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Introduction 

We hope our newsletter finds our readers in good health, refreshed from the holiday season and 

looking forward to a stimulating 2017.  Over the break we took the opportunity to reflect on some of 

the themes that emerged from our work in 2016.  While politically, 2016 was dramatic with the rise 

of nationalism, Brexit and the triumph of Trump, thankfully, the world of standard-setting remained 

sedate.    

On a personal level, we attended some fascinating 

conferences in some interesting places, including 

Washington DC, and once again realised that the 

issues facing us in Australia are not unique to us.  

Around the world professionals in law and 

accountancy are grappling with the same issues - 

more details can be found in our blogs at 

http://www.westworthkemp.com.au/.   

On a professional level, we continue to see how 

http://www.westworthkemp.com.au/


  2 

important is it for auditors to focus on the basics and really understand their client’s business and for 

preparers of accounts to remember that accounting standards are there as the grammar of financial 

communication, to enable the production of financial reports that give a true and fair view of the 

financial position and performance of the underlying entity.  For the most part they are NOT opaque 

and counter-intuitive, nor are they designed to create arcane debates for the enjoyment of technical 

specialists! 

What follows is a brief canter through what has been happening in audit, assurance and ethics and 

in financial reporting in 2016 and what might be in store for us moving forward. 

Overview of auditing, assurance and ethics developments in 2016 

Internationally, the most significant developments have been in audit reporting and ethics, 

in particular how to balance the duty of confidentiality against the duty to report breaches 

of the law to the appropriate party.   

These moves are described under “Future developments” below. 

In Australia, 2016 saw the completion of the adoption of the International Auditing and Assurance 

Standards Board (IAASB)’s enhanced auditor reporting standards into Australia, and the first audit 

reports coming through in the new format disclosing Key Audit Matters. 

The reissue of the 800 series of ASA standards 

The Australian Auditing and Assurance Standards Board (AUASB)’s Standard-setting focus in 2015 

returned to the financial statement audit, driven by the IAASB’s recent project to improve auditor 

reporting, dealt with in our 2015 newsletter http://www.westworthkemp.com.au/blog/the-

westworth-kemp-review-of-2015.  The project was the IAASB’s response to growing calls from 

investors for increasing transparency in the audit process. The revised ASA 700 issued at the end of 

2015 introduced a long-form audit report with the opinion at the beginning and an increased 

description of the responsibilities of the auditor. The reporting of key matters of audit significance 

for listed entities, referred to as ‘Key Audit Matters’ or ‘KAM’, was the subject of a new Standard, 

ASA 701 Communication of Key Audit Matters in the Independent Auditor’s Report. These changes 

then flowed through to all the other standards dealing with auditor reporting and auditor 

communication.  In 2016 the IAASB reissued the last of the standards affected by the auditor 

reporting project, the 800 series, dealing with audit reports on historical financial information other 

than general purpose financial reports. 

In 2016 the AUASB responded to the IAASB’s work by publishing support materials, including a series 

of frequently asked questions on its website to assist auditors in complying with the new standards 

and a description of auditor responsibilities that can be referred to in the new long form audit 

report. 

It also reissued the following standards with identical application dates to those of their 

international counterparts (periods ending on or after 15 December 2016): 

• ASA 800 Special Considerations-Audits of Financial Reports Prepared in Accordance with Special 
Purpose Frameworks   

http://www.westworthkemp.com.au/blog/the-westworth-kemp-review-of-2015
http://www.westworthkemp.com.au/blog/the-westworth-kemp-review-of-2015
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• ASA 805 Special Considerations-Audits of Single Financial Statements and Specific Elements, 
Accounts or Items of a Financial Statement  

• ASA 810 Engagements to Report on Summary Financial Statements  

In Australia, the new standards will in many cases first be applied for the year ended 30 June 2017. 

Ethics 

In 2016 after the 2015 re-write of most of the APESB’s standards into a consistent format, the 

Board’s focus changed from standard setting to guidance with the issue of two new guidance notes 

on the use of valuations in financial reporting and on management representations. 

APES GN 21 Valuation Services for Financial Reporting was issued in July 2016. The APESB recognises 

the increase in the use of fair values in financial reporting and notes that valuation services for 

financial reporting purposes, in areas such as business combinations, impairment of goodwill and 

intangible assets and share-based payments, now represent a large proportion of all valuation 

services performed. The GN provides guidance on the application of APES 225 Valuation Services in 

the context of the performance of these services, clarification of the professional and ethical 

requirements and specific guidance on valuation report disclosures in the context of particular 

financial reporting standards.  It is effective from the date of issue and has no international 

equivalent. 

APES GN 41 Management Representations was issued in August 2016 to assist professional 

accountants who prepare, review and approve management representation statements and to 

enhance their understanding of how to apply the Code of Ethics to management representations.  It 

highlights issues such as considering the context and purpose of management representations, using 

the work of others and acting with sufficient expertise in preparing the management 

representations.  It is effective from the date of issue and has no international equivalent. 

Future developments in auditing and ethics 

There are a number of projects in the pipeline that will result in changes to standards in 2017, the 

most significant of which are the changes to dealing with non-compliance with laws and regulations 

(“NOCLAR”), which affect both auditing and ethical standards.  Christine Lagarde’s address to the 

International Bar Association (http://www.westworthkemp.com.au/blog/enhancing-trust-in-our-

institutions) revealed how corrosive the impact of corruption is on society as a whole and how 

important changes such as NOCLAR and whistle-blower protection are. 

Non-compliance with Laws and Regulations 

Changes related to NOCLAR are the most significant and imminent international project affecting 

both ethical and auditing standards. The project principally involves IESBA’s recent amendments to 

the Code of Ethics for Professional Accountants (the Code) to rearticulate how accountants should 

respond to serious instances of non-compliance with laws and regulations. The international 

amendments apply to all accountants in practice, including auditors, and also to accountants in 

business from 15 July 2017 and are the culmination of six years of research and consultation. 

The Code has always required accountants to act in the public interest, but reporting breaches has 

challenged their duty of confidentiality. The amendments provide a pathway for accountants to 

disclose NOCLAR to the appropriate public authority without breaching this ethical duty. The laws 

http://www.westworthkemp.com.au/blog/enhancing-trust-in-our-institutions
http://www.westworthkemp.com.au/blog/enhancing-trust-in-our-institutions
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and regulations covered are those that have a direct effect on the determination of material 

amounts and disclosures in the financial statements and other laws and regulations which are 

fundamental to the entity’s business and operations. The requirements differ according to whether 

the accountant is an auditor or other accountant in public practice and whether the accountant is a 

senior professional accountant in business (PAIB) or less senior, as the amendments recognise the 

different levels of influence and public expectations on different categories of accountants. 

Nevertheless, it permits all accountants to disclose an imminent breach of a law or regulation that 

would cause substantial harm to stakeholders to the appropriate authority immediately. Senior 

PAIBs have a responsibility to set the right tone at the top and establish policies to prevent NOCLAR. 

The changes to the International Code of Ethics caused the IAASB to reissue its auditing standard on 

this topic ISA 250 Consideration of Laws and Regulations in an Audit of Financial Statements to align 

with, and draw attention to the new ethical requirements in the conduct of an audit. Conforming 

amendments were also made to another ten international auditing standards, principally ISA 210, 

Agreeing the Terms of Audit Engagements, to emphasise that the auditor should consider including 

reference in the engagement letter to his/her responsibilities regarding the reporting of NOCLAR to 

the appropriate authority. Other amendments were made to ISA 240, The Auditor’s Responsibilities 

Relating to Fraud in an Audit of Financial Statements, ISA 220, Quality Control for an Audit of 

Financial Statements, ISAE 3000, Assurance Engagements Other than Audits or Review of Historical 

Financial Information, ISRS 4410, Compilation Engagements, ISRE 2400, Engagements to Review 

Historical Financial Statements and ISAE 3402, Assurance Reports on Controls at a Service 

Organisation. The changes prompt the auditor to think about whether to report identified or 

suspected instances of NOCLAR to an appropriate authority outside the entity, taking into 

consideration the provisions of laws, regulations, or relevant ethical requirements in their 

jurisdiction, and to consider the impact of NOCLAR on the audit. The revised auditing standards are 

effective for periods beginning on or after December 15, 2017.  

In 2017 we can expect to see Australian revisions to APES 110, a new auditing standard ASA 250, 

Consideration of Laws and regulations in an Audit of Financial Statements and consequential 

changes to the Australian equivalents of the other standards listed above, to align them to their 

international counterparts. The changes are expected to be operative for periods ending on or after 

15 December 2017. The work effort in ASA 250 will not be amended, but the standard will now 

explore possible scenarios and addresses confidentiality considerations. 

Other forthcoming changes to the Code of Ethics 

In addition to the NOCLAR amendments, IESBA has issued a further amending standard making 

changes to its Code of Ethics in relation to Non-Audit Services, removing the paragraphs in the 

current Code that relate to exceptions under emergency situations that permit Members in Public 

Practice to provide accounting and bookkeeping services for Audit Clients that are not Public Interest 

Entities (PIEs).  Instead, the Code will have enhanced guidance and clarification in respect of what 

constitutes management responsibility (sections 290 and 291) and the concept of “routine or 

mechanical” services relating to the preparation of accounting records and Financial Statements for 

Audit Clients that are not PIEs (section 290) . 

IESBA has also approved a further amending standard on Long Association of Personnel with an 

Audit or Assurance Client.  Using the same personnel on an audit or assurance engagement over a 
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long period of time may create familiarity and self-interest threats that may impact, or be seen to 

impact, an individual’s independence. In considering the effect of the long association of personnel 

with an audit or assurance client, IESBA has had to weigh the benefits of accumulated knowledge 

and experience of an audit client against a possible loss of independence and objectivity.  The 

amendments specify new rotation requirements for audit partners engagement quality review 

partners and other key audit partners, specifying a maximum cumulative term of 7 years with 

between 2 and 5 years cooling off period, depending on the role. 

The APESB is preparing an Australian ED to introduce these changes here. 

International Audit and Assurance Related Projects  

As well as NOCLAR, the IAASB has a number of other current projects that will flow through to 

changes in the Australian standards in due course. The board is working on revisions to ISA 540, 

Accounting Estimates, ISA 600, Audits of Group Financial Statements and ISA 315, Identifying and 

Assessing the Risks of Material Misstatement through Understanding the Entity and its Environment. 

Staff are also working on audit quality issues with projects on Quality Control and Professional 

Skepticism and on a review of ISRS 4400, Engagements to Perform Agreed-Upon Procedures 

Regarding Financial Information. Further details can be found at https://www.iaasb.org/projects. 

Compliance Engagements 

Back in Australia, our AUASB has approved but not yet published a revised ASAE 3100 Compliance 

Engagements. A compliance engagement is an assurance engagement in which an assurance 

practitioner expresses a conclusion after evaluating an entity’s compliance with particular regulatory 

requirements (“the compliance requirements”). The new standard facilitates conformity with other 

current AUASB Standards and the revised ASAE 3000 Assurance Engagements Other than Audits or 

Reviews of Historical Financial Information issued in June 2014. It reflects best practice in compliance 

engagements and clarifies how to scope, conduct and report on an assurance engagement on 

compliance. It is expected to be operative for engagements commencing on or after 1 January 2018. 

Financial reporting developments in 2016 

Financial reporting has enjoyed a quieter year, but the peace will not last, with a number of 

important new standards coming into force in 2018 and 2019.  Organisations need to be 

planning for their implementation now so that they have comparative information available. 

Not-for-profit (“nfp”) reporting 

The AASB’s Christmas present to the profession was the issue of AASB 1058 Income of Not-for-Profit 

Entities, together with a number of consequential amendments to other standards.  Under the new 

standard, income recognition will more closely reflect economic reality, in that revenue can only be 

recognised once any associated performance obligation to provide goods or services has been 

fulfilled.  Accounting standards that drove nfps in the direction of recognising income as soon as 

cash had been received have long been an issue in the sector as they have acted as a barrier to 

entities being able to communicate their story effectively in their financial report, particularly where 

grants may be made for services to be provided over more than one year.  The new standards will be 

effective from 1 January 2019 with earlier application permitted. 

https://www.iaasb.org/projects


  6 

The for-profit sector 

Standard setting activity affecting the for profit sector has been relatively quiet in 2016, but there is 
now a back log of important standards that have been issued by the AASB and its international 
counterpart, the IASB, but have not yet reached their effective dates: 

 AASB 9 Financial Instruments effective for periods beginning on or after 1 January 2018 

 AASB 15 Revenue from Contracts with Customers (1 January 2018) 

 AASB 19 Leases (1 January 2019). 

The IASB has made a deliberate effort to provide long implementation periods and publish a wealth 
of support and educational materials to assist in the implementation of these new standards as the 
BOARD haS become aware that in the past the interpretation of new standards has been coloured by 
preconceptions based on existing practices around the world. This is a new departure for the board 
which originally preferred to publish the text of the standard and leave implementation to 
practitioners, only intervening when divergent practices became obvious. 

In the longer term, the IASB is looking at a number of issues which will flow through to Australia.  
Their standards are now being drafted or revised with a view to how they will work in a non-paper 
world.  Regulators increasingly want electronic lodgement in a machine readable form such as XBRL 
and so the IASB is taking a more significant role in the debate as to how the information should be 
provided and displayed and the development of taxonomies.  Other issues that are being driven by 
investor needs are financial statement presentation and materiality. 

Issues that are being debated include the tension between a desire on the part of organisations to 
show non GAAP measures and report according to their business model and the desire by analysts 
for consistent financial information at least within an industry.  Materiality and reducing disclosures 
continue to be discussed, with one idea being to limit the disclosures in the financial report to 
summaries, with detailed tables and reconciliations on the organisation’s website. 

For standard setting to remain relevant it must move with the times and embrace the digital 

revolution.  Financial communication has to be viewed wholistically as a package that includes the 

financial report, information on the entity’s website, regulatory filings and investor briefings.  The 

IASB has many challenges ahead in working with the investor community to find solutions. 

ASIC’s target areas for accounts surveillance 

ASIC’s target areas for 31 December 2016 reflect many of the issues outlined above and in our 2015 

Review.  Their surveillance will be looking at how companies are dealing with new developments, 

such as enhanced audit reporting and Key Audit Matters and disclosures relating to the expected 

impact of new financial reporting standards that are not yet operative, and also at materiality 

decisions and accounting policy choices.  ASIC continues to target areas that we find lie at the heart 

of auditor litigation and shareholder class actions, namely asset values and impairment, the 

application of the control criteria in consolidation and revenue recognition. 


