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Approved SMSF auditors must comply with independence
requirements as part of their professional obligations under the:

Superannuation Industry (Supervision) Act 1993  (SISA)

Superannuation Industry (Supervision) Regulations 1994  (SISR).

The independence requirements are set out in APES 110 Code of
Ethics for Professional Accountants (including Independence

Auditor independence
What to understand about complying with independence
requirements as an approved self-managed super fund
(SMSF) auditor.
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Standards) (2018) (the Code ) produced by the Accounting
Professional & Ethical Standards Board (APESB). They are effective for
all audits from 1 January 2020.

Auditing Standard ASA 102 Compliance with Ethical Requirements
when Performing Audits, Reviews and Other Assurance Engagements
also requires auditors to comply with the independence requirements
of the Code when carrying out assurance engagements – for example,
the annual financial and regulatory compliance audit of an SMSF.
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For each audit engagement, an approved SMSF auditor must apply the
conceptual framework set out in the Code  when assessing
independence. In broad terms, this involves:

identifying any threats to independence

evaluating whether those threats are at an acceptable level

addressing any threats that are not at an acceptable level.

Threats to independence generally fall into one or more of the
following categories:

self-interest – the threat that a financial or other interest will
inappropriately influence an auditor’s judgment or behaviour

self-review – the threat that an auditor will not appropriately
evaluate the results of a previous judgment made, or an activity
performed by the auditor or another member of their firm (or
employing organisation), on which the auditor will rely when forming
a judgment as part of performing an audit

advocacy – the threat that an auditor will promote a client’s or
employing organisation’s position to the point that the auditor’s
objectivity is compromised

familiarity – the threat that due to a long or close relationship with a
client, or employing organisation, an auditor will be too sympathetic
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to their interests or too accepting of their work

intimidation – the threat that an auditor will be deterred from acting
objectively because of actual or perceived pressures (including
attempts to exercise undue influence over the auditor).

When evaluating independence threats, auditors must decide whether
the same conclusions would be reached by a reasonable and informed
third party, having regard to the facts and circumstances of the case.
The test is an objective one requiring professional judgment.

Auditors need to address any threats that are not at an acceptable
level by either:

eliminating the circumstances, including interests or relationships,
that are creating the threats

applying safeguards, where available and capable of being applied,
to reduce the threats to an acceptable level

declining or ending the audit engagement (or the engagement for
other services that is creating the threats).

Scenarios giving rise to independence
threats
A number of scenarios in the SMSF context will always give rise to
independence threats.

In some cases, the only way to address these threats is for an auditor
to decline or end the audit engagement or the engagement for other
services that is creating the threats. This is because the
circumstances creating the threats cannot be eliminated and no
safeguards can be applied to reduce the threats to an acceptable
level.

An auditor cannot audit an SMSF in any of the following circumstances:

the auditor is a trustee or director of a corporate trustee or member
of the fund (or both)

an immediate family member (spouse or equivalent, or dependant)
of the auditor is a trustee or director of a corporate trustee or
member of the fund (or both)



the auditor's firm (or network firm) has assumed a management
responsibility for the fund

the auditor, their staff, or their firm (or network firm) provides
accounting or bookkeeping services to the fund (including
preparing the financial statements). This is unless the service is
'routine or mechanical' and appropriate safeguards are applied

a sole practitioner (or their employees) provides accounting or
bookkeeping services to the fund, even if the services are ‘routine
or mechanical’

a partner of the auditor's firm (or network firm) is a trustee or
director of a corporate trustee or member of the fund (or both)

the auditor has a close business relationship with a trustee or
director of a corporate trustee or member of the fund (or both). This
is unless any financial interest is immaterial, and the business
relationship is insignificant

the auditor is involved in a reciprocal auditing arrangement in which
2 auditors agree to audit each other’s SMSF.

This is because the above circumstances are either strictly prohibited
under the Code, or there are no safeguards that can be applied in
practice to reduce independence threats to an acceptable level.

Independence threats also arise in situations where an auditor:

has a close family member (parent, child or sibling who is not an
immediate family member) who is a trustee or director of a
corporate trustee or member of the fund (or both)

has a close personal relationship with a trustee or director of a
corporate trustee and or member of the fund. The phrase 'close
personal relationship' is not defined in the Code but it refers to an
individual who is not an immediate or close family member

belongs to a firm that is reliant on one referral source for all or a
large proportion of the firm's total fees, or the fees generated by
the firm from an SMSF audit client represent a large proportion of
the revenue of a partner or office of the firm.

provides advice (such as financial, investment or taxation advice
that goes beyond just preparation of the fund's tax return) to the
trustee(s) of the fund being audited



audits an SMSF client in circumstances where either they, their staff
or their firm (including network firm) provide other non-assurance
services to the fund

enters into a reciprocal auditing arrangement whereby 2 auditors
(who are also accountants) prepare the financial statements for a
number of SMSFs and agree to audit each other's clients.

In each of these circumstances, the auditor will need to evaluate
whether any threats are at an acceptable level and address those
threats by taking appropriate action.
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The independence requirements apply to all approved SMSF auditors.
However, a number of independence requirements apply specifically to
firms and network firms that provide non-assurance services to SMSF
audit clients.

Before a firm accepts an engagement to provide a non-assurance
service to an audit client, the firm or network firm must determine
whether providing the service might create a threat to independence.

Non-assurance services are those services which are not auditing,
review or other assurance services, and may include:

accounting and bookkeeping

administration

valuation

tax and financial planning

internal audit

information technology systems

litigation support

legal
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recruitment

corporate finance.

A firm refers to either:

a sole practitioner, partnership, corporation or other entity of
professional accountants

an entity that controls, or is controlled by, one of these entities
through ownership, management or other means

an Auditor-General's office or department.

A network firm is a firm that belongs to a network – being a larger
structure that is both:

aimed at cooperation

clearly aimed at profit or cost sharing or shares common ownership,
control or management, common quality control policies and
procedures, common business strategy, the use of a common brand
name, or a significant part of professional resources.

For example, the requirements apply to a firm that belongs to a
national network of firms with a branch in each state and territory that
are aimed at cooperation and share a common brand name. In such
cases, independence threats may arise if an auditor conducts an audit
for an SMSF client who is receiving other services for the fund from
another firm within the network.

Whether a particular arrangement constitutes a network of firms within
the meaning of the Code will ultimately depend on the facts and
circumstances.

The audit firm is prohibited from providing the non-assurance service
where it involves assuming a management responsibility.
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Preparing SMSF annual returns
If an auditor only prepares an SMSF annual return (SAR) for an SMSF,
this will not generally give rise to an independence threat.

This is because such a service ordinarily involves the auditor
collecting, analysing and presenting data from the fund’s accounts and
financial statements in accordance with established tax law and
practice, and calculating the amount of tax payable based on that
information. The SAR is submitted to us in an approved (standard) form
and may be subject to review by us. The service may also involve
related tasks such as advising trustees on the past tax treatment of
certain transactions and communicating with us to discuss tax return
matters.

However, there are some tax services provided by an auditor to an
SMSF that are prohibited by the Code, and others may give rise to
independence threats that need to be evaluated and addressed.

Providing other tax services
Firms are prohibited from providing the following tax services to the
trustees of an SMSF that the firm audits:

tax planning and other tax advisory services – when the
effectiveness of the tax advice depends on a particular accounting
treatment or presentation in the financial statements, and there are
reasonable doubts as to the treatment or presentation, and the
outcome or consequences of the advice will have a material effect
on the financial statements

tax services that involve assisting in the resolution of tax disputes –
where the services involve acting as an advocate before a public
tribunal or court in resolution of a tax matter, and the amounts
involved are material to the financial statements on which the firm
will express an opinion.

Providing other tax services may give rise to independence threats,
including:

tax planning and other tax advisory services not covered by the
above prohibition (self-review or advocacy threats)
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tax calculations of current and deferred tax liabilities (or assets) for
the purposes of preparing the accounting entries for the fund’s
financial statements (self-review threats)

tax services involving valuations (self-review or advocacy threats)

assistance in the resolution of tax disputes referred to a court or
tribunal not covered by the above prohibition (self-review or
advocacy threats).

Whether the threats are at an acceptable level will generally depend
on such factors as the:

nature of the engagement

skills and tax expertise of the trustee(s)

auditor’s role in providing the service

complexity of the matter and service

degree of judgment the auditor is required to exercise.

Additional factors relevant to evaluating the level of threats for each
tax service are set out in the Code – for example:

preparing tax calculations – whether the calculation will have a
material effect on the financial statements being audited

tax advisory services – considerations such as  

If the threats are not at an acceptable level and the circumstances
creating the threats cannot be eliminated, auditors will need to
consider whether there are any appropriate safeguards that can be put
in place.

Examples of safeguards include:

using a professional not involved in the audit to perform the tax
service, such as having a separate partner and team perform the

the degree of subjectivity involved

the extent to which the outcome of the advice will have a
material effect on the financial statements

whether the tax treatment or advice is supported by established
tax law and practices, a private ruling or otherwise approved by
us.



service

having a reviewer not involved in the tax service review the audit or
tax work

obtaining advice (pre-approval) from us in relation to the tax matter.

What may constitute an appropriate safeguard will depend on the
circumstances and type of tax service as set out in the Code.

If no safeguards are available or capable of being applied to reduce
the threats to an acceptable level, the auditor will need to decline or
end the audit or tax service engagement.

Providing financial planning services
If a firm has provided financial planning advice to an SMSF trustee, it is
likely that auditing the fund will give rise to self-interest and self-
review independence threats.

This is because there is a risk the advice will inappropriately influence
an auditor’s judgment or behaviour, and the auditor may not properly
evaluate the results of the advice as part of the audit.

Firms need to evaluate whether any independence threats created by
providing the services are at an acceptable level, having regard to
such factors as:

the type of financial planning advice provided

the nature of any recommendations made

the reliance that will be placed on the outcome of the advice as part
of the audit

the extent of professional judgment involved in providing the advice

the remuneration structure of the firm

whether the advice will affect matters in the financial statements.

The regulatory context in which SMSFs operate will make it difficult for
firms to prove that they can independently assess the outcome of
financial planning advice provided by the same firm.

In many cases the threats will not be at an acceptable level. The firm
will need to decline or end the audit or non-assurance service
engagement where:



the circumstances creating the threats are not able to be
eliminated, and

there are no appropriate safeguards that can be applied to reduce
the threats to an acceptable level.
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The term 'in-house audit' is not defined in the Code. However, it is
used to commonly refer to a situation where the audit of an SMSF is
conducted by an auditor who works for a firm or network firm that
provides non-assurance services to the SMSF trustee(s). This can be,
for example, accounting, compliance and administration services.

Some firms may consider they can perform both audit and non-
assurance services as long as they have practices in place to separate
those functions or activities. This is commonly referred to as ethical or
Chinese walls. For example, they may have separate teams or divisions
in the firm reporting to different partners.

Some non-assurance services can be provided to an SMSF audit client
in-house (for example, routine tax return preparation). However, in
many cases providing such services will give rise to independence
threats (including self-interest, self-review and intimidation threats).
These threats will need to be evaluated and addressed.

In-house audits will only be permitted in limited circumstances.
Auditors must comply with the following requirements when providing
non-assurance services:

A firm or network firm shall not assume a management
responsibility for an SMSF audit client. If a firm or network firm
assumes any management responsibility for an SMSF audit client,
they cannot audit the fund under any circumstances.

To avoid assuming such responsibility the firm must be satisfied,
when providing any non-assurance service to the SMSF audit

Non-assurance services and in-
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client, that the trustee(s) make all judgments and decisions that
are the proper responsibility of management.

If a firm or network firm has not assumed management
responsibility for an SMSF audit client but provides accounting or
bookkeeping services to that client, including preparing the fund’s
financial statements on which the firm will express an opinion (or
financial information that forms the basis of such statements), they
cannot audit the fund unless both of the following apply:  

Where a firm cannot satisfy the above requirements, they will need to
decline or remove themselves from the audit or non-assurance
services engagement.

Management responsibility prohibition
The requirement that a firm cannot assume a management
responsibility for an SMSF audit client is an absolute prohibition that
applies to all non-assurance services.

If a firm assumes any management responsibility for an SMSF audit
client, they cannot audit the SMSF under any circumstances. This is
the case:

even if the non-assurance services are bookkeeping or accounting
services, and both  

regardless of how simple the fund’s investments are and whether
data feeds are used to help automate aspects of the services.

Because the management responsibility requirement operates as an
absolute prohibition, there is no need to consider the other

the services are ‘routine or mechanical’

the firm addresses any independence threats created by
providing the service that are not at an acceptable level. It must
either eliminate the circumstances creating the threats or apply
appropriate safeguards to reduce the threats to an acceptable
level.

the services are ‘routine or mechanical’

independence threats are addressed by way of an appropriate
safeguard



independence requirements of the Code (such as the 'routine or
mechanical test') if this requirement hasn't been complied with.

Management responsibilities
In general terms, management responsibilities involve controlling,
leading and directing an entity, including making decisions on its
behalf, such as setting strategic direction. They are typically activities
that require a decision to be made or judgment to be exercised by the
persons responsible for managing the entity.

In the SMSF context, management responsibilities are activities,
decisions and judgments that the trustee(s) are ultimately responsible
for in their role in managing the fund. They include:

setting policies and strategic direction

authorising transactions

controlling or managing bank accounts or investments

deciding which recommendations of the firm to carry out or advice
to act on

taking responsibility for the preparation and fair presentation of the
financial statements

ensuring compliance with the SISA and SISR

Management responsibilities cover all decisions and judgments made
on behalf of the fund to ensure the trustee(s) comply with their
obligations under the super and tax laws, including those made when:

setting up the fund – for example, decisions about  

making and managing fund investments – for example, decisions
about  

structuring the fund

preparing the fund’s trust deed and organising how to execute it

developing and maintaining the fund’s investment strategy

structuring investments to comply with the investment
restrictions

borrowing rules

sole purpose test



accepting contributions and paying benefits – for example,
decisions about  

preparing the fund’s accounts and financial statements – for
example, decisions made          

To comply with the independence requirements, firms conducting the
audit of an SMSF need to make sure they do not directly or indirectly
assume any management responsibilities for an SMSF audit client
when providing non-assurance services to that client.

Providing non-assurance services to an SMSF audit client creates self-
review and self-interest threats if the firm or network firm assumes a
management responsibility when performing the services. Assuming a
management responsibility also creates a familiarity threat and might
create an advocacy threat. No safeguards are available or capable of
being applied to reduce these types of threats to an acceptable level.

Whether a particular activity or decision is a management
responsibility is a question of professional judgment that will ultimately
depend on the circumstances.

Firms may find it difficult to demonstrate they comply with the
management responsibility requirement in practice. This is because
many trustees rely on tax professionals, such as accountants and
administrators, to assist them manage their fund and make certain
judgments and decisions for them. Trustees cannot simply approve
everything after the fact.

non-arm’s length income rules

maximising the contributions caps

when to commence a pension and ensuring pension and transfer
balance cap requirements are met

how best to structure the payment of benefits

when setting up and maintaining data feeds to capture income
from investments

coding fund transactions

reporting fund assets at market value

allocating income to member accounts

calculating tax payable by the fund.



Any assistance provided to an SMSF audit client may be a relevant
consideration when determining whether the requirement has been
met, and whether the trustee has taken responsibility for the decisions
made.

Use of data feeds to help automate preparation of
financial statements
Where firms use data feeds to help automate aspects of accounting
services, such as the preparation of financial statements, they will
assume management responsibility if they have made any decisions
and judgments in relation to the set-up and maintenance of data feeds
that remain the responsibility of the trustee(s).

For example, they may:

select the accounting software for the data feeds and set it up for
the trustee(s)

establish the general ledger and decide how the transactions to be
captured by the data feeds are to be coded and classified

check the data from the feeds used in the financial statements and
tax calculations to ensure it is correct

confirm that all transactions recorded from the feeds have been
accurately reflected in the fund's accounts – for example, where
contributions and earnings are automatically allocated to a
member's account

monitor the data feeds to ensure they are operating correctly

be accountable for any mistakes in preparing the statements from
the data feeds.

Whether a particular decision or judgment involved in setting up and
maintaining data feeds is a management responsibility will ultimately
depend on the circumstances. However, given the types of decisions
and judgments typically involved (highlighted above), firms may find it
difficult to substantiate that they comply with this requirement.

If a firm has assumed a management responsibility for the fund, they
do not need to consider whether the 'routine or mechanical' test has
been met as the firm is already prohibited from providing the service to
the fund.



Other decisions and judgments a firm makes in relation to the
preparation of financial statements that are not automated through
data feeds will still amount to assuming a management responsibility if
they remain the proper responsibility of the trustee(s). For example, it
is more likely that the firm is assuming management responsibility for
the fund in providing these services where a firm prepares the general
ledger, trial balance and financial statements independent of the
trustee(s), based on transactions the firm has coded from the fund’s
source documents.

Providing advice and recommendations
If a firm provides advice and recommendations to assist the trustee(s)
comply with their responsibilities as part of providing a non-assurance
service, this is not considered assuming a management responsibility.
This is provided the trustee(s):

understand the advice and recommendations

have assessed and evaluated them and decided what action to take

have suitable skills, knowledge and experience to make any
judgments and decisions in connection with the services.

Evidence to support compliance with the
management responsibility prohibition
To avoid assuming a management responsibility, the firm must be
satisfied that the trustee(s) make, and are capable of making, all
judgments and decisions that are the proper responsibility of
‘management’ in connection with the non-assurance services. In the
SMSF context, 'management' refers to the fund trustee(s).

This includes ensuring that the trustee(s):

have suitable skills, knowledge and experience to remain
responsible at all times for decisions relating to the fund

understand the objectives, nature and results of the services

understand their responsibilities and those of the firm in connection
with the services

oversee the services provided by the firm and evaluate whether
they are adequate



accept responsibility for the actions, if any, that flow from the
results of the services.

If a firm or network firm provides non-assurance services to an SMSF
audit client, such as the preparation of financial statements, the
auditor will need to demonstrate they have complied with the
independence requirements. This means the auditor will need to form
an opinion that the firm did not assume any management
responsibilities for the SMSF audit client and document this in the
audit file.

We expect the auditor to document what they relied on in forming this
opinion. For example, we expect the auditor to have checked with the
relevant member of the firm who provided the non-assurance services
whether any management responsibilities were assumed for the SMSF.

Where the firm has prepared the financial statements for the SMSF,
the auditor also needs to document how they formed the opinion that
the trustees took on the responsibility for the preparation and fair
presentation of the statements as opposed to the firm. This includes
documenting the basis on which they formed the opinion that the
trustees had the relevant skills, knowledge and experience to do so.

Where the SMSF trustee(s) provide the firm with a trial balance,
transactions they have coded or preapproved entries for the
preparation of the trial balance or financial statements, this constitutes
evidence that the trustees have taken on responsibility for the
preparation and presentation of the financial statements. The firm can
use this evidence to demonstrate that they did not assume a
management responsibility. In certain instances, such evidence may
also be used to substantiate that the service is 'routine or mechanical'.
The auditor should keep this evidence on the audit file to substantiate
compliance with the standards.

It is not sufficient evidence to provide only a representation letter or
declaration signed by the trustees stating that they have made all
judgments and decisions that are the proper responsibility of
management, including in relation to the preparation of the fund’s
financial statements.

Copies of signed financial statements are also not enough to
substantiate compliance with the management responsibility
prohibition.



When monitoring compliance with this requirement, we will be
checking that the auditor's opinion has been appropriately formed by
asking firms to confirm whether they have assumed any management
responsibilities for the SMSF in providing the non-assurance services.
If they claim they haven’t, we will request evidence that the trustee(s)
have:

remained responsible at all times

made all relevant decisions and judgments in managing the fund

the skills, knowledge and experience required for the above.

We will also contact the trustee(s) directly to verify that the firm or
network firm has complied with the ‘management responsibility’
prohibition.

Routine or mechanical test
A firm or a network firm is prohibited from providing accounting or
bookkeeping services to an SMSF audit client unless:

the services are 'routine or mechanical', and

the firm addresses any independence threats created by providing
the service that are not at an acceptable level – for example, by
applying an appropriate safeguard.

A firm will only need to consider whether the 'routine or mechanical'
test has been met if they have not assumed any management
responsibility for an SMSF audit client (including taking responsibility
for the preparation and presentation of the financial statements).

Accounting and bookkeeping services include the:

preparation of financial statements and accounting records

recording of transactions

payroll services.

For accounting and bookkeeping services to be ‘routine or mechanical’,
the services must involve little or no professional judgment by the firm.
The Code includes some examples that are particularly relevant to the
preparation of financial statements.

Firms may find it hard to substantiate that the ‘routine or mechanical’
test has been met, even with appropriate safeguards in place. This is



because of the degree of professional judgment they exercise in
carrying out the services.

Preparation of financial statements and pre-approval
of accounting transactions and entries by trustees
The following services involved in preparing the fund's financial
statements are considered ‘routine or mechanical’:

posting transactions coded by the trustee(s) to the general ledger

posting journal entries approved by the trustee(s) to the trial
balance

preparing financial statements based on a trustee approved trial
balance

preparing related notes based on records approved by the
trustee(s).

The extent of the firm's involvement in the preparation of the fund's
financial statements and the level of professional judgment required
will be key in determining whether the services are 'routine or
mechanical'. For example:

If the trustee(s) code the transactions and pre-approve the
accounting entries and trial balance, which the firm uses to prepare
pro-forma financial statements, the services are more likely to be
'routine or mechanical'. This is because the firm only needs to
exercise limited judgment in preparing the statements. In doing so,
the trustee(s) are also showing they are taking responsibility for the
preparation and fair presentation of the financial statements, which
is a management responsibility.

If the firm prepares the general ledger, trial balance and financial
statements independent of the trustee(s) based on transactions the
firm has coded from the fund’s source documents, the services will
not be ‘routine or mechanical’ as they require the firm to exercise
significant professional judgment. It is also more likely that the firm
is assuming management responsibility for the trustee(s).

While it will ultimately depend on the facts of the case, we consider
that firms will find the 'routine or mechanical' test difficult to
substantiate in practice. This is due to the level of professional
judgment ordinarily involved in carrying out services relating to the
preparation of financial statements for SMSFs.



We expect to see evidence on the audit file that any services provided
as part of preparing the fund's financial statement are 'routine or
mechanical'. This evidence could consist of trustee coded transactions
and approved trustee entries in the trial balance that the firm then
uses to prepare proforma financial statements.

Use of data feeds to help automate preparation of
financial statements
Automating aspects of accounting services using data feeds, such as
in the preparation of financial statements, is not of itself sufficient to
make the services ‘routine or mechanical’.

Firms who use data feeds to automate the preparation of an SMSF’s
financial statements still need to consider the degree of professional
judgment exercised by the firm in carrying out those services.

When establishing and maintaining data feeds, firms typically make
decisions requiring the exercise of professional judgment. Where this
is the case, the preparation of financial statements based on those
data feeds will not be ‘routine or mechanical’.

Examples of these decisions and judgments are discussed in
Management responsibilities – Use of data feeds to help automate
preparation of financial statements.

Whether the preparation of financial statements using data feeds is
‘routine or mechanical’ will ultimately depend on the circumstances.

However, firms may find it difficult to substantiate compliance with the
‘routine or mechanical’ test in practice. This is due to the type of
decisions and judgments the firm makes in relation to the set-up and
maintenance of data feeds.

As such decisions and judgments will generally amount to assuming a
management responsibility, there may not be a need for firms to
consider the 'routine or mechanical' test when preparing the SMSF's
financial statements.

Complexity of fund investments
The complexity of the fund’s investments (including the type and mix
of assets) is not of itself determinative when working out whether
bookkeeping or accounting services are ‘routine or mechanical’. The
critical consideration is the degree of professional judgment involved



in providing the service. ‘Routine or mechanical’ services require little
or no professional judgment by the firm.

Even where a fund has simple investments (for example, term
deposits, ASX listed shares and fixed interest) firms may still exercise
professional judgment in carrying out the service by:

coding transactions and posting them to the general ledger

preparing the general ledger from source documents

preparing journal entries and posting them to the trial balance

selecting accounting software

establishing and maintaining data feeds

managing the fund's investments and compliance with the super
laws.

Undertaking such activities are not ‘routine or mechanical’ services. In
many cases, they may also involve the firm assuming a management
responsibility for the trustee(s).

The more complex a fund’s investments are, the more likely it is that
the firm will need to exercise a degree of professional judgment in
carrying out the services. That will mean the services are not ‘routine
or mechanical’.

Example 2 in Chapter 8 of the Independence Guide (PDF, 1.56MB)
demonstrates how the complexity of fund investments affects the level
of professional judgment required in preparing the fund's accounts.

Applying appropriate safeguards
Even where a firm is able to show that they do not assume any
management responsibility for an SMSF audit client and any
accounting or bookkeeping services provided to the trustees are
'routine or mechanical', they must still address any independence
threats that are not at an acceptable level. They must either:

eliminate the circumstances, including interests or relationships,
creating the threats

apply appropriate safeguards, where available and capable of being
applied, to reduce the threats to an acceptable level.



Safeguards are actions, individually or in combination, that a firm takes
to effectively reduce the threats to independence to an acceptable
level.

Whether an appropriate safeguard is available and capable of being
applied will depend on the circumstances. However, appropriate
safeguards may consist of either:

using professionals who are not audit team members to perform the
service

having an appropriate reviewer who was not involved in providing
the service review the audit work or service performed.

The Glossary of the Code describes what is meant by the term
'appropriate reviewer' as it is used in the Code.

A sole practitioner (and their employees) cannot audit an SMSF if they
have provided accounting or book-keeping services to the trustee(s).
This is the case even if the services are ‘routine or mechanical’, as the
situation gives rise to a self-review threat that is not at an acceptable
level. The circumstances creating the threat cannot be eliminated, and
no appropriate safeguards can be put in place to reduce the threat to
an acceptable level.

Appropriate reviewer requirements
The term ‘appropriate reviewer’ is described in the Code as meaning: a
professional with the necessary knowledge, skills, experience and
authority to review, in an objective manner, the relevant work
performed or service provided.

An appropriate reviewer may also be impacted by the same threats as
the auditor. For example, another SMSF auditor working at the same
firm who is considering acting as an appropriate reviewer:

may also benefit from the fees generated by the large referral
source

is likely to experience the same self-interest and intimidation
threats.

These threats might affect the internal reviewer’s ability to perform
reviews in an objective manner. Accordingly, the appropriate action
may be to engage another SMSF auditor external to the firm to
conduct the review of the audits.



Appropriate reviewers need to use their professional judgment when
determining whether they can undertake reviews in an objective
manner.

Professional judgment is also required to determine the nature and
extent of procedures to be performed by the appropriate reviewer, to
reduce the independence threats to an acceptable level. On the audit
file we would expect to see the appropriate reviewer's documented
notes that explain the:

steps taken to complete the review, and

outcome of the review, including whether the appropriate reviewer
concluded the auditor’s reports were appropriate in the
circumstances.

A sampling approach by the appropriate reviewer might be suitable in
situations where independence threats arise from the auditor receiving
a large proportion of their fees from the one referral source. In this
case, in addition to the above, we would also expect to see the
appropriate reviewer's documented notes on the audit file that explain:

why sampling is an effective approach to the review, and

what sampling methodology was applied.

If a sampling approach is adopted, we would expect a risk-based
selection of the sample of funds for review. It should be representative
of all the SMSF audits, ranging from simple to complex funds.
However, we would also expect the sample to include a significant
proportion of the more complex funds where the auditor exercised a
higher level of professional judgment when conducting the audit.

Issues for firms when restructuring
Firms who currently provide non-assurance services to an SMSF audit
client will need to self-assess whether they currently meet the
independence requirements. If a firm needs to restructure their
arrangements to comply with the new independence requirements,
they need to be careful they do not create other independence issues.

For example, the firm needs to ensure they do not enter into
arrangements with other firms that gives rise to independence threats
that can inappropriately influence an auditor’s judgment or behaviour,
such as certain reciprocal auditing arrangements.



If a scenario gives rise to multiple threats to independence which may
not be significant when considered individually, the Code still requires
firms to evaluate the combined effect of threats and address the
threats where necessary.

Firms should apply the litmus test when assessing independence.
They should ask themselves if they would have any hesitation in
writing up an adverse finding or in qualifying an audit report. If there's
any hesitation, it may be an indication that independence is impaired
and the auditor should consider declining the audit engagement.

Reciprocal auditing arrangements and referral
source issues
Reciprocal auditing arrangements pose a major risk to auditor
independence and are of particular concern to us.

One type of reciprocal arrangement occurs where 2 auditors with their
own SMSFs agree to audit each other’s funds.

The threats to independence that arise in this situation are similar to
the scenario of a two-partner practice, in which one partner is asked
to audit an SMSF where the other partner is a trustee. No safeguards
can reduce the threats to an acceptable level. The auditors will need to
decline or end the audit engagement.

Another reciprocal arrangement of concern occurs where
2 professional accountants who are also approved SMSF auditors:

prepare the accounts for a number of SMSFs and

enter into an arrangement to audit the SMSFs of each other’s
clients.

This type of arrangement may give rise to the following independence
threats that will need to be evaluated on a case-by-case basis and
addressed if not at an acceptable level:

self-interest threat – may arise if the auditor is reliant or dependent
on one referral source for all or a large proportion of their fees as
this may inappropriately influence their judgment or behaviour

intimidation threat – may arise if the auditor is deterred from acting
objectively because of actual or perceived pressures from the
referral source



familiarity threat – may arise due to the close relationship between
the auditors where each auditor may be sympathetic to the other's
interests or too accepting of each other's work.

If the total fees generated from one or more audit clients, including
SMSF audit clients, referred from one source represent a large
proportion of the total fees of the firm expressing the audit opinions,
self-interest and intimidation threats will arise. This is due to the
dependence on the referral source and concerns about losing those
clients. The firm will need to evaluate the significance of the threats
and consider what safeguards may need to be applied to eliminate the
threats or reduce them to an acceptable level.

Factors relevant in evaluating the significance of threats include:

the operating structure and services offered by the firm

whether the firm is well established or new

the significance of the client or referral source to the firm, both
qualitatively and quantitatively.

For example, if a firm generates most of its income from providing non-
assurance services, then the independence threat(s) arising from that
firm having one referral source for SMSF auditing income will be less
significant, compared to a firm with one referral source that derives all
or most of its income from auditing SMSFs.

Independence threats may also be less significant in a new firm that is
growing its client base and may have only a few referral sources for
SMSF audit clients compared to a well-established firm with the same
amount of referral sources. While the Code does not explain what is
meant by a 'new' firm, we would generally consider a firm that has
been in operation for less than 2 years to meet this definition.

The Code does not specify a number of referral sources, or set
percentage of fees from one or more referral sources, required to
reduce independence threats to an acceptable level. Nor does it
explain what constitutes a 'large proportion' of a firm's total fees.
However, for well-established firms that generate most of their income
from providing SMSF auditing services, as a guide, if the total fees
generated from one referral source are less than 20% of the firm's total
fees, we would not consider this in itself to create independence
threats. Other factors may still be relevant in evaluating the level of any
threats to independence.



If the total fees generated from one referral source are greater than
20% of the firm's total fees, depending on the circumstances, the
independence threats may be significant enough to warrant the firm
implementing appropriate safeguards to reduce those threats to an
acceptable level.

This is ultimately a question of professional judgment for the auditor or
firm to determine on a case-by case basis, having regard to the
particular facts. In some cases, a lower or greater threshold may be
appropriate, when taking into account all relevant factors. This
includes considering the percentage of fees generated from one
referral source over a reasonable timeframe of at least a few years
rather than a point in time, to recognise that changing or developing
the firm’s client base and structure takes time.

Self-interest or intimidation threats will also arise if the fees generated
from an SMSF audit client represent a large proportion of the revenue
of one partner or office. Factors relevant to evaluating such threats
include the significance of the client to the partner or office (both
quantitatively and qualitatively) and the extent to which compensation
of the partner is dependent on the fees generated from the client.

When applying the fee related provisions of the Code, and the above
guidance, firms need to:

determine the total fees from all ‘audit clients’ (as defined in the
Code) from one referral source, not just SMSF audit clients, when
identifying and evaluating any threats

consider the firm’s ownership structure and any related entities
(refer to the definition of 'firm' in the Code which includes an entity
that controls or an entity that is controlled, through ownership,
management or other means) when determining the ‘total fees’ of
the firm.

Appropriate safeguards that can be applied to reduce independence
threats to an acceptable level include:

increasing the firm's referral base to reduce dependency on the
referral source(s)

having an appropriate reviewer who did not take part in the audit
engagement review the work.

When using an 'appropriate reviewer' as a safeguard to reduce
independence threats arising from a large referral source to an



acceptable level, we accept that a sampling approach may be suitable
when selecting the funds to be reviewed. For more information about
sampling selection, auditors should refer to our guidance on
Appropriate reviewer requirements.

Additional independence threats may also arise where either the:

referral source is a former employee of the auditor

auditor also receives referrals for non-audit work from the same
referral source.

Approved SMSF auditors who continue to engage in reciprocal auditing
arrangements (other than those involving 2 auditors auditing each
other's SMSF, which are not permitted) will be subject to increased
scrutiny. Referral to ASIC may result if we consider auditors have failed
to meet the independence requirements.

Audit pooling arrangements and network firms
Audit pooling arrangements involve a group of firms entering into an
arrangement to audit each other’s SMSF clients.

We understand that firms may be considering these arrangements to
try and mitigate revenue loss when restructuring, while still satisfying
the requirements of the Code.

However, depending on how they are structured, the arrangements
may give rise to self-interest, familiarity and intimidation threats to
independence. These threats will need to be evaluated and addressed
if they are not at an acceptable level.

Because of the way audit pooling arrangements can be structured, and
the nature of the relationship between the firms:

the arrangements may involve in substance the creation of
networks of firms, which could result in further independence
issues

the arrangements may result in the reciprocal auditing of SMSF
clients

the safeguard of spreading out client referrals to a number of SMSF
auditors, which may be applied in other reciprocal auditing
arrangements, may not be sufficient or appropriate to reduce
threats to an acceptable level



there is a risk that restructuring such arrangements (for example,
where a firm withdraws from the audit pool) will give rise to
additional independence issues.

For example, where the audit pool is structured so that some firms end
up engaging in reciprocal auditing arrangements, firms will need to
identify, evaluate and address the same types of independence
threats that arise in those arrangements. This means they will need to
consider, amongst other things, the fees generated from each referral
source within the pool.

Even where the arrangement does not involve reciprocal auditing,
firms within the pool still need to avoid creating a network of firms
within the meaning of the Code as the independence requirements will
still apply. For example, a network will be created if there is a structure
aimed at cooperation that shares a common business strategy. This
could occur, for example, in either or both of the following situations:

where the firms in the pool have an entity overseeing the
arrangement, and allocate audits amongst participants

there are agreements in place, the terms of which provide that the
firms agree to exclusively audit each other's clients on an ongoing
basis.

Part 4A of the Code and Chapter 6 of the Independence Guide (PDF,
1.56KB)  provide additional guidance on network firms, including
when a network firm is created by a larger structure of firms.

If firms enter into an arrangement for the purpose of trying to
determine whether another firm is (or other firms are) suitable to audit
their SMSF clients, and participation is not conditional on the firm
accepting ongoing referral work from other firms, the arrangement
may not involve the creation of a 'network' within the meaning of the
Code. However, firms should still consider whether any independence
threats arise in the circumstances that need to be evaluated and
addressed.

Some audit pooling arrangements may give rise to partnerships or joint
ventures if there is an agreement between the firms in the pool to
share revenue, profits and/or expenses in relation to the arrangement.
If this is the case, there may also be taxation consequences to
consider.



Whether a firm engaged in an audit pooling arrangement complies with
the independence requirements will ultimately depend on the facts and
circumstances.

However, we encourage firms to take care when entering into these
arrangements as they are ultimately responsible for ensuring they
comply with the requirements. This is the case even where the
arrangement is structured through a third party provider.

These arrangements will be subject to extra scrutiny by us because of
the potential threats involved in structuring a group of firms, and the
risk of non-compliance.

Outsourcing type arrangements

Providing audit services to a client of previous firm
After an auditor leaves a firm, they are sometimes asked to undertake
the audit work for that firm's SMSF clients. Some firms may regard this
as outsourcing the audit work for their SMSF clients to a third party,
therefore relieving themselves of any threats to independence.

However, auditors who look to take on clients of a previous firm that
they used to provide non-assurance services to (such as accounting or
advice services) whilst they were a partner, employee or consultant of
that firm still need to be aware of potential self-review and familiarity
threats that may arise in taking on those clients. This is the case even
though the auditor is no longer associated with the firm. These threats
might prevent the auditor from appropriately evaluating the results of
previous judgments made, or advice provided to clients of the firm
when the auditor worked for the firm.

Auditors could look to eliminate these threats by having another
auditor in the new firm undertake the audits of previous clients. Where
there are no other auditors available, an appropriate reviewer who was
not involved in the audit work could review the work. If the time period
from when an auditor was a partner of the firm exceeds 2 years, it will
generally not create threats to independence. However, this is
dependent on the particular facts and circumstances of the situation
and the auditor must exercise professional judgment and apply the
reasonable and informed third party test to determine if any threats to
independence exist.



If the auditor is a member of a newly established firm, the new firm
also needs to ensure its structure does not cause it to be considered a
network firm (for example, because of common ownership or control
between the firms).

Engaging specialist SMSF firms to prepare financial
statements and conduct audits
We are aware that firms may be considering outsourcing accounting or
bookkeeping services to another firm (whether located in Australia or
offshore) as part of restructuring their arrangements to comply with
the independence requirements.

For example, an 'outsourcing' accountant may engage a specialist
SMSF firm to prepare the financial statements for a fund, but the
accountant oversees the accounting services and takes responsibility
for them. The specialist firm may:

also conduct the fund's audit, or

be a separate firm to the firm conducting the audit (the audit firm)
but form part of a 'network' with the audit firm within the meaning
of the Code (for example, because the firms are aimed at
cooperation and have a common ownership structure).

If the specialist firm conducts the fund's audit, or the audit firm is a
'network firm' of the specialist firm, the specialist firm and/or the audit
firm still need to comply with the independence requirements of the
Code.

The fact that the accounting services may be provided by the
specialist firm to the outsourcing accountant and not directly to the
trustees under the arrangement does not change this. We consider
that the services are still being provided to the SMSF audit client.

The scenario gives rise to independence threats as the accounting
services are being performed by the same firm as the one auditing the
fund, or by a network firm of the audit firm, in the same way as other
firms that conduct audits and provide these services in-house.

The specialist firm cannot assume any management responsibility for
the trustee(s) in carrying out the services.

The firm can also only prepare the financial statements for an SMSF
audit client if:



the services are considered ‘routine or mechanical’

the firm addresses any independence threats created by providing
that service that are not at an acceptable level, by eliminating the
circumstances creating the threats or applying appropriate
safeguards.

It may be difficult for the specialist firm, or the audit firm that is a
network firm, to substantiate compliance with these requirements in
practice. This is because the services are being 'outsourced' to the
specialist firm under the arrangement, and the specialist firm may not
deal with the trustee(s) directly.

For example, it is not unreasonable to expect that the specialist firm
may:

take responsibility for aspects of the preparation of the financial
statements or make some judgments and decisions in connection
with the services (or both) – making it more likely that the firm will
assume some management responsibility

exercise some professional judgment in carrying out the services –
making it less likely that the services are 'routine or mechanical'.

This means the specialist firm cannot, for example, code any fund
transactions when preparing the accounts for the fund or make any
professional judgments such as determining the market value of
certain fund assets and allocating contributions and earnings to the
member's account.

Whether the outsourcing arrangement complies with the
independence requirements will ultimately depend on the
circumstances. This includes the individual service agreements
between the trustee(s) and their accountant, and the accountant and
the specialist firm, and how these agreements are implemented in
practice.

We cannot provide any definitive or binding guidance on these
arrangements in the absence of a complete analysis of the facts and
circumstances of a particular case. We are only likely to undertake this
type of analysis where we engage in a compliance review.

We do not think these arrangements are within the spirit of the Code
so we will be closely scrutinising these types of arrangements because
of the independence threats involved, and significant risk of non-
compliance.
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As a co-regulator of the SMSF auditor industry, together with the
Australian Securities & Investments Commission (ASIC), we are
responsible for monitoring compliance with the independence
requirements as set out in the Code .

The restructured Code which commenced with effect from 1 January
2020 and the Independence Guide (May 2020) make it clear that
SMSF auditors who are conducting in-house audits are at risk of not
complying with the Code.

A failure to comply with the independence requirements as set out in
the Code is a breach of the SISA  and SISR .

Our previous transitional educative approach to compliance with these
standards has ended. We expect all firms (and network firms) that
have previously conducted in-house audits to have already
restructured to meet the independence requirements for all audits
from 1 July 2021.

This means:

We are now enforcing compliance with the requirements for any
audits completed on or after 1 July 2021 (regardless of the income
year to which they relate).

We will take compliance action if we suspect that auditors are not
complying with the requirements.

Where we find that auditors are not complying with the
requirements, we may refer them to ASIC for further action.

If ASIC determines an auditor to be non-compliant, they may disqualify
them from being an SMSF auditor, suspend or cancel their registration
or impose conditions. They may also issue a media release and provide
information about the matter to the auditor's professional association.

ATO's role and compliance
approach
25 November 2022



Our commitment to you
We are committed to providing you with accurate, consistent and clear
information to help you understand your rights and entitlements and meet
your obligations.

If you follow our information and it turns out to be incorrect, or it is
misleading and you make a mistake as a result, we will take that into
account when determining what action, if any, we should take.

Some of the information on this website applies to a specific financial year.
This is clearly marked. Make sure you have the information for the right year

Firms should use their professional judgment and assess whether their
specific arrangements comply with the independence standards as set
out in the Code.

If you suspect a firm or network firm is not meeting the independence
requirements, you can tell us by completing a making a tip-off form.

Resources for SMSF auditors
SMSF auditors can refer to and download the following products:

Accounting Professional & Ethical Standards Board (APESB)          

Auditing and Assurance Standards Board (AUASB)          
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APES 110 – Code of Ethics for Professional Accountants
(including Independence standards) (2018) – effective 1 January
2020 (PDF, 2.7MB)   

APESB Independence Guide – Fifth edition, May 2020
(PDF 1.56MB)  (the Guide) – download from the APESB website

Guidance Statement GS 009 Auditing Self-Managed
Superannuation Funds  (GS 009)

Australian Auditing Standards  (ASAs)

AUASB Standards on assurance engagements  (ASAEs)



before making decisions based on that information.

If you feel that our information does not fully cover your circumstances, or
you are unsure how it applies to you, contact us or seek professional
advice.
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