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11 May 2001

Mr John Carter

The Secretary
Senate Standing Committee on Employment,

  Workplace Relations, Small Business and Education

The Senate
Parliament House
Canberra ACT 2600

By Email:  eet.sen@aph.gov.au

Dear Mr Carter

Workplace Relations (Registered Organisations) Bill 2001 and 

Workplace Relations Amendment (Transmission of Business) Bill 2001

CPA Australia and The Institute of Chartered Accountants in Australia (the Accounting Bodies) appreciate the opportunity to make this submission on the Workplace Relations Bills in relation to administrative and accountability obligations of registered industrial organisations.  This submission, as with earlier submissions on the Registered Organisations Bill 2000 to the Department of Employment, Workplace Relations and Small Business, has been prepared by our Legislation Review Board under the administration of our Australian Accounting Research Foundation.  The Board is appointed to advise on matters of legislative and regulatory policy affecting financial reporting, auditing and corporate governance.  Accordingly, our comments on the Bills have and are, in the main, confined to those provisions.

The attached comments detail our concerns and suggestions for the improvement of the Workplace Relations (Registered Organisations) Bill 2001.

We would welcome the opportunity to discuss with you our submission or other matters on which you would like our views or additional input.  Please direct any queries to Mr Stan Neild, Manager Legislation Review, on telephone (03) 9641 7439.

Yours sincerely

	D D R Pearson FCPA

National President

CPA Australia
	J B West FCA

President

The Institute of Chartered

Accountants in Australia


Submission on:

Workplace Relations (Registered Organisations) Bill 2001 and 

Workplace Relations Amendment (Transmission of Business) Bill 2001

Workplace Relations (Registered Organisations) Bill 2001

Objects of Act and general provisions 
Chapter 1, Part 2

Definitions - Auditor’s Qualifications 

Section 6

Under section 6, it is proposed to define an “approved auditor” under Regulations.  The Accounting Bodies recommend that regulations stipulating the qualification of auditors should be developed in consultation with interested parties.  While we support updating qualifications for auditors, the Regulations should not result in there being effectively two tiers of auditors for industrial organisations.  For example, the Regulations should not state that certain auditors will only be permitted to audit a “small” organisation.  Even though the size of organisations varies, if an audit is to add credibility to the financial report prepared by the organisation’s Committee of Management, users need to be assured that the audit has been undertaken by an auditor with the requisite qualifications, experience, and conducted in accordance with Australian Auditing Standards.  Accordingly, for an auditor to be approved by the Industrial Registrar the auditor should be a member of CPA Australia or The Institute of Chartered Accountants in Australia and hold a Public Practice Certificate.  

Such requirements would ensure than an audit is only undertaken by those members of the Accounting Bodies possessing the requisite skills and qualifications, given that members must:

· carry out their professional services in accordance with technical and professional standards applicable to that work—the audit of a financial report must be undertaken in accordance with Australian Auditing Standards; and 

· refrain from providing any professional services for which they do not have the technical competence to carry out, unless they obtain advice to ensure the service in carried out satisfactorily.

Accounts and Audit 
Chapter 8, Part 3

Exemptions from certain Australian Accounting Standards 
Section 230

Section 230 is comparable with similar provisions in the Corporations Law and provisions included in the Legislation Review Board’s Model Clauses for Financial Reporting and Auditing Legislation.  It is recommended that if an organisation or a class of organisations are exempted from complying with certain Australian Accounting Standards (AASs), there should be a requirement that the notes to the financial report disclose details of any such exemption.  In general, it should not be necessary to grant exemptions from compliance with AASs, because the application clauses of specific accounting standards and adequate consideration of the principles of relevance and materiality should determine the appropriateness of an accounting standard to a particular organisation.

Determining which organisations should prepare a financial report

Sections 231, 259 & 260

It is noted that differential financial reporting requirements, that is, distinguishing between organisations that will be required to prepare a general purpose financial report in accordance with AASs and those which will not, is to be based on whether an organisation’s income exceeds $100,000.  Organisations whose income does not exceed $100,000 may apply to the Registrar to prepare their financial reports in accordance with reporting guidelines issued under section 259(4).  Furthermore, where the Registrar is satisfied that an organisation did not undertake any transactions during a financial year; the Registrar may issue a certificate exempting from them from reporting requirements.  

The Accounting Bodies believe that the reporting entity concept should be adopted as the basis for prescribing differential reporting requirements, rather than selecting subjective criteria.  Nevertheless, despite the reporting entity concept being considered unacceptable, we believe there is scope for the Registrar, in determining whether an organisation and which of its branches is a reporting unit (sections 237 and 242), to have regard to the characteristics underpinning the identification of an entity as a reporting entity.

Reporting unit to prepare general purpose financial report

Section 242

The contents of a general purpose financial report should also include a declaration from the Committee of management of the reporting unit about the financial statements and notes.  Model Clause section 6(4) states the provisions that should be included in such a declaration.
  The declaration includes a solvency declaration by the committee of management, as this is an important component in discharging their accountability obligations to members.

Reporting unit to prepare operating report 

Section 243

The inclusion of an operating report by the organisation’s committee of management, which is akin to the Directors’ Report for companies, is supported by the Accounting Bodies.  However, as suggested in our earlier submission, in addition to the proposed content of the operating report, and to enhance members’ understanding of the organisation’s financial reports, the operating report should encompass management discussion and analysis of the performance, financial position and future prospects of the entity.     

Reporting guidelines 
Section 244

We do not think that it is appropriate or necessary for reporting guidelines to be issued about matters that are to be disclosed in the notes to the financial report in accordance with the requirements of AASs [section 244(2)(c)].  The setting of reporting guidelines on disclosures required in accordance with AASs, may result in the Industrial Registrar undertaking a defacto standard-setting role for registered organisations, and thus resulting in differences and inconsistencies with accounting standards developed by the Australian Accounting Standards Board.  It is acknowledged that from time to time reporting guidelines may need to be issued on matters specific to industrial organisations that are not covered by AASs or other disclosure requirements.  Reporting guidelines should be developed through public consultation with interested parties.    

Powers and duties of auditors
Section 246

To the extent possible, an auditor’s powers and duties in relation to the audit of an industrial organisation’s financial reports should be comparable with those for companies incorporated under the Corporations Law.  In general, under the Corporations Law the auditor’s duties are primarily in relation to the audit of a company’s financial report, and the expression of the auditor’s opinion in the auditor’s report to members of the company.  Although the auditor’s duties do not specifically encompass the audit of a company’s financial records, the auditor does have certain responsibilities in respect of a company’s financial records, which are contained in sections 307(c) and (d) and 308(3) of the Corporations Law.

Section 246(3) requires any request to produce records or other documents to be in writing and specifies a period of not less than 14 days after the notice when the requested records or documents are to be produced.  No similar provision exists in the Corporations Law.  We believe it should not be mandatory for the auditor to make information requests in writing nor should management and staff be allowed at least 14 days to respond otherwise the audit might be impeded.  We recommend that the requirement be deleted from the Bill.

Full report to be presented to meeting
Section 255

The proposal in the draft Bill to exempt industrial organisations from holding a general meeting and instead presenting the financial and auditor’s report at a meeting of the committee of management is considered inadequate.  

We recommended that industrial organisations (preparing general purpose financial reports in accordance with Australian Accounting Standards) should be required to hold an annual general meeting.  An AGM can be an important component of the discharge of accountability by the organisation’s committee of management.  It provides an opportunity for members to raise issues, ask questions about the management and performance of the organisation, and adopt the financial reports of the organisation.  Also, requiring organisations to have an AGM would make their reporting regulations more consistent with that of companies.

� 	Governing board’s declaration 


	The governing board’s declaration is a declaration by its members: 


(a)	that the general purpose financial report presents fairly in accordance with: 


(i)	Accounting Standards; and


(ii)	other mandatory professional reporting requirements; and 


(iii)	regulatory requirements as may be prescribed; 





the financial position of the reporting entity at the end of the financial year, and the results of its operations and cash flows for the financial year; and





(b)	whether, in the opinion of the members of the governing board, there are reasonable grounds to believe that the entity will be able to pay its debts as and when they become due and payable.
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