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Navigating the Impact of
the Recession

Bruce Saward and Peter Shields from Saward
Dawson Chartered Accountants will tackle the
practical implications of the recession.

Whetheryou are on the Board, the CEO or the
CFO, this is a session thatwill be relevantfor you.
How will the recession impact on your financial
statements?
What will the auditors be looking for?
What defensive and offensive actions should you be
taking?
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Bruce Saward

Business and Taxation partner

Consulting
Managementreporting
Structure reviews
BusinessImprovement

Notfor profitissues
Structuring
Taxation concessions
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Peter Shields

Audit and assurance partner

Consulting
Financial reporting
Control reviews

Notfor profitissues

Structuring
Taxation concessions

Reporting developments
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Navigating the Impact of the
Recession
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GFC — What happened?

Wealth to invest
Unsustainable growth and return expectations

Remuneration structure rewarded excessive risk
taking

Complexfinancial arrangements with “risk fade”
People lostrespectforthe value of money

The marketlostsightof fundamentals

The “greater fool” theory dominated

GFC —the motherof all excuses?

This alltook place in a regulated market— has
much reallychanged yet?
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The Value of Money

“Afeastis made for laughter, and
wine makes life merry, but money
Is the answer for everything.”

Ecclesiastes 10:19 $
»
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Setting the scene...

Crashin investment values
Collapse of $A
Credit crisis
Confidence crisis
Spending slow dow n
Unemployment
Stimulus packages and huge government debt
Signs of recovery!
Return to fundamentals
De-gearing
Valuebeingreviewed
Return to corevalues
Amazing public response to appeals including bushfires
What is happening in your organisation?
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Session overview

Offensive and defensive actions to ride the
GFC storm

Financial reporting consequences
What auditors are looking for?
Actions
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Understand and manage the
risk

Faith and judgement
Dependence risk

Financial risk

Your unique risks and exposures

Consider defensive action you
can take

Appropriate insurance
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Check your GPS

Know where you are going

Establish KPIs and monitor
them diligently.

Know your breakeven point

Understand whatis around the
corner—keep looking ahead

Keep checkingthe map -
Revisityour strategic plans
Know your exact position

Ensure you are ontop of your
financial reporting.
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Be decisive

Avoid knee-jerk reactions

Manage margin as well as
revenue

Review all operating costs
Control your stock

Manage your cash flow
carefully
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Safeguard what you have

Guard your reputation
Don’t overlook marketing —
keep fighting!

Protect your relationships

Keep your bankers
informed

Develop your people
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Be proactive

Review your finance
facilities
Be flexible

Be realistic but maintain a
positive attitude

Make good use of idle
capacity
Don’ttry to do it alone

Be ready — because the
recession will end
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Financial Reporting and audit
Considerations
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Impact on Financial report

Level of public scrutiny
Increased risk profiles
Directors taking a greater interest

Auditors focusing on risk profiles that have
changed

ASIC, lenders and other stakeholders that
have been passive in the past may take a

greater interest if things go wrong!
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Financial reporting

Financial accountability

“...all processesusedto ensure proper
accountability, probity and openness in the
conductof an organisation’s activities”

Incorporates both managementaccounting as
well as annual reporting

- Farreriad
@ dczzurends

Annual Financial report

NFP Paper www.ICAA.0org.au
Reporting status
Howto guide commentary,
checkistand
pro-forma financial statements

Components
Commentary
Statement of Income and expenditures
Balance sheet
Statement of Cashflow
Accounting policies
Other supporting notes
Declaration and sign off
Audit report
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Offensive strategies

Integrity
Don't window dress —tell it like it is
Commentary

the av erage user doesn'’t get past the first few pages

Reporting status

Lev el of compliance with accounting standards

Going Concern
Can meet y our obligations
Document y our assumptions
Impairment of assets

Are assets really worth what they are recorded at?

Are there signs that may indicate a problem
Completeness of liahilities
consider unearned income
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The auditors are coming...

What are the auditors looking for...

same thing as an astute director

Financial area assertions
Existence
Valuation
Accuracy
Completeness

.the
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Receivables

Existence
Legal entitlement
Impairment
Collectability
Recoverable amount
Evidence
Ageing,
KPI's
Subsequentreceipts
Review and approval
Level of provision
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Property, Plant and
Equipment

Existence
Fixed asset registers
Listing of assets
Ownership
Physical existence
Restrictions on title
Valuation of assets
Accounting policy
External valuation and reconciliation

Depreciation of assets and assessmentof useful life
Impairment
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Investments

Existence
Documentation
Accuracy
Investment strategy
Authority to transact
Impairment
Valuation
Accounting policy

Held for trading
Av ailable for sale

Other
Points of contact
Number of accounts
() Rk
Liabilities

Considerations forreview of liabilities including
bank and other borrowings

Term
Security offered

Covenants and compliance
Internal monitoring
Variations in writing

Currentvs Non current
Right to defer

Completeness

Financial statementdisclosures
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Summary

Don't panic

Maintain good gov ernance

Communicate with stakeholders

Stay up to date with financial currentissues
Review accounting policies

Consider assetimpairment

Review debtor collectability

Review anyborrowing obligations — Actearly
Monitor going concern

©© NG AON
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Learn from the experience
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Coming Soon......

For more slides, in relation to
today s topic download this
presentation from
www.sawarddawson.com.au
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Questions
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Additional Information
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What is corporate
governance?

Corporate governance is broadlythe
systems or processes adopted to
directand manage the “business”
affairs of an entity.

It extends to all processes used to
ensure proper accountability, probity
and openness inthe conductof an
organisation’s activities.

The framework bywhich the those
“charged with governance” ensures
thatthe corporate objectives of the
organisation are achieved.
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Responsibility of Governance Body
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Strategic Direction

The governance body is responsible to determine
the strategic direction of an organisation.

This will involve:

Vision - The expression of the corporate goals
and ambitions in a succinctstatement

Defining organisational objectives
Determining organisational priorities

Communicating these objectives and priorities
with management, employees and
stakeholders
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Risk Management

What does this look like for a NFP

Identification and management of keys risks that
threaten the organisation meetings its objectives
Financial
Operational

Requires allocation of time to process and
procedure

Important to get governance agenda

Developing a culture of aw areness
Consideration of financial risks

Financial capacity

The new “Debt Churches”
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Key Governance Risks

Damage to the organisations reputation

Operational focus rather than governance
focus

Adequacy of risk assessment and
monitoring

Adequacy of management accountability
measures

Board succession planning
Board skill and competency gaps

(3 Rt
Key Management Risks
Compliance risk
Employment and staff management risks
Project performance risks
Risks associated with dealing with minors
Health and Occupation risks
{0 s,
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Key Financial Risks

Going Concern

Existence and ownership of assets
Valuation of assets

Realisation of assets

Recognition of liabilities

Electronic banking and funds transfer
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Management Systems

The governance body is responsible to
implement management systems.

This will involve:

Appointmentand performance review of
key staff

Design of organisational policy
Managementof compliance obligations

Design of accountabilityand reporting
frameworks

Ongoing monitoring and reassessment of
the above factors
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Structure

Don’t drop your guard - Know your
structure!

Incorporated entities

GST Status

FBT Status

Otherregistrations

Deductible giftrecipient

Go to ww.sawarddawson.com.au and

follow the links to Publications —
Resources to download a tool to help
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Financial Controls

The governance body is responsible to
implement an internal control framework
designed to:

Ensure the accuracy, completeness and
validity of financial transactions

Safeguard the organisations assets

Ensure the reliability and integrity of
financial and operational information
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Financial Controls

General financial controls
Delegation of responsibilityand accountability
Budget

Establish Internal controls

Preventative @

Detective
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Preventative controls

Controls designedto preventerrors,
unauthorised use of orthe misappropriation of
assets.

These controls mayinclude:
Segregation of duties and incompatible functions
Authorisation of transactions
Review of transactions before they are completed
Third party documentation of transactions

Various approv al limits in relation to transactions (i.e.
amounts ov er $xxx)

Review of exception reports prior to finalisation of the
transaction
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Detective controls

Controls designed to detecterrors, unauthorised
use of assets orthe misappropriation of assets.

These controls mayinclude:

Management rev iew of particular transactions
Comparison to historical financial information and
budgets

Identify ing, setting and monitoring key performance
indicators

Review of exception reporting (i.e. changes to payroll
master file)

Review of transactions after they are completed
Board review of management accounts

Internal audit procedures

Reconciliation processes over assets and liabilities
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Management reporting

Financial reporting during a financial period

Typically based on
Income
Expenditure, and
Cash balance

May include other KPI's

More recently will include monitoring of any
debt covenants and other liquidity ratios
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Understand the process

D
D
g

- Farreriad
@ dczzurends

Internal Control framework

Generally includes:
Revenue/receivable controls
Purchases/Payable controls
Payroll controls
Assets protection controls

1 harTeread
Acozuminngs

22



Revenue controls

Controls should focus on the risks
associated with:

Completeness
Accuracy

Not for profits often are exposed through:
Limited segregation of duties
Cashreceipting
Non reciprocal supplies
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Expenditure controls

Controls should focus on the risks
associated with:

Existence
Valuation
Accuracy
Not for profits often are exposed through:
Limited segregation of duties
Non reciprocal supplies
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Payroll controls

Controls should focus on the risks
associated with:

Existence
Valuation
Accuracy
Not for profits often are exposed through:
Limited segregation of duties
Limited authorisation controls
Complexityof transactions
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Safeguarding assets

Common area of fraud in not for profit
entities

Recording of assets

Existence verification procedures
Proper review and monitoring
Reconciliation and review procedures
Insurance
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