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A Guide to Reporting under ASX CGC 
Recommendation 7.3  
KEY POINTS 

 ASX Corporate Governance Principles and Recommendations were updated in 
March 2014 

 Listed entities are required to carefully consider and disclose their response to each 
of the updated recommendations  

 Recommendation 7.3 contains an if-not, why-not requirement in relation to internal 
audit 

 This paper provides information to help entities to determine appropriate 
disclosures under Recommendation 7.3 

 Listed entities must adopt the revisions for the first reporting period beginning on 
or after 1 July 2014.  Early adoption is available. 

 

WHAT HAS CHANGED? 
The 3rd edition escalates previous guidance on internal audit to the status of a 
recommendation (7.3).  This requires each listed entity to disclose: 

a. if it has an internal audit function, how the function is structured and what role it 
performs; or 

b. if it does not have an internal audit function, that fact and the processes it employs for 
evaluating and continually improving the effectiveness of its risk management and 
internal control processes. 

For more information, refer to A Guide to Meeting Your Obligations under ASX CGC 
Recommendation 7.3 - A guide for first time adopters, IIA-Australia, April 2014.  This is 
available free of charge from www.iia.org.au. 

 

MODEL DISCLOSURE – 7.3(A) 
If a listed entity has an internal audit function that has the requisite attributes, the entity 
may report that it complies with recommendation 7.3(a).1 
 
Listed entities are required to disclose: 

                                         
1 For more information, refer to A Guide to Meeting Your Obligations under ASX CGC Recommendation 
7.3 - A guide for first time adopters, IIA-Australia, - Key attributes of an internal audit function 
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 How the function is structured 

 What role it performs 

 Whether the function was in place for the full year 

 

The following is provided as model guidance to demonstrate that the entity’s management 
and Board have appropriately considered these matters. 

 

EXAMPLE DISCLOSURE 
[Entity] has had an internal audit function in place for the full year that meets the definition 
of internal audit under the Institute of Internal Auditors’ International Professional Practices 
Framework.   
The function is internally led and resourced with supplemental resourcing provided by 
specialist third parties.  While internal audit and external audit work closely together, they 
are separate functions.  [Entity]’s external audit firm does not provide internal audit 
services to [Entity]. 
 
The Board and management receive assurance from a number of sources.  Internal audit 
assists the Board and management to coordinate the broader assurance program, and also 
delivers a comprehensive audit program to provide additional comfort around significant 
risks, processes, systems and regulatory requirements where assurance is determined to be 
a priority for that period. 
 
Internal audit coverage is determined using a structured approach.  The Board Audit 
Committee determines the internal audit scope and budget on recommendation from 
management and the head of internal audit. 
 
The Board and management receive regular reports from internal audit on the control 
environment, areas for improvement and progress in addressing those areas for 
improvement. 
 
In conjunction with management, the Board Audit Committee has satisfied itself that: 
 

A. The role of internal audit and the scope of internal audit work performed are 
appropriate; and. 

B. The structure of internal audit is appropriate and the internal audit function is 
independent from management. 

 
To ensure independence of the function: 
 

 Prior to, or as part of each meeting, the BAC and/or BAC Chairman meets with the 
head of internal audit without management present.  

 The BAC and head of internal audit have direct access to each other as required. 
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 The BAC reviews the reasonableness of the remuneration, and remuneration 
structure of the head of internal audit. 

 The final decision on the internal audit scope and budget is reserved for the BAC on 
recommendation from internal audit and management.   

 Decisions on the appointment and/or termination of the head of internal audit are 
reserved for the Board on recommendation from the BAC 

 An independent review is undertaken and reported to the BAC every five years.  
This review assesses the internal audit function’s effectiveness and compliance with 
International Internal Auditing Standards.  This review was last performed in [year]. 

 

MODEL DISCLOSURE – 7.3(B) 
If a listed entity has determined not to put an internal audit function in place, the entity 
must disclose that fact and the processes it employs for evaluating and continually 
improving the effectiveness of its risk management and internal control processes. 
 
In doing so, the entity is communicating to the market that the Board is confident that 
assurances received from management and other sources are sufficient so that internal 
audit is not necessary.  This option carries some personal risk for directors in the event of 
significant loss or damage in an area that would normally have been reviewed by internal 
audit.  Nonetheless for some entities, particularly those with low complexity, and a narrow 
span of control, this approach may be appropriate. 
 
For more information refer to A Guide to Meeting Your Obligations under ASX CGC 
Recommendation 7.3 - A guide for first time adopters, IIA-Australia. 

 

EXAMPLE DISCLOSURE 
The Board and management have considered the requirements under Recommendation 7.3 
and determined not to establish an internal audit function. 
 
Describe what is in place and why it is considered appropriate to address: 
 

 The processes it employs for evaluating and continually improving the effectiveness of 
its risk management and internal control processes 

 The nature of assurance attained 

 The scope and comprehensiveness of the assurance program 

 Whether that assurance is independent 

 
The Board has satisfied itself that: 

 Implementing an internal audit function is not appropriate for the entity 

 The costs of implementing an internal audit function outweigh the likely benefits 
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 The board is comfortable with the risks arising from not implementing an internal 
audit function 

Describe how the Board has satisfied itself that the risk of not implementing 7.3(a) 
(implementing an internal audit function) is acceptable. 

 



   

IIA-Australia fact sheet  Page 5 
© 2014, IIA-Australia 

NOT LEGAL ADVICE 
The information contained in this document is a guide on the matters that listed entities 
should consider in relation to recommendation 7.3 and should not be used as a template.  
Entities should prepare their disclosures to reflect their actual circumstances, and may wish 
to seek legal or other professional advice when determining the final wording for those 
disclosures. 

 

FURTHER INFORMATION 
This is one of a series of fact sheets designed to assist IIA-Australia members and other 
stakeholders to interpret and apply the 3rd edition of the ASX CGC Principles and 
Recommendations.  These include: 
 

 Summary of the 2014 Changes to the ASX Corporate Governance Principles and 
Recommendations, IIA-Australia, March 2014 

 Implementing the 2014 Changes to ASX CGC Principle 7, IIA-Australia, March 2014 

 A Guide to Meeting Your Obligations under ASX CGC Recommendation 7.3 - A guide for 
first time adopters, IIA-Australia, April 2014 

 
For more information on internal audit and related matters, go to www.iia.org.au  

 
 
 


