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WELCOME TO
THE WINTER
EDITION OF
CLARITY

Welcome to our Winter 2017 edition of Clarity. Our aim is to deliver greater
clarity and understanding to our clients on the current and emerging
accounting and audit issues. We also look to provide thought leadership, and
share our knowledge and expertise, in areas that will solve problems and
create solutions for clients. We hope you find this edition of value and please
feel free to contact your local Audit Partners for any further assistance.

WAGE UNDERPAYMENT –
NO FRANCHISE IS IMMUNE
Clayton Hickey
Partner
PKF Sydney & Newcastle
chickey@pkf.com.au

••

“

The Australian
Franchising
industry employs
460,000 people
across 1,160
franchisors. Many
of these workers
are students and
recent arrivals
to Australia on
visas with little
understanding of
employment laws
or the concept
of award wages,
leaving them ripe
for exploitation by
franchisees.
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“

Wage underpayment is the biggest issue ever faced by the franchising community, it isn’t going
away and the franchisor is about to become liable.
7-Eleven have repaid $114 million and counting.
That’s just the tip of the iceberg. Allegations have
been made against franchisees across a suite of
Australia’s largest franchises including Domino’s
Pizza, Muffin Break, Pizza Hut, Red Rooster,
Baker’s Delight and Caltex. Wage underpayment
is effecting franchises across the country and it
appears that no franchise is immune.
With the media closely following franchise wage
underpayment stories, the stakes are high for
franchise owners. Since Four Corners aired the
‘7-Eleven: The Price of Convenience’ in August
2015, Fair Work Australia and Senate inquiries were
conducted and a media onslaught ensued. The
level of media and regulator scrutiny devoted to this
issue sent alleged franchises into damage control to
protect their carefully cultivated brand. The 7-Eleven
experience shows the irreparable brand damage
such an event is capable of.
The Australian Franchising industry employs
460,000 people across 1,160 franchisors. Many
of these workers are students and recent arrivals
to Australia on visas with little understanding of
employment laws or the concept of award wages,
leaving them ripe for exploitation by franchisees.
In the wake of this, the Turnbull government
introduced the Fair Work Amendment (Protecting
Vulnerable Workers) Bill 2017 in March. Previously,
the franchisor had no liability for any underpayment
occurring in their franchise network, with the likes
of 7-Eleven and Caltex setting up assistance funds
as a goodwill gesture to the impacted workers.
The bill is a game changer — franchisors will be
responsible for underpayments by franchisees or
subsidiaries for the first time.
With the increased liability comes a tenfold
increase in penalties. If the bill is passed, serious
contraventions will attract fines of up to $108,000.
There is a ‘get out of jail free card’ for the franchisor
in the bill. A franchisor is not liable when they have
taken reasonable steps (i.e. compliance measures)
to prevent the kind of contravention that occurred.

The bill doesn’t go into detail, leaving decision-making
around what constitutes as ‘reasonable steps’ up to
the franchisor. If wage underpayment was found to be
taking place, those ‘reasonable steps;’ would then be
scrutinised by a regulator and decisions made about
whether the franchisor had complied.
Since 2015, PKF has been partnering with some
of Australia’s largest franchisors in the design and
implementation of compliance measures from the
ground up, bespoke to the intricacies of the franchisor
and their network. Some of the common measures
we’ve assisted franchisors implement include:
• E
 nsuring that the franchise agreement requires
franchisees to comply with workplace laws
• E
 stablishing a whistleblower hotline for employees
to report any potential underpayment to the
business
• C
 onducting workplace training for franchisees
• A
 uditing of franchises in the network
• E
 ncouraging franchisees to cooperate with
any audits.
Franchisors often come to us asking, “How do
I know if it’s happening in our network?” In our
experience, we’ve identified some red flags that
increase the risk of underpayment by franchisees:
• P
 aying employees in cash
• N
 ot preparing or retaining rosters, timesheets,
employment contracts, payslips or similar
documentation
• R
 equesting financial assistance from the franchisor
• S
 tore performance that doesn’t align with the
network
• H
 igh number of employees on visas.
Franchisors need to be on the front foot in rolling
out their own compliance measures, as media and
regulator scrutiny appears to be heating up the push
for Fair Work Act amendments intensify and regulator
raids continue.

FRAUD IN PROCUREMENT
Procurement still appears to be an area that is highly susceptible to fraud and corruption
for organisations. There is often more focus placed by organisations on strategising the
most cost-effective methods of acquiring goods and services, and as such, controls
around the procurement process are often neglected, overlooked or ineffectively
managed. It is also one of the more complex frauds to identify as there are
numerous ways it can be committed in the procurement process.
Procurement fraud can take various forms,
some of which include:

Bribes and Kickbacks
Bribes and kickbacks involve the giving or
receiving of something of value or benefit
to influence the actions of another, which
in procurement could be the awarding of a
contract.

Collusive Bidding
This involves two or more suppliers colluding
to submit false or complementary bids to allow
each other to win contracts. Employees may
also manipulate the bidding process, through
the favouring of a specific supplier.

Conflicts of Interest (Undisclosed)
Conflicts of interests arise when an employee
does not disclose they have an interest in a
supplier, and instead, engage in unauthorised
discussions with the prospective supplier or
accept gifts or benefits.

False, Inflated or Duplicate Invoices
Suppliers may intentionally submit false,
inflated or duplicate invoices. This can either
involve the supplier acting alone or in collusion
with an employee.

Fictitious Vendors
Employees may either collude with a third
party to submit invoices for goods or services
from a non-existent vendor, or submit invoices
for the benefit of themselves.
Procurement fraud often occurs when there
are either insufficient, weak or unenforced
controls in place within an organisation. Some
control measures that can be implemented to
reduce the risk of procurement fraud include:
• Implementing clear and concise policies and
procedures

• C
 onducting regular
random risk and
audit reviews to look
for patterns, trends
and unusual/suspicious
activities or transactions
• R
 estricting employee
access to sensitive tender
information
• V
 endor due diligence to establish the
legitimacy of suppliers and/or possible links
to employees
• E
 stablishing a framework for employees
to manage conflicts of interest
• Implementing a gift register
• S
 egregating duties to ensure no one
employee has control of multiple stages
of the procurement process
• E
 stablishing and monitoring delegations
of authority for compliance and currency

Wayne Gilbert
Principal
PKF Sydney & Newcastle
wgilbert@pkf.com.au

• ••

“

Procurement fraud
incidents generally
continue undetected
for a protracted
period of time and
as such have a
propensity to have
a significant cost
impact upon an
organisation.

• M
 aintaining robust contract management
and oversight to enforce contractual terms
and deliverables, including any variations
• C
 onducting regular fraud awareness training
• P
 roviding employees with an avenue that
allows them to report suspected incidents
of unethical behaviour such as a
whistleblower hotline
All organisations should have strong controls
and rigour around the procurement function,
as a single incident of fraud can have
disastrous consequences for an organisation.
Procurement fraud incidents generally
continue undetected for a protracted period of
time and as such have a propensity to have a
significant cost impact upon an organisation.
And it’s not just the financial impact it can have
on an organisation, but the indirect losses
such as reputational damage and loss of
customer or shareholder confidence.
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TRANSFER PRICING UNDER
SCRUTINY
Scott Tobutt
Partner
PKF Sydney & Newcastle
stobutt@pkf.com.au

••

“

Driven by budget
squeezes, and
growing pressure
from tax paying
Australians, the
Australian Tax
Office has its
cross hairs on
international
transactions
between related
entities, and is
subsequently
obtaining greater
scrutiny from the
auditor…

“

Multinational Corporations (MNCs) have
made many positive contributions to the
world in which we live and, in doing so,
always enjoyed the benefit of operations
that span jurisdictions. This has allowed
them to instigate advanced tax planning
and international structuring to optimise
returns. In line with accounting standards
and regulations, these organisations
have done this primarily through
careful structuring of their operations,
resulting in profits being derived in low
tax jurisdictions, despite the ultimate
customers being based in countries with
higher tax rates.
Over the past two decades, a substantial shift
in sentiment has struck MNCs. What was
once generally accepted tax planning, is now
a battleground of tightening fiscal budgets
and dissenting global citizens. The Australian
Tax Office (ATO), and other tax authorities,
have been forced into taking a stronger stance
against international transactions between
related parties, and improve measures to
ensure transactions are priced in accordance
with the arms-length principle.
This tougher stance is already starting to show,
with the Federal Court ruling in favour of the
ATO in Chevron Australia Holdings Pty Ltd
v Commissioner of Taxation [2017]. In this
landmark case, which was upheld on appeal,
the terms of Chevron’s 2003 loan arrangement
were found not to be at arms-length and to
have facilitated excessive interest deductions
of $350 million.
There are lessons to be learnt if your company
has transactions between related parties that
cross sovereign borders, and they want to
ensure they have protected and supported
their tax position. Our PKF Transfer Pricing
experts have recommended that the following
should be key areas of focus:
an inter-company pricing
1 Has


arrangement been put in place between
the related entities, for any transfer of
good or services, such as intellectual
property, tangible goods, services,
and loans;
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2 Are inter-company arrangement prices

built on an arm’s length principle and
calculated through identifying where value
is created and transferred;

3 Is there benchmarking and analysis of
variables such as assets used, risks
assumed and the functions of each
related party;

4 Has there been a review of any precedent
historical rulings from the ATO and tax
offices abroad, and an application of an
appropriate economic method; and

5 Is it appropriate and prudent to apply for

an Advanced-Pricing-Agreement (APA)
covering the transactions under review. An
APA is a negotiated transfer price agreed
with the ATO up front.

The publicity surrounding Chevron sends a
clear message that the ATO is cracking down
in this area. Directors and auditors should be
seeing this as an emerging risk that will require
appropriate and due consideration, in order
to ensure there is no potential exposure to a
material tax liability in the future.
What may not be as evident is that smaller
entities that have international dealings with
related parties, are also at risk of tax audits,
and subsequently open to fines and penalties.
Never has there been a more crucial time
to have your transfer pricing affairs in
order, particularly given increased reporting
requirements and exchange of information
agreements with overseas tax authorities.

NUMBER ONE PRIORITY FOR
THIS REPORTING SEASON?
With the reporting season now upon us and the recent media release by ASIC (Australian
Securities and Investments Commission) calling for a continued focus on quality by the
preparers of financial reports, it is important that directors do not relax their efforts and
that they continue to strive to raise the quality of financial reports. – refer 17-162MR

ASIC Focus
The areas of focus raised by ASIC have
remained consistent with previous reporting
periods, therefore it is advantageous for
companies to actually assess where the
shortfalls have occurred in recent times based
on ASIC’s reviews and media releases.
It can be seen that the majority of
restatements in the last year, appear to
relate overwhelmingly to impairment of nonfinancial assets. Non-financial assets are often
significant assets of a company and the value
attributed to these assets may affect not only
the company’s reported financial position, but
also its reported performance.

Restatements
Most of the exceptions raised by ASIC from
their review of financial reports, related to
companies carrying assets where the values
were not supportable and should have been
reduced. Examples of the restatements
included:
• Spotless - $99m write down of goodwill
• Pacific Star Network - $4.5m impairment
charge of intangible assets
• Nine Entertainment - $260m write down
off goodwill
• Seven West Media - $75m write down
of investment
• Shine Corporation - $5m write down
off goodwill
• MMA Resources - $254m write down
of property, plant and equipment

Responsibility of Directors
Directors and members of audit committees
should question the need for, and adequacy
of, asset impairment and the adequacy of
related disclosures. They should also critically
assess whether management and staff have
adequate skills to deal with impairment issues.
Directors should always insist on the use
of external independent experts, especially
when; the assets are material, if there are
any reservations about the expertise of

Ross Di Bartolo
Partner
PKF Di Bartolo Diamond
& Mihailaros Canberra

ross.dibartolo@ddmca.com.au

management and staff, and the current
company performance and operating
environment is adverse. The use of external
experts will provide the strongest possible
defense mechanism for directors should there
be any issues later down the track.

External Expert
From our experience of providing, and
reviewing, expert evidence and valuation
reports, PKF recommend that directors should
consider and ensure the following for any the
external expert that they utilise:
• D
 o they have sufficient qualifications,
experience and expertise?
• H
 ave appropriate instructions been given as
to the scope of their work?
• A
 re their calculations in accordance with the
methodologies outlined in the accounting
standards?
• D
 o they have a good understanding of the
company’s businesses, its assets and the
environment in which it operates?
• D
 o they have appropriate internal review
processes?
• H
 ave they adequately supported and tested
key assumptions?

Management Role
In addition directors need to confirm that
management have adequately considered and
addressed any issues raised in the valuation
reports, and ensured that the cash flows,
assumptions and results are reasonable
and appropriate – essentially have they still
performed a sanity check of the valuation.

•

“

•

With the reporting
season now upon us
and the recent media
release by ASIC
(Australian Securities
and Investments
Commission) calling
for a continued
focus on quality by
the preparers of
financial reports,
it is important that
directors do not
relax their efforts and
that they continue
to strive to raise the
quality of financial
reports.

“

Key Message
Directors should not rest on their laurels
– a lack of changes around the accounting
standards should provide the opportunity
for companies to dedicate more time and
resources to raising the quality of their financial
report, and in particular provide additional
focus on the value of their assets, and
raising the quality of any impairment testing
performed.
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NON-COMPLIANCE – NOT JUST
THE AUDITOR’S RESPONSIBILITY
Cameron Bradley
Partner
PKF Hacketts (Brisbane)
cameron.bradley@pkf.com.au

•

“

Every day we read
about corporations
and those running
corporations

All corporate entities should be aware that
in response to public interest concerns,
and the lack of guidance for accountants
on how to deal with a situation where a
client or employer is breaching the law,
the International Ethics Standards Board
for Accountants (IESBA), recently made
amendments to their standards which
have subsequently been followed by
Australia’s Accounting Professional and
Ethical Standards Board (APESB). The
recently released Non-Compliance with
Laws and Regulations (NOCLAR) will be
incorporated into APES 110 Code of Ethics
for Professional Accountants (APES 110)
and will be applicable to all professional
accountants whether in practice,
commerce or industry.

soon have clear

The NOCLAR amendments outline a
conceptual framework and guides professional
accountants on how to act in the public
interest when they become aware of noncompliance or suspected non-compliance with
laws and regulations committed by a client or
employer. The potential illegal acts could be
a breach of a range of laws and regulations
including, but not limited to:

responsibilities and

• Fraud, corruption and bribery

obligations if they

• M
 oney laundering, terrorist financing and
proceeds of crime

breaching the law.
Any professional
accountant (in
commerce, industry
or practice) will

become aware of,
or suspect, that a

• Securities markets and trading

breach of the law

• B
 anking and other financial products and
services

is occurring in their

• Data protection

organisation.

• Tax and pension liabilities and payments

“

• Environmental protection
• Public health and safety.
NOCLAR covers acts of omission or
commission, intentional or unintentional,
committed by a client or those charged with
governance, by management or by other
individuals working for or under the direction of
a client.
The responsibilities under NOCLAR differ
depending on whether an accountant is:
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• An employee of a corporate entity;

• A
 senior professional (part of the
management team or a member
of governance);
• An auditor of an entity; or
• A
 member in public practice interacting with
his or her client in a professional capacity.
Fundamentally, the standard requires all
professional accountants:
• T
 o comply with the fundamental principles
of integrity and professional behaviour;
• T
 o alert management or those charged
with governance about actual or suspected
NOCLAR to enable them to take appropriate
action; and
• T
 o take further action in the public interest,
if necessary, if those charged with
governance or management fail to act.
The further actions that accountants could
undertake include disclosure to regulators
(in the absence of corrective action by
the entity involved) or resigning from the
engagement or employment.
The NOCLAR provisions also highlight the
personal impacts of the accountant disclosing
possible illegal acts to regulators. If there are
concerns about the accountant’s physical
safety or there is no legislation in place (for
example, whistleblowing legislation) that could
protect the accountant, then potentially they
should not disclose to regulators or appropriate
authorities.
NOCLAR gives members of professional
accounting bodies the right (but not the duty)
to inform an appropriate authority without
breaching confidentiality, even when such
reporting is not required by law.

What does any entity that employs
accountants need to do?
The revised APES 110 comes into force on
1 January 2018. In order to be compliant
with the regulations, all entities that employ
accountants in their business will need
to update their systems so that internal
policies and procedures cover the NOCLAR
requirements. In addition accountants will need
training on the impact of NOCLAR and their
new responsibilities.

A SNAPSHOT OF “NEED TO KNOWS” FOR ALL REPORTING
ENTITIES IN THE UPCOMING REPORTING SEASON
ASIC UPDATES AND FOCUS AREAS
17-219MR
ASIC review of
31 December 2016
financial reports

• ASIC announced the results from a review of the 31 December 2016 financial
reports of 90 listed and other public interest entities.
• Following the review, ASIC made enquiries of 23 entities on 28 matters seeking
explanations of accounting treatments.
• ASIC Commissioner John Price said, “The largest number of our findings continue
to relate to impairment of non-financial assets and inappropriate accounting
treatments. Directors and auditors should continue to focus on values of assets and
accounting policy choices in preparing their 30 June 2017 financial reports.”

Enhanced audit
reports

17-162MR
ASIC calls on
preparers to focus
on the quality of
financial report
information

• Auditors were required to issue enhanced audit reports for listed entity audits for
years ended 31 December 2016 that describe key audit matters requiring the most
attention in the audit. ASIC have found that some key audit matters were described
in general terms rather than being specific to the circumstances of the entity, and in
some cases, the audit procedures performed were not clearly described.
Focuses for 30 June 2017 financial reports:
• Accounting estimates
1. Impairment testing and asset values
• Accounting policy choices
2. Revenue recognition
3. Expense deferral
4. Off-balance sheet arrangements
5. Tax accounting
• Key disclosures
6. Estimates and accounting policy judgements
7. Impact of new revenue, financial instrument, lease and insurance standards.

16-442MR
Companies need
to respond to major
new accounting
standards

• Directors and management reminded of the importance of planning for the three
significant new accounting standards (revenue, financial instruments and leases)
and informing investors and other financial report users of the expected impact on
reported results.
• ASIC believes the new standards could significantly affect reporting of revenue,
values of financial instruments, loan loss provisions, and the impact of lease
arrangements.
• ASIC recommends companies to determine the extent of any impact now and to
put in place implementation plans for these new standards.

AUSTRALIAN ACCOUNTING STANDARDS BOARD UPDATES AND FOCUS AREAS
The ‘Big Three’:

– A
 ASB 15 Revenue from
Contracts with Customers
– AASB 16 Leases
– AASB 9 Financial
Instruments

• Become effective in the next couple of years.
• M
 ake sure systems and processes are ready to cope with
changes mandated by the new standards.
• T
 his year it is expected that financial reports disclose a
clear assessment (including quantitative) of the impact of
implementation of these standards. It is no longer acceptable to
say no assessment yet made or being undertaken.

“

One of the
attractions of using
a crowdfunding
website is that it
allows a charity to
outsource elements
of its fundraising
activities – the
website takes care
of some of the work
of the fundraising
campaign. However,
it is vital that the
charity’s board
members realise that
they can’t outsource
the oversight and
responsibility for their
charity’s fundraising.

-

“

HTTPS://WWW.ACNC.
GOV.AU/ACNC/EDU/
CROWDFUNDING.ASPX

AUDITING AND ASSURANCE STANDARDS BOARD UPDATES & FOCUS AREAS
New Release – Audit
Committees:
A guide to good practice,
3rd Edition

• T
 his guide provides a practical introduction to the role and
responsibilities of an audit committee. It explains the context in
which an audit committee typically operates and outlines good
practice.

AUSTRALIAN CHARITIES AND NOT-FOR-PROFITS COMMISSION
(ACNC) UPDATES AND FOCUS AREAS
New guidance – Crowdfunding • New guidance launched to help charities, donors and fundraisers
with their use of crowdfunding websites, which has become a
and Charities
popular low-cost way for charities to attract donations from a
wider audience than they would normally attract. It also opens
up to potential donors a greater range of causes they can
donate to.
• T
 he publication provides useful, practical information on how
charities and fundraisers can harness crowdfunding to raise
money responsibly.
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About PKF
PKF brings clarity to business problems with simple,
effective and seamless solutions that break down barriers
for sustainable growth.
PKF Australia firms are members of the PKF International Limited
(PKFI) network of legally independent firms in 440 offices,
operating in 150 countries across five regions. PKFI is the
10th largest global accountancy network.
In Australia, PKF offers clients the expertise of more than
80 Partners and 750 staff, across audit, taxation and
specialist advisory services.
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Martin Matthews
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Clarity
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