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APPENDIX C

REGULATION OF COMPANY AUDITORS

List of recommendations

RECOMMENDATIONSOF THE AUDIT REVIEW WORKING PARTY
DEALING WITH REQUIREMENTSFOR THE REGISTRATION AND

No.

Recommendation

Comments

4.1

The Australian Securities Commission Act 1989 (the ASC Act) and the Law
should be amended to authorise the ASC to delegate responsibility for the
registration and supervision of company auditors to one or more Australian
accounting bodies that satisfy specified conditions.

4.2

The conditions set out in the Law would provide that the ASC must be

satisfied that each authorised accounting body has and will continue to

maintain:

(@ sufficient resources to enable the delegated functions to be performed
in an efficient and effective manner;

(b) acomprehensive and mandatory code of ethics and other rules dealing
with the conduct of members who provide auditing services,

() mandatory requirements for the continuing professional development of
its members and for professional indemnity insurance for those
members in public practice;

(d) acomprehensive program for the periodic review of the work of
members who provide auditing services,

(e) appropriate disciplinary procedures for dealing with complaints and
other matters concerning members who provide auditing services; and

(H adequate indemnity insurance arrangements in respect of its
performance of the delegated functions.

4.3

The Law should provide that a decision of an authorised accounting body
made during the course of performing a delegated function may be the
subject of an appeal to the ASC. The decision taken by the ASC may, in
turn, be the subject of an appeal to the AAT.

4.4

The Law should provide that the ASC may set such additional conditionsin
a Memorandum of Understanding (MOU) as it considers are necessary to
enable it to ensure that the delegated functions are performed in accordance
with the requirements of the Law and in an effective and efficient manner.

4.5

The Law should provide that the ASC may only delegate responsibility for
the registration and supervision of company auditors to an accounting body
when written agreement has been reached with that body on the conditions
set down in the Law and any additional conditions that may be imposed by
the ASC.

4.6

The Law should provide that, where an authorised accounting body fails to
comply with any of the conditions set out in either the Law or the MOU, the
ASC may revoke the delegation.
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4.7

The Law should provide that, notwithstanding the delegation of registration
and supervisory functions to one or more authorised accounting bodies, the
ASC may continue to perform registration and supervisory functions in
circumstances in which it would be unreasonable to expect a person to
apply to an authorised accounting body for registration (for example, where
the person has a conscientious objection, based on religious grounds, to the
membership of a professional organisation). The registration of such a
person should be subject to rules and conditions that are adopted by the
ASC and which are equivalent to those imposed by an authorised
accounting body.

4.8

The Law should provide that particulars of all RCAs are to be entered in a
single Register of Auditors which is to be maintained in a manner and at a
place approved by the ASC.

4.9

Subject to appropriate safeguards concerning the protection of information
from unauthorised use or disclosure, section 127 of the ASC Act should be
amended to allow the ASC to provide information to:

(& authorised accounting bodies concerning individuals who are members
of one or more of the bodies,

(b) authorised accounting bodies about norn members who are RCAs or
who are known to be making application for registration as an RCA.

5.1

The existing educational pre-requisites for registration as a company
auditor (ie tertiary qualifications in accountancy and commercia law) are
considered to be adequate, subject to the introduction of an additional
requirement that all applicants have completed a specialist course
equivalent to the auditing module currently provided by the ICAA’s
Professional Year (PY) Program or the ASCPA’s Certified Practising
Accountant (CPA) Program.

5.2

Relief from the requirement to undertake the course of study referred to in
recommendation 5.1 should be granted to an applicant who holds suitable
overseas qualifications or who can demonstrate to the registering body that
he or she has qualifications that are equivalent to the auditing module.

5.3

Where a person who is not a member of an accounting body that is an
authorised accounting body seeks registration as a company auditor, he or
she must agree to abide by the code of ethics and other rules of the
authorised accounting body to which they submitted their application on the
same basis as members of that body.

5.4

Where an authorised accounting body has in place a competency standard
in auditing that has been approved by the ASC, an applicant must satisfy
the audit component of the competency standard in order to be registered.

5.5

The ASC must be satisfied about the appropriateness and workability of the
audit component of an authorised accounting body’s competency standard
before that standard may be approved for use by the authorised accounting
body as a basis for deciding whether an applicant meets the practical
experience requirements for registration as a company auditor.

5.6

Where an authorised accounting body does not have an approved
competency standard in auditing the level of practical experience required
for registration as a company auditor should be:
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(@ at least 2,000 hours work in auditing over five years under the
supervision of an RCA; and

(b) aminimum of 500 hours of this time should be spent on work that
involves a senior level of responsibility for audits.

5.7

Subsection 324(12) of the Law, which provides that the ASC may appoint a
suitably qualified or experienced person as auditor of a proprietary
company where it is impractical for the company to obtain the services of
an RCA because of the location where it carries on business, should be
retained.

5.8

There should be smplified criteria for re-registration as a company auditor
where the applicant had voluntarily relinquished his or her origina
registration.

5.9

An applicant for re-registration as a company auditor must meet the
following conditions:

(@ theapplicant voluntarily relinquished his or her origina registration;

(b) the applicant was not subject to disciplinary proceedings in respect of
an auditing-related matter following the relinquishment of the original
registration or that the voluntary relinquishment did not occur in order
to avoid disciplinary proceedings; and

(¢) the relinquishment of the original registration was not more than five
years before the date of the application for re-registration.

6.1

The existing triennial statement should be replaced by a new annual
statement.

6.2

The new annual statement should provide information about:
(@ an RCA’s personal particulars,

(b) details of the nature and complexity of major audit work undertaken,
including the aggregate hours, showing separately the work in respect
of companies and other entities; and

(c) professional development undertaken by the RCA during the year.

6.3

If the registration and supervision of RCAs is undertaken by authorised
accounting bodies, the annual statement should be combined with the
authorised accounting bodies membership renewal forms.

6.4

RCAs should be required to undertake a minimum amount of professional
development, calculated on either an annual or triennial basis, and their
annual statement should include particulars about the audit content of that
professional development.

6.5

Failure to comply with a requirement to undertake a minimum amount of
profession development should be grounds for disciplinary action against
the RCA.

6.6

RCAs should not be required to undertake a specified level of audit work in
any one year, but should be required to maintain their competence in audit
work. Where an RCA has not undertaken any substantive audit work during
a period of not less than five years or has failed to maintain competency in
audit work, the supervisory body may require the RCA to show cause why
his or her registration should not be cancelled.
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6.7

The work of all RCAs should be subject to periodic quality reviews
conducted by authorised accounting bodies.

6.8

Subject to privacy considerations, the Law should provide that al files in
respect of audits that have been undertaken by an RCA must be available
for ingpection as part of a quality review.

7.1

If the ASX listing rules do not so provide, the Law stould be amended to
require listed companies to have an audit committee. Non-executive
directors should constitute the majority of members of such a committee.

7.2

Auditors of a listed company should be appointed and their remuneration
determined on the recommendation of the company’s audit committee or,
where there is no audit committee, an appropriate committee of
nortexecutive directors.

7.3

Auditors of an unlisted company should be appointed on the
recommendation of the company’s audit committee where such a
committee exists.

1.4

The level of indebtedness by an auditor to a client (as referred to in
paragraphs 324(1)(e) and (2)(f) of the Law) should be increased from
$5,000 to $10,000 or such other amount as may be prescribed by regulation,
subject to recommendation 7.6.

7.5

A prohibition should be placed on the indebtedness of a company to its
auditor, with the exception of professional fees and amounts up to a
maximum of $100,000 deposited with a financial ingtitution or life
insurance company by a natural person on norma commercial terms and in
the ordinary course of business of the financia institution or life insurance
company, subject to recommendation 7.6.

7.6

The monetary indebtedness prohibition should only apply to partners of a
firm of auditors who are directly engaged on the audit assignment and
relatives of such partners.

1.7

There should be mandatory rotation of the audit partners responsible for the
audit of listed companies in accordance with the principles laid down in
Statemert of Auditing Practice AUP 32 — Audit Independence (AUP 32).

7.8

Providing there is a continuing mandatory requirement to adhere to the
independence requirements of current ethical rulings and auditing
standards, the Law should not place any restrictions on an auditor or his or
her firm performing non-auditing services for an audit client. However in
the current review of ethical requirements by the accounting bodies, it is
recommended that attention be directed toward the provision of additional
procedures (including allocation of responsibility for the additional services
to a partner other than the external audit partner) for application in the more
contentious areas of accounting services, internal audit and internal control
reviews to strengthen independence in these areas.

7.9

The current disclosure requirements relating to non-audit services should be
expanded to require a breakdown of the nature of those services and
toinclude services provided by entities whose beneficial ownership
is substantially the same as that of the auditor’s firm.

7.10

Non-audit services provided to a company by its auditor or his or her firm
should be reviewed annually by the company’s audit committee or, where
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there is no audit committee, by the full board to satisfy itself that the
nontaudit services provided are not of a nature that would compromise the
independence of the external auditor from the perspective of the company.

7.11

The Law should not place any restrictions on the use of tendering as a
means of selecting a company’s auditors but companies should be
encouraged to reduce the number of formal tenders required.

7.12

The Law should be amended to provide that where a company’s audit
committee or the company’s board is to discuss issues which have
relevance to the audit, the company’s auditor should be given notice of the
meeting and be invited to attend the meeting or relevant part thereof. The
Law should also be amended to permit an auditor (by prior notice) to attend
an audit committee meeting or board meeting to raise and discuss issues
which have relevance to the audit.

7.13

The Working Party encourages the establishment of a Financial Reporting
Review Board (FRRB) or similar group to inquire into apparent departures
from accounting standards or other reporting requirements. Where it was
found that departures had occurred, it would seek appropriate remedies. If it
is unsuccessful, matters should be referred to either the accounting bodies
or the CALDB or both for appropriate disciplinary action.

7.14

The Law should be amended to provide that a proposed change to the
auditor of adisclosing entity is a continuous disclosure matter.

7.15

The Law should provide that any proposal for appointment of auditors of a
disclosing entity must contain information on the proposed fees.

7.16

The Law should be amended to require an auditor, or a representative of the
auditor, to attend the annual general meeting (AGM) at which the auditor’s
report is tabled unless reasonable circumstances preclude his or her
attendance.

7.17

An appropriate mandatory standard of the accounting bodies should require
that where the total fees in respect of all services in a financial reporting
period paid by an audit client or group of clients exceeds 15 per cent of the
gross fees of the practice, there must be detailed consideration and
documentation on the relevant audit file of the implications for
independence and that the document is to be available for review in the
normal quality review process.

7.18

Regulatory requirements for auditors should, to the maximum extent
practicable, be embodied in the mandatory standards and pronouncements
and self regulatory framework of the authorised accounting bodies.

7.19

Endeavours should be made through the appropriate educational channels
to introduce and strengthen the teaching of ethical principlesin primary and
secondary schools.

7.20

The accounting bodies should require an adequate level of teaching of
professiona and business ethics as a pre-requisite to granting course
accreditation to tertiary ingtitutions for graduates entering the induction
programs of the accounting bodies.

8.1

The CALDB should be retained for dealing with those disciplinary matters
that the Law provides should be brought before an independent disciplinary

body.
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8.2

Where the ASC has delegated the registration of auditors to authorised
accounting bodies, those bodies should be permitted to bring conduct
matters directly before the CALDB.

8.3

The ASC Act should be amended to provide for the appointment of a
deputy chairperson for the CALDB.

8.4

The ASC Act should be amended to alow the CALDB to sit in more than
one Division smultaneoudly.

8.5

The ASC Act should be amended to provide that a Division of the CALDB
is constituted by a member nominated by an authorised accounting body, a
legal practitioner and one other person.

8.6

The requirement that the chairperson of the CALDB be a lega practitioner
should be repeal ed.

8.7

The ASC Act should be amended to provide that the membership of the
CALDB isto be constituted as follows:

(8 each authorised accounting body is to submit a panel of four names,
with one person being appointed from each panel of names;

(b) two persons selected from a panel of five names submitted by the Law
Council of Australia; and

(c) two persons selected from panels of names submitted by business and
professional organisations that are invited by the Minister to make
nominations.

8.8

Disciplinary matters of an administrative nature (as defined in paragraph
851) are to be dealt with by the registering body.

8.9

Where the registration function has been delegated to an authorised
accounting body, guidelines approved by the ASC should cover such
matters as.

(& The procedures for giving notice of the authorised accounting body’ s
intention to deal with a matter;

(b) alowing the RCA who is the subject of the action to be heard; and

(c) the publication of the authorised accounting body’s decision

8.10

Where the registration function has been delegated to an authorised
accounting body, a person whose registration is cancelled by the registering
body may lodge an appeal against that body’ s decision with the ASC.

8.11

A decision made by the ASC in respect of an administrative matter may be
the subject of an appeal to the AAT.

8.12

The CALDB should only deal with cases involving conduct matters or
combined conduct and administrative matters.

8.13

Where the ASC has delegated the registration function to authorised
accounting bodies, those bodies may, subject to the approval of the
Commission, deal with specified types of conduct matter within their own
disciplinary systems.

8.14

Where civil or criminal proceedings have been commenced against a
person, such proceedings are not to act as a bar to disciplinary proceedings
against the same person and arising out of the same matter being
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commenced or continued by an authorised accounting body, the ASC or the
CALDB.

8.15

The CALDB should be permitted to impose fines up to alimit of $100,000.
Consideration should also be given to amending the Law to enable the
CALDB to enforce orders made during the pre-hearing period.

8.16

The nature of the matter, the decision in respect of each disciplinary
proceeding and the reasons for the decision should be published.

8.17

The CALDB should ke permitted to provide information obtained by it
during the course of a disciplinary proceeding to the investigation and
disciplinary committees of the authorised accounting bodies to facilitate the
disciplinary procedures of those bodies.

9.1

Paragraphs 324(1)(f) and (2)(g) of the Law should be amended to remove
the exemptions which currently permit proprietary companies to appoint as
their auditors persons who are officers of the company or persons who are
related to officers of the company.

Congderation should be given to amending the Law to make it clear that an
Auditor-Genera may, subject to any constraints contained in the
Commonweadlth, State or Territory legisation establishing his or her office,
delegate to a person nominated by him or her responsibility for signing an
auditor’s report or an audit review prepared under Part 3.7 of the Law.




