MONTHLY UPDATES (December 2011) – What’s new from IFAC

1. IFAC Comments on European Commission Proposed Legislation

IFAC commented on the European Commission (EC)’s proposed legislation which was issued recently. IFAC supports initiatives to continually improve audit quality, enhance the role of audit, and safeguard auditor independence, and believes that innovation and evolution are essential for this vital service to maintain its relevance and meet the needs of investors and other stakeholders. As such, IFAC supports the following measures proposed by the EC:
· Compliance with International Standards on Audit (ISAs)
· Strengthening of audit committees
· Enhanced dialogue between auditors and regulators
· Greater transparency in auditor selection
· Greater cross-border mobility for auditors
· Enhanced auditor report
However, there are several proposals that IFAC does not support, because there is not sufficient evidence that they will have a positive impact on auditor independence and audit quality, and that the benefits will outweigh the risks and costs. IFAC believes that further research should be conducted to support their feasibility and impact. These include:
· Mandatory firm rotation 
· Prohibition of non-audit services 
Further, IFAC believes that the proposed legislation, if passed by Parliament in its current form, could have a negative impact on the audit profession and professional accountancy organizations (PAOs). 
2. IAASB Addresses Auditing Considerations Relating to Financial Instruments

The IAASB released International Auditing Practice Note (IAPN) 1000, Special Considerations in Auditing Financial Instruments, to provide important practical assistance to auditors when addressing valuation and other considerations pertaining to financial instruments. Financial instruments is an area of financial reporting involving complex issues and which has come under particular focus due to the recent difficult financial market conditions.

The IAASB remains focused on supporting financial stability and high-quality financial reporting by continuing to help enhance the consistency of audits.  Accordingly, IAPN 1000 provides important material that will assist auditors in understanding the nature of, and risks associated with, financial instruments, and the different valuation techniques and types of controls that may be used by entities in relation to them. 
IAPNs are non-authoritative documents that do not impose additional requirements on auditors beyond those included in the International Standards on Auditing (ISAs), nor do they change the auditor’s responsibility to comply with all ISAs relevant to the audit. 
3. IAASB Focuses on Capital Markets: Issues New Assurance Standard on Pro Forma Financial Information

Recognizing the need for reliable information in domestic and cross-border securities offerings and other fundraising activities, the IAASB released new International Standard on Assurance Engagements (ISAE) 3420, Assurance Engagements to Report on the Compilation of Pro Forma Financial Information Included in a Prospectus.

The new ISAE 3420 provides comprehensive guidance on the nature and extent of a practitioner’s work when engaged to report on the compilation of pro forma financial information. Among other matters, it establishes minimum benchmarks for suitable criteria for the compilation of such information. It also covers related engagement acceptance and reporting considerations. ISAE 3420 is effective for assurance reports dated on or after 31 March 2013.

4. Clarified ISAs: Adoption Momentum Continues, IAASB Initiates Post-Implementation Review

The clarified ISAs represent the outcome of the IAASB’s five-year effort to redraft and revise its suite of auditing standards. In 2010, the IAASB completed the first phase of this project aimed at early adoption and implementation experiences.

The IAASB moved forward with the second phase of its project, approving the Plan for a Post-Implementation Review of the Clarified International Standards on Auditing in September 2011. The post-implementation review is designed to gather information about whether the clarified ISAs are being consistently understood and implemented in a manner that achieves the IAASB’s goals in revising them. 
5. Economic Conditions Continue to Challenge Preparers and Auditors Alike: Focus Must Include Going Concern Assumption and Adequacy of Disclosures
The global economy continues to experience difficult conditions as the effects of the financial crisis—for example, on corporate cash flows and access to credit—persist. Volatility in capital markets, and issues including measurement and disclosure of exposures to sovereign debt of distressed countries, continue to create uncertainty. The impact of these issues and uncertainty has wide-ranging financial reporting implications that often extend beyond national borders.

These and other current economic conditions present unique challenges for management of entities, those charged with governance, and auditors in meeting their responsibilities, including assessing an entity’s ability to continue as a going concern and making relevant disclosures in the financial statements and, as appropriate, the auditor’s report.

In light of the current environment, the IAASB reminds auditors of their important responsibilities under the International Standards on Auditing (ISAs) and that the appropriateness of management’s use of the going concern assumption is a matter to be considered on every audit engagement.

6. Proposes Changes to The Code of Ethics for Professional Accountants to Address Conflicts of Interest

The International Ethics Standards Board for Accountants (IESBA) is proposing changes to its Code of Ethics for Professional Accountants (the IESBA Code) to provide additional guidance to professional accountants in business and in public practice concerning conflicts of interest, and to make revisions to provide more comprehensive guidance in identifying, evaluating, and managing conflicts of interest.

The IESBA approved this project in October 2009.  It examined two sections of the IESBA Code that address conflicts—Section 220, for professional accountants in public practice, and Section 310, for professional accountants in business. In the IESBA’s view, the approach to be taken by a professional accountant in public practice and a professional accountant in business should be broadly similar.  The proposal recognizes, however, that conflicts of interest will typically arise in different circumstances for accountants in public practice, particularly because a conflict of interest may arise from professional services provided by other members of the accountant's firm.

The proposed guidance also calls for professional accountants in business to be alert to interests and relationships that a reasonable and informed third party would be likely to conclude might compromise compliance with the fundamental principles. Further, the IESBA proposal would strengthen the guidance on threats created by compensation and incentive arrangements.

Deadline for comments is 31 March 2012.

For further information: http://www.ifac.org
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