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INTRODUCTION
In this GAAP Alert, we draw your attention to the following developments:

· e-GAAP Update ‘Understanding Interests in Joint Ventures’
· Revised Audit Guidance on Access to Working Papers

· Related Party Disclosures Analysed for ICAA

· ED 146 ‘Share-based Payment – Vesting Conditions and Cancellations’
· Complied Accounting Standards

· Updated AASB ‘Public Sector Strategy Paper’

· Draft Agenda for March AASB Meeting

· FASB and IASB Convergence MOU

· Outstanding Exposure Drafts, and
· Manage Your Financial Reporting and Audit Risks.
e-GAAP UDATE ‘UNDERSTANDING INTERERS IN JOINT VENTURES’
e-GAAP Update No. 5/2006 ‘Understanding Interests in Joint Ventures’ (11 pages and over 4,900 words) was recently issued to subscribers.  It includes an Executive Summary, Summary of Similarities (4) and Differences (8) between AASB 1006 and AASB 131, Key Terms, Methodology, Disclosure, and 7 CFO Action Items.

The following is an extract from the executive summary.
1. A joint venture is a contractual arrangement whereby two or more parties undertake an economic activity that is subject to joint control.  The characteristics common to all joint ventures are: two or more venturers are bound by a contractual arrangement; and the contractual arrangement establishes joint control.  There are three broad types of joint ventures: jointly controlled operations; jointly controlled assets; and jointly controlled entities.

2. A venturer in a jointly controlled operation must recognise the assets and liabilities it controls, the expenses it incurs, and its share of the income earnt from the sale of goods or services by the joint venture.  A venturer that jointly controls assets must recognise its share of them.  A venturer in a jointly controlled entity must apply the equity method to recognise its interest.

3. AASB 131 does not apply to venturers’ interests in jointly controlled entities held by: venture capital organisations; or mutual funds, unit trusts and similar entities including investment-linked insurance funds that upon initial recognition are designated as at fair value through profit or loss or are classified as held for trading and accounted for in accordance with AASB 139 ‘Financial Instruments: Recognition and Measurement’.
4. An investor in a joint venture that does not have joint control must account for that investment in accordance with AASB 139 ‘Financial Instruments: Recognition and Measurement’, or AASB 128 ‘Investments in Associates’ (as appropriate).
5. An entity that is exempt from applying the equity method must account for their interests in jointly controlled entities either at cost, or in accordance with AASB 139 ‘Financial Instruments: Recognition and Measurement’.
6. Operators or managers of a joint venture must recognise any fees (e.g., a management fee) in accordance with AASB 118 ‘Revenue’.
7. For interests in joint ventures, disclosure must be made of contingent liabilities and contingent assets.  There are specific Australian disclosure requirements for interests in jointly controlled operations and assets, and interests in jointly controlled entities.
8. For interests in jointly controlled operations and assets, disclose details of the name and principal activities, percentage interest in output, and each category of assets used.
9. For interests in jointly controlled entities, provide information concerning fair value, summarised financial information, reporting date, significant restrictions, and unrecognised losses.  Where equity accounting has not been applied due to the exemption, disclose that fact and provide summarised information.
10. For interests in jointly controlled entities, disclose details of: the name, principal activities, country of incorporation; ownership interest; voting power; venturers’ share of the profit or loss before and after income tax; impairment losses and reversals; carrying amount; and changes directly recognised in equity.
11. AASB 131 is the equivalent to IAS 31 ‘Interests in Joint Ventures’.  Additional Australian paragraphs have been added i.e., application, exemptions to the equity method, disclosures concerning interest in jointly controlled operations and assets and interests in jointly controlled entities.
12. In applying AASB 131, there are number of related Standards to consider, e.g., AASB 139 ‘Financial Instruments: Recognition and Measurement’, AASB 127 ‘Consolidated and Separate Financial Statements’, AASB 128 ‘Investments in Associates’, AASB 5 ‘Non-current Assets Held for Sale and Discontinued Operations’ and AASB 118 ‘Revenue’.
To date during 2006, five e-GAAP Update have been released: No. 1/2005 ‘Understanding Revised Accounting Policies, Estimates and Errors Standard’; No. 2/2005 ‘Tinkering at the Edges in Revised Segment Reporting Standard’; No.3/2005 ‘Interim Financial Reporting – Revised Standard Analysed’; No.4/2005 ‘Superannuation Plan Financial Liability Amendments’; and No.5/2006 ‘Understanding Interests in Joint Ventures’.
REVISED AUDIT GUIDANCE ON ACCESS TO WORKING PAPERS

In February 2006, the Auditing and Assurance Standards Board (AUASB) issued Guidance Statement AGS 1038 ‘Access to Audit Working’ (40 pages) that provides guidance to auditors when establishing and agreeing to conditions under which third parties are voluntarily granted access to their audit working papers and related documentation.  This AGS is operative from the date of issue.  It supersedes AGS 1038 ‘Access to Audit Working Papers’ as revised in July 2002.
The broad topics in AGS 1038 include: General Considerations Applicable to all Requests for Audit Working Papers; Granting Access to the Auditor of a Controlling Entity; Granting Access to Prospective Purchasers, Investors or Lenders; Outsourced Internal Audit Arrangements; Access to Audit Working Papers by Regulatory Authorities; Reviewing the Working Papers of an Outgoing Auditor; and an Appendices of example letters.

RELATED PARTY DISCLOSURES ANALYSED FOR ICAA
The Institute of Chartered Accountants in Australia has advised its members that a detailed analysis of the AASB 124 ‘Related Party Disclosures’ (20 December 2005), written by Colin Parker, co-author of Australian GAAP is now available on its website (www.icaa.org.au) at http://www.icaa.org.au/tech/index.cfm?menu=319&id=A113679676.

ED 146 ‘SHARE-BASED PAYMENT – VESTING CONDITIONS AND CANCELLATIONS’

In February the AASB released ED 146 ‘Share-based Payment – Vesting Conditions and Cancellations’ that proposes two amendments to AASB 2 ‘Share-based Payment’.  The definition of a vesting condition should be restricted to include only service and performance conditions.  Where a party other than the entity makes a cancellation of a grant of equity, the recognition of the remaining expense should be accelerated as it is when the entity cancels the grant of equity.  ED 146 is based on IASB ED of the same title that was reviewed in GAAP Alert No. 6 (3 February 2006).  Comments on ED 146 are sought by 2 May 2006.

COMPILED ACCOUNTING STANDARDS

The AASB has recently made the following complied accounting standards available:

· AASB 121 ‘The Effects of Changes in Foreign Exchange Rates’

· AASB 132 ‘Financial Instruments: Disclosure and Presentation’ (applicable from 1/1/06) 

· AASB 132 ‘Financial Instruments: Presentation’ (applicable from 1/1/07)

· Erratum: Accounting Standard AASB 132 ‘Financial Instruments: Disclosure and Presentation’

· AASB 134 ‘Interim Financial Reporting’

· AASB 139 ‘Financial Instruments: Recognition and Measurement’, and

· Erratum: Accounting Standard AASB 139 ‘Financial Instruments: Recognition and Measurement’

UPDATED AASB ‘PUBLIC SECTOR STRATEGY PAPER’

AASB has updated as at 28 February 2006 Strategy Paper ‘Australian Accounting Standards and Public Sector Entities’.  The paper outlines a strategy for the withdrawal of AAS 27 ‘Financial Reporting by Local Governments’, AAS 29 ‘Financial Reporting by Government Departments’ and AAS 31 ‘Financial Reporting by Whole of Government’ for years ending on or after 30 June 2007, with early adoption of the effect of withdrawal permitted, and an ongoing strategy for dealing with public sector issues.

The paper:

· Outlines proposed broad principles to guide the AASB’s future standard-setting relating to not-for-profit public sector entities in the process of withdrawing of AAS 27, AAS 29 and AAS 31 and their subsequent absence;

· Outlines proposed actions the AASB propose to take in withdrawing AAS 27, AAS 29 and AAS 31, and actions to be taken as a consequence of withdrawal.

· Provides a proposed timetable for undertaking the actions; and

· Provides a list of technical issues matched to the relevant section/paragraph of the current industry-based Standards and to the relevant topic-based Standard where it is or could be addressed in the absence of the industry-based Standards.

DRAFT AGENDA FOR MARCH AASB MEETING

The next meeting of the AASB will be held on 8 March 2006.  The draft agenda for the half-day includes the following:

· GAAP/GFS Convergence – Meeting with Heads of Treasuries
· First-time Adoption – Consider amendment to AASB 1 proposed and submissions on Invitation to Comment 10

· Interpretations Model – Review proposed model, and

· Urgent Issues Group – Consider Proposed Interpretation 8 ‘Scope of AASB 2’.
FASB AND IASB MOU ON CONVERGENCE

On 27 February the US Financial Accounting Standards Board (FASB) and the International Accounting Standards Board (IASB) published a Memorandum of Understanding (MOU) that reaffirms their shared objective of developing high quality, common accounting standards for use in the world’s capital markets.  Milestones are described.
The MOU is a further elaboration of the objectives and principles first described in the Boards’ Norwalk Agreement published in October 2002.  The MOU does not represent a change in the convergence work programme, however, it reflect the context of the ‘roadmap’ for the removal of the reconciliation requirement for non-US companies that use IFRSs and are registered in the United States.  It also reflects the work undertaken by the Committee of European Securities Regulators to identify areas for improvement of IFRSs.  The roadmap also addresses auditing and enforcement, topics that are not accounting standard-setting issues and will require the co-operation of regulators and auditors.

The FASB and IASB agreed that trying to eliminate differences between standards that are both in need of significant improvement is not the best use of resources.  New common standards would be developed.  Convergence work will continue to proceed on the following basis:

· The Boards will reach a conclusion about whether major differences in focused areas should be eliminated through one or more short-term standard-setting projects, and if so, the goal is to complete or substantially complete work in those areas by 2008; and

· They will seek to make continued progress in other areas identified where accounting practices under US GAAP and IFRSs are regarded as candidates for improvement.

OUTSTANDING EXPOSURE DRAFTS

The following accounting and auditing exposure drafts are due for comment by the following dates:

Accounting

· 6 March ITC 10 ‘Proposed Amendments to AASB 1’

· 14 March UIG submission on D18 ‘Interim Financial Reporting and Impairment’

· 19 March D18 ‘Interim Financial Reporting and Impairment’ – IFRIC

· 28 March AASB/ IASB Discussion Paper ‘Management Commentary’ – AASB and IASB

· 20 April ED 145 ‘Operating Segments’ – AASB (IASB ED 8)

· 2 May ED 146 ‘Share-based Payment – Vesting Conditions and Cancellations’ – AASB

· 19 May Discussion Paper ‘Measurement Bases for Financial Accounting – Measurement on Initial Recognition’ – IASB

· 2 June ED ‘Proposed Amendment to IFRD 2’ – IPSASB

· 30 June ED 29 ‘Revenue from Non-Exchange Transactions (Including Taxes and Transfers) – IPSASB
Corporate Governance

· 15 April ED Draft ‘Guidance for the Development of a Code of Corporate Conduct’ – IFAC

MANAGE YOUR FINANCIAL REPORTING AND AUDITING RISKS

The preparation of the first AIFRS financial report highlights the need a robust disclosure checklist; ‘Australian GAAP – Disclosure Checklist’.  The Checklist covers:

· Each AASB Standard and Interpretation

· Objective of the AASB Standard or Interpretation

· Application

· Notes

· Key Terms

· Readily apparent disclosure requirements

· Cross-referenced to the source, and

· Provision for compliance comments.

10 individual checklists are currently available in PDF format at a special offer price of $11.00 each.

· AASB 102 ‘Inventories’

· AASB 108 ‘Accounting Policies, Changes in Accounting Estimates and Errors’

· AASB 110 ‘Events after the Balance Sheet Date’

· AASB 111 ‘Construction Contracts’

· AASB 114 ‘Segment Reporting’

· AASB 116 ‘Property, Plant and Equipment’

· AASB 117 ‘Leases’

· AASB 134 ‘Interim Financial Reporting’ 

· AASB 131 ‘Interests in Joint Ventures, and

· AASB 138 ‘Intangible Assets’.

Individual checklists can be purchased though colin@gaap.com.au and we will invoice.  More checklists will be available shortly, with the complete set available in April.

GAAP Alert provides a brief description of the major Australian financial reporting, and other relevant developments, as they happen.  If you do not wish to receive future GAAP Alerts or other financial reporting information, please advise us and we will gladly remove you from our distribution list.

News, press releases and other submissions are most welcome.  Submit to colin@gaap.com.au
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