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Auditors told to dob in executives
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	Auditors will be forced to inform the corporate regulator about any attempt by company executives or directors to influence their work. They also need to report suspected major breaches of the Corporations Law as part of a push for greater disclosure by sharemarket-listed companies. 

And chief executives and chief financial officers will be required to give the board of directors assurances about financial accounts before they are published, while directors must provide shareholders with an annual review of a company's financial and operating activities. 

A draft policy issued by the Australian Securities and Investments Commission yesterday follows concerns about the role of auditors and directors in several financial scandals, including National Australia Bank's handling of its foreign currency options loss and the $5 billion collapse of HIH. 

It also comes as directors are under pressure to address concerns from shareholders that they are not seeking enough information from auditors and management before making boardroom decisions. 

The latest proposals are part of the federal government's Corporate Law Economic Reform Program (Clerp) legislation that is expected to be introduced on July 1. The draft policy spells out in detail how ASIC would police the new laws, as well as containing provisions on the registration of auditors. 

But the campaign for auditors to ``dob in" executives or directors who attempt to coerce, mislead or manipulate them has sparked concerns in the accounting industry that auditors will be forced to make subjective decisions about their clients, possibly damaging their working relationships. 

It has also raised fears that audit fees could rise because of the extra burden on auditors, who will need to advise ASIC even of insignificant breaches of the Corporations Law if they believe the indiscretions have not been adequately dealt with. 

The chief executive of CPA Australia, Greg Larsen, said the new ASIC policy required ``serious consideration" as it could go ``beyond what would normally be expected of the auditor in their relationship with their client". 

ASIC's executive director of policy and markets regulation, Malcolm Rodgers, said ASIC was seeking feedback on the draft policy by May 18, ahead of the introduction of Clerp 9 on July 1. 
``Under Clerp 9, auditors will also be obliged to report suspected significant contraventions of the act. This obligation is new and we anticipate that it will result in auditors bringing more matters to our attention," he said. 

The Ernst & Young chairman of the board of partners, Brian Long, warned that mandatory reporting to ASIC of possible breaches might reduce the level of openness between companies and their auditors. 

He said that under the existing provisions which were powerful in persuading clients that problems needed to be fixed there was no need to inform the regulators if action was taken to remedy the breach. 

However, he said, if clients knew that suspect matters would be reported, then external auditors might be ``kicked out of the tent", a scenario that auditors lobbied hard to avoid. 

``That is the fear that we presented to Treasury when we commented on the drafts of Clerp 9," Mr Long said. 

``The best audit work is done when there is complete transparency. If they fix [the problems], that is the audit working. 

``If the auditor becomes the policeman, if you like, then the degree of openness in the communication could be impaired . . . It might encourage behaviours opposite to what was intended." 

Institute of Chartered Accountants' CEO Stephen Harrison said that while obvious matters were clear, if an auditor had a suspicion, further work would be needed before reporting the matter to ASIC. 

``They have always had to do some work to present their concerns [to the board]. Now the work will have to be to a higher level, because presumably ASIC will expect some clarity of thought as to why they believe a contravention has occurred," Mr Harrison said. 

``Once they have the alert, it will be up to them to determine what else needs to be done, if anything," he said. ``It will certainly heighten the auditor's consciousness of the need to act quickly [in reporting concerns]." 

Ian Ramsay, whose initial report in 2002 on auditors formed the basis for many of the changes in Clerp 9, said the changes vested ``significant discretion" with ASIC on regulatory matters. 

``If this provision works well, it is designed to get audit firms more proactive, and to have in place systems to detect breaches of the act," Professor Ramsay said. 

``If that works well, it might be that the things that occurred at the National Australia Bank might have been picked up earlier. 

``It will create a culture of proactive investigation . . . it turns auditors more into watchdogs. This [Clerp 9] now has some bite." 

Professor Ramsay said the additional work for external auditors could lead to further increases in audit fees, something already marked in the past couple of years as more attention has been paid to audit quality and audit independence. 

The Clerp 9 legislation includes giving ASIC powers to issue spot fines of up to $1 million for breaches of continuous disclosure laws. 
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