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

· Regulation Review Reports
· AASB Releases and Compiled Standards

· Proposed ASIC Audit Rotation Policy

· ED on Quality Control of Firms

· ASX Corporate Governance Rules and Survey

· Trust Account Audit Reminder

· Study ‘Competition and Choice in the UK Audit Market’
· Report on Principle-based Standards

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
REGULATION REVIEW REPORTS
e-GAAP Update No. 7/2006 ‘Regulation Review: The Corporate Dimension’ (8 pages and over 3,300 words) was recently released to subscribers.  It includes a review of the Federal Government’s Taskforce Report on Reducing the Regulatory Burdens on Business – Rethinking Regulation that makes 178 recommendations to reduce red tape; 28 of which pertain to financial and corporate regulation.  Key recommendations relate to Internet financial reports; review of directors’ duties; size tests threshold for large proprietary companies reviewed; streamline data collection by ASIC and APRA; and significant changes to manner in which ASIC and APRA relate to those that they regulate.

The Parliamentary Secretary to the Treasurer, the Hon. Chris Pearce MP, simultaneously released a consultation paper on ‘Corporate and Financial Regulation Services Regulation Review’ seeking comment by 19 May 2006 on 56 proposed technical changes to reduce the regulatory burden within his portfolio responsibility.  Key financial reporting issues identified include: review of parent entity reporting; doubling of the size threshold; removal of director and executive duplication; streamlining concise financial reporting; and corporate governance.

To date during 2006, seven e-GAAP Updates have been released:

· No.1/2006 ‘Understanding Revised Accounting Policies, Estimates and Errors Standard’

· No.2/2006 ‘Tinkering at the Edges in Revised Segment Reporting Standard’

· No.3/2006 ‘Interim Financial Reporting – Revised Standard Analysed’

· No.4/2006 ‘Superannuation Plan Financial Liability Amendments’

· No.5/2006 ‘Understanding Interests in Joint Ventures’

· No.6/2006 ‘Understanding Investments in Associates’, and

· No.7/2006 ‘Regulation Review: The Corporate Dimension’.

The annual subscription to e-GAAP Update is $295.00 (contact sandra@gaap.com.au).

AASB RECENT RELEASES AND COMPILED STANDARDS

The AASB has recently issued AASB 1048 ‘Interpretation and Application of Standards’ (revised - April 2006 version) and UIG Interpretation ‘Reassessment of Embedded Derivatives’.  The AASB Standards has made available on its web site the following compiled AAB Standards: AASB 1 ‘First-time Adoption of Australian Equivalents to International Financial Reporting Standards’, AASB 114 ‘Segment Reporting’, AASB 117 ‘Leases’ and AASB 133 ‘Earnings per share’.

PROPOSED ASIC AUDIT ROTATION POLICY

ASIC is seeking comment on a new policy proposal paper regarding ASIC’s power to give relief from the auditor rotation obligations in the Corporations Act 2001.  The issues raised in the policy paper include: the expectation that auditors will undertake a self-assessment of eligibility; how ASIC expects to be notified of any contraventions; when ASIC considers that the auditor rotation obligations will create an unreasonable burden justifying relief; and what ASIC expects to see in an application for relief from the auditor rotation obligations.  Comments are sought by 26 May 2006.
Auditor rotation is part of the auditor independence requirements introduced by the Corporate Law Economic Reform Program (Audit Reform and Corporate Disclosure) Act 2004 (CLERP 9).  The auditor rotation obligations will apply to an audit for a financial year that begins on or after 1 July 2006.  The Act provides that the auditor of a listed company or listed registered managed investment scheme is only eligible to play a significant role in the audit of a listed company or listed scheme for a limited period.  ASIC has limited power to modify the auditor rotation obligations by extending the eligibility period.

ED ON QUALITY CONTROL OF FIRMS

The Accounting Professional and Ethical Standards Board (APESB) has released an exposure draft of the ‘Professional Standard: Quality Control for Firms’ to replace APS 5 ‘Statement of Quality Control for Firms’ with comments sought by 15 May 2006.  APS 5 is being revised for the new audit standards that apply from 1 July 2006.  These require auditors to comply with relevant ethical requirements relating to audit engagements.  As a result, the ethical requirements of the Accounting Bodies will become legally enforceable for auditors performing audits under the Corporations Act.

The proposed standard will apply to all practices with CPA Australia or Chartered Accountant principals that have a public practice certificate, including audit, financial planning, accounting, taxation and business advisory firms.  Although this exposure draft is similar to the existing APS 5 (July 2005), the APESB is seeking comment on it in the context of the pending implementation of legal backing of auditing standards on 1 July 2006.

The APESB, established by CPA Australia and The Institute of Chartered Accountants in Australia, is an independent body that sets the code of ethics and the professional standards by which their members are required to abide.  It was established to promote transparency of the accounting profession in a co-regulatory, post CLERP 9 environment.
The Accounting Bodies announced the launch of Board in November 2005 and it held its official meeting on 23 March.  The Board members are: Stuart Black, Jack Flanagan, Ken Levy and Harley McHutchison.
ASX CORPORATE GOVERNANCE RULES SURVEY AND REVIEW

In March 2006, the ASX Corporate Governance Council released the key findings of a survey aimed at understanding the relevance of the corporate governance disclosures to the investment and analyst community.  There were 729 respondents to the survey.

The key findings include:

· 80% of private investors and 75% of organisations/surveyed use corporate governance information with the most significant areas of interest being financial reporting (84%), Board structure and responsibility (69%), remuneration (79%), risk management (56%), and shareholder stakeholder management (59%)

· Private investors want to know where to find corporate governance information.  They also want clearer and simpler explanations

· There is a need for better understanding of the terminology used and corporate governance in general

· Private investors and organisations/professionals cite the financial statements and annual reports as their most important sources of information.  Private investors cite ‘media’ as their most common source, while organisations/professionals rely more on full annual reports and financial statements, and

· 88% of respondents use the full or concise annual reports as a source of corporate governance information.

The survey results will be used in the review of the Principles of Good Corporate Governance and Best Practice Recommendation.  The review is to also consider the CLERP 9 amendments, the need for any additional guidance, the emerging debate about non-financial risk reporting and corporate responsibility.  The review is to be completed by the end of 2006, with any revision to the Principles and Recommendations being effective as of 1 July 2007.

TRUST ACCOUNT AUDIT REMIDER

ICAA and CPA members are reminded that under APS 10 “Trust Accounts’, members’ trust accounts for the period 1 April 2005 – 31 March 2006 are to be audited before 30 June 2006.  APS 10 applies to members that hold and receive trust money.  The statement sets out specific requirements for receiving trust money, including internal controls and audit requirements.

STUDY ‘COMPETITION AND CHOICE IN THE UK AUDIT MARKET’

The UK Financial Reporting Council and the Department of Trade and Industry published a study ‘Competition and Choice in the UK Audit Market’.  The study considered the factors that contributed to the competitive environment for audit services to large listed companies.  It provides an objective, independent analysis of the market, and is based on extensive research among audit committees, companies, firms, investors and regulators.  Its findings relating to the degree of choice available in the market include:

· 97% of the FTSE 350 companies are audited by one of the ‘Big Four’ firms

· Many large listed companies report an effective choice of only two or three audit firms, and in a small number of cases companies may have no effective choice of auditor in the short-term

· Barriers to entry into the market for FTSE 350 audits are high, and in current conditions substantial new entry either by a mid-tier, or a new firm is unlikely

· Any new entrant would need to overcome perception barriers and demonstrate sector-specific skills, international coverage and high quality staff to win audits, and

· The loss of a Big Four firm could lead to serious problems for some companies and a loss of investor confidence.

Stakeholder meeting forms will be the first stage of a wider consultation by the FRC into the public interest issues that may arise from the existing competitive environment for audit services and how these issues might be addressed.  This will include:

· Undertaking a comprehensive evaluation of possible measures to reduce actual and perceived barriers to entry with a view to improving market structure

· Considering options to reduce the risk of unnecessary failure of a significant supplier of audit services 

· Contingency planning to reduce disruption to the availability of an effective audit service in the event of the withdrawal of a significant supplier of audit services, and

· Ensuring that analysis of the issues and any possible approaches to addressing them take full account of the global nature of many audits and the audit firms. 

The FRC aims to prepare a discussion paper in May and will hold further meetings with stakeholders to facilitate further discussion on these issues.

Given the similarities between the UK and Australian markets, this substantive report is considered to have relevance in the Australian reporting environment.

REPORT ON PRINCIPLE-BASED STANDARDS

The Institute of Chartered Accountants of Scotland (ICAS) published a report ‘Principles Not Rules: A Question of Judgement’ to help find a resolution to the ‘principles versus rules’ debate.  It concludes that a principles-based approach is essential to serve the needs of business and the public interest, and that the global convergence of accounting standards cannot be achieved by a detailed rules-driven approach.

Principles-based standard setting will require: a change in the global profession, with preparers and auditors assuming more responsibility for their judgements; the documentation of key judgements in the financial statements; and regulators accepting a range of judgement-based outcomes.  Rules-based accounting adds unnecessary complexity, encourages financial engineering and does not necessarily lead to a ‘true and fair view’ or ‘fair presentation’.

The project also included a review of the professional, academic and regulatory literature on the Principles versus Rules debate in international accounting standard setting.

OUTSTANDING EXPOSURE DRAFTS

The following accounting, corporate governance and auditing exposure drafts are due for comment:

Accounting

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

19 May Consultation Paper ‘Corporate and Financial Regulation Services Regulation Review’ – Treasury
2 June ED ‘Proposed Amendment to IFRS 2’ – IPSASB

15 June ED 148 ‘Proposed Amendments to AASB 101 Presentation of Financial Statements: A Revised Presentation’
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.  
Auditing

30 April ‘Related Parties’ – (IAASB)

15 May ‘Professional Standard: Quality Control for Firms’ – APESB
26 May ‘Auditor Rotation ‘ASIC Proposed Policy’ – ASIC

31 July ‘The Audit of Group Financial Statements’ – (IAASB)
MANAGE YOUR FINANCIAL REPORTING AND AUDITING RISKS

Training for 30 June 2006 – Organise It Now

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. 
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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