardous or toxic materials, waste disposal practices and 

the remediation of environmental contamination.  

• Laws and regulations restricting emissions of greenhouse gases could force Australasia Iron 

and Steel to incur increased capital and operating costs and could have a material adverse 

effect on Australasia Iron and Steel’s results of operations and financial condition. 

 

Company Specific Risk Factors: 

• Australasia Iron and Steel has a substantial amount of indebtedness, which could make it more 

difficult or expensive to refinance its maturing debt, incur new debt and/or flexibly manage 

its business. Australasia Iron and Steel’s level of debt outstanding could have adverse 

consequences more generally, including impairing its ability to obtain additional financing for 

working capital, capital expenditures, acquisitions, general corporate purposes or other 

purposes, and limiting its flexibility to adjust to changing market conditions or withstand 

competitive pressures, resulting in greater vulnerability to a downturn in general economic 

conditions.  

• Australasia Iron and Steel’s level of profitability and cash flow currently is and, depending on 

market and operating conditions, may in the future be, substantially affected by its ability to 

reduce costs and improve operating efficiency. Difficult operating conditions in recent years, 

due in particular to macroeconomic conditions and supply/demand trends, have reduced 
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Australasia Iron and Steel’s operating profitability, decreased its positive cash flows and 

reduced its profitability.  

• Australasia Iron and Steel has incurred and may incur in the future operating costs when 

production capacity is idled or increased costs to resume production at idled facilities. 

• Australasia Iron and Steel could experience labor disputes that may disrupt its operations and 

its relationships with its customers and its ability to rationalize operations and reduce labor 

costs in certain markets may be limited in practice or encounter implementation difficulties. 

• Australasia Iron and Steel’s results of operations could be affected by fluctuations in foreign 

exchange rates, particularly the Australian dollar to U.S. dollar exchange rate, as well as by 

exchange controls imposed by governmental authorities in the countries where it operates.  

• Disruptions to Australasia Iron and Steel’s manufacturing processes could adversely affect its 

operations, customer service levels and financial results. 

• Natural disasters or severe weather conditions could damage Australasia Iron and Steel’s 

production facilities or adversely affect its operations. 

• Product liability claims could have a significant adverse financial impact on Australasia Iron 

and Steel.  

• Australasia Iron and Steel is subject to regulatory and compliance risks, which may expose it 

to investigations by governmental authorities, litigation and fines, in relation, among other 

things, to its pricing and marketing practices or other antitrust matters. The resolution of such 

matters could negatively affect the Company’s profitability and cash flows in a particular 

period or harm its reputation. 
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Formulae for key performance indicators (KPIs) 

No. Ratio 
 

Formula Good from risk 

1 Return on shareholders 

funds 

= (P/L before Tax  / Shareholders Funds  )  * 100 Higher 

2 Return on capital 

employed 

= (EBIT/ capital employed) * 100 Higher 

3 Capital employed = Total Assets − Current Liabilities Lower 

4 EBITDA Margin = (EBIT  + Depreciation/Amortization  )  / Operating 

Revenue)  * 100 

Higher 

5 CFO/Turnover = (Cash Flow  / Operating Revenue)  * 100 Higher 

6 Net Assets Turnover = Operating Revenue /  (Shareholders Funds  + Non 

Current Liabilities  ) 

Higher 

7 Inventory turnover = Operating Revenue / Inventory Higher 

8 Interest cover = (Operating P/L  / Financial Expenses  )  Higher 

9 Current Ratio = Current Assets  / Current Liabilities Higher 

10 Gearing = (Non Current Liabilities  + Loans  )  / Shareholders 

Funds  * 100  

Lower 

 

 

ROE 
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ROCE 

 
 

EBITDA margin 

 
 

Net cash flow turnover ratio 
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Gearing 

 

Global excess capacity analysis 
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Internal controls in the head office 

HEAD OFFICE (723 Burke Street, Melbourne 3000) 

Seven employees, besides the three directors, CEO, CMO and CFO 
• One looks after reception and administration 

• One does all the bookkeeping, payroll, accounts payable and receivable 

• Three people work in sales and marketing department 

o One manager 

o Two field sales person 

• Two people work in the purchasing department 

• The receptionist collects all mail and after opening distributes it to relevant people. 

• If a cheque payment is received, it is sent to the accounts receivable clerk.  

• The accounts receivable/payable clerk has the responsibility of receiving and depositing 

cheques, issuing cheques to suppliers (after signature by any one of the two directors) and 

issues invoices to customers.  

• Only three copies of invoices are prepared, one is sent to the mining location, one copy to 

the customer and one is retained in the files. 

• The sales staff receive a commission of 0.2% on total sales. (Excluding GST)  

• The company uses MYOB accounting software. 
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Appendix 

Appendix 1: Financial statements and notes for the year ended 30 June 2017 

Balance sheet Notes AUD (preliminary unaudited) 

Assets  2017 

 Total Current Assets                                         366,428,564  

   Raw Materials and inventory                                          217,954,608  

   Accounts Receivable  137,878,956  

   Prepaid Expenses & Advances                                                187,000  

   Total Cash & Short Term Investment                                                408,000  

    Cash or Equivalent                                                408,000  

    Short Term Investment 3 10,000,000 

     

Total long term assets                                       1,786,056,543  

  Net Property, Plant & Equipment                                      1,738,222,293  

   Land                                          110,543,230  

   Total Land Depreciation  0.00 

   Net Stated Land                                          110,543,230  

   Buildings                                          826,765,432  

   Acc. Buildings Depreciation                                     405,911,791  

   Net Buildings                                          420,853,640  

   Plant & Machinery                                       1,927,854,300  

   Acc. Plant & Machinery Depreciation                                          721,240,170  

   Net Stated Plant & Machinery                                       1,206,614,130  

   Transportation Equipment                                             1,170,601  

   Acc. Transportation Equipment Depreciation                                            959,308  

   Net Transportation Equipment                                                211,293  

   Intangibles  0.00 

   Exploration 5                                           47,834,250  

 TOTAL ASSETS                                      2,152,485,108  

     

 Liabilities    

 Total Current Liabilities                                         306,509,318  

  Trade Creditors                                        305,984,869  

   Income Tax Payable                                                524,449  

     

Non-Current Liabilities    

   Loans 2, 4                                         259,469,192  

   Provisions                                             2,992,435  

Deferred tax liability                                                203,339  

     

 TOTAL LIABILITIES AND DEBT                                          569,174,284  

     

 Total Shareholders’ Equity    

  Share Capital                                          300,000,000  

   Revaluation Reserves                                        307,654,000  

   Retained Earnings                                      975,656,824 

 TOTAL EQUITY                                      1,583,310,824 
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 Profit & loss account    

 Total Revenues           2,531,250,000  

 Cost of Goods Sold           2,147,461,828  

Research & Development Expenses                                                299,243  

 EBITDA                                         383,488,929  

  Depreciation                                            42,881,562  

  Amortization & Impairment  0.00 

 Operating Income after Deprec. &Amort.                                        340,607,367  

 Unusual / Exceptional Items                                             7,654,000  

 Earnings before Interest & Tax                                          348,261,367  

  Financial Revenue  0.00 

  Financial Expenses                                             2,973,460  

 Earnings before Tax                                          345,287,908  

Mining resource rent tax and royalty                                            23,939,478  

 Income Taxes                                           94,269,686  

 Earnings after Tax                                         227,078,744  

 Net Profit                                         227,078,744  

 Ordinary Dividends                                             1,707,874  

Retained earnings                                          225,370,870  

   

Iron ore 62% FE equivalent  In tonnes 

   2017 

Iron ore produced   3,020,000 

Iron ore used for production  3,015,000 

Average iron ore price (USD$) per tonne  US$78 

Steel produced and shipped  4,050,000 

Average steel price (AU$) per tonne  AU$625 

Cash flow statement: operations 

 Notes AUD (preliminary unaudited) 

  2017 

Receipts from Customers  2,517,874,503 

Payments to Suppliers and Employees  2,414,698,775 

Interest Received  0.00 

Interest Paid            2,973,460  

Tax Paid            42,479,412  

Other Operating Cash flows  0.00  

Net Operating Cash flows            62,681,681  

Note: All figures are in Australian dollars unless stated otherwise.  
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Notes to the financial statements for the year ended 30 June 2017. 

Note 1: Corporate information 

The financial statements for Australasia Iron and Steel Limited for the year ended 31 December 2016 

were authorised for issue in accordance with a resolution of the Directors. Australasia Iron and Steel 

Limited is a company limited by shares incorporated in East Europe. Australasia Iron and Steel Limited 

is referred to in these financial statements as the ‘Company’ or the ‘entity’. 

The principal activity of Australasia Iron and Steel Limited is exploration and production of iron ore and 

steel. 

• Basis of preparation 

The principal accounting policies adopted in the preparation of the financial statements are set out below. 

These policies have been consistently applied to all the financial years presented, unless otherwise stated. 

These general purpose financial statements have been prepared in accordance with International 

Accounting Standards and Interpretations issued by the International Accounting Standards Board 

(‘IASB’).  

• Historical cost convention 

The financial statements have been prepared under the historical cost convention, except for, where 

applicable, the revaluation of available-for-sale financial assets, financial assets and liabilities at fair 

value through profit or loss. The financial report is presented in Australian dollars. 

• Revenue recognition 

Revenue is measured at the fair value of the gross consideration received or receivable. The Company 

recognises revenue when the amount of revenue can be reliably measured, it is probable that future 

economic benefits will flow to the entity and specific criteria have been met for each of the Company’s 

activities. The amount of revenue is not considered to be reliably measurable until all contingencies 

relating to the sale have been resolved. The Company bases its estimates on historical results, taking into 

consideration the type of customer, the type of transaction and the specifics of each arrangement. 

• Sale of goods 

Revenue from the sale of goods and disposal of other assets is recognised when persuasive evidence, 

usually in the form of an executed sales agreement, or an arrangement exists, indicating there has been 

a transfer of risks and rewards to the customer, no further work or processing is required by the 

Company, the quantity and quality of the goods has been determined with reasonable accuracy, the price 

can be reasonably estimated, and collectability is reasonably assured. 

• Finance costs  

Finance costs are recognised as an expense when incurred, with the exception of interest charges 

attributable to major projects with substantial development and construction phases which are 

capitalised. 

Finance costs include interest on loans and borrowings (short and long term), loan facility establishment 

fees, interest on finance leases and unwinding of discount on provisions. Provisions and other payables 

are discounted to their present value when the time value of money is material. The carrying amount of 

a provision increases in each period to reflect the passage of time. The increase is recognised as a 

discount adjustment in finance costs. 

• Foreign currency translation 

The financial statements are presented in Australian dollars, which is the Company’s functional and 

presentation currency. 
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Note 2: Loan  

The bank loan component of the total loan of $259,469,192 is $19,320,000 which is secured by Bank of 

Europe against land and building. The balance of $240,149,192 is an unsecured loan from Gutland 

Finance Ltd of Luxembourg.  

 

Note 3: Short term investment 

The parent company have taken an unsecured short-term loan of $10,000,000 from the company at the 

start of the financial year.  

 

Note 4: Financial covenant 

The Borrower undertakes that for each accounting period ending on a compliance date as specified in 

Clause 10.3 its financial performance shall have been such that the loan to EBITDA ratio must not be 

greater than 0.80. 

 

Note 5: Exploration 

Exploration and evaluation expenditure is recorded at historical cost on an area of interest basis. 

Recovery of these costs is dependent upon the commercial success of future exploration and 

development or realisation by disposal of the interests therein. There may exist on the Company’s 

exploration properties, areas subject to claim under native title or containing sacred sites or sites of 

significance to Aboriginal people. As a result, exploration properties or areas within the tenements may 

be subject to exploration and mining restrictions. All expenditure for mine development is included in 

exploration. Exploration assets are recorded at historical cost. 

Opening balance 34,031,824 

Additions 13,802,426 

Net carrying amount 47,834,250 
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Appendix 2: Iron ore production facility 

The company produces all of its iron ore from the Mount Ghelari Project. The FE content of the iron ore is 43%. To convert the ore to direct shipping ore, the 

company has in-house beneficiation facility for bringing the iron ore to 62% FE content using magnetic technology. The iron ore beneficiation removes the gangue 

content of the ore, which can then be directly used for steel making. After the beneficiation, the iron ore is converted to fines for use in the company’s blast furnace. 

The company acquired the grinding media from Arrium Ltd and the iron ore beneficiation technology and equipment from Henan Kefan Mining Machinery Co. 

Ltd in 2007. The process of beneficiation used by the company is illustrated below. 
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The iron ore at the Mount Ghelari Project occurs at surface, resulting in a simple mining and crushing process and low stripping ratios.  

The following is the historical production related information for the company: 

Iron ore 43% FE equivalent 2017 2016 2015 2014 2013 2012 2011 2010 

Crude iron ore produced in tonnes 

(AU$) 

5,238,140 5,238,428 5,238,140 5,081,628 5,231,363 5,215,935 5,200,000 5,774,940 

Cash mine production cost  per 

tonne(AU$)  

  

$       8.05  

  

$       7.22  

  

$      7.45  

  

$       7.60  

  

$       7.33  

 

 $       7.03  

  

$       6.73  

 

 $       6.43  

Beneficiation* cash cost per tonne# 

(AU$) 

 

$       12.65  

 

$       12.27  

 

$       11.89  

 

$       11.51  

 

$       11.13  

 

$       10.75  

 

$       10.37  

 

$         4.99  

Haulage cost per tonne# (AU$)  

$       13.50  

  

$      12.75  

 

 $      12.00  

  

$      11.25  

 

$       10.50  

  

$       9.75  

 

$       10.00  

 

$         9.25  

Iron ore 62% FE equivalent 2017 2016 2015 2014 2013 2012 2011 2010 

Iron ore produced (tonnes) 3,020,000 3,020,200 3,020,000 3,605,000 3,015,300 3,004,600 3,300,000 3,005,200 

Iron ore shipped 3,015,000 3,030,000 3,010,000 3,802,000 3,000,000 3,804,000 3,150,000 3,002,000 

Average selling price (AU$) per tonne 78 65 47 95 103 118 154 115 

*Lower-grade sources of iron ore generally require beneficiation, using techniques like crushing, milling, gravity or heavy media separation, screening, and silica 

froth flotation to improve the concentration of the ore and remove impurities.  

#Beneficiation and haulage costs are based on the 62% FE equivalent iron ore content. 
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Appendix 3: Historical financial information of Australasia Iron and Steel Ltd 

Balance sheet AU$ AU$ AU$ AU$ AU$ AU$ AU$ 

Assets 2016 2015 2014 2013 2012 2011 2010 

 Total Current Assets 375,615,003 379,671,634 398,878,689 374,710,959 355,992,900 333,398,078 320,464,771 

   Raw Materials and inventory 220,350,092 221,385,046 226,743,552 220,239,352 215,097,609 208,794,930 205,419,028 

   Accounts Receivable 154,266,911 157,026,788 171,316,137 153,971,606 140,260,291 123,453,148 114,450,742 

   Prepaid Expenses & Advances 370,000 470,000 131,000 154,000 138,000 276,000 187,000 

   Total Cash & Short Term Investment 628,000 789,800 688,000 346,000 497,000 874,000 408,000 

    Cash or Equivalent 628,000 789,800 688,000 346,000 497,000 874,000 408,000 

    Short Term Investment 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

         
Total long term assets 1,777,988,551 1,764,701,870 1,752,696,980 1,740,455,932 1,737,444,894 1,729,386,773 1,716,048,867 

  Net Property, Plant & Equipment 1,735,856,737 1,730,670,046 1,721,205,937 1,726,516,616 1,729,430,711 1,725,056,985 1,715,271,792 

   Land 108,289,869 104,618,926 101,665,642 107,447,371 108,105,871 104,473,215 100,869,682 

   Total Land Depreciation 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

   Net Stated Land 108,289,869 104,618,926 101,665,642 107,447,371 108,105,871 104,473,215 100,869,682 

   Buildings 823,468,000 818,765,000 813,580,000 810,463,000 809,654,000 809,412,000 804,512,000 

Acc. Buildings Depreciation 404,573,520 403,752,140 403,095,365 402,212,665 401,532,570 400,905,060 400,293,280 

   Net Buildings 418,894,480 415,012,860 410,484,635 408,250,335 408,121,430 408,506,940 404,218,720 

   Plant & Machinery 1,926,422,000 1,925,832,000 1,920,959,000 1,919,462,000 1,918,760,000 1,914,790,000 1,910,741,000 

   Acc. Plant & Machinery Depreciation 718,454,740 715,548,320 712,706,800 709,562,950 706,643,650 703,829,650 701,611,150 

   Net Stated Plant & Machinery 1,207,967,260 1,210,283,680 1,208,252,200 1,209,899,050 1,212,116,350 1,210,960,350 1,209,129,850 

   Transportation Equipment 1,594,200 1,548,000 1,504,000 1,470,000 1,490,200 1,370,600 1,170,600 

   Acc. Transportation Equipment 

Depreciation 889,072 793,420 700,540 550,140 403,140 254,120 117,060 

   Net Transportation Equipment 705,128 754,580 803,460 919,860 1,087,060 1,116,480 1,053,540 

  Intangibles 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

   Exploration 42,131,814 34,031,824 31,491,043 13,939,317 8,014,183 4,329,788 777,074 

 TOTAL ASSETS 2,153,603,554 2,144,373,504 2,151,575,669 2,115,166,891 2,093,437,794 2,062,784,851 2,036,513,637 
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 Liabilities        
 Total Current Liabilities 305,985,245 307,139,953 308,451,362 305,913,941 305,629,934 303,726,995 302,077,280 

  Trade Creditors 306,783,364 307,128,349 308,914,517 306,746,451 305,032,536 302,931,643 301,806,343 

   Income Tax Payable -           798,119 11,604 -             463,155 -             832,510 597,398 795,352 270,937 

         
Non-Current Liabilities        
   Loans 276,801,777 280,849,162 201,555,698 274,858,479 259,800,188 237,043,062 218,256,819 

   Provisions 3,391,682 3,564,174 4,457,259 3,373,225 2,516,268 1,465,822 903,171 

Deferred tax liability 787,323 1,152,010 362918.00 1,650,952 1,959,402 235,736 203,338 

         
 TOTAL LIABILITIES AND DEBT 586,966,027 592,705,299 514,827,237 585,796,597 569,905,793 542,471,615 521,440,608 

         
 Total Shareholders’ Equity        
  Share Capital 300,000,000 300,000,000 300,000,000 300,000,000 300,000,000 300,000,000 300,000,000 

   Revaluation Reserves 7,654,000 207,654,000 307,654,000 307,654,000 307,654,000 307,654,000 307,654,000 

   Retained Earnings 1,258,983,527 1,044,014,205 1,029,094,432 921,716,294 915,878,001 912,659,236 907,419,029 

 TOTAL EQUITY 1,566,637,527 1,551,668,205 1,636,748,432 1,529,370,294 1,523,532,001 1,520,313,236 1,515,073,029 

         

 Profit & loss account        
 Total Revenues 1,444,884,000 1,992,630,000 2,330,688,000 2,623,820,000 3,098,250,000 2,298,318,000 1,489,435,000 

 Cost of Goods Sold 1,063,483,633 1,658,617,048 1,954,337,967 2,452,982,267 2,952,957,172 2,166,069,921 1,368,120,155 

 Research & Development Expenses 678,336 712,835 1,782,903 2,023,935 1,509,761 879,493 541,903 

 EBITDA 380,722,031 333,300,117 374,567,130 168,813,798 143,783,067 131,368,586 120,772,942 

  Depreciation 36,506,932 30,405,855 24,403,130 17,839,975 11,758,070 6,423,760 2,021,490 

  Amortization & Impairment 0. 00 0 0 0 0 0 0 

 Operating Income after Deprec. 

&Amort. 
344,215,099 302,894,262 350,164,000 150,973,823 132,024,997 124,944,826 118,751,452 

 Unusual / Exceptional Items 6,351,574 3,507,589 0 0 0 0 0 

 Earnings before Interest & Tax 337,863,525 299,386,673 350,164,000 150,973,823 132,024,997 124,944,826 118,751,452 

  Financial Revenue 0 0 0 0 0 0 0 
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  Financial Expenses 5,376,124 5,659,441 8,124,456 7,860,140 5,681,018 2,963,445 1,460,545 

 Earnings before Tax 332,487,401 293,727,232 342,039,544 143,113,683 126,343,979 121,981,381 117,290,907 

Mining royalty 27,133,456 28,513,394 35,658,069 26,985,803 20,130,145 11,726,574 7,225,371 

 Income Taxes 43,791,989 55,168,093 108,818,720 44,451,295 41,615,597 42,768,798 42,818,350 

 Earnings after Tax 261,561,956 210,045,745 197,562,755 71,676,585 64,598,237 67,486,009 67,247,186 

 Net Profit 261,561,956 210,045,745 197,562,755 71,676,585 64,598,237 67,486,009 67,247,186 

                

 Ordinary Dividends 2,139,765 45,648,738 140,184,617 5,838,292 1,379,471 2,245,803 2,174,156 

Retained earnings 259,422,191 164,397,007 57,378,138 65,838,293 63,218,766 65,240,206 65,073,030 

        
Iron ore 62% FE equivalent In tonnes In tonnes In tonnes In tonnes In tonnes In tonnes In tonnes 

  2016 2015 2014 2013 2012 2011 2010 

Iron ore produced 3,020,000 3,020,200 3,020,000 3,605,000 3,015,300 3,004,600 3,300,000 

Iron ore shipped 3,015,000 3,030,000 3,010,000 3,802,000 3,000,000 3,804,000 3,150,000 

Steel produced and shipped 3,507,000 3,810,000 3,904,000 4,132,000 4,050,000 3,201,000 3,071,000 

Average steel selling price (AU$) per 

tonne 

412 523 597 635 765 718 485 

Cash flow statement – operations 

Item 2016 2015 2014 2013 2012 2011 2010 

Receipts from Customers 1,612,784,540 1,612,874,980 2,721,587,453 2,627,845,102 2,501,458,750 2,289,478,460 1,168,745,200 

Payments to Suppliers and Employees 1,499,478,450 1,473,785,490 2,524,516,074 2,506,478,450 2,387,542,100 2,175,845,680 1,057,846,405 

Interest Received 0 0 0 0 0 0 0 

Interest Paid 5,376,124 5,659,441 8,124,456 7,860,140 5,681,018 2,963,445 1,460,545 

Tax Paid 42,876,542 52,845,762 87,865,127 43,871,698 41,618,006 42,387,546 42,684,500 

Other Operating Cash flows 0 0 0 0 0 0 0 

Net Operating Cash flows 65,053,424 80,584,287 101,081,796 69,634,814 66,617,626 68,281,789 66,753,750 
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