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Welcome to this issue of ‘HLB 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 a monthly basis. FRA News contains items requiring
immediate consideration (Need to Know), whereas other items are for
general information (Nice to Know).

In this FRA News, your attention is drawn to the
following developments:
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nn AASB February Meeting Highlights

Need to know:

nn Enforcement and Investigations, ASIC’s Policy
nn Audit Quality Legislation Introduced
nn MRRT Rejections Decisions

Nice to know:
nn APESB February Meeting Highlights
nn AUASB February Meeting Highlights
nn Executive Remuneration Framework Reforms
nn NFP Tax Concession Working Group
Established
nn Financial Reporting Panel Closure
nn Charitable Fundraising Regulation Reform –
Discussion Paper
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AASB February Meeting Highlights
Highlights of the 15-16 February AASB
meeting included:
nn Financial Instruments: Staff are
preparing ballot drafts of Amending
Standards to revise AASB 7 ‘Financial
Instruments: Disclosures’, AASB 9
‘Financial Instruments’, and AASB 132
‘Financial Instruments: Presentation’ to
reflect the recent changes to IFRSs;
nn Proposed Resource Rent Tax Bills:
Finalised two Tentative Agenda
Decisions: ‘Scope of AASB 112 Income
Taxes’; and ‘Substantive enactment
of resource rent tax Bills’. Also
clarified its Tentative Agenda Decision
on ‘Accounting for the starting base
allowance market value uplift in the
proposed resource rent tax Bills’,
by explicitly referring to recognised
deferred tax assets that arise from
adjustments to the tax base of an
asset. This will be reconsidered at April
meeting;
nn Financial Reporting Implications of
a Carbon Tax: Continued discussion
of the financial reporting implications
of the carbon tax mechanism under
existing Australian Accounting
Standards during the fixed-price
phase for emitter entities. Staff
will incorporate into a paper further
discussion of the nature of purchased
and free permits as intangible
assets, statutory financial assets or
other assets, and the consequential
accounting implications such as for
revaluations;
nn Materiality: Considered whether
AASB 1031 ‘Materiality’ remains
necessary in light of the guidance
on materiality in other Australian
Accounting Standards and the revised
IASB Conceptual Framework, which
is to be incorporated into the AASB
Conceptual Framework. Decided to
issue an ED proposing to withdraw
AASB 1031 and, consequently,
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Need to
know

‘Aus’ application paragraphs in other
Australian Accounting Standards that
refer to AASB 1031. Noted that it would
not expect the withdrawal of AASB
1031 to change practice regarding the
application of materiality in financial
reporting and would be making
that clear in the ED. The proposed
withdrawal to achieve consistency with
a policy of not providing unnecessary
local guidance on matters covered by
IFRS;

nn Recently Approved Documents:
Since 30 November 2011, the following
Standards or Consultation documents
have been issued: AASB 2011-13
‘Amendments to Australian Accounting
Standards – Improvements to AASB
1049’, effective from 1 July 2012 with
early application permitted; and ED
224 Transition Guidance (proposed
amendments to AASB 10 Consolidated
Financial Statements), which
incorporates IASB ED/2011/7; and

nn Control in the NFP Public and Private
Sector: Continued consideration of
issues relevant to developing an ED
containing proposals to add NFP
sector specific guidance to AASB 10
‘Consolidated Financial Statements’,
and decided not to propose additional
implementation guidance either in
respect of the principles regarding
whether parts of entities (‘silos’)
should be consolidated, or in respect
of de facto agents. Decided to seek
views on AASB decision through the
ED. Considered a number of draft
implementation examples intended to
complement the guidance paragraphs
and gave staff directions for improving
their focus on the key issues they are
intending to illustrate;

nn Next Meeting Agenda (18 and 19
April): Anticipated agenda items
include: Consolidation – Investment
Entities; Differential Reporting
Research; Tier 2 (RDR) – collation of
comments on various EDs; ED 212
‘Not-for-Profit Entities within the
General Government Sector’ – collation
of comments; Reporting Service
Performance Information – IPSASB
CP; Financial Instruments; IPSASB –
Conceptual Framework (Presentation);
Income of NFP Entities; Leases;
Insurance Contracts; Control in the NFP
Public and Private Sector’; Proposed
Resource Rent Tax Bills; Carbon Tax –
Government Perspective; and Income
Tax.

nn Service Performance Reporting:
Considered two papers designed to
establish a sound basis for progressing
the project to its next stage. The first
paper, referred to as the ‘positioning
paper’, explores the broad notion of
performance and its relationship to
performance information and service
performance information within
general purpose financial reporting
(and therefore within the scope of the
Conceptual Framework). The second
paper, referred to as the ‘context paper’,
addresses fundamental issues pertinent
to progressing the project;

Enforcement and Investigations, ASIC’s Policy
ASIC released policy documents discussing how it undertakes investigations and enforcement activity. The policy documents are:
nn ‘Information Sheet 151: ASIC’s approach to enforcement’: Discusses how ASIC approaches enforcement and why it responds to
different breaches of the law in different ways;
nn ‘Information Sheet 152: Public comment’: Describes when ASIC may comment publicly on investigations and enforcement
actions. It replaces the public comment policy in Regulatory Guide 47 Public comment (RG 47); and
nn ‘Regulatory Guide 100 Enforceable undertakings’: Outlines what an enforceable undertaking (EU) is and when ASIC will consider
accepting an enforceable undertaking.
ASIC wants the public to understand how it uses its enforcement powers and why ASIC might pursue a particular type of outcome in a
given case. The enforcement guide is about letting Australians better understand how and when ASIC will take action. It is about what
happens when the law is broken or when someone thinks they have broken the law and complains to ASIC. It provides transparency
about what matters ASIC takes on, what matters it does not and why particular remedies are sought. ASIC decision on whether to
take enforcement action is based on assessing: evidence; cost vs. regulatory benefit; and level of harm or loss.
Enforceable undertakings can achieve a more effective regulatory result than other remedies in some cases – such as an improved
compliance or a quicker outcome for investors. This guide will help spell out how and why ASIC uses them and what it expects from
parties who enter into them. The enforceable undertaking guide outlines: what an enforceable undertaking is; when ASIC will consider
accepting an enforceable undertaking; what terms are or are not acceptable to ASIC; and what happens if an enforceable undertaking
is not complied with.
ASIC shortly plans to publish a report on key enforcement outcomes finalised during the period from 1 July to 31 December 2011. It is
envisaged that similar reports will be issued bi-annually.

Audit Quality Legislation Introduced
The Corporations Legislation Amendment
(Audit Enhancement) Bill 2012 has
been introduced into the House of
Representatives Legislation to improve the
quality and transparency of the auditing
process.
Measures in the Bill include:
nn Requiring audit firms to publish an
annual transparency report if they
conduct audits of 10 or more significant
entities;
nn Providing more powers to ASIC to issue
an audit deficiency report in relation to
an individual audit firm if it identifies an
audit deficiency in the auditor’s quality
control system or the conduct of an
audit that may be detrimental to the
overall quality of the audit;
nn Removing duplication of audit

inspection responsibilities so that ASIC
continues its audit inspection program
and the Financial Reporting Council
(FRC) focuses on providing strategic
policy advice and reports in relation
to the quality of audits conducted by
Australian auditors;

experience in situations where rotation
could undermine the quality of the
audit.

nn Allowing ASIC to communicate directly
with an audited body. The current
law prevents ASIC from being able
to disclose information, because of
confidentiality requirements, to an
audited body or its audit committee
where it becomes aware of significant
matters affecting the audit of a
company; and
nn Maintaining the five-year auditor
rotation requirement but allowing a
two-year extension where it will not
give rise to a conflict of interest and
will prevent the loss of knowledge and
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MRRT Rejections Decisions
The AASB decided not to issue new Interpretations on issues relating to the Minerals Resource Rent Tax (MRRT) legislation. The
‘Scope of AASB 112 Income Taxes’ stated that the Australian MRRT was within the scope of AASB 112 ‘Income Taxes’ and that
existing guidance in both AASB 112 and in Interpretation 1003 relating to the Petroleum Resource Rent Tax were sufficient to ensure
there would not be any diversity in treatment.
The ‘Substantive enactment of resources rent tax Bills’ stated that the requirements of AASB Interpretation 1039 ‘Substantive
Enactment of Major Tax Bills in Australia’ was sufficiently clear to address this issue and ensure no diversity occurs in practice.
AASB 1039 considers substantive enactment to have occurred when the Bill has been tabled in Parliament and there is majority
support for passage through both Houses.

APESB February Meeting Highlights
Highlights of the Accounting Professional
and Ethical Standards Board meeting held
on 9 February were:
nn Ethical Conflicts in the Workplace
– Considerations for Members in
Business (Guidance Note APES
GN40): Considered respondents’
comments to the Exposure Draft
04/11 (September 2011) and directed
staff to present a revised draft for the
Board’s consideration and approval by
circulation;
nn APES 215 Forensic Accounting
Services: Noted the annual review
of APES 215 ‘Forensic Accounting
Services’ and discussed the proposed
Exposure Draft APES 215 ‘Forensic
Accounting Services’;

nn Code of Ethics for Professional
Accountants (APES 110): Discussed
matters related to public sector
independence issues and directed staff
to develop AUST paragraphs;
nn Dealing in Client Monies (APES 310):
Directed staff to make and develop
proposed amendments to address the
other issues identified in the review;
nn Compilation of Financial Information
(APES 315): Directed staff to continue
to monitor the release of the IAASB’s
revised International Standard on
Related Services (ISRS) 4410 and
prepare a project proposal to update
APES 315 once IAASB’s process is
complete;

Nice to
know

nn Senior Finance Personnel and Roles
on Audit Committees: Noted the
project proposal to develop guidance
on the ‘Roles and Responsibilities of
Senior Finance Personnel and Roles
on Audit Committees’. The scope
of such guidance is to be limited
to the most senior finance role and
their relationship with governance.
Instructed technical staff to prepare a
detailed scope of the project for further
consideration; and
nn Management Representation Letters:
Considered the project proposal to
develop guidance and instructed
staff to prepare a detailed scope
of the proposed project for further
consideration.

AUASB February Meeting Highlights
Highlights of 27 February meeting of the
AASB included:
nn Comfort Letters: Considered a
summary of key issues raised by
respondents to ED 03/11 Proposed
Standard ASRS 4450 ‘Comfort Letter
Engagements’, and approved the issue
of the Standard, with an operative date
for engagements commencing on or
after 1 March 2013;
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nn Special Considerations in Auditing
Financial Instruments: AUASB
approved Guidance Statement GS 020
‘Special Considerations in Auditing
Financial Instruments for issuance’
in March 2012, and approved the
withdrawal of AGS 1030 Auditing
Derivative Financial Instruments (July
2002);

nn NGERS and Clean Energy Schemes
and Greenhouse Gas Assurance:
Subject to finalisation of ISAE 3410 by
the IAASB in March 2012, a draft of
proposed ASAE 3410 will be considered
at the 16 April AUASB meeting;
nn Value of Audit: The project plan was
approved;
		

Continued page 5

AUASB February Meeting Highlights (Continued)
nn Fundraisings: Considered a summary
of key issues raised by respondents
to ED 02/11 Proposed ASAE 3450
‘Assurance Engagements involving
Corporate Fundraisings and/or
Prospective Financial Information’.
Agreed to split the proposed ASAE
into two separate standards; ASAE
3450, covering the sections from
the Exposure Draft on assurance on
historical pro forma and/or prospective
financial information and ASAE 3420,
covering the section from the Exposure
Draft on assurance on the compilation
of pro forma financial information
(conforming with ISAE 3420 ‘Assurance
Engagements to Report on the
Compilation of Pro Forma Financial
Information Included in a Prospectus’).
A proposed ASAE will be considered at
the 16 April AUASB meeting;
nn Amendments to ASA 510 and ASA
705: Considered the topic of “split
opinions” which included specific
examples of audit reports supplied by

practitioners, and agreed not to amend
ASA 510 and ASA 705 but to develop
guidance which would illustrate the
various opening balance circumstances
and how these can be dealt with in
auditors’ reports;
nn Internal Control Engagements: The
project plan to revise AUS 810 as an
ASAE was approved;
nn Audit Committees – A Guide to
Good Practice: The project plan was
approved and the AUASB requested
that the revised Guide be finalised and
issued by June;
nn Going Concern: The project plan
was approved to revise the AUASB
Bulletin “Auditing Considerations in
an Uncertain Economic Environment”
(April 2009). Agreed that revisions
will include contrasting the economic
circumstances that existed in 2009 to
those in 2012. The revised bulletin is
likely to be issued by 30 June;

nn Professional Scepticism: Approved
the development of an AUASB Bulletin
using the technical papers of the IAASB
and Canadian AASB;
nn Auditing in Emerging Markets:
The AUASB noted the release by the
Canadian Auditing and Assurance
Standards Board regarding Auditing in
Emerging Markets. The AUASB agreed
that a similar release should be drafted
and issued in Australia;
nn Amendments to Foreword to AUASB
Pronouncements: Approved the plan
to update the Foreword to AUASB
Pronouncements; and
nn Conformity between IAASB, AUASB
and New Zealand Standards: Agreed
to would work towards a joint policy
with the NZAuASB on the principles
of convergence with international
standards and harmonisation of transTasman standards.

Executive Remuneration Framework Reforms
The Federal Government will be
introducing reforms to further strengthen
Australia’s executive remuneration
framework.

and other remuneration where a material
misstatement has occurred in relation to
the company’s financial statements.

This next phase of reforms has been
developed after extensive consultation
on a proposal for ‘clawback’, and will also
implement several recommendations
made by the Corporations and Markets
Advisory Committee (CAMAC) to improve
disclosure in remuneration reports.

If the company has not clawed back any
remuneration, the Board will be required
to provide a detailed explanation to their
shareholders. If shareholders are unhappy
with the company’s actions, they would be
able to use their powers under the twostrikes rule to vote down the remuneration
report and potentially spill the board.

Under these reforms, the Federal
Government will progress amendments to
the Corporations Act 2001 to require listed
companies to disclose to shareholders
through the remuneration report the steps
they have taken to clawback bonuses

These reforms put the onus on listed
companies to make sure they have
provisions to clawback bonuses and other
pay from executives if there has been a
material misstatement of a company’s
financial statements.

If they don’t, they run the risk of
shareholders recording a ‘strike’ against
them at their annual general meeting
when they vote on the remuneration
report and potentially voting to spill
the board and force fresh elections of
directors.
In response to CAMAC’s 2011 report
on executive remuneration, the Federal
Government will be improving disclosures
contained in remuneration reports, by
requiring more transparent disclosure
of termination payments or ‘golden
handshake’ payments.
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Executive Remuneration Framework Reforms (Continued)
Unnecessary disclosure requirements
will be removed to simplify remuneration
reports, and clearer categorisation of
pay will be introduced to better enable
shareholders to understand the company’s
remuneration arrangements.
Other proposed reforms to the executive
remuneration framework announced
include:

nn Relieving certain unlisted entities
from the obligation to prepare a
remuneration report, which will
significantly reduce the regulatory
burden on companies that are not
subject to the ‘two-strikes’ mechanism;
and

into the Corporations Regulations, as
these disclosure requirements will be
removed from the accounting standards
from 1 July 2013.
Draft legislation to enact these reforms
is expected to be released for public
consultation in the latter half of 2012.

nn Inserting disclosure requirements
relating to related party transactions

NFP Tax Concession Working Group Established
The Federal Government announced the
membership and terms of reference of a
new working group that will consider ideas
for better delivering the support currently
provided through tax concessions
to the NFP sector. The Federal
Government provides the NFP sector
with significant support through a range
of tax concessions in recognition of the
important role it plays in the community.
These include concessions for income tax,
fringe benefits tax and goods and services
tax, and also deductible gift recipient
status.
At October’s Tax Forum, there was
discussion about whether the current
support provided through tax concessions
could be better targeted. The NFP
Sector Tax Concession Working Group
will examine the current range of tax
concessions and whether there are
fairer, simpler and more effective ways of
delivering the current envelope of support.
The Working Group will also identify
offsetting savings from benefits provided
to the NFP sector for any proposals that
have a budget cost.
The Working Group will be chaired by
Linda Lavarch, the chair of the NFP Sector
Reform Council, and will include a diverse
range of representatives from the NFP
sector and also technical experts.
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The Working Group will build on the
Government’s broader NFP reform
agenda, which is intended to deliver
smarter regulation and reduce red tape.
These reforms include:

nn Identify whether there are fairer,
simpler and more effective ways
of delivering the current envelope
of support provided through tax
concessions to the NFP sector;

nn Establishing the ACNC to provide a onestop shop for charities to help support
the sector;

nn Identify offsetting budget savings from
within the NFP sector for any proposals
that have a budget cost. All proposals
and offsetting budget savings examined
by the Working Group will be costed by
Treasury in accordance with the budget
rules;

nn Working with the States and Territories
on a national approach to the regulation
of the NFP sector, including national
fundraising laws for the sector;
nn Implementing a ‘report-once useoften’ general reporting framework for
charities and a public information portal
by 1 July 2013; and
nn Introducing a statutory definition of
‘charity’ from 1 July 2013.
Specifically, the Working Group will:
nn Consider whether there are better
ways of delivering the current envelope
of support provided through tax
concessions to the NFP sector by the
Australian Government;
nn Examine the current range of tax
concessions provided to the NFP sector
in terms of their fairness, simplicity and
effectiveness;

nn Have regard to the Productivity
Commission’s 2010 report ‘Contribution
of the Not-for-profit Sector’, the
‘Australia’s Future Tax System Review’,
and relevant international experience
and expertise, in developing its
recommendations; and
nn Have regard to the Government’s
broader NFP reform agenda in
developing its recommendations.
The Working Group, with assistance
from Treasury, will consult widely with
the NFP sector, state and territory
governments, and the broader community
and is expected to complete its work by
December 2012.

Financial Reporting Panel Closure
The Government previously announced that it would wind up the FRP in 2010-11 due to
lower than expected referral rates. Between 2006, when it was established, and 2010,
only one case was referred to the FRP, but the matter was resolved before a determination
was made. Four cases were referred to the FRP in August 2010.

Internet

These referrals led the Government to review whether there was an ongoing role for
the FRP but there have been no referrals to the body since that time. The FRP was
established in 2006 to resolve contested issues between ASIC and reporting entities
over the application of accounting standards to financial reports. Amendments to
the Corporations Act 2001 will be introduced into Parliament to give effect to the
Government’s decision.
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Charitable Fundraising Regulation
Reform – Discussion Paper
Charities would face less red tape when fundraising and the public would have more
certainty about how the money they donate is being spent as part of a range of national
reforms proposed in a discussion paper ‘Charitable fundraising regulation reform’. The
paper examines proposals for a new, nationally-consistent approach to the laws that
govern charitable fundraising and seeks the community’s views on a range of issues,
including any potential exemptions for smaller charities, regulation of the conduct of
fundraisers, the use of internet fundraising and fundraising by third parties on behalf of
charities.
Almost every State and Territory of Australia has a law regulating fundraising by charities;
these differences create a compliance burden for those charities that raise funds in more
than one State or Territory. Under the proposals, charities would only need to comply with
one law, no matter where in Australia they conduct their fundraising activities.
The Productivity Commission recommended reform of Australia’s fundraising laws to
reduce the regulatory burden on the not-for-profit sector in its 2010 report ‘Contribution of
the Not-for-profit sector’, and these proposals are now being advanced in the spirit of the
National Compact that was made between the Government and the NFP sector.
The Australian Charities and Not-for-profits Commission (ACNC), the new regulator for the
sector, would also have oversight of the national framework and provide a ‘one-stop shop’
for reporting on fundraising by charities. It is proposed that State and Territory regulators
would also continue to play a role in jointly regulating fundraising under a national law.
All material contained in this newsletter is written by way of general comment. No material should be accepted as authoritative advice and any reader wishing to act
upon the material should first contact our office for properly considered professional advice which will take into account your own specific conditions. No responsibility is
accepted for any action taken without advice by readers of the material contained herein.
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