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Accounting and Auditing Update, News, Information and QAO Views
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about

INFOXRIVI provides information on emerging issues with an
emphasis on those relevant to the public sector and QAQ’s perspectives
on these issues. INTIF@OIRIVI also provides information on new
and revised accounting and auditing pronouncements and changes to
the Corporations Law.

If you have a particular topic which you would like addressed in this
publication, please contact the Audit Policy and Reporting Section of
QAO and we will attempt, wherever possible, to meet your request.

We may be contacted on our email address —

apr@qao.qgld.gov.au

CIRCULATION sLip

Please circulate this publication
to other members of your team.

PISNIESCHEDIVIE
magazine
Issue 12 — November 2003



s
T
—
T
¥
S
=
S
<
a
—
~
7
=
L
=
<}
E
=
o
"
—
[T
[T
=

A Message, fiiom, the,
@fifiice; off the,

Queensland Auditoi-Genexal

| am pleased to provide Issue 12 of INFORM for your reference. As you are aware,
this magazine has been developed to provide you with information on emerging
issues with an emphasis on those issues relevant to the public sector.

Since the last issue of Inform, | have tabled six Audit Reports in Parliament,
details of which are included in the following pages. | commend these reports

to you as a source of identifying improvement opportunities and areas of better
practice in the Queensland public sector. QAO’s Annual Report for 2003 has also
been tabled in Parliament.

The adoption of International Financial Reporting Standards in January 2005 is
an ongoing issue for the sector, particularly the potential impacts on accounting
information required and the systems that produce this information. | have
reported to Parliament on this issue several times and in this issue of INFORM, |
provide a further update on QAO‘s work in this area. | urge all entities to continue
to give significant consideration to this matter.

| have recently approved a Checklist to assist senior management and financial
statement preparers to discharge their responsibilities by providing guidance
and considerations before signing their entity’s financial statements. The
Checklist is a value-added publication which is aimed at assisting users in
identifying the major issues that are likely to arise in the process of finalising the
entity’s financial statements and have them certified by the QAO. Details of this
publication and other new QAO publications can be found in the “QAO Update”
section of this magazine.

As a means of improving the general understanding of my audit opinions, | have
initiated the use of plain English principles in my independent audit reports. All
independent audit reports are being progressively amended having regard to the
Guidance Note released by the Auditing and Assurance Standards Board (AuASB)
Improving Communication between Auditors and Shareholders on 24 July 2003.
The revised independent audit reports explain in clearer language and in greater
detail, the respective responsibilities of management and the auditor as well as
the role, scope and nature of an independent audit of an entity’s financial report.

At the Queensland Audit Office (QAO) our vision is excellence in enhancing public
sector accountability and performance and our purpose is to provide quality audit
services that make a difference to public sector accountability and governance for
the Parliament and the people of Queensland.

These are objectives that | and the staff at QAO are committed to and | trust that
this issue of INFORM will help us all to be successful in this area.

f

L J SCANLAN

Auditor-General of Queensland
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QAO Update

Auditor-General’s Report to Parliament No. 1 for 2003-04

The first report for 2003-04 tabled in Parliament on

25 September 2003 included the results of audits generally
completed as at 31 July 2003 for the 2001-02 financial year.
The Report included —

¢ unfinalised financial statement audits for 2001-02 as at
31 July 2003;

e details of the modified audit opinions issued in the
period 1 May 2003 to 31 July 2003; and

e audit findings across selected Ministerial portfolios.

The Report also contained the results of the following
reviews that are considered to have cross sector
implications —

¢ review of performance incentive payments; and

e review of remuneration paid to part-time chairs and
members of Government boards and committees.

In addition, the Report provided information on the current
and emerging issue of Public Private Partnerships (PPP).

QAO Annual Report 2003

QAOQ’s Annual Report

2003 entitled Excellence
Making a Difference in

Public Sector Accountability

was tabled in Parliament

on 22 October 2003

and incorporates QAQO’s

achievements against the

objectives set out in QAQ’s

Strategic Plan 2002-2006.

Auditor-General’s Report
to Parliament No. 10 for

2002-03
LEENR IR

This Report represented the
last in the 2002-03 series of
Auditor-General’s Reports
to Parliament and was tabled in Parliament on 30 June 2003.
Itincluded —
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e comment on matters of significance arising from the
audits of public sector entities between 1 March and
30 April;

e the results of audits of Universities and Grammar
Schools for the financial year ended 31 December 2002;
and

e general matters arising from the interim audits of public
sector entities for the 2002-03 financial year including
poor computer access controls.

The Report also contains the results of the following reviews
that are considered to have cross sector implications,
being —

e internal audit and audit committee frameworks;

3

® management’s assessment of fraud control risks and
associated plans and procedures;

e policies for the management of Queensland Government
Intellectual Property rights; and

e reportable gifts.
Auditor-General’s Report to Parliament No. 9 for 2002-03

This Report was tabled in Parliament on 13 June 2003 and
contains the results as at 30 April 2003 of the audits of the
17 Island Councils and their 2 controlled entities for the year
ended 30 June 2002.

Common findings identified by audit and commented upon
in detail in the Report include governance weaknesses,
grant management deficiencies, high level of debts owed
to Councils, inadequate management of enterprises,

lack of internal control, timeliness and public availability
of financial statements, and inconsistencies in elected
Members benefits paid.

Auditor-General’s Report to Parliament No. 8 for 2002-03

This Report contains the results as at 30 April 2003 of the
audits of the 15 Aboriginal Councils and their 12 controlled
entities for the year ended 30 June 2002, and was tabled in
Parliament on 10 June 2003.

Common findings for Aboriginal Councils identified by

audit and commented upon in detail in the Report include
cash and grants management deficiencies, high level of
debtors and debts owed by Councillors, bank and post office
agency losses, inadequate control of enterprises, delayed
finalisation of financial statements, anomalies in payment
of Community development employment projects and
inconsistencies in elected Members Benefits paid.

Auditor-General’s Report to Parliament No. 7 for 2002-03

This Audit Report, tabled in Parliament on 14 May 2003,
contains a number of residual issues from the 2001-02
financial year as at 28 February 2003. The key purpose of
this Report was to provide an update of financial statement
audits for those entities with balance dates in the period
1July 2001 to 30 June 2002, which were outstanding when
previously reported in Audit Report No. 4. At the time of
issue of the Report, 95 per cent of the entities required to
produce financial statements for balance dates within this
period had been completed.

In addition, the Report contains reference to a number of
issues in relation to commercial activities, specifically —

e issue of dividends by Energex Limited;

e |oss on Shengzhou Investment by Queensland Power
Trading Corporation;

¢ financial reporting and governance issues for the World
Firefighters Games; and

e going concern issues for DSTC Pty Ltd, the Queensland
Manufacturing Institute Trust and QMI Solutions Limited.

Also included were the results of QAO’s review of insurance
coverage of public sector entities following the collapse

of the HIH Group, the results of the review of performance
incentive payments, and commentary on auditor
independence.
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Auditor-General’s Report to Parliament No. 6 for 2002-03

Audit Report No. 6 contains the results of audits of Local
Governments, their controlled entities and joint Local
Governments for the 2001-02 financial year and was tabled
in Parliament on 26 March 2003.

In addition to the overall audit results, the Report provided
information on current and emerging issues for Local
Governments such as —

e simplification of the financial reporting process;
¢ land under roads;

® revenue recognition;

e employee benefits;

® non-current asset issues; and

e public and private partnerships.

Plain English Independent Audit Reports

As a means of improving the general understanding of
audit opinions, the Auditor-General has initiated the use
of plain English principles in independent audit reports
issued by QAO. All independent audit reports are being
progressively amended having regard to the Guidance Note
released by the Auditing and Assurance Standards Board
(AuASB) Improving Communication between Auditors and
Shareholders on 24 July 2003. The revised independent
audit reports explain in clearer language and in greater
detail, the respective responsibilities of management and
the auditor as well as the role, scope and nature of an
independent audit of an entity’s financial report.

Matters Relating to Electronic Presentation of Audited
Financial Statements

Where entities intend to place audited financial statements
on their website or distribute them via other electronic
media including CD Rom, an additional paragraph will be
included in the independent audit report. This paragraph
will reflect the uncertainty in relation to the security of an
entity’s website and the potential misuse of any signatures
included on the website. In this regard it is QAO policy

that the signature of the Auditor-General or the delegated
officer will not be included on the electronic version of the
audited financial statements. Public sector entities should
ensure that the above requirements are met prior to placing
audited financial statements on their website. If users of
the financial statements are concerned with the inherent
risks arising from electronic data communications they are
advised to refer to the hard copy of the audited financial
statements to confirm the information included in the
audited financial statements presented on the web site.

Section 97(1) of the
Financial Administration
and Audit Act 1977 requires
the Auditor-General to
prepare a Report to the
Legislative Assembly
setting out the general
standards that will be
applied to or are proposed
to be applied to audits
conducted by QAO and by
QAOQ’s contract auditors.
The report includes an
indication of the extent to
which the Standards are in
accordance with Australian
Auditing Standards issued
by relevant professional bodies.

QAD

Auditing
Standards

There has been an enhanced awareness and expectation

of the role of audit in the public sector, due to increased
attention on public sector governance and risk management.
There is also an increased level of interaction by audit with
senior management of client organisations and with the
private sector; demand for further services from audit clients
such as probity audits, by-arrangement audits and special
investigations; and requests for reviews from Governments,
Oppositions, the Parliament and Parliamentary Committees.

Due to considerable change occurring within the auditing
profession and the QAO, the QAO Auditing Standards have
been amended to reflect these changes.

On 25 September 2003, the QAO Auditing Standards

was provided to the Speaker for tabling in the Legislative
Assembly. Electronic copies of the QAO Auditing Standards
are available on the QAO website at www.qgao.qgld.gov.au

The Australian Accounting Standards Board released AASB
1028 Employee Benefts in June 2001, replacing AAS 30
Accounting for Employee Entitlements. This standard applies
to all reporting entities preparing general purpose financial
reports for annual reporting periods beginning on or after 1
July 2002.

The application of this standard has raised a number of
issues for preparers and auditors of financial statements.

In order to assist staff and clients to gain an understanding
and appreciation of the requirements and concepts of
AASB 1028 Employee Benefts and the considerations which
should be taken into account in the audit process in respect
of employee benefits, a QAO Guide to AASB 1028 Employee
Benefits has been prepared. The guide should be read in
conjunction with the Standard and not as a substitute for it
and is available from the QAO website at www.qao.qgld.gov.au

PISNDESCOERIIVIE
magazine
Issue 12 — November 2003



QAO recently developed a Checklist to assist financial
statement preparers, CEOs, Boards, Accountable

Officers and Audit Committees of public sector entities

to discharge their responsibilities by providing guidance
and considerations before signing their entity’s financial
statements. The Checklist is a value-added publication
which is aimed at assisting users in identifying the major
issues that are likely to arise in the process of finalising the
entity’s financial statements and have them certified by the
Auditor-General or delegate.

Within each section there are a number of consider
points and users should have regard to each point. Any
concerns about particular issues
identified should be pursued
and where appropriate, further
investigation should be
performed by management
to mitigate those concerns
before financial statements
are certified. Significant
issues identified through
the use of the checklist,
should be included in the
management representation
letter to QAO. The provision
of the management
representation letter is now
a mandatory requirement
before the certification of
the financial statements
by the Auditor-General or delegate. A
proforma copy of the management representation letter
can be provided by your local QAO auditor and should be
tailored to reflect the requirements of individual entities.

The checklist is available from the QAO website at
www.qao.qld.gov.au

Following discussions within QAO and with staff of the
Australian Accounting Standards Board, the sections of
the Better Practice Guidelines in relation to Infrastructure
assets were amended in July 2003. These amendments were
made following advice from the AASB that the Brownfield
approach, where some of the initial costs of assets are
expensed on completion of construction, does not comply
with the requirements of current accounting standards.
These costs should be initially capitalised as a separate
component of the asset where the component would be
material.

The revised Better Practice Guidelines for Non Current Assets
are available from the QAO website at www.gao.qld.gov.au

Neil Jackson, Assistant
Auditor-General (Group D) has

been appointed as Australia’s
representative to an international
committee drafting a new accounting
standard. Mr Jackson’s task with the International
Federation of Accountants (IFAC) is to help create a standard
on non-exchange revenues for public sector agencies.

There are already international standards for exchange
revenues, but a significant amount of transactions with the
public sector are non-exchange. The role of the committee
is to try to put some accounting instructions around these
transactions.

The IFAC committee comprises representatives of 10
countries, including China, America, Sweden and the Czech
Republic, as well as the Fédération des Experts Comptable
Européen. IFAC’s objective is to develop standards
specifically for the public sector that are consistent with
IASB standards, and that can be used as a basis for
countries’ own standards.

Source - CPA News (November 2003).

What’s New in Accounting?

In the April 2003 edition of INFORM 11 reference was
made to the fast approaching deadline for all Australian
reporting entities to adopt
International Financial
Reporting Standards (IFRS)
by 1 January 2005. The
requirements to report
under IFRS will affect all
reporting entities under
the Corporations Act 2001,
both listed and unlisted
entities, private and public
sector entities.

In adopting the IASB’s
standards, the AASB’s
overall approach will be

to adopt the content and
wording of IASB standards.
Words will only be changed
where there is a need to accommodate the Australian
legislative environment. An example is the need to include
an Australian application paragraph that mentions the
Corporations Act.
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Notwithstanding the for-profit nature of some public sector
entities, as part of the convergence process the AASB may
include additional text or requirements in some standards
to address specific not-for-profit accounting issues, which
will apply to public sector entities. To ensure a smooth
transition process for the deadline of January 2005, public
sector entities must be equipped to produce reliable and
transparent corporate information under the new regime.

Options and Additional Disclosures

The AASB is aiming for the highest quality financial
reporting in adopting IASB standards. To this end, subject
to due process, the AASB may permit only one of a number
of options available in IASB standards. In addition, the
AASB may require additional disclosures, particularly where
these are already required under existing AASB standards.
Removal of options and additional disclosure requirements
will not impact on the capacity of an Australian entity to
achieve compliance with IASB standards.

Additional Guidance

In some cases, existing AASB standards contain helpful
commentary that is not included in the equivalent IASB
standards. The AASB will retain this commentary as
guidance that is not part of the standards where it is
considered to be of benefit to users of AASB standards
and provided it does not contradict the content of AASB
equivalents of the IASB standards. Such guidance may,
for example, deal with situations that are commonly
encountered in the Australian environment but which are
not catered for in the IASB standards.

Prohibition on Early Adoption

The Board decided to prohibit early adoption of the

AASB equivalents of IASB standards either in full or on

a piecemeal basis. The key reason for this view is the
potential adverse impact on users of financial reports if
different entities were to prepare reports using different
sets of Standards in the same reporting period. The Board
considered it to be important to maintain comparability
between the financial reports of Australian reporting
entities.

Source - AASB plans for adopting IASB standards by 2005 (27 October 2003).

The International Accounting Standards Board has issued
IFRS 1 First Time Adoption of International Financial
Reporting Standards. IFRS 1 provides transitional provisions
that will apply when an entity first adopts IFRS. The AASB
has not yet issued a converged AASB standard equivalent
to IFRS 1 due to the legal environment in Australia, whereby
AASB standards will be invalidated unless they are issued
concurrently. In line with the AASB’s strategies, it is
expected that the AASB will issue an equivalent AASB
standard by 31 March 2004 to be effective for financial
periods beginning on or after 1 January 200s5.

h

Source - Centre for Professional Develop (N
Pronouncements, page 1.

2003) New Accounting Standards and

QAO recognises the challenges and complexities associated
with the transition to IFRS and will continue to provide
assistance to public sector agencies wherever possible to
ensure a successful transition. Since the recommendations
in Audit Report No. 7 for 2002-03 were made, a number of
proactive measures have been implemented to guide and
assist agencies in preparing for their transition to IFRS.

IFRS Workgroup

An IFRS Workgroup was established within QAO in June 2003
to liaise with QAO staff and where appropriate, QAO clients,
to monitor progress of IFRS convergence with Australian
accounting standards.

The Workgroup will continue to communicate and monitor
developments in international standards by commenting
on significant exposure drafts affecting the public sector as
they are issued by the AASB. To date, QAO has commented
on seven exposure drafts and the comments can be
accessed via the QAO website at www.qao.qld.gov.au. QAQ
also continues to disseminate information to staff and
clients through coordinating training sessions, information
sessions and publications such as INFORM and Reports to
Parliament.

Client information sessions covering IFRS matters are
planned for December 2003 and the first half of 2004.

Cross-Sector Review of Agencies’ Preparedness for
Transition to IFRS

As reported in Audit Report No. 7 2002-03, QAO has
developed an IFRS checklist which encompasses general
indicators and checks to enable agencies to identify their
preparedness for conversion to IFRS and any areas which
lack consideration. The checklist can be accessed via the
QAO website at www.gao.qld.gov.au

Given the wide ranging and significant implications of

IFRS on Australian reporting entities, a subsequent report

in 2003-04 will report on results of a cross-sector review,

of agencies readiness for the transition and their level of
systems preparedness. The review will assess and report

on the agencies’ general governance aspects in terms of
establishing an overall monitoring body or workgroup to
oversee the transition process and whether the agencies
have systems in place to generate and produce accurate and
reliable key financial data.

IFRS Frequently Asked Questions (FAQ) Publication

To assist clients in the IFRS transition process, QAO has
developed an IFRS Frequently Asked Questions publication.

This new QAO publication addresses some of the broad key
issues that may arise as public sector entities consider their
strategies for conversion to the international standards.

The purpose of the publication is to provide solutions to
some of the frequently asked questions from a public sector
perspective.

The IFRS FAQ publication can be accessed via the QAO
website at www.qgao.qld.gov.au
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No new Australian Accounting
Standards have been issued
since the release of INFORM 11 in
April 2003.

Accounting Standard Exposure
Drafts

The following Exposure Drafts
have been issued by the AASB
since the release of INFORM 11 —

e ED 110 Request for Comment
on IAS 7 Cash Flow Statements;
ED 111 Request for Comment on IAS 23 Borrowing Costs;
ED 112 Request for Comment on IAS 29 Financial
Reporting in Hyperinfationary Economies;

ED 113 Request for Comment on IAS 30 Disclosures in
the Financial Statements of Banks and Similar Financial
Institutions;

ED 114 Request for Comment on IAS 41 Agriculture;
ED 115 Request for Comment on IAS 19 Employee
Benefts; *

ED 116 Request for Comment on IAS 2 and IPSAS 12
Inventories; *

ED 117 Request for Comment on IASB ED 4 Disposal of
Non-current Assets and Presentation of Discontinued
Operations;

ED 118 Request for Comment on IAS 11 Construction
Contracts; *

ED 119 Request for Comment on IAS 14 Segment
Reporting; *

ED 120 Request for Comment on IAS 16 and IPSAS 17
Property, Plant and Equipment; *

ED 121 Request for Comment on IAS 31 Financial
Reporting of Interests in Joint Ventures; *

ED 122 Request for Comment on IASB ED 5 Insurance
Contracts; *

ED 122A Request for Comment on Amendments to
AASB 1023 General Insurance Contracts;

ED 122B Request for Comment on Amendments to
AASB 1038 Life Insurance Contracts; and

ED 123 Request for Comment on IASB ED of Proposed
Amendments to IAS 39 Financial Instruments:
Recognition and Measurement - Fair Value Hedge
Accounting for a Portfolio Hedge of Interest Rate Risk.

ED 124 Request for comment on
the Defhnition of Reporting Entity;

IASB Framework for the Preparation and Presentation
of Financial Statements;

IAS 18 Revenue; and

IAS 20 Accounting for Government Grants and
Disclosure of Government Assistance.

ED 125 Financial Reporting by Local Governments;

ED 126 Request for Comment on IAS 34 Interim Financial
Reporting; and

ED 127 Request for Comment on IAS 37 Provisions,
Contingent Liabilities and Contingent Assets.

* QAO has commented to the AASB on these exposure drafts to date and the comments can be
accessed via the QAO website at WWw.qao.qld.gov.au

The full text of the exposure drafts is available at the AASB website at Www.aasb.com.au

Summaries of ED 124 and ED 125 are provided below —

ED 124
Request for comment on —

e the Definition of Reporting Entity;

¢ |ASB Framework for the Preparation and Presentation of
Financial Statements;

e |AS 18 Revenue; and

e |AS 20 Accounting for Government Grants and Disclosure
of Government Assistance.

The Definition of Reporting Entity

The ED includes a proposal to define “reporting entity” for
Australian purposes, instead of adopting the narrower IASB
definition. The AASB believes that use of the proposed
definition of “reporting entity” is essential to ensure clear
interpretation of the application paragraphs of Australian
equivalents to IASB Standards. The AASB emphasises that
the proposed amendment will not compromise compliance
with IASB Standards by Australian reporting entities.

IASB Framework for the Preparation and Presentation of
Financial Statements

ED 124 also proposes that the IASB Framework replace SAC
3 and SAC 4, and that SAC 1 and SAC 2 be retained in some
form. The AASB notes that it is necessary to adopt the IASB
Framework when adopting the IASB Standards because the
Standards are based on the Framework. The Framework is
also part of the hierarchy of requirements and guidance that
entities will need to apply under Australian equivalents of
IASB Standards.

Source - AASB Media Release — 1 October 2003, ED 124 Released.

IAS 18 Revenue

The current Australian Standard that will be affected as a
result of IAS 18 is AAS 15/AASB 1004 Revenue. Under IAS
18, revenue is recognised based on the transfer of the
significant risks and rewards of ownership, rather than
control. Related costs must also be reliably measurable
before revenue can be recognised. In addition to this,
revenue from the exchange of goods and services will no
longer be as readily recognisable.

Source - Centre for Professional Develop (N ber 2003) New Accounting Standards and
Pronouncements, page 5.
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IAS 20 Accounting for Government Grants and Disclosure of
Government Assistance

Current pronouncements that will be affected as a result

of IAS 20 include AAS 15/AASB 1004 Revenue and UIG 11
Accounting for Contributions of, or Contributions for the
Acquisition of, Non-Current Assets. Departures from current
accounting treatment include prohibiting the recognition
of revenue from Government grants until the conditions
attaching to those grants have been met and there are
reasonable assurances that grants will be received. In
addition, grant revenue must be recognised over the period
necessary to match the related costs ie grants received for
the acquisition or construction of an asset should either be
treated as deferred income or matched against the asset’s
carrying amount.

h

Source - Centre for Professional Devel (N

p 2003) New Accounting Standards and
Pronouncements, page 5.

Further comments on this exposure draft will be provided
on the QAO website www.qao.qld.gov.au following a detailed
assessment of ED 124.

ED 12§

Financial Reporting by Local Governments

ED 125 was released in response to concerns that AAS 27
had become out of date due to changes in other Australian
Accounting Standards.

The main features of ED 125 include —

e amendments to guidance on contributions/non-
reciprocal transfers and the recognition of liabilities/
revenue (assets/expenses) of a transferee (transferor);

e itno longeraddresses issues that are addressed
adequately elsewhere ;

e changes in the way a restructure of Local Governments is
accounted for;

¢ indefinite relief from the requirement to recognise land
under roads;

e increased guidance relating to the disclosure of
performance indicators; and

e mandating the format in which budgetary information is
presented in the general purpose financial report.

It is anticipated that many of the requirements and

principles taken from ED 125 will be used in the revision of

accounting standards relating to the financial reporting of
other public sector entities.

Source - AASB Media Release — 9 October 2003, ED 125 Released.

Further comments on this exposure draft will be provided
on the QAO website www.qao.qld.gov.au following a detailed
assessment of ED 125.

Withdrawal of Abstracts

The UIG has withdrawn the following abstracts and the AASB
has decided not to exercise its reserve power of veto over
this decision —

UIG Abstract 2 Accounting for non-vesting sick leave;

UIG Abstract 6 Accounting for acquisitions - deferred
settlement of cash consideration;

UIG Abstract 8 Accounting for acquisitions - recognition
of restructuring costs as liabilities;

UIG Abstract 12 Accounting for the costs of modifying
computer software for the year 2000;

UIG Abstract 15 Early Termination of Foreign Currency
Hedges;
UIG Abstract 18 Early Termination of Gold Hedges;

UIG Abstract 26 Accounting for Major Cyclical
Maintenance;

UIG Abstract 35 Disclosure of Contingent Liabilities; and
UIG Abstract 48 Status of Tax Consolidation Legislation.

UIG Abstract 52 Income Tax Accounting under the Tax
Consolidation System

Following the initial release in December 2002, Abstract 52
was revised in May 2003 to clarify the accounting treatment
when subsidiaries join or leave the tax-consolidated group
and the initial application of the Standards in relation to tax
consolidation.

UIG Abstract 53 Pre-Completion Contracts for the Sale of
Residential Development Properties

This abstract relates to pre-completion sales contracts
entered into by an entity carrying out a residential property
development project. This abstract is effective on or after
18 March 2003.

UIG Abstract 54 Defined Benefit Superannuation
Disclosures by Employers

The UIG reached consensus concerning disclosures by
employers who sponsor defined benefit superannuation
plans. This abstract came into effect on or after

7 August 2003.

Further information on UIG abstracts, UIG action alerts, and
UIG issue papers can be obtained from the AASB website at
www.aash.com.au

Topical Issues

Convergence of GFS and GAAP

Governments in Australia prepare outcome financial reports
under either or both of the Uniform Presentation Framework
(UPF) and Generally Accepted Accounting Principles (GAAP).
UPF is based on the Government Finance Statistics (GFS)
framework and GAAP is based on Australian Accounting
Standards (AAS). Current problems resulting from the dual
framework include —

e differences in classification and disclosure of
transactions that have the potential to detract from the
usefulness of reports;

e GFS outcome reports are not subject to independent
audit as no applicable AAS currently exists; and

e GFS standards do not provide a detailed set of
recognition rules.

PISNDESCOERIIVIE
magazine
Issue 12 — November 2003



Moreover, the prospective (or budgeted) financial reports
prepared by the Queensland Government are based on
GFS concepts, and in recent years no budgeted financial
statements have been prepared at a Government level
based on AAS. On the other hand, budgeted and year-end
financial reports by individual agencies are prepared on
an AAS basis. This would suggest a lack of alignment
between the Government’s preferred measure of financial
accountability (GFS basis) and that of its agencies (AAS
basis).

The Australian Accounting Standards Board’s GAAP/

GFS Convergence Project aims to harmonise these two
frameworks. This project consists of three phases. Phase 1
deals with whole of Government (including sectors) issues,
phase 2 considers entities within the general Government
sector (GGS) (including Government departments) and
phase 3 deals with Local Governments and other public
sector entities. The GAAP/GFS Convergence project will

be progressed with a view to issuing a new standard that
replaces AAS 29 soon after phases 1 and 2 are completed.
(Phases 1 and 2 will be undertaken concurrently.)

The Heads of Treasuries have unanimously agreed to
support an industry specific standard for public sector
entities. The Financial Reporting Council has since agreed
to set harmonisation of GFS and GAAP as a priority of the
AASB.

Source - Queensland Audit Office (2003) Harmonisation of GFS and GAAP.

CLERP 9 - Draft Legislation

The Federal Government has released the Corporate Law
Economic Reform Program (Audit Reform & Corporate
Disclosure) Bill. It is expected that the Bill will be introduced
into the Commonwealth Parliament in December 2003, with
a prospective commencement date of 1 July 2004.

Under the proposal, the Auditing and Assurance Standards
Board will become a statutory authority similar to the
Australian Accounting Standards Board, and all auditing
standards will have legislative backing. The Financial
Reporting Council (FRC) will give policy direction and
oversee the process for setting auditing standards. The FRC
will also oversee and monitor auditor independence. This
will introduce Government review of the processes used by
the professional accounting bodies for quality assurance of
audit work, and assessment of their adequacy.

h

Source - Centre for Professional Develop (N 2003) New Accounting Standards and

Pronouncements, page 9.

Auditing Update

From an auditing perspective, the Auditing and Assurance
Standards Board (AuASB) is continuing its program of
harmonising AUSs with International Auditing Standards
(IAS) by the commencement of 2005.

Source - Australian Accounting Research Foundation (13 January 2003), Auditing & Assurance
Standards Board (AuASB) Policy on Har isation and C e with International Standards
on Auditing (ISAs).
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The following Auditing Exposure Drafts have been issued by
the AuASB since the release of INFORM 11 —

ED 82 Assurance Engagements (Proposed AUS 108
International Framework For Assurance Engagements and
Proposed AUS 110 Assurance Engagements On Subject
Matters Other Than Historical Financial Information);

ED 83 Proposed Revised AUS 206 Quality Control for
Audit Engagements;

ED 84 Proposed Revised AUS 210 The Auditor s
Responsibility to Consider Fraud in an Audit of a Financial
Report; and

ED 85 Proposed Revised AUS 302 Planning the Audit.

The AuASB have released a document that outlines
International Auditing Standards (IASs) and the equivalent
AUS and is available on the AARF website at www.aarf.asn.au

Of the 4 auditing exposure drafts released during this
period, a brief summary of ED 83, ED 84 and ED 125 are
provided below —

ED 83 - Proposed Revised AUS 206 Quality Control for Audit
Engagements

This exposure draft is a proposed revision of AUS 206
Quality Control for Audit Work. It contains new proposed
basic principles and procedures regarding leadership and
responsibilities within the firm, including a requirement
that the chief executive officer (or equivalent) of the firm
has ultimate responsibility for the firm’s system of quality
control.

Source - Australian Accounting Research Foundation (25 July 03), Quality control exposure draft
approved for issue, Media Release.

ED 84 - Proposed Revised AUS 210 The Auditor’s
Responsibility to Consider Fraud in an Audit of a Financial
Report

ED 84 sets out the auditor’s responsibility to consider fraud
in an audit of a Financial Report. ED 84 also —

e alerts auditors to risks of material misstatements due to
fraud, and requires auditors to assess and respond to
the risks of material misstatements;

e requires the auditor to respond to the presumed
risks of improper revenue recognition and the risk of
management override of controls; and

e discusses auditor communications with management
and regulatory enforcement authorities.

Source - Australian Accounting Research Foundation (9 September 2003), New Fraud and Planning
Auditing Standards Approved for Exposure, Media Release.

ED 85 - Proposed Revised AUS 302 Planning the Audit

ED 85 sets out guidance on matters that the auditor should
consider prior to performing significant planning activities
eg client acceptance and retention, ethical requirements,
etc. The ED also incorporates more specific guidance
regarding planning considerations in initial audits and
includes a discussion of the planning considerations related
to the direction, supervision and review of the work of
engagement team members.

Source - Australian Accounting Research Foundation (9 September 2003). New Fraud and Planning
Auditing Standards Approved for Exposure, Media Release.
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Superannuation Update

Superannuation Guarantee (SG) (Administration)
Amendment Regulations 2003 (No 1) specifies the new
employer reporting requirements for SG contributions. The
Government made it law for employers to contribute SG
contributions on a quarterly basis on 29 June last year. That
law takes effect from 1 July 2003.

As a part of that new law, the Superannuation Guarantee
(Administration) Act 1992 was amended. That amendment
(Section 23A) requires employers to give a report to

the employee in writing, identifying the amount of the

SG contribution and setting out “any other information
required by the regulations”. The employer must give the
report within 30 days of making the contribution. These
amendments were all made law last June, to be effective
1)uly 2003.

The regulations outline what must be contained in the
report. The new regulation 6A of the Superannuation
Guarantee (Administration) Regulations 1993, requires an
employer to include in their report to employees —

e the name of the superannuation fund which the
employer has made the contribution for the benefit of
the employee; and

¢ the employee’s fund membership number, or equivalent.

By way of note, the new regulation states that the employer
is not required to include the employee’s fund membership
number (or equivalent) in the report if the employer does
not have that information. All of the above amendments
take effect from 1 July 2003. Failure to comply with this
requirement is a breach of the SG requirements.

Source - Retirement Income Alert Today (Institute of Chartered Accountants Australia) 11 April 2003.

Aligning Services and
Priorities (ASAP) Update

The Queensland Government is currently implementing a
process aimed at streamlining the delivery of public services
through the Aligning Services and Priorities (ASAP) project.
The purpose of the ASAP project is to review the services
that agencies deliver in order to ensure that they are
aligned with the priorities that the Queensland Government
seeks to achieve for the community. The Shared Services
Implementation Office (SSI0) within Queensland Treasury,
and the CEO Governance Committee is coordinating the
implementation of the Shared Services Initiative on behalf
of the Government.

The stated objectives of the ASAP project are to —

e align the corporate objectives and directions of
departments with the strategic outcomes sought by the
Government;

¢ identify opportunities to realign activities and resources
to achieve the Government’s outcomes and to improve
efficiency; and

¢ review departments’ current and planned activities that
involve agency responsibility to ensure that Government
outcomes are effectively achieved.

The area that will have the most significant impact from
an organisational and audit perspective on QAO will be
the Corporate Services Review because of the revised
operational arrangements that will be implemented for
Corporate Services functional areas.

With the introduction of the Shared Services Initiative across
the Core Public Sector agencies effective from 1 July 2003,
there will be significant transfers of personnel and systems
to central share service providers.

Shared service providers (SSPs) are units within the
Government that provide corporate services to clusters of
departments and agencies. Each shared service provider
has a host agency. Hosts are Government agencies that have
nominated to provide the mechanisms for employment,
funding and accountability for the shared service providers.

As part of the shared services model, CorpTech (hosted by
Queensland Treasury) will be responsible for providing the
software, hardware and other system support to the SSP,
which is necessary for their service provision to the agencies
in the clusters.

Although the process will be phased in over the coming
months with a view to full implementation over a number
of years, there will be immediate impacts as key staff and
systems functions transfer from existing agencies.

Between August 2003 and April 2004, each SSP is required
to undertake a major Business Process Re-engineering
(BPR) process across a multitude of systems. The outcome
of these reviews will result in major changes to financial
and human resource operating systems, data migration and
development of fully operational SSPs.

The new arrangements for 2003-04 create an interesting
set of relationships between the various entities. Each
relationship is covered by either an Operating Level
Agreement (OLA), Service Level Agreement (SLA),
Memorandum of Understanding (MOU) or Partnering
Agreement (PA).

The diagram below illustrates the relationship between
parties under the new arrangement.
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Under the ASAP arrangements, the SSPs will be part of the
host Department where the Host Department is also an
agency. The agencies (including the Host Department) and
SSP have a purchaser/provider model where the transaction
is sourced by the agency but processed and managed by the
SSPin return for a fee paid by the agency. The SSP software,
hardware and other system support provided by the SSP to
the agencies are provided by CorpTech.

CorpTech charges a fee to the SSP who in-turn build this
into their pricing model for on-charging to the agencies.

In addition, CorpTech may also provide direct services to
the Agencies or SSP for a fee. An agency providing office
facilities and support to CorpTech is required to establish a
Memorandum of Understanding.

Due to the evolving nature and potential impacts of ASAP,
QAO has identified the following issues as important
elements for consideration by affected public sector
agencies —

e the identification by
agencies of the areas
of service which will
be provided by shared
service providers;

e the division of
responsibilities between
the SSPs and individual
agencies in relation to
the management, maintenance and accountability of
services; and

¢ the review of formal agreements for service provision
at levels which are acceptable to the agency, including
consequences if agreed service levels are breached.

L —

In early 2003, an ASAP Project Team was established
within QAO to monitor ASAP implications on QAO and State
public sector entities. Senior members of this project team
meet regularly with senior management of SSIO to discuss
and address emergent issues in relation to audit and
accountability issues.

Although from an operational perspective, there may

be minimal changes in 2003-04, it is expected that a
fundamental change to the audit process will result
including considerations in respect of confidentiality and
disclosure. The total impact on audit resources as a result
of the revised approach will need to be considered and
appropriate action instigated to address any shortfall.

To monitor the progress of the Shared Service Initiative,
QAO will be considering the extent to which the roles and
responsibilities for the general control environment and
governance arrangements have been transferred to the
agency service provider.

QAO auditors engaged in cluster and agency audits will be
involved in developing high-level strategies to ensure the

audit approach and resourcing implications align with the
new shared services model.
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At the agency level, QAO will be involved in examining the
systems that produce the transactions and account balances
and will liaise with agency staff including internal audit to
ensure that core systems (owned and managed by CorpTech)
and non-core (owned by the agency) are clearly delineated.

The potential efficiencies resulting from a centralised audit
testing methodology is not likely to be realised until the
SSPs fully evolve. In this regard audit fee implications of the
Shared Service arrangements cannot be quantified at this
stage. Where there are significant audit fee variations due
to the transition, QAO will communicate these to SSIO and
affected agencies in accordance with current practice.

QAO will continue to monitor developments and outcomes
of all the review conducted by the ASAP project and provide
advice and assistance on specific aspects of the project as
requested.

For further information in relation to the Queensland
Government’s Shared Services Initiative, refer to website at
www.sharedservices.qld.gov.au

Auditor’s Responsibilities in
Detecting and Dealing with
Suspected Fraud in the Public
Sector

The Crime and
Misconduct
Commission (CMC)
has produced an
article titled The
Auditor in the State
Public Sector and the
Crime and Misconduct
Commission.

Fraud is the most likely criminal offence encountered
by auditors in the public sector and it is important for
an auditor who suspects they may have come across
an instance of fraud, to be aware of their powers,
responsibilities and their limitations.

When the auditor suspects instances of fraud during the
course of the audit, the auditor should seek early advice
from both senior officers and the CMC as to the auditor’s
roles and responsibilities in dealing with the matter.

Key issues addressed in this document include —
¢ role of the CMC in the state public sector;

e reporting responsibilities;

e awareness of possible fraud charges; and

e the Auditor as a witness.

This document is available from the CMC website at
http://www.cmc.qld.gov.au/SPEECHES.html
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QAQ Rublications,

INFORM

INFORM Issue 11 (April 2003)
INFORM Issue 10 (March 2003)
INFORM Issue g (October 2002)
INFORM Issue 8 (March 2002)
INFORM Issue 7 (October 2001)
INFORM Issue 6 (April 2001)
INFORM Issue 5 (May 2000)
INFORM Issue 4 (November 1999)
INFORM Issue 3 (June 1999)
INFORM Issue 2 (February 1999)
INFORM Issue 1 (September 1998)
UIDELINES AND CHECKLISTS

Checklist for CEOs, Boards and Accountable Officers prior to
signing Financial Statements (November 2003)
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Guidelines for the Conduct of Audits of Performance
Management Systems (revised July 2002)

Better Practice Guidelines for E-Business Environments (July
2002)

Best Practice Guidelines — Information Systems (Revised)
(February 2000)

Consideration for Better Management of General Procurement
Practices (January 1999)

Best Practice Guidelines for the Sale of Material Public Sector
Assets (January 1999)

Guidelines — AAS 34 /AASB 1036 — Borrowing Costs (December
1998)

Guidelines — AAS 33/ AASB 1033 — Presentation and
Disclosure of Financial Instruments (July 1998)

Guidelines on AAS 29 — Financial Reporting by Government
Departments (November 1996)

OTHER

& OurAudit Process (February 2001)
€ QAO Auditing Standards (September 2003)
& IFRS Frequently Asked Questions Publication (November 2003)

QAO Guide to AASB 1028 Employee Benefits (November 2003)
Better Practice Guidelines for Non-Current Assets (July 2003)
IFRS Checklist for Public Sector Agencies (April 2003)
Checklist for Preparation of Financial Statements (March 2003)
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These publications are available free of charge and may be obtained by contacting QAO on (07) 3405 1100 or by accessing our website.

The QAO website also includes links to a number of other useful accounting and auditing websites including other Audit Offices (domestic
and international), and local and international accounting/auditing professional associations. Other useful websites include —

Accounting Australian Accounting Standards Board www.aasb.com.au
Australian Accounting Research Foundation www.aarf.asn.au
Australasian Legal Information Institute www.austlii.edu.au
Scaleplus www.scaleplus.law.gov.au

Finance Ozforex (foreign exchange rates) www.ozforex.com.au

Australian Stock Exchange Www.asx.com.au

Australian Financial Review: www.afr.com.au

Tax Legislation Australian Taxation Office —Legal Database: http://law.ato.gov.au

This newsletter is of a general nature only and is not intended to
be a substitute for or relied upon for specific professional advice.
No responsibility for loss occasioned to any person acting on or
refraining from action as a result of any material in the publication
can be accepted.

Queensland Audit Office
Level 11, Central Plaza One
345 Queen Street

GPO Box 1139

Brisbane Qld 4001

©The State of Queensland, Queensland Audit Office (2003)
Phone

(07) 3405 1100
Fax (07) 3405 1111

QAO in-charge auditors are usually the first point of contact for
technical matters. QAO Audit Policy and Reporting Unit provides
technical and policy advice to QAO in-charge auditors and staff.

Email
Homepage

qao@qao.qld.gov.au
http://www.qao.qld.gov.au
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