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The Secretary, Parliamentary Joint Committee on Corporations and Financial Services

Suite SG.64

Parliament House

Canberra ACT 2600

17 November 2003

Dear Sir

CLERP (Audit Reform & Corporate Disclosure) Bill

We welcome the opportunity to present our views on the draft CLERP (Audit Reform & Corporate Disclosure) Bill which was issued in October 2003.

We provided detailed commentary on the CLERP 9 white paper issued last year which set out proposals for the reform. We note that the white paper promoted, and the intention behind the draft legislation was to implement, principles-based legislation, which would set the foundations for audit reform and corporate disclosure.  This was in contrast to drafting a number of legislative rules, which (as has been shown in other countries) can be circumvented and so would not achieve the objectives of reform.

However, we believe there are areas of the draft legislation where this intention has not been achieved and that the resultant rules will have adverse impacts on Australian business and Australia’s international standing.

PricewaterhouseCoopers contributed, together with other major accountancy firms and others, to a detailed review of the draft CLERP (Audit Reform & Corporate Disclosure) Bill.  The results of this review were submitted to Treasury by The Institute of Chartered Accountants and CPA Australia on 10 November.  We would like to draw your attention to a few of the key issues raised in that submission, in particular the issues surrounding the current drafting of some of the auditor independence proposals, the matter of making auditing standards legal instruments and the role of the Financial Reporting Panel.

Auditor independence proposals

The combined impact of the specific auditor independence proposals in the draft Bill are of serious concern.  We strongly support means to promote the independence of our profession and support the objectives of introducing specific issues into legislation.  However, we believe the proposals as currently drafted would have serious consequences on the ability of audit firms to operate and to recruit staff of quality to undertake audit work.  We have spent considerable time working with other accounting firms and our professional bodies to produce a detailed response to the issues arising from the drafting of the reforms.  Pages 33 to 76 of that response sets out in detail our concerns with wording of the independence proposals.
Restrictions on appointments as directors or company officers

The draft Bill proposes that no more than one former partner of an audit firm may join a company as director or officer if that company is audited by his/her former firm.  There is no time limit on this restriction, and the definition of ‘company’ covers any subsidiary of the company (however small and wherever located internationally).  There is also a proposal to require certain individuals to wait for a period of four years prior to joining a company which was an audit client of their former audit firm.

Companies require the financial and business skills gained through the training and experience provided by audit firms and hence audit firms are an invaluable ‘talent pool’ for Australian business.  This proposal will not only cut off this resource from Australian business, it will also hinder companies in their choice of auditor.  

We strongly urge that the ‘multiple partner’ proposal be deleted to prevent the severe consequences it would bring. The proposal has not been considered useful in any other major capital market which has recently been working on reforms, for example the USA or UK.  In addition, we recommend that the ‘cooling off’ period should be a maximum of two years, in line with the longest period set out in other major capital markets (although we note that the US period is one year).  

Auditing standards

The auditing profession follows auditing standards which are harmonised with the International Standards of Auditing.  These international standards are developed with input from all countries, including the US and Australia, and in liaison with the International Organisation of Securities Commission Offices (of which ASIC is a member).  The resultant auditing standards are written as requirements and guidance for auditors and relate mainly to behaviour and professional judgement, in contrast to accounting standards (which are disallowable instruments at present) which relate to factual measurement and presentation of amounts in financial statements. Matters of behaviour and professional judgement are difficult to put into legislative language and to make standards disallowable instruments in Australia would require substantial rewriting of the international standards.  

The Australian Auditing and Assurance Standards Board has a policy, supported by the Government, of adopting international standards with minimal if any change.  This policy will be unworkable should auditing standards in Australia need to be rewritten as disallowable instruments.  This would in turn put Australia at a disadvantage to other countries and impact on the attractiveness of Australia as a destination for overseas accountants.

More importantly, we believe, it could potentially change the quality of audits in Australia, from those where highly trained personnel apply professional judgement, scepticism and challenge to the figures presented by companies, to those which take a mechanical approach simply seeking protection against any spurious legal action.

We support the initiative of giving the force of law to auditing standards and believe this would work appropriately by legislation simply requiring compliance with auditing standards, without providing that they be disallowable instruments.  We note that this is the position in Canada.

Financial Reporting Panel

We strongly welcome the introduction of a Financial Reporting Panel and recommend that it is clear within the legislation, that this Panel is within the ambit of the Financial Reporting Council, as the Australian Accounting Standards Board is at present, and the Auditing and Assurance Standards Board will be on implementation of the draft Bill.

Other proposals

We attach a copy of the detailed review, submitted to Treasury by The Institute of Chartered Accountants and CPA Australia, which sets out matters identified with the drafting of the Bill.  We will be happy to discuss any of the issues highlighted.

Yours faithfully

Tony Harrington



Rob Ward


Chief Executive



Managing Partner
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Liability is limited by the Accountant's Scheme under the Professional Standards Act 1994 (NSW)
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