
Quality in financial reporting

ASIC-inspired corporate restatements of financial reports still 
occur, and the implementation of new AASBs is glacial. 

It’s a disturbing pattern, bearing in mind that I’m talking 
about listed entities, organisations that one presumes have 
competent boards and preparers and the resources to prepare 
high quality (and compliant) statements. I wonder how the 
non-listeds are progressing?

Some boards, preparers and auditors are failing to heed 
lessons from ASIC’s financial-reporting surveillance program, 
restatements and the commission’s targets for compliance. It’s 
time for many entities to revise their approach to reporting 
and make the necessary investment to do it.

ASIC has reminded corporates to start to respond to the new 
suite of AASBs (9, 15 and 16). In particular, the commission 
stated that directors and management should ensure that 
progress is monitored against plans and action taken where 
milestones are not met.

The commission has also highlighted the importance of 
disclosure of qualitative and quantitative implementation 
of issued, but not yet operating, standards (AASB 101 
Presentation of Financial Statements). Few have complied. 
Fingers crossed for better reporting on 30 June.

The year 2017 brings a transition for AASBs 15 and 9 and 
the preparation of the ‘third’ statement of financial position; 
time is running out. Decisions will need to be made about 
adopting AASB 16 early. There is much to do.

ASIC has cautioned auditors about any deep involvement 
with clients over the new standards. ‘Auditors should be 
mindful of their responsibilities in the context of opining on 
financial reports, including any note disclosures. To maintain 
their independence, [they] should not be implementing 
new standards or advising on accounting treatments for 
their clients,’ says the commission. Directors should also 
be mindful of this when helping their auditors with new 
standards and current-period transactions.

Directors need to be trained in understanding their 
company’s financial statements – applying the principles of 
the Centro judgement and, where appropriate, challenging 
the accounting estimates and treatments used. They need 
to know the new standards’ principles and how they affect 
businesses.

Further information to help directors can be found in ASIC 
information sheets 183 Directors and financial reporting and 203 
Impairment of non-financial assets: Materials for directors.

Boards need to ask management the following questions.

1. Do we have adequate resources, competencies and 
systems to produce quality financial information for 
internal and external reporting?
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Cabcharge records $20.7m 
impairment 

The Australian Securities and Investments 
Commission has noted ASX-listed Cabcharge 
Australia Limited’s decision of 6 February to 
record an impairment charge of $20.7 million 
on its 49 per cent stake in UK-based CityFleet 
Network and $7.9 million on its portfolio of 
taxi licence plates.

ASIC had previously queried the recoverable 
amount of the company’s intangible assets 
and investment in CFN for the year ended 30 
June 2016.

Cabcharge’s announcement indicated that the 
impairment made against the licence plates 
was required because plate income continues 
to adjust following regulatory reforms 
announced last year by some states.

Cabcharge also said that it had increased the 
risk-weighted discount rate for its portfolio 
of plate licences to reflect the continuing 
uncertainty about future income levels. The 
impairment of its investment in CFN was said 
to reflect deterioration in the UK company’s 
trading profit since August last year.

Shine writes down $5m goodwill 

ASIC has noted the decision by Shine 
Corporation Ltd to make a $5 million 
impairment charge against the goodwill of its 
Energy & Resources Practice in its financial 
report for the half-year ended 31 December.

ASIC reviewed Shine’s 30 June report as part 
of its ongoing financial-surveillance program 
and enquired about cashflow forecasts in the 
company’s impairment model.

Super funds must say if they can pay 
members’ benefits

Under a new accounting standard, 
superannuation funds must publish financial 
reports that clearly show members’ benefits 
and whether funds are likely to be able to pay 
them.

The new requirements are set out 
in accounting standard AASB 1056 
Superannuation Entities and apply to 

superannuation funds’ financial reports for 
the first time this reporting season. AASB 
1056 replaces AAS 25 Financial Reporting by 
Superannuation Plans.

Entities required to apply AASB 1056 are 
those regulated under: 

• The Superannuation Industry (Supervision) 
Act 1993

• Similar legislative requirements in the case 
of exempt public-sector plans, and

• Approved deposit funds.

Australian Accounting Standards Board 
chair Kris Peach said: ‘With superannuation 
investments totalling more than $2 trillion 
in Australia, it’s critical that people are able 
to tell if their money is safe and assess the 
performance of superannuation funds.’

Funds’ reports will now identify whether 
superannuation plans are fully funded and the 
risks they are exposed to. Member benefits 
will be recognised as liabilities, and member 
contributions recognised as increases or 
decreases in liabilities. This more closely 
reflects fund economics and makes funds’ 
overall positions easier for members to 
understand.

‘Members of superannuation funds will now 
be able to see how well their provider is 
performing overall, not just how much their 
individual entitlements are worth,’ said Ms 
Peach. 

‘This will make it easier for employees to 
decide which fund they want to invest in, and 
will also benefit employers considering which 
fund they should offer as their default.’

The changes will be particularly useful to 
the estimated 10 per cent of Australians who 
have superannuation in defined benefit plans, 
which provide a set level of benefit, typically 
based on salary and years of service. As it 
is the fund (rather than the member) who 
carries the investment risk, it is important that 
financial reports clearly reflect risks funds are 
exposed to. Under AASB 1056, balance sheets 
will make it easier to see whether member 
liabilities are supported by assets.

Kris Peach said: ‘I urge everyone with 
superannuation investments to review not just 
their member statements but also their plan’s 
financial report. Make sure you really know 
how your entitlements are being managed.’

The AASB also issued:

• AASB Extra – AASB 1056 Superannuation 
Entities – A new approach, which compares 
and contrasts AASB 1056 and AAS 25, and

• AASB Staff FAQs on AASB 1056 which 
sets out responses to some common 
questions that have arisen as superannuation 
entities are preparing for AASB 1056.

AASB clarifies materiality of certain 
related-party transactions

An AASB agenda decision has clarified that 
key management personnel related-party 
transactions that occur outside a public 
service’s provider-taxpayer relationship 
will not always be material for disclosure in 
general-purpose financial statements.

The decision is expected to help not-for-
profit public-sector entities in their first-time 
implementation of AASB 124 Related Party 
Disclosures, addressing also:

• The purpose of disclosures about related 
parties in general-purpose financial 
statements, and

• The relationship between materiality and 
the collection of related-party information.

Improvements to AASB 8 Operating 
Segments proposed

The AASB has issued exposure draft 278 
Improvements to AASB 8 Operating Segments, 
which proposes amendments to AASB 8 
Operating Segments and AASB 134 Interim 
Financial Reporting.

The proposed changes to AASB 8 include:

• Emphasising the nature of the function of 
a chief operating decision maker (CODM) 
and providing additional guidance on 
identifying him or her

Financial reporting

2. How does ASIC’s findings and targets affect 
our financial statements?

3. What is the business impact of AASBs 9, 15 
and 16?

4. Are our detailed accounting policies 
compliant with AASBs and appropriately 
reflected in the financial statements?

5. How can we better communicate our key 
judgements in the financial statements?

6. How can we streamline the financial report 
to reflect better our business model and 
engage users?

7. How can quality-assurance policies over the 
financial report be improved?

8. Do we need to seek independent advice on 
critical accounting issues?

9. How can we complement our auditors’ 
‘perceived and actual’ independence 
through our financial reporting? 

Now is the time for boards and management to 
review their reporting and the templates they 
use to ensure compliance and accountability.
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• Requiring an explanation in the notes 
to the financial statements of how, and 
why, any reportable segments identified 
within the financial statements differ from 
segments identified in other parts of its 
annual reporting package, and

• Clarifying that an entity may disclose 
segment information in addition to that 
reviewed by, or regularly provided to, the 
CODM if that helps the entity meet the 
core principle in AASB 8.

Comments on the draft are sought by 23 June.

Exposure draft 279 issued 

The AASB has issued exposure draft 279 
Prepayment Features with Negative Compensation 
to make narrow-scope amendments to AASB 
9 Financial Instruments to allow instruments 
with symmetric pre-payment options to be 
measured at amortised cost.

The International Accounting Standards 
Board is planning to issue the amendments 
in time for the mandatory effective date of 
international standard 9 in January next year. 
Submit comments to the IASB by 24 May or 
the AASB by 17 May.

AASB seeks views on use of unusual 
and infrequent items

The AASB is seeking views on proposals to 
define and restrict unusual and infrequently 
occurring items in financial statements.

The call follows the release of the IASB’s 
discussion paper Disclosure Initiative – Principles 
of Disclosure.

The paper explores the challenges faced in 
providing relevant entity-specific information 
to users of financial statements and proposes 
principles for disclosures.

Other areas of interest to Australian 
constituents include preliminary views on 
permitting entity-specific performance 
measures such as EBIT and EBITDA in 
financial statements, clarifying ‘other’ 
information, and cross-referencing 
information outside statements.

AASB chair Kris Peach said: ‘The IASB 
proposals to define unusual or infrequently 
occurring items is likely to significantly 
restrict the types and amounts of adjustments 
some entities currently make to determine 
underlying earnings and will address user 
and regulator concerns that entities “cherry 
pick” the adjustments made. As a result, 
comparability over time for each entity and 
between entities should improve.

‘For entities taking up the challenge to 
improve the value of their financial statements 
as a communication tool, not just treating 
them as a compliance exercise, these proposals 
will be beneficial. We are particularly 
interested in entities that have started this 
process with decluttering exercises to 
understand what benefits they have found.’

The AASB wants to hear Australian views on 
the discussion paper, particularly:

• What challenges and opportunities does it 
pose for Australian entities?

• What non-IFRS information in financial 
statements would be useful?

• Are non-listed entities likely to amend 
current practice? If not, what are the 
barriers to doing so?

Comments sought on heritage 
reporting

The accounting for heritage assets in Australia 
is specified by AASB 116 Property, Plant and 
Equipment. Internationally, heritage-reporting 
practices vary, including whether or not 
certain items may be recognised as assets.

The International Public Sector Accounting 
Standards Board (IPSASB) is considering the 
need to develop extra guidance on heritage 
reporting to improve comparability among 
jurisdictions. 

The consultation paper Financial Reporting 
for Heritage in the Public Sector sets out its 
preliminary views on the matter.

Outcomes from the IPSASB project could 
catalyse changes to heritage accounting in 
Australia.

The paper explores:

• Recognition of heritage items as assets

• Alternative measurement bases that might 
be appropriate, and

• Recognition of liabilities related to heritage 
assets.

The board is seeking views on the paper by 30 
September. The AASB encourages Australian 
constituents responding to the paper to send it 
a copy of their submissions.

APRA’s prescribed provisioning 

Authorised deposit-taking institutions (ADIs) 
are required to apply AASB 9 Financial 
Instruments (AASB 9) for annual reporting 
periods beginning on or after 1 January next 
year. 

Under AASB 9, the move to an expected 
credit-loss impairment approach for loans and 
other exposures is a significant change.

The Australian Prudential Regulation 
Authority confirms that ADIs using the 
prescribed-provisioning approach under 
prudential standard APS 220 Credit Quality 
may continue to do so for APRA-reporting 
purposes. The authority understands that 
for reporting purposes ADIs may continue 
to use their current approach as a basis for 
determining AASB 9 provisions subject to 
adjustments and signoffs by external auditors.

FRC releases infographic on digital 
reporting

An infographic Digital media and reporting: 
making work for investors highlighting ways 
that companies can enhance their digital 
corporate reporting has been published by the 
UK Financial Reporting Council’s Financial 
Reporting Lab.

Its recommendations cover annual-report 
layout, search capabilities, ability to download, 
audio and visual content, archived information 
and optimisation of investor-relations websites 
for mobiles.

Flugge fined

The Supreme Court of Victoria has ordered 
that Trevor Flugge, former chairman of 
AWB Limited, pay a pecuniary penalty of 
$50,000 and be disqualified from managing 
corporations for five years following the 
court’s finding that he contravened s180(1) of 
the Corporations Act.

The orders follow judgment in December, 

which found that Mr Flugge had breached 
his duties as a director of AWB in connection 
with payments made to the Iraqi government 
when Iraq was subject to United Nations 
sanctions.

As part of the judgment, the court 
found that Mr Flugge had failed to make 
adequate enquiries about the propriety of 
paying inland-transportation fees and, as a 
consequence, failed to stop AWB engaging in 

improper conduct by paying them. 

ASIC commissioner John Price said: ‘The 
case highlights that company directors and 
senior management have a positive duty to 
chase down allegations of misconduct by their 
company. It also demonstrates that if necessary 
ASIC will pursue difficult, complex cases 
over a lengthy period of time to bring poor 
corporate conduct to account.’
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ACNC update

The Australian Charities and Not-for-profits 
Commission (ACNC) has:

• Revoked the status of 550 charities 
for failing to lodge annual information 
statements for two years, and

• Announced that the 2017 statement is set 
for release in July.

Regulators

AFS licensees
Self-reporting position paper released

The Turnbull Government has welcomed 
ASIC’s release of a position paper on Self-
reporting of contraventions by financial services and 
credit licensees. 

Revenue and Financial Services minister 
Kelly O’Dwyer said that ‘the government 
is committed to ensuring that ASIC has 
the powers and regulatory tools it needs to 
proactively address misconduct in the financial-
services sector so as to re-build consumer trust 
and confidence in the financial system.’

ASIC’s ability to deal appropriately with 
misconduct is greatly enhanced by timely 
reporting by licensees of significant breaches 
of the financial-services laws. The government 
included breach reporting in the terms of 
reference for ASIC’s enforcement review 
so that changes to the reporting regime – to 
ensure that it operates as effectively as possible 
– could be considered.

‘The proposals outlined in this paper are 
aimed at improving transparency and 
accountability in the financial-services 
sector by broadening and strengthening the 
obligations on licensees to make timely reports 
to ASIC about misconduct or suspected 
misconduct that they become aware of,’ Ms 
O’Dwyer said.

The paper poses reforms that would: 

• Clarify when the reporting obligation is 
triggered – reducing compliance costs 
and delays in reporting, and removing 
uncertainty about when and whether 
a reporting obligation exists in the 
circumstances

• Increase accountability for licensees and 
their employees and representatives by 
expanding the class of reports that must be 
made to expressly include misconduct by 
individual advisers and employees

• Introduce new and heightened penalties 
for non-reporting, giving ASIC greater 
flexibility to impose a range of penalties in 
response to a failure to report

• Require ASIC to publish data on breach 
reports for major licensees, and

• Introduce an equivalent reporting regime for 
credit licensees (who are currently subject 
only to annual compliance reporting).

ASIC’s enforcement-review taskforce was set 
up by the Turnbull Government in October 
2016. The terms of reference allow for a 
thorough examination of the adequacy of 
ASIC’s enforcement regime, including the 
effectiveness of industry codes of conduct, 
to deter misconduct and foster consumer 
confidence in the financial system.

Taskforce members include senior 
officers of Treasury, ASIC, the Attorney-
General’s Department and the office of the 
Commonwealth director of public prosecutions, 
as well as representatives from industry bodies, 
consumer groups and academia. 

The taskforce will provide its recommendations 
to government by the end of September. 

The position paper is available on the Treasury 
website. Interested stakeholders are invited to 
comment. Submissions close on 12 May. 

AFS licence cancelled for compliance 
breaches

ASIC has cancelled the Australian Financial 
Services (AFS) licence of DD&D Securities 
Ltd for failing to comply with several key 
licensee obligations. DD&D Securities is 
the responsible entity for Dwyers Managed 
Investments, a mortgage scheme that operated 
in regional Victoria.

In particular, ASIC found that DD&D 
Securities failed to:

• Maintain membership with an external 
dispute-resolution scheme approved by 
ASIC

• Lodge its financial reports within the 
required timeframe

• Lodge compliance-plan audits for the 
managed investment scheme it operates 
within the required timeframe, and

• Notify ASIC of significant breaches within 
the required timeframe.

ASIC commissioner John Price said: ‘A 
responsible entity needs to ensure a managed 
investment scheme is operated in accordance 
with the Corporations Act.

‘As this matter demonstrates, ASIC will act 
where a responsible entity fails to lawfully 
perform this gatekeeper role and to comply 
with its obligations and licence conditions.’ 

ASIC cancels licence for failure to 
lodge

ASIC has cancelled the AFS licence of 
Queensland-based company Motorguard 
EWM Pty Ltd for failing to lodge its annual 
financial statements and auditor’s report for 
three consecutive years.

ASIC deputy chairman Peter Kell said: ‘The 
annual lodgement of audited accounts is an 
important part of a licensee demonstrating it 
has adequate financial resources to provide the 
services covered by its licence and to conduct 
the business lawfully.

‘ASIC will act on failures to lodge financial 
statements, resulting in the suspension or 
cancellation of the AFS licence.’

The cancellation is part of ASIC’s efforts to 
improve standards across financial services.

ASIC cancels suspended AFS licence

ASIC has cancelled the AFS licence of 
Parramatta-based Rural & General Insurance 
Broking Pty Limited (RGIB) for failing 
to comply with its legal obligations and 
licence conditions. RGIB had held its AFS 
licence since March 2003 and provided 
general financial-product advice. It was 
also authorised to deal in general-insurance 
products.

ASIC had found that RGIB failed to lodge 
annual financial statements and auditor’s 
reports for the financial years ending 30 June 
2014 and 2015.

ASIC at first suspended in October 2016 
for six months RGIB’s licence for failure to 
lodge annual financial statements and auditor’s 
reports

ASIC deputy chairman Peter Kell said: ‘The 
annual lodgement of audited accounts is an 
important part of a licensee demonstrating it 
has adequate financial resources to provide the 
services covered by its licence and to conduct 
the business lawfully.’
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Licence suspended

ASIC has suspended the AFS licence of 
Australia Wealth Capital Group Pty Ltd until 
3 October for failing to comply with several 
key obligations, including:

• Establishing and maintaining compliance 
measures to ensure, as far as reasonably 
practical, that the licensee complies with 
financial-services laws

• Lodging its financial reports within the 
required timeframe

• Maintaining the competence to provide the 
financial service under its licence, and

• Notifying ASIC of significant breaches 
within 10 days.

ASIC commissioner John Price said: ‘Licensees 
are required to lodge financial statements and 
auditor reports with ASIC to demonstrate their 
capacity to provide financial services.

‘Failure to comply with financial reporting 
and other obligations can be an indicator of a 
poor compliance culture. ASIC won’t hesitate 
to act against licensees who do not meet these 
important requirements.’

For the suspension order to be revoked, 
Australia Wealth must satisfy ASIC that it is 
able to meet requirements.

Director of AFS Capital banned

ASIC has banned Bingxing Hu of Melbourne 
from providing financial services for five years.

Dr Hu was a director of AFS Capital 
Securities Limited from 8 April 2010 until 
18 April. AFS Capital’s primary business is 
to assist companies to list on the Australian 
Securities Exchange.

The banning follows an ASIC investigation 
into Dr Hu’s conduct between 4 August 
2014 and 4 June 2015, when AFS Capital 
was lead-managing a company’s listing on the 
exchange.

Following a hearing, an ASIC delegate 
found that Dr Hu had failed to comply 
with a financial-services law by knowingly 
engaging in conduct that was likely to 
mislead, in contravention of s1041H(1) of the 
Corporations Act.

The delegate found that Dr Hu may not be 
adequately trained, or was not competent, 
to provide financial services, having 
demonstrated by his conduct a disregard and a 
misunderstanding of the rules applying to the 
financial services that he was providing.

The ASIC delegate found that Dr Hu: 

• Caused a list supplied by the company 
of 158 applicants for shares incorrectly 

purported to be Australian residents to be 
forwarded to the company’s share registry

• Signed a statutory declaration declaring that 
to his ‘knowledge…no artificial means have been 
used to achieve the spread requirement’ when he 
knew or should have known that this was 
false, and

• Sent emails to various persons that falsely 
represented that the minimum-subscription 
requirement had been met.

Class order remade 

ASIC has remade class order (CO 03/748) 
Reporting requirements under s 989B in ASIC 
Corporations (Financial Reporting: Natural 
Persons Licensees Instrument 2017/307). The 
order was due to expire on  
1 October.

The new instrument continues relief for 
Australian financial-services licensees from 
the requirement to include in profit-and-loss 
statements revenues and expenses that do 
not relate to the business carried on by the 
licensee.

The relief in CO 03/748 was remade without 
substantial changes.

Foreign collective-investment 
schemes relief extended

ASIC has extended class order CO 04/526 
Foreign collective investment schemes for two 
years. It was due to expire on 1 April.

CO 04/526 provides relief for collective-
investment schemes from the requirement to 
register as a managed investment or obtain 
an Australian AFS licence where the relevant 
overseas regulatory regime delivers outcomes 
sufficiently equivalent to its Australian 
counterpart. 

ASIC Corporations (Repeal and Transitional) 
Instrument 2017/271 extends the relief in CO 
04/526 in the same form for two years.

ASIC has extended the relief for two 
years so that it can review and consult on 
policy settings in light of other regulatory 
developments, such as the government’s 
announcement of the introduction of 
new collective-investment vehicles and 
implementation of the Asia Region Funds 
Passport regime.

ASIC updates strata-schemes 
guidance 

ASIC has updated regulatory guide 140 Strata 
schemes and management rights schemes. 

The update follows the commission’s issuing 
two legislative instruments in September to 
replace several class orders that dealt with 
relief for property, strata and management-
rights schemes.

The legislative instruments are the ASIC 
Corporations (Serviced apartment and Like 
Schemes) Instrument 2016/869 and the ASIC 
Corporations (Property Rental Schemes) 
Instrument 2016/870.

The instruments replaced class orders listed 
below that were due to expire under the 
Legislation Act 2003:

• Class Order [CO 99/463] Serviced strata 
scheme valuations

• Class Order [CO 02/185] Sale of strata units 
for $500,000 or more

• Class Order [CO 02/245] Closed schemes

• Class Order [CO 02/303] Management rights 
schemes – amendment

• Class Orders [CO 02/304] Management 
rights schemes

• Class Order [CO 02/305] Management rights 
schemes

• Class Order [CO 07/189] Management rights 
schemes where the strata unit cannot be used as a 
residence

• Class Order [CO 02/183] Small Property 
Syndicates, and

• Class Order [CO 02/182] Real Property 
Rental Schemes.

The guide explains the key terms of the 
relief, the instruments’ providing relief to 
various arrangements involving real property 
from managed-investment provisions, 
the Australian financial-services licensing 
provisions, product-disclosure provisions and 
hawking provisions of the Corporations Act 
2001.

In addition, RG 140 provides general 
explanations of how the provisions of the 
Act relating to managed investments apply 
to arrangements involving real property, 
including under strata and community title, 
and certain freehold titles or leasehold interests 
referred to in RG 140 as strata schemes.

The guide explains the concepts of strata 
schemes, serviced strata schemes and 
management-rights schemes and whether 
these types of arrangements may fall within 
the definition of a managed-investment 
scheme under the Act. RG 140 also explains 
the obligations of operators and promoters of 
the various types of arrangements.

ASIC releases paper on financial-
services panel

ASIC has released a consultation paper on its 
proposal to develop a financial-services panel.

The panel would add a strong element of peer 
review to ASIC’s administrative decision-
making.
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ASIC chairman Greg Medcraft said: ‘ASIC’s 
aim in establishing a panel is to enhance the 
impact of ASIC’s administrative decisions. 
The significance of being judged by peers 
cannot be underestimated. Peer-review panels 
are a form of co-regulation in Australia and 
overseas.

‘The panel will also bring broader experiences 
and perspectives into ASIC’s decision-making 
and ensure decisions reflect current industry 
practices and standards.’

ASIC is proposing that the panel would be 
responsible for determining whether the 
commission should ban individuals from the 
financial-services and credit industries for 
misconduct. The commission would select 
matters and refer them to the panel where 
they are significant, complex or novel. 

The panel would include financial-services, 
credit-industry and non-industry participants 
(for instance, lawyers and academics) with 
relevant expertise and at least one ASIC staff 
member. 

ASIC is consulting on:

• How the panel would enhance the impact 
of its administrative decisions

• The types of matters that would be referred, 
and

• The optimal composition.

Submissions on the paper are due by 23 May.

Ethics
CPAs’ breaches identified

CPA Australia’s Quality Review Program 
has identified the most common ways that 
members breached professional standards and 
legislative and regulatory requirements. 

The top 10 requirements breached were:

1. APES 315 Compilation of Financial 
Information 

2. APES 220 Taxation Services 

3. APES 305 Terms of Engagement 

4. APES 320 Quality Control for Firms 

5. CPA Australia branding requirements

6. APES 325 Risk Management for Firms

7. APES 110 Code of Ethics for Professional 
Accountants

8. APES 310 Dealing with Client Monies 

9. APES 205 Conformity with Accounting 
Standards, and

10. Corporations Act 2001 (CA) section 347A 
Solvency Declaration. 

For the detail see Appendix 1 Top ten ethical 
and other breaches.

Revision proposed

The Auditing and Assurance Standards 
Board invites comments on the proposed 
international standard on auditing ISA 540 
Auditing Accounting Estimates and Related 
Disclosures.

The International Auditing and Assurance 
Standards Board has proposed significant 
changes in how auditors evaluate accounting 
estimates and related disclosures. The changes 
will require auditors to sharpen their focus on 
risks of material misstatements arising from 
accounting estimates and to address them with 
more granular audit requirements.

IAASB chairman Professor Arnold Schilder 
said: ‘Accounting estimates are used in many 
financial statements. Often they are complex 
and require judgement or have estimation 
uncertainty. It is especially important that 
auditors are required to design and perform 
procedures to ensure estimates’ reliability. 

‘The proposed standard will bring significant 
changes to many audits but particularly 
to audits of financial institutions, such as 
banks and insurers, given the recent shift to 
accounting for expected credit losses.’

The proposed standard:

• Enhances requirements for risk-assessment 
procedures to include specific factors 
related to accounting estimates, namely 
complexity, judgment, and estimation 
uncertainty

• Sets a more detailed expectation for the 
auditor’s response to identified risks, 
including augmenting the auditor’s 
application of professional scepticism, and

• Is scalable regardless of the size or sector of 
the business or audit firm.

AUASB requests comments on the draft by 7 
July. The IAASB comment period closes on 
1 August.

CPAs’ common auditing-standards 
breaches 

CPA Australia’s Quality Review Program 
has revealed the most common ways that 
members breach auditing standards.

Many of the breaches are because of a lack 
of documentation, as per ASA 230 Audit 
Documentation, providing the necessary 
evidence that required procedures have been 
performed.

Audit
The top 10 auditing standards breached were:

1.  ASA 240 The Auditor’s Responsibilities 
Relating to Fraud in an Audit of a Financial 
Report 

2.  ASA 200 Overall Objectives of the 
Independent Auditor and the Conduct of an 
Audit in Accordance with Australian Auditing 
Standards 

3.  ASA 315 Identifying and Assessing the 
Risks of Material Misstatement through 
Understanding the Entity and its Environment

4.  ASA 300 Planning an Audit of a Financial 
Report 

5.  ASA 320 Materiality in Planning and 
Performing an Audit 

6.  ASA 330 The Auditor’s Responses to 
Assessed Risks 

7.  ASA 230 Audit Documentation 

8.  ASAE 3100 Compliance Engagements 

9.  ASA 550 Related Parties, and

10. ASA 210 Agreeing the Terms of Audit 
Engagements.

For the detail see Appendix 2 Top ten audit 
and assurance breaches.
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What we’ve been up to

Colin and Carmen hit the road for the 
CFO Conference on the Gold Coast 
where Carmen presented a well-attended 
session on Introduction to Leases. They also 
presented an AASB 15 masterclass backed 
with a half-day on leases in Perth. Carmen 
and Colin were also at the Australasian 
Chartered Accountants Training Group 
partners’ conference, spreading the word on 
accounting developments and, of course, 
AASB 15. Carmen’s revenue recognition 
case study, a contract review, was a hit.

Colin on his travels caught up with his 
nephew Dylan (also a very keen Western 
Bulldogs supporter). 

Carmen continued her quest to raise 
awareness of AASB 15, trying to encourage 
clients to begin their transition projects. She 
is working on implementation with two 
clients, defining their best options, which 
might include changing contracts clauses.

During school holidays her family visited 
Artvo, a trick art gallery in Melbourne’s 
Docklands. She recommends your checking 
out this unique experience. – unique 
experience so check it out.

Stephen LaGreca was in the bunker 
contributing material to a publisher’s audit 
manual. Jim Dixon was busy representing 
the IPA at meetings of the AASB and 
APESB and at the AASB round-table on 
the Reduced Disclosure Regime.

Stephen Downes was relieved to clear the 
mid-term hurdle for his PhD. He finishes 
in a little over a year. The Sebaldian novel 
he has written as the major part of the 
doctorate seeks a publisher!

Andrew Parker has been busy developing 
the new whistleblowing service, 
ReportFraud. He has also been researching 
material and developing content for GAAP 
Consulting. He recently spent a night 
‘glamping’ at Melbourne Zoo. Highlights 
included learning about local conservation 
efforts and a behind-the-scenes experience 
– feeding the giraffes.

AASB 15 contract service launched

Many entities have yet to start 
implementing AASB 15 Revenue from 
Contracts with Customers. It all starts with 
understanding the contract and how it is to 
be accounted for. Let the experts at GAAP 
Consulting get you on track with an analysis 
of one of your standard contracts. 

AASB 15 requires a five-step revenue-
recognition process to be applied to individual 
contracts. Based on the contract supplied, we 
will identify how it should be accounted for.

By all means use our report as a basis for 
analysing other contracts.

Our fee for this service is $900 plus GST for 
simple contracts and $2,500 plus GST for 
complex ones, and we can review several 
contracts for a negotiated price.

Our AASB 15 project team is led by Carmen 
Ridley (AASB member), other team members 
Colin Parker, Stephen LaGreca, Sonya 
Sinclair and Stephen Newman (corporate 
lawyer, Hope Earle) always available. 

Contact Colin to discuss our AASB contract-
review service or how we can assist you with 
your AASB 15 implementation.

AASB 15 Masterclass in Sydney  
on 23 May

Calling CFOs and audit partners in New 
South Wales. Please lock in 23 May for our 
one-day Masterclass AASB 15 Revenue from 
Contracts with Customers at the Intercontinental 
Sydney. 

Numbers are strictly limited to enhance 
learning and discussion. Interest is already 
strong, and we are expecting a sell-out.

A brochure can be downloaded from www.
gaap.com.au. Questions to Colin. 

We will be taking our masterclass and 
an Introduction to Leases to Brisbane and 
Melbourne in December, and Adelaide early 
in 2018.

In the meantime, if you need training on 
AASB 15, AASB 9 Financial Instruments or 
AASB 16 Leases, don’t hesitate to contact us.

GAAPinar series starts

Our series of 13 GAAPinars has begun and 
nine remain. You may still register for any of 
them, but be quick. 

Missed early GAAPinars? No worries, 
recordings are available.

Our next GAAPinar is on 4 May with Colin 
Parker and Sonya Sinclair. Its title is Lessons 
from recent frauds and non-compliance with laws 
and regulations.

Remaining sessions are:

1. Ethics code – the forgotten standard?  
(Thurs 11 May)

2. New AASB 15 (Part 1) – identifying the 
contract and performance obligations  
(Tues 16 May)

3. New AASB 15 (Part 2) – determining and 
allocating the transition price to performance 
obligations (Thurs 18 May)

4. New AASB 15 (Part 3) – recognise revenue 
(Thurs 1 June)

5. Business law for accountants and auditors 
(Thurs 8 June)

6. NFP reporting and ACNC activities – the 
latest (Thurs 15 June)

7. Financial reporting update for 30 June 2017 
(Thurs 22 June), and

8. Provisions and contingencies – a fresh look 
(Thurs 6 July).

Each session costs $297, and discounts are 
available, including for sole practitioners 
and multi-offices.

A brochure can be downloaded from www.
gaap.com.au. Questions? Contact Colin. 

NFP March newsletter released 

The March-quarter edition of our NFP 
Risks and Compliance Newsletter has been 
released to accounting-firm subscribers.

Our aim is to keep accounting-firms’ NFP 
clients informed. It helps enormously when 
accountants can demonstrate expertise and 
experience for current and potential clients. 
At last count, there were about 600,000 
NFP entities in Australia, including more 
than 54,000 charities.

This edition covered 25 news items. The 
topics were:

Governance
• AICD calls for whistleblowing reforms
• Governance Institute calls for single 

whistleblowing law
• Amendments proposed to foreign-bribery 

offence
• Managing charity money
• ACNC releases guide on managing 

information and data
• Charity Compliance 2015 and 2016 

report 
• The ‘must-have’ guide for aged care 

directors 
• Checking compensation insurance 

ACNC
• ACNC revokes status of hundreds of 

charities
• Six charities revoked
• Charities risk consequences of overdue 

annual reporting

I N S I D E  G A A P  C O N S U LT I N G



© GAAP.com.au Pty Ltd

Contact Us

Should you require any further information about the 
services provided or our team, please contact:

Colin Parker
Principal, GAAP Consulting
Head of the GAAP Consulting Network
Email colin@gaap.com.au
Mobile 0421 088 611
Postal GPO Box 1497, Melbourne, Victoria 3001 
Website www.gaap.com.au

GAAP Consulting Colin Parker
®

GAAP Consulting

Colin Parker
GAAP Consulting

This communication provides general information 
current at the time of release. It is not intended that the 
information provide advice and should not be relied on 
as such. Professional advice should be sought prior to 
actions on any of the information contained herein.

PAGE 8

GAAP ALERT #4/2017 30 APRIL 2017

Consulting
advice   •   training   •   risk management   •   information

• 2017 Annual Information Statement to 
be released in July

• ACNC releases screencasts
• Help for Parents and Citizens’ 

Associations 
• New charity data available on data.gov.au 

Financial reporting
• Issues paper asks big questions 
• NFPs need more AASB help
• Improving reduced disclosure
• Data Integrity Project results available
• Chart feedback closed
• Changes for residential and home-care 

providers

Audit
• ACNC publishes new templates

Governments
• Non-compliant college loses funding
• AAT upholds decision to revoke school’s 

funding
• Red-tape reduction proposal for ACT

The next edition will be released in July. 
For further information, please contact 
Colin.

ReportFraud arrives next month

Fraud examiners says that more than 43 
per cent of workplace frauds are detected 
by someone blowing a whistle. And when 
organisations implement fraud-detection 
schemes, criminal activity is detected 50 per 
cent faster, reducing the losses and protecting 
reputations.

ReportFraud is a cutting-edge fraud protection 
tool you need to have. It’s designed to 
safeguard your organisation from fraud, 
bribery and corruption 24 hours a day, seven 
days a week. It allows whistleblowers to 
report unethical activity safely and – most 
importantly – anonymously.

Report Fraud’s motto is the core of what it 
does: If you see something, say something.

ReportFraud

• Allows whistleblowers to report by web 
portal, email, and smartphone

• Ensures their anonymity

• Helps your organisation select an internal 
fraud-contact person

• Sends a report of a whistleblower’s 
alleged fraud to him or her within 24 
hours

• Is available 24/7, every day of the year

• Provides tools and quarterly newsletters 
to help manage your fraud risks

• Safeguards sensitive information

• Complies with Australian law, and 

• Is an independent third-party.

Once the fraud (and any non-compliance 
with laws and regulations ‘NOCLAR’) is 
assessed and reported, ReportFraud offers 
several ways of dealing with it. 

An annual subscription to ReportFraud is 
based on employee numbers. It usually 
works out to the cost of a cup of coffee per 
person.

Can you afford NOT to investigate how 
ReportFraud can help your organisation?

Questions? Andrew Parker, chief executive 
officer, ReportFraud, andrew@gaap.com.au 
or 0401 858 889.
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CPA Australia’s Quality Review Program has 
identified the most common ways members 
breached professional standards and legislative 
and regulatory requirements. 

1. APES 315 Compilation of Financial 
Information 

• Not having all the required elements in 
a compilation report such as date, name, 
title, complete address, the specific purpose 
for which the special-purpose financial 
statements have been prepared (APES 
315.10.10). 

• Not having a footnote reference such as 
‘Unaudited’, ‘Compiled without audit or 
review’, or ‘Refer to compilation report’ 
on every page of the compiled financial 
information (APES 315.10.11). 

• No evidence of obtaining 
acknowledgement from the client of its 
responsibility for the reliability, accuracy 
and completeness of the accounting records 
and disclosure to the member of all material 
and relevant information (APES 315.9.1). 

• Not having included in the compilation 
report that the member has performed 
the engagement in compliance with the 
relevant ethical requirements (APES 110) 
(APES 315.10.10(c)).

• No evidence that the member has 
documented their rationale when they 
decided not to issue a compilation report 
(APES 315.10.4.)

• No evidence that the member has planned 
the engagement (APES 315.4.1).

• No evidence that the member has 
documented and communicated the terms 
of engagement (APES 315.6.1). 

2. APES 220 Taxation Services 

• No evidence of having maintained open, 
frank and effective communications with a 
client or employer advising them of their 
rights, obligations and options available 
under taxation law as well as advising 
them of their rights and obligations under 
taxation law with respect to seeking a 
private ruling and lodging objections and 
appeals against adverse positions adopted by 
revenue authorities (APES 220.3.14(a)). 

• No evidence of having maintained open, 
frank and effective communications with 
a client or employer advising on the 
application of the taxation law, including 
any possible penalties and other legal tax 
consequence, so as to allow the client or 
employer to make an informed decision 
of the course of action to be taken (APES 
220.3.14(b)). 

• No evidence of having provided their 
client with a statement in writing that 
the responsibility for the accuracy and 
completeness of the particulars and 
information provided by the client rests 
with the client (APES 220.3.15(a)). 

• No evidence of having provided their 
client with a statement in writing that any 
advice given to the client is only an opinion 
based on the member’s knowledge of the 
client’s particular circumstances (APES 
220.3.15(b)). 

• Not having provided their clients with a 
statement in writing that a taxpayer has 
obligations under self-assessment to keep 
full and proper records to facilitate the 
preparation of accurate returns (APES 
220.3.15(c)). 

• No evidence that the member has 
documented and communicated the terms 
of engagement (APES 220.8.1.)

3. APES 305 Terms of Engagement 

• No evidence of having documented and 
communicated terms of engagement 
when performing professional services and 
not having documented the terms of the 
engagement in the engagement document 
(APES 305.3.1 and 3.4). 

• No evidence of having an engagement 
document in place for long-standing clients.  
Members should have an engagement 
document in place for all clients regardless 
of how long they have been a client 
and what type of client they are.  The 
engagement document can be a letter (for 
example, for business clients) or a brochure 
(for example, for individual tax returns). 

• No evidence of revised engagement 
documentation being issued to a client 
where the terms and scope of the 
engagement have changed.  For recurring 
engagements public practitioners need to 
assess whether the existing engagement 

document covers the scope of the 
engagement or if there is a need to reissue a 
new engagement document. 

• No evidence of having advised their clients 
that the practitioner’s liability may be 
limited by being a participant under the 
Professional Standards Legislation (APES 
305.6.2). 

4. APES 320 Quality Control for Firms 

• Not having established and maintained 
a documented system of quality control 
(APES 320.3). 

• Not having a system of quality control that 
addresses all six mandatory elements (APES 
320.10). 

• Not having appropriate documentation 
to provide evidence of operation of each 
element of its system of quality control 
(APES 320.124). 

• No evidence that the member has 
monitored their quality-control policies and 
procedures to ensure that they are updated 
and maintained (APES 320.10 and 106). 

• Practitioners often breach for not having 
documented quality-control policies and 
procedures or having just downloaded 
the CPA quality-control manual and then 
called it their own.  Practitioners need to 
develop something that is appropriate to 
their practice, reflecting the engagement 
work that is performed.  The manual 
should have polices (the what) and 
procedures (the how).  Checklists provide 
evidence of operation but are only a part of 
a procedure and policy.

5. CPA Australia branding requirements

• The CPA Australia logo the member is 
using on their stationery is the corporate 
logo and not the public-practice one.

• The member’s logo is still referring to the 
Australian Society of CPAs.

• The member has separated the logo so that 
there is a gap between the CPA name and 
the coat of arms.

• The member has not included with the 
logo the approved clause that states that the 
firm is a CPA practice.

• The member has used incorrect colours for 
the logo.

Appendix 1: Top ten ethical and other breaches



PAGE 10

GAAP ALERT #4/2017 30 APRIL 2017

6. APES 325 Risk Management for Firms

• Not having a documented risk-
management framework applicable to the 
firm that includes policies and procedures 
for associated risk.

• No evidence of having monitoring and 
review processes in place for the risk-
management framework.

• No evidence of having identified, assessed 
and managed key organisational risks. 

• Practitioners often breach for not having 
documented risk-management policies 
and procedures or having just downloaded 
the CPA guidance material and saying 
that this is their own risk-management 
framework.  Practitioners need to develop 
something that is appropriate to their 
practice, reflecting the services offered.  
The manual should have polices (the 
what) and procedures (the how) for the 
risks the practitioner has identified.  No 
two practices will have the same risk-
management framework as it is dependent 
on many factors such as the type of practice, 
services offered, client base, location, 
technology systems, security systems, and 
whether there is staff.  It also depends on 
a practitioner’s risk appetite, that is, what 
risks the practitioner is willing to accept 
as part of operations and what risks they 
will seek to avoid. This will determine a 
practitioner’s focus and therefore build their 
framework.

7. APES 110 Code of Ethics for Professional 
Accountants

• Not being independent when performing 
an audit and/or review engagement (APES 
110.290). 

• Practitioners are found to have breached 
this standard when preparing the financials 
for a client then auditing them, most 
commonly occurring with self-managed 
super funds.  For a sole practitioner – even 
when they have separate staff preparing 
the accounting and audit files – there are 
no safeguards to eliminate the self-review 
threat.  Independence is compromised as 
the sole practitioner is ultimately responsible 
for both engagements. 

• Not having performed an engagement 
with professional competence and due care 
(APES 110.130).  This is often breached in 
conjunction with the corporate-secretarial 
services where the member’s actions have 
caused their client not to be compliant with 
a section within the Corporations Act.  A 
common reason for this is where a member 
has agreed to maintain a minutes book 
and has not updated it within the required 
timeframe. 

8. APES 310 Dealing with Client Monies 

• Failing to have a trust account audited 
within three months of the applicable year-
end date (APES 310.8.1). 

• Failing to have client-monies transactions 
audited within the required timeframe 
(APES 310.8.1). This is applicable to 
members who deal in client monies (such 
as a bookkeeper transacting direct from 
clients’ bank accounts to make payments).  
Members are failing to realise the 
applicability of this standard to transactions 
that are considered to be ‘dealing with 
client monies’.

9. APES 205 Conformity with Accounting 
Standards

• Not having identified in special-purpose 
financial statements and any associated audit 
report, review report or compilation report 
the specific purpose for which statements 
have been prepared (APES 205.6.1). 

• Not having identified in special-purpose 
financial statements and any associated audit 
report, review report or compilation report 
the significant accounting policies adopted 
in the preparation and presentation of the 
statements (APES 205. 6.1).

10. Corporations Act 2001 (CA) section 
347A Solvency Declaration 

• No evidence on file to demonstrate that 
the solvency declaration was lodged within 
two months of each review date where a 
member has agreed to lodge the solvency 
resolution on behalf of a client.

Sourced from CPA Update Edition 15 April.
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CPA Australia’s Quality Review Program 
has revealed the most common ways that 
members have been found to have breached 
auditing standards.  Many of the breaches 
are the result of a lack of documentation, as 
per ASA 230 Documentation, providing the 
necessary evidence that required procedures 
have been performed.

1. ASA 240 The Auditor’s Responsibilities 
Relating to Fraud in an Audit of a 
Financial Report 

• No evidence on the client’s file that the 
auditor had performed any procedures 
assessing and considering fraud in relation 
to the audit engagement.

• No evidence on the client file that the 
auditor’s procedures included testing 
management’s ability to override controls.

• No evidence that the member has 
documented their conclusion that they 
are satisfied with the audit procedures 
performed to mitigate the risk of material 
misstatement due to fraud at the financial-
report and assertion level to support the 
member’s audit opinion. 

2. ASA 200 Overall Objectives of the 
Independent Auditor and the Conduct of 
an Audit in Accordance with Australian 
Auditing Standards 

• Lack of independence of the auditor for the 
engagement performed.  This is particularly 
relevant to members who audit self-
managed superannuation funds, where they 
prepare the financial accounts of the funds 
they are auditing.  This breach can also give 
rise to other reported breaches, particularly 
APES 110.290. 

• The member has misrepresented their 
compliance with Australian auditing 
standards in the auditor’s report when in 
fact the member was found not to be fully 
compliant with the applicable auditing 
standards.

3. ASA 315 Identifying and Assessing 
the Risks of Material Misstatement 
through Understanding the Entity and its 
Environment

• No evidence that the auditor performed 
assessments of the risk of material 
misstatements at the financial report and 
assertion levels.

• No evidence that the auditor obtained 
an understanding of the client’s internal 
controls. 

4. ASA 300 Planning an Audit of a  
Financial Report 

• No evidence that an audit plan or strategy 
existed for engagements reviewed.

• Inadequate audit plan for a specific 
engagement. 

• Failure to update an audit plan or strategy 
from previous audits to reflect changes in 
direction and scope of the engagement.

5. ASA 320 Materiality in Planning and 
Performing an Audit 

• No evidence that the member considered 
materiality and its relationship with audit 
risk. 

• No evidence to demonstrate the amounts 
and factors considered to determine 
materiality for the financial report as a 
whole as well as materiality levels for 
particular classes of transactions, account 
balances and disclosures, performance 
materiality and any revisions to these as the 
audit progressed.

• No evidence that the member has 
considered performance materiality required 
for the audit engagement. 

6. ASA 330 The Auditor’s Responses to 
Assessed Risks 

• No evidence that the auditor determined 
the overall responses to assessed risks at the 
financial report level. 

• No evidence that the auditor designed 
or performed further audit procedures in 
response to assessed risk at the assertion 
level. 

• No evidence that the member 
has considered obtaining external 
confirmation(s) nor documenting their 
reasons when deciding not to obtain 
external confirmation(s). 

7. ASA 230 Audit Documentation 

• No working papers in the client file. 

• Not having any documented evidence, or 
sufficient documented evidence, to enable 
an experienced auditor having no previous 
connections with the audit to understand 
the logic and conclusions made. 

• No proper documentation or linkage 
provided between the audit planning, audit 
procedures, and audit-completion program 
to the related audited financial statement.

• Insufficient evidence of enquiries made, 
reasons for decisions taken or procedures 
performed during the audit.  Members 

often only ‘tick’ or have a ‘yes or no’ 
answer on the audit plan and audit program 
adopted from the audit software application 
or from SEAM.

8. ASAE 3100 Compliance Engagements 

• No evidence that the member has properly 
considered materiality and engagement 
risk with planning and performing the 
engagement.

• No evidence that the member has obtained 
the required written representations from 
the trustees.

• Insufficient documentation in the audit 
working papers to support the audit report 
for the compliance audit that address all 
the relevant provisions in the SIS Act and 
regulations required by the ATO.

• No evidence that the member has 
planned and performed the engagement 
in accordance with ASAE 3100, ASAE 
300 and APES 310 for accountants trust 
-account audits.

• No evidence that the member has 
considered the effects on the compliance 
outcome of any subsequent events before 
the compliance report was issued.

• For SIS compliance in SMSF audit 
engagements members have simply ticked 
the box generated from the audit program 
rather than documenting their assessment 
of the trustees compliance with SIS Act and 
regulations. 

9. ASA 550 Related Parties

• No documentation of the member’s 
understanding about the client’s related-
party relationship (whether there is one 
or not) at the planning stage that could be 
used to build a proper audit approach and 
procedures when performing the audit.

10. ASA 210 Agreeing the Terms of Audit 
Engagements

• No written engagement letter on the 
client’s file agreeing on the terms of the 
audit engagement.

• The terms of the audit engagement 
does not identify the applicable financial 
reporting framework for the preparation of 
the financial report.

• The terms of the audit engagement has 
not been revised when circumstances have 
arisen (for recurring audits), and the client 
has not been reminded of the existing terms 
of the audit engagement.

Sourced from CPA Update Edition 14 April.

Appendix 2: Top ten audit and assurance breaches




