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INTRODUCTION
In this GAAP Alert, your attention is drawn to the following developments:

· AASB May Meeting Highlights

· Differential Reporting and IASB SMEs ED Released

· ED 155 ‘Whole of Government’ Released

· Insurance Contracts Discussion Paper Released

· Simpler Regulatory Bill Key Requirements

· AUASB June Agenda

· ‘Network Firm’ Definition Proposed Amendment

· Terms of Engagement ED

· Acquisition Activity

· GAAP Web Site Updated

· Auditing Standards Checklists

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
AASB MAY MEETING HIGHLIGHTS

The highlights of the 23 and 24 May meeting of the AASB includes:

Inventories – Revised Standard:  AASB 2007-5 ‘Amendment to Australian Accounting Standard – Inventories Held for Distribution by Not-for-Profit Entities [AASB 102]’ was made by the AASB, after considering submissions on ED 154 ‘Proposed Amendments to AASB 102 – Inventories Held for Distribution by Not-for-Profit Entities’.  AASB 2007-5 applies to annual reporting periods beginning on or after 1 July 2007, and may be applied early.  The AASB clarified that measuring a loss of service potential based on the existence of a current replacement cost, that is lower than cost, will remain an appropriate approach for many entities.

Borrowing Costs– Revised Standard:  A draft revised AASB 123 ‘Borrowing Costs’, consistent with the recently revised IAS 23 Borrowing Costs was considered.  AASB 123 was based on ED 149 ‘Proposed Amendments to AASB 123 Borrowing Costs’ (May 2006).  The AASB agreed to adopt the revised IAS 23 as a revised AASB 123 in respect of both for-profit entities and not-for-profit entities.  The revised AASB 123 will be voted on out of session.  AASB 123 ‘Borrowing Costs’ applies for annual reporting periods beginning on or after 1 January 2009 but can be adopted early.
The AASB considered whether not-for-profit entities should be either required or permitted to immediately recognise borrowing costs directly attributable to the acquisition, construction or production of a qualifying asset as an expense, particularly in view of the GAAP/GFS convergence work and the GFS requirement to treat all borrowing costs as expenses when incurred.  It was decided that its policy of transaction neutrality should prevail.

AASB 123 ‘Borrowing Costs’ requires borrowing costs directly attributable to the acquisition, construction or production of a qualifying asset to be capitalised as part of the carrying amount of a qualifying asset; and has a narrowed scope that excludes borrowing costs directly attributable to qualifying assets measured at fair value, and inventories manufactured or otherwise produced in large quantities on a repetitive basis.

Differential Reporting/Small and Medium-sized Entities (SMEs) – ITC:  The Australian Preface to an Invitation to Comment on “A Proposed Revised Differential Reporting Regime for Australia and the IASB Exposure Draft of a Proposed IFRS for Small and Medium-sized Entities” was approved.  The Preface includes the Board’s tentative views on how a differential reporting regime that incorporates an Australian equivalent to an IFRS for SMEs might operate in Australia.  Under the proposed revised differential reporting regime, the application of AASB Standards would no longer depend on whether entities are reporting entities; rather, the focus of application would be general purpose financial reports.  Accordingly, all entities that prepare general purpose financial reports would apply either the Australian equivalents to IFRSs or an Australian equivalent to the IFRS for SMEs, based on public accountability considerations and nominated size thresholds.

GAAP/GFS Harmonisation – ED 155:  ED 155 ‘Financial Reporting by Whole of Governments’ was approved.  The AASB will consider an Illustrative Example to accompany ED 155 at a future meeting, with the intention of issuing it for public comment.

AAS 27, AAS 29 and AAS 31 – ED 156:  Approved the ED ‘Proposals Arising from the Short-term Review of the Requirements in AAS 27, AAS 29 and AAS 31’.  Key decisions made by AASB at the meeting included that the ED:

· Not include any specific transitional requirements with the exception of land under roads.  Accordingly, requirements relating to changes in accounting policies in AASB 108 ‘Accounting Policies, Changes in Accounting Estimates and Errors’ would apply

· Exclude from the scope of AASB 137 ‘Provisions, Contingent Liabilities and Contingent Assets’, in respect of not-for-profit public sector entities, obligations arising from local government’s and government’s existing public policies, budget policies, election promises and statements of intent, and to grandfather current practice; and

· Avoid any implication that the principles underlying the proposals for restructures of administrative arrangements apply beyond government controlled not-for-profit entities and for-profit government departments.

Interpretations – Rejections:  Three proposed agenda rejection statements have been finalised by the AASB’s Interpretations sub-committee, Financial Instruments – Valuation of Electricity Derivatives; Financial Instruments – Meaning of Delivery; and Non-reporting Entities – Applicability of Standards.  These proposed agenda rejection statements and related issue proposals will be published on the AASB website, and comment is sought about the recommended rejection decisions.

Insurance – Discussion Paper:  Reviewed an outline of the contents of the IASB’s Discussion Paper ‘Preliminary Views on Insurance Contracts’ (issued May 2007) and reviewed the questions to be addressed at the Insurance Roundtables being held on 7 and 8 June 2007.

Public Sector ‘Gaps in GAAP’ – Review:  Continued the review (commenced in February 2007) of a staff paper on public sector not-for-profit entity issues arising from the implementation of Australian equivalents to IFRSs that includes decisions about the issues that should be proceeded with and revisions to the AASB work program.

Superannuation Entities – Update:  A draft consultation paper on the main implications of parent superannuation entities being required to prepare separate and consolidated financial statements in accordance with a full fair value accounting model for all assets and liabilities, and disclosure of anticipated disposal costs was discussed.  A revised draft is to be developed for the purpose of consultation with constituents.

Related Party Disclosures – Submission:  A submission was agreed on the IASB’s ED ‘Proposed Amendments to IAS 24 Related Party Disclosures – State-controlled Entities and the Definition of a Related Party’ (ED 153 of the same title).

June Meeting – Agenda:  The tentative agenda for the 27 and 28 June meeting of the AASB includes: Superannuation Entities; GAAP/GFS Whole of Government Illustrative Example; Insurance; Changes to Corporations Act S.300A – re Related Party Disclosures; and Interpretations.
DIFFERENTIAL REPORTING AND IASB SMES ED RELEASED

The AASB released its two-part Invitation to Comment ITC 12 ‘Request for Comment on a Proposed Revised Differential Reporting Regime for Australia and IASB Exposure Draft of A Proposed IFRS for Small and Medium-sized Entities’ that seeks comments on the AASB preliminary views on a revised differential reporting regime for Australia, and on the Exposure Draft issued by the IASB in February 2007.

In part 1 of the ITC, the AASB made the following key proposals in its ‘Request for Comment on a Proposed Revised Differential Reporting Regime for Australia’.

The application of AASB Standards would no longer depend on whether entities are reporting entities, rather the focus of application would be general purpose financial reports (GPFRs).  Entities that prepare GPFRs would apply either the Australian equivalents to IFRSs, or an Australian equivalent to the IFRS for SMEs.  The revised differential reporting regime proposed by the AASB would have a significant impact on external financial reporting by many Australian entities, whether they are for-profit entities or not-for-profit entities.

Listed for-profit entities and entities that are deposit takers would apply the Australian equivalents to IFRSs.  For-profit entities that are not listed or are not deposit takers, but satisfy either of the revenue and assets thresholds of $500m and $250m respectively, would also apply the Australian equivalents to IFRSs, and those that satisfy neither of the size thresholds would apply a SMEs Standard.  Not-for-profit entities, including public sector entities, that satisfy either of the revenue and assets thresholds of $25m and $12.5m respectively would apply the Australian equivalents to IFRSs, but those that satisfy neither of the size thresholds would apply the SMEs Standard.

The meaning of a GPFR is also clarified.  Financial reports on a public register, such as those lodged with the ASIC under the Corporations Act, or otherwise made available to the public at large, such as those tabled in a Parliament, would be regarded as a GPFR.  In addition, notwithstanding a company being exempt from lodging under the Corporations Act, if it is required under that Act to prepare a financial report in accordance with Australian Accounting Standards, its financial report would be regarded as a GPFR.

IASB Exposure Draft of ‘A Proposed IFRS for Small and Medium-sized Entities’ was developed for smaller entities that are not listed or deposit takers.  It proposes a limited number of simplified recognition and measurement requirements, and reduced disclosures compared to full IFRSs.  The proposed standard for SMEs is 380 pages long, compared with 2400 pages for full IFRSs.

The ITC requests that constituents provide their comments to the AASB by 1 September 2007.  This will enable the AASB to consider Australian constituents’ comments in the process of formulating its own comments to the IASB, which are due by 1 October 2007.

AASB Member, Colin Parker, voted against the release of the exposure draft and requested that his reasons be recorded in the minutes.

Briefings on ITC 12 ‘Request for Comment on a Proposed Revised Differential Reporting Regime for Australia and IASB Exposure Draft of A Proposed IFRS for Small and Medium-sized Entities’ can be arranged by contacting colin@gaap.com.au.

ED 155 ‘WHOLE OF GOVERNMENT’ RELEASED

The AASB has issued Draft ED 155 ‘Financial Reporting by Whole of Governments’ based on the GAAP/GFS harmonisation requirements in AASB 1049 ‘Financial Reporting of General Government Sectors by Governments’.  The proposals are applicable to the Australian Government and each State and Territory Government, which incorporate the General Government Sector (GGS), Public Non-Financial Corporations sector and Public Financial Corporations sector.

ED 155 proposes to accommodate GFS principles within a GAAP framework for Whole of Government financial reporting in a similar manner to the way in which AASB 1049 accommodates GFS principles for GGS financial reporting.  Accordingly, it proposes requirements for the form and content of Whole of Government financial reports.

ED 155 adopts many GFS concepts and key fiscal aggregates specified in the GFS Manual issued by the Australian Bureau of Statistics.  By amending GAAP to accommodate GFS, the ED proposes substantially reducing the number of differences between GAAP and GFS that currently exist.  This, together with aligning Whole of Government reporting with General Government Sector reporting, has the benefit of reducing the potential for confusion of users of financial reports.

ED 155 represents the next stage in the AASB’s response to the broad strategic directive from the Financial Reporting Council to pursue harmonisation of GAAP and Government Finance Statistics (GFS).  The directive was in response to concerns about the potential confusion that arises from statisticians/economists and accountants both applying accrual principles, but reporting different results for the same government.

ED 155 proposes a mandatory operative date of years beginning on or after 1 July 2008, with early adoption permitted.  Comments are sought by 17 August 2007.

INSURANCE CONTRACTS DISCUSSION PAPER RELEASED

An Invitation to Comment ITC 13 ‘Request for Comment on IASB Discussion Paper Preliminary Views on Insurance Contracts’ was released by the AASB with an Australian Preface, with comments sought by 26 October 2007.  The AASB decided to reproduce the Discussion Paper without amendment as part of this Invitation to Comment.

The Discussion Paper does not distinguish between general insurance contracts and life insurance contracts; both will be measured using the same measurement model.  Currently, such contracts are accounted for under AASB 1023 ‘General Insurance Contracts’, and AASB 1038 ‘Life Insurance Contracts’.

A current exit value model is proposed to measure insurance liabilities and reinsurance assets.  The current exit value of an insurance liability is defined as the amount that the insurer would expect to pay at the reporting date to transfer its remaining contractual rights and obligations immediately to another entity.  Current exit value is measured using three building blocks: estimates of future cash flows, current market discount rates, and risk and service margins.  For short duration contracts, an unearned premium measurement, combined with a liability adequacy test, may be an appropriate approximation of the current exit value.

Risk margins are determined for a portfolio of insurance contracts that are subject to broadly similar risks and are managed together as a single portfolio (risk margins do not allow for diversification between portfolios).

Future premiums under existing contracts that the policyholder must pay to retain guaranteed insurability are recognised as an asset that need not be separated from the related insurance liability 

Acquisition costs should be recognised an expense when such costs are incurred.

An appendix contains a comparison of the IASB’s preliminary views and existing requirements of AASB 1023 ‘General Insurance Contracts’, and AASB 1038 ‘Life Insurance Contracts’.  Consistent with the AASB’s policy of adopting IFRSs, the new international standard for insurance contracts would form the basis for an Australian accounting standard replacing the existing insurance standards AASB 4 ‘Insurance Contracts’, AASB 1023 and AASB 1038.
SIMPLER REGULATORY BILL KEY REQUIREMENTS
The Parliamentary Secretary to the Treasurer’s Simpler Regulatory System package has been introduced into the current Parliamentary sitting period.  The Corporations Legislation Amendment (Simpler Regulatory System Bill and supporting Bills) proposes to simplify and improve aspects of corporate and financial services regulation, and help to reduce the burden of red tape for the benefit of the Australian community.  The key objectives of the Simpler Regulatory System package in relation to financial reporting include:

Reducing Compliance Costs

· Reducing reporting costs for about 1,600 proprietary companies by raising the thresholds at which audited financial reports are required to be prepared.  The revenue and asset thresholds for financial reporting of large proprietary companies will be increased by 150% from $10m to $25m in revenue, and from $5m to $12.5m in assets (remember these thresholds are determined by the application of AASB standards).  The threshold regarding the number of employees will now remain unchanged at 50 employees.  The grandfathering provisions will now not be deleted.
· Reducing costs associated with the distribution of annual reports by better enabling companies to distribute them to shareholders through the Internet.

· Reducing transaction costs of ongoing lodgement of annual review fees by enabling companies to make a single up-front payment to cover the fees that would be incurred over 10 years, e.g., instead of $212 per year for 10 years ($2,120), proprietary companies would only be required to pay a one-off fee of $1,600.

Greater Business Efficiency

· Removing the requirement to seek member approvals for relatively small transactions between public companies and related parties, and removing compliance burdens that have little benefit to securities holders in takeover situations.

· Refining auditor independence requirements by reducing the compliance burden without weakening the robust framework established by the Corporate Law Economic Reform Program.

· Facilitating improved access to capital by reducing compliance costs associated with corporate fundraising activities.

Streamlining regulatory processes

· Introducing improved mechanisms for ASIC to perform its regulatory functions, including more effective notification processes and greater use of electronic registration facilities.

· Streamlining requirements by incorporating accounting standards relating to executive and director remuneration into the Corporations Act 2001.

A media release stated that “The Government intends for the Bill to be passed during the Winter session of Parliament so that the benefits can be reaped by the community as soon as possible.  In particular, passage in Winter will enable reduced financial reporting burdens ... to take effect for the 2006-07 financial reporting year”.
‘NETWORK FIRM’ DEFINITION PROPOSED AMENDMENT

The Accounting Professional & Ethical Standards Board (APESB) released an exposure draft ED 3/07 of a proposed amendment to the definition and application of ‘network firms’ in section 290: Independence – Assurance Engagements of APES 110 ‘Code of Ethics for Professional Accountants’.  A firm will be considered part of a ‘network’ when there is a larger structure aimed at co-operation, and one or more of the following facts and circumstances apply:

· Profit or cost sharing among the firms

· Share common ownership, control or management

· Common quality control policies and procedures

· Common business strategy

· Use of a common brand name, and

· Sharing of significant part of professional resources.

The proposed change is in line with the latest version of the Code issued by the International Ethics Standards Board for Accountants (IESBA).  A more rigorous definition of the term ‘network’ is considered to be in the public interest, as it will give confidence of auditor independence.  The exposure draft can be downloaded from the APESB website www.apesb.org.au.  Comments are requested by 31 August 2007 and can be emailed to sub@apesb.org.au.  The revision is expected to be operative from 1 July 2008.

TERMS OF ENGAGEMENT ED

APESB released an exposure draft of ED 04/07 APES 305 ‘Terms of Engagement’ that will help clarity between professional accountants and their clients as to the agreed scope of work to be conducted.  The proposal states that the terms of engagement letter must be provided to a client so that there is no misunderstanding about what work will be done.  It will replace the former professional standard APS 2 ‘Terms of Engagement.  The exposure draft can be downloaded from the APESB website www.apesb.org.au.  Comments are requested by 14 September 2007 and can be emailed to sub@apesb.org.au.  The proposed standard APES 305 is expected to be operative from 1 January 2008.

AUASB JUNE AGENDA

The agenda for 4 and 5 June meeting of the AUASB includes

· ASA 700 ‘The Auditor’s Report on a General Purpose Financial Report’

· ‘Framework For Assurance Engagements’

· ASRE 2400 ‘Standard On Review Engagements’

· ASAE 3000 ‘Assurance Engagements other than Audits or Reviews of Historical Financial Information’

· Service Organisations

· Performance Auditing

· Audit Implications of Prudential Reporting Requirements

· For General Insurers (Revision of AGS 1064)

· Special Considerations in the Audit of Risk Management Requirements for Registrable Superannuation Entities and Licensees (Revision of AGS 1070)

· Audit Requirements for Australian Financial Services Licensees under the Corporations Act 2001 (Revision of AGS 1068)

· Compliance Engagements

· Electronic Commerce – Effect on the Audit of a Financial Report (Revision of AGS 1056), and

· SMSF Audits.

ACQUISITION ACTIVITY
WHK Group 

WHK Group Limited has reached agreement to acquire Grant Thornton, Perth (6 partners, around 65 staff, and annual revenue of approximately $9.5 million).  The acquisition provides WHK Group with a strong presence in the Perth market, as well as further strengthening WHK Group’s capital city network (Sydney, Melbourne, Adelaide and Hobart in Australia, and Auckland and Wellington in New Zealand).

The firm brings specialist skills in audit, corporate finance, tax consulting, recovery and reorganisation services and business consulting services.  It provides a tax training service to over 100 smaller accounting firms across Western Australia, representing a substantial tax network of accounting firms and an accompanying specialist tax referral base, as well as a client referral source for specialist services.

Grant Thornton

Grant Thornton’s state-based federation structure (Adelaide, Brisbane, Melbourne and Sydney) will move to a single national structure from 1 November.  The Perth office has joined WHK Group, and will cease using the Grant Thornton name from 1 July.  Part of the Melbourne practice will cease using the Grant Thornton name from 1 October.

Internationally

Grant Thornton has reached an agreement to merge with Robson Rhodes, the UK member of RSM International.  The new organisation will operate as Grant Thornton UK LLP, with the merger expected to complete on 1 July 2007.  The merger firmly establishes Grant Thornton UK LLP as the UK’s fifth largest accounting and business advisory group based on fee income (approximately £375m) with over 300 partners and 4,400 staff, operating from 33 locations.

In November 2006, RSM McGladrey announced plans to join forces with UK-based RSM Robson Rhodes.  The firms signed an agreement in principle for RSM McGladrey to acquire the non-attest assets of RSM Robson Rhodes, subject to final due diligence and the execution of definitive agreements.
AUDITING STANDARDS CHECKLISTS
“I have reviewed the checklist and found it to be very useful, will definitely save time and improve the quality of the audit file.  The layout of the checklist into the phases of planning, testing specific areas, reporting and completion is also extremely useful.  I always find AGAAP’s products to be reliable and provide added comfort that our audit and accounting issues are well covered.
It is critical for June 06 audits that all the bases are covered when planning the audit, conducting interim testing and completing the project.  The checklist definitely provides this added comfort that the audit was completed to meet audit standards.  The checklist will also be useful in training and improving our audit policies and procedures.  I feel the price of the product is very reasonable.

Paul Cornall

Forsyths Armidale”

Australian GAAS 2007 ‘Auditing Standards Checklists’ (approx. 100 pages) provides 22 checklists of all mandatory requirements of auditing standards, over 400, in the Australian Auditing Standards (ASAs) as at 1 January 2007.  The 22 checklists can be used throughout the audit to assist compliance with the ASAs on a timely basis, rather than solely at the conclusion of the audit.  The checklists can also be used to assist in determining which mandatory requirements should be embedded into the firm’s overall policies and procedures, and those that apply to the individual engagement.

The Australian GAAS 2007 ‘Auditing Standards Checklists’ is available for annual licence fee of $299.00 for one site (embedding the checklist into audit software is subject to negotiation).  The checklist is in word format.  Please place your order by contacting colin@gaap.com.au (or 0421 088 611), and we will invoice you.

GAAP WEBSITE UPDATED

www.gaap.com.au has been updated to provide information on our new product release Australian GAAS 2007 ‘Auditing Standards Checklists’, further information on our training services, as well as information on recent financial reporting consulting engagements and our skills set as a company director.  We have also articulated our vision and mission statements.
OUTSTANDING EXPOSURE DRAFTS

Accounting

17 August ED 155 ‘Financial Reporting by Whole of Governments’ – AASB
1 September Invitation to Comment ITC 12 ‘Request for Comment on a Proposed Revised Differential Reporting Regime for Australia and IASB Exposure Draft of A Proposed IFRS for Small and Medium-sized Entities’ – AASB

1 October ‘IFRS for Small and Medium-sized Entities’ – IASB

26 October ITC 13 ‘Request for Comment on IASB Discussion Paper Preliminary Views on Insurance Contracts’ – AASB

16 November Discussion Paper ‘Preliminary Views on Insurance Contracts’ – IASB
Auditing

31 May ISA 570 (Redrafted) ‘Going Concern’ – IAASB

31 May ‘Contingent Fee Arrangements for Assurance Clients’ – APESB

30 June ISA 550 (Revised and Redrafted) ‘Related Parties’ – IAASB

31 July ISA 250 (Redrafted), ‘The Auditor’s Responsibilities Relating to Laws and Regulations in an Audit of Financial Statements’ – IAASB
15 September ISA 200 (Revised and Redrafted) ‘Overall Objective of the Independent Auditor, and the Conduct of an Audit in Accordance with International Standards on Auditing’ – IAASB
15 September ISA 500 (Redrafted), ‘Considering the Relevance and Reliability of Audit Evidence’ – IAASB
Ethics

31 August A Proposed Amendment to ‘Network Firms’ in Section 290: Independence – Assurance Engagements of APES 110 ‘Code of Ethics for Professional Accountants’ – APESB

14 September ED 04/07 APES 305 ‘Terms of Engagement’ – APESB

Other

1 June ‘Reviewing of Sanctions in the Corporate Law’ – Treasury

1 June ‘Review of the Operation of the Infringement Notice Provisions of the Corporations Act 2001’ – Treasury

12 June ‘Life Insurance and Friendly Society Data Collection and Returns’ – APRA

MANAGE YOUR FINANCIAL REPORTING AND AUDITING RISKS

Using our Information and Advice Services

Briefings on contemporary financial reporting issues, the recently released legally backed auditing standards and APESB exposure drafts can be arranged with Colin Parker, a member of the AASB.  Professional advice on interpretation of accounting and auditing standards is available.  GAAP Alerts, e-GAAP Update and Australian GAAP can be repackaged to meet your internal financial reporting information needs.  Contact colin@gaap.com.au or 0421 088 611.

Your News and Sponsorship Opportunities

News, press releases and other submissions are most welcome.  There are sponsorship opportunities for ‘GAAP Alert’ and our website www.gaap.com.au.  Contact colin@gaap.com.au
Your Feedback is Important to Us

We would appreciate your feedback on the content and timeliness of GAAP Alert to ensure that we continue to meet your expectations contact colin@gaap.com.au
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