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

· e-GAAP Update ‘Understanding Investments in Associates’
· Highlights from February AASB meeting
· FRC Strategy Decisions

· AASB Seeks Comments on Heritage Assets

· UIG March Agenda

· ED 147 ‘Revenue from Non-Exchange Transactions (Including Taxes and Transfers)’

· ASIC Commences Civil Proceedings on Continuous Disclosure

· APRA’s New Fit and Proper Tests

· IASB March Agenda
· IFRIC Interpretation on Reassessment of Embedded Derivatives 
· Seeking comments on Fair Value Financial Reporting

· Proposed Amendments to IAS 1 ‘Presentation of Financial Statements’ 

· US Paper on ‘Why Government Accounting is Different’
· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
e-GAAP UDATE ‘UNDERSTANDING INVESTMENTS IN ASSOCIATES’
e-GAAP Update No. 6/2006 ‘Understanding Investments in Associates’ (13 pages and over 6,300 words) was recently issued to subscribers.  It includes an Executive Summary, Summary of Similarities (2) and Differences (12) between AASB 1016 and AASB 128,

 Key Terms, Methodology, Disclosure, and 17 CFO Action Items.

The following is an extract from the executive summary.

1. Associates are defined, and the circumstances where an investor must use the equity method for investments in associates are prescribed.  An associate is an entity, including an unincorporated entity, over which the investor has significant influence.  An associate excludes a subsidiary and a joint venture.

2. AASB 128 does not apply to investments in associates held by venture capital organisations, mutual funds, unit trusts and similar entities including investment-linked insurance funds.  Such investments are measured at fair value in accordance with AASB 139 ‘Financial Instruments: Recognition and Measurement’, with changes in fair value recognised in profit or loss in the period of the change.

3. Under the equity method, the carrying amount of the investment is increased or decreased to recognise the investor’s share of post-acquisition profits or losses, and other changes in net assets, of the associate.  The investor’s share of post-acquisition profits or losses of the associate is included in the consolidated profit and loss statement of the investor.

4. Where an investor holds directly or indirectly, 20% or more of the voting power of the investee, it is presumed that the investor has significant influence over the investee.

5. The equity method is applied to an investment in an associate, except when the investment is classified as held for sale in which case it is carried at lower of its carrying value or fair value less cost to sell in accordance with AASB 5 ‘Non-current Assets Held for Sale and Discontinued Operations’, or the investor is a wholly-owned or a partially-owned subsidiary satisfying prescribed conditions in which case the investment in an associate is measured at either cost, or in accordance with AASB 139 ‘Financial Instruments: Recognition and Measurement’.

6. The investor in applying the equity method uses the most recently available financial statements of the associate.  Where an associate uses accounting policies differ from the investor, adjustments must be made to them so that the investor’s financial statements are prepared using uniform accounting policies for like transactions and events in similar circumstances.

7. Many of the consolidation procedures applied in AASB 127 ‘Consolidated and Separate Financial Statements’ are also appropriate for equity accounting an associate.

8. The equity method is discontinued when the investor ceases to have significant influence.  The investment is then accounted for under AASB 139 ‘Financial Instruments: Recognition and Measurement’, unless the associate has become a subsidiary or a joint venture.

9. AASB 128 contains Australian Guidance that addresses: an investee becoming an associate subsequent to initial acquisition of an ownership interest; an investment in associate acquired through stages; transactions between the associate and another associate of the investor; reciprocal equity holdings between the investor and associate; changes in investor’s ownership interest; and elimination of the investor’s share of unrealised profits and losses.

10. Disclosure requirements for investments in associates are prescribed, including those for which the equity method of accounting is not required.  Disclosure topics are: fair value and summarised information, presumptive tests, reporting dates and periods, restrictions on the transfer of funds, discontinued recognition, exemptions from the equity method, significant associates, income statement, capital commitments and contingencies, balance sheet, and statement of changes in equity.
11. In applying AASB 128, there are number of related Australian Accounting Standards to consider, e.g., AASB 139 ‘Financial Instruments: Recognition and Measurement’, AASB 5 ‘Non-current Assets Held for Sale and Discontinued Operations’, AASB 127 ‘Consolidated and Separate Financial Statements’, AASB 3 ‘Business Combinations’, and AASB 136 ‘Impairment of Assets’.
The next e-GAAP Update will address AASB 127 ‘Consolidated and Separate Financial Statements’.

HIGHLIGHTS FROM FEBRUARY AASB MEETING

Interpretation 8 Scope of AASB 2

Interpretation 8 ‘Scope of AASB 2’ was approved and will apply to annual reporting periods beginning on or after 1 May 2006.  It may be applied to reporting periods beginning on or after 1 January 2005 but before 1 May 2006.

Interpretation 8 clarifies the scope of AASB 2 ‘Share-based Payment’ includes transactions in which the entity cannot identify specifically some or all of the goods or services received as consideration for the equity instruments of the entity or other share-based payment.  If the identifiable consideration received (if any) appears to be less than the fair value of the equity instruments granted or liability incurred, typically this circumstance indicates that other consideration (i.e., unidentifiable goods or services) has been or will be received.  
First-time Adoption 

The AASB agreed to vote out-of-session on making an Amending Standard for AASB 1 ‘First-time Adoption of Australian Equivalents to International Financial Reporting Standards’ to permit access to AASB 1 for not-for-profit public sector entities that are experiencing extreme difficulties in complying with certain Australian equivalents to IFRSs due to information deficiencies.

The amendment is based on Invitation to Comment ITC 10.   The Amending Standard will be applicable to annual reporting periods ending on or after 30 June 2006 with early adoption permitted for annual reporting periods beginning on or after 1 January 2005.

Interpretations Model

The AASB finalised the features of a new Interpretations Model:

· AASB is to have direct responsibility for the development and approval of Interpretations, including the adoption of the IFRIC Interpretations

· An Interpretations Agenda Committee, comprising AASB members, is to be established to consider issue proposals and recommend a course of action

· Issues relating to interpretation of AIFRS are to be forwarded to the IFRIC for consideration for inclusion in its work program.  A unique domestic interpretation of AIFRS requirements is likely to occur in rare and exceptional circumstances 

· Advisory Panels are to be formed on a topic-by-topic basis and will make recommendations for consideration by the AASB.  Members of Advisory Panels will be appointed based of experience and expertise in the topic area.  Panels will have a balanced composition to ensure that a wide range of perspectives are reflected, including those of preparers, users, auditors and regulators, and

· Recommendations of an Advisory Panel will be published on the AASB website before being considered at an AASB meeting.  Where the AASB proposes to issue an Interpretation, the Proposed Interpretation will be further exposed before being considered for formal adoption.

The features of the revised interpretations model will be discussed with the FRC at its March meeting.

FRC STRATEGY DECISIONS

The FRC held a special strategy meeting in February 2006 where the following were decided. 
· Establish a closer working relationship with the standard setting bodies, in particular, taking a more active role in providing guidance to the AASB and AUASB on issues of policy as they arise; identify issues requiring particular consideration in the best interests of the Australian economy; and clearly articulate its role in the area of auditor independence.

· Improve effectiveness by inviting representatives of stakeholder groups to provide short presentations at the end of FRC meetings, providing more guidance to the work of the FRC committees on the Council's priorities, and considering the option of issuing media releases associated with major FRC outcomes or decisions.
· Focus on early identification and promotion of suitable candidates for nomination to relevant international organisations.

· Seek clarification or confirmation of the medium-term funding commitments of the professional accounting bodies as well as from the State and Territory Governments.  Also undertake a bottom-up review of funding needs to provide advice for the Commonwealth review of FRC funding in October 2006.

· Give priority to the performance of its current functions.  Any possible expansion of functions would be put to the consideration of Government before engaging in consultation with stakeholders.
AASB SEEKS COMMENTS ON HERITAGE ASSETS

The AASB notes that the International Public Sector Accounting Standards Board recently issued a Consultation Paper ‘Accounting for Heritage Assets under the Accrual Basis of Accounting’.  It comprises a Discussion Paper ‘Heritage Assets: Can Accounting Do Better?’ issued by the United Kingdom Accounting Standards Board and an IPSASB introduction.

The Consultation Paper is an early step in the process of ultimately considering accounting standards specifically for heritage assets. The Consultation Paper provides a useful focus for the AASB to commence its review of current requirements relating to heritage assets.

Consistent with the AASB’s strategy for dealing with public sector issues, the AASB intends to submit comments to the IPSASB on the Consultation Paper and is seeking comments or copies of submissions by 11 May 2006.  The IPSASB has requested comments on the Consultation Paper by 30 June 2006.  Copies of the Consultation Paper are available to download at http://www.ifac.org.

UIG MARCH AGENDA

The next meeting of the UIG will be held on 23 March 2006 in Sydney and will discuss the following topics:

· Interim Financial Reporting and Impairment (IFRIC D18)

· Reassessment of Embedded Derivatives (IFRIC 9), and

· Service Concession Arrangements.

ED 147 ‘REVENUE FROM NON-EXCHANGE TRANSACTIONS’

The AASB released the 70 page ED 147 ‘Revenue from Non-Exchange Transactions (Including Taxes and Transfers)’ for comment before 12 May 2006.  ED 147 is based on ED 29 of the same title, prepared and recently issued by the International Public Sector Accounting Standards Board (IPSASB) for comment by 30 June 2006.

Non-exchange transactions have substantially the same meaning as non-reciprocal transfers in AASB 1004 ‘Contributions’ the Australian Accounting Standard applying to non-reciprocal transfers received by not-for-profit entities.

The main differences to AASB 1004 include: 

· Income would not be recognised upon receipt of contributed assets to the extent that a liability is recognised for the contribution

· Such a liability is recognised when either ‘conditions’ exist for contributed assets, or the contribution is in the nature of an ‘advance receipt’

· Recognition of services in-kind as assets or revenues be permitted but not required

· Disclosure is required of the nature and type of in-kind received during the reporting period, and

· Disclosure requirements are more detailed than AASB 1004.
The AASB intends to develop a proposed replacement Standard for AASB 1004 based on the proposals in the ED 147.  In 2005 the AASB issued ED 144 ‘Proposed Australian Guidance to accompany AASB 1004 Contributions’ that proposed issuing interim Guidance to accompany AASB 1004.  The AASB subsequently decided against issuing the Guidance and to await IPSASB ED.  In all significant respects, the proposals in ED 147 are consistent with the Australian Guidance proposed in ED 144.
ASIC COMMENCES CIVIL PROCEEDINGS ON CONTINUOUS DISCLOSURE

ASIC has commenced proceedings against Fortescue Metals Group Ltd and its Chief Executive Officer, Mr A Forrest alleging Fortescue engaged in misleading and deceptive conduct, and failed to comply with its continuous disclosure obligations when it announced various contracts with Chinese entities.  ASIC is seeking a civil penalty of up to $3 million against the company, and up to $600,000 against Mr Forrest and an order that he compensate Fortescue for any pecuniary penalty it is required to pay.  ASIC’s investigation commenced in May 2005 following a referral from the ASX.

In the first announcement on 23 August 2004, Fortescue claimed it had a binding contract with China Railway Engineering Corporation to build and finance a railway from its tenements to the export hub at Port Hedland.  In the second announcement on 5 November 2004, Fortescue claimed to have further binding contracts with: China Harbour Engineering Corporation to design, build and finance a shiploading and stockyard facility at Port Hedland; and China Metallurgical Construction (Group) Corporation to design, build and finance a mine process plant.  This announcement stated that Fortescue had established a broad platform for the delivery of the three major component parts of its AUD1.85 billion Pilbara Iron Ore and Infrastructure Project.

ASIC alleges that Fortescue, when making these announcements, failed to disclose important information regarding the nature of these documents.  Fortescue failed to disclose that the parties had not reached a concluded agreement on fundamental aspects of the projects, and they had merely agreed that they would in the future jointly develop and agree on such matters. Following media speculation and queries from the ASX, Fortescue disclosed the documents, comprising of 3, 4 and 5 pages respectively, on 29 March 2005 and 31 March 2005.

ASIC alleges that Mr Forrest was knowingly concerned in the contraventions by Fortescue and that he breached his duty as a director to exercise care and diligence by failing to ensure that Fortescue complied with its obligations.  The matter is currently scheduled for a directions hearing on 28 March 2006.

APRA NEW FIT AND PROPER TESTS

APRA has released new ‘fit and proper’ prudential standards for authorised deposit-taking institutions, life and general insurance companies.  The standards come into effect from 1 October 2006.  In developing its framework, APRA has harmonised its requirements with ASIC's fit and proper regime for responsible officers, where possible.

The three new fit and proper standards are APS 520 ‘Fit and Proper’ (for authorised deposit-taking institutions), LPS 520 ‘Fit and Proper’ (for life companies) and GPS 520 ‘Fit and Proper’ (for general insurers).  The standards involve only minimal reporting requirements.

The standards establish a minimum benchmark for acceptable practice in the appointment of Board directors, senior management, and certain auditors and actuaries.  Key elements of the new standards include:

· Regulated institutions must have their own policies, and take all prudent steps, to ensure their responsible persons are fit and proper,

· The fitness and propriety of a responsible person must generally be assessed prior to initial appointment and reassessed annually, and 

· Additional criteria must be met for the appointment of certain auditors and actuaries.

APRA’s fit and proper framework consists of principles-based prudential standards and separate prudential practice guides that provide non-binding guidance on meeting these new standards and on prudent practices in fit and proper matters. 

AGENDA FOR MARCH MEETING OF THE IASB 

The IASB agenda for its 28-31 March meeting to be held in London includes:
· Amendment to IFRS 1 relating to cost of subsidiaries in separate financial statements of a parent

· Amendments to IAS 37 ‘Provisions, Contingent Liabilities and Contingent Assets’

· Business Combinations II

· Conceptual Framework

· Consolidations including Special Purpose Entities

· Financial instruments puttable at fair value

· IFRIC update

· Insurance Contracts Phase II

· Joint Ventures

· Leases – Preliminary discussion of a project

· Performance Reporting

· Revenue recognition

· Short-term convergence: Borrowing Costs

· Financial reporting by small and medium-sized entities, and

· Technical plan.
IFRIC INTERPRETATION ON REASSESSMENT OF EMBEDDED DERIVATIVES 

IFRIC issued an Interpretation IFRIC 9 Reassessment of Embedded Derivatives that clarifies certain aspects of the treatment of embedded derivatives under IAS 39 Financial Instruments: Recognition and Measurement. 
IFRIC was asked whether the treatment of an embedded derivative has to be reassessed after initial recognition where certain events occur. A reassessment is prohibited, unless there is a change in the terms of the contract that significantly modify the cash flows that otherwise would be required under the contract, in which case reassessment is required.

SEEKING COMMENTS ON FAIR VALUE FINANCIAL REPORTING

The IASB and FASB are seeking input by questionnaire from users of financial statements about information on financial instruments that is useful to those making, or advising others on investment or credit decisions.   Responses are sought by 14 April 2006. 

PROPOSED AMENDMENTS TO IAS 1 ‘PRESENTATION OF FINANCIAL STATEMENTS’

The IASB has released an Exposure Draft of proposed amendments to IAS 1 ‘Presentation of Financial Statements’ with comments sought by 17 July 2006.  It proposes to bring IAS 1 into line with the US SFAS No.130 ‘Reporting Comprehensive Income’.

Entities should present all income and expenses in one or two statements, separately from changes in equity arising from transactions with owners in their capacity as owners (i.e., owner changes in equity).  All owner changes in equity are presented separately from non-owner changes in equity.  Entities are not permitted to present income and expenses (i.e., non-owner changes in equity), as defined in the ‘Framework’, in the statement of changes in equity. 

A statement of financial position as at the beginning of the period is to be included in financial statements.  Accordingly, in addition to the notes, entities presenting comparative information for the previous period are required to include, as a minimum, three statements of financial position and two of each of the other financial statements.  IAS 1 requires the presentation of a minimum of two of each financial statement.  The extra statement shows the financial position at the beginning of the previous period.

‘Statement of financial position’ rather than ‘balance sheet’ is to be used as it reflects the function of that statement more closely.

As the AASB uses IASB standards as the foundation for Australian Accounting Standards, the AASB will issue this exposure draft in the Australian context. 

US PAPER ON WHY GOVERNMENT ACCOUNTING IS DIFFERENT

The US Governmental Accounting Standards Board has released a White Paper ‘Why Government Accounting and Financial Reporting Is – and Should Be – Different’ that identifies the different information needs of users.

OUTSTANDING EXPOSURE DRAFTS

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

Accounting

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

14 April ‘Financial Instruments – Questionnaire’ – IASB and FASB
20 April ED 145 ‘Operating Segments’ – AASB (IASB ED 8)

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

11 May Consultation Paper ‘Accounting for Heritage Assets Under the Accrual Basis of Accounting’ – AASB input to PSASB

12 May ED 147 ‘Revenue from Non-Exchange Transactions’ – AASB

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

2 June ED ‘Proposed Amendment to IFRS 2’ – IPSASB

30 June ED 29 ‘Revenue from Non-Exchange Transactions (Including Taxes and Transfers)’ – IPSASB
17 July ED Amendments to IAS 1 ‘Presentation of Financial Statements’ – IASB.  
Corporate Governance

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

MANAGE YOUR FINANCIAL REPORTING AND AUDITING RISKS

Training for 30 June 2006

Quarterly, half-yearly or annual tailored training and briefings on contemporary financial reporting and auditing developments can be arranged to meet your in-house training and strategic needs.  These courses are designed and delivered by myself, Principal, GAAP Consulting Services (www.gaap.com.au), member of the Australian Accounting Standards Board, and co-author of ‘Australian GAAP’.

What's New in 30 June 2006 Financial Reporting’: This is a two-part course: Part 1 ‘Developments in the Financial Reporting for 30 June 2006’ and Part 2 ‘Specific First-time AIFRS Issues’.  This course will also guide participants through extracts of sample accounts identifying new disclosures.  Hold the course in-house or organise group training with your network.  Duration is a half-day.  Contact colin@gaap.com.au. 
Related Party Disclosures

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, is now available on its website (www.icaa.org.au) at http://www.icaa.org.au/tech/index.cfm?menu=319&id=A113679676.

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
Please forward this GAAP Alert to a colleague for their information and use.  GAAP Alert registrations can be made directly at http://www.gaap.com.au.
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