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Executive summary

V« ©2 " puilding &h@construction industry has higher rates of insolvency than many other parts
of the economy. Elevated rates of business failure in the industry are driven by several factors ,
including the fragmented structure of the industry Cwith major builders undertaking significant
subcontracting to a large number of smaller companies C coupled with thin profit margins and
relatively low barriers to entry .

Business entry and exit can be an indicator of a healthy, competitive market , driving productivity

and innovation, and keeping prices low for consumers. However, f inancial collapse of building
practitioners has significant flow -on impacts throughout the economy dueto 2 } z © zsyste#ic C ©
importance, high levels of subcontracting, and large number of workers (there are currently around
238,000 workers in Queensland). Several large building firms in Queensland have collapsed in

recent months, leaving hundreds of homes unbuilt and many subcontracting firms and other

creditors unable to be paid.

Financial regulations seek to address the risks of industry  insolvency

f «zza©¢v oy C@anfial requifemeits (MFRs)are ax ¥ £) ¥ozoa ¥{ f«zzo©¢tvayCO
regime for the building and construction industry , aiming to reduce the risk of financial failure of

businesses. The MFRscover a wide range of parties including residential and commercial builders ,

head contractors and subcontractors such astilers, carpenters and painters. The regulations are

administered by the state industry regulator, the Queensland Building and Construction

Commission (QBCC).Businesses covered by MFRsmust:

3 Hold a minimum level of net tangible assets relative to revenue earned (different for each
licence category).

3 Have current assets at least equal to current liabilities (i.e. currentratio €1).
3  Pay debts on or before they are due and payable.

Licensees must also provide annual financial reports  to the industry regulator declaring or
demonstrating that they meetthe MFRs .| } ~ ¢ z f « z MER@egimmehasb@en in place for over
20 years, it has been modifi ed from time to time including most recently to strengthen its reporting
obligations .

Like any regulation, the MFRs impose a range of costs on businesses, consumers, taxpayers, and
other stakeholders. From a public policy perspective, regulation can be app ropriate if the social
benefits outweigh the costs. However, even where this is the case, it is important that regulation is
efficiently designed and does not impose an undue cost burden on businesses and other
stakeholders.

Other jurisdictions have varying regimes that assess the financial viability of industry practitioners,
including through the private insurance sector. Overall, these regulatory alternative s are less
stringent and Queensland operators tend to face a higher cost burden than their interstate
counterparts .

The evidence suggests that f « z z @ © ¢ v o yai€ @o nioie gffective than other
regimes across Australia

The effectiveness ¥ { f « z z a © ¢ \can pee@alubtdd gn@rms of how they reduce financial
failure in the building and construction industry in Queensland. Two indicators of effectiveness have
been assessed:
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3  Theindustry insolvency rate in Queensland compared to insolvency rates in other states and
territories that do not have the same MFRs .

3  The insolvency rate in Queensland over time, where different versions of the regime have been
in place.

From 2014 -15 to 2019 -20, the construction insolvency rate in Queensland has been in the middle
of the pack compared to other states and territories (Figure 1). In fact, there is little change in the
rankings of insolvency rates between j urisdictions over this time. On average, the insolvency rate in
Queensland was 0.38 %over the period, only 0.01 percentage point s higher than the average for
Australia and the average across the four largest states (NSW, VIC, SA and WA).While this analysis
is only over a relatively short period in what tends to be a cycl ical industry , any variations related to
this are likely to impact all states and territories.

The average size of insolvencies in Queensland was slightly higher than the national average over
2014 -15 to 2018 -19.1

Figure 1. Construction insolvency rate s from 2014 -15 to 2019 -20, business count denominator
0.8%

0.7%

0.3%

0.2%

0.1%

0.0%
2014-15 2015-16 2016-17 2017-18 2018-19 2019-20

NSW VIC SA WA TAS ——NT

ACT QLbp

Sources: ASIC Table 1A.1.1, ABS cat. no. 8165.0

This analysis suggests that Quz z & © ¢ v & y C €no imdrege@ective thran other regimes across
Australia.

The annual reporti ng requirement does not appear to improve effectiveness

Comparing insolvency rates across time periods wheny ~{ { z" zr®2 -2z " ©O~¥o0o© ¥{ f«zzwoo®©
were in place suggests the reporting requirement has a negligible impact on the effectiveness of

the MFRs. In 2019 the regime was strengthened to include mandatory compliance reporting for

businesses operating in the industry. The average insolvency rate in Queensland in the year after

the reporting requirement was reintroduced was 0.07 percentage points below the average

insolvency rate in the years without the reporting requirement in place. = However, insolvency rates

for the rest of Australia declined by around the same amount, on average, over those periods,

suggesting the decline was not related to anything Queensland -specific. While the regulatory

1 The data was only available up to 2018 -19, withthisyear x v ! 8 « " ~a| 28}z ~£!vxa «oyz" f«zzoO©¢tvaoyC
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change is relatively recent, being reflected in only the last year of available, relevant data, there
hasbeennov| | "zx~vw¢z x}lveoe|z ~o f«zzoO¢voyCO ~oO®©¥¢-zox |

The MFRs impose large costs to businesses and government , and flow -on costs to
consumers

Consultations with building and construction businesses across Queensland were undertaken to
understand the costs and compliance obligations of the regime.

Key costs to businesses are compliance costs such as time and resources associated with assessing
and monitoring their financial position and completing and submitting forms ; the costs of engaging
professional services such as accountants, and the costs of holding additional capital . Under the
regime, businesses are compelled to hold an asset reserve (often in the form of working capital)
which imposes additional costs on them. But this falls disproportionately on smaller businesses.

The primary costs to government are the costs of administering the scheme.

In addition to these direct costs, there are also broader costs associated with reduced competition
due to the MFRs creating an additional barrier to entry.

The direct cost s of the current MFR regime are estimated to be least $78 million per year (Table 1),
based on a range of sources including consultations . This represents a lower bound on total cost
because not all costs were quantified as part of this analysis. Costs excluded from this analysis
include costs to businesses of changing company structure to comply with the MFRs (if required)

and costs of changing licen ce categories to comply with the MFRs ; as well as indirect costs to
consumers associated with barriers to competition.

The costs of the previous MFRs, which did not include a requirement for businesses to report, was
estimated to cost around half as much, with an estimate of at least $43 million per year.

Table 1. Annual costs of the MFRs ($)
Previous MFRs

Cost category Current MFRs (no annual reporting)

Cost to government of administering regulatory scheme 1,080,45 0 540,2 30
Cost_ tq buglnesses o_f compliance (including internal 67,968,200 33,984,100

administration and third -party costs)

Cost to businesses of holding capital 9,291,4 40 8,362, 300
Total key costs 78,340,090 42,886,622 0

Note: Costs have been rounded to the nearest ten.
Source: EY estimates.

Business compliance costs are by far the largest direct cost of the scheme , representing more than
85% of total costs. Businesses need to engage external advice or allocate management time to
comply with the scheme, all of which imposes costs. Indeed, the estimated costs were materially
lower under the former phase of the regime which did not involve reporting requirements for
businesses.

The cost burden on industry from the MFRs is also unevenly distributed , even with the MFRC© 2 ~z " z y
requirements (see Table 2). For smaller businesses, the costs of compliance are relatively higher

(than for larger businesses) compared to the amount of revenue they can earn. Small companies

were estimated to face an annual cost of $689 to comply with the MFRs. In contrast, larger

businesses tend to be able to manage the * z | ~ fegue@nents within their dedicated

management structures which imposes a relatively smaller cost.
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Table 2. Costs of MFRs (annual cost per business ?)

Cost of current MFR regime ($)

Cost to government of regulation 1,080,451

Cost to businesses of internal administration

Small business 559
Medium business 1,677
Large business 2,569

Cost to businesses of third parties
(e.g., accountants)

Small business 50
. i 1,500
Medium business
X 6,000
Large business
Cost to businesses of holding capital ®
Small business 81
Medium business 239
Large business 4,839

Source: EY estimates
2 The cost to the Queensland Gvernment of administering MFRswas estimated as a total annual cost.
b These costs are adjusted to account for the number of businesses that require an increase in NTA to meet the MFRs.

When comparing to the costs of alternative regimes, f « zze©¢veyCO b[ gO x¥-z" v
section of the building and construction industry and can apply more stringent financial adequacy _
voy Tz ¥"28~o| "z8«~"z£zm820OC VO O«Xx} Aightrowmlkca@stty oy C©O

on industry than other states and territories .
Reducing insolvencies can generate benefits across a range of stakeholders

The economic damage associated with insolvencies can be large and far-reaching. As seen in high
profile collapses of building companies, there are significant spill over costs borne by
subcontracting and supplier businesses, government, consumers, and the broader community. The
average size (deficiency) of an insolvency in the Queensland building and constru ction industry in
201 8-19 was approximately $1.5 million .2 This only provides a portion of the overall costs of a
business failure.

Reflecting these broader impacts, m inimising insolvencies through effective regulation has the
potential to generate significant economic and social gains. These include:

3  Benefits to government: include the benefits of avoided unpaid tax debts and avoided financial
assistance to workers impacted by insolvencies.

3  Benefits to businesses and industry stakeholders: include the benefits from avoided non -
payment of debts such as money owed to subcontractors, and the avoided costs of insolvency
practitioners.

3 Benefits to consumers and the broader communit y: include the benefits to employees from
avoided loss of jobs, employee entitlements, and the avoided adverse social impacts including
impacts on physical and mental health; and benefits from improved industry confidence,
productivity and innovation, whic h may flow through to consumers through avenues such as
lower prices.

Importantly , any benefits of the MFRs are generated through their impact on reducing insolvencies
and improving confidence in the industry . However, analysis of insolvency data did not provide

2 The latest publication of the relevant ASIC data (series 3.2) was for 2018 -19.
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evidence that Queensland is avoiding relatively more insolvencies , so there does not appear to be
related benefits .

Implications for policy

This analysis shows that insolvency rates in Queensland are broadly in line with averages of
insolvency rates in other states and territories that have less onerous regimes, suggesting that
f«zzoO©CtveyCO ~“z| ~£z ~ @nuakrepbring requirefndniz dods-net apPeari tg z
improve the rz | ~ £ eff€t®eness, while adding significant costs to industry . Therefore, the
benefit of the MFRs relative to other regimes could be considered negligible.

f«zzo©¢tvaoyCO®© b[g® v 'z " z¢v2@~-z¢ ¥0z ¥«© voy W« yzoO¥
jurisdicti ons across Australia, yet the insolvency rate in Queensland is largely comparable across

states. This suggests there could be scope to refine the regime to reduce the regulatory burden on

industry , without substantially elevating insolvency risks. The drivers of higher insolvency rates in

the building and construction industry are largely structural and do not appear to be Queensland -

specific.

Regulation to limit and potentially reduce the incidence and size of insolvencies in the building and
construction sector can be appropriate and could generate a net benefit to society. However, due
to the large costs associated with administration and compliance, it is important to ensure the
regulation is targeted and efficient.

Over longer term, there may be benef its from pursuing reforms to harmonise regimes across the

countryA | ~=-zm 2} z7"z ~© wB¥?2 x¢tzv" z-~yzmxz a}lva@ f«zzoOCv
rates of insolvency. National harmonisation (at the optimal level) could reduce red tape, especially

for firms which operate across states and territories, providing a range of benefits such as

increased efficiency.

Note: Front cover image is from Unsplash.
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1. Introduction

Queensland has a set of minimum financial requirements for building and
construction practitioners designed to reduce the risk of financial failure. However,
like all regulation, they are not without costs.

1.1 Insolvency in the building and construction industry

The building and construction industry has one of the highest insolvency rates of all industries in
Australia. A report by the Senate Economics Reference Committee (2015) found that over a 10 -
year period, the industry accounted for roughly 20 a25%of all insolvencies in the country but only
8310 %of GDP and employment. The Senate report found that the predominant cause of the high
insolvencies is the pyramid structure of the industry , whereby a small number of large firms sit at
the top of the contracting chain (head contractors) and many smaller companies are lower down.
The companies at the top of the chain can use their market power to allocate risk to those that are
less able to bear this risk, including subcontractors, employees and suppliers. For example, head
contractors can delay or reduce payments to subcontr actors, which may occur more often when
approaching insolvency. As such, subcontractors tend to bear the risk of head contractor
insolvency. Other contributing factors to insolvency in the industry are low barriers to entry,

narrow profit margins, inadequa te cash flow, poor strategic management and financial control.

1.2  The case for minimum financial requirements for licensing

Regulation can be targeted to protect the interests of those lower down the contracting chain from
those above that may abuse any market power they might possess. The Queensland regulator for
the building and construction industry, the Queensland Building and Construction Commission
(QBCC),has sought to target financial failure through introducing financial requirements in order to
obtain a licence to operate. These are the minimum financial requirements (MFRs). The MFRs
involve holding a minimum level of net tangible assets, meeting a minimum current ratio, and
providing financial reports annually. The purpose of the MFRs is to help the QBCCidentify
businesses or applicants that may not be financially sustainable and reduce financial failure in the
industry. The other states and territories do not have the same MFRs.

While the MFRs exist to protect industry participants against financi al failure, they do not come
without costs. In particular, businesses face costs to meet the MFRs, such as compliance costs and
capital holding costs.

1.3  About this study

EY has been engaged by Master Builders Queensland to assess the effectiveness of Queenst v &y C ©
MFRs in addressing insolvency in the industry as well as the costs and benefits of the MFRs. The
analysis was informed by publicly available data including insolvency data as well as consultations

with a variety of industry stakeholders .

Consultations were undertaken with businesses across the building and construction industry,
including:

3 head contractors and subcontractors in different licence categories (see Appendix A)

3  businesses operating nationally and in regional Queensland, includi hg Mackay, Bundaberg and
Cairns

3 related service providers such as accounting and insolvency practitioners

Industry discussions focused on how businesses were complying with the MFRs, their associated
X¥020CA 2}z "z| ~£z2C0O z{ { zdohetoimprozedie fegimesy -} vad x¥«Cy wz

The remainder of this report is structured as follows:

VO©z©O©~u| 2}z z{{zx2~-28200 ¥{ f«zzo©tvoyCO £~ EYO 6
A member firm of Ernst & Young Global Limited
Liability limited by a scheme approved under Professional Standards Legislation



Chapter 2 provides background on the building and construction industry in Queensland and
~a{ ¥ £va~¥no ¥o f«zzw©OCvoyCO® b[ goOC

Chapter 3 describes and estimates key costs of Q z z e ©¢vey CO© b[ go©C

Chapter 4 includes analysis of insolvency data and describes and estimates key benefits of
f«zzo©tveyCO© b[ goC

Chapter 5 provides insights into the effectiveness, costs and benefitsof Qu z z e ©¢vesy CO b [ g

The Appendices provide additional information including calculations and assumptions
underpinning the estimation , and sensitivity analysis.
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2. Overview of the i ndustry and licence requirements

2.1  The building and construction industry

The building and construction industry comprises firms that undertake construction of structures
such as building, roads, railroads, transmissions lines and pipelines , as well as firms in civil
engineering and irrigation . Firms also undertake alter ations, inst allations, maintenance and repairs ,
and demolitions . The industry encompasses residential, commercial and civil construction. There is
a vast range of professions and trades within the industry , including carpenters, construction
managers, plumbers, tilers, building inspectors and engineers. The building and construction
industry is characterised by several features:

3 narrow margins Cbusinesses tend to provide a similar service, so they compete on cost

3 apyramid type industry structure Cthere are a small number of head contractors with market
power and a much larger number of subcontractors that bear a disproportionate amount of
risk

3 low barriers to entry
3 limited innovation Cthe industry has one of the lowest levels of innovation. 3

V « ©2 " puliding @h®construction industry has experienced increased demand since the onset of
Covid-19 as governments have invested heavily in stimulus packages for the construction of new
homes and large renovations. These stimulus packages were designed to support the sector d uring
the economic downturn associated with Covid -19, recognising the importance of the sector to
overall economic activity and social wellbeing. Relatively loose macro -prudential settings and low
interest rates have supported demand for new homes. Housing approvals increased by 42 %in the
year following the introduction of the HomeBuilder scheme (ABS, cat. no. 8731.0) .*

Governments also invested heavily in public infrastructure to support jobs and provide economic
stimulus. For example, in June 2020, the Australian Government announced a $1.5 billion
infrastructure stimulus package (Department of Infrastructure, Transport , Regional Development
and Communications, 2021).

However, the supply -side has faced significant challenges. Shortages of materials and labour due to
international border closures has led to significant increases in construction costs , which has
greatly affected companies that have fixed contracts and are unable to pass on these cost

increases.

Characteristics of the industry in  Queensland

f«zzo©CvoyCO w«~Cy~o| voy x¥o0?2 «xBO0WoY¥ ~nlyz0®@2va xEe?2 "
economy in2020 21, p¢tvx ~a| ~2 v©O© 2}z ©2veABLQEGCSO}2821)y ¢v | z©2 ~uoy
f«zzo©CvoyCO x¥uo@©?2 «xa8~¥m ~oy«®©2a" 7~ ~© 2}z 2a}~"y ¢v"' |z
billion) and Victoria ($36.7 billion). The industry  currently employs around 238,000 people in

Queensland (ABS, cat. no. 6291.0 ), comprising around 10% of total employment in Queensland.

Important factors unique to Queensland, and relevant to the building and construction industry, are
its tendency to face greater climate risk ; and its decentralisation . It is home to some of the most
flood prone areas in the country based on premiums at risk, including the local government areas of
Brisbane and Townsville (IAG, 2020) . Queensland is also the most decentralised of all the mainland

3 In 2019 a20, the proportion of businesses in the Construction industry with any innovative activity was 37.4%, which was

the lowest of all industries Cthe industry average was 51.2%. See the ABS Characteristics of A ustralian Business dataset.

4 The number of houses approved from July 2020 to June 2021 was compared to the number approved from July 201 9 to
June 2020 .
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states, with only 49 %of residents living in the capital city, compared to 69 %in other states (State
Development, Infrastructure, Local Government and Planning, 2021 ).

Queensland is set to host the 2032 Brisbane Olympics . A substantial amount of infrastructure  will
be required to be constructed in the lead up to the Games, presenting opportunities for building and
construction companies.

2.2  Building and construction licences and financial requirements

Building and construction licences exist to impose a barrier to entry to the industry. They can
achieve certain economic and social objectives including reducing the risk of financial failure, as
well as other objectives such as protecting the public from unsafe building and manag ing risks on
site. However, while licences can achieve important objectives, they also impose costs to
businesses, such as those arising from applying for approval and providing information.

Licences and permits for the building and construction industry are managed by state, territory and
local governments in Australia and as such each state and territory has their own requirements for
building and construction licences. However, not all industry participants require a licen ce,
including th ose in the civil sector in Queensland. For those that require a licen ce to operate in
Queensland, requirements to obtain a licen ce include having relevant experience, qualifications and
meeting a set of minimum financial requirements (MFRS).

221 f«zzo©¢Cvaoy CO £ alwequirements{ ~av o x ~

The MFRs help the state regulator, the Queensland Building and Construction Commission (QBCC),
identify businesses or applicants that may not be financially sustainable, with the aim of reducing
financial failure in the industry. The curren t MFRs are prescribed in the Queensland Building and
Construction Commission (Minimum Financial Requirements) Regulation 2018 .

l}va2a v'z 22}z b[gOT
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3 meet a minimum level of net tangible assets (NTAS): businesses must meet the minimum NTA
requirement for their licence category, and not exceed the maximum revenue requirement for
that category (see Appendix A). NTAs are calculated by subtracting liabilities, intangible assets
and disallowed assets from total assets.

3 meetaminimum current ratio of 1:1: current assets must equal or exceed current liabilities
(there must be sufficient liquidity to cover short  term debts).

3  pay debts owed to a contracted party, or a supplier of goods or services, on or before the day
the debts become due and payable.

Businesses must also submit annual financial reporting information to the QBCC so that the QBCC
can ensure compliance with these requirements.

The MFRs are tiered to minimise regulatory burden. Larger businesses (which would have a larger
impact if they fail) are required to report more detail than smaller businesses.

e« | ¥0z ¥{ 2}z Db[gO

According to the QBCC,themv ~a8 ¥w zx2~-z0© ¥{ 2}z {~mvax-~ve
financially sustainable businesses and foster professional business practices in the Queensland

building and construction industry. This includes ensuring that businesses have sufficient li quidity
a¥Y x¥wma~p«z 2@°vy~un| veoy v~ a}z~" yzw2oCC i}z
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financial health and capacity to pay debt. The QBCC can ta ke action if it suspects a licensee may not
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be operating sustainably , including suspending or cancelling a licen ce if a licensee does not meet
the minimum financial requirements, fails to pay debts or fail s to comply with a financial audit .

The MFRs mayreduce impacts from insolvencies to industry stakeholders, by providing information
to the regulator on licensees that may not be financially sound, and ensuring licensees have
minimum amounts of assets and liquidity , potentially reducing the impact of an insolvency.

'} ¥ ~© "z8«~"2zy a¥ f£zz2a a}lz Db[gOT

All licensees holding a trade contractor or builder grade of licence must meet the MFRs to hold a
QBCC licence. However, there are certain licensees and applicants that are exempt from meeting
them.

'} ze £He&XPzo©zz© | "¥-~yz va b[g "z ¥"2aT

Aside from the annual reporting requirement, there are circumstances where licensees must

provide a MFR report. These include if a builder is applying for a licence, ifv ¢ ~xz o ©zz C©
decreased by certain thresholds, if a licensee is increasing its maximum revenue amount, if there is

a significant change to the business, and if the QBCC requests one.

]~©2¥" " ¥{ 2}lz b[g®©
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Financial requirements for licensing policy and included a NTA test and a liquidity ratio . An overview
of the changes and some highlights is presented in the Figure 2 (note this is not an exhaustive list
of the changes to the MFRs over time) .

Figure 2. History of the MFRs

Policy renamed to MFRs
Special purpose vehicle Reporting removed

FRL Policy Professional indemnity Builder - Project mgmt. Payment of debts Reporting
commences insurance Services license exemption extended reguirements

1999 2000 2004 2006 2010 2012 2014 2015 2019

Changes to Introduction of current Payment of debts for Provide ASX and ASIC
categories ratio judgment debts financials

Changes to reporting of
NTA

Source: Queensland Government, 2018 (adapted)

The main policy changes considered in this report are:

3  The 2014 regulatory change: the policy was renamed the Minimum financial requirements
policy. This policy included the removal of annual reporting requirements °, and extended a
requirement to pay all debts (that are not subject to genuine disputes) within the agreed
trading terms Cwith consequences for non -compliance including licence suspension or
cancellation. The requirement to pay debts was introduced in 2012 but was limite dto
judgement debts. The stated aim of the removal of the reporting requirement in 2014 was to
reduce red tape and minimise reporting. Following this change, most | icensees had to self-
report if they did not meet the MFRs and the QBCC no longer had acces s to their detailed
financial information, so there was potential for licensees to hide financial difficulties to keep
their licence.

5 Afinancial report was only required when applying for a licence, or when changing licence categories (to upgrade a
W«©~0z0©OC a8«  m¥-z" ¢~£-~2>C
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3  The 2019 regulatory change: the policy was amended and included a requirement to provide
annual report s. The requirement t o provide financial reports was reintroduc ed to provide the
QBCC with greater transparency over the financial position of a licensee, enabling the QBCC to

~yzwmed~{" vyoy 2vijz vx?a&~¥o -}z"z ~2 }vy x¥oxz"~
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The QBCC can cancel licertes for a variety of reasons related to the MFRs:

3 vw zvx} ¥{ b[g© ¥2a}lz" a}lvo £¥0-~70 ¥-12zYy
3 {v~¢t«"z 28¥ v yzw?20© =Z£¥80~720 ¥-2zy>
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Since 2014, the QBCC has cancelled more licences due to being unable to pay debts following a
monies owed complaint than for other reason s (Table 3).

Table 3. QBCC licence cancellations by reason

o]

Reason for cancellation 2010 -11 2011 -12 2012 -13 2013 -14 2014 -15 2015 -16 2016 -17 2017 -18 2018 -19 2019 -20
A breach of MFRs other 50 40 16 36 8 39 23 38 23 36
than monies owed

Failure to pay debts ) ) ) ) 54 49 39 51 63 67
(monies owed)

Failure to comply with a 30 31 53 18 1 34 33 59 37 25

financial audit

Source: QBCC annual reports

2.2.2 Other financial requirements

[ ~avex~ve¢ "z8«~"z£zw2© ~no ¥2alz" ©2vyvaz© vaoy az""”

Other Australian states and territories generally do not have the same level of financial
requirements as Queensland and do not operate in the same way . Several jurisdictions have
insurance schemes whereby financial assessments are undertaken . For example, to get a licence in
Victoria, there are no explicit asset, liquidity or reporting requirements . However, building and
construction practitioners must meet certain financial probity requir ements and must be able to
obtain insurance Cand some insurance providers undertake their own financial checks. In New South
Wales, a building and construction licence is only required for residential building work valued at
more than $5,000 (incl. GST) in labour and materials. For work over $20,000, residential builders
must obtain Home Building Compensation cover. In order to be eligible for the cover, certain
financial checks are undertaken , and conditions can be imposed, including on capital levels, work
undertaken and maximum contract prices.

cva2 ~¥gy 602" H8«wN¥nzE£zn2 0O

There does not appear to be specific financial requirements that must be met in order to register a
company in Australia.

To register a company, company directors must verify thei r identi ty. Once registered, companies
must complete an annual review, which includes passing a solvency resolution within two months of
the review date. This is a resolution made by the directors of a company as to whether or not, in the
y ~ 7 z x @ ¥ "n@h@ companywill ¥e able to pay its debts when they are due. There must be
reasonable basis for the opinion.

Many companies will also apply for an Australian Business Number (ABN), for which a tax file
number is required. Most people with an ABN must t hen lodge an annual income tax return.
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3. Costs of the MFRs

Regulations impose costs on businesses, taxpayers, and other stakeholders , including costs of
administering the regulation and costs to those impacted of complying with the regulation . Itis
important that the regulation is designed to minimise the burden and ensure the costs are not
borne disproportionately across the sector.

Thex ¥©2 © vOO¥x~vazy - ~2} fegimezhav® Beercagsessed and, wheren 2 b [ g
possible, quantified . The 2020 Regulatory Burden Measurement Framework by the Office of Best
Practice Regulation was considered in assessing costs for this analysis. Costs to the whole of

Queensland were considered, including the costs incurred by businesses, government, and

consumers. Annual unit cost estimates were developed (i.e., on a per business basis) as well asan
estimate for the total cost of the regime .

Some of the costs varied by business size:

3 Small businesses: SC1 and SC2 licencecategories
3 Medium businesses: category 1 C3 licensees

3 Large businesses: category 4 C7 licensees.

Total costs were estimated based on having 53,800 small businesses, 9,600 medium businesses
and 550 large businesses. ® Costs associated with the MFRs have been categorised as costs of
administering the scheme , compliance costs and the cost of holding capital .

Further detail on the calculation of these costs and the underlying data and assumptions are
provided in Appendix B.

3.1 Costto government of administering the regulatory scheme

The MFR regime is administered by the Queensland Building and Construction Commission (QBCC),
a state government body. lIts role includes:

3 Imposing licence condition s for failure to lodge information on time.

3 lIssuing show cause notices for suspected non-compliance with MFRs.

3 Suspending and cancelling licences.

3 Undertaking financial audits on licensees and non -payment of debts investigations.

The cost to the QBCCof administering the scheme includes employee wage and salary costs and
other overhead costs, such as for leases and equipment.

The annual cost of administering the scheme was calculated by multiplying a n employee cost by the
number of employees dedicated to the MFRs. The employee cost was calculated by adding the
employee salary and wage cost, based on a Queensland public sector wage (ABS, cat. no. 630 2.0),
with an overhead cost, assumed to be 10%o0f the employee salary and wage cost . The number of
employees was calculated by multiplying the number of full -time equivalent (FTE) staff at the QBCG
from the QBCC 2020 821 annual report, by the proportion dedicated to MFRs, based on an estimate
provided by Master Builders Queensland. The proportion dedicated to MFRs was assumed to be 50%
less when the annual reporting requirement was not in place, as businesses only had to report if

they did not meet the MFRs.

6 Based onestimates provided by Master Builders Queensland as at November 2021.
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The annual cost of administering the scheme was estimated to be around $1 million, with costs
estimated at around half of that for the regime where there was no reporting, given the extra
administration that comes with the reportin g.

Table 4. Cost to government of administering regulatory scheme , annual
Employee No. Proportion

Overhead . Annual
salary and cost (9) employees at  dedicated to cost ($)
wage cost ($) the QBCC MFRs (%)
f « z z o © ©Cwreny MF&Ss 98,223 9,822 523.29 191 1,080,451
Qezzo©¢tvoyCO
MFRs without annual 98,223 9,822 523.29 0.96 540,225

reporting

Source: EY analysis

3.2 Business compliance costs

Businesses face the compliance costs of adhering to the scheme, which can include costs of
administration , third party costs, the costs of holding additional capital and costs of restructuring .

Administrative costs

Administrative costs include the time an employee takes to assess the businessC @nancial position
and complete and submit the relevant information for the annual report; and, for some businesses,
the cost of engaging and working with third parties (such as a qualified accountant) . They also
include monitoring costs for ensuringa w « © ~ o E@@EV@ould not exceed its maximum revenue
requirement for the year .” There are additional costs if a business exceeds its maximum revenue by
more than 1 0% as it must submit an MFR report , involving administrative and third -party costs.®

Annual administrative costs were calculated by multiplying hours spent on MFR administration,

based on consultations, with the cost per hour, based on a construction wage for small and medium

businesses and a professional services wage for large businesses (ABS, Census 2016). Large

W«©~82z00z0© -z"2 VvVOO«Ezy 28¥ }v-z ~no2zsSfinandial " z0¥«" Xz 0O yz
management. There were fewer hours spent complying with the MFRs when there was no annual

reporting requirement, given businesses only had to report to the QBCC if they did not meet the

MFRgLt was assumed that hours would reduce by 50 %

Larger businesses faced the greatest annual cost for administrative compliance with the MFRs in

absolute terms (around $2,500 per year). Small businesses were estimated to face an annual cost
of around $560. However, small businesses face a relatively larger burden than larger businesses,
when comparing costs to the maximum revenue they can earn. The annual cost per business was
50 %less under the regime where there was no annual reporting.

7 The licence category that a business is in stipulates the level of net tangible assets it should hold and maximum revenue it
should earn (see Appendix A).

8 Some stakeholders said there were so me instances where they turned down work in order to not exceed the maximum
revenue limit. There would be a net cost to businesses in instances where the cost of submitting an MFR report exceeded the
expected increase in revenue.
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Table 5. Cost to businesses of compliance with MFRs

Hours per year spent on Annual cost
MFR administration Gl per ey () per business ($)

f«zzon©tvayCO® x« " " zm?2 b[ go

Small businesses 15 37.3 559
Medium businesses 45 37.3 1,677
Large businesses 60 42.8 2,569
f«zzrOCveyCO ! "z2-~¥«© b[QgO -~3}¥«d® voogve " z! ¥ 3a-~nqg
Small businesses 7.5 37.3 279
Medium businesses 22.5 37.3 838
Large businesses 30 42.8 1,285

Source: EY analysis
Note: numbers may not multiply exactly due to rounding.

Costs of third parties

Many larger companies engage accountants to assist with completing the annual report that is
required to meet the MFRs. The annual costs were based on consultations, with the cost for larger
businesses incorporating the finding that some businesses already report to ASIC, so face only a
small incremental cost to report their financials to the QBCC to meet the MFRs. The cost for small
businessesreflected an assumption that only a small proportion of businesses engage with an
external accountant for assistance with annual reporting.

The costs are assumed to be 50 %lower in the absence of the annual reporting requirement, as
businesses only had to report to the QBCC if they did not meet the MFRs , so fewer businesses were
likely to engage an accountant since the financials were not required to be provided directly to the
QBCC.

Under the current MFRs, the estimated cost of third parties was $50 per year for small businesses,
$1,500 for medium businesses and $6,000 for large businesses.

Table 6. Cost to businesses of third parties

Annual cost per business ($)

f«zza©¢voyCO® x«” " " zmd b[go

Small businesses 50
Medium businesses 1,500
Large businesses 6,000
f«zzo©¢voyCO | "z-~¥«© b[gO -~2}¥«?® voo«ve¢ “z| ¥ "2a-aq
Small businesses 25
Medium businesses 750
Large businesses 3,000

Source: EY analysis
Note: These are costs per business adjusted for the likelihood they will incur the cost.

The estimated third -party costs do not include costs of changing licence category. To change
licence category, an MFR report is required which re quires the assistance of an accountant, which
can be costly. As such, the estimated third -party costs represent a lower bound.
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Costs of holding capital

Businesses are required to hold a minimum level of capital to adhere to the NTA requirement. For
some businesses, this entails holding additional capital that would not otherwise be required. If this
additional capital did not have to be held in the busine ss, it could potentially generate a higher
return elsewhere, such as in the stock market . There is also a loss of option value, as the funds held
in the business could otherwise have been used for several different purposes. There is also a cost
if the money that is tied up in the business faces greater risk within the business than it would
outside of the business.

The annual cost of holding capital ~© xv¢x«¢vazy v©O© 2ki CvEY¥igrméetthey
MFRs multiplied by the difference inreturn2 } va &2 ¥ ! recéiv@s becausedtartust be held in
the business, as well as a cost of option value and risk.

The top-up amount was assumed to be 16.7 %of the minimum NTA value required for each licence
category (see Appendix A). A weighted average, based on the top -up amount and the number of
businessesin each licence category (from SC1 to category 7), was calculated to obtain a NTA top-
up amount for each business size (small, medium and large) (Table 7).

The difference in return that could be earned on funds was calculated as the return that could be
earned outside of a business minus the return that could be earned within a business. Within a
business, the NTA top-up amount was assumed (based on consultations) to be held as cash, helping
to meet the current ratio requirement Cwhich is that current assets should equal or exceed current
liabilities . A savings rate was used to calculate the return on cash (1.60%). Outside of a business,

50 %of the top -up amount was assumed to be held as cash, earning a savings rate (1.60%), and 50%
in a stock market index, earning a stock market index return (4.97%)Cso these rates were averaged
to obtain a value for the return funds could earn outside of the business.® This reflects the
assumption that a higher return could be earned outside of the business. The cost of option value
and risk was assumed to be 0.5%of the NTA top -up amount.

Based on these assumptions, the cost of holding capital to comply with the MFRs is estimated to
cost between $115 per year for small businesses and $16,12 9 per year for large businesses
(Table 7).

Table 7. Cost to businesses of holding capital

NTA top-up amount Difference in return Cost of option value Annual cost per

%) ($) and risk ($) business ($)

Small businesses 5,265 89 26 115
Medium businesses 21,906 369 110 479
Large businesses 738,182 12,438 3,691 16,129

Source: EY analysis

Evidence from consultations suggests that not all businesses need to increase their NTAs to meet
the MFRs In some cases, businesses already held the required level; and in other cases, businesses
were able to make other changes to their balance sheet to meet the MFRs without changing their
financial practices.

Based on this, the proportion of businesses assumed to require an increase in NTA to meet the
MFRswas 70% of small businesses, 50 %medium businesses and 30%of large businesses (Table 8).
A greater proportion of larger businesses were assumed to hold more NTA due to their size, and
fewer smaller businesses were assumed to do so due to the relative cost of holding assets.

9 The return on cash was estimated using a 5-year average of the pre -Covid RBA interbank overnight cash rate and the
return on the market index was estimated using a 5-year average of the pre -Covid monthly ASX200 return.
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Based on consultations, it was assumed that 10 %fewer businesseswould increase their NTA when
there was no reporting requirement (Table 8). In reality, the proportion requiring an increase in the
absence of the reporting requirement would not change. However, the proportion that would take
action to increase their NTAs in response to the MFRs is assumed to be slightly lower when there is
no requirement to report , given the lack of transparency to the regulator.

Table 8. Proportion of businesses required to increase NTA

Proportion (%)

f«zzon©tvayCO® x« " " zm?2 b[ goO

Small businesses 70
Medium businesses 50
Large businesses 30
f«zzr©CvoyCO | "z-~¥«®© b[gO -~2}¥«? voo«ve “z! ¥ a-np
Small businesses 63
Medium businesses 45
Large businesses 27

Source: EY analysis

Table 9 presents the annual cost of holding capital per business, adjusted for the number of
businesses that are estimated to actually require an increase in their NTA to meet the MFRs.

Table 9. Average c ost to businesses of holding capital (adjusted for number required to increase NTA )

Adjusted annual cost per business ($)

f«zzoO©tvayCO® x« " zmw2 b[goO

Small businesses 81
Medium businesses 239
Large businesses 4,839
f«zzo©CvayCO® | " z-~¥«© b[gO --~2}¥«? yvoo«ve “zI!¥"2a-nqp
Small businesses 72
Medium businesses 215
Large businesses 4,355

Source: EY analysis

The current ratio MFR requires that a businessC @urrent assets equal or exceed its current
liabilities. Most businesses were assumed to meet this requirement as part of usual good business
practice, so the cost of meeting it was not explicitly considered. However, it was indirectly
considered through the cost of holding capital Cthe NTA top-up amount was assumed to be held as
cash in order to help meet the current ratio requirement.

Restructuring costs

Some businessesneed to change their company structure to comply with the MFRs. Examples of
such situations were identified in consultations. One company moved from a trust to a company
structure to meet the NTA requirement. This involved several costly actions, including changing
their Australian Business Number (ABN) and rebuilding reputation. Another company said it had
sufficient NTA to meet the requirement, but because of the treatment of related party loans it set
up a special purpose vehicle and injected more capital to meet t he NTA requirement. There were a
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variety of costs involved in establishing the special purpose vehicle, which the company was able to
meet given its size Chowever the stakeholder said that other companies may not be able or willing to
take such actions due to the costs, potentially pres enting a barrier to entry.

The cost of changing company structure would vary significantly by company and is therefore  not
evaluated quantitatively for this analysis

3.3 Consumer costs

Consumers may ultimately bear the burden of the increased costs to busi nessesfrom the MFRs if
they are passed through to prices. However, for the purposes of this report, only first round cost
impacts have been considered (pass-through to prices has not been considered ).

Consumers can also be disadvantaged if competition is diminished. The MFRsact as a barrier to
entry Gwhich is likely to reduce the number of market participants , particularly , new businesses that
may struggle to meet the NTA requirement upfront.  If this barrier to entry was restrictive enough

to impact compe titiveness, this could lead to increased market power and prices. Costs associated
with decreased competition have not been included in this analysis.

34 Estimated total costs of the MFRs

The above estimates of costs per business can be applied to the number of licensees subject to the
MFRsto obtain a n estimate of the total cost of the MFR regime across the industry , presented in
Table 10. Costs that could not be valued within the scope of this analysis have been discussed
qualitatively and are not included in this estimate . Therefore, this total cost estimate could be
considered as a lower bound.

Business compliance costs are the largest dire ct cost of the scheme , comprising over 85% of total
costs. Businesses need to engage external advice or allocate management time to comply with the
scheme, all of which impose costs. The estimated costs were materially lower under the former
version of the regime which did not involve reporting requirements for businesses.

Table 10. Annual costs of the MFRs ($)

Cost category Current MFRs Previous MFRs
Cost to government of administering regulatory scheme 1,080,451 540,225

Cost_ tq buglnesses o_f compliance (including internal 67,968,200 33,984,100

administration and third party costs)

Cost to businesses of holding capital 9,291,439 8,362,295

Total costs (lower bound) 78,340,090 42,886,621

Source: EY estimates

The total costs to a business of meeting the MFRsCestimated as the sum of compliance and capital
holding costs, divided by the number of businesses CGis greater in absolute terms for larger
businesses than smaller businesses (Table 11).
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Table 11. Costs of meeting the MFRs, by business size

Business size Total annual ¢ ost per business ($)
Small businesses 689
Medium businesses 3,416
Large businesses 13,408

Source: EY estimates

However, when costs are compared to the revenue businesses can earn for their licence category
(see Appendix A), the costs are relatively greater for smaller businesses. For example, if an
estimate of the revenue a business can earn is taken to be the midpoint of the revenue range that a
business can earn within its category (i.e., f or small businesses, revenue can range from $0 to
$800,000, so the midpoint is $400,000) , the cost to revenue ratio is 0.17% for small businesses,
0.02% for medium businesses and 0.01% for large businesses.?

Costs of regimes in other jurisdictions

There are a range of regimes in place in other states and territories that assess the financial
viability of building and construction practitioners to varying extent s. Several states have insurance
markets through which providers undertake assessments of financial viability before providing
insurance. In general, it is expected that these schemes would not have the same level of costs as
the MFR regime in Queensland for reason s such as the wide range of practitioners that the MFRs
apply to as well as the extent of what is required to meet the MFRs For example, in New South
Wales, only residential builders are required to obtain a licen ce, for which insurance (and therefore
financial checks) is required. There would also be an absence of government administ ration costs
where regimes are not administered by the government.

10 The actual cost to revenue ratio for large businesses may b e less than 0.01%, given the calculation method. As there was
no specific upper bound for revenue that category 7 companies can earn, the lower bound ($240,000,001) for that
category was applied.
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4. Benefits of the MFRs

The purpose of the MFRs is to reduce insolvencies and the costs associated with them . The costs

associated with insolvencies are generally large and far-reachingCborne by businesses,
government, consumers , and the broader community. Avoiding insolvencies through effective
regulation can therefore generate significant benefits. There are also potential indirect benefits

from increased levels of business and consumer confidence, productivity and innovation. Potential

benefits of MFRs include benefits to:

3  Government: including avoided unpaid tax debts and avoided financial assistance to employees

impacted by insolvencies.

3  Businesses and industry stakeholders : including avoided non-payment of debts such as
money owed to subcontractors, avoided costs of insolvency practitioners.

3  Consumers and the broader community : including benefits to employees from avoided loss of
wages and employee entitlements and the associated adverse social impacts including impacts

on physical and mental health; and benefits from improved industry confidence, productivity
and innovation, which may flow through to consumers through avenues such as lower prices.

4.1 Methodology and data
The MFRscould potentially reduce insolvency rates by:

3 requiring businesses to hold minimum amounts of capital and liquidity and to pay debts,
thereby reducing the likelihood that a business will become financially strained ;

3 providing the regulator with information (via annual reporting) from which it can take
regulatory actions to minimise the number and impact of insolvencies ; and

3 i@x"zvO~ano| ¢t~xz8©220©C V-V z8BZOO ¥{ 2}z~" {~mvax-~ve

This section analyses insolvencies in Queensland over time and compared to other jurisdictions in .
Australiatox ¥ o ©~y z" 2}z z{{zx?2~ -z o ate@uci¥g{insdlvenezies pForthisa y C ©

analysis, Queensland was compared to two samples:
1. Rest of Australia : all juris dictions except Queensland
2. Four largest states : NSW, VIC, SA and WA.

ASIC insolvency data for the Construction industry (ASIC series 1A) was used to compare the

number of insolvencies across jurisdictions. ! The dataset does not include all licensees that are

subject to MFRs and also includes some companies that are not subject to MFRs. However, it is
considered a reasonable proxy, and allows for comparisons across states.

i ¥ vVOOzOO ~o0©¥¢-zox~z20 ~o f«wzzoO©O¢veoy ¥ -mitswas~-£2z A

considered. Broadly speaking, the QBCC can exclude individuals and companies if the relevant
individuals have been involved in financial failure. The number of QBCC licence holders that have

been excluded may be a better measure of insolvencies f or the purpose of this analysis because it
specifically applies to licensees that are subject to the MFRs (however, it includes some licensees

that are not subject to the MFRs) .12

11 This was the number of construction company insolvency appointments .
12 However, individuals can also be excluded if they become bankrupt or take advantage of the laws of bankruptcy by
entering into a Part IX or Part X agreement.
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A key consideration for this analysis is the impact that the Covid -19 Government Economic Support
Package is likely to have had on insolvency appointments. In March 2020, the Australian
Government announced measures to help businesses through the Covid -19 pandemic, including
temporary insolvency relief measures. A new set of inso Ivency reforms for small businesses was
introduced on 1 January 2021. The insolvency reforms allow small businesses to quickly

restructure to survive the economic impact of Covid -19, by reducing the time, complexity and costs
incurred (Australian Governmen t, 2020).

There was a large decline in the number of construction company insolvency appointments in

2020 821 (52 %lower than 2019 -20), which is likely to stem at least partly from the Covid -related
insolvency policy measures (Figure 3). There are other factors that may also contribute to this

result for the construction sector, including strong demand in the sector, aided by home building
stimulus and supportive interes t rate settings . In its 2020 -21 annual report, t he QBCC attributed
the fewer insolvencies in 2020 821 to temporary changes to insolvency laws due to Covid -19, as
well as the increase in activity which likely helped many contractors who were struggling finan cially
to recover. Given the factors affecting 2020 321, insolvency data for this year has been excluded
from the assessment. Data for 2019 820 has been included, as it only captures three months of
Covid-related data. 3

Figure 3. Number of c onstruction industry insolvencies in Queensland
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Source: ASICSeries 1A

Differences in insolvencies can be more meaningfully compared when they are compared against a
base (i.e., an insolvency rate) . The later charts in this section present the number of insolvencies as
a proportion of either the number of businesses in the building and construction industry or the
gross value added of the building and construction industry. ABS business count data for the
building and construction industry was used as the main comparator throughout this analysis.

4.2  Effectiveness of f « z z & © ¢(MFR regin@ compared to other
jurisdictions

The rate of insolvencies can be compared across states and territories to analyse the potent ial
effectiveness of f « z z & © (MFRrggin@ relative to the regimes in other jurisdictions. Lower rates
of industry insolvencies in Queensland compared to other jurisdictions could indicate that

f «zz 8 ©¢v o gr€moreeffegti@ than alternative regime s.

13 Note that the implementa tion of the regime was such that only licensees in categories 4 -7 were required to report their
NTA and current ratio by 31 December 2019; with all licensees required to report these metrics by 31 December 2020.
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Similarly, the size of insolvencies can also be compared across jurisdictions. If insolvencies in
Queensland tend to be smaller than other jurisdictions, this could indicate that the MFRs are
effective at reducing the overall impact of insolvency.

4.2.1 Insolvency rate
X«™ " zmwa p[ go

The current MFRs were introduced on 1 January 2019, so data since then can be assessed to

analyse the effectiveness of the current regime .14 Figure 4 presents the insolvency rates for each

jurisdiction in 2019 -20, showing Queensland had the fourth -highest insolvency rate for this year, at

0.33 % following the Australian Capital Territory (0 .57 99, Victoria (0.45 % and New South Wales

(0.38 %. Tasmania had the lowest rate at 0.08 U%C f «zzo ©¢v oy CO vey@GiMilartwthex = v a z
average rate across the rest of Australia (0.32 %) and the four -state comparator group (0.33 %.%°

Figure 4. Construction insolvency rate s in 2019 -20, business count denominator
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Sources: ASIC Table 1A.1.1, ABS cat. no. 8165.0

In order to have more information on the effectiveness of the current set of MFRs, more data on
the current regime will be required , which will be available going forward.

gzxze? b[gO®zVEC®op;zO} ¥2

Figure 5 presents insolvency rates by number of businesses of the states and territories over a six -

TzvT 1 z7~¥YyA XxXv!?« ~u| ¥wz Tzv"' ¥{ f«zzwe©¢tveyCO x« "
regime (where there was no annual reporting requirement ). The chart shows Queensland is around

the middle of the group for most years.

14 However, note that the implementation of the regime was such that only licensees in categories 4 -7 were required to
report their NTA and current ratio by 31 December 2019; with all licensees required to report these metrics by 31
December 2020.

15 The insolvency rates differ beyond the second deci mal place.
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Over this period, the average insolvency rate in Queensland was 0.38 % the average insolvency rate

for the rest of Australia was 0.37 %and the average insolvency rate for the four larger states

subgroupwas 0.37%f «zzo ©¢voyCO ~o@©¥¢-zux “"vaz }vO wzzo X¥oO-
Australian Capital Territory, New South Wales and Victoria, and consistently above those in South

Australia and Tasmania. Its comparative position to Western Australia and the North ern Territory

has changed over this period. While this analysis is only over a relatively short period in what tends

to be a cyclical industry, any variations related to this are likely to impact all states and territories

Figure 5. Construction insolvency rate s from 2014 -15 to 2019 -20, business count denominator
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The state -by-state outcomes are slightly different when gross value added is applied as a

denominator, rather than business count ( Figure 6)A w«?& v ©O~£~¢v"~™ "~ z0«¢?2a " z]| Vv’ y-
performance is f ound. Queensland consistently has the fourth -highest rate of insolvencies, behind

New South Wales, Victoria and the Australian Capital Territory. In 2019 -20, under the current MFR

regime, the insolvency rate in Queensland (0.96 % was higher than the average across the other

states (0.79 % and the four -state sample (0.91 %). Over the six-year period, these results were

1.03 %for Queensland, 0.90 %for the other states, and 1.02 %for the four -state sample.
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Figure 6. Construction insolv ency rate s from 2014 -15 to 2019 -20, gross value added denominator
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Sources: ASIC Table 1A.1.1, ABS cat. no. 5222 .0

4.2.2 Size of insolvencies

Another relevant consideration is the size of the insolvencies across states , which was analysed
using ASIC data on insolvency deficiency in the ANZSIC @nstruction industry. Deficiency is the
amount by which a businessCassets fall short of its liabilities . However, this data was only available
up to 2018 -19, so there is not information on insolvency size by jurisdiction under the current
regime (which commenced 1 January 2019) . Data from 2014 -15 to 2018 -19 was considered in
this analysis. In the 2018 -19, the most recent year of data, Queenslandtended to have more higher
value insolvencies, and fewer lower value insolvencies, than the two sample groups ( Figure 7). In
other words, Queensland tended to have relatively more insolvencies where there was a shortfall of
assets over liabilities of more than $250,000 compared to other jurisdictions, and relatively fewer
insolvencies with a shortfall below this amount. This trend was also reflected in most years over
2014 -15to 2018 -19.
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Figure 7. Proportion of insolvency reports in each deficiency category, 2018 -19
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The average deficiency over 201 4-15 to 2018 -19 was calculated for Queensland and each of the
two samples, by multiplying the number of reports in  each category by either the lower bound of
the category or the median value of the category . The values were brought forward to 2021$ using
CPI (a four-quarter average). Queensland had a higher Construction industry average deficiency
over this period than the two sample groups, both when applying the lower bound and the median
values (Figure 8).

Figure 8. Average deficiency per insolvency over 2 014-15 to 2018 -19, lower and median estimates

Source: ASIC Series 3.2

The evidence suggests? } v 2 f « z z o © ¢undenth@ @girbe[wighdut the reporting
requirement ) do not reduce the size of insolvencies in the industry relative to other jurisdictions.
There may be other factors influencing th e size of insolvencies across jurisdictions , and further
statistical analysis could be applied .
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