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

· Revised Borrowing Cost Standard Released

· ED 156 on Public Sector Financial Reporting

· Petroleum Resource Rent Tax Recommendation

· Compiled Accounting Standards from AASB 2007-4

· AASB June Meeting Agenda

· Simpler Regulatory System Bill Update

· FRC June Meeting Highlights

· Corporate Governance Principles and Recommendations in Practice

· Basel II Implementation Guidance in Australia

· International Guidance for Accountants in Business

· Feedback of SMEs Training Session

· NIA New Corporate Reporting Discussion Group – Sydney
· Vale Russ

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
REVISED BORROWING COST STANDARD RELEASED

A revised AASB 123 ‘Borrowing Costs’ has been issued by the AASB, as a result of the IASB’s revisions to IAS 23 ‘Borrowing Costs’ in March.  The major change to the AASB 123 is the removal of the option of recognising borrowing costs immediately as an expense, to the extent that they are directly attributable to the acquisition, construction or production of a qualifying asset.  The removal of the option to expense borrowing costs attributable to qualifying assets is aimed at converging, in the short-term, IASB Standards and US GAAP.

The revised AASB 123 also has a narrowed scope, and its requirements do not apply to borrowing costs directly attributable to the acquisition, construction or production of:

· A qualifying asset measured at fair value, e.g., biological asset; or

· Inventories that are manufactured, or otherwise produced, in large quantities on a repetitive basis.

AASB 123 applies to each entity that is required to prepare financial reports in accordance with Part 2M.3 of the Corporations Act 2001 and is a reporting entity, general purpose financial reports of each reporting entity and financial reports that are, or are held out to be, general purpose financial reports.  The AASB 123 is applicable to reporting periods beginning on or after 1 January 2009, with early adoption permitted.  Amending Standard AASB 2007-6 has also been released that makes amendments to a number of Standards that are a consequence of the changes made to AASB 123.

ED 156 ON PUBLIC SECTOR FINANCIAL REPORTING

Exposure Draft ED 156 ‘Proposals Arising from the Short-term Review of the Requirements in AAS 27, AAS 29 and AAS 31’ represents the outcome of the AASB’s comprehensive short-term review of AAS 27 ‘Financial Reporting by Local Governments’, AAS 29 ‘Financial Reporting by Government Departments’ and AAS 31 ‘Financial Reporting by Governments’.  Some of the proposals substantively change current practice, including the accounting for restructures of administrative arrangements and restructures of local governments.

The primary objective of this review is to either rely on existing topic-based transaction-neutral Standards to apply in their own right, or to relocate the requirements from AASs 27, 29, and 31 (first issued in the early to mid-1990s) into topic-based Standards.  A consequence some of the existing requirements in AASs 27, 29, and 31 are retained, despite their acknowledged deficiencies.  These will be revisited in due course, e.g., in acknowledging the importance of addressing the recognition of revenue by not-for-profit entities (including public sector entities), the AASB has already commenced a longer-term project in partnership with NZ FRSB.

The proposals in ED 156 are primarily applicable to the Australian Government and each State and Territory Government, the departments and local governments.  Some of the proposals, such as those relating to restructures of administrative arrangements, would potentially affect all government controlled not-for-profit entities, even if they are not government departments.

Detailed paragraph-by-paragraph analyses of AASs 27, 29, and 31 are provided on the AASB website.  The AASB’s Policy Paper ‘Australian Accounting Standards and Public Sector Entities’ is also available that explains how ED 156 fits within the longer-term objective of the AASB to fundamentally review a range of requirements applicable to public sector entities.

Comments on ED 156 are sought 3 September 2007.  It is proposed that the revised standards will have a mandatory operative date of years beginning on or after 1 July 2008, with early adoption permitted.

PETROLEUM RESOURCE RENT TAX RECOMMENDATION

The question for consideration by this Interpretations Advisory Panel is whether Australian Petroleum Resource Rent Tax (PRRT) should or should not be accounted for as an income tax under AASB 112 ‘Income Taxes’.  A majority of six out of eight Panel members concluded that, on balance, PRRT should be accounted for as an income tax in accordance with AASB 112.  Comments are sought on the recommendation by 16 July 2007.  The AASB will consider the Panel’s recommendation, and any submissions received at its 1-2 August 2007 meeting.

The role of an Interpretations Advisory Panel is to prepare alternative views and, where appropriate, recommendations for consideration by the AASB.  In accordance with the Interpretations Model, the recommendations of a Panel are published on the AASB website www.aaasb.com.au to allow constituents to make submissions.  The AASB considers the Panel’s recommendation, and any submissions to determine how it should proceed on an issue.

Colin Parker, Principal, GAAP Consulting is member of this Panel in his capacity as a AASB member.

COMPILED STANDARDS FROM AASB 2007-4

The following compiled standards resulting from AASB 2007-4 ‘Amendments to Australian Accounting Standards arising from ED 151 and Other Amendments’ are available on www.aasb.com.au:

· AASB 107 ‘Cash Flow Statements’

· AASB 120 ‘Accounting for Government Grants and Disclosure of Government Assistance’

· AASB 127 ‘Consolidated and Separate Financial Statements’

· AASB 128 ‘Investments in Associates’

· AASB 131 ‘Interests in Joint Ventures’, and

· AASB 136 ‘Impairment of Assets’.

AASB JUNE MEETING AGENDA

The AASB agenda for 28 June meeting includes: GAAP/GFS Harmonisation – Consider illustrative example; Insurance Contracts – Discussion of IASB model; Superannuation Entities – Consolidation issues; and Updates – Director and Executive Disclosures and Interpretations.

SIMPLER REGULATORY SYSTEM BILL UPDATE

The Simpler Regulatory System Bill is listed by the Senate as one of the Bills that will be passed before they rise on 21 or 22 June, inter alia, the thresholds for the large/small test will be assets of $12.5m, revenues of $25m and 50 employees for the year ended 30 June 2007.

FRC JUNE MEETING HIGHLIGHTS

The highlights of the June FRC meeting included:

· Agreed that the AASB will provide an additional contribution of $200,000 to the International Accounting Standards Committee Foundation

· Received the final report ‘Review of Recommendations about Quality Review Programmes and Disciplinary Procedures of the Professional Accounting Bodies’ from the Allen Consulting Group

· Received a progress report on the consultancy being undertaken by Richard Boele from the Banarra Trust was given to the FRC.  Clarification will be provided to the audit firms on the relationship of the consultancy with the FRC’s functions on Auditor Independence and the nature of its expected output, and

· Agreed that 2006-07 ‘Report of Auditor Independence’ should be presented to the Minister as a separate document, and the final consultancy report by The Allan Consulting Group will be included with the independence report.

CORPORATE GOVERNANCE PRINCIPLES AND RECOMMENDATIONS IN PRACTICE

The latest review by the ASX of reporting against the ‘Corporate Governance Council’s Principles and Recommendations’ showed that listed entities have continued to improve corporate governance reporting.  The overall reporting level for listed companies, the aggregate of adoption of recommended practices and of ‘if not, why not’ reporting, was higher in 2006 (90%) than in either of the two previous years ASX has conducted the review (2005 – 88%, and 2004 – 84%).

The results emerged from the ASX’s review of the annual reports and relevant website sections of 1,294 listed companies and 77 listed trusts - 1,371 listed entities in total - that reported with a 30 June 2006 balance date.  This represents approximately 71% of all listed entities at that date.

The key findings from the review, included:

Overall Reporting Levels – Listed Companies

· The overall reporting level for listed companies for all Recommendations, being the aggregate of adoption of recommended practices and of ‘if not, why not’ reporting, increased to 90% (2005, 88% and 2004, 84%)

· 17 out of 28 Recommendations had reporting levels of over 90%, up from 14 in 2005 and 8 in 2004

· An additional 6 out of 28 Recommendations had reporting levels of over 80%.

Overall Reporting Levels – Listed Trusts

· The overall reporting level for listed trusts was slightly lower than for listed companies with an overall reporting level for all Recommendations of 85% (2005 86%)

· 13 out of 28 Recommendations had reporting levels of over 90%, up from 10 out of 28 in 2005

· An additional 8 out of 28 Recommendations had reporting levels over 80%

Top-500 Listed Entities – Listed Companies and Listed Trusts

· The overall reporting level for all Recommendations was over 94%

Adoption Reporting Levels

· The adoption rate for all Recommendations, excluding ‘if not, why not’ reporting, in 2006 was 75% (2005, 74%) for listed companies and 72% (2005,70%) for listed trusts

· The average adoption rate for all Recommendations among top-500 listed entities (companies and trusts) was 88% (2005, 86%)

‘If not, why not’ Reporting

The results indicate that listed entities’ understanding of the nature of this type of reporting continues to improve. The level of this type of reporting is high for:

· Recommendation 2.1: A majority of the board should be independent directors – 44% for listed companies, 26% for listed trusts

· Recommendation 2.2: The chairperson should be an independent director – 35% for listed companies and 30% for listed trusts

· Recommendation 2.4: The board should establish a nomination committee – 52% for listed companies and 56% for listed trusts

· Recommendation 4.3: Audit committee structure – 39% for listed companies and 13% for listed trusts, and

· Recommendation 9.2: The board should establish a remuneration committee – 35% for listed companies and 58% for listed trusts.

BASEL II IMPLMENTATION GUIDANCE IN AUSTRALIA

APRA released a paper that sets out its responses to submissions on its proposals to implement the advanced approaches under the new Basel II capital adequacy regime (‘Basel II Framework’).  APRA’s response paper ‘Implementation of the Basel II Capital Framework 2:  Advanced Approaches to Credit Risk, Operational Risks and Interest Rate Risk in the Banking Book – Responses to Submissions’ addresses issues raised in submissions.  It is accompanied by three final draft prudential standards, and their respective prudential practice guides, that incorporate a number of amendments suggested in the consultation process.

The final draft prudential standards cover:

· Internal ratings-based approach to credit risk (first release in July 2005)

· Advanced measurement approaches to operational risk (second release in October 2006), and

· Treatment of interest rate risk in the banking book (first release in March 2006).

The advanced Basel II approaches are the most complex that will be available to an authorised deposit-taking institution (ADI) for determining its capital requirements.  These approaches better align the regulatory capital charges for credit, operational and non-traded interest rate risk with the risk profile of an ADI, since they are based on an ADI’s own internal risk measurement systems.  ADIs will need to obtain APRA’s approval to use these advanced approaches.  The vast majority of ADIs (e.g., banks, building societies and credit unions) will use the standardised approaches in determining their regulatory capital requirements.

The proposals form part of the Basel II capital adequacy regime for ADIs that will come into force on 1 January 2008.  The full suite of Basel II prudential standards will be finalised in late 2007.

Comments on the response paper, the final draft prudential standards APS 113 ‘Capital Adequacy: Internal Ratings-based Approach to Credit Risk’, APS 115 ‘Capital Adequacy: Advanced Measurement Approaches to Operational Risk’ and APS 117 ‘Capital Adequacy: Interest Rate Risk in the Banking Book’, and their respective prudential practice guides are invited by 27 July 2007 and can be emailed to basel2@apra.gov.au.  These documents are available at http://www.apra.gov.au/ADI/Basel-II-implementation-in-Australia.cfm.

INTERNATIONAL GUIDANCE FOR ACCOUNTANTS IN BUSINESS

IFAC is providing accountants in business with assistance in new international principles-based good practice guidance.  A newly released exposure draft ‘Preface to IFAC’s International Management Accounting Statements and International Good Practice Guidance’ sets out the objective, scope and due process of two new types of guidance: International Management Accounting Statements (IMAS) and International Good Practice Guidance (IGPG).  Together with the draft Preface, the guidance on developing codes of conduct and exposure draft of the first International Management Accounting Statement has been released.

IMAS and IGPG establish fundamental principles and provide supporting application guidance to reflect good practice.  In addition, the new guidance signposts other sources of information, such as those developed by national professional accountancy bodies.  The first IGPG ‘Defining and Developing an Effective Code of Conduct for Organisations’ can be downloaded free-of-charge from http://www.ifac.org/store.

An exposure draft of a proposed IMAS ‘Project Appraisal Using Discounted Cash Flow’ has been issued.  It aims to support accountants in business in applying and promoting the use of discounted cash flow and net present value to evaluate investments.  It sets an international benchmark for using discounted cash flow in project appraisal and provides principles that reflect widely accepted good practice, supported by guidance to facilitate their application.

Over the next year, there are plans to develop proposed principles-based pronouncements on internal control from a risk management perspective, using cost information effectively, and enterprise governance. 

Comments on the proposed Preface and proposed IMAS are requested by 12 September 2007.  The EDs may be viewed at http://www.ifac.org/EDs.  Comments may be submitted by email to EDComments@ifac.org. 

FEEDBACK ON SMEs TRAINING SESSION

“I would like to express the appreciation of the members that came to hear you address the topic of accounting and SMEs at the meeting of the Corporate Reporting Discussion Group last Tuesday night.
As you are aware, it was the inaugural meeting of the group and it has received tremendous feedback from those present following the session.  Your presentation was seen by members as demonstrating great knowledge and experience.  One member took the trouble to tell me in a subsequent e-mail that they received tremendous value from the presentation.

The presentation gave sufficient information of both a contemporary and historical nature and provided the attendees with the best possible context.  They will be better able to respond to the proposals following your presentation.

In my capacity as convenor, I would like to thank you on behalf of all those that attended on Tuesday evening for the efforts you took to producing the handout and slides.  It has set a high standard for subsequent presentations to the group.  Thanks once again for giving up your time to assist us in better understanding some of the contemporary issues in financial reporting.

Tom Ravlic PNA, Policy Adviser – Technical Activities and Professional Development, National Institute of Accountants”
NIA NEW CORPORATE REPORTING DISCUSSION GROUP – SYDNEY

The National Institute of Accountants has created a new discussion group focussing on corporate reporting and auditing matters.  The Corporate Reporting Discussion Group (CRDG) is a forum where members, and like-minded professionals, meet to debate and discuss topical issues relating to accounting standards, such as the appropriate interpretation of IFRS, auditing standards and corporate governance.

The discussion group has been set up to meet the demand of a range of members that have asked for a forum at which specific issues related to financial reporting and audit can be discussed.  It will meet on the following dates for the rest of this year: June 28, July 10, September 11, and November 13.  Topics and their presenters will be publicised once sessions have been finalised.  

The venue for the CRDG meeting will be the training room at the NIA’s NSW Divisional offices, which are located at Level 14, 447 Kent Street, Sydney.  It will commence at 6pm sharp and conclude at 7.30pm.  The convenor for the CRDG is Tom Ravlic, NIA policy adviser – technical activities and professional development.  Tom can be contacted on either 03 8665 3143, 0407 408 000 or tom.ravlic@nia.org.au.  RSVP is essential, as the NIA meeting room will take about 35.
The June 28 inaugural session of the group will focus on the topic of ‘Financial Reporting for SMEs: what you need to know’ presented by Regina Fikkers, a partner at PricewaterhouseCoopers specialising in financial reporting.  Members and other interested parties should RSVP by June 25.  The session is free.
VALE RUSS

The best man at my wedding, and I at his, passed last Thursday.  We shared over 35 years of life experiences.  I will miss his company, his integrity and enjoyable conversations.  Russ was my life time capsule.  He continually reminded me of important things in life; family, friendships and the enjoyment that work can also bring.  Goodbye mate, but the memories will always remain.  Thank you for being you.

OUTSTANDING EXPOSURE DRAFTS

Accounting

16 July AASB Rejection Statements – AASB

16 July Australian Petroleum Resource Rent Tax (PRRT) – AASB

3 August ‘Financial Reporting by Unlisted Public Companies’ – Treasury
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

3 September ED 156 ‘Proposals Arising from the Short-term Review of the Requirements in AAS 27, AAS 29, and AAS 31’ – 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

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

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

13 July Discussion Paper ‘Implementation of Basel 11 Capital Framework: Market Disclosure’, and draft Prudential Standard ‘APS 330: Capital Adequacy Market Disclosure’ – APRA

27 July Prudential Standards APS 113 ‘Capital Adequacy: Internal Ratings-based Approach to Credit Risk’, APS 115 ‘Capital Adequacy: Advanced Measurement Approaches to Operational Risk’ and APS 117 ‘Capital Adequacy: Interest Rate Risk in the Banking Book’, and their respective prudential practice guides – APRA

12 September ‘Preface to IFAC’s International Management Accounting Statements and International Good Practice Guidance’ and proposed IMAS ‘Project Appraisal Using Discounted Cash Flow’ – IFAC

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
GAAP Alert

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.  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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