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Welcome to this issue of ‘TNR FRA News’. Financial Reporting
and Auditing (FRA) News (‘FRA News’) provides partners,
staff and clients with a ‘heads up’ of contemporary financial
reporting, auditing and corporate governance developments on
Judecontains
Lau
a monthly basis. FRA News
items requiring immediate
Partner
consideration (Need to Know), whereas other items are for
general information (Nice to Know).
FRA News is prepared by Colin Parker, Principal, GAAP
Consulting, and former member of the Australian Accounting
Standards Board (2006-2009) with the input of staff of GAAP.
com.au Pty Ltd.

In this FRA News, your attention is drawn to the
following developments:
Need to know:
nn Lease accounting proposed changes
nn Charities good governance guide released
nn ACNC regulatory approach statement
nn Charity statutory definition update
nn Charities governance and external conduct
standards
nn Updated internal control integrated framework
nn Financial planning services standard issued
nn Ethics code amended
Nice to know:
nn Consolidation further amendments
nn Charitable investment fundraising proposals
nn Related party changes
nn Regulatory deferral accounts ED
nn Trio Capital fraud – Treasury report
nn Integrated reporting framework
nn “Prudential reporting” revised audit guidance
nn ASIC’s policy on cooperation
nn Enhancing NFP annual and financial reporting
nn AUASB April meeting
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Lease accounting proposed changes
Under existing accounting standards, a
majority of leases are not reported on a
lessee’s balance sheet. Additionally, the
existing accounting models for leases
require lessees and lessors to classify
their leases as either finance leases (e.g.,
a lease of equipment for nearly all of its
economic life) or operating leases (e.g., a
lease of office space for 10 years) and to
account for those leases differently. For
finance leases, a lessee recognises lease
assets and liabilities on the balance sheet.
For operating leases, a lessee does not
recognise lease assets or liabilities on the
balance sheet. The existing standards have
been criticised for failing to meet the needs
of users of financial statements because
they do not always provide a faithful
representation of leasing transactions. In
response to this criticism, in 2006 the IASB
and the FASB initiated a joint project to
improve the financial reporting of leasing
activities under IFRSs and U.S. GAAP.
The International Accounting Standards
Board (IASB) and the Financial Accounting
Standards Board (FASB) published for public
comment a revised Exposure Draft outlining
proposed changes to the accounting for
leases. The proposal aims to improve
the quality and comparability of financial
reporting by providing greater transparency
about leverage, the assets an entity uses
in its operations and the risks to which
it is exposed from entering into leasing
transactions.

The Boards have developed an approach
to lease accounting that would require a
lessee to recognise assets and liabilities for
the rights and obligations created by leases.
A lessee would recognise assets and
liabilities for leases of more than 12 months.
To better reflect those differing economics,
the revised Exposure Draft proposes a dual
approach to the recognition, measurement
and presentation of expenses and cash
flows arising from a lease.

Charities good governance guide
released
The ACNC launched “Governance for Good – the ACNC’s guide for charity board members”.
The guide is includes information on: governance and governing your charity; governing
documents; overseeing a charity’s finances; common questions for boards; duties and
responsibilities of board members; obligations to the ACNC; and helpful resources for
charities. The guide will be updated to include the governance and external conduct
standards, expected to be introduced from 1 July 2013.

2

Need to
know

For most real estate leases, a lessee would
report a straight-line lease expense in its
income statement. For most other leases,
such as equipment or vehicles, a lessee
would report amortisation of the asset
separately from interest on the lease liability.
The Boards are also proposing disclosures
that should enable investors and other
users of financial statements to understand
the amount, timing, and uncertainty of cash
flows arising from leases.
The leases project is a converged effort
between the FASB and the IASB. The revised
Exposure Drafts for both entities are nearly
identical. The differences between the two
proposals are primarily related to existing
differences between U.S. GAAP and IFRS
and decisions the FASB made related to
non-public entities. The Boards are also
proposing changes to how equipment and
vehicle lessors would account for leases
that are off-balance-sheet. Those changes
would provide greater transparency about
such lessors’ exposure to credit risk and
asset risk.
AASB issued Exposure Draft ED 242
“Leases” which incorporates the IASB’s
ED/2013/6 of the same name, for comment
by 14 August 2013. The AASB plans to hold
Roundtables to discuss the proposals with
Australian constituents during the comment
period, details of which will be released in
due course.

ACNC regulatory approach statement
The Australian Charities and Not-for-profits Commission (ACNC) released a statement on its regulatory approach. While the majority
of charities act honestly but when wilful wrongdoing occurs the ACNC will use its regulatory powers.
The foundation of the ACNC’s regulatory approach is an understanding of charities. The ACNC recognises that the purpose of
charities is to benefit the public. The ACNC will use its powers in a way that reflects both the risks and the evidence before it. The
ACNC will begin by assuming that people involved in charities are acting honestly, give people a chance to address its concerns, and
use the least intrusive powers that are sufficient to address those concerns. The ACNC will act firmly and quickly in cases where
gross negligence or serious misconduct has been established, or where vulnerable people or significant charitable assets are at risk.
When deciding whether to use its powers and making its decisions, the ACNC will consider the following factors: the type of problem;
what or who is at risk (e.g., whether it affects people, money or public trust and confidence generally); nature and degree of potential
harm; likelihood and frequency of occurrence or recurrence ; risk profile of the charity (e.g., the size of a charity, the existence of
accountability mechanisms, its history of compliance and cooperation); and behaviour of those responsible for the charity.
The ACNC’s approach begins with providing information and guidance to help charities to understand and meet their obligations. Some
charities may need more assistance. For a small number, the ACNC will use their powers under the ACNC Act. The proportionate
approach means that the regulator will take the minimum action required to address the issue.
The ACNC’s proportionate and risk-based approach to compliance is complemented by a strong role in education. For example, the
Commission will identify situations in which people could defraud a charity and then educate charities on how to reduce this risk. In
addition, the Commission will continue to provide guidance to help charities to understand their obligations and how to meet them.
The compliance actions that the ACNC can use when charities are not meeting their obligations include informal assistance and
advice, letters, warnings, directing a charity to do something, suspending or removing a member of a charity’s governing body and
revocation of charity registration.

Charity statutory definition update
The Federal Government commenced public consultation on
exposure draft legislation for a statutory definition of charity. The
meaning of charity and charitable purpose has not been previously
comprehensively defined for the purposes of Commonwealth
law. It has been administered on the basis of principles derived
from the common law, going all the way back to the Statute of
Elizabeth of 1601.
The exposure draft seeks to modernise the definition of charity to
provide greater clarity and certainty for charities, the public and
regulators in determining whether an entity is charitable. The
exposure draft draws on the basic principles of charity derived
from the common law and balances both the long established
principles of charity, such as the presumption of public benefit
for certain charitable purposes; as well as incorporating more
recent court decisions on charitable purpose, such as Aid/Watch
Incorporated v Federal Commissioner of Taxation.

The exposure draft also seeks to preserve the flexibility of the
common law and has been drafted to allow the courts, and
Parliament to continue to develop the definition over time. More
broadly, the presence of the statutory definition of charity will
also: support the ACNC in its role providing guidance and support
to charities; clarify and improve the sector’s understanding of,
and access to, charitable tax concessions, and expressly identify
charitable purposes, as determined through case law.
Importantly, the Federal government has clarified that the
introduction of the statutory definition of charity is not intended
to: change the charitable status of existing charities; affect the
taxation treatment of charities; nor extend the range of existing
recognised categories of charitable purposes, for example, to
include sport and recreation.
The Federal government has also announced that the proposed
start date for the commencement of the statutory definition of
charity will be deferred until 1 January 2014.

3

Charities governance and external conduct
standards
From 1 July 2013, the Federal Government intends to introduce:
governance standards that will apply to all registered charities
(except basic religious charities), and external conduct standards
that will apply to all registered charities that send funds or
engage in activities overseas. Charities must comply with a set
of governance standards to be registered, and remain entitled to
register with the ACNC.
These standards are intended to promote public trust and
confidence by promoting a minimum standard of governance for
registered charities. The proposed standards were introduced into
Parliament as regulations; unless the regulations are disallowed by
Parliament, the governance standards will apply to charities from
1 July 2013.
A summary of the governance standards:
nn Purposes and NFP nature of a registered entity (Standard
1): Charities must be a NFP and work towards their charitable
purpose. Charities must be able to demonstrate this to the
ACNC, and provide information about their purpose to the public
nn Accountability to members (Standard 2): Charities must
take reasonable steps to be accountable to their members and
provide their members adequate opportunity to raise concerns
about how the charity is governed
nn Compliance with Australian laws (Standard 3): A charity
must not commit a serious offence (such as fraud) under any
Australian law or breach a law that may result in a penalty of 60
penalty units ($10,200) or more
nn Suitability of responsible entities (Standard 4): Charities
must check that their responsible persons are not disqualified
from managing a corporation (under the Corporations Act 2001)
or currently disqualified from being a responsible person for a
registered charity by the ACNC Commissioner. Charities must
take reasonable steps to remove responsible persons that do
not meet these requirements; and
nn Duties of responsible entities (Standard 5): Charities must
take reasonable steps to make sure that the members of their
governing body know and understand their legal duties and that
they carry out their duties.
The ACNC is developing guidance on each of the governance
standards. These standards set out minimum requirements
for governance at a charity; they do not cover all aspects of
governance, nor aim for good or better practice governance. The
ACNC provides tools and resources to promote good governance
practices beyond these standards.
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The ACNC will generally apply the standards as a set of highlevel principles, rather than as prescriptive rules. This means a
charity can generally choose how to comply, as long as responsible
individual can demonstrate to the ACNC that this is appropriate
taking into account the charity’s context such as size, purposes,
beneficiaries and existing governance systems and processes.
Recognising many charities may not be aware of or yet have
time to consider the standards, the focus of the ACNC for the
first two years will be on providing information and guidance to
help charities comply. The ACNC will take a phased approach to
monitoring compliance with the standards. For the first two years,
the compliance focus will be on serious or deliberate breaches of
the governance standards, such as where money is being diverted
to non-charitable purposes, non-disclosure of serious conflicts of
interest, or gross financial negligence.
As these are minimum standards, ACNC expects that most wellrun charities will already be complying with most of the proposed
standards. For example, charities that are already complying with
legal obligations under incorporated associations legislation or
under the Corporations Act may already be meeting most of the
standards already.
The ACNC Act states that the external conduct standards will
be a set of minimum standards to regulate registered charities
when they send funds or engage in activities outside of Australia.
Charities will need to comply with these standards to be, and
remain, registered with the ACNC. The external conduct standards
are still in development, and will be the subject of consultation
before their introduction.

Updated internal control integrated framework
The Committee of Sponsoring Organisations of the Treadway Commission
(COSO) – an organisation providing thought leadership and guidance on internal
control, enterprise risk management, and fraud deterrence – issued its updated
‘Internal Control–Integrated Framework’ (Framework) and related illustrative
documents. COSO’s original Framework published in 1992 is recognised as the
leading guidance for designing, implementing and conducting internal control and
assessing its effectiveness.
The updated Framework is expected to help entities design and implement internal
control in light of many changes in business and operating environments since the
issuance of the original Framework, broaden the application of internal control in
addressing operations and reporting objectives, and clarify the requirements for
determining what constitutes effective internal control.
COSO also issued, the ‘Illustrative Tools for Assessing Effectiveness of a System of
Internal Control and the Internal Control over External Financial Reporting (ICEFR):
A Compendium of Approaches and Examples”. The Illustrative Tools are expected
to assist users when assessing whether a system of internal control meets the
requirements set forth in the updated Framework. The ICEFR Compendium
is particularly relevant to those who prepare financial statements for external
purposes based upon requirements set forth in the updated Framework.

Financial planning services standard issued
The Accounting Professional and Ethical
Standards Board (APESB) issued APES
230 “Financial Planning Services”, which
sets new requirements for accountants
providing financial advice. The requirements
in APES 230 were developed based on the
fundamental ethical principles set out in
APES 110 “Code of Ethics for Professional
Accountants”, and they are aimed at
eliminating or reducing to an acceptable
level the threats created by the conflicted
remuneration methods of asset based fees
and third party payments.
The APESB’s strong preference is for
accountants to be remunerated on a fee
for service basis as defined in APES 230.
The APESB has determined to also permit
the use of asset based fees and third
party payments, but only in circumstances
where the accountant is able to obtain
informed consent from the client and
complies with the additional requirements

specified in APES 230.
Informed consent is an established legal
principle that requires a higher standard
than simple disclosure and some clients
may not have the capacity to provide
informed consent to their professional
accountant. Informed consent requires
that the client has a clear appreciation
and understanding of the relevant facts
in relation to the charging for services,
as well as the implications of what the
client is agreeing to. The accountant
must also form a view about the level of
understanding of his or her client. In the
event of any challenge the reasonableness
of this view would be assessed by an
adjudicating body on an objective basis.
There are also additional requirements
which will act as safeguards including
annual disclosure to the client about
the actual and estimated amount of the

fees, comparative quotes in the case of
insurance and disclosure in relation to the
impact of changes in fees.
The strengthening of the duty of care
requirement to act in the client’s best
interests and the requirement to give
priority to a client’s interests, legislated in
Future of Financial Advice and incorporated
in APES 230, provide additional safeguards
for clients, thus ensuring the accountant
brings all necessary information to their
attention to enable them to give informed
consent. These requirements are new and
untried in the financial planning area and it
will be important to monitor how well they
work as safeguards.
The majority of the standard will be effective
from 1 July 2014, with the exception being
the remuneration provisions that will
commence from 1 July 2015.
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Ethics code amended
APESB issued an amending standard in respect of the existing APES 110 “Code of Ethics for Professional Accountants (the Code)”. The
amendments to the Code are: a minor editorial amendment to the definition of immediate family; a new AUST paragraph to address
circumstances where auditors may be receiving multiple referrals from a single source; and minor editorial amendments to the preface
of Sections 290 and 291. The amendments will be effective from 1 July 2013.

Consolidation further amendments

Nice to
know

TThe AASB issued ED 241 “Amendments to AASB 1038 arising from AASB 10 in relation to consolidation and interests of policyholders”.
The ED proposes to remove the specific requirements in relation to consolidation from AASB 1038 ‘Life Insurance Contracts’, which
would leave AASB 10 “Consolidated Financial Statements” as the sole source for consolidation requirements applicable to life insurer
entities.

Charitable investment fundraising proposals
ASIC released a consultation paper
proposing reforms for charities that raise
investment funds. The proposals do not
affect fundraising by charities in the form
of donations. Consultation Paper 207
‘Charitable investment fundraisers’ (CP
207) proposes to either: remove existing
exemptions available to charities that raise
investment funds under Regulatory Guide
87 ‘Charities’ (RG 87), or retain existing
exemptions on the basis that they are
only available to organisations that satisfy
both existing and new conditions to the
exemptions.

Examples of new conditions ASIC are
proposing include that charities must hold
75% of their assets in assets that directly
relate to their charitable purpose; and
where the fund is offered to retail clients
have an Australian financial services
licence, and meet minimum capital and
liquidity requirements.
Charitable organisations which raise
investment
funds
currently
have
exemptions
from
the
licensing,
fundraising, debentures and managed
investment provisions of the ‘Corporations
Act 2001’ under RG 87 if they comply
with the conditions to the exemptions.
Some of these organisations also rely on
APRA’s exemption for Religious Charitable
Development Funds. On 19 April 2013,
APRA published a discussion paper,
‘Banking Act exemptions and section
66 guidelines’, which proposes various
amendments to that exemption.
The consultation period for APRA’s
proposals ended on 24 May 2013.
In February 2013, ASIC published
Consultation Paper 199 ‘Debentures:
Reform to strengthen regulation’ (CP 199)
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which contained proposals in relation
to regulated retail debenture issuers. If
the current exemptions for charitable
organisations under RG 87 are removed,
the regulation that applies to regulated
debenture issuers (including the proposals
in CP 199, if they are implemented) will
apply to charities that fundraise by issuing
debentures to retail investors.
ASIC has been increasing its focus on
entities which behave like banks and
conduct bank-like activities, but which are
not regulated like banks. ASIC’s proposals
address the risks associated with some
charitable investment fundraisers that
may be operating in this way. There are
approximately 180 charitable organisations
that rely on ASIC’s exemptions to raise
investment funds.
Some of these
organisations also rely on APRA’s
exemptions for Religious Charitable
Development Funds. Those organisations
are encouraged to also consider APRA’s
proposed amendments in relation to its
exemptions. The amendments to the
existing exemptions will be phased in over
several years and be subject to a transition
period.

Related party changes
Treasury released a draft “Corporations Legislation Amendment Regulation 2013” and an explanatory material to effect a range of
changes to the Corporations Regulations and other regulations. The major change is inserting the requirements previously contained
in paragraph ‘Aus 29’ of AASB 124 “Related Party Transactions” into the Corporations Regulations 2001 to ensure the disclosure
requirements continue to be operative. The AASB decided in July 2011 to remove these disclosures, which deal with transactions
with, and remuneration paid to, key management personnel (KMP), from AASB 124 from 1 July 2013 on the basis that they were
governance related disclosures that were better located in the regulations.

Regulatory Deferral Accounts ED
The IASB published for public comment
the Exposure Draft “Regulatory Deferral
Accounts” as part of its reactivated Rateregulated Activities research project.
Many jurisdictions applying IFRS have
industry sectors that are subject to rate
regulation, such as the transportation
and the utilities sectors. Rate regulation
can have a significant impact on the
timing and amount of an entity’s revenue.
Existing IFRS does not provide any specific
guidance for rate regulated activities.
The IASB has initiated a project to consider
whether the IASB should develop specific

guidance for rate-regulated activities
and, if so, what information about the
consequences of rate regulation would
be most useful for users of financial
statements. At this stage, the IASB is
proposing an interim Standard that would
allow entities to preserve the existing
accounting policies that they have in
place for rate-regulated activities with
some modifications designed to enhance
comparability. The AASB issued ED 240
“Regulatory Deferral Accounts”, which
incorporates IASB ED/2013/5.

Trio Capital fraud – Treasury report
Treasury has released the “Review of the Trio Capital Fraud and Assessment of the
Regulatory Framework”. The Review considered the events behind the collapse of
Trio Capital, the responses of the ASIC and APRA and aspects of the regulatory
framework.
The Review found that: ASIC and APRA carried out their roles and responsibilities
appropriately, under the current regulation framework; the Board of Trio Capital failed
to manage and monitor risks associated with overseas investments; certain financial
planners may not have put member interests first and may not have adequately advised
their clients of their responsibilities to manage investment risks when choosing
to invest through a self-managed superannuation fund (SMSF); and some SMSF
trustees had an insufficient understanding and knowledge of the risks pertaining to
their investments. Inadequate financial advice may have been a contributing factor.
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Integrated reporting framework
The global evolution of corporate reporting
has taken another significant step forward
with the release of the Consultation Draft
of the International Integrated Reporting
<IR> Framework. The Framework creates
the foundations for a new reporting model
which will enable a business to provide a
concise communication of how it creates
value over time.
Integrated Reporting differs from the
current reporting landscape in a number
of important ways, in particular through
the introduction of the concept of six
capitals, a prism through which entities
should assess, and then report, the degree
to which they are creating, diminishing or
destroying value over time. The capitals
are: financial, manufactured, intellectual,
human, social and relationship, and natural.

Integrated Reporting responds directly to
the challenge faced by providers of financial
capital, including investors, that intangible
factors, such as intellectual property,
brand, talent and environmental resource
use are insufficiently integrated into the
strategic decision-making and reporting
by businesses, leading to the potential for
a misallocation of resources and a higher
cost of capital.

as strategic focus and future orientation,
connectivity and materiality; and content
elements such as organisational overview,
opportunities
and
risks,
strategy,
performance and future outlook.

The goals of Integrated Reporting are to:
achieve a more cohesive and efficient
approach to reporting; inform capital
allocation decisions; enhance accountability
and stewardship; and support integrated
thinking.
Important features of the
Framework include: fundamental concepts,
such as the capitals, business model and
value creation; guiding principles, such

“Prudential reporting” revised audit guidance
The AUASB issued revised Guidance Statement GS 004 “Audit Implications of Prudential Reporting Requirements for General Insurers
and Insurance Groups” that explains what matters assurance practitioners conducting engagements under the revised APRA Prudential
Standard GPS 310 “Audit and Related Matters” need to consider to meet their reporting requirements.
The Guidance Statement addresses the audit of a general insurer’s yearly statutory accounts and the review of the Level 2 Insurance
Group’s annual accounts. In addition, it also provides guidance on the requirement for an annual prudential review report specific to a
number of compliance matters, special purpose and non-routine reporting engagements for both a general insurer and Level 2 Insurance
Groups.
GS 004 should assist assurance practitioners, by clarifying the reporting requirements under GPS 310, identifying the criteria against
which they are required to report, matters to consider in accepting, planning, conducting and reporting on engagements, as well as
identifying the AUASB Standards which apply to each engagement. Example engagement letters and reports are also provided in the
appendices.

ASIC’s policy on cooperation
ASIC released its approach on dealing with people who cooperate with its investigations. It is ASIC policy to encourage and fully
recognise cooperation. ASIC guide increases the public’s understanding of how ASIC works and latest enforcement figures show
half involved cooperation. ASIC referred to cooperation when it released its approach to enforcement in February 2012. Information
Sheet 172 “Cooperating with ASIC” explains the benefits of cooperating with investigations, and the factors taken into account when
assessing cooperation.
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Enhancing NFP annual and financial reporting
A raft of legislative and regulatory change has served as the basis for the latest instalment
of “Enhancing Not-for-Profit Annual and Financial Reporting”, a publication by the Institute of
Chartered Accountants Australia for the not-for-profit sector. The publication provides NFP
entities with practical guidance on best practice reporting, incorporating the recent changes
introduced by the ACNC and other state-based regulators.

Internet
Copies of ‘FRA NEWS’ are available
on the internet at www.tnr.com.au

Queries
For further information or assistance,
please contact your TNR Audit &
Assurance Partner or Manager.

AUASB April meeting
Highlights of 29 April meeting of the Auditing and Assurance Standards Board (AUASB)
included:
nn Audit implications of prudential reporting requirements for general insurers (GS
004): Approved the revision of GS 004
nn Using the work of internal auditors (ASA 610): Considered an issues paper and draft
exposure drafts of the proposed revisions to ASA 610 ‘Using the work of internal auditors’
and ASA 315 ‘Identifying and assessing the risks of material misstatements through
understanding the entity and its environment’; and agreed to defer finalisation of the
draft exposure drafts until the June meeting. At that time, it should also be known what
position the APESB has taken in relation to any related changes to APES 110 “Code of
Ethics for Professional Accountants”, which may impact on the revision of ASA 610
nn Agreed-upon procedures engagements: Considered a paper regarding restriction
on distribution of agreed-upon procedures engagements reports. Agreed to effect a
miscellaneous amendment to the wording of ASRS 4400 ‘Agreed-upon Procedures
Engagements to Report Factual Findings’ to remove the restriction on distribution of
reports issued under the standard but retain the restriction on use of those reports. This
miscellaneous amendment will be approved for exposure at the June meeting
nn Assurance engagements on controls: A first draft exposure draft of the proposed
assurance standard ‘Assurance Engagements on Controls’ (revision of AUS 810) will be
considered at the June meeting, and
nn Composite auditing and assurance engagements: Approved a revised project plan to
develop a guidance statement designed to assist auditors and assurance practitioners
to prepare appropriate reports when reporting under more than one AUASB reporting
framework, with focus on grant acquittals and report formats prescribed by relevant
entities such as licensing authorities.
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publication was provided by Colin Parker
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