
ASIC’s audit-inspection results disappoint

On the eve of the 30 June reporting period, the Australian 
Securities and Investments Commission released the results of 
its audit-firm inspections for the 18 months to 31 December 
2016. 

They disappointed ASIC commissioner John Price.

Many auditors would not have yet had the opportunity to 
consider the findings or plan their responses. They need to 
do so now.

ASIC reviewed 390 key audit areas across 93 audit files at 
firms of different sizes. It found that in 25 per cent (19 per 
cent in previous reviews) of key areas, auditors did not obtain 
reasonable assurance that the financial report as a whole was 
free of material misstatement. 

Interestingly, in 15 cases ASIC raised financial-reporting 
concerns with the company concerned or the auditor, who 
followed up with company matters identified. In 12 of these 
cases, the companies made material changes to the amounts 
of both the net assets and profits in the subsequent period, or 
restated amounts. Two further companies made additional 
disclosures.

Commissioner John Price said: ‘Given the efforts by firms 
to improve audit quality and the consistency of execution of 
audits, this is a disappointing result.’

Audit firms need to continue to pay particular attention 
to auditing asset values and revenue and maintaining a 
strong culture of quality. The latter includes sending strong 
messages from firm leadership, setting expectations, leading 
by example, coaching, robust review processes, and effective 
accountability mechanisms.

ASIC noted that it remains important for auditors to focus 
on the sufficiency and appropriateness of audit evidence, the 
level of professional scepticism exercised, and appropriate use 
of the work of experts and other auditors.

The commission’s report outlines where auditors need to 
improve and areas it will inspect in future.
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ASIC has also released two information sheets related to audit quality: Improving and maintaining audit quality, which outlines 
considerations for auditors to improve and maintain audit quality (INFO 222), and Audit quality: The role of others, which outlines 
how parties other than audit firms can contribute to audit quality (INFO 223). They are helpful.

So, what to do?
• Audit leadership groups should discuss and understand the ASIC findings, information sheets, and lessons from corporate 

restatements
• Check out our GAAPinar Learning the lessons from ASIC audit inspections (14 December) that delves into the detail of ASIC 

audit-inspection programs and other quality control issues. For those that can’t make the date, recordings will be available
• Benchmark audit files and policies against ASIC findings
• Identify the root causes of findings from your own quality reviews of audit files and systems, perhaps with help from an 

external reviewer, and
• Develop a plan to improve continually audit quality – this many include training, increased supervision and review, 

incorporating the commission’s findings into peer-review programs, and added emphasis on quality-control systems and 
procedures. The plan needs to be reported against actions at meetings of the audit executive.
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New paper helps directors 
understand financial-reporting 
obligations

A new guidance paper on financial reporting 
has been released to help directors to 
understand better and meet their obligations. 

Directors Responsibilities for Financial Reporting: 
What You Need to Know is designed to help 
directors avoid financial-reporting pitfalls. 

The work is a joint publication between 
Chartered Accountants Australia and New 
Zealand (CA ANZ) and the Association of 
Chartered Certified Accountants (ACCA). 

CA ANZ’s general manager for policy Liz 
Stamford said it was an important tool for 
directors working across the Asia-Pacific and 
Europe. 

‘Directors [first] and foremost […] have a duty 
of care and must give clear information about 
financial statements to investors and others,’ 
Ms Stamford said. 

‘This paper is an easy to follow guide which 
helps answer a range of questions, including, 
who is responsible for reporting? What are 
those responsibilities? And when and how do 
you discharge those responsibilities?’

The paper outlines what duty of care means 
in practice, what’s needed in terms of keeping 
records, and various responsibilities associated 
with preparing financial statements. 

The guide is structured around five key 
questions: 

• Who is responsible for financial reporting? 

• Why are directors responsible for financial 
reporting?

• What are directors responsible for in 
relation to financial reporting? 

• How do directors discharge their financial-
reporting responsibilities? 

• When do directors discharge their financial-
reporting responsibilities? 

The explanations are written in plain 
English, with additional tips on areas of 
common confusion such as ‘solvency versus 
going concern’. The end result is a user-
friendly guide that encourages directors to 

be engaged and seek explanations to support 
accounting treatments chosen. It also aims 
to give directors the confidence to challenge 
accounting decisions applied in a financial 
report. 

European regulator publishes 
enforcement-decisions extracts

The European Securities and Markets 
Authority (ESMA) has published further 
extracts from its confidential database of 
enforcement decisions taken by national 
enforcers. 

The enforcers monitor and review financial 
statements published by issuers with securities 
traded on a regulated European market 
and prepare their financial statements in 
accordance with international financial-
reporting standards (IFRS).

They check if there is compliance with IFRS 

Financial reporting

ASIC’s and the market’s patience will be 
severely tested if lessons fail to be learned and 
audit quality does not improve. Does the 
future hold sanctions against auditors such as 

fines, enforceable undertakings, or publishing 
surveillance results for individual firms? One 
only has to look at the UK and US for tougher 
enforcement regimes.

and other requirements, including relevant 
national law.

ESMA has developed its confidential database 
of enforcement decisions to foster appropriate 
applications of international standards.

The publication of enforcement decisions is 
designed to inform market participants on 
accounting treatments that European enforcers 
consider comply with IFRS, that is, whether 
the treatments are considered as being within 
the accepted range of those permitted by 
IFRS. 

ESMA considers the publication of the 
decisions, together with the rationale 
behind them, will contribute to a consistent 
application of IFRS in the European Union.

Topics covered in the latest batch of extracts, 
covering the period from June 2015 to 
February 2017, include:

The commission’s audit inspections and 
information releases provide rich sources of 
information that have significant value. Use 
them to minimise your audit and business risks. 

Standard TOPIC

IAS 36 Impairment of Assets Country risk premium in impairment test

IFRS 11 Joint Arrangements
IFRS 10 Consolidated Financial Statements

Assessment of joint control

IFRS 13 Fair Value Measurement
IAS 28 Investments in Associates and Joint Ventures

Valuation and equity method for 
participation with restrictions

IFRS 11 Joint Arrangements
IFRS 10 Consolidated Financial Statements

Assessment of joint control

IAS 8 Accounting Policies, Changes in Accounting Estimates  
and Errors
IAS 34 Interim Financial Reporting

Restatement of comparative amounts

IAS 1 Presentation of Financial Statements
IAS 39 Financial Instruments: Recognition and Measurement

Disclosures on a reverse factoring 
transaction

IFRS 10 Consolidated Financial Statements Assessment of control over investment funds

IFRS 13 Fair Value Measurement Fair-value measurement disclosures of 
unobservable inputs

IAS 39 Financial Instruments: Recognition and Measurement
IAS 37 Provisions, Contingent Liabilities and Contingent Assets
IAS 18 Revenue

Recognition and measurement of the 
proceeds from an arbitration agreement

IAS 36 Impairment of Assets Impairment test of trademarks

IAS 12 Income taxes Recognition of deferred-tax assets for carry 
forward of unused tax losses

IAS 39 Financial Instruments: Recognition and Measurement Definition of ‘economic environment’ and 
separation of foreign-currency – embedded 
derivatives in a power contract

 
The full report is available on the ESMA website (www.esma.europa.eu). ESMA has also 
published an updated overview of all the enforcement decisions it has published.
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Former Hastie executives charged 
with conspiracy

The former director and former chief 
operating officer of a subsidiary of the publicly 
listed company Hastie Group Pty Limited 
(in external administration) have each been 
charged with three counts of conspiracy to 
falsify accounts.

Joseph Carmec Farrugia, former director 
of Hastie Services Pty Limited, and Ian 
Athol Thompson, former chief operating 
officer of Hastie Services, were charged with 
two charges of conspiracy to falsify Hastie 
Services’ books and records and one charge 
of conspiracy to give false or misleading 
information to an auditor.

ASIC alleges that:

• Between 7 November 2008 and about 30 
June 2011, Mr Farrugia and Mr Thompson 
conspired with two other Hastie Services’ 
senior staff members to make false entries 
into the company’s books to reduce the 
‘gap’ between a forecast earnings before 
interest and tax (EBIT) and the actual 
EBIT, and

• Between 5 May 2010 and about 13 
February 2011, Mr Farrugia and Mr 
Thompson conspired with two Hastie 
senior staff members to make false entries 
into the books to conceal the true financial 
position of the company’s Western 
Australian branch.

The offences each carry a maximum penalty 
of two years’ imprisonment.

ASIC further alleges that between 17 June 
2010 and about 9 April 2011, Mr Farrugia, 
Mr Thompson and two Hastie senior officers 
conspired to provide false information 
to Hastie Group Limited’s auditors to 
conceal the above offending. This offence 
carries a maximum penalty of five years’ 
imprisonment.

On 24 August, Samantha Cousins, a former 
Hastie finance manager, pleaded guilty to 
three conspiracy charges and was sentenced 
to 18 months’ imprisonment but released on 
immediate recognisance on condition of good 
behaviour.

On 20 October, former Hastie Services 
CFO Glyn Raines pleaded guilty to three 
conspiracy charges and sentenced to two 
years’ imprisonment; he was ordered to serve 
his term as an intensive-corrections order.

Regulators
Improvements in cyber-resilience 
needed

An ASIC report on the cyber-resilience of 
more than 100 firms operating in Australian 
financial markets has shown a growing 
understanding of cyber risks.

Progress, however, needs to be made.

Report 555 Cyber resilience of firms in Australia’s 
financial markets collates and analyses the 
results of self-assessments from more than 
100 stockbrokers, investment banks, market 
operators, post-trade infrastructure providers 
and credit-rating agencies.

ASIC commissioner Cathie Armour said: 
‘Cyber-resilience is now widely regarded as 
one of the most significant concerns for the 
financial-markets sector and the economy 
at large. Given the central role financial-
markets firms play in our economy, the cyber 
resilience of our regulated population is a key 
focus for ASIC.

‘While our report shows greater engagement 
by firms […] there is disparity between firms 
and insufficient investment in cyber-resilience 
measures.

‘Cyber-resilience is not just an IT issue but 
one that requires a whole-of-organisation 
response. The dynamic nature of cyber 
threats requires a comprehensive and long-
term commitment […] by all organisations 
operating in the Australian economy,’ Ms 
Armour said.

Report 555 is designed to raise awareness of 
cyber risks, highlight existing good practices 
and areas for improvement, and monitor and 
assess the cyber preparedness of financial-
markets firms.

Key insights from the assessments include:

• There is a growing understanding that 
cyber risk is a strategic, enterprise-wide 
issue that is on all organisations’ radars and 
is attracting increasing investment

• The disparity between large firms and 
small-and-medium firms reflects investment 
in cyber security, the period of time cyber 
security has been an investment priority, 
and the ability to acquire highly specialised 
skills

• Larger firms have demonstrated a relatively 
high degree of cyber resilience, and

• Small-and-medium firms are working 
towards developing their cyber resilience 
by investing in cyber security, but there is a 
long way to go.

ASIC will continue to monitor, assess and 
measure improvements over time by:

• Engaging and collaborating with regulated 
firms, other regulators and government

• Raising awareness of cyber risks in the 
financial-markets sector and highlighting 
good practices and areas for improvement, 
and

• Assessing the cyber resilience of regulated 
firms and measuring their progress against 
their targets.

ASIC encourages financial-markets firms to 
consider and discuss the information in the 
report as they develop or enhance their cyber-
resilience frameworks.

ACNC update

The ACNC has:

• Published a new report Australians Trust 
Charities

• Revoked the charity status of two charities, 
and

• Tabled its 2016-2017 annual report.
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MG Responsible Entity Ltd admits to 
continuous-disclosure contravention

ASIC has commenced legal proceedings in 
the Federal Court against MG Responsible 
Entity Limited (MGRE), trustee and 
responsible entity for the MG Unit Trust, for 
failing to disclose to the Australian Securities 
Exchange in a timely manner market-sensitive 
information.

MG Unit Trust was officially admitted to 
the ASX on 3 July 2015. MG Unit Trust 
is a special-purpose funding vehicle that 
was established by MG and issues units to 
external investors. MGRE is a wholly-owned 
subsidiary of MG.

On 29 February 2016, MGRE forecast to the 
ASX:

• An available weighted average southern-
milk-region farmgate milk price (FMP) for 
the financial year ending 30 June 2016 of 
$5.60 a kg, and

• A full-year net profit after tax (NPAT) for 
the financial year ending 30 June 2016 of 
about $63 million.

ASIC alleges that MGRE, in contravention 
of section 674(2) of the Corporations Act 
2001, from 22 March 2016 until 8:48am on 
27 April 2016 failed to notify the ASX that 
circumstances had arisen by which Murray 
Goulburn Co-operative Co. Limited (MG) 
was unlikely to achieve its February forecast.

MGRE has admitted the alleged 
contravention. The court will hear joint 
submissions from ASIC and MGRE as to an 
appropriate penalty.

Commissioner Cathie Armour said: ‘Listed 
entities must inform the market immediately 
when they become aware of circumstances 
that mean there will be material differences in 
market expectations of […] earnings.’

Companies are subject to continuous-
disclosure obligations in section 674 of the 
Corporations Act 2001, which imposes a 
statutory obligation on companies to comply 
with the ASX’s listing rules. 

Rule 3.1 provides that once a listed entity 
is or becomes aware of any information that 
a reasonable person would expect to have 
a material effect on the price or value of an 
entity’s securities the entity must immediately 
tell ASX.

Companies that fail to make timely disclosures 
face penalties of up to $1 million per 
contravention.

ASIC consolidates market-integrity 
rules

ASIC has consolidated 13 of 14 market-
integrity rule books to four, creating common 
sets of rules for securities and futures markets. 

They are:

• The ASIC Market Integrity Rules (Securities 
Markets) 2017 (Securities Markets rules) set 
out obligations and prohibitions applying 
to activities and conduct on the ASX, Chi-
X, NSXA, SSX, IR Plus securities markets 
as well as competition among securities 
markets

• The ASIC Market Integrity Rules (Futures 
Markets) 2017 (futures markets rules) apply 
to activities and conduct on the ASX 24 
and FEX futures markets

• The ASIC Market Integrity Rules (Securities 
Markets – Capital) 2017 (securities capital 
rules) set out capital and reporting 
requirements for participants of the 
securities markets, and

• The ASIC Market Integrity Rules (Futures 
Markets – Capital) 2017 (futures capital 
rules) set out capital and reporting 
requirements for participants in futures 
markets.

Commissioner Cathie Armour said: ‘Our 
consolidation of the market-integrity rules 
reduces red tape for market participants 
trading on Australia’s securities and futures 
exchanges by halving the total length of the 
rules and removing confusion arising from 
rule differences [among] markets. 

‘Rule consolidation also sets us up for 
the future by streamlining our review, 
consultation and amendment of the market-
integrity rules in years to come.’

ASIC also clarified obligations in the rules for:

• Participants’ management requirements and 
responsible executives

• Dealing ‘as principal’

• Block trades and large portfolio trades, and

• Record-keeping requirements for market 
operators.

Most market operators and market participants 
will have to comply with the consolidated 
rules from 7 May.

Before then, ASIC will:

• Reissue all class-rule and individual-rule 
waivers that remain in force, and

• Update regulatory guides to reflect the 
rules’ consolidation and provide enhanced 
guidance on the commission’s expectations 
about management structures.

Some transitional arrangements apply for the 
NSXA, IR Plus and SSX markets. NSXA and 
its participants will transfer to the securities-
markets and securities-capital rules in stages.

From 4 December, NSXA participants using 
their systems for automated order processing 
have had to comply with securities-capital 
rules and parts 5.5, 5.6 and 5.7 of the 
securities. From 5 November 2018, NSXA 
and its participants will have to comply with 
securities-markets rules, and from 6 May 2019 
all NSXA participants must comply with 
securities-capital rules.

ASIC will also grant transitional relief for 
three years to the IR Plus, NSXA, SSX 
markets and their participants from the rules 
derived from the ASIC Market Integrity Rules 
(Competition in Exchange Markets) 2011, other 
than a small number of rules that promote 
market integrity but are not specific to 
competition among markets.

ASX
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ASIC confirms restrictions on terms 
denoting independence

ASIC has updated regulatory guidance to 
confirm restrictions that were announced in 
June on the use of terminology that implies 
independence.

The commission has updated regulatory guide 
175 Licensing: Financial product advisers – conduct 
and disclosure to include reminders that terms 
such as ‘independently owned’, ‘non-aligned’ 
and ‘non-institutionally owned’ are restricted 
under the Corporations Act.

Financial-services providers can use these 
terms only if they meet the requirements set 
out in s923A of the Act, including that they 
do not receive commissions, volume-based 
payments, and other gifts or benefits and 
operate without any conflicts of interest.

ASIC deputy chairman Peter Kell said: ‘We 
want to ensure that those providing financial 
services to consumers are accurately describing 
their services. Consumers should not be 
misled into thinking a person is free from 
conflicts of interest solely because [he or she 
uses] terms such as ‘independently owned’.

ASIC reminds those who are still using 
‘independently owned’, ‘non-aligned’, and 
‘non-institutionally owned’ but who cannot 
meet the conditions in s923A that the six-
month facilitative compliance period ended 
on 31 December.

The update to RG 175 also reflects the 
introduction of s923C into the Corporations 
Act by the Corporations Amendment (Professional 
Standards of Financial Advisers) Act 2017 to 
restrict the use of the titles ‘financial adviser’ 
and ‘financial planner’. 

The restriction begins on 1 January 2019 for 
new advisers, while those already operating 
have until 1 January 2021 to satisfy the first 
training requirement.

ASIC cancels AFS licence for failure to 
cooperate 

ASIC has cancelled the Australian financial 
services (AFS) licence of Financial Stewards 
Pty Ltd for failing to co-operate with a 
commission surveillance.

ASIC issued two compulsory notices to 
Financial Stewards as part of a surveillance. 
Financial Stewards failed to respond to the 
notices and correspondence.

The commission found that Financial 
Stewards failed to:

• Take reasonable steps to ensure its 
representatives complied with financial-
services laws

• Comply with the conditions of its licence

• Lodge annual financial statements and 
auditor’s reports

• Recognise and report significant breaches, 
and

• Ensure its services were provided 
efficiently, honestly and fairly.

ASIC acting chairman Peter Kell said: ‘The 
integrity of financial-services system requires 
AFS licensees to respond to ASIC’s lawful 
requests for information and assistance. ASIC’s 
surveillance of AFS licensees is essential to 
maintaining consumer trust and confidence, 
and [the commission] will not hesitate to act 
against those who fail to comply with their 
obligations […].’

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

ASIC accepts enforceable 
undertaking from Foster 
Stockbroking 

ASIC has accepted an enforceable undertaking 
from Foster Stockbroking Pty Limited (FSB) 
over the stockbroker’s capital markets and 
research businesses.

The move follows an ASIC investigation into 
conflicts of interest.

FSB is an Australian financial-services licensee 
based in Sydney that provides investment 
banking and traditional stockbroking 
(including research). It was the sole lead 
manager in July 2015 for an initial public 
offering of Reffind Limited (RFN), a small-
cap technology company. The RFN offer was 
oversubscribed by at least 385 per cent.

ASIC found that FSB scaled back IPO 
subscription bids made by FSB’s directors 
disproportionately less than subscription bids 
made by other investors, including FSB retail 
clients, and did not fully disclose to RFN the 
shares allocated to FSB directors. 

ASIC was concerned that by FSB giving 
preferential treatment when allocating shares, 
it had failed to manage adequately conflicts of 
interests.

ASIC also found that:

• There was no effective separation of FSB’s 
research from its other functions and a 
research report about RFN was written by 
the company’s head of investment banking, 
who had an RFN corporate advisory role 

• At the time of the publication of the report, 
both the head of investment banking and 
associates of FSB had significant holdings in 
RFN that were not adequately disclosed in 
the research, and

• Statements contained in the research about 
its objectivity were potentially misleading.

ASIC was concerned that conflicts between 
the commercial and personal interests of FSB 
and its directors and the interests of FSB’s 
clients to receive independent and objective 
research were not appropriately managed. 

ASIC commissioner Cathie Armour said: 
‘ASIC considers the process of allocating 
securities by stockbrokers in capital-markets 
raisings should be efficient, honest and fair, 
and the publication by those stockbrokers 
of sell-side research on securities should be 
independent and objective. Ensuring this 
conduct meets these standards directly is 
necessary to ensure the integrity of financial 
markets and investor confidence in those 
markets.’

FSB has undertaken to implement several 
changes to its systems and controls, including:

• Implementing physical information barriers 
between research and other functions of 
FSB

• Ensuring only research staff write research

• Ensuring that its research includes 
prominent, specific and meaningful 
disclosures of the interests of the research 
analyst and FSB

• Introducing longer ‘restricted trading’ 
periods, when directors and staff cannot 
trade in certain securities, and ensuring that 
these periods apply to securities allocated 
in a capital raising as well as publication of 
sell-side research with material changes to 
price targets or ratings changes

• Implementing new procedures requiring 
specific disclosure to and consent from 
an issuer before allocating securities to its 
directors and staff in a capital raising it is 
managing, and

AFS licensees
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• Appointing an independent expert to 
assess and evaluate the adequacy and 
implementation of the policies and 
undertakings of FSB.

FSB will also make a community benefit 
payment of $80,000 to The Ethics Centre.

Market participants are required to adhere to 
high standards of practice. These standards 
are, in part, set out in regulatory guide 79 
Research Report Providers: Improving the Quality 
of Investment Research, regulatory guide 104 
Licensing: Meeting the General Obligations, and 
regulatory guide 181 Licensing: Managing 
Conflicts of Interest.

Paper advocates ‘directions’ power

ASIC’s enforcement review taskforce has 
released a position paper ASIC’s Directions 
Power. 

Minister for revenue and financial services 
Kelly O’Dwyer said that the federal 
government was committed to ensuring 
that ASIC can respond effectively to address 
compliance failures within licensed financial-
services and credit businesses.

In its final report, the Financial System 
(Murray) Inquiry recommended that ASIC 
should have more capacity to impose 
conditions requiring licensees to address 

concerns about serious and systematic non-
compliance with obligations.

The paper proposes an ASIC ‘directions’ 
power triggered where a contravention of 
financial-services or credit law has, is, or will 
occur, and in other limited circumstances. 

Under the power, ASIC could give a 
direction to a licensee about the conduct of 
its business, including ceasing to accept new 
clients or requiring an audit of records.

‘The proposed directions power would allow 
ASIC to take steps to protect consumers by 
preventing harm before the damage is done,’ 
Minister O’Dwyer said. 

Audit
Registration of Vocation auditor 
cancelled

ASIC has announced that it has accepted 
a request from Stephen James Bourke of 
PricewaterhouseCoopers to cancel his 
registration as a registered company auditor 
following his decision to retire as an auditor.

Mr Bourke was lead auditor for the financial 
report of Vocation Limited for the year ended 
30 June 2014.

ASIC believes that Mr Bourke should have 
gathered further audit evidence post-balance 
date and before signing an audit opinion 
concerning Vocation’s dispute with the 
Victorian Department of Education and Early 
Childhood Development.

In ASIC’s view, Mr Bourke should have 
obtained further evidence about the recognition 
and recoverability at year-end of a material-
accrued revenue asset and consideration of any 
possible impact on goodwill.

ASIC believes that Mr Bourke did not carry 
out or perform adequately or properly the 
duties of an auditor.

Mr Bourke denies the allegation and says that 
he took all appropriate steps.

NZ stocktake of KAMs

Auditors have been required to issue 
enhanced auditors’ reports in New Zealand 
from December 2016. 

New Zealand’s External Reporting Board 
(XRB) and Financial Markets Authority 
(FMA) have published the results of a joint 
analysis of Key audit matters – A stocktake of the 
first year in New Zealand. 

They commented that ‘take-up of the new 
requirements for extended auditor’s reports 
has been positive’.

The analysis provides insights into the 
experience to date to help to improve 
New Zealand auditor reporting. As well as 
reviewing auditors’ reports of 168 entities, the 
survey canvassed investors, preparers, directors 
and auditors. 

The analysis confirms that:

• Auditors have met the new requirements 
and, in many cases, have gone further and 
reported more than required

• Directors have responded positively to the 
changes, which are aimed at enhancing 
transparency, and

• Users have had mixed responses to revised 
auditors’ reports as they become more 
familiar with new auditors’ reports.

Variation in practice was found in the 
following areas:

• Reporting information about materiality

• Reporting information about the outcome 
of audit procedures performed on key audit 
matters, and

• Some explanation of the audit scoping 
process.

FMA director of capital markets Garth Stanish 
said reporting of key audit matters for listed 
issuers became mandatory in December 2016 
and are examined as part of the FMA’s audit 
monitoring work, which is set out in Audit 
Quality Monitoring report.

‘It is particularly good to see some audit 
firms have gone above and beyond minimum 
compliance within the first year of the 
standards’ coming into force. This provides 
extra information to investors, and we 
encourage audit firms to continue to provide 
this further level of disclosure.’

XRB’s director of assurance standards Sylvia 
van Dyk said that the reporting of key audit 
matters was a significant change.

‘The XRB has been and will continue to 
monitor the implementation of the reporting 
of key audit matters in New Zealand. This 
will then be used to inform a worldwide 
post-implementation review, focussing on 
implementation issues. It will also explore 
whether there are ways to further improve 
the quality of communication of KAMs [and] 
further enhance transparency.’

FMA publishes audit-quality report

The FMA’s 2017 audit-quality report shows 
that since the authority began the reviews in 
2013 audit firms have systems and policies to 
deliver high-quality audits. However, quality 
inconsistencies remain.

Audit quality is critical to efficient and 
transparent markets and informed investor 
decision-making. The purpose of the FMA’s 
monitoring is to ensure that firms meet 
minimum standards and encourage the 
industry to go beyond threshold compliance.

For this year’s report, the FMA reviewed 
seven registered firms and 27 audit files. The 
authority uses a risk-based, targeted approach 
in selecting audit files, which means that it 
focuses on entities where audit failure would 
have a significant impact on NZ capital 
markets.

The review also focuses on businesses with 
complex audit and accounting issues that 
provoke difficulties in ensuring that investors 
are receiving appropriate disclosure.

The review found that firms had made 
improvements in areas highlighted for 
attention during previous reviews, showing 
initiatives implemented by firms are working. 
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as such. Professional advice should be sought prior to 
actions on any of the information contained herein.
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 What we’ve been up to

Training was the focus – GAAPinars, client 
training, and preparation for masterclasses 
on AASB 15 and introductions to AASB 9 
and AASB 16. As participants in our face-
to-face training submitted various revenue 
and lease contracts for review as well as 
many questions, we incorporated these into 
our presentations. 

Feedback from GAAPinars included: ‘We 
have found the sessions … extremely useful 

and look forward to working with GAAP 
[Consulting].’

And another: ‘I thought the double session 
was great. Carmen is a fantastic presenter and 
the content was fantastic. She kept a pretty 
brisk pace, which I didn’t mind, so hopefully 
everyone else thought it was a nice speed as 
well. The advantage is that we can listen to it 
again if we missed something.’

Colin was again invited to present at the 
annual audit conference of an NZ national-

network firm. Apart from contributing to 
discussions over two days, he presented 
sessions on NZ IFRS 9 and NZ IFRS 15. 
He enjoyed the hospitality of the firm and 
the opportunity to take in the sights of 
Wellington.

Jim Dixon was busy representing an 
accounting body at an ASIC liaison 
meeting, as a participant at an AUASB 
consultative forum, at the AASB charities 
roundtable, and as an observer at an APESB 
meeting.

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

However, it is taking time to implement 
policies fully and to see them applied 
consistently.

Since 2013, the FMA has referred three 
auditors to its disciplinary body for breaching 
independence requirements, among other 
non-compliance issues.

If the FMA continues to see non-compliance 
with auditor-independence obligations it 
will increase enforcement and seek further 
clarification on what is considered acceptable 
under New Zealand Professional and Ethical 
Standards.

The FMA is also continuing to find an 
insufficient level of professional scepticism.

Mr Stanish said: ‘Audit firms need to look 
at why audit quality can vary significantly, 
even when the same policies and procedures 
are being applied. Where significant matters 
have been raised in our reviews, they should 
be performing detailed analysis to understand 
why.’

To complement the audit-quality report, the 
FMA is publishing a Director’s guide to audit 
quality. This sets out the responsibilities for 
directors and their role in ensuring quality 
audits.

The FMA wants directors to play a more 
active role in auditor independence and to 
ensure that they have a better understanding 
of the impact of non-audit services their 
auditors provide.

Mr Stanish said: ‘[The] director’s guide 
sets out key areas for directors to consider, 
including their role in selecting an audit firm, 
auditor independence and factors around fees. 
We strongly encourage directors to read and 
consider the guidance.’

US PCAOB identifies audit 
deficiencies

Some Australian audit firms are subject to 
the Public Company Accountants’ Oversight 
Board (PCAOB) inspection, so its recent 
findings will be of particular interest. 

PCAOB inspectors have identified three most- 
frequent areas of audit deficiencies in 2016.

They were:

• Assessing and responding to risk of material 
misstatement – for example, in some cases 
the auditor did not perform tests of details 
specifically related to fraud risks assessed by 
the auditor

• Auditing internal control over financial 
reporting – consistent with previous 

years’ results, this was the area with the 
most frequent deficiencies. The most 
common deficiency in this area was 
insufficient testing of the design and 
operating effectiveness of selected controls, 
particularly those that included a review 
element, and

• Auditing accounting estimates, including 
fair value measurements – common 
deficiencies in this area related to evaluating 
impairment analyses for goodwill and the 
valuation of assets and liabilities acquired in 
business combinations.

The brief suggests that firms may wish to:

• Continue to evaluate the effectiveness of 
their systems of quality control

• Perform root-cause analyses of recurring 
deficiencies

• Remain vigilant when planning and 
performing procedures in the challenging 
areas identified in the brief in upcoming 
audits, and

• Have engagement quality reviewers keep 
the challenging areas in mind when they 
perform reviews.

Auditors should see relevance in the findings 
and suggestions.


