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1.

1.1

Executive Summary

Background

The Accounting Professional and Ethical Standardar® (APESB) issued APES 110
Code of Ethics for Professional AccountamsJune 2006 with an effective date of 01
July 2006. The exposure period for this standaad Vimited due to the necessity of
introducing this standard by 01 July 2006 to bdine with the force of law auditing
standards issued by the Auditing and Assuranced&tda Board (AUASB).

1.2.

Reason for this report

In accordance with the constitution of the APESBed@ew needs to be performed six
months after an issue of a new standard. Thisrrgpesents a review of the issues
identified and a proposed course of action to axidtieem.

1.3.

Issues identified

The issues identified since issue of the standa&dammarised below:
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Use of footnoting of the code to identify the cepending reference/section in
the Corporations Act

Use of terminology “Financial Statement Audit Clien

Use of terminology “Financial Statement” ratherrtfi&inancial Report”.
Communication between an audit firm and the aumitmittee

The International Ethics Standards Board for Actants (IESBA) has issued an
exposure draft of Section 290 (and proposed newid®e291)of the code which
now incorporates a definition of a network firm.

Lack of statement of conformity with the applicabiéernational Standard

Use of terminology “Professional Services” rathkart “Public Accountancy
Services”.

Formatting error of heading in paragraph 290.17thefcode

The development of guidance notes for mattersingldab issues included in the
previous joint code of conduct but not includedhia new code.

10 Development of a new standard for the previous é€Bgibnal Statement F 2:

Prospectus and reports on Profit Forecasts



1.4.

Summary of Recommendations

The following is a list of the recommendations enéd in the main report. It is
recommended that:

1.

Issues raised in respect of cross referentiegGode to the€Corporations Act,
either by members, firms or regulatory bodies benitooed and to revisit this
issue during the 12 month review of the Code.

. The terminology be updated later in the year alaith the revision of Section

290 and 291.

As the term Financial Report is defined in the AUBA§lossary and is broadly
consistent with the definition of financial statemtsein the code no further action
is required.

Due to the proposed international changes to thdeCibis no longer appropriate
to limit the communication with the audit committeefinancial statement audit
clients. Thus no further action is proposed is tieigard.

The APESB issues an exposure draft in respecteofefised S.290 issued by the
IESBA in June 2006 and invite comments, to evaltiaeneed to issue Australian
guidance on what business and operating arrangerbetween firms would be
considered to be a network.

In the next version of APES 110 include a Stateroéebnformity with the IFAC
Code of Ethics for Professional Accountants

APESB Board to consider whether the wording eh@bove is appropriate and
consider amending the definition of Professionaliges in the next revision of
the Code.

Amend the formatting error in the header of S.280the next issue of the
standard.

A summary of issues that require further guidandebe& provided to the APESB
by the ICAA.

10.In terms of Professional Statement F ZProspectus and reports on Profit

Forecaststhe need for a new standard addressing thesesissage been
recognized and it has been added to the APESB prodram.



2.1

2.2

1. Review of Implementation Issues

Draft footnoting of the code to identify the correponding reference/section
in the Corporations Act.
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At the time of issuing the standard the APESB aiergid the need to footnote
the code to identify the corresponding referenoise to theCorporations Act
However, it was expected that stakeholders will m@nt on this issue and the
Board decided to revisit this issue in the future.

Analysis of theissue

As the code currently stands, no cross referenaes been provided against the
Corporations Act ASIC has raised a few issues in respect of starsty of
terminology between the code and tlmrporations Act However, the
examples given to date are not significant. Preslpthe RDG Independent
Task Force also has noted this as a potential.issue

During the post implementation period, membershef ICAA has not raised
any concerns or requested a mechanism to crosemete the code with the

Corporations Act.

| mpacted Stakeholders

Professional Accountants, Auditors and regulatargiés

Recommendation

It is recommended that issues raised in this corgxer by members, firms or
regulatory bodies be monitored and to revisit iksue during the 12 month
review of the Code.

Use of terminology “Financial Statement AudiClient”
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The Board has been advised that the Internatiottat$€ Standards Board for
Accountants (IESBA) is considering a change in uke of this terminology,
and resolved to monitor this issue with a viewdoansidering it in the future,
for possible adoption in APES 110.



2.3

Analysis of the issue

In the redraft of Section 290 and 291, the IESBA removed the definition of
the term “Financial Statement audit client” and duded a definition of
“audit client”. Thus the IESBA appear to have edtird the code in such a way
that there is no longer the need to distinguishvbeh a “Financial Statement
audit client” and another form of “audit client”.

Stakeholders

Auditors and professional accountants.

Recommendation

It is recommended that this terminology be upddtgdr in the year when
Section.290 & 291 of the Code is being revised.

Use of terminology “Financial Statement” rathe than “Financial Report”.
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The Board had resolved to use the terminology ffaial statement” because it
was a term defined in the IFAC Code, rather thaa tdrm used in the
Australian auditing standards, “financial reportthich was undefined. The
Board also resolved to reconsider this issue atuad time.

Analysis of the issue

The code (APES 110) defines “Financial Statemesfodows:

“The balance sheets, income statements or profit lass accounts, statements
of changes in financial position (which may be préed in a variety of ways,
for example, as a statement of cash flows or aestant of fund flows), notes
and other statements and explanatory material wlaoh identified as being
part of the financial statements”



2.4

The AUASB Glossary does have a definition and finges “Financial Report”
as follows:

“ Means a structured representation of the finamciaformation, which
ordinarily includes accompanying notes, derivedriraccounting records and
intended to communicate an entity’s economic resgsiror obligations at a
point in time or the changes therein for a periddime in accordance with a
financial framework. The term may refer to a coetglfinancial report, but in
some jurisdictions, it may also refer to a singte@fncial statement, for example,
a balance sheet, or a statement of revenues an@negp, and related
explanatory notes. The requirements of the findnogporting framework
determine the form and the content of the finan@pbrt and what constitutes a
complete financial report. A financial report, defined under sections 295 and
303 of the Corporations Act 2001 and Accountingn8ard AASB 101
Presentation of Financial statements, consistsimdnicial statements for the
year and half year respectively, notes to the fomnstatements and the
director’s declaration about the statements andribtes”.

The AUASB definition is broader and incorporateg ttequirements of the
Corporations Actas well. However, on an overall basis the defing are not
inconsistent with each other.

Stakeholders

Auditors and professional accountants.

Recommendation

As the term “Financial Report” has been definedhe AUASB Glossary and
the definition is consistent with the definition @inancial Statement” in the
code, no further action is proposed in respedhigfissue.

Communication between an audit firm and the audit ommittee
| ssue

Deloitte submission on the exposure draft recomménthat S.290.29 be
amended to make it clear that the obligation to rooimicate with the audit
committee under th€orporations Actand the code rests solely when a firm
conducts financial statement audits engagemernlistefl companies, registered
schemes and disclosing entities.



2.5

Analysis of issue

S.290.29 states that audit committees can have ngporiant corporate
governance role and that there should be regulamumication between the
audit committee and the firm performing the audierregarding relationships
and other matters that might have a bearing onpielgigence. The Australian
guidance then expands it to include disclosingtiestand registered schemes.

Based on discussions held by the APESB with Delottie issue raised in the
submission is to limit the communication with thedd committee in respect of
Financial Statement Audits of listed clients, disthg entities and registered
schemes.

The proposal to limit the communication to finah@ttement audits of listed
clients is not appropriate, as in certain instarsseaudit firm will conduct audit
engagements for listed clients which are not fit@nstatement audits. For
example audits of specific items in the financiatements which may require
sign off for a regulatory purpose or an audit @éinal controls.

Further, based on the new developments of Sectfih &hd Section 291
(discussed in issue 2.2) whereby the new propose@ only defines audit
clients the proposed limitation may no longer bprapriate.

Stakeholders

Professional Accounting firms and audit clients.

Recommendation

Based on the discussion above no further actipnojgosed in this regard.

The International Ethics Standards Board for Accourtants (IESBA) has
re-issued Section 290 of the code which now inconmdes a definition of a
network firm.

Issue

Section 290 of th€ode of Ethics for Professional Accountamas revised by
the IESBA in July 2006. The main change is thdusion of paragraphs S.
290.14 to S. 290.26 which defines and explains wiwatld be considered to be
networks and network firms. In line with this tdefinitions of a network and



network firms have also been amended. The efiectiate of the revised
standard is for reports dated on or after Decer8he2008.

Analysis of issue

In respect of assurance engagements, it is imger#tat the firm performing
the assurance role and when applicable networksfiime independent of the
assurance client. A network is defined as a lasgrercture that is aimed at co-
operation and has one or more of the following eletst

. Profit or cost sharing

. Shares common ownership

. Shares control or management

. Common quality control policies and procedures
. Common business strategy

. Use of common brand name

. Use of a significant part of professional resources

Professional accounting firms who perform assuragiegagements and that
have business/operating agreements or referralonkeswyith other firms will
need to evaluate the requirements of this standaddevaluate whether they
will be deemed to be in a network. If the answeeaffirmative then prior to
accepting an assurance engagement the firm wild neeensure that the
network of firms is independent of the prospectigsurance client.

Stakeholders

Professional Accounting firms who are operatingainetwork or who may be
deemed to be operating in a network under the goaeissued by the new
standard.

Recommendation

The Board needs to consider the following actiemit

1. Issue an exposure draft in respect of the revis280Sof the code and invite
comments and then issue a revised version latbeigear.

There is a necessity to issue this guidance as a®@ossible as firms will need
to review their business arrangements to determinether they operate in a
“network” and then introduce appropriate processesheck whether there are
independence issues prior to accepting an assuclane



The most appropriate course of action to follow iddoe to issue an exposure
draft and invite comments, to evaluate the needdioe Australian guidance on
what business or operating arrangements betwems firould deem them to be
operating in a network.

2.6 Statement of conformity with the applicable Interngional Standard

2.7
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APES 110 does not currently have a statement dbowiity with its equivalent
issued by the IESBA.

Analysis of issue

As a matter of best practice APES 110 should hageraparison paragraph
comparing it to the international code.

Stakeholders

Professional Accountants.

Recommendation

It is recommended that the next revision of thed&ad incorporate a paragraph
which compares APES 110 with th€ode of Ethics for Professional
Accountantsssued by the IESBA.

Use of terminology “Professional Services” raer than “Public
Accountancy Services”

Issue

The code has a definition of “professional servioghich is from the IFAC
code. The ICAA defines a concept of “Public Acctaunty Services”. There
are subtle differences and the ICAA has proposed pierhaps the code’s
definition can be expanded by the addition of wadsh as “and other services
as identified by a professional body that adoptesl tode as applicable to its
members”.



Analysis of issue

Professional services are defined in the codedarfdliowing manner:

Services requiring accountancy or related skillsfpened by a professional
accountant including accounting, auditing, taxatiananagement consulting
and financial management services

ICAA defines Public Accountancy Services as follows

Means accounting, auditing, management consultitaxation, financial
management and insolvency services as the Board froay time to time
determine to be “public accountancy services”

Each of the professional bodies will have a ddbnitthat will be broadly
similar to the definition included in the IFAC cadén order to ensure member
compliance in the next revision of the code theinitgdn of Professional
Services could be extended to include wording aghand other services as
identified by a professional body that has adoptesl code as applicable to its
members”.

Stakeholders
APESB and Members of the professional accountirtigso

Recommendation

APES Board to consider whether the wording noteavalis appropriate and
consider amending the definition of Professionali8es in the next revision of
the Code.



2.8

2.9

Formatting error of heading in paragraph 290.70 of the code
Issue
The heading of paragraph 290.170 is in bold whshauld be in italics.

Analysis of issue

No analysis requires as it is a formatting error.
Stakeholders
APESB

Recommendation

To be amended in the next version of the standard.

Other Matters

Detailed below are other matters that need to bieesded. These issues do not
directly impact on APES 110, however, for complesnis presented in this
review.

Issue Proposed resolution
Issues included in the previous| Paul Meredith, Manager
Joint Code of Professional Professional Standards, ICAA, will

Conduct such as advertising andrepare a paper covering the issues
practice names now not in the | and present it to the APESB for
current Code of Ethics for consideration.

Professional Accountants require
further guidance

Professional Statement F2 : The development of a standard in
Prospectus and reports on Profitthis regard has been included in the
Forecasts work program of the APESB.




