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Item 5a
[bookmark: _Hlk63937345]3 June 2021
PARLIAMENTARY INQUIRY
DESCRIPTION
The Government has not yet responded to the recommendations of the PJC Inquiry into the Regulation of Auditing in Australia.
Whilst awaiting that response, the FRC, ASIC, AASB, AUASB and APESB have been meeting and liaising on preparations should certain recommendations be accepted by the Government.
Those recommendations include the following which are the responsibility of the FRC:
that the FRC, in partnership with ASIC, oversee consultation, development and introduction under Australian standards of
defined categories and associated fee disclosure requirements in relation to audit and non-audit services; and
a list of non-audit services that audit firms are explicitly prohibited from providing to an audited entity.
that the FRC oversee the revision and implementation of Australian standards to require audited entities to disclose auditor tenure in annual financial reports. Such disclosure should include both the length of tenure of the entity’s external auditor, and of the lead audit partner.
that the FRC oversee a formal review of the sufficiency and effectiveness of reporting requirements under the Australian standards to
the prevention and detection of fraud; and
management’s assessment of going concern.
Refer to Attachment 1 for status of preparation for each of these.
In addition to the above the FRC continues to monitor developments with respect to the ‘Summary of Initial Recommendations Pending Inquiry Outcomes’ included in the FRC’s submission to the PJC inquiry. See Attachment 2 in particular, it was agreed that this meeting should discuss recommendation 4 regarding the decline in Registered Company Auditors.

	action
Bill Edge to report. 
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Attachment 1

Status of PJC recommendations which are the responsibility of the FRC

	
	Recommendation
	Status

	3.
	The committee recommends that the Financial Reporting Council, in partnership with ASIC, by the end of the 2020–21 financial year, oversee consultation, development and introduction under Australian standards of: 
· defined categories and associated fee disclosure requirements in relation to audit and non-audit services; and 
· a list of non-audit services that audit firms are explicitly prohibited from providing to an audited entity. 

	In progress. 
· The APESB and AASB are working together on the defined categories and fee disclosure requirements. 
· The International Ethics Standards Board has recently released revisions to the code in relation to prohibited non-audit services. The APESB have approved an exposure draft which will be issued in the coming weeks in Australia. 

	6.
	The committee recommends that the Financial Reporting Council, by the end of the 2020–21 financial year, oversee the revision and implementation of Australian standards to require audited entities to disclose auditor tenure in annual financial reports. Such disclosure should include both the length of tenure of the entity's external auditor, and of the lead audit partner. 
	In progress. ASIC, the AASB, AUASB and AICD have been discussing:
· which entities should be required to disclose this, and
· where this disclosure should be reside ie. directors’ report, financial statements or auditor’s report. 
The preference is in the directors’ report and further work is progressing on which entities and how to legislate this. The AICD is undertaking further work on how to give effect to this in the absence of a legislative requirement.

	8.
	The committee recommends that the Financial Reporting Council oversee a formal review, to report by the end of the 2020–21 financial year, of the sufficiency and effectiveness of reporting requirements under the Australian standards in relation to: 
· the prevention and detection of fraud; and 
· management's assessment of going concern. 

	In progress:
· The AASB and AUASB adopt standards issued by the International Accounting Standards Board (IASB) and the International Audit and Assurance Standards Board (IAASB) and therefore are monitoring international developments.   
· The IAASB have commenced projects to consider the current auditing standards for fraud and going concern. However these are unlikely to be completed until at least 2024. 
· Whilst the IAASB and the AASB have raised going concern with the IASB previously, they have not agreed to commence a project to look at the financial statement disclosure requirements. The AASB are preparing a thought leadership paper on going concern disclosure requirements and how they may be enhanced with the intention to share this with the IASB.
· Fraud is not a project being considered by the IASB.
· The international progress is slow and the AASB and the AUASB may need to consider moving ahead of international if the Australian government accept this recommendation with an implementation date sooner than can be achieved by waiting for international developments.
· This will be monitored going forward. 




Attachment 2
Summary of Initial Recommendations Pending Inquiry Outcomes
Recommendation 1
0. PJC to support collective action by all stakeholders in the financial reporting system as key to improving audit quality.
Recommendation 2
0. PJC to make recommendations for any legislative change subject to commissioning of appropriate research/evidence collation regarding costs/benefits and unintended consequences, and to delegate to the FRC the role to oversee such research.
Recommendation 3
0. PJC to support the FRC, AASB and AUASB in continuing to obtain evidence regarding the need for mandatory accounting and auditing requirements relating to Extended External Reporting. 
Recommendation 4
0. PJC to support further examination by ASIC of the reasons and impact of the reduction in the number of Registered Company Auditors (RCAs). 
Recommendation 5
0. PJC to support the FRC in requesting the three Professional Accounting bodies collaborate with each other and with ASIC to enable sharing of best practices of audit inspection programs.
Recommendation 6
0. PJC to support the FRC’s Auditor Disciplinary Processes: Review recommendations which were agreed by the Government.
Recommendation 7
0. PJC to support the Government giving ASIC power to undertake surveillance of the financial reports of Regulated Superannuation Entities (RSEs) and to inspect the audits of those reports.
Recommendation 8
0. PJC to support:
· lodging of financial reports with ASIC in a digital format; and
· access to financial reports lodged with ASIC being free of charge to the FRC, AASB and AUASB.
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