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Australian National

Audit Office

Canberra ACT
4 December 2025

Dear President
Dear Mr Speaker

In accordance with the authority contained in the Auditor-General Act 1997, | have
undertaken an independent performance audit in the Australian Securities and
Investments Commission. The report is titled Australian Securities and Investments
Commission’s Regulation of Registered Company Auditors. Pursuant to Senate Standing
Order 166 relating to the presentation of documents when the Senate is not sitting, |
present the report of this audit to the Parliament.

Following its presentation and receipt, the report will be placed on the Australian National
Audit Office’s website — http://www.anao.gov.au.

Yours sincerely

Dr Caralee McLiesh PSM
Auditor-General

The Honourable the President of the Senate

The Honourable the Speaker of the House of Representatives
Parliament House

Canberra ACT
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AUDITING FOR AUSTRALIA

The Auditor-General is head of the
Australian National Audit Office
(ANAO). The ANAO assists the
Auditor-General to carry out their
duties under the Auditor-General
Act 1997 to undertake
performance audits, financial
statement audits and assurance
reviews of Commonwealth public
sector bodies and to provide
independent reports and advice
for the Parliament, the Australian
Government and the community.
The aim is to improve
Commonwealth public sector
administration and accountability.

For further information contact:
Australian National Audit Office
GPO Box 707

Canberra ACT 2601

Phone:(02) 6203 7300
Email: agl@anao.gov.au

Auditor-General reports and
information about the ANAO are
available on our website:
http://www.anao.gov.au

Audit team

Joshua Francis
Michael McGillion
Renae Lowden
Liset Campos-Manrique
Yu Wen Wong
Madigan Paine
Zhou Li
Li Lin
David Tellis
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A Audit snapshot

Auditor-General Report No.10 2025-26
Australian Securities and Investments Commission's Requlation of Registered Company Auditors

e Why did we do this audit? E'/ What did we find?

» Audited financial statements provide
important information for capital markets
and are essential for effective corporate
governance.

» The Australian Securities and Investments
Commission (ASIC) is responsible for
regulating registered company auditors
who audit the financial reports prepared by
entities under the Corporations Act 2001.

» This audit provides assurance to Parliament
on the effectiveness of ASIC's regulation of
registered company auditors.

» Between 2019-20 and 2023-24, ASIC
conducted surveillances of 183 audits of
125,653 financial reports, leading to
six investigations and one enforcement
outcome; and

» During this time, ASIC completed 95
investigations into registered company
auditors with 89 enforcement outcomes,
of which 88 per cent were for failure to
pay levies or submit annual reporting.

ASIC's regulation of registered company
auditors is partly effective.

ASIC has integrated arrangements for
regulating registered company auditors
into its broader regulatory systems. It is
not measuring the achievement of
regulatory outcomes.

Fundamental components of an effective
regulatory approach are in place although
ASIC's visibility of audit quality or the
impact of its own regulatory actions is
narrow, and there is limited follow-
through of quality issues identified.

] oo
§ — What did we recommend?

» The Auditor-General made two

recommendations to ASIC about
performance measurement and two
related to planning and follow-through of
surveillance activities. One
recommendation on ministerial statements
of intent was made to the Department of
the Treasury.

ASIC and the Department of the Treasury
agreed to their respective
recommendations.

3177 84.7% 80

Registered company Auditor resignation Auditor registrations ceased or
auditors in 2023-24. applications finalised within cancelled due to ASIC action from
28 days. 2019-20 and 2023-24.




Summary and recommendations

Background

1. The Corporations Act 2001 (Corporations Act) requires certain types of regulated entities
to have their financial reports audited by a registered company auditor (including registered
company auditors operating as an authorised audit company).! Registered company auditors are
required to:

° maintain independence by identifying and mitigating conflict of interest situations and
meeting requirements for auditor rotation;

° deliver quality audits that meet auditing standards;

° publish an audit transparency report; and

° lodge certain documents with ASIC, including an annual statement.

2. The Australian Securities and Investments Commission (ASIC) is responsible for regulatory

functions designed to ensure registered company auditors meet independence and quality
requirements related to audits of financial reports under the Corporations Act.

Rationale for undertaking the audit

3. Audited financial statements provide important information for capital markets and are
essential for effective corporate governance. ASIC is responsible for regulatory functions designed
to ensure registered company auditors meet independence and quality requirements related to
audits of financial reports under the Corporations Act.

4, This audit was conducted to provide assurance to Parliament on the effectiveness of ASIC's
regulation of registered company auditors. This audit was identified as a priority by the Joint
Committee of Public Accounts and Audit for the 2024-25 Annual Audit Work Program.

Audit objective and criteria

5. The objective was to assess the effectiveness of ASIC's regulation of registered company
auditors.

6. To form a conclusion against the objective, the ANAO adopted the following high-level
criteria:

° Have appropriate arrangements been established to support regulatory activities?

° Is the regulatory approach effective?

Conclusion

7. ASIC’s regulation of registered company auditors is partly effective. While components of

an effective regulatory approach and supporting arrangements are in place, ASIC is not measuring
its achievement of regulatory outcomes, which is important to demonstrate the effective use of

1 Corporations Act 2001 sections 292-323D establish the requirements for financial and auditor’s reports.

Auditor-General Report No.10 2025-26
Australian Securities and Investments Commission’s Regulation of Registered Company Auditors

7



public resources. ASIC allocates the majority of its surveillances resources to individual audit file
surveillances without assessing if this is the most effective use of surveillances resources.

8. ASIC has integrated the function of regulating registered company auditors into its
broader regulatory systems, including agency governance, cost-recovery levies, probity
management, stakeholder communications and staff training. ASIC’s ministerial statement of
expectations has not been updated since August 2021 and is overdue to be refreshed. ASIC’s
business planning and regulatory targeting is informed by risk. However, while ASIC has linked its
registered company auditor regulatory activities to its statutory objectives and strategic priorities,
it does not measure or assess whether regulatory outcomes for registered company auditors are
being achieved nor whether ASIC’s interventions are contributing to the achievement of those
outcomes. Measuring the achievement of outcomes is important to demonstrate the effective
use of public resources. As a result, ASIC’s arrangements to support regulatory activities for
registered company auditors are partly effective.

9. ASIC’s approach to regulation of registered company auditors is partly effective.
Fundamental components of an effective regulatory approach are in place, such as ASIC's
administration of the registration of company auditors, monitoring ongoing compliance
obligations such as mandatory reporting and payment of levies, and processing the resignation
and removal of auditors from audit engagements. ASIC's supervision of audit quality is based
primarily on a small number of individual audit surveillances targeted at higher-risk entities. There
is limited follow-through of quality issues identified in these surveillances other than reporting
thematic findings to industry annually. ASIC has not implemented procedures for using the audit
deficiency reporting process established by legislation in 2012. As a result of these factors, ASIC’s
visibility of audit quality or the impact of its own regulatory actions is narrow. ASIC has taken
administrative and criminal enforcement action in the last five years; 88 per cent of cases with an
enforcement result related to failure to pay levies or submit mandatory annual reporting rather
than issues of audit quality or professional misconduct.

Supporting findings

Arrangements to support regulatory activities

10. ASIC has integrated the function of regulating registered company auditors into its
broader regulatory systems (including agency governance, cost-recovery, probity frameworks,
stakeholder communications and staff training). This approach is appropriate given the multiple
frameworks that apply to ASIC's regulated populations. ASIC’s ministerial statement of
expectations and regulator statement of intent have not been refreshed in accordance with
better practice. (See paragraphs 2.1 to 2.44)

11. ASIC assesses strategic regulatory risks through an ongoing threats and harms assessment
process. In 2024-25, two out of 90 identified threats and harms related to registered company
auditors. The activity to respond to ‘lack of skilled auditors’ was ‘monitoring and engagement with
the audit industry’, with all other regulatory activities undertaken in response to the risk of ‘poor
auditor quality resulting in declining market confidence and potential investor losses’. ASIC’s
business planning for 2024-25 considered the two identified threats and harms. Since 2021-22
ASIC’s primary regulatory activity in response to regulatory risk for registered company auditors
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Summary and recommendations

(audit surveillances) has been predominantly based on risk-based targeting. (See paragraphs 2.45
to 2.56)

12. ASICis revising its annual performance statements to address deficiencies in how it reports
its achievement of its statutory objectives. ASIC has identified two regulatory outcomes for
registered company auditors that contribute to the achievement of one of ASIC's statutory
objectives. ASIC has no mechanism to measure whether these regulatory outcomes are being
achieved. ASIC regularly reports activity and output-based performance information for the
regulation of registered company auditors. (See paragraphs 2.57 to 2.64)

Effectiveness of regulatory approach

13. ASIC's procedures and guidance for assessing registered company auditor and authorised
audit company applications are consistent with legislative requirements and largely implemented
as intended. ASIC monitors registration requirements through annual statements and
transparency reports lodged by registered company auditors but does not have a documented
process for reviewing transparency reports. ASIC’s publicly reported service charter includes one
measure on the timeliness of the assessment of registration applications. There are no service
charter measures relevant to ASIC’s interactions with registered company auditors once their
registration has been approved. ASIC did not meet its internal performance indicator for the
timeliness of processing voluntary cessations between 2019-20 and 2023-24; roughly half of all
voluntary cessations processed in 2021-22 and 2022-23 exceeded the 28-day target. ASIC does
not report against a target for the finalisation of registered company auditor resignations and
removals. (See paragraphs 3.1 to 3.45)

14. ASIC monitors registered company auditors through surveillances of individual audit files
and complementary projects such as reviewing audit transparency reporting and examining
auditor independence. The number of audit files reviewed each year is small compared to the
number of financial statements lodged (183 out of 125,653 from 2019-20 to 2023-24). ASIC
conducts audit surveillances largely in line with its documented procedures. ASIC assigns a rating
for the quality of the audit file at the conclusion of a surveillance, but these ratings are not used
to monitor the impact of audit surveillances on audit quality. ASIC publicly reports thematic
findings from its audit surveillances each year but does not measure whether these reports are
an effective tool to promote the improvement and maintenance of audit quality. (See
paragraphs 3.46 to 3.64)

15. ASIC is not monitoring or reporting on the actions registered company auditors commit to
take in response to audit surveillance activities. ASIC has not implemented procedures for using
the audit deficiency reporting process established by legislation in 2012. ASIC has entity-wide
guidance and procedures for assessing whether to undertake investigations. From 2019-20 to
2023-24, ASIC commenced 95 investigations into registered company auditors, with
68 investigations relating to outstanding annual statement or levy matters. During this period
ASIC recorded 89 enforcement results against registered company auditors, 78 of which were
voluntary or involuntary cessations of the auditor’s registration due to outstanding annual
statement or levy matters. ASIC referred 45 cases to the Companies Auditors Disciplinary Board
(CADB) from 2019-20 to 2023-24. ASIC records disciplinary action taken by professional
accounting bodies in relation to registered company auditors. ASIC could increase the use of
information sharing agreements with international counterparts. (See paragraphs 3.65 to 3.100)
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Recommendations

Recommendation no. 1
Paragraph 2.43

Recommendation no. 2
Paragraph 2.63

Recommendation no. 3
Paragraph 3.44

Recommendation no. 4
Paragraph 3.54

Recommendation no. 5
Paragraph 3.75

The Department of the Treasury advise the Treasurer that the
statement of expectations for the Australian Securities and
Investments Commission is due to be refreshed.

Department of the Treasury response: Agreed.

The Australian Securities and Investments Commission develop
measures to report on the performance of regulatory outcomes for
registered company auditors.

Australian Securities and Investments Commission response:
Agreed.

The Australian Securities and Investments Commission publicly
report on the timeliness of processing registered company auditor
resignations and removals against nominated performance targets.

Australian Securities and Investments Commission response:
Agreed.

The Australian Securities and Investments Commission reviews and
improves its registered company auditor surveillance activities to
ensure surveillance activities are risk-based, data driven and achieve
their intended outcomes. This includes reviewing if the allocation of
surveillance resources between individual audit file surveillances
and thematic surveillances is the most effective allocation to
achieve its outcomes.

Australian Securities and Investments Commission response:
Agreed.

The Australian Securities and Investments Commission:

(a) monitor and report on whether registered company auditors
follow through on voluntary commitments to take remedial
action in response to audit surveillance activities; and

(b) implement procedures for the audit deficiency process
established by the Australian Securities and Investments
Commission Act 2001.

Australian Securities and Investments Commission response:
Agreed.
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Summary and recommendations

Summary of entity response

16. The proposed audit report was provided to ASIC and an extract of the proposed audit
report was provided to the Department of the Treasury (Treasury). Summary responses from the
entities are provided below. Full responses are in Appendix 1. Improvements observed by the
ANAO during the course of this audit are listed in Appendix 2.

Australian Securities and Investments Commission

ASIC acknowledges the findings in the Auditor General’s report and agrees to action the
recommendations and opportunities for improvement.

ASIC is committed to strong oversight of auditors and enhancing the integrity and quality of
financial reporting and auditing in Australia. We use the full range of regulatory tools available to
us to improve financial reporting and audit quality. This includes our proactive surveillance of
financial reports and audits, and our pursuit of enforcement action where appropriate — this work
is critical to upholding public trust and confidence in our financial system.

The ANAQO’s recommendations that we measure and report on the outcomes of our regulation of
registered company auditors and review our auditor surveillance activities represent an
opportunity for ASIC to continue to evolve and enhance its regulation of auditors.

We will review our surveillance of registered company auditors to ensure we are continuing to
undertake surveillance activities that are risk-based, data driven and achieve our intended
outcomes. We will develop and report on measures to demonstrate how we are achieving our
outcomes for registered company auditors. We will also commence reporting on the actions
auditors propose to take in response to our surveillance findings and the timeliness of our
processing of registered company auditor resignation and removals.

Department of the Treasury

Treasury welcomes the report from the ANAO. Treasury agrees with Recommendation no. 1.
Treasury will advise the Treasurer that the statement of expectations for the Australian Securities
and Investments Commission is due to be refreshed.

Key messages from this audit for all Australian Government entities

17. Below is a summary of key messages, including instances of good practice, which have
been identified in this audit and may be relevant for the operations of other Australian
Government entities.

Governance and risk management

e Best practice regulators take a risk-based approach to planning and implementing
compliance and enforcement activities. This includes prioritising resources to the areas of
highest risk and focusing limited resources on the areas of the greatest risk of
non-compliance.
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Publishing information on gifts, benefits and hospitality online in a discoverable, open and
standards-based format supports stakeholders to build confidence in Australian
Government entities. Reporting on offers of gifts, benefits and hospitality that were
declined, in addition to those that were accepted, promotes transparency and
accountability and discourages external stakeholders from offering gifts, benefits or
hospitality.

Policy/program implementation

Where Parliament has legislated regulatory processes, it is important that those processes
be used to effectively deter non-compliance and provide safeguards for regulated entities,
such as the opportunity to respond to a regulator’s findings.

Publicly presented information on regulatory activities should be based on sound
methodologies. This supports stakeholders to build an accurate understanding of the
regulated population.

Performance and impact measurement

Regulators cannot be effective without articulating regulatory outcomes and measuring
whether those outcomes are being achieved. Regulators should establish performance and
evaluation frameworks that measure the regulator’s impact on the regulated population,
and whether the policy problem that led to the imposition of regulation is being addressed.

Regulators that are funded by industry cost-recovery arrangements should endeavour to
report performance information that is meaningful to industry.
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Audit findings
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1. Background

Introduction

1.1 The Corporations Act 2001 (Corporations Act) requires certain types of companies,
registered schemes, and bodies that hold enhanced disclosure securities to have their financial
reports audited by a registered company auditor or an authorised audit company.?

1.2 In 2004 the Corporations Act and other laws were amended by the Corporate Law Economic
Reform Program (Audit Reform and Corporate Disclosure) Act 2004 (CLERP 9 Act) to establish a
broad regulatory framework governing audit oversight and independence arrangements.? The
explanatory memorandum stated:

Audited financial statements are an important part of the financial information that is available to
the capital markets and an essential element of effective corporate governance. Auditor
independence is fundamental to the credibility and reliability of auditors’ reports and in turn
independent audits perform an important function in terms of capital market efficiency. There has
been widespread concern about the efficacy of the audit function, including the independence of
auditors, as a result of major corporate collapses in Australia and overseas, including HIH.*

1.3 The auditing of financial reports is intended to support market integrity and provide
confidence in the reliability of financial reporting to users such as investors and regulators.
A registered company auditor’s report provides an opinion to users of regulated entities’ financial
reports as to whether the financial report:

° has been prepared in compliance with applicable accounting standards; and
° shows a true and fair view of the company’s financial position for the relevant financial
5
year.

14 The Corporations Act establishes a regulatory framework for registered company auditors
in relation to independence and audit quality. Under this regulatory framework:

. the Australian Securities and Investments Commission (ASIC) is the regulator of the
financial reporting and auditing requirements of the Corporations Act;

° the Auditing and Assurance Standards Board (AUASB) is responsible for issuing standards
detailing the requirements and responsibilities of the auditors; and

° registered company auditors are responsible for:

- maintaining independence by identifying conflict of interest situations and meeting
requirements for auditor rotation;

- ensuring audit quality by following recognised auditing standards;

2 Corporations Act 2001 sections 292-323D establish the requirements for financial and auditor’s reports.

3 Explanatory Memorandum, Corporate Law Economic Reform Program (Audit Reform and Corporate
Disclosure) Bill 2003, paragraph 4.13.

4 ibid., paragraph 4.8.
The 2001 corporate collapse of HIH Insurance is one of Australia’s largest corporate failures. See HIH Royal

Commission & Owen, N. J., The failure of HIH Insurance, Commonwealth of Australia, 2003, available from
http://nla.gov.au/nla.obj-2203647152 [accessed 22 July 2025].

5 Corporations Act 2001 section 308.
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1.5

Background

- publishing an audit transparency report;

- lodging certain documents with ASIC, including an annual statement; and
- complying with any additional conditions of registration set by ASIC.

ASIC defines audit quality in the following terms:

Audit quality refers to matters that contribute to the likelihood that the auditor will:

. achieve the fundamental objective of obtaining reasonable assurance that the financial
report as a whole is free of material misstatement, and

. ensure material deficiencies detected are addressed or communicated through the audit
report.

This includes appropriately challenging key accounting estimates and treatments that can
materially affect the reported financial position and results.®

About registered company auditors

1.6

The Corporations Act requires registered company auditors to hold relevant qualifications,

appropriate skills and be a capable, fit and proper person.” Relevant qualifications comprise at least
three years of accounting and auditing studies and at least two years of commercial law studies.
Appropriate skills are demonstrated by either:

1.7

meeting the Auditor Competency Standard for Registered Company Auditors over a
three-to-five-year period of continuous assessment?; or

undertaking appropriate practical experience involving at least 3,000 hours work in
auditing under the direction of a registered company auditor, including undertaking audits
required under the Corporations Act and 750 hours supervising audits of companies.

Authorised audit companies allow individual registered company auditors to incorporate.

Incorporation supports individual registered company auditors to manage professional liability
risks. To be registered as an authorised audit company under the Corporations Act:

1.8

all directors of the company must be registered company auditors;

the company’s ownership structure and voting rights must meet certain requirements;
and

adequate professional indemnity insurance must be held by the company.

Registered company auditors are not required to work at an authorised audit company.

Registered company auditors may also work as an individual or as a partnership formed under state
or territory legislation.

Australian Securities and Investments Commission (ASIC), Information sheet 222 Improving and maintaining
audit quality, ASIC, October 2022, available from https://www.asic.gov.au/regulatory-resources/financial-
reporting-and-audit/auditors/improving-and-maintaining-audit-quality/ [accessed 13 November 2025].

Corporations Act 2001 subsection 1280(2A).

CPA Australia, Chartered Accountants Australia & New Zealand and Institute of Public Accountants, Auditor
Competency Standard for Registered Company Auditors, August 2015, available from
https://download.asic.gov.au/media/3913960/auditing-competency-standard-final-august-2015.pdf

[accessed 8 May 2025].
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1.9 Registered company auditors are typically the most senior auditor on an audit engagement,
and may supervise teams of auditors who are not registered company auditors.

1.10 Audits of financial reports completed by registered company auditors under the
Corporations Act are one type of external auditing. Not all types of external audit and assurance
work are required to be completed by a registered company auditor.

1.11 Between 2019-20 and 2023-24 there was a 16.8 per cent decline in the number of
individual registered company auditors, while the number of authorised audit companies increased
by 4.4 per cent (Table 1.1).

Table 1.1: Number of registered company auditors

2019-20 2020-21 2021-22 2022-23 2023-24 Change
(%)

Registered company 3,817 3,657 3,413 3,337 3,177 -16.8
auditors

Authorised audit 204 214 217 208 213 4.4
companies

Source: ANAO presentation of ASIC information.
1.12 Between 2019-20 and 2023-24, an average of 25,131 financial reports were lodged each

financial year with ASIC (Table 1.2). Roughly 95 per cent of lodged financial reports are audited each
year.

Table 1.2: Number of financial reports lodged with the Australian Securities and
Investments Commission

2019-20 2020-21 2021-22 2022-23 2023-24 Total

Financial reports lodged 26,344 25,487 25,222 24,984 23,616 125,653

Source: ANAO presentation of ASIC information.

About the Australian Securities and Investments Commission

1.13  ASICis Australia’s corporate, markets, financial services, and consumer credit regulator. It is
an independent statutory authority, established by the Australian Securities and Investments
Commission Act 2001 (ASIC Act) and carries out most of its work under the Corporations Act. ASIC
is a body corporate prescribed as a non-corporate Commonwealth entity for the purposes of the
Public Governance, Performance and Accountability Act 2013 (PGPA Act). ASIC staff are engaged
under the ASIC Act, not the Public Service Act 1999.

1.14  ASIC regulates registered company auditors in its role as Australia’s corporate regulator.
These regulatory functions include:

. administering auditor registration, including registration applications, annual statements
and de-registration;

° receiving registered company auditors’ breach notifications and contravention reporting;

° undertaking financial reporting and audit surveillances; and
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Background

° investigating potential non-compliance and taking enforcement action or referring
matters to the disciplinary processes managed by the Companies Auditors Disciplinary
Board (CADB).

1.15 ASIC’s total financial resourcing and staffing is summarised in Table 1.3. The equivalent of
roughly 35 full-time staff, see paragraphs 2.2 to 2.6, is allocated to the regulation of registered
company auditors.

Table 1.3: Australian Securities and Investments Commission’s total resourcing
2019-20 to 2024-25

2019-20 | 2020-21 | 2021-22 2022-23 | 2023-24 2024-25

Total resourcing? ($m) 662.3 763.5 820.7 836.8 978.0 1,131.7
Average staffing level 1,982 1,972 1,947 1,846 1,709 2,188

Note a: Total resourcing includes departmental and administered resourcing. For example, total resourcing includes
appropriation for administrative special appropriations. These are for payments of unclaimed monies, and
refunds on administered revenue. These funds are not available to ASIC for regulatory activities that are eligible
for cost recovery.

Source: ANAO presentation of ASIC portfolio budget statements.

1.16  Pursuant to an industry funding model, the Australian Government imposes a cost-recovery
levy to recover costs for regulatory activities delivered to industry in the preceding year. The levy
may not exceed the sum of all amounts appropriated® by the Parliament for the relevant financial
year, and certain regulatory activities (such as operating and maintaining a public register under the
Corporations Act) are excluded by law from the calculation of costs to be recovered.'® Between
2021-22 and 2023-24 ASIC annually recovered between 73 and 89 per cent of its regulatory costs
across all cost recovery activities (including registered company auditors). Table 1.4 summarises
ASIC's recovery of costs related to the regulation of registered company auditors.

Table 1.4: Australian Securities and Investments Commission cost recovery related to
registered company auditors 2019-20 to 2023-24

2019-20 2020-21 2021-22 2022-23 2023-24

ASIC costs recovered? ($m) 10.3 9.6 8.3 6.1 10.2

Note a: Costs recovered from ‘registered company auditors’ and ‘auditors of disclosing entities’ industry subsectors,
see paragraph 2.12.

Source: ANAO presentation of ASIC data.

1.17 Under the industry funding model, ASIC also charges fees to recover expenses associated
with processing regulatory forms. Between 2019-20 and 2023-24 ASIC charged $426,004 for the
processing of forms relevant to the regulation of registered company auditors. ASIC estimated the
cost of processing these forms was $723,047.

9 Not all appropriated amounts are available to ASIC for regulatory activities that are eligible for cost recovery.
Refer to Note a in Table 1.3.

10 ASIC Supervisory Cost Recovery Levy Act 2017 subsection 10(3); ASIC Supervisory Cost Recovery Levy
Regulations 2017 regulation 5.
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Previous audits, inquiries and reviews
Auditor-General Report

1.18 In June 2023 Auditor-General Report No.36 2022-23 Probity Management in Financial
Regulators — Australian Securities and Investments Commission concluded ‘[p]robity management
at the Australian Securities and Investments Commission (ASIC) was largely effective’.!! ASIC agreed
to a recommendation that it review the financial thresholds for declaring hospitality in its internal
register of gifts, benefits and hospitality, and assessed in November 2023 that it had implemented
this recommendation.

Parliamentary inquiries

1.19 In November 2024 the Parliamentary Joint Committee on Corporations and Financial
Services (PJCCFS):

° recommended ASIC re-establish a program of random audit inspections, review audit files
where conflicts of interest are identified, and increase resources to surveillance
activities'?;

. made six recommendations to the Australian Government for legislative reform including:
requiring ASIC to publish inspection reports for individual audit firms; and enhancing
ASIC’s power to take enforcement action against audit firms, not just individual registered
company auditors®3; and

. made two recommendations to the Australian Government to reform the CADB.14

1.20 The PJCCFS’s 2024 inquiry followed a completed inquiry into the regulation of auditing in
2020.*> The 2020 inquiry made 10 recommendations and published a dissenting report containing
two additional recommendations. In July 2024 the Australian Government responded to all
recommendations with this statement:

The Government notes this recommendation. However, given the passage of time since this report
was tabled, a substantive Government response is no longer appropriate.t®

11 Auditor-General Report No.36 2022-23 Probity Management in Financial Regulators — Australian Securities
and Investments Commission, ANAO, Canberra, 2023, paragraph 14, available from
https://www.anao.gov.au/work/performance-audit/probity-management-financial-regulators-australian-
securities-and-investments-commission [accessed 29 April 2025].

12  Parliamentary Joint Committee on Corporations and Financial Services, Australian Parliament, Ethics and
Professional Accountability: Structural Challenges in the Audit, Assurance and Consultancy Industry (2024),
p. xv, recommendation 11, available from
https://www.aph.gov.au/Parliamentary Business/Committees/Joint/Corporations and Financial Services/C
onsultancyFirms [accessed 22 July 2025].

13  ibid., pp. xiv—xvi, recommendations 7, 10, 12, 14, 18 and 19.
14  ibid., pp. xvii and xx, recommendations 21 and 33.

15 Parliamentary Joint Committee on Corporations and Financial Services, Regulation of auditing in Australia
(2020), Parliament of Australia, available from
https://www.aph.gov.au/Parliamentary Business/Committees/Joint/Corporations and Financial Services/Re
gulationofAuditing [accessed 22 July 2025].

16  Parliamentary Joint Committee on Corporations and Financial Services, Australian Parliament, Regulation of
auditing in Australia: Government responses (2020), available from
https://www.aph.gov.au/Parliamentary Business/Committees/Joint/Corporations and Financial Services/Re
gulationofAuditing/Government Response [accessed 22 July 2025].
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Background

1.21 The PJCCFS’s 2024 inquiry report assessed actions taken in response to the 2020 inquiry.!’

1.22 As of September 2025, the Australian Government had not responded to the PJCCFS’s
November 2024 recommendations.

Reviews by Australian Government entities
The Financial Reporting Council

1.23  In March 2019 the Financial Reporting Council® published a report on Auditor Disciplinary
Processes.’® This provided 18 recommendations, including that ASIC should be given the power to
compel remediation of defective audits.?°

1.24 In April 2019 the Financial Reporting Council and the Auditing and Assurance Standards
Board published a report on the perceptions of professional investors in 2019. The report concluded
based on survey results that ‘professional investors do not consider audit quality as a matter of
concern’.?

1.25 The Financial Reporting Council and the Auditing and Assurance Standards Board published
reports on audit committee chairs’ perceptions of audit quality in 2018, 2021 and 2022. The reports
relied on surveys of audit committee chairs from Australian Securities Exchange listed companies,
not for profit entities, public sector entities and superannuation funds. The surveys indicated that
audit committee chairs were ‘very satisfied with the quality of their external auditor’. The
2022 report also reported audit committee chairs’ views on ASIC audit surveillance activities (known
as audit inspections at the time):

The general sentiment of the [audit committee chairs] was that some form of oversight and
inspection process is a good thing ...

However, many were critical of the inspection process and its subsequent reporting by ASIC and
financial journalists.?2

17  PIJCCFS, Ethics and Professional Accountability: Structural Challenges in the Audit, Assurance and Consultancy
Industry (2024), paragraphs 4.6 to 4.25.

18 The Financial Reporting Council (FRC) is a statutory body established under the ASIC Act, responsible for
overseeing the effectiveness of the financial reporting framework in Australia, including providing the
responsible Minister strategic advice in relation to the quality of audits conducted by Australian auditors.
Financial Reporting Council, Publications, Australian Government, available from https://frc.gov.au/all-frc-
documents/publication [accessed 14 May 2025].

19 Financial Reporting Council, Auditor Disciplinary Processes: Review, Australian Government, March 2019, p. 7,
available from https://frc.gov.au/sites/frc.gov.au/files/2019-
6/04/FRC_Auditor Diciplinary Process Review.pdf [accessed 28 May 2025].

20 ASIC published a response to the report, supporting this recommendation.

Australian Securities and Investments Commission, ASIC welcomes FRC report on audit enforcement, ASIC,

9 April 2019, available from https://asic.gov.au/about-asic/news-centre/find-a-media-release/2019-
releases/19-082mr-asic-welcomes-frc-report-on-audit-
enforcement/#:~:text=A%20power%20to%20compel%20remediation,CADB's%20practice%20and%20procedu
res%20manuals [accessed 28 May 2025].

21 Financial Reporting Council, Audit Quality in Australia: The Perspectives of Professional Investors, Australian
Government, 2019, p. 6, available from https://frc.gov.au/publication/audit-quality-australia-perspectives-
professional-investors [accessed 14 May 2025].

22 Financial Reporting Council, Audit Quality in Australia: The Perspective of Audit Committee, Australian
Government, 2022, pp. vii, 12 & 13, available from https://frc.gov.au/all-frc-documents/publication/audit-
quality-australia-perspectives-audit-committees [accessed 8 July 2025].
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1.26 The Financial Reporting Council’s November 2023 Oversight of Audit Quality in Australia —
A Review report found:

auditors are subject to a robust set of professional standards designed to support the performance
of high audit quality audits. However, the FRC considers that the system could benefit from more
independent oversight to ensure all auditors are complying with the required standards.?

1.27 The Financial Reporting Council made six recommendations. Two recommendations were
directed to ASIC to expand audit surveillance activities and publish strategic plans for audit
surveillances with key performance indicators. One recommendation was made to the professional
accounting bodies in relation to their surveillance and disciplinary processes.
Three recommendations were made to the Australian Government to make legislative reforms
related to audit quality and auditor independence.

The Financial Regulator Assessment Authority

1.28 In July 2022 the Financial Regulator Assessment Authority?® (FRAA) concluded an
effectiveness and capability review of ASIC, which examined ASIC's strategic prioritisation, planning,
decision-making and its surveillance and licensing functions. The FRAA reported:

The FRAA considers that ASIC is generally effective and capable in the areas reviewed, although
there are important opportunities to enhance its performance.®

1.29 The FRAA report made recommendations for ASIC to improve its data capability,
stakeholder engagement, performance monitoring and skill sets.?®

The Department of the Treasury

1.30 In June 2023, the Department of the Treasury (Treasury) concluded a review of ASIC's
industry funding model, and reported:

broadly the settings of the ASIC [industry funding model] remain appropriate and substantial
changes to the model should not be made ... the costs recovered through the [industry funding
model] (including enforcement costs) remains appropriate and should not be removed from the
model to be budget-funded instead.?”

Australian Law Reform Commission

1.31 In November 2023 the Australian Law Reform Commission (ALRC) issued the final report for
its inquiry into the simplification of the legislative framework for corporations and financial services
regulation. The inquiry found ‘corporations and financial services legislation is unnecessarily

23 Financial Reporting Council, Oversight of Audit Quality in Australia — A Review, Australian Government, 2023,
p. 1, available from https://frc.gov.au/sites/frc.gov.au/files/2023-11/review-oversight-audit-quality-
australia.pdf [accessed 20 November 2025].

24 The Financial Regulator Assessment Authority is an independent statutory body tasked with assessing and
reporting on the effectiveness and capability of ASIC and the Australian Prudential Regulation Authority.

25 Financial Regulator Assessment Authority, Effectiveness and Capability Reviews of the Australian Securities
and Investments Commission, Australian Government, 2022, p. 3, available from
https://fraa.gov.au/publications/effectiveness-and-capability-reviews-australian-securities-and-investments-
commission [accessed 14 May 2025].

26 ibid.

27 Department of the Treasury, Review of the ASIC Industry Funding Model — Final Report, Treasury, 2023, p. 5,
available from https://treasury.gov.au/publication/p2023-411466 [accessed 14 May 2025].
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Background

complex’.?® Across three reports, the ALRC presented 58 recommendations to the Australian
Government to reform corporations and financial services legislation.

1.32 The ALRC inquiry recommended reforms to provisions of the Corporations Act relating to
registered company auditors:

A range of other provisions in corporations and financial services legislation have an incoherent
legislative hierarchy, with excessively prescriptive primary legislation and poorly designed
delegated legislation. This makes them suitable candidates for reform in accordance with the
recommended legislative model. In particular, provisions regulating financial reports and audit in
Chapter 2M of the Corporations Act could be restructured to move material into a Scoping Order
and to create what may be known as the ‘Financial Reporting and Audit Rules’. This would help
reduce the prescriptiveness of the primary legislation and better highlight the core norms and
obligations in Chapter 2M of the Act.?®

Rationale for undertaking the audit

1.33 Audited financial statements provide important information for capital markets and are
essential for effective corporate governance. ASIC is responsible for regulatory functions designed
to ensure registered company auditors meet independence and quality requirements related to
audits of financial reports under the Corporations Act.

1.34  This audit was conducted to provide assurance to Parliament on the effectiveness of ASIC's
oversight of registered company auditors. This audit was identified as a priority by the Joint
Committee of Public Accounts and Audit for the 2024—-25 Annual Audit Work Program.

Audit objective, criteria and scope

1.35 The audit objective was to assess the effectiveness of ASIC’'s oversight of registered
company auditors.

1.36 To form a conclusion against the objective, the ANAO adopted the following high-level
criteria:

° Have appropriate arrangements been established to support regulatory activities?

° Is the regulatory approach effective?

1.37 The audit did not assess:

° policy or regulatory design matters, including those in the scope of the Australian

Government’s review of the regulation of accounting, auditing and consulting services
being led by Treasury3?;

° matters not directly related to ASIC's regulation of registered company auditors
performing audits of financial reports under the ASIC Act and the Corporations Act, such

28  Australian Law Reform Commission, Confronting Complexity: Reforming Corporations and Financial Services
Legislation, Australian Government, 2023, p. 41, paragraph 1.19, available from
https://www.alrc.gov.au/publication/fsl-report-141/ [accessed 14 May 2025].

29 ibid., p. 202, paragraph 8.29.
30 Department of the Treasury, Response to PwC — regulation of accounting, auditing and consulting firms in

Australia, Australian Government, May 2024, available from https://treasury.gov.au/consultation/c2024-
509472 [accessed 14 May 2025].
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as other forms of auditing®! or consulting activities provided by entities who are also
registered company auditors; and

° the effectiveness of ASIC’s regulation of the preparers of financial reports.

Audit methodology
1.38 The audit methodology included:

° examination and analysis of ASIC’s internal records;
. meetings with ASIC officials and professional accounting bodies; and
° analysis of publicly available material from Australian Government bodies, professional

accounting bodies and proceedings of the Australian Parliament.

1.39 Australian Government entities largely give the ANAO electronic access to records by
consent, in a form useful for audit purposes. On 2 July 2025 ASIC advised the ANAO that it was
unable to voluntarily provide certain information requested by the ANAO due to privacy obligations.
On 3 July 2025, the ANAO exercised powers pursuant to section 33 of the Auditor-General Act 1997
to enable ASIC to provide the requested information.

1.40 The audit was open to contributions from the public between December 2024 and
June 2025. The ANAO received and considered matters raised in contributions from six entities and
five individuals.32

1.41 The ANAO instituted arrangements for this audit to manage risks to independence arising
from ASIC’s role as a quality reviewer of ANAO financial statements audits between 2018 and 2024.
These arrangements are outlined in Appendix 3.

1.42 The audit was conducted in accordance with ANAO Auditing Standards at a cost to the ANAO
of approximately $671,176.

1.43 The team members for this audit were Joshua Francis, Michael McGillion, Renae Lowden,
Liset Campos-Manrique, Yu Wen Wong, Madigan Paine, Zhou Li, Li Lin and David Tellis.

31 Such as auditors of self-managed superannuation funds or greenhouse gas accounting.

32 The following entities made their contributions to the ANAO public:
Companies Auditors Disciplinary Board (CADB), Submission by Companies Auditors Disciplinary Board (CADB):
Australian National Audit Office (ANAO) Performance Audit The effectiveness of ASIC’s regulation of registered
company auditors, 14 March 2025, available from https://www.cadb.gov.au/media/5ilnlmg1/20250314-anao-
submission-cadb-14-march-2025 .pdf [accessed 21 May 2025];

CPA Australia, CPA Australia submission to Australia National Audit Office (ANAO) Performance Audit: ASIC’s
Regulation of Registered Company Auditors, 14 April 2025, available from https://www.cpaaustralia.com.au/-
/media/project/cpa/corporate/documents/policy-and-advocacy/consultations-and-submissions/audit-
assurance/2025/cpa-australia-submission _anao_asic-regulation-of-rcas uns.pdf [accessed 2 May 2025].

Charted Accountant Australia and New Zealand (CA ANZ), ANAO Performance audit: Australian Securities and
Investments Commission’s regulation of registered company auditors, 17 April 2025, available from
https://www.charteredaccountantsanz.com/news-and-analysis/advocacy/policy-submissions/submission-to-
anao-on-asics-regulation-of-rcas [accessed 2 May 2025].

Institute of Public Accountants (IPA), Australian National Audit Office (ANAQO) Performance Audit — Australian
Securities and Investments Commission’s (ASIC) regulation of registered company auditors, 1 June 2025,
available from https://www.publicaccountants.org.au/news-advocacy/submissions/australian-national-audit-
office-(anao)-performance-audit-%E2%80%93-australian-securities-and-investments-
commission%E2%80%99s-(asic)-regulation-of-registered-company-auditors [accessed 25 June 2025].
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2. Arrangements to support regulatory activities

Areas examined

This chapter examines whether the Australian Securities and Investments Commission (ASIC)
has established appropriate arrangements to support regulatory activities for registered
company auditors.

Conclusion

ASIC has integrated the function of regulating registered company auditors into its broader
regulatory systems, including agency governance, cost-recovery levies, probity management,
stakeholder communications and staff training. ASIC’s ministerial statement of expectations
has not been updated since August 2021 and is overdue to be refreshed. ASIC's business
planning and regulatory targeting is informed by risk. However, while ASIC has linked its
registered company auditor regulatory activities to its statutory objectives and strategic
priorities, it does not measure or assess whether regulatory outcomes for registered company
auditors are being achieved nor whether ASIC’s interventions are contributing to the
achievement of those outcomes. Measuring the achievement of outcomes is important to
demonstrate the effective use of public resources. As a result, ASIC’'s arrangements to support
regulatory activities for registered company auditors are partly effective.

Areas for improvement

The ANAO made one recommendation to ASIC to develop and report on performance
measures for the achievement of regulatory outcomes for registered company auditors. The
ANAO additionally made one recommendation to the Department of the Treasury aimed at
refreshing ASIC’s ministerial statement of expectations and regulator statement of intent. The
ANAO identified an opportunity for ASIC to improve the accessibility of its publication of
information related to gifts, benefits and hospitality.

2.1 The Australian Government’s Regulatory Policy, Practice & Performance Framework
provides six principles for the implementation of regulation and regulatory management, including
that regulation should be integrated into existing regulatory systems; be targeted and risk-based;
and be outcomes-focused.

Are appropriate governance arrangements in place?

ASIC has integrated the function of regulating registered company auditors into its broader
regulatory systems (including agency governance, cost-recovery, probity frameworks,
stakeholder communications and staff training). This approach is appropriate given the
multiple frameworks that apply to ASIC’s regulated populations. ASIC’s ministerial statement
of expectations and regulator statement of intent have not been refreshed in accordance with
better practice.

Organisational structure and oversight

2.2 ASIC does not administer regulatory functions for registered company auditors as a discrete
business area within the agency. Instead, ASIC is structured into functional work areas and the
regulation of registered company auditors is divided between these areas on a functional basis. Key
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functions relating to the regulation of registered company auditors are undertaken by the
Regulation and Supervision Group and the Enforcement and Compliance Group.

2.3 The Regulation and Supervision Group includes:

° licensing and registration business units, administering registered company auditors and
other licensing and registration frameworks that apply to ASIC’s regulated population; and

. financial reporting and audit business units, responsible for activities including monitoring
and surveillance of registered company auditors, stakeholder engagement and providing
subject matter expertise on registered company auditors to other business units within
ASIC.

2.4 Table 2.1 depicts the total nominal staffing of the Regulation and Supervision Group, as well
as the level of staffing allocated to three branches to perform regulatory activities relating to
registered company auditors, as recorded in ASIC’s 2024-25 business plan.

Table 2.1: Regulation and Supervision Group full time equivalent staff allocations —

2024-25
Branch recorded in the | Business activity relevant to registered FTE allocated Total FTE
business plan company auditors to registered | allocated to
company | the branch
auditors
Companies and Small Financial reporting and audit surveillance 17 70.5
Business? program (CSB607)
Auditor registrations and resignations 1
(CSB599)
Strategic Surveillance Audit quality surveillance 4 35.2
and Data (SSD651)
Licensing Professional registration assessments 2.50 34.6
(auditor, SMSF, liquidator 24/25) (LIC510)
Other branches N/A 0 206
Regulation and Supervision Group 24.5 346.3

Note a: This branch was renamed Sustainability, Financial Reporting and Audit in February 2025.

Note b: These staff members have duties that extend beyond registered company auditors.

Source: ANAO analysis of ASIC business planning information from June 2024.

2.5 ASIC provided the ANAO with analysis of the number of staff that have worked on the
financial reporting and audit surveillance program over the past five financial years, taking into
account restructures that occurred during that period. ASIC’s analysis indicated that the function
currently has lower staff numbers than previous years (Table 2.2).33

33 Asdiscussed in Box 1, in 2022—-23 ASIC decreased its audit surveillance program and combined it with other
regulatory functions.
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Arrangements to support regulatory activities

Table 2.2: Australian Securities and Investments Commission analysis of staff working
on financial reporting and audit surveillance 2020-21 to 2024-25

2020- 2021-22 2022-23 2023-24 2024-252
5 16

21
Actual ASL 28 27 21 1
Budgeted ASL 29 27 21 14 19

Note a: Average staffing levels (ASLs) for 2024-25 are reported as at January 2025.

Source: ANAO presentation of ASIC information.

2.6 Within the Enforcement and Compliance Group, a team of nine staff are responsible for
progressing investigations or enforcement actions in response to suspected registered company
auditor misconduct.

2.7 Both the Regulation and Supervision Group and Enforcement and Compliance Group are
overseen by the Commission, which is a non-executive governing body comprising the ASIC Chair,
Deputy Chair and three Commissioners. The Commission sets ASIC's regulatory strategy and
oversees ASIC's performance against the strategy. The Commission’s oversight of regulatory
activities is undertaken in part through three ancillary committees (whose membership comprises
the full Commission assisted by other attendees).3* Table 2.3 depicts the number and nature of
decisions taken by the Commission in relation to registered company auditors between July 2019
and February 2025.

Table 2.3: Commission committee meetings recorded outcomes between July 2019
and February 2025

Outcome related to registered company Approve Note Nominate

auditors

Changes to regulatory activities 4 3 - 7
Resource allocation and business planning - 1 - 1
Public reporting or communications 2 7 - 9
Nominate Executive Director for public - - 5 5
reporting approval

Total 6 11 5 22

Source: ANAO analysis of ASIC provided committee papers.

2.8 The Commission, together with the Chair in the Chair’s capacity as Accountable Authority
for ASIC, is responsible for setting ASIC's annual corporate plan. ASIC's corporate plans from
2019-20 to 2023-24 integrated ASIC's regulation of registered company auditors into ASIC's
broader strategic plans:

° in 2024-25, as a key activity contributing to the achievement of a strategic priority ‘drive
consistency and transparency across markets and products’;

° in 2023-24, 2022-23 and 2019-20 as a key activity not connected to any specific strategic
priority; and

34  For further information see Australian Securities and Investments Commission, ASIC’s governance and
accountability framework, available from https://asic.gov.au/about-asic/what-we-do/how-we-operate/asic-s-
governance-and-accountability/ [accessed 15 May 2025].
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° in 2021-22 and 2020-21, as a key activity contributing to the achievement of strategic
priorities relating to maintaining financial system resilience and stability during the
COVID-19 pandemic and promoting the subsequent economic recovery.

Budgeting and cost recovery

2.9 As depicted in Figure 2.1, ASIC’s resourcing is determined each year by the Australian
Government through the Budget, allocated pursuant to ASIC's portfolio budget statements, and
partially recovered retrospectively through a cost-recovery levy.3>

Figure 2.1: The Australian Securities and Investments Commission’s resourcing cycle

Australian Government ASIC annual business
Budget process planning process

Industry funding
process
ASIC'’s outcomes, funding ASIC allocates its ASIC cost-recovers a
and average staffing level appropriated resources to
are set in accordance with undertake its activities.

the Portfolio Budget
Statement.

proportion of its regulatory
expenses from the
previous year’s activities.

Source: ANAO presentation of ASIC information.

2.10 Between 2018-19 and 2023-24 ASIC made efforts to secure additional funding specifically
to support regulatory activities for registered company auditors.

° ASIC received approval for an additional $2.2 million in regulatory activities in relation to
registered company auditors over four years from 2018-19 to 2021-22 and to recover this
through ASIC’s industry funding model®®; and

° ASIC worked with the Department of the Treasury (Treasury) to develop a proposal for
additional funding for registered company auditors regulatory activities for the 2024-25
Federal Budget, however the Australian Government decided to defer the proposal.

2.11 ASIC has an internal business planning process that allocates resourcing for the purpose of
regulating registered company auditors to business units on a functional basis alongside resourcing
for similar regulatory activities undertaken by that business unit.

Cost recovery

2.12  ASIC’s cost-recovery levy?’ is applied to two subsectors related to registered company
auditors depicted in Table 2.4. Submissions received by the ANAO from stakeholders in these
sectors expressed views that the link between ASIC’s regulatory activities and the levy charged could
be more transparent.

35 Asdiscussed in Chapter 1, between 2021-22 and 2023-24 ASIC annually recovered between 73 and
89 per cent of its supervisory costs.

36 Australian Government, Budget Paper No. 2 Budget Measures 2018—19, Commonwealth of Australia,
Canberra, 2018, p. 187, available from https://archive.budget.gov.au/2018-19/ [accessed 19 August 2025]

37 ASIC’s Cost Recovery Implementation Statements can be accessed at Australian Securities and Investments
Commission, ASIC industry funding, ASIC, November 2024, available from https://asic.gov.au/about-
asic/what-we-do/how-we-operate/asic-industry-funding/ [accessed April 2025].
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Table 2.4:

Name of subsector

Auditors of disclosing entities

Arrangements to support regulatory activities

Who is charged

A subset of registered company
auditors, being those that have
consented to be an audit entity

Cost-recovery subsectors related to registered company auditors

How the levy is calculated

A proportion of revenue derived
from auditing and review of
relevant financial reports.

for a disclosing entity with
quoted securities.

Registered company auditors Any entity that has been a
registered company auditor at

any time in the financial year.

A flat levy for each entity.

Source: ANAO presentation of ASIC information.

2.13  ASIC primarily calculates the regulatory expenditure to be cost-recovered from these
subsectors based on ASIC timesheet data that records staff time directly spent on regulating
registered company auditors and a cost allocation model that attributes indirect costs for these
regulatory activities. Between 2019-20 to 2023-24, ASIC levied $44.5 million in regulatory expenses
upon the two subsectors relating to registered company auditors. Indirect costs of $19.1 million
accounted for 42.9 per cent of total expenses recovered (Table 2.5, note c).

Table 2.5:

Regulatory expenses recovered from registered company auditors and
auditors of disclosing entities from 2019-20 to 2023-24

Regulatory activity 2019-20 | 2020-21 2021-22 2022-23 2023-24 Total

($m) ($m) ($m) ($m) ($m) ($m)*®
Supervision and surveillance 2.8 3.0 2.7 1.4 2.8 12.7
Enforcement 1.8 20 1.6 1.8 2.5 9.8
Other regulatory activities® 0.3 0.2 0.4 0.3 1.0 2.3
Indirect costs® 5.1 4.4 3.6 24 3.8 19.1
Adjustment for prior year 0.3 0.1 0.0 0.1 0.1 0.6
Total costs levied tocompany | 153 g5 g3 61 102 445

Note a:
Note b:
Note c:

Totals may not sum due to rounding.
Other regulatory activities include industry engagement, education, guidance and policy advice.

Indirect costs include governance, central strategy and legal, IT support, operations support, property and
corporate services and capital expenditure, less costs funded by own-source revenue.

Source: ANAO analysis, based on ASIC documentation.

2.14 ASIC also advises on its website that direct costs may be attributed by analysing team
structures and output.®® As shown in Figure 2.2, ASIC data showed a decrease in timesheet hours
for supervision and surveillance activities for registered company auditors in 2022-23 and 2023-24
while direct costs increased in 2023-24. In August 2025, ASIC advised the ANAO that following an
organisational restructure it was able to ‘reprofile’ $1.8 million previously accounted as indirect

38 Australian Securities and Investments Commission, ASIC’s regulatory costs, available at
https://www.asic.gov.au/about-asic/what-we-do/how-we-operate/asic-industry-funding/how-the-industry-
funding-model-works/asic-s-regulatory-costs/ [accessed 25 August 2025].
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costs®® to direct costs for supervision and surveillance. ASIC further advised that the figure of
$1.8 million was calculated based on full-time equivalent positions rather than individual time
recording.

Figure 2.2: Hours recorded for registered company auditor supervision and
surveillance activities 2019-20 to 2023-24
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T
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Supervision and surveillance leviable costs (based on FTE and team allocations) ($m)
mmm Supervision and surveillance direct costs ($m)
—Hours recorded

Source: ANAO presentation of ASIC data.

2.15 Similarly, ASIC data showed a decrease in timesheet hours for ‘enforcement’ for registered
company auditor activities in 2022—-23 and 2023-24 compared to previous years while direct costs
increased (see Figure 2.3). In August 2025 ASIC advised the ANAO that supplier expenses made up
a higher proportion of direct costs for enforcement in 2023-24.

39 ASIC advised these costs related to Information Technology, Scams Projects, Assessment & Intelligence,
Emerging Talent, and Strategic Surveillance.
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Figure 2.3: Hours recorded for registered company auditor enforcement activities
2019-20 to 2023-24
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Source: ANAO presentation of ASIC data.

2.16 The cost-recovery levy is estimated at the start of the year and may be adjusted if actual
costs differ due to variations in the activities performed by ASIC and the size of the regulated
population.*® Submissions received by the ANAO from stakeholders expressed a desire for ASIC to
provide greater transparency around the reasons for variance between estimated and actual levies.

2.17  Prior to 2025, ASIC reported publicly on the main drivers of variance for subsectors where
the variance from the previous year was both greater than 10 per cent and exceeded $2 million.
Regulatory cost variations for registered company auditors prior to 2025 have not been the subject
of public reporting because, while the variations have exceeded 10 per cent each year, the total
variance did not exceed the $2 million threshold.

2.18 ASIC advised the ANAO in May 2025 that annual variance reporting would use a reduced
variance reporting threshold of $1 million for the 2024-25 variance reporting cycle. Based on
previous variances, this change will result in information on variance drivers being reporting for
registered company auditors.*!

2.19 ASICalso charges a fee to lodge four forms relevant to the regulation of registered company
auditors, such as an application to become a registered company auditor (see paragraph 3.2). ASIC
estimates its costs for processing the four registered company auditor regulatory forms covered by

40 Further consideration of year-to-year fluctuation of ASIC’s cost-recovery levies is presented in Department of
the Treasury, Review of the ASIC Industry Funding Model — Final Report, Treasury, 26 June 2023, pp. 37-41,
available from https://treasury.gov.au/publication/p2023-411466 [accessed 22 May 2025].

41 The variance from estimated costs for the auditors of disclosing entities subsector in 2022-23 and 2023-24
and the variance for the registered company auditors subsector in 2023-24 would have triggered reporting
under the new $1 million threshold.
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fees for service between 2019-20 and 2023-24 were $723,047. The fees collected by ASIC for these
forms were $426,004.

2.20 Treasury’s 2023 review of ASIC’s industry funding model found generally that:

Fee amounts no longer align with government policy that fees are set to recover the efficient cost
to ASIC. Total fee revenue now only partially recovers ASIC’s costs of providing these services, with
the shortfall being taxpayer funded.*?

2.21 ASIC confirmed in August 2025 that costs for registered company auditor forms are
under-recovered, but advised it is a decision for the Australian Government whether to introduce
legislation to change the fee structure.

Probity management
Entity level arrangements

2.22  ASIC's entity level probity arrangements apply to the regulation of registered company
auditors.*® ASIC completed three internal audits in 2024-25 regarding ASIC’'s management of
conflicts of interest, trading on the restricted entity list, and gifts, benefits and hospitality. These
reports identified issues with ASIC's policy framework, internal disclosure reporting system,
guidance and training for staff and a lack of detective controls. ASIC’s internal audits made
43 recommendations**:

° 36 of which were agreed to by ASIC management;
° four recommendations were partially agreed to; and
° three recommendations were disagreed.

2.23 In response to the internal audit reports ASIC is reviewing its policies and training,
developing a plan to use detective controls and considering a redesign of the disclosure reporting
system. As at June 2025, ASIC had updated its internal gifts, benefits and hospitality policy, and
other actions to address the internal audit findings were ongoing.

2.24  ASIC's probity arrangements include a process for monitoring gifts, benefits and hospitality.
ASIC's internal gifts, benefits and hospitality register from September 2023 to March 2025 recorded
340 declarations. The ANAO reviewed this register and identified six declarations related to entities
which were considered to have a link to the regulation of registered company auditors. These
declarations were all for attendance at catered events. The six declarations were managed in
accordance with ASIC’s conflict of interest policy on gifts, benefit and hospitality.

2.25 ASIC publicly reports on gifts, benefits and hospitality that have been accepted. For each
three-month period since December 2019 to March 2025 ASIC has published 44 Portable Document

42  Department of the Treasury, Review of the ASIC Industry Funding Model — Final Report, Treasury, 2023, p. 47,
available from https://treasury.gov.au/publication/p2023-411466 [accessed 14 May 2025].

43  See paragraph 1.18 for discussion of ASIC’s response to Auditor-General Report No.36 2022—-23 Probity
Management in Financial Regulators — Australian Securities and Investments Commission.

44 28 of the recommendations related to the gifts, benefits and hospitality internal audit.
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Format (PDF) documents listing the gifts, benefits and hospitality valued over $100 accepted by
ASIC Commissioners and ASIC staff.*

2.26  Publishing information in separate PDFs is not consistent with the Office of the Australian
Information Commission’s Principles on open public sector information Principle 5: Discoverable and
useable information.*® Presenting this information in separate PDFs results in the information about
gifts, benefits and hospitality not being easily discovered or searchable, which limits stakeholders’
ability to review this information.

Opportunity for improvement

2.27 ASIC could publish information related to gifts, benefits and hospitality in a more
discoverable and usable format.

Arrangements specific to regulation of registered company auditors

2.28 ASIC additionally maintains a list of staff in the Regulation and Supervision Group
(responsible for performing audit surveillances) who have disclosed conflicts of interests such as
having previously worked for a regulated entity. As at 27 January 2025, this list recorded
31 declarations made by 17 staff in relation to 13 regulated entities.

2.29 Thellistis used informally by ASIC’s senior managers to ensure staff do not review audit files
for regulated entities which previously employed the staff member (within five years if a partner,
and within two years otherwise) or regulated entities that employ a close family member as a
partner. These parameters are specified in an internal policy that has not been in force since
November 2022. ASIC advised the ANAO the same process is still observed in practice as it is
consistent with ASIC's conflict of interest policy.

2.30 ANAO tested whether case officers who had conducted audit surveillances of a regulated
entity were recorded in the Regulation and Supervision Group conflict of interest list in relation to
that entity. Between 2019-20 to 2023-24, 10 out of the 17 staff that declared a conflict of interest
were case officers of regulated entities that were the subject of the declaration. Further review
showed that for nine of the ten staff sufficient time had passed to avoid a conflict of interest, and
for the remaining staff member there was insufficient documentation to demonstrate whether the
staff member had been a partner in the regulated entity (in which case a conflict could have arisen)
or not (in which case sufficient time had passed).

2.31  Prior to October 2025, ASIC did not document consideration of independence and conflicts
of interest when conducting audit file surveillances. ASIC advised ANAO in August 2025 that
consideration of conflicts of interest was conducted verbally during the planning of each individual
audit surveillance. In October 2025, ASIC updated its audit file surveillance templates so that
consideration of conflicts of interest would be documented for each surveillance.

45  Australian Securities and Investments Commission, Gifts, benefits and hospitality register, available from
https://asic.gov.au/about-asic/what-we-do/how-we-operate/accountability-and-reporting/gifts-benefits-and-
hospitality-register/ [accessed 14 May 2025].

46  Office of the Australian Information Commissioner, Principles on open public sector information, Australian
Government, 2011, available from https://www.oaic.gov.au/about-the-OAIC/information-policy/information-
policy-resources/principles-on-open-public-sector-information [accessed 15 May 2025].
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Stakeholder communications

2.32  ASIC's 2021 Statement of Intent includes statements about: providing clear guidance and
communications; guidance to regulated populations about good practice; and taking feedback into
account.

2.33  ASIC publishes three types of guidance material on its website:

. regulatory guides, which provide information on how ASIC exercises its powers, interprets
the law and guidance for regulated entities;

° information sheets, which provide concise guidance on a specific process or compliance
issue or an overview of detailed guidance; and

° reports, which describe ASIC activities, including research, surveillance and compliance.

2.34 At May 2025, ASIC's website contained 87 pieces of guidance related to registered company
auditors (Appendix 5, Table A.3) and 134 media releases, articles or speeches related to registered
company auditors (Appendix 5, Table A.4).

Workforce training and qualifications

2.35 Principle one of the Department of Finance’s Resource Management Guide 128: Regulator
Performance (RMG 128) requires regulators to actively build staff capability, including ensuring staff
have the relevant knowledge and capacity to complete their duties.

2.36 ASIC maintains a capability framework for staff training which consists of
three complementary capability sets (core, technical and leadership). Under this framework:

° ASIC staff are assigned seven focus core capabilities and two to five technical capabilities
based on their role and can choose to add additional capabilities for development;

° ASIC staff complete mandatory capability checkpoints which track their proficiency level
against the capabilities assigned to their role;

° checkpoint data is collated into organisational, group and team capability snapshots with
the aim to identify ASIC’s organisational strengths and gaps, inform workforce planning
and learning strategies, and enable ongoing measurement of ASIC's capability
development; and

° ASIC staff can also join internal professional networks, including the Accountant and
Auditor Network, to share knowledge and skills. ASIC advised the ANAO in June 2025 that
this network has 171 registered members as at 3 June 2025.

2.37 ASIC maintains an online learning and development platform with training resources
designed to align to the capability framework. This framework includes an ‘Accountant/Auditor’
capability set which requires capabilities in industry and ethical standards, financial reporting and
audit practice, and insolvency law and practice. ASIC provides continuing professional development
opportunities for accounting and audit professionals within ASIC, including an annual audit
standards update which has had 211 completions between 1 July 2019 and 3 June 2025.
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2.38 ASIC provided the ANAO with June 2024 position descriptions for roles in financial reporting
and audit business area which included the following requirements:

° a tertiary qualification in accounting;

. a professional accounting body qualification (CA ANZ, CPA or IPA), or progression towards
this for lower-level officers;

. practical auditing experience?*’; and

° knowledge of corporate law, accounting and auditing standards.

2.39 ASIC advised the ANAO in October 2025 that these requirements are tested during ASIC's
recruitment process and are monitored through annual staff performance and development
discussions.

Ministerial Statements of Expectations and Regulator Statements of Intent

2.40 ASIC's most recent Ministerial Statement of Expectations was issued in 2021.48 ASIC
responded to the Statement of Expectations with a Regulator Statement of Intent, and both
statements are published on ASIC’s website.*® The Statement of Intent commits ASIC to actions that
are in line with principles set out in RMG 128, including:

° identifying and reducing misconduct risk through well-targeted and proportionate
supervision, surveillance and enforcement activities;

° engaging with stakeholders openly and transparently;

° providing appropriate guidance so that regulated entities have clarity and certainty about

how ASIC will exercise its powers; and
° complying with relevant Australian Government policies, frameworks and guidance.

2.41 The 2021 Statements of Expectations and Intent do not contain any specific reference to the
regulation of registered company auditors.

2.42 RMG 128 sets out that ‘[Statements of expectations] should be refreshed with every change
in minister, change in regulator leadership, change in Commonwealth policy or every two years’.>°
By this standard, ASIC’s Statements of Expectations and Intent have been due to be refreshed since
2022. ASIC advised the ANAO in October 2024 that it was working with Treasury on draft refreshed
statements but had no visibility on discussions between Treasury and the Minister’s office.”!

47  Practical auditing experience was required for ASIC Level 4 analyst and Executive Level 1 inspector roles. This
was not required for Executive Level 2 senior inspector and senior manager roles.

48 Ministerial Statements of Expectations are issued by the responsible minister to a regulator to provide clarity
about government policies and objectives relevant to the regulator in line with its statutory objectives, as well
as the priorities the minister expects the regulator to observe in conducting its operations.

49  Australian Securities and Investments Commission, Statements of expectations and intent, available from
https://asic.gov.au/about-asic/what-we-do/how-we-operate/accountability-and-reporting/statements-of-
expectations-and-intent/ [accessed 23 April 2025].

50 The currency of ASIC's Statement of Expectations is examined in Auditor-General Report No.38 2024-25
Ministerial Statements of Expectations and Responding Statements of Intent, ANAO, Canberra, paragraphs 3.5
and 3.13 to 3.16, available from https://www.anao.gov.au/work/performance-audit/ministerial-statements-
of-expectations-and-responding-statements-of-intent [accessed 25 June 2025].

51 Auditor-General Report No. 38 of 2024-25 Ministerial Statements of Expectations and Responding Statements
of Intent, Table 3.1.
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As at October 2025, Treasury was yet to advise the Minister to issue a new statement of
expectations for ASIC.

Recommendation no. 1

2.43 The Department of the Treasury advise the Treasurer that the statement of expectations
for the Australian Securities and Investments Commission is due to be refreshed.

Department of the Treasury response: Agreed.

2.44  Treasury will advise the Treasurer that the statement of expectations for the Australian
Securities and Investments Commission is due to be refreshed.

Is the regulatory approach informed by assessments of compliance
and regulatory risks?

ASIC assesses strategic regulatory risks through an ongoing threats and harms assessment
process. In 2024-25, two out of 90 identified threats and harms related to registered company
auditors. The activity to respond to ‘lack of skilled auditors’ was ‘monitoring and engagement
with the audit industry’, with all other regulatory activities undertaken in response to the risk
of ‘poor auditor quality resulting in declining market confidence and potential investor losses’.
ASIC’s business planning for 2024-25 considered the two identified threats and harms. Since
2021-22 ASIC’'s primary regulatory activity in response to regulatory risk for registered
company auditors (audit surveillances) has been predominantly based on risk-based targeting.

Threats and harms risk assessments

2.45 ASIC maintains a threats and harms register which is used to track strategic regulatory risks.
On an ongoing basis, ASIC staff identify emerging regulatory risks and submit them to the register
including an assessment of the risk. The threats identified (or carried over) each financial year are
compiled into a report annually which is used to inform business planning for the following financial
year. Table 2.6 illustrates the number of risks identified and assessed by ASIC each financial year.

Table 2.6: Number of active risks registered in the threats and harms risk register as at
February 2025

Type of risk ’ 2022-23 ’ 2023-24 2024-25 ‘

Relates to registered company auditors 2 2 2
Other risks 58 81 88
Total 60 83 90

Source: ANAO analysis of ASIC data.

2.46  Overthe past three years ASIC has tracked two risks relating to registered company auditors:
a lack of skilled auditors resulting in poor audit quality and a decline in market confidence and
investor losses; and poor audit quality resulting in declining market confidence and potential
investor losses. Both risks align with ASIC’s regulatory outcomes for registered company auditors
(see paragraph 2.60). The actions ASIC is taking to manage these two risks are summarised in Table
2.7.
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Table 2.7: Australian Securities and Investments Commission 2024-25 risk ratings and
controls for threats and harms related to the regulation of registered
company auditors

Short term Medium Long term ASIC identified controls

risk rating term risk risk rating
rating

Lack of skilled auditors Medium Medium High Monitoring issue and
discussing with stakeholders

Poor audit quality High High High Audit file surveillances
Ad hoc audit file reviews

Source: ANAO presentation of ASIC documentation.

Strategic business planning

2.47  Prior to 2025-26, to decide on its annual business plan ASIC itemised business-as-usual and
project activities proposed to be conducted in the coming financial year. ASIC used the list to
prioritise activities and allocate agency resources based on considerations such as whether activities
are connected to a strategic priority set out in the ASIC Corporate Plan, whether sufficient resources
are available, whether the activity is required by law, and an assessment of the risk of not
conducting the activity.

2.48 The assessment of risk for each activity did not explicitly incorporate risk ratings determined
in the threats and harms register, but the list could record a unique identifier for a specific threat or
harm against a specific proposed activity. The ANAO reviewed business activities planned for
2024-25 to see if the two threats or harms identified for registered company auditors were
recorded against any proposed business activities. Both threats or harms were linked to a 2024-25
business activity.

2.49 The assessment of risk for each activity extended beyond regulatory risks to include
operational, reputational and other risks. ASIC business planning guidance did not specify the type
of risk to be assessed. Five activities related to registered company auditors in the 2024-25 business
planning process, including two that were linked to specific threats and harms for registered
company auditors, assessed regulatory risks such as ‘ongoing issues with audit quality and conduct
of audit firms’. These risks were categorised as ‘reputational’ (three activities), ‘effectiveness’
(one activity) or ‘financial’/’compliance and integrity’ (one activity).

2.50 ASICintroduced a streamlined business planning approach for 2025-26.

2.51 The ANAO did not assess the streamlined business planning process as this was not
implemented before the ANAQ’s audit fieldwork concluded. ASIC advised the ANAO in November
2025 that the revised approach compiled risk information at a group (i.e. less granular) level, rather
than activity level (more granular). ASIC advised this change was based on an assessment, endorsed
by the Chief Risk Officer, that compiling more granular risk information in the business planning tool
was duplicative of the threats and harms process (see paragraph 2.45) and not useful in practice for
agency-level strategic planning.

2.52 The resource management framework also tracked whether the effort applied to a
proposed activity will be increasing, maintaining, or decreasing.
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Box 1: Redesign of Australian Securities and Investments Commission financial reporting and
audit surveillance activities — decreasing effort within a continuing activity

ASIC changed its approach to financial reporting and audit surveillance in 2022-23. ASIC
combined previously separate financial reporting and audit surveillance activities into a single
program, with the rationale that>?:

This surveillance approach recognises the importance of the financial reporting chain and
emphasises the accountability for the quality of the financial report and audit execution of key
stakeholders such as: financial report preparers; directors (including audit committees) and
auditors.

This change was informed by an internal review undertaken during 2021-22 which aimed to
consider ‘whether the financial reporting and audit inspection programs should continue to be
conducted and if so in what form or whether the limited resources of [the responsible business
area] would be better utilised undertaking other types of programs’. ASIC’s internal review
identified a reduction in resourcing would occur in 2022-23 due to lapsing budget measures>3
and changes to ASIC’s regulatory priorities.

The internal review considered three options for changing ASIC's approach to surveillance of
individual audit files:

° ‘Option 1 — Continue performing proactive audit inspections with no changes’;

° ‘Option 2 — Continue performing proactive audit inspections with a number of
modifications to the current program’; and

° ‘Option 3 — Discontinue proactive audit inspections’, with resources being reallocated
to other activities including reactive auditor related surveillances and assisting ASIC’s
audit-focused team in ASIC Enforcement Group with referred matters.

ASIC decided to implement option 2 with the main modifications being:

° reducing the number of audit files selected for inspection to ‘a lower number
determined from risk targeting, the outcomes of ... financial reporting reviews, other

intelligence ... and resource availability’>*;

° the number of reviews of quality control systems of the largest six firms would be
reduced; and

° consolidation of reporting into a single public report for each annual surveillance period
covering both financial reporting and auditor surveillance.

52  Australian Securities and Investments Commission, Information Sheet 224 ASIC financial reporting and audit
surveillance program, ASIC, 2023, available from https://asic.gov.au/regulatory-resources/financial-reporting-
and-audit/auditors/asic-financial-reporting-and-audit-surveillances/ [accessed 21 August 2025].

53 See paragraph 2.10.

54  As shown in Table 3.12, ASIC performed 45 surveillances in 2021-22 and 15 in 2022-23.
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Arrangements to support regulatory activities

Risk-based targeting of regulatory monitoring

2.53  ASIC selects audit files for individual surveillances based on the following risk factors:

. ASIC’s current focus areas;

° current accounting and auditing issues;

° ASIC regulatory intelligence, including mandatory reporting of suspected contraventions
of the Corporations Act 2001 lodged by registered company auditors>>; and

. findings from ASIC’s financial reporting surveillances.>®

2.54  ASIC records the primary reason for selecting an audit file for a surveillance. As shown in

Table 2.8, since 2021-22 between 71 per cent to 87 per cent of ASIC’s audit surveillances have
targeted entities identified as high risk (labelled as ‘Audit Surveillance Program Targeted or Intel’)
compared to previous years which involved a mix of risk-based and thematic targeting.

Table 2.8: Primary reason for targeting individual audit files for surveillance

Reason 2019-20 2020-21 2021-22 2022-23 2023-24 ‘ Total
paswelcePosen 2w w1 ow|w
Partner Spread 17 9 2 - - 28
Industry focus 7 10 1 - - 18
Significant Public Interest - - 6 - - 6
Superannuation 6 - - - - 6
ll\EAr?trii(;t Intelligence — 4 1 _ _ _ 5
Another nominated reason 10 4 3 2 3 22
not listed above®

Otherc 7 7 1 - 1 16
Total 63 45 45 15 15 183

Note a: These audit files are selected on information from financial reporting surveillances or alignment with focus
areas of the Audit Surveillance Program.

Note b: These reasons are: Australian Financial Services License; Significant Market Capitalisation; High Risk
Industry; Flagship Client; Going Concern Issue; Small firm, Target as not cover by Audit Surveillance Program;
Internal Referral; Previous Audit Surveillance; New Accounting Standards; US Issuer; Market Intelligence; and
Media.

Note c: These are recorded as ‘Other’ by ASIC.

Source: ANAO presentation of ASIC data.

55 See Corporations Act 2001 section 311.

56 Australian Securities and Investments Commission, Information Sheet 224 ASIC financial reporting and audit
surveillance program, ASIC, 2023, available from https://asic.gov.au/regulatory-resources/financial-reporting-
and-audit/auditors/asic-financial-reporting-and-audit-surveillances/ [accessed 21 August 2025].This approach
is also described in public reporting for each surveillance period.
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2.55 In May 2025 ASIC announced that it would increase the number of audit files reviewed in
2025-26 and would include some audit files selected on a random basis.>’

2.56  Other than the concepts presented in Information Sheet 224: ASIC financial reporting and
audit surveillance program>2, ASIC does not have internal procedural documentation that guides
how ASIC operationalises this approach for selecting individual audits for surveillance.

Has performance monitoring and reporting of regulatory outcomes
been established?

ASIC is revising its annual performance statements to address deficiencies in how it reports its
achievement of its statutory objectives. ASIC has identified two regulatory outcomes for
registered company auditors that contribute to the achievement of one of ASIC’s statutory
objectives. ASIC has no mechanism to measure whether these regulatory outcomes are being
achieved. ASIC regularly reports activity and output-based performance information for the
regulation of registered company auditors.

Annual performance statements

2.57 ASIC is required to prepare annual performance statements which provide information
about ASIC's performance in achieving its purposes, pursuant to the Public Governance,
Performance and Accountability Act 2013. The measurement and assessment of performance must
be in accordance with the method set out in ASIC’s corporate plan for that year, and ASIC’s portfolio
budget statements.”® As discussed in paragraph 2.8, ASIC’s corporate plans since 2019-20 have
incorporated the regulation of registered company auditors as a key activity, but not always in
connection with ASIC’s strategic priorities.

2.58 In December 2024, ASIC’s audit and risk committee received an internal audit report which
concluded that changes to ASIC's performance reporting framework were necessary to ensure ASIC
adequately reported its performance against its statutory objectives set out in the Australian
Securities and Investments Commission Act 2001.%° ASIC advised the ANAO in June 2025 that a
program of work to respond to the report’s findings was underway and that ASIC's 2025-26
Corporate Plan would contain revised performance measures to address the findings of the internal

57 Australian Securities and Investments Commission, Media Release 25-079MR: ASIC announces financial
reporting and audit focus areas for FY 202526, ASIC, 19 May 2025, available from
https://www.asic.gov.au/about-asic/news-centre/find-a-media-release/2025-releases/25-079mr-asic-
announces-financial-reporting-and-audit-focus-areas-for-fy-2025-26/ [accessed 14 November 2025].

58 Australian Securities and Investments Commission, Information Sheet 224 ASIC financial reporting and audit
surveillance program, ASIC, 2023, available from https://asic.gov.au/regulatory-resources/financial-reporting-
and-audit/auditors/asic-financial-reporting-and-audit-surveillances/ [accessed 21 August 2025].

59 Public Governance, Performance and Accountability Rule 2014, subsection 16F(1).

60 The objectives are: maintain, facilitate and improve the performance of the financial system and the entities
within that system in the interests of commercial certainty, reducing business costs, and the efficiency and
development of the economy; promote the confident and informed participation of investors and consumers
in the financial system; administer the laws that confer functions and powers on it effectively and with a
minimum of procedural requirements; receive, process and store, efficiently and quickly, the information
given to ASIC under the laws that confer functions and powers on it; ensure that information is available as
soon as practicable for access by the public; take whatever action it can take, and is necessary, in order to
enforce and give effect to the laws of the Commonwealth that confer functions and powers on it.
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audit report, with implementation expected to be complete by the 2026-27 reporting period. ASIC
further advised the ANAO:

2.59

However, we have concerns with specific performance reporting measures for individual
subsectors such as registered company auditors [as it] would be impractical to have a range of
performance measures for each of the 52 subsectors that ASIC regulates. Introducing individual
measures for each of these sectors goes against the guidance material that quality should be
emphasised over quantity. Department of Finance guidance (RMG 131) states the best
performance information will be provided by the smallest set of measures that is comprehensive
enough to cover the main things that affect an activity’s performance. Further, although guidance
material does not specify a best practice number of measures, the guidance does state that the
number should be manageable and meaningful, for the size and complexity of the entity. In our
view developing and reporting on measures for each of our 52 sub sectors would not meet this
guidance.

ASIC’s 2025-26 Corporate Plan was published in August 2025. ASIC advised the ANAO in

October 2025:

consistent with previous advice to ANAO, the Corporate Plan would not provide specific
performance information in relation to the achievement of regulatory outcomes for
registered company auditors;

certain performance measures under Key Activity 1 (Enforcement and Compliance) and
2 (Regulation and Supervision) will measure performance in 2025-26 in relation to the
regulation of registered company auditors together with other regulatory functions; and

ASIC intends to report additional performance information beyond the performance
measures detailed in the Corporate Plan in the appendices of its 2025-26 Annual Report
or in other public reporting.

Program-level performance monitoring

2.60

ASIC has articulated its regulatory outcomes for registered company auditors in public facing

guidance, which articulates two aims that contribute to ASIC's statutory purpose of promoting the
confident and informed participation of investors and consumers in the financial system:

The objective of our financial reporting and audit surveillance program is to promote confident
and informed participation by investors and consumers in the financial system. Our aim is to
improve the quality of financial reporting to ensure financial reports have been prepared in
accordance with the law. We also aim to promote the improvement and maintenance of audit
quality.®?

61

Australian Securities and Investments Commission, ASIC financial reporting and audit surveillance program,
(Information Sheet 224), ASIC, 2023, available from https://asic.gov.au/regulatory-resources/financial-
reporting-and-audit/auditors/asic-financial-reporting-and-audit-surveillances/ [accessed 30 April 2025].

ASIC defines audit quality as ‘matters that contribute to the likelihood that the auditor will: achieve the
fundamental objective of obtaining reasonable assurance that the financial report as a whole is free of
material misstatement, and ensure material deficiencies detected are addressed or communicated through
the audit report’, see Australian Securities and Investments Commission (ASIC), Information sheet 222
Improving and maintaining audit quality, October 2022, available from https://www.asic.gov.au/regulatory-

resources/financial-reporting-and-audit/auditors/improving-and-maintaining-audit-quality/ [accessed
13 November 2025].

Auditor-General Report No.10 2025-

26

Australian Securities and Investments Commission’s Regulation of Registered Company Auditors

39


https://asic.gov.au/regulatory-resources/financial-reporting-and-audit/auditors/asic-financial-reporting-and-audit-surveillances/
https://asic.gov.au/regulatory-resources/financial-reporting-and-audit/auditors/asic-financial-reporting-and-audit-surveillances/
https://www.asic.gov.au/regulatory-resources/financial-reporting-and-audit/auditors/improving-and-maintaining-audit-quality/
https://www.asic.gov.au/regulatory-resources/financial-reporting-and-audit/auditors/improving-and-maintaining-audit-quality/

2.61 ASIC does not have mechanisms to assess whether financial report quality and audit quality
are being improved and maintained, or whether such improvement and maintenance is attributable
to ASIC's regulatory interventions. In April 2025, ASIC advised the ANAO:

ASIC does not assess audit quality at the population level directly [i.e. across the whole
population]. Our surveillance work tests the quality of a small sample of audit files and the
surveillance work of the Strategic Surveillance and Data team tests the compliance of a sample of
auditors with their independence and conflict of interest obligations.

2.62  ASIC publicly reports on its regulatory activities for registered company auditors annually in
its annual report and through other publications intended to inform the regulated population (see
paragraph 3.56). The performance metrics included in these reports from 2019-20 to 2023-24 are
summarised in Appendix 4. These performance metrics provide activity and output-based
performance information, which do not assist a reader to evaluate whether ASIC's activities and
outputs are resulting in improvements in the quality of financial reporting or improvements and
maintenance of audit quality.

Recommendation no. 2

2.63 The Australian Securities and Investments Commission develop measures to report on the
performance of regulatory outcomes for registered company auditors.

Australian Securities and Investments Commission response: Agreed.

2.64  ASICwill develop measures to report on how we are achieving our outcomes for registered
company auditors.
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3. Effectiveness of regulatory approach

Areas examined

This chapter examines if the Australian Securities and Investments Commission (ASIC) has an
effective approach to the regulation of registered company auditors.

Conclusion

ASIC’s approach to regulation of registered company auditors is partly effective. Fundamental
components of an effective regulatory approach are in place, such as ASIC’s administration of
the registration of company auditors, monitoring ongoing compliance obligations such as
mandatory reporting and payment of levies, and processing the resignation and removal of
auditors from audit engagements. ASIC’s supervision of audit quality is based primarily on a
small number of individual audit surveillances targeted at higher-risk entities. There is limited
follow-through of quality issues identified in these surveillances other than reporting thematic
findings to industry annually. ASIC has not implemented procedures for using the audit
deficiency reporting process established by legislation in 2012. As a result of these factors,
ASIC’s visibility of audit quality or the impact of its own regulatory actions is narrow. ASIC has
taken administrative and criminal enforcement action in the last five years; 88 per cent of cases
with an enforcement result related to failure to pay levies or submit mandatory annual
reporting rather than issues of audit quality or professional misconduct.

Areas for improvement

The ANAO made three recommendations related to reporting the timeliness of auditor
resignation and removal approvals, reviewing the audit surveillance program to consider the
place of other regulatory activities besides individual file surveillances, and following through
to ensure regulated entities remedy deficiencies identified in audit surveillances.
Five opportunities for improvement were identified including updating procedures for the
assessment of registration applications, assessing whether auditor transparency reporting is
achieving its intended outcomes, exploring how data generated during audit surveillances
could be used to track longitudinal changes in audit quality, improving the development of
communications strategies and reporting related to the surveillance program, and increasing
usage of agreements with international regulators.

Does the Australian Securities and Investments Commission
effectively regulate registration of company auditors?

ASIC’s procedures and guidance for assessing registered company auditor and authorised audit
company applications are consistent with legislative requirements and largely implemented as
intended. ASIC monitors registration requirements through annual statements and
transparency reports lodged by registered company auditors but does not have a documented
process for reviewing transparency reports. ASIC's publicly reported service charter includes one
measure on the timeliness of the assessment of registration applications. There are no service
charter measures relevant to ASIC's interactions with registered company auditors once their
registration has been approved. ASIC did not meet its internal performance indicator for the
timeliness of processing voluntary cessations between 2019-20 and 2023-24; roughly half of all

Auditor-General Report No.10 2025-26
Australian Securities and Investments Commission’s Regulation of Registered Company Auditors

41



voluntary cessations processed in 2021-22 and 2022—-23 exceeded the 28-day target. ASIC does
not report against a target for the finalisation of registered company auditor resignations and
removals.

3.1 The registration of company auditors is intended to impose minimum standards of
competency and integrity on registered company auditors.®? ASIC performs the following tasks to
administer the registration of company auditors:

° processing and assessing applications for registration;

° monitoring ongoing compliance with registration requirements; and

° monitoring the resignation and removal of registered company auditors from audit
engagements.

Design of registration application and assessment processes

3.2 Individuals apply for registration as a registered company auditor either online or by posting
a physical form to ASIC with supporting material and paying a $338 fee.®3 The application process
for an authorised audit company is similar® but the fee is $3,429. ASIC uses Microsoft SharePoint
records management system to store documents, linked to an activity in ASIC’s Auditor Licensing
System (ALiS), which operates on the Lotus Notes system. ASIC is currently upgrading its information
systems, aiming to improve user experience and reliability. This includes plans to decommission
Lotus Notes and move to ASIC’s Microsoft Dynamics Customer Relationship Management system
(CRM) between 2025-26 to 2027-28.

33 Applications for registration are assessed by a licensing team within the Regulation and
Supervision Group.®® ASIC has produced procedural guidance and worksheets to govern the way
the team reviews and assesses applications for registered company auditors and authorised audit
companies.

34 ASIC conducts an initial completeness check and will assess an application only after
receiving a fully complete form with all required supporting material and the application fee. If an
application is incomplete or contains errors ASIC may refuse to receive the application for
lodgement and will refund the application fee. In these circumstances, applicants are able to

reapply.
35 If the ASIC analyst forms a view that the application does not satisfy the requirements of the

Corporations Act 2001 (Corporations Act), the applicant is asked to provide further information. If
the applicant is still unable to meet the requirements, they have the opportunity to appear at a

62 Australian Securities and Investments Commission, Regulatory Guide 180 Auditor Registration, ASIC,
August 2024, available from https://download.asic.gov.au/media/b0tdd2rd/rg180-published-30-june-2016-
20240801.pdf [accessed 22 May 2025].

63 Australian Securities and Investments Commission, Form 903AA Application for registration as an auditor,
ASIC, 29 February 2016, available from https://download.asic.gov.au/media/3549389/903aa.pdf [accessed
22 May 2025].

64  Australian Securities and Investments Commission, Form 903AB Application for registration as an authorised
audit company, ASIC, 29 February 2016, https://download.asic.gov.au/media/4195341/903ab.pdf [accessed
April 2025]. Chapter 1 explains how registered company auditors may incorporate as an authorised audit
company.

65  ASIC’s business units involved in the regulation of registered company auditors are described in
paragraphs 2.2 to 2.6.
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Effectiveness of regulatory approach

hearing to make submissions and give evidence. The applicant will be notified in writing and be
provided with reasons if refusal follows. Applicants may apply to the Administrative Review Tribunal
(formerly the Administrative Appeals Tribunal) for review of ASIC’s decision.

3.6 No applicant has appeared before an ASIC hearing since 2011. ASIC records show eight cases
between 2004 and 2011 which progressed to an ASIC hearing. The ASIC delegate upheld the
application refusal in seven of these cases, with one matter resulting in registration as a company
auditor. One of the refused applications was appealed before the Administrative Appeals Tribunal
in 2006, which overturned ASIC’s refusal.®

Guidance for applicants registering to be company auditors under the Corporations Act

3.7 ASIC’'s company auditor registration process is consistent with requirements outlined in
Resource Management Guide 128: Requlator Performance (RMG 128) to have transparent external
accountability practices, providing a clear rationale about compliance costs and to provide clear
guidance to help regulated entities as best practices.®’

3.8 ASIC has produced a specific regulatory guide®® that outlines the documentation ASIC
requires to assess applications for registered company auditors and authorised audit companies
under the Corporations Act and explains factors ASIC will consider in making an assessment. The
guide’s appendices include the preferred format for registered company auditor supporting
documents and methods to determine minimum professional indemnity insurance amounts. The
ASIC website also includes tips for applying for company auditor registration and checklists for
prospective applicants.

Australian Securities and Investments Commission’s processes for registering
company auditors under the Corporations Act

3.9 The Corporations Act and Corporations Regulations 2001 establish the requirements for
registering company auditors and authorised audit companies. ASIC’s registration assessment
processes ensure the requirements for registering company auditors provided by section 1280 of
the Corporations Act are assessed (Table 3.1). ASIC’s procedures largely ensure the requirements
for registering authorised audit companies provided by section 1299B of the Corporations Act are
assessed, with two issues (Table 3.2).

66 Birdseye v Australian Securities and Investments Commission [2006] AATA 752.

67 Department of Finance, Resource Management Guide 128: Regulatory Performance, Finance, 4 July 2023,
available from https://www.finance.gov.au/government/managing-commonwealth-resources/regulator-
performance-rmg-128 [accessed 22 May 2025].

68 Australian Securities and Investments Commission, Regulatory Guide 180: Auditor registration, ASIC,
August 2024, available from https://www.asic.gov.au/regulatory-resources/find-a-document/regulatory-
guides/rg-180-auditor-registration/ [accessed 31 July 2025].
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Table 3.1: Consistency of procedures with requirements for registered company

auditors

Do ASIC
procedures
assess
requirement?

Requirements

Legislative provisions

Academic Applicant holds prescribed academic qualifications comprising or
qualifications equivalent to courses in:
e accountancy of not less than 3 years duration;
e commercial law of not less than 2 years duration; and
e prescribed course in auditing.
Skills Satisfied all components of the approved auditing competency
standard®® or prescribed practical experience, being:
¢ During the 5 years prior to applying, at least 3,000 hours work in
auditing under the direction of a registered company auditor
including:
— appraising the operations of companies and forming opinions
on relevant matters; and
— atleast 750 hours spent supervising audits of companies.
e Practical experience that is equivalent in ASIC’s opinion is
accepted.
Capable, fit ASIC satisfied applicant is capable of performing duties and is a fit
and proper and proper person.
Not ASIC must not register a person who is disqualified from managing
disqualified corporations under Part 2D.6.
ASIC may refuse to register an applicant who is not a resident in
Australia or New Zealand.

Key: @ Consistent with requirement 4 Partly consistent with requirement m Inconsistent with requirement.
Source: ANAO analysis of ASIC documentation.

69 CPA Australia, Chartered Accountants Australia and New Zealand and Institute of Public Accountants, Auditor
Competency Standard for Registered Company Auditors, August 2025, available from
https://download.asic.gov.au/media/3913960/auditing-competency-standard-final-august-2015.pdf
[accessed 22 May 2025].
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Table 3.2: Consistency of procedures with requirements for authorised audit
companies

Requirements | Legislative provisions Do ASIC
procedures

assess
requirement?

Directors Each of the directors of the company is: ‘

qualifications e aregistered company auditor; and

e is not disqualified from managing a corporation under Part 2D.6.

Shares Each share in the company is held and beneficially owned by: ‘
e an individual; or
¢ the legal personal representatives of an individual.

Majority of The majority of the votes that may be cast at a general meeting of a
votes the company attach to shares that are held and beneficially owned

by registered company auditors.
Indemnity The company has adequate and appropriate indemnity insurance. ‘
insurance
Not under The company is not a Chapter 5 body corporate. b
external

administration

Key: @ Consistent with requirement 4 Partly consistent with requirement m Inconsistent with requirement.

Note a: See analysis in paragraph 3.10.

Note b: See analysis in paragraph 3.11.

Source: ANAO analysis of ASIC documentation.

3.10 Subsection 1299B(c) of the Corporations Act requires a majority of votes that may be cast
at a general meeting of a company belong to registered company auditors. While ASIC requests
information addressing this from the applicant and applicants must confirm their compliance with
this requirement for their form to be accepted, ASIC’s internal assessment worksheet does not
require assessors to check this disclosure is accurate.

3.11 ASIC policies and procedures contained out-dated references to ‘externally-administered
body corporate’. The Insolvency Law Reform Act 2016 replaced the term ‘externally-administered
body corporate’ with ‘chapter 5 body corporate’ and extended the scope of this term to include
body corporates that are under restructuring or have made a restructuring plan. Despite the
outdated terminology, ASIC’s procedures required staff to confirm whether an applicant is under
external administration, including restructuring. In March 2025 ASIC updated its internal
procedures to refer to ‘chapter 5 body corporate’ and advised the ANAO that ASIC Regulatory Guide
180 ‘will be amended in due course’.

Opportunity for improvement

3.12 The Australian Securities and Investments Commission could update its procedures to
ensure it is confirming the accuracy of applicant disclosures related to all legislative
requirements for authorised audit companies.
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Australian Securities and Investments Commission’s assessments of registered
company auditor applications

3.13 Ofthe 1,064 applications ASIC received between 2016—17 and 2023-24, 826 were approved
(77.6 per cent), 15 were not accepted for lodgement (1.4 per cent) and 223 were withdrawn by the
applicant (21 per cent). ASIC has not refused an application after it was accepted for lodgement
since June 2012.

3.14 In practice, ASIC largely follows the work steps outlined in its internal policies and
procedures for assessing applications, with three issues identified in a representative sample of
26 applications reviewed by ANAO (Table 3.3).

Table 3.3: Compliance with internal procedures for registering company auditors and
authorised audit companies

Application assessment step ‘ ANAO assessment ‘

Recorded allocation in spreadsheet register

Initial applicant contact within 1 day

Completeness check in worksheet (including fee check)

Applicant advised of acceptance/refusal for lodgement

Worksheet analysis for registered company auditor legislative requirements

R LIk 48 41-

Worksheet analysis for authorised audit company legislative requirements

Supervisor/team manager approval

Applicant emailed certificate of registration and approval letter

Application finalised in ALiS

L 4R 2R JK

o

Service charter met (decision within 28 days of receipt of form and evidence)

Key: @ Appropriately completed 4+ Some issues with completion m Not completed effectively.
Note a: See analysis in paragraph 3.15.
Note b: See analysis in paragraph 3.16.

Note c: Assessment of ASIC’s compliance with this service charter measure is based on analysis of the 26 tested
applications, not ASIC’s overall performance against the measure (see paragraph 3.37 for further details).

Source: ANAO analysis of ASIC documentation.

3.15 Half of the applications within the representative sample of 26 analysed by ANAO were not
recorded in ASIC's internal spreadsheet register used for resource allocation and tracking ongoing
matters. There was no evidence of correspondence advising the applicant their application had
been accepted for lodgement for seven of the 23 applications tested by ANAO where this was
applicable.”® ASIC’s existing plans to upgrade its IT systems to improve information management
and user experience discussed in paragraph 3.2 are intended to address issues such as these.

70 The remaining three applications in the sample of 26 were withdrawn by the applicant meaning ASIC could
not advise the applicant the lodgement had been accepted.
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Effectiveness of regulatory approach

3.16 Out of the sample of 26 applications, seven related to authorised audit companies. Three of
the seven applications did not contain documentation that evidence provided by the applicant to
meet the voting rights requirement was reviewed by the analyst. ASIC’s internal procedures do not
require assessors to independently verify that information provided by applicants about voting
rights is correct.

Ongoing monitoring of registered company auditor and authorised audit company
obligations

3.17 The Corporations Act requires registered company auditors and authorised audit companies
to lodge an annual statement in the prescribed form within one month of the anniversary of the
company auditor’s registration.” These forms require disclosures of ongoing compliance with
registration requirements and conditions. In 2023—-24 ASIC received 3,162 annual statements,
representing 93.3 per cent of the 3,390 registered company auditors and authorised audit
companies recorded in that year (see Table 3.4). Collectively these statements disclosed
eight disciplinary actions’? and 487 instances of auditor resignation or removal (see paragraphs 3.31
to 3.36). No convictions’® or non-compliance with conditions of registration imposed by ASIC were
disclosed in 2023-24. For the period 2019-20 to 2023-24, between 19.8 to 25.2 per cent of annual
statements each year were lodged late.

Table 3.4: Annual statement lodgements from 2019-20 to 2023-24 by registered

company auditors and authorised audit companies

Annual statements 2019-20 2020-21 2021-22 2022-23 2023-24

Number of registered company auditors? 3,817 3,657 3,413 3,337 3,177
Number of authorised audit companies 204 214 217 208 213
Total annual statements lodged by 3,697 3,565 3,340 3,256 3,162
registered company auditors and

authorised audit companies

Percentage that did not lodge an annual 8.1 7.9 8.0 8.2 6.7
statement (%)

Lodged less than one month late 540 621 642 567 577
Lodged more than one month late 192 220 201 232 181
Percentage of annual statements lodged 19.8 23.6 25.2 245 24.0
late (%)

Note a: As reported in ASIC (Supervisory Cost Recovery Levy — Annual Determination) instruments for 2019-20 to

2023-24.

Source: ANAO analysis of ASIC documentation.

71 Australian Securities and Investments Commission, 912 Annual statement by an auditor, ASIC, available from
https://asic.gov.au/regulatory-resources/forms/forms-folder/912-annual-statement-by-an-auditor/ [accessed

22 May 2025].

72 The statement requests disclosure of disciplinary actions by ASIC, the Companies Auditors Disciplinary Board,

the professional accounting bodies, the Tax Practitioners Board, and any other authority in Australia or
elsewhere related to registration of auditors.

73 The statement requests disclosure of convictions ‘of any offences, other than a traffic offence’.
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Failure to lodge annual statements or pay levies

3.18 Prior to February 2024, the Regulation and Supervisory Group and the Registry and
Intelligence Group shared duties for managing registered company auditors that have not lodged
an annual statement or paid their industry funding levy. ASIC advised the ANAO in April 2025 that
its process for managing registered company auditor annual statement lodgement was as follows.

° ASIC aimed to send registered company auditors ‘several’ reminders via email, phone or
mail in regard to their outstanding annual statements or industry funding levies.

° A final letter was sent advising the company auditor their registration will be cancelled if
they did not take action to comply within 21 days.

. If the registered company auditor had an outstanding levy after this period the matter
could be recommended to the ASIC delegate to cancel the registration, or if the levy was
paid but no annual statement lodged it could be referred to the enforcement team to
consider a Companies Auditors Disciplinary Board (CADB) referral.

3.19 Since February 2024, this process has been managed by the Enforcement and Compliance
Group and matters of non-compliance with registered company auditor obligations are now
referred to the Regulatory Triage Committee to determine if the referral should be actioned
through ASIC’s investigation and enforcement processes (see paragraph 3.79).

3.20 From 2019-20 to 2023-24 enforcement actions against registered company auditors for
outstanding annual statements or levies’* have resulted in 27 voluntary deregistrations following a
CADB referral of the matter and 51 registration cancellations (Table 3.5). ASIC advised the ANAO in
April 2025 auditors with outstanding annual reports may also voluntarily deregister before an
application to the CADB is made.

Table 3.5: Enforcement action against auditors for outstanding annual statements or
levies

Enforcement action 2019-20 | 2020-21 | 2021-22 2022-23 2023-24 Total

Referred to enforcement for

outstanding annual statements or 35 1 - 5 27 68
levies

Auditor voluntarily deregistered _ 27a _ _ _ 27
following CADB referral

Registration car_1celled_ by ASIC _ _ _ 37 5 42
due to outstanding levies

Registration cancelled by CADB

due to outstanding annual - 92 - - - 9

statements

Note a: ASIC undertook a project in 2021 targeting registered company auditors who had outstanding industry funding
levy payments or annual statements. ASIC referred 36 annual statement related matters to the CADB in
2020-21, which cancelled 9 registrations. The remaining 27 referrals were withdrawn by ASIC after the
registered company auditors voluntarily deregistered (see Table 3.18).

Source: ASIC data.

74  See paragraph 2.12 for an explanation of the cost recovery levy.
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Auditor transparency reports

3.21 The Corporations Act requires individual registered company auditors, audit firms and
authorised audit companies to lodge transparency reports with ASIC. The reports must also be
published on the auditor’s website if the auditor has conducted ten or more audits in the past
reporting year on entities that are listed companies, listed registered schemes, authorised deposit
taking institutions or insurance providers.”> Annual transparency reports must include:

° a description of the auditor’s governance structure (applicable only to authorised audit
companies);

° a description of the auditor’s internal quality control system;

° a statement on the effectiveness of the internal quality control system (applicable only to
authorised audit companies);

° a statement on the auditor’s independence practices; and

. financial information for the reporting auditor.”®

3.22  For 2023-24, 30 transparency reports were lodged with ASIC, one of which was lodged late
by less than a month. For 2022-23, 33 transparency reports were received (67.3 per cent of an
expected number of 49), 13 of which were late by less than a month. ASIC maintains a list of firms
it expects will lodge transparency reports each financial year, but does not follow up with firms that
do not lodge as expected.

3.23  ASIC does not have a documented process for reviewing transparency reports. ASIC advised
the ANAO in April 2025:

Due to the prioritisation of the audit surveillances, we don’t, as a matter of course, verify the
information in every Transparency report lodged with ASIC, but from time to time we do review
the information in the reports.

3.24  ASIC undertook a review of 17 auditor transparency reports as part of its audit surveillance
activities in the 2023-24 surveillance period. In ASIC Report 799 ASIC’s oversight of financial
reporting and audit 2023-24, ASIC reported that all 17 reports complied with minimum
requirements. ASIC further reported that many reports were not easily readable or comparable,
had limited usability, frequently contained marketing or sales information rather than information
on audit quality, and were not easily located on firm websites.”’

3.25 ASIC provided the ANAO with underlying analysis for four of the seventeen reports, which
documented ASIC's assessment that these four transparency reports met the requirements of the
Corporations Act and were free of materially false or misleading information. ASIC’s documentation
of its analysis for the remaining 13 reviews was not sufficient to show how ASIC arrived at its
conclusion about the utility of auditor transparency reports.

75 Corporations Act 2001 sections 332-332G; Corporations Regulations 2001, schedule 7A.

76  Australian Securities and Investments Commission, Information Sheet 184 Audit transparency reports, ASIC,
August 2013, available from https://asic.gov.au/regulatory-resources/financial-reporting-and-
audit/auditors/audit-transparency-reports/ [accessed 14 August 2025].

77  ASIC reported the findings of this review of auditor transparency report in ASIC Report 799 ASIC’s oversight of
financial reporting and audit 2023—24, ASIC, October 2024, p. 21, available from www.asic.gov.au/regulatory-
resources/find-a-document/reports/rep-799-asic-s-oversight-of-financial-reporting-and-audit-2023-24/
[accessed 14 August 2025].
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Opportunity for improvement

3.26 The Australian Securities and Investments Commission could assess whether auditor
transparency reporting is achieving its intended outcomes and make recommendations to the
Australian Government for legislation change if required.

Removing company auditors from the register

3.27 Registered company auditors and authorised audit companies are required to notify ASIC
within 21 days when they voluntarily cease to practice as a registered company auditor. ASIC’s
Registry Interactions and Services Team circulates a list of registered company auditors that have
ceased to practice weekly within ASIC to determine if there are any concerns or outstanding
matters. Provided there are no outstanding matters ASIC will cancel the registration, update the
register and send a cancellation letter to the company auditor. Cessation is effective from the date
it is processed in ALIS.

3.28 ASIC has power to cancel or suspend an individual registered company auditor’s registration
if they fail to pay the industry funding levy within 12 months of its due date. ASIC can cancel or
suspend an authorised audit company’s registration if it ceases to be eligible for registration or fails
to comply with any conditions of registration, or on the company’s own request. A registered
company auditor’s registration may be cancelled or suspended on other grounds by the CADB (see
paragraph 3.89).

3.29 ASIC maintains a searchable register of registered company auditors and authorised audit
companies on its website.”® ASIC produces a dataset from the register of company auditors each
month, so that it can be published with configurable chart and table viewing options.”®

330 As at 11 March 2025, all company auditors that have ceased to be registered since
1 July 2004 have been removed from ASIC’s public register and dataset, as required by the
Corporations Act.

Resignation and removal as the auditor of a reporting entity

3.31 Once appointed to audit the financial statements for a company, a registered company
auditor may only withdraw from that engagement if the auditor is removed by the company or if
the auditor resigns from the engagement following certain steps prescribed by the Corporations
Act. Both resignation and removal require written notice of the change to be provided to ASIC.
Between 2019-20 and 2023-24 ASIC received 3,289 applications for resignation and
1,283 applications for removal of company auditors (Table 3.6).

78 Australian Securities and Investments Commission, ASIC Professional Registers Search, ASIC, available from
https://service.asic.gov.au/search/ [accessed 22 May 2025].

79 Data.gov.au, ASIC — Registered auditor dataset, available from https://www.data.gov.au/data/dataset/asic-
registered-auditor [accessed 22 May 2025].
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Effectiveness of regulatory approach

Table 3.6: Public company resignation and removal applications 2019-20 to 2023-24

Type 2019—20 2020-21 2021-22 2022-23 2023-242 Total

Resignation 5 3,289
Removal 296 309 210 210 258 1,283
Total applications 868 959 776 760 1,209 4,572

Note a: ASIC advised the ANAO in July 2025 the increase in applications recorded in 2023-24 is attributable to a
change in process. Prior to September 2023, ASIC did not record a paper-based application as having been
received if the application was incomplete or lodged by the wrong auditor.

Source: ANAO analysis of ASIC documentation.

3.32 Resignation is contingent on consent from ASIC, unless the entity is a proprietary company
or small company limited by guarantee. ASIC must notify the registered company auditor and the
company if it consents to the resignation ‘as soon as practicable’ after receiving notice of resignation
from an auditor.®

3.33 The Corporations Act does not specify the matters ASIC is to consider when determining if
consent will be granted. ASIC has issued guidance which states it will consider:

. any threats to auditor independence;
. the impact of the timing of the change on effective completion of the audit; and
° the statutory right of members of a public company to decide on the appointment of a

new registered company auditor at an annual general meeting.8?

3.34 The guidance also provides examples of situations in which ASIC will generally consent to
resignation or withhold consent. For example, the guide provides ASIC will generally not consent if
concerns are raised by the outgoing registered company auditor about a disagreement with
management or the directors of the public company or if the auditor becomes aware their
resignation is connected with ‘opinion shopping’.

3.35 Table 3.7 details the reasons ASIC refused consent for an auditor to resign each year from
2019-20 to 2023-24.

80 Corporations Act 2001 subsection 329(6).

81 Australian Securities and Investments Commission, Regulatory Guide 26: Resignation, removal and
replacement of auditors, ASIC, October 2024, available from
https://download.asic.gov.au/media/npalbnkg/rg-26-published-24-october-2024-20241126.pdf [accessed
8 May 2025].
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Table 3.7: Auditor resignation applications refused by the Australian Securities and
Investments Commission 2019-20 to 2023-24

Reason for 2019-20 | 2020-21 2021-22 | 2022-23 2023-242 Total | Percentage
refusal of total (%)
Administrative - - - 1 131 132 88.6
Independence - - 1 2 5 8 5.4
or quality®

Not recorded 5 4 - - - 9 6
Total 5 4 1 3 136 149 100

Note a: ASIC advised the ANAO in July 2025 the increase in administrative refusals recorded in 2023—-24 is attributable
to a change in process. Prior to September 2023, ASIC did not record a paper-based application as having
been received if the application was incomplete or lodged by the wrong auditor.

Note b: See paragraphs 3.33 to 3.34.

Source: ANAO analysis of ASIC’s dataset.

3.36 Unlike resignation, removal of a registered company auditor by the reporting entity does
not require ASIC’s consent.? Removal of an auditor under the Corporations Act can be actioned by
resolution of the company at a general meeting, provided notice of intention for removal was
lodged with ASIC.

Timeliness of registration actions

3.37 ASIC's service charter establishes publicly reported targets regarding the timeliness of the
most common interactions ASIC has with regulated populations.82 The charter has fifteen service
standards, including one related to registering as an auditor. This service standard provides that
ASIC aims to make a decision to grant or refuse an application for registration as a registered
company auditor or authorised audit company within 28 days of receiving a complete application.
The service charter notes some applications may take longer ‘if they raise complex or new policy
issues, or if you don’t give us all the information we need.” Stakeholder submissions received by the
ANAO expressed concerns about the timeliness of registration decisions. Table 3.8 depicts ASIC's
performance against this service charter measure from 2019-20 to 2023-24.

3.38 ASICreports its performance against the service charter in its annual reports. Annual reports
from 2019-20 to 2023-24 included results for decisions on registration applications for registered
company auditors, authorised audit companies and a self-managed superannuation fund auditors
as a single measure. This presentation as a single measure does not align with the service charter
standard which does not include self-managed superannuation fund auditors. Table 3.8 shows
ANAOQ’s analysis of ASIC's performance against this service measure exclusive of self-managed
superannuation fund auditors.

82 Unless the company holds an Australian financial services licence or is a retail corporate collective investment
vehicle.

83  Australian Securities and Investments Commission, ASIC service charter, ASIC, available from

https://www.asic.gov.au/about-asic/what-we-do/how-we-operate/performance-and-review/asic-service-
charter/ [accessed 1 July 2025].
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Effectiveness of regulatory approach

Table 3.8:

Australian Securities and Investments Commission performance against
auditor registration service charter measure 2019-20 to 2023-24 (registered
company auditors and authorised audit companies)

Assessment completed 2019-20 | 2020-21 2021-22 2022-23 2023-24 Percentage of
total finalised
assessments

(%)

Within 28 days 79 109 93 128 133 87.3

28 to 50 days 6 4 9 19 13 8.2

51 to 100 days 3 2 2 12 1 3.2

More than 100 days 2 3 - 1 2 1.3

Total assessments 90 118 104 160 149 100

finalised?®

Percentage of 87.8 92.4 89.4 80.0 89.3 -

assessments finalised

within 28-day target (%)

Note a: At 9 May 2025 there were nine ongoing applications beyond the 28-day target, including three matters which
extended beyond 100 days.

Source: ANAO analysis of ASIC documentation.

3.39 The 28-day service level standard has not been updated since ASIC first introduced its
service charter in 2006—07. ASIC was unable to provide the ANAO with the basis for specifying
28 days as the relevant standard for timeliness.

3.40 ASIC's service standard target captures ASIC's initial interaction with company auditors
when they are first registering. ASIC does not publicly report on the timeliness of any of its ongoing
interactions with registered company auditors following this initial registration, such as auditor
cessation, resignation and removal.

Performance monitoring related to registered company auditor cessation

3.41 ASIC has internal performance indicators to process voluntary cessations within 28 days and
involuntary cessations within one day. ASIC's performance against these measures is not publicly
reported. Between 2019-20 to 2023-24, ASIC met its performance indicator for involuntary
cessations and did not meet the performance indicator for voluntary cessations (Table 3.9). ASIC
monitored performance against its internal target using a manually compiled spreadsheet.

Table 3.9:

Registered company auditor cessations 2019-20 to 2023-24 by processing

2019-20 2020-21  2021-22 | 2022-23

date

Cessations 2023-24

Voluntary — number processed 253 316 198 243 211
Voluntary — processed in 28 days 234 274 106 122 185
Voluntary — not processed in 28 days 19 42 92 121 26
Involuntary — number processed 1 10 1 39 5
Involuntary — processed in 1 day 1 10 1 39 5

Source: ANAO analysis of ASIC documentation.
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Performance monitoring related to registered company auditor resignation and removal

3.42 ASIC does not report against a performance measure for processing registered company
auditor resignation and removal applications. Stakeholder submissions received by the ANAO raised
concerns with the timeliness of processing auditor resignation and removal applications. Table 3.10
and Table 3.11 show the time taken by ASIC to finalise applications for consent to resign and notices
of company removal from 2019-20 to 2023-24.

Table 3.10: Days taken to finalise applications for resignation as a registered company
auditor 2019-20 to 2023-24

8-28 days | 29-50days 51-100days 100+ days Total

2019-20 344 139 85 4 - 572
2020-21 338 200 102 8 2 650
2021-22 387 105 48 26 - 566
2022-23 364 140 41 5 - 550
2023-24 429 339 126 52 5 951
Total 1,862 923 402 95 7 3,289
Percentage 56.6 28.1 12.2 2.9 0.2 100
of total (%)

Source: ANAO analysis of ASIC documentation.

Table 3.11: Days taken to finalise applications for removal as a registered company
auditor 2019-20 to 2023-24

1-7 days 8-28 days | 29-50 days 51-100 100+ days

days
2019-20 158 94 37 6 1 296
2020-21 147 123 26 12 1 309
2021-22 116 69 15 4 6 210
2022-23 54 70 48 32 6 210
2023-24 98 69 61 21 9 258
Total 573 425 187 75 23 1,283
Percentage 44.7 33.1 14.6 5.9 1.8 100
of total (%)

Source: ANAO analysis of ASIC documentation.

3.43 ASIC states on its website that registered company auditors should apply for consent to
resign at least four weeks prior to the intended date of the change. From 2019-20 to 2023-24 ASIC
finalised 56.6 per cent of resignations within seven days of receiving the application, while
44.7 per cent of removals were finalised in this time. During this period, 84.7 per cent of resignation
applications were finalised within 28 days and 77.8 per cent of removals were finalised in that time.
On average, resignations took 12.8 days to finalise, while removals took 18.6 days.
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Recommendation no. 3

3.44 The Australian Securities and Investments Commission publicly report on the timeliness
of processing registered company auditor resignations and removals against nominated
performance targets.

Australian Securities and Investments Commission response: Agreed.

3.45 ASIC will report publicly on the timeliness of our processing of registered company auditor
resignation and removals against our established targets.

Does the Australian Securities and Investments Commission
effectively monitor audit quality through its surveillance activities?

ASIC monitors registered company auditors through surveillances of individual audit files and
complementary projects such as reviewing audit transparency reporting and examining auditor
independence. The number of audit files reviewed each year is small compared to the number
of financial statements lodged (183 out of 125,653 from 2019-20 to 2023—24). ASIC conducts
audit surveillances largely in line with its documented procedures. ASIC assigns a rating for the
quality of the audit file at the conclusion of a surveillance, but these ratings are not used to
monitor the impact of audit surveillances on audit quality. ASIC publicly reports thematic
findings from its audit surveillances each year but does not measure whether these reports are
an effective tool to promote the improvement and maintenance of audit quality.

Overview of the Australian Securities and Investments Commission’s audit
surveillance activities

3.46  Since 2022-23, ASIC has used the term ‘audit surveillances’ to refer to activities previously
known as ‘audit firm inspections’ or ‘audit inspections’ that involve the review of key audit areas of
individual audit files to assess compliance with auditing standards and the Corporations Act. ASIC
states publicly that the aim of its audit surveillance program is to ‘promote the improvement and
maintenance of audit quality’.8* ASIC allocates the majority of its registered company auditor
related staffing resources to conducting audit surveillances. Table 3.12 summarises ASIC’s reported
audit surveillances activity between 2019-20 to 2023-24.

Table 3.12: Australian Securities and Investments Commission reporting of individual
audit surveillances 2019-20 to 2023-24

Surveillance Financial Surveillances Key audit Average key audit areas
period reports of individual areas examined per audit file
lodged with audit files | examined by
ASIC reported on ASIC
2019-20 26,344 532 179 3.4
2020-21 25,487 45 149 3.3

84  Australian Securities and Investments Commission, Information Sheet 224: ASIC financial reporting and audit
surveillance program, ASIC, 2023, available from https://asic.gov.au/regulatory-resources/financial-reporting-
and-audit/auditors/asic-financial-reporting-and-audit-surveillances/ [accessed 30 April 2025].
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Surveillance Financial Surveillances Key audit Average key audit areas

period reports of individual areas examined per audit file
lodged with audit files | examined by
ASIC reported on ASIC
2021-22 25,222 45 146 3.2
2022-23 24,984 15b Not reported Report advises that an average

of 2 to 3 key audit areas are
examined per audit.

2023-24 23,616 15 Not reported Report advises that an average
of 2 to 3 key audit areas are
examined per audit.

Note a: ASIC conducted 63 audit surveillances in total in 2019-20. Ten of these surveillances were of unlisted entities
and were not included in public reporting for that financial year. Surveillances of unlisted companies were
included in reporting for subsequent years.

Note b: See Box 1 for a discussion on ASIC’s changed approach to audit surveillances from 2022-23.

Source: ANAO summary of ASIC reports.

3.47 ASICis not restricted to reviewing key audit areas of audit files through audit surveillances,
and can undertake complementary activities to monitor audit quality and propriety. Table 3.13 lists
complementary activities reported by ASIC in its corporate plans, media releases, and annual
reporting for the 2019-20 to 2023-24 surveillance periods. These included thematic surveillances®>
examining specific aspects of audit quality including audit firm governance and root cause analysis,
establishing and maintaining a culture of audit quality, and implementation of audit quality
frameworks.

Table 3.13: Additional registered company auditor surveillance information presented
in public reporting on audit surveillance

Surveillance ASIC activity
period
2019-20 e Firm governance and accountability for audit quality at six large audit firms.

e Review on root cause analysis processes at four audit firms.

e ASX 300 audit fees vs non-audit fees services and audit fee to net profit after
tax.

e Published audit quality framework report on audit quality measures, indicators
and others.

e Published specific reports on six audit firms.

85 The 2025-26 ASIC Corporate Plan states:

We conduct thematic surveillances to collect and analyse information on selected entities to identify
consumer harm, test compliance with the law, and drive improvements in market conduct and
consumer outcomes. We also use surveillances to better understand emerging risks in the sectors we
regulate.
Australian Securities and Investments Commission, Corporate Plan 2025-26, ASIC, 26 August 2025, available
from https://download.asic.gov.au/media/xbtjrb4m/asic-corporate-plan-2025-26-published-27-august-
2025.pdf [accessed 28 October 2025].
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Surveillance

period

2020-21

Effectiveness of regulatory approach

ASIC activity

e Review of audit quality culture and auditing talent at six large audit firms.

e Comparison of audit fees to non-audit fees paid to auditors’ firms by the largest
300 entities listed on the Australian Securities Exchange (ASX).

e Published firm specific reports for six large audit firms.
e Published a review of root cause analysis process at six large audit firms.

2021-22 e Described a situation that undermined independence identified during a

surveillance.

e Comparison of audit fees to non-audit fees paid to auditors firms by the largest
300 entities listed on the Australian Securities Exchange (ASX).

e Published firm specific reports for six large audit firms.

2022-23 ¢ Number of contravention and breach reporting activities received by ASIC.

¢ Numbers of enforcement action against entity for failing to submit financial
report.

2023-24 ¢ Review of firm’s implementation of Auditing Standard Quality Management 1.2

o Audit fees to non-audit fees services in the 188 financial reports reviewed.
e Number of contravention and breach reporting activities received.

¢ Review of auditor transparency reports.

e A summary of enforcement actions taken against auditors.

Note a: Auditing Standard Quality Management 1 (ASQM 1) is an auditing standard issued by the Auditing and

Assurance Standards Board regarding Quality Management for Firms that Perform Audits or Reviews of
Financial Reports and Other Financial Information, or Other Assurance or Related Services Engagements.

Source: ANAO summary of ASIC reporting.

Design and implementation of audit surveillances

3.48 Table 3.14 summarises ASIC's process for conducting audit surveillances and ANAQ’s
analysis of whether:

ASIC’'s procedures and templates for undertaking individual audit surveillances are
appropriate for achieving ASIC’s objectives;

the procedures and templates are followed in practice, based on a randomly selected
sample of 15 individual audit surveillances®® from a population of 183 individual audit
surveillances conducted in the 2019-20 to 2023-24 surveillance periods; and

matters identified by ASIC are addressed by registered company auditors, based on a
randomly selected sample of 10 ‘Comments Forms’ (the document ASIC uses to issue
adverse findings to a registered company auditor) from the 26 audits rated as inadequate
by ASIC in the surveillance periods between 2019-20 and 2023-24.

86 This sample included two audits rated as good by ASIC, four audits rated as adequate, six audits rated as poor

and three rated as inadequate.
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Table 3.14:

Australian National Audit Office assessment of design and implementation

of individual audit surveillances

Assessment | Comment

ASIC process

Planning: Selection
of audit to be
reviewed

ASIC does not have documented internal procedures governing
how ASIC selects individual audits for surveillance. See
paragraphs 2.53 to 2.56.

Commencement:
Issuance of section
30A notification

¢

Section 30A allows ASIC to require the auditor to give specified
information, or to produce specified books. These were issued in
the sample reviewed.

Commencement:
Assessment of
engagement profile

Engagement profile documented details of risk, team, costs,
materiality and technical experts required in the sample review.

Commencement:
Entry meeting

These were documented in the sample reviewed.

File assessment:
File review

There were inconsistencies with the recording of work in the file
assessment phase as the prescribed file review template had
not been completed in some cases.

Review: Key points
meeting

ASIC discusses preliminary audit findings with the auditors at a
key points meeting. These were documented in the sample
reviewed.

Review: Internal
review

The internal review process includes a review meeting where
ASIC staff meet to discuss the findings of the audit surveillance
and make decisions as to what will be included in the final
comment form. The record keeping for these meetings was
incomplete.

Issue findings to
auditors or advise of
no findings

ASIC process is not aligned with Australian Securities and
Investments Commission Act 2001 (ASIC Act) audit deficiency
process. See paragraphs 3.72 to 3.76.

Actions arising:
Results and matters
recorded

There was not procedural guidance for recording results and
matters for this step in the process. The field in the ASIC’s CRM
workflow was not consistently completed. ASIC does not have a
structured approach to monitoring actions registered company
auditors commit to implement. ASIC does not report on the
implementation of actions arising from audit file surveillances.
See paragraphs 3.49 to 3.55 and 3.67 to 3.71.

Conclusion of
surveillance
recorded

\ 4

Surveillances are finalised in ASIC’s information system.

Key: @ No issues identified © Some matters identified m Issues identified.

Source: ANAO analysis.

Audit surveillance file rating criteria

3.49 Following the conclusion of the audit surveillance assessment, ASIC applies an internal “file
rating’ to the audit of either ‘good’, ‘adequate’, ‘poor’ or ‘inadequate’.

3.50 ASIC advised the ANAO in June 2025 that this file rating system was developed when the
surveillance program first commenced and it is not used for public reporting. The file rating system
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is not used in a systematic way to track whether audit surveillances are producing remedial or
deterrent effects that positively affect audit quality.®’

3.51 ASIC advised the ANAO in April 2025 that:

(a) Around 2013 to 2015 ASIC conducted follow-up surveillances on audit files with significant
findings, but this practice was ceased due to an assessment that the cost of follow-up
reviews outweighed the benefits and there would be greater benefit in using those
resources to review new files;

(b) ASIC monitors the implementation of remedial actions in response to significant findings
in audit surveillances at the six largest firms through regular industry liaison about audit
quality initiatives; and

(c) ASIC would consider conducting follow-up reviews in 2025-26.88

3.52 Principle 4 of the Regulatory Policy, Practice and Performance framework provides that
regulators should plan for, collect and use data to build a strong evidence base that can be used to
evaluate whether regulation is achieving its desired outcomes.

Opportunity for improvement

3.53 ASIC could explore how data generated during audit surveillances, including the file
rating, could be used to track longitudinal changes in audit quality at firms that have been
inspected by ASIC.

Recommendation no. 4

3.54 The Australian Securities and Investments Commission reviews and improves its
registered company auditor surveillance activities to ensure surveillance activities are risk-based,
data driven and achieve their intended outcomes. This includes reviewing if the allocation of
surveillance resources between individual audit file surveillances and thematic surveillances is
the most effective allocation to achieve its outcomes.

Australian Securities and Investments Commission response: Agreed.

3.55 ASIC will review the range of our auditor surveillance activities to ensure that our work
continues to be risk-based, data driven and achieves our intended outcomes.

87 Itis not possible to draw inferences about audit quality at an industry level from file ratings alone due to the
small number of files reviewed each year and the fact that surveillances predominantly target firms that
might be expected to display deficiencies in audit quality.

88 Inits response to Recommendation 5, ASIC advised it has publicly committed to monitoring and reporting on
remedial actions undertaken by auditors (see paragraph 3.76). This commitment was made directly to the
largest six audit firms in August 2025 and in public reporting in October 2025 (see Australian Securities and
Investments Commission, Report REP 819 ASIC’s oversight of financial reporting and audit 2024-25, ASIC,
October 2025, p. 8, available at https://www.asic.gov.au/regulatory-resources/find-a-document/reports/rep-
819-asic-s-oversight-of-financial-reporting-and-audit-2024-25/ [accessed 12 November 2025]).
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Communicating the results of audit surveillances

3.56 ASIC’s public reporting provides an overview of its audit surveillance findings® in annual
public reporting including the number of findings, the key audit area where findings arose and a
summary of the conduct leading to the finding.

3.57 ASIC developed communications plans for the release of the financial reporting and audit
surveillance reporting for 2022—-23 and 2023-24. These communications plans were presented to
ASIC Commissioners as part of the processes described at paragraph 2.7.

3.58 Both communications plans set out the objectives, target audience, key considerations, key
messages, timetable for release of reporting, and sample questions and answers to respond to
stakeholders. The 2022-23 plan focused on ensuring stakeholders understood changes to ASIC’s
financial reporting and audit surveillance approach and explaining this change in approach. The
2023-24 plan highlighted ASIC's areas of focus and explained findings of ASIC’s surveillance
program.

3.59 These communication strategies did not include any performance reporting regarding the
effectiveness of previous communication activities to registered company auditors or any
mechanisms for measuring the performance of the proposed communications activities.

Opportunity for improvement

3.60 When ASIC develops communication strategies for registered company auditors it could:

e ensure strategies are informed by monitoring and evaluation of previous communications
activities; and

e include monitoring and evaluation mechanisms for the proposed activities.

Auditor independence project 2024-25

3.61 ASIC's 2024-25 auditor surveillance activities included a project on auditor independence.
ASIC announced the independence surveillance project with a media release on 30 October 2024%,
and correspondence to registered company auditors and the Chief Executive Officer equivalent
positions in the six largest networks of audit firms.

3.62 The project’s objectives were to provide deterrence messaging to the industry, request
information from auditors and take action where issues are identified in relation to independence

89 ASIC defines an audit finding as:

where we concluded auditors did not obtain reasonable assurance that the financial report as a
whole was free of material misstatement. Findings from our reviews of audits do not necessarily
mean that the financial reports audited were in fact materially misstated.
Australian Securities and Investments Commission, ASIC’s oversight of financial reporting and audit 2023-24,
ASIC, 30 October 2024, available from https://www.asic.gov.au/regulatory-resources/find-a-
document/reports/rep-799-asic-s-oversight-of-financial-reporting-and-audit-2023-24/ [accessed
30 July 2025].

90 Australian Securities and Investments Commission, ASIC releases FY 2023-24 financial reporting and audit
report and launches auditor independence surveillance, ASIC, 30 October 2024, available from
https://asic.gov.au/about-asic/news-centre/find-a-media-release/2024-releases/24-240mr-asic-releases-fy-
2023-24-financial-reporting-and-audit-report-and-launches-auditor-independence-surveillance/ [accessed
2 July 2025].
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and conflicts of interest, and to undertake a review of root cause issues of independence issues at
a firm level.

3.63 As at 7 July 2025, ASIC’s status reports indicate it had taken the following actions for the
independence surveillance project:
° developed a data model for targeting registered company auditors;

° assessed results from the targeting model alongside public and internal information about
the identified registered company auditors to determine if notices seeking further
information should be issued;

° issued notices to 48 auditors;

° met with the ‘Big 6’ audit firms and completed initial analysis of their policies and
procedures; and

° commenced referring potential breaches to ASIC’s Regulatory Triage Committee.

3.64 The ANAO did not assess the outcomes of the independence surveillance project as the
project was not finalised before the ANAQO’s audit fieldwork concluded. In October 2025 ASIC
published its findings from the project together with a statement of action taken by ASIC in response
to its findings.**

Does the Australian Securities and Investments Commission take
appropriate action to respond to identified non-compliance?

ASIC is not monitoring or reporting on the actions registered company auditors commit to take
in response to audit surveillance activities. ASIC has not implemented procedures for using the
audit deficiency reporting process established by legislation in 2012. ASIC has entity-wide
guidance and procedures for assessing whether to undertake investigations. From 2019-20 to
2023-24, ASIC commenced 95 investigations into registered company auditors, with
68 investigations relating to outstanding annual statement or levy matters. During this period
ASIC recorded 89 enforcement results against registered company auditors, 78 of which were
voluntary or involuntary cessations of the auditor’s registration due to outstanding annual
statement or levy matters. ASIC referred 45 cases to the Companies Auditors Disciplinary Board
(CADB) from 2019-20 to 2023-24. ASIC records disciplinary action taken by professional
accounting bodies in relation to registered company auditors. ASIC could increase the use of
information sharing agreements with international counterparts.

3.65 ASIC's 2021 statement of intent states that ASIC aims to use its full suite of regulatory tools
in a targeted and proportionate way. ASIC has issued public guidance that articulates its approach
to enforcement, including statements that ASIC is selective about the matters it pursues to ensure

91 Australian Securities and Investments Commission, Report 817 Building trust: Auditors’ compliance with
independence and conflict of interest obligations, ASIC, 7 October 2025, available from
https://www.asic.gov.au/regulatory-resources/find-a-document/reports/rep-817-building-trust-auditors-
compliance-with-independence-and-conflict-of-interest-obligations/ [accessed 6 November 2025].
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it uses its limited resources to effectively target misconduct.®? ASIC is unable to formally investigate
all matters that come to its attention.

3.66 The ANAO examined how ASIC follows through on identified non-compliance by registered
company auditors across a range of responses from less intrusive (such as working with an entity to
achieve voluntarily remediation of deficiencies) to more intrusive (such as formal investigation
leading to criminal penalties).

Voluntary remedial actions in response to ‘negative’ findings

3.67 ANAO reviewed 10 randomly selected ‘Comments Forms’ for the 26 audits rated as
‘inadequate’ by ASIC between 2019-20 and 2023—-24 (Table 3.15). ASIC’s file rating system states
further action must be considered by ASIC when a file is rated as inadequate but does not set out
requirements for further action from the relevant auditors. ASIC’s procedures state the following
criteria are relevant to files rated as ‘inadequate’:

° failed to comply with mandatory requirement(s) of auditing and ethical standards;
° significant concerns with sufficiency and quality of audit evidence;

° very significant concerns in other areas of the file; and

° concerns likely to contribute to issuance of inadequate report.

3.68 ASICissues the ‘Comments Form’ to the registered company auditor at the end of an audit
surveillance. The ‘Comments Form’ sets out the ‘negative’ findings and the registered company
auditor’s response, including a statement outlining if the registered company auditor agrees, notes
or disagrees with ASIC's findings and the actions which it proposes to take to address ASIC’s findings.

3.69 The results of this analysis are presented in Table 3.15. For the 48 separately identifiable
findings in the 10 comment forms:

° the registered company auditors disagreed with ASIC in relation to 35 of these findings;

° no remedial action was proposed by the registered company auditor for 14 of these
findings;

° 33 of the 34 actions proposed by registered company auditors in response to ASIC's

findings were minor responses, such as proposing an additional review relevant to the
finding in future audits or ‘considering’ updates to templates or procedures; and

° one response proposed internal disciplinary action.

3.70 One of these 10 surveillances reviewed was referred to ASIC investigation for follow-up; the
outcome of this investigation was a decision that no further enforcement action be taken.

92 Australian Securities and Investments Commission, Information Sheet 151: ASIC’s approach to enforcement,
ASIC, August 2023, available from https://www.asic.gov.au/about-asic/asic-investigations-and-
enforcement/asic-s-approach-to-enforcement/ [accessed 15 July 2025].
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Table 3.15: Registered company auditors’ responses and actions proposed in response
to the Australian Securities and Investments Commission for
10 surveillances where file was assessed as ‘inadequate’

Auditors’ Multiple Multiple Minor action \[o]
response actions — minor actions proposed remediation

including proposed

disciplinary

Agree 1 - 4 - 5
Partly Agree - - 6 - 6
Noted - - 1 1 2
Disagree - 3 19 13 35
Total 1 3 30 14 48

Source: ANAO analysis.

3.71 ASIC's CRM information system has the functionality to track remedial actions arising from
regulatory activities, such as actions registered company auditors commit to take in response to
ASIC’s surveillance activities. ASIC does not use this functionality to track actions registered
company auditors commit to implement.

Issuing an audit deficiency report

3.72 Under Part 3, Division 5A of the ASIC Act, ASIC has the power to issue an audit deficiency
report in relation to a registered company auditor that has demonstrated compliance failures or
significant weaknesses in audit quality. The legislated process requires ASIC to:

° notify the auditor of the identified audit deficiency and to set out any remedial action that
ASIC thinks necessary to remedy the deficiency;

° invite the auditor to make a written submission within a six-month period identifying
remedial action taken or proposed to be taken to remedy the deficiency; and

° after six months, assess if the auditor has taken appropriate action to remedy the
deficiency, and if this is not the case consider preparing a private or public report setting
out the details of the matter.

3.73 ASIChas nointernal procedures to govern how audit deficiency report powers are exercised,
and has not exercised these powers since they were enacted in 2012.

3.74 The Australian Parliament grants regulatory powers to regulators because there is a need
for those powers. The relevant explanatory memorandum states that audit deficiency reports will
‘improve confidence in the capital markets through increased transparency in the audit process’
and ‘[provide] a strong incentive for an audit firm to make prompt improvements in overall audit
quality’.® Redesigning audit surveillance procedures to consider an audit deficiency report process
where deficiencies are identified would:

° improve the follow-up of audit surveillances where deficiencies were identified and
provide auditors with an incentive to follow through with remedial changes; and

93 Explanatory Memorandum, Corporations Legislative Amendment (Audit Enhancement) Bill 2012,
paragraph 4.15.
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) where deficiencies are not remediated, assist ASIC to sanction deficient conduct (where
this is an appropriate alternative to prosecution) and communicate this outcome to
markets in a transparent manner.

Recommendation no. 5
3.75 The Australian Securities and Investments Commission:

(a) monitor and report on whether registered company auditors follow through on
voluntary commitments to take remedial action in response to audit surveillance
activities; and

(b) implement procedures for the audit deficiency process established by the Australian
Securities and Investments Commission Act 2001.

Australian Securities and Investments Commission response: Agreed.
3.76  ASIC has already publicly committed to monitoring and reporting on auditors’ proposed

remediation actions, and where appropriate, considering issuing an audit deficiency report under
the ASIC Act.”* We will implement procedures to use the audit deficiency powers as appropriate.

Investigations

3.77 The ASIC Act provides ASIC with powers to conduct an investigation when it has reason to
suspect a contravention of the Corporations Act or other laws involving the affairs of a body
corporate.®®

3.78 ASIC identifies matters for investigation by analysing regulatory intelligence such as
contravention reports®® and other reports of misconduct®’, the outcome of audit surveillances (see
paragraph 3.46) as well as information received from other government agencies and stakeholders
(such as disciplinary actions by professional accounting bodies, see paragraphs 3.93 to 3.94).

3.79 The Regulatory Insights and Assessment team within ASIC’s Registry and Intelligence Group
determines if a matter raised in regulatory intelligence should be referred to ASIC's Regulatory
Triage Committee. The Committee comprises senior executives from across ASIC's regulatory
groups and determines whether matters require enforcement and compliance action.

3.80 Information Sheet 151°8 and ASIC’s referral and assessment criteria for the Regulatory
Triage Committee identify factors ASIC considers when selecting matters for formal investigation

94  This commitment was made directly to the largest six audit firms in August 2025 and in public reporting in
October 2025 (see Australian Securities and Investments Commission, Report REP 819 ASIC’s oversight of
financial reporting and audit 2024-25, ASIC, October 2025, p. 8, available at
https://www.asic.gov.au/regulatory-resources/find-a-document/reports/rep-819-asic-s-oversight-of-
financial-reporting-and-audit-2024-25/ [accessed 12 November 2025]).

95  Australian Securities and Investments Commission Act 2001 section 13.

96 Registered company auditors are required to lodge a report with ASIC if they become aware of a suspected
contravention of the Corporations Act. Contravention reporting includes auditors self-reporting their own
breaches.

97 Anyone may lodge a report with ASIC if they suspect auditor misconduct.

98 Australian Securities and Investments Commission, Information Sheet 151: ASIC’s approach to enforcement,
ASIC, August 2023, available from https://www.asic.gov.au/about-asic/asic-investigations-and-
enforcement/asic-s-approach-to-enforcement/ [accessed 13 November 2025].
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and possible enforcement action. These are: areas of significant harm; broader public benefit; issues
specific to the case; and alternatives to formal investigation.

Investigation process

3.81 Table 3.16 below sets out the steps taken by ASIC when completing an investigation of a
registered company auditor.

Table 3.16: Summary of Australian Securities and Investments Commission’s process
for investigating registered company auditors

Stage of investigation

Planning ASIC has templates for planning, scoping, and identifying risks and issues in
the initial stages of an investigation.

Obtaining books and The ASIC Act provides information gathering powers permitting ASIC to
information issue a notice to auditors requiring them to produce relevant documents.

ASIC uses Microsoft CRM and SharePoint for recordkeeping and monitoring
during the investigation.

Assessment ASIC analysts assess information obtained to reach a recommendation for
enforcement or compliance action or no further action.

Decision The recommendations are provided to a Senior Executive Leader, ASIC’s
Matter Management Group? or the Commission Enforcement Committee
depending on the significance of the misconduct.

Source: ANAO analysis of ASIC documentation.

Enforcement

3.82 ASIC has included strategic enforcement priorities in its 2024-25 Corporate Plan into
decision making for enforcement actions against registered company auditors through the
assessment criteria used by Regulatory Triage Committee, Matter Management Group and
Commission Enforcement Committee. ASIC evaluates whether its enforcement priorities are met
through both internal and public reporting.

3.83  ASIC may pursue enforcement outcomes through criminal proceedings, civil proceedings or
administrative and other enforcement action. ASIC has published the factors it may consider in
deciding which enforcement action to pursue.'®

3.84 Enforcement actions available to ASIC in relation to registered company auditors include:

° writing a warning letter to the entity;

° reaching a negotiated outcome, such as the company auditor voluntarily ceasing
registration;

° issuing an audit deficiency notification and report under the ASIC Act0?;

99 The Matter Management Group is a decision-making forum within ASIC's Enforcement and Compliance
Group.

100 These factors are: nature and seriousness of suspected misconduct; conduct of the person or entity after the
suspected misconduct; strength of evidence; expected public benefit in taking enforcement action; likelihood
of behavioural improvement and deterrence; and mitigating factors such as whether the misconduct is
isolated or inadvertent.

101 See paragraphs 3.72 to 3.76.
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. issuing an infringement notice under the Corporations Act;

. accepting a court enforceable undertaking;
° imposing conditions on the company auditor’s registration;
. cancelling or suspending an individual registered company auditor’s registration if they fail

to pay the industry funding levy within 12 months of its due date; and
. referring the individual for disciplinary action to the CADB (See paragraph 3.89 to 3.92).

3.85 ASIC has internal guidance for staff undertaking these enforcement actions, with two
exceptions: writing a warning letter; and issuing audit deficiency notifications and reports (see
paragraphs 3.72 to 3.76).

Investigation and enforcement outcomes

3.86 From 2019-20 to 2023-24 ASIC commenced 95 investigations into registered company
auditors, with 68 investigations relating to annual statement or outstanding levy matters. During
this same period, ASIC recorded a total of 89 enforcement outcomes, 78 of which originated from
an annual statement or outstanding levy matter identified within ASIC. Two criminal actions were
taken against registered company auditors and one against a related authorised audit company,
leading to fines totalling $52,000 (Table 3.17).

Table 3.17: Registered company auditor enforcement outcomes 2019-20 to 2023-24, by
source of referral

Annual Auditor Auditor Existing Other Total
statement / | surveillances | contravention | investigation

levy reports

Investigations 68 6 3 7 11 95
commenced?

Auditor voluntarily 27 - - - - 27
deregistered
following CADB

referral

Registration 51 - - 1 1 53
cancelled®

Registration - 1 - 1 1 3

suspended with
enforceable
undertaking from
CADB

Audit deficiency - - - - - -
report

Infringement - - 3 - - 3
notice

Criminal actions - - - 3 - 3
— fines
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Annual Auditor Auditor Existing  Other  Total
statement / | surveillances | contravention | investigation
levy reports
Total 78 1 3 5 2 89
enforcement
outcomes

Note a: Investigations may be related to more than one registered company auditor or result in more than one
enforcement outcome.

Note b: Of the 53 registration cancellations recorded, 42 were cancelled by ASIC due to outstanding levies (see Table
3.5), 10 were cancelled as a result of CADB decisions (see Table 3.18) and one auditor’s registration was
cancelled by a court enforceable undertaking obtained by ASIC.

Source: ANAO analysis of ASIC documentation.

Australian Securities and Investments Commission investigations and
enforcement action arising from audit surveillances

3.87 During the period from 2019-20 to 2023-24 ASIC initiated six investigations in relation to
potential auditor misconduct matters identified in audit surveillances. Two investigations were
linked to surveillances with a file rating of ‘inadequate’, ASIC's most severe file rating.
One investigation was from a file rated ‘adequate’.®> Three investigations arose from audit
surveillances which were not assigned a file rating because a ‘letter of preliminary concerns’ had
been issued or an enforcement referral had already been made.

3.88 Five investigations resulted in an outcome of no further action. Two of these investigations
found insufficient evidence to establish a breach of Corporations Act and one determined no further
action was required as internal sanctions'®® had already been made against the registered company
auditor by their firm. One investigation arising from audit surveillance findings was referred to the
CADB and resulted in the suspension of the company auditor’s registration via enforceable
undertaking.’®® There were no other enforcement outcomes linked to matters identified through
ASIC’s annual audit surveillance program arising from 2019-20 to 2023-24 (see Table 3.17 for
further details regarding enforcement outcomes).

Referrals to the Companies Auditors Disciplinary Board

3.89 CADB is an independent statutory body that hears applications referred by ASIC regarding
the conduct of registered company auditors.1® The CADB has the power to cancel or suspend the

102 The investigation linked to the surveillance rated as adequate concerned potential breaches of auditor
independence requirements due to the amount of audit and non-audit work undertaken by the audit firm for
the same client.

103 Internal sanctions against the registered company auditor included a requirement to complete additional
training, increased supervision, ongoing file reviews of their work and financial penalties.

104 Australian Securities and Investments Commission, Companies Auditors Disciplinary Board finds BDO audit
partner failed to meet minimum standards, ASIC, September 2023, available from
https://www.asic.gov.au/about-asic/news-centre/find-a-media-release/2023-releases/23-252mr-companies-
auditors-disciplinary-board-finds-bdo-audit-partner-failed-to-meet-minimum-standards/ [accessed
5 November 2025].

105 The CADB consists of a Chairperson and Deputy Chairperson, who must be enrolled as a barrister, solicitor or

legal practitioner, six accounting members and six business members. All appointments are made by the
Minister and are part-time.
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registration of a company auditor and may impose other sanctions. CADB decisions are published
on its website.10®

3.90 Applications to the CADB are usually prepared by a team in ASIC's Enforcement and
Compliance Group after receiving an internal referral. ASIC drafts a statement of facts and
contentions to file with the CADB and serve on the relevant registered company auditor.

3.91 The CADB finalised a total of 45 cases from 2019-20 to 2023-24 and did not dismiss any
matters referred by ASIC during this period (Table 3.18).

Table 3.18: Outcomes from matters referred to the Companies Auditors Disciplinary
Board by ASIC 2019-20 to 2023-24

Outcomes 2019-20 | 2020-21 2021-22 2022-23 2023-24 Total
outcomes
Registration cancelled - 9 1 - - 10
Registration suspended with - - 1 - 2 3
enforceable undertaking
Withdrawn by ASIC2 - 28 - 1 3 32
Dismissed - - - - - -
Total cases - 37° 2 1 5 45

Note a: These matters were withdrawn by ASIC primarily due to the registered company auditors voluntarily cancelling
their registration after receiving notification of the CADB proceedings.

Note b: There was an increase in CADB cases in 2020-21, with 36 of the 37 matters referred by ASIC that year relating
to registered company auditors who had failed to lodge their annual statements that year (see paragraph 3.17
regarding annual statements).

Source: ANAO analysis of CADB annual reports.

3.92 Decisions from the CADB may be appealed to the Federal Court of Australia or
Administrative Review Tribunal (formerly the Administrative Appeals Tribunal).1%” As at 2 July 2025,
there have been four court judgments related to CADB decisions for registered company
auditors.'%® Two of these concerned a challenge to the CADB'’s decision making powers and were
dismissed.1%®

Disciplinary actions taken by professional accounting bodies

3.93 Professional accounting bodies relevant to registered company auditors in Australia include
the Institute of Public Accountants (IPA), Chartered Accountants Australia and New Zealand
(CA ANZ) and Certified Practicing Accountants (CPA). Not all members of these bodies are auditors.

106 Companies Auditors Disciplinary Board, CADB Decisions, available from
https://www.cadb.gov.au/decisions/cadb-decisions/ [accessed 15 May 2025].

107 Since 30 June 2019 there has been one Administrative Review Tribunal application by a registered company
auditor seeking for their identity to remain anonymous in an earlier related Tribunal decision.

108 Companies Auditors Disciplinary Board, Court decisions involving CADB, available from
https://www.cadb.gov.au/decisions/court-decisions-involving-cadb/ [accessed 15 May 2025].

109 The other two Federal Court of Australia cases concerned an application for a stay of CADB proceedings and
appeal of this matter.
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Effectiveness of regulatory approach

These organisations provide specific qualifications to their members and require members to
comply with a code of conduct. Members in breach may be subjected to disciplinary actions.1°

3.94 The ANAO analysed disciplinary actions reported by these three professional bodies from
1 January 2019 to 2 May 2025 and identified 580 cases, eight of which involved registered company
auditors. A record of the misconduct found by the professional bodies was identified on ASIC's
CRM system for all registered company auditor disciplinary matters.

3.95 In April 2025 ASIC advised the ANAO that it is working with professional accounting bodies
to improve information sharing arrangements about enforcement and disciplinary matters.

Cooperation and information sharing with international regulators

3.96 ASIC has cooperation agreements with international organisations and foreign regulators to
share information regarding investigations, compliance and surveillance, policy research,
delegations and licensing, due diligence and general referrals.'!!

Enforcement actions from the United States Public Company Accounting Oversight Board

3.97 The Public Company Accounting Oversight Board (PCAOB) is responsible for overseeing the
audits of public companies, brokers and dealers in the United States of America (US).1'? Australian
auditors and audit firms undertaking audits related to US public companies are covered by the
PCAOB's regulatory activities.

3.98 The PCAOB website lists 219 enforcement actions taken between 1 July 2019 and
31 June 2025.112 These include five enforcement actions concerning Australian audit firms.'* The
PCAOB notified ASIC in regard to one of these matters when the sanction decision was published.
The agreement between ASIC and the PCAOB allows for cooperation, information sharing and
notifying the other party of sanctions relevant to their jurisdiction.!*> ASIC advised the ANAO in
July 2025 this agreement was not used in these matters.

110 CPA Australia, Member conduct and discipline, available from https://www.cpaaustralia.com.au/about-cpa-
australia/governance/member-conduct-and-discipline [accessed 29 May 2025]; Chartered Accountants ANZ,
Decisions register, available from https://www.charteredaccountantsanz.com/about-us/complaints/decisions-
register [accessed 29 May 2025]; and Institute of Public Accountants, Disciplinary Tribunal and decisions,
available from https://www.publicaccountants.org.au/about/complaint-investigation/tribunal-hearings-
decisions [accessed 29 May 2025].

111 Australian Securities and Investments Commission, International regulatory and enforcement cooperation,
ASIC, available from https://asic.gov.au/about-asic/what-we-do/international-activities/international-
regulatory-and-enforcement-cooperation [accessed 29 May 2025].

112 Public Company Auditing Oversight Board, About, available from https://pcacbus.org/about [accessed
29 May 2025].

113 Public Company Auditing Oversight Board, Enforcement Actions, available from
https://pcaobus.org/oversight/enforcement/enforcement-
actions?enforcementordertypes=Settled%20Disciplinary%200rder [accessed 21 August 2025].

114 Public Company Auditing Oversight Board, Enforcement Actions, filters applied, available from
https://pcaobus.org/oversight/enforcement/enforcement-
actions?sort=newest&enforcementordertypes=Settled%20Disciplinary%200rder&effectivedateyear=2025%2
C2024%2C2023%2C2022%2C2021%2C2020%2C2019&country=Australia [accessed 15 May 2025].

115 Australian Securities and Investments Commission, Statement of Protocol: US Public Company Accounting
Oversight Board and ASIC, ASIC, available from https://asic.gov.au/about-asic/what-we-do/international-
activities/international-regulatory-and-enforcement-cooperation/statement-of-protocol-us-public-company-
accounting-oversight-board-and-asic/ [accessed 29 May 2025].
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Opportunity for improvement

3.99 When ASIC becomes aware of enforcement actions taken by international regulators ASIC
could utilise cooperation agreements with other regulators to confirm if these matters involve
registered company auditors and if further action should be taken.

3.100 ASIC also advised the ANAO in July 2025 that it considered taking enforcement action in
two of these PCAOB matters and determined no further action was required in both cases. ASIC

considered both these matters for referral to enforcement within two months of the relevant
PCAOB decisions.

Dr Caralee McLiesh PSM Canberra ACT
Auditor-General 19 November 2025
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Appendix 1

Entity responses

Australian Securities and Investments Commission

Australian Securities

ASIC

Australian Securities &
Investments Commission

MELBOURNE VIC 3001

Level 5, 100 Market Street

SYDNEY NSW 2001

Postal Address:
GPO Box 9827,

3 November 2025
MELBOURNE VIC 3001

Switch: +61 1300 935 075

Dr Caralee Mcliesh PSM
Auditor-General for Australia
Australian National Audit Office

JOSEPH LONGO
CHAIR

By email

PROPQOSED REPORT UNDER s.19 OF THE AUDITOR-GENERAL ACT 1997
AUSTRALIAN SECURITIES AND INVESTMENTS COMMISSION’'S REGULATION OF
REGISTERED COMPANY AUDITORS

Dear Dr MclLiesh

Thank you for providing ASIC with the opportunity to review and comment on the
Australian National Audit Office's proposed audit report on the Australian Securifies
and Investments Commission's regulation of registered company audifors.

ASIC is committed to strong oversight of auditors and enhancing the integrity and
quadllity of financial reporting and auditing in Australia. Auditor misconduct is an
enforcement priority, and high-quality financial reports and audits are a strategic
priority. We use the full range of regulatory tools available to us to improve financial
reporting and audit qudlity. This includes our proactive surveillance of financial
reports and audits, and our pursuit of enforcement action where appropriate — this
work is critical fo upholding public trust and confidence in our financial system.

ASIC is continually evolving and enhancing its approach to regulating registered
company auditors. In 2024-25 we undertock a dafa-driven review of auditor
compliance with independence and conflicts of interest obligations and reviewed
the audited financial reports of registrable superannuation entities for the first time.
We have also obtained strong compliance and enforcement outcomes.

ASIC agrees fo action the recommendations and opportunities for improvement
addressed to us.

From 2025-26 we will start reviewing sustainability reports, increase our regulatory

efforts on conducting audit file reviews and commence monitoring and reporting
on remediation actions auditors take in response to our findings.

Australian Securities and Investments Commission - 1
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Level 7, 120 Collins Street,




Appendix 1

Attached to this letter are ASIC's response to each recommendation and summary
comments for inclusion in the report

We thank the ANAOQO for its positive and collegiate engagement throughout the
audit process.

Yours faithfully

"
J
J e

CHAIR

Encl.

Australian Securities and Investments Commission - 2
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Department of the Treasury

_ Australian Government
The Treasury
EC25-002830
Secretary
Jenny Wilkinson PSM
Dr Caralee McLicsh PSM

Auditor-General

Australian National Audit Office
38 Sydney Avenue

FORREST ACT 2603

Dear D/rMCLi/esh

Response to the Australian National Audit Office (ANAO) proposed report on the Australian
Securities and Investments Commission's regulation of registered company auditors

Thank you for providing the Department of the Treasury (Treasury) with the opportunity to
comment on certain extracts of the ANAQ’s proposed report on the Australian Securities and
Investments Commission's (ASIC’s) regulation of registered company auditors.

Treasury agrees with Recommendation no. 1 presented in the section 19 report (Attachment A), and
has provided a summary response at Attachment B.

I would like to thank the ANAO for their professional and collaborative approach during this audit.

Yours sincerely

QJ TG 9

Jenny Wilkinson

QS/October 2025

Langton Crescent, PARKES ACT 2600 o Telephone: 6126263 3738 o Facsimile: 6126263 3360
Website: www.treasury.gov.au + ABN 92 802 414 793

Auditor-General Report No.10 2025-26
Australian Securities and Investments Commission’s Regulation of Registered Company Auditors

74




Appendix 2  Improvements observed by the ANAO

1. The existence of independent external audit, and the accompanying potential for scrutiny
improves performance. Improvements in administrative and management practices usually
occur: in anticipation of ANAO audit activity; during an audit engagement; as interim findings are
made; and/or after the audit has been completed and formal findings are communicated.

2. The Joint Committee of Public Accounts and Audit (JCPAA) has encouraged the ANAO to
consider ways in which the ANAO could capture and describe some of these impacts. The ANAQO's
corporate plan states that the ANAQO’s annual performance statements will provide a narrative
that will consider, amongst other matters, analysis of key improvements made by entities during
a performance audit process based on information included in tabled performance audit reports.

3. Performance audits involve close engagement between the ANAO and the audited entity
as well as other stakeholders involved in the program or activity being audited. Throughout the
audit engagement, the ANAO outlines to the entity the preliminary audit findings, conclusions
and potential audit recommendations. This ensures that final recommendations are appropriately
targeted and encourages entities to take early remedial action on any identified matters during
the course of an audit. Remedial actions entities may take during the audit include:

. strengthening governance arrangements;

° introducing or revising policies, strategies, guidelines or administrative processes; and

° initiating reviews or investigations.

4, In this context, the below actions were observed by the ANAO during the course of the

audit. It is not clear whether these actions and/or the timing of these actions were planned in
response to proposed or actual audit activity. The ANAO has not sought to obtain assurance over
the source of these actions or whether they have been appropriately implemented.

° ASIC reduced the industry funding model variance reporting threshold to $1 million for
the 2024-25 variance reporting cycle (see paragraphs 2.17 and 2.18).
° ASIC advised the ANAO in March 2025 that it will update the terminology in its authorised

audit company registration assessment procedures and guidance to reflect amendments
to the Corporations Act 2001 in 2016.

° Recommendation 11 of the 2024 Parliamentary Joint Committee on Corporations and
Financial Services report, Ethics and Professional Accountability: Structural Challenges in
the Audit, Assurance and Consultancy Industry concerned the selection of audit files for
inspection (see paragraph 1.19). The ASIC Commission Regulatory Committee proposed a
response to this recommendation in February 2025, stating they intend to conduct
random audit surveillances in 2025-26 and are recruiting six additional staff in 2024-25.

° ASIC announced on 19 May 2025 it will undertake an increased number of audit files
surveillances and will review a random selection of files in 2025-26.11¢ This announcement
did not identify the size of the increase and no increase in resourcing was announced.

116 Australian Securities and Investments Commission, ASIC announces financial reporting and audit focus areas
for FY 2025-26, ASIC, 19 May 2025, available from https://asic.gov.au/about-asic/news-centre/find-a-media-
release/2025-releases/25-079mr-asic-announces-financial-reporting-and-audit-focus-areas-for-fy-2025-26/
[accessed 20 May 2025].
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In August 2024 ASIC began a project to address concerns regarding registered company
auditor independence and conflict of interest obligations (see paragraphs 3.61 to 3.64).
ASIC published its findings from the project in October 2025 as the ANAQ’s audit report
was being finalised.

Minor administrative corrections in record keeping during ANAO testing of matters
reported in chapter 3.

ASIC removed a 2010 media release related to enforcement action against a registered
company auditor, which had remained on ASIC’s website contrary to ASIC policy (outlined
in Information Sheet 152: Public comment on ASIC’s regulatory activities*'’) to remove
information on enforcement actions after 10 years.

In October 2025 ASIC amended internal procedural templates so that consideration of
conflicts of interest for individual audit surveillances would be documented (see
paragraph 2.31).

In August 2025 ASIC communicated directly to the largest six audit firms that it would
monitor how auditors and audit firms address findings from ASIC's 2025-26 audit
surveillance program and where appropriate consider using audit deficiency report
powers. In October 2025 ASIC issued Report REP 819 ASIC's oversight of financial reporting
and audit 2024-25 which contained similar statements (see paragraph 3.76).

117 Australian Securities and Investments Commission, Information Sheet 152: Public comment on ASIC’s

regulatory activities, ASIC, June 2023, available from https://www.asic.gov.au/about-asic/asic-investigations-
and-enforcement/public-comment-on-asic-s-regulatory-activities/ [accessed 31 July 2025].
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Appendix 3  Independence management

The Australian Securities and Investments Commission’s Annual Audit Quality
Review Program of the Australian National Audit Office’s financial statements
audit files

1. Since 2018, at the ANAO’s request ASIC has conducted an Annual Audit Quality Review
Program (annual reviews) related to ANAOQ’s financial statements audit files for selected
Australian Government entities. Between 2018 and 2021, the annual reviews also examined
aspects of ANAQO’s quality management framework, including management of independence and
application of root cause analysis. More information on these annual reviews, including ASIC's
reports and the ANAQO’s responses are available on the ANAO’s website.!*®

2. During the planning to determine if this performance audit would commence, both the
ANAO and ASIC identified a perceived threat to each entities’ independence may arise from the
ANAO undertaking a performance audit related to activities ASIC performs at the ANAO. The
actual risk to independence was considered low by the ANAO.

3. The following additional treatments were put in place to manage threats to independence
arising from the ANAO undertaking a performance audit of the regulation of company auditors
while ASIC conducts annual reviews of ANAO financial statements files!°:

° ASIC and the ANAO agreed for ASIC not to undertake reviews of the ANAO financial
statements audit files for 2024-25.
° An internal separation was set up between ANAO officials working with ASIC on the annual

reviews and the ANAO performance audit team.

Australian National Audit Office officials who are registered company auditors

4, ANAO officials who are registered company auditors in their own right — i.e. those who
have become registered through sections 1279 and 1280 of the Corporations Act 2001
(Corporations Act) — and are therefore subject to the regulatory activities examined in this
performance audit were not involved in the performance audit.

5. Under section 1281 of the Corporations Act the Auditor-General for Australia and ANAO
officials delegated by the Auditor-General for Australia are taken to be registered as an auditor
for the purposes of applying chapter 2M of the Corporations Act. The Auditor-General for
Australia and ANAO officials delegated under section 1281 have not been subject to any of the
ASIC regulatory activities examined in this performance audit.

118 Australian National Audit Office, External audits and review, ANAO, Canberra, October 2024, accessed from
https://www.anao.gov.au/about/external-audits-and-reviews [accessed 12 November 2025].

119 The ANAO and ASIC have a memorandum of understanding in place which establishes controls to manage

independence risks associated with the ANAO undertaking financial statements audits of ASIC while ASIC
performs the annual reviews for ANAO.
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Appendix 4

Australian Securities and Investments Commission annual reporting of performance

information related to the regulation of registered company auditors 2019-20 to 2023-24

Table A.1:

and Investments Commission annual report 2019-20 to 2023-24

Performance

information

2019-20

2020-21

2021-22

2022-23

Summary of performance information related to the regulation of registered company auditors in Australian Securities

2023-24

Application for
registered company
auditors, authorised
audit company and
self-managed
superannuation fund
(SMSF) auditors

Approved (116),
refused/withdrawn (38),
cancelled/suspended
(521), in progress (11).

Approved (164),
refused/withdrawn (26),
cancelled/suspended
(546), in progress (13).

Approved (151),
refused/withdrawn (23),
cancelled/suspended
(607), in progress (80)

Approved (183),
refused/withdrawn (53),
cancelled/suspended
(1,019), in progress
(60)

Approved (198),
refused/withdrawn (57),
cancelled/suspended
(560), in progress (56)

Service charter
performance —
registered company
auditor application

Decision on auditor
applications within

28 days of receiving a
completed application
— achieved 88%
against target of 80%.

Decision on auditor
applications within

28 days of receiving a
completed application
— achieved 92%
against target of 80%.

Decision on auditor
applications within

28 days of receiving a
completed application
— achieved 89%
against target of 80%.

Decision on auditor
applications within

28 days of receiving a
completed application
— achieved 80%
against target of 80%.

Decision on auditor
applications within

28 days of receiving a
completed application
— achieved 82%
against target of 80%.

Breach reporting and
action take —
registered company
audit and liquidators

Finalised 3,893 breach
reports, 18% referred
for action by ASIC and
82% analysed and
assessed for no further
action.

Finalised 3,609 breach
reports, 11% referred
for action by ASIC and
89% analysed and
assessed for no further
action.

Finalised 3,362 breach
reports, 10% referred
for action and 90%
analysed and assessed
for no further action.

Finalised 3,281 breach
reports, 7% referred for
action and 93%
analysed and assessed
for no further action.

Finalised 3,360 breach
reports, 5% referred for
action and 95%
analysed and assessed
for no further action.

Financial reporting and
audit surveillance?

Information on number
of financial reporting
and audit surveillances
reviewed. Limited
information on
outcomes.

Information on number
of financial reporting
and audit surveillances
reviewed. Limited
information on
outcomes.

Information on number
of financial reporting
and audit surveillances
reviewed. Limited
information on
outcomes.

Information on number
of financial reporting
and audit surveillances
reviewed. Limited
information on
outcomes.

Information on number
of financial reporting
and audit surveillances
reviewed. Limited
information on
outcomes.

Administrative
outcomes against
auditors and liquidators

62

49

59

468

52




Performance

information

2019-20

2020-21

2021-22

2022-23

2023-24

Enforcement case
studies

No case studies.

No case studies.

Case studies on
criminal conviction for
auditor misconduct and
suspension of auditor
registration by
Companies Auditors
Disciplinary Board
(CADB).

Case study on criminal
conviction for auditor
misconduct and
voluntary cancellation
of registration.

Case study on
voluntary undertaking
to ASIC following an
adverse CADB finding
and short summaries of
enforcement actions.

Other activities

Information on actions
to assist auditors meet
their reporting and
audit obligations.

Introduction of online
breach reporting for
registered company
auditors.

Information on actions
to assist auditors to
meet regulator
requirements in the
pandemic.

Not reported.

Not reported.

Number of Australian
auditor registration
licence transfer (13).

Source: ASIC annual reports.

Table A.2:

Performance

information

2019-20
ASIC Report REP 677

2020-21
ASIC Report REP 709

2021-22
ASIC Report REP 743

Summary of performance information in program-level annual reports 2019-20 to 2023-24

2022-23
ASIC Report REP 774

2023-24
ASIC Report REP 799

Audit surveillance
program outputs

Quantitative
information on audit
surveillance program
outputs

Quantitative
information on audit
surveillance program
outputs

Quantitative
information on audit
surveillance program
outputs

Quantitative
information on audit
surveillance program
outputs

Quantitative
information on audit
surveillance program
outputs

Audit surveillance
findings

Quantitative and
qualitative information
on audit surveillance
findings

Quantitative and
qualitative information
on audit surveillance
findings

Quantitative and
qualitative information
on audit surveillance
findings

Quantitative and
qualitative information
on audit surveillance
findings

Quantitative and
qualitative information
on audit surveillance
findings




Performance
information

2019-20
ASIC Report REP 677

2020-21
ASIC Report REP 709

2021-22
ASIC Report REP 743

2022-23
ASIC Report REP 774

Audit surveillance
program enforcement
outcomes

Not reported

Not reported

Not reported

Links to case studies

2023-24
ASIC Report REP 799

Not reported

Other regulatory

Not reported

Not reported

Not reported

Statement on

Quantitative and

notifications

information on
notifications received

activities international qualitative information
collaboration case on AQSM 1 review
project outcomes
Section 311 Not reported Not reported Not reported Quantitative Quantitative

information on
notifications received

Note a: This table does not assess other program-level reporting such as quarterly or six-monthly regulatory or enforcement updates, firm-specific reports of findings, or reports
on the outcomes of thematic reviews.

Source: ANAO, based on ASIC public reporting.



Appendix 5

registered company auditors

Table A.3:
Commission website as at 20 May 2025

Material published on the Australian Securities and
Investments Commission’s website related to the regulation of

Regulator guidance published on the Australian Securities and Investments

Type of guidance ‘Auditor’ Other Total
topic topics

Regulatory guides: provide information on how ASIC exercises 9 264

its powers, interprets the law and guidance for regulated entities.

Information sheets: provide concise guidance on a specific 17 219 236

process or compliance issue or an overview of detailed guidance.

Reports: describe ASIC activities, including research, surveillance 45 764 809

and compliance.

Consultation Papers: seek feedback on matters ASIC is 10 390 400

considering, including proposed regulatory guidance.

Regulatory document tables: summarise updates that have 6 38 44

been made to regulatory documents between 2013 and 2022.

Total 87 1,675 1,764
Source: ANAO summary of ASIC guidance available from ASIC, Find regulatory document,

https://asic.qov.au/regulatory-resources/find-a-document/find-a-requlatory-document

[accessed 20 May 2025].

Table A.4:  Content related to registered company auditors available from the
Australian Securities and Investments Commission’s newsroom as at 20
May 2025
Media releases News articles Speeches
104 12 18 134
Source: ANAO analysis of results returned from ASIC’s newsroom available from

https://asic.gov.au/newsroom/search/?tag=auditors [accessed 20 May 2025].
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