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

· ED 148 Amendments to AASB 101 ‘Presentation of Financial Statements’
· AASB 1048 ‘Interpretation and Application of Standards’ Updated
· Standard-setters Agendas

· IASB Due Process Handbook Released

· Key International Public Sector Decisions

· FRC Audit Independence Consultancies

· AASB Establishes Analyst Focus Group

· SEC Rules on Ethics, Independence and Tax Services

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
ED 148 AMENDMENTS TO AASB 101 ‘PRESENTATION OF FINANCIAL STATEMENTS’
Introduction

The AASB has released ED 148 ‘Proposed Amendments to AASB 101 Presentation of Financial Statements: A Revised Presentation’ with comments sought by 15 June 2006.  A profile was contained in GAAP Alert 13/2006 (9 April 2006).  The proposed amendments in ED 148 are based on the ED of Proposed Amendments to IAS 1 ‘Presentation of Financial Statements: A Revised Presentation’ recently issued by the IASB.

The proposals in the ED 148 are intended to replace AASB 101 (issued July 2004) and consequently amend a number of other Australian Accounting Standards.  The AASB intends to make the revised AASB 101 and amendments to other Australian Accounting Standards applicable from the same date as the IASB.  The IASB has not specified an application date, and earlier application is proposed.

Deletions from AASB 101

The AASB proposes to delete the following text originally added to the current AASB 101:

· Certain Application Paragraphs

· Reminder of Concise Financial Reports

· Reminder of Location of Directors’ Report and Remuneration Report being outside the financial report

· The Definition of General Purpose Financial Report (and adopt the IASB definition)

· Identification of Framework Used in Preparation of Financial Statements

· Disclosure of whether Financial Report is a General Purpose Financial Report or a Special Purpose Financial Report

· Australian Currency

· Rounding Basis

· Operating Cycle

· Retained Earnings (disclosure on the face of the statement of financial position of retained earnings attributable to equity holders of the parent)

· Encouragement for using illustrated formats

· Position of Statement of Compliance with Australian Accounting Standards

· Economic Dependency

· Capital Commitments and Other Expenditure Commitments, and

· Illustrative Examples and Australian Implementation Guidance.

Reinstatements

The AASB proposes that a deletion made by the AASB in the current AASB 101 be reinstated:

· Fair Presentation: Paragraphs 17 to 20 of IAS 1 specify circumstances in which an entity could depart from a requirement in a Standard or an Interpretation.  It is proposed to reinstate the deleted text to entities that are not subject to the Corporations Act.

The AASB proposes that the deletions made by the AASB in the development of the current AASB 101 not be reinstated:

· IASB’s Application Paragraph, and

· Commentary on Alternative Formats Used to Present Changes in Equity.

Retentions

The AASB proposes to retain some of the text originally added to the existing AASB 101 in the proposed revision to AASB 101:

· Application and Materiality (Note the existing AASB 101 also applies to entities that are required to prepare financial reports in accordance with Part 2M.3 of the Corporations Act even when they are not reporting entities)
· Definitions of Certain Terms (i.e., annual reporting period, Australian equivalents to IFRSs, entity, and related practice)

· True and Fair View and Compliance with Australian Accounting Standards

· Explicit and Unreserved Statement of Compliance

· English Language

· Auditor Remuneration

· Dividend and Franking Details, and

· Illustrative Example 3 of the Australian Implementation Guidance on the disclosures of dividends paid or provided for, and of the franking account balance.

Specific Australian Comments Sought

The AASB is seeking comments on the following issues:

· The appropriateness of Australian text that is proposed to be retained, removed, reinstated and not reinstated

· Adopting the definition of ‘general purpose financial report’ that includes ‘General purpose financial statements include those that are presented separately or within other public documents such as a regulatory filing or report to shareholders.’  All financial reports filed with a regulator on a public register would be general purpose financial reports, which would include those that are filed with the ASIC, whether or not the entities are reporting entities

· Whether certain entities should be required to prepare an additional comparative statement of financial position as proposed, e.g., public sector entities, and entities required to prepare financial reports under Part 2M.3 of the Corporations Act that are not reporting entities

· Whether the proposals give rise to any public sector entity issues that require additional requirements or guidance, and

· Any regulatory issues or other issues arising in the Australian environment that may affect the implementation of the proposals, particularly any issues relating to: not-for-profit entities; and public sector entities; and whether the proposals are in the best interests of the Australian economy.

General Questions in ED 148

The IASB and AASB are seeking answers to the following questions.  

Do you agree

1. With the proposed titles of financial statements (i.e., ‘statement of financial position’, ‘statement of recognised income and expense’, ‘statement of changes in equity’ and ‘statement of cash flows’)?

2. That a statement of financial position as the beginning of the period should be part of a complete set of financial statements, and that an entity presenting comparative information should, therefore, be required to present three statements of financial positions?

3. That non-owner changes in equity should be referred to as ‘recognised income and expense’?

4. That all non-owner changes in equity should be presented separately from owner changes in equity?

5. Entities should be permitted to present components of recognised income and expense either in a single statement or in two statements?

6. Disclosure of reclassification adjustments relating to each component of other recognised income and expense?

7. Disclosure of income tax relating to each component of other recognised income and expense?

8. That EPS should be the only measure that is required to be presented on the face of the statement of recognised income and expense.

AASB 1048 ‘INTERPREATION AND APPLICATION OF STANDARDS’ UPDATED

AASB 1048 ‘Interpretation and Application of Standards’ has been reissued to reflect three Interpretations recently issued:

· Interpretation 7 ‘Applying the Restatement Approach under AASB 129: Financial Reporting in Hyperinflationary Economies’ (applicable to annual reporting beginning on 1 March 2006)

· Interpretation 8 ‘Scope of AASB 2’ (applicable to annual reporting beginning on 1 May 2006), and

· Interpretation 9 ‘Reassessment of Embedded Derivatives’ (applicable to annual reporting beginning on 1 June 2006).

AASB 1048 ‘Interpretation and Application of Standards’ (April 2006) supersedes AASB 1048 ‘Interpretation and Application of Standards’(December 2005).

STANDARD SETTERS AGENGAS

A joint meeting of the AASB and the NZ Financial Reporting Standards Board will be held in Auckland, New Zealand on 3 and 4 May.  Agenda items include:

· Strategies for relationships with IASB and IPSASB and Australian/NZ Convergence

· Conceptual Framework revision
· Puttable Instruments

· IASB Revenue project
· Operating Segments

· IPSASB Consultation Paper: Heritage Assets

· Small and Medium Enterprises

· IPSASB ED 29 ‘Revenue from Non-exchange Transactions’

· Summary Financial Statements, and

· Prospective Financial Information.
The agenda for the 24 and 25 April meeting of the IASB included:
· Business Combinations

· Conceptual Framework

· Financial Instruments

· Leasing, and

· Revenue Recognition.

The agenda for the 27 and 28 April joint meeting of the IASB and FASB included:

· Business Combinations II

· Conceptual Framework

· Consolidations, including Special Purpose Entities

· Financial Instruments

· Financial Instruments puttable at fair value

· Insurance Contracts

· Liabilities and Equity, and

· Revenue Recognition.

IASB DUE PROCESS HANDBOOK RELEASED
The Trustees of the International Accounting Standards Committee (IASC) Foundation released a ‘Due Process Handbook’ for the IASB that describes the IASB’s consultative arrangements.  The procedures require that all decisions are made in public meetings, and that proposals receive appropriate public scrutiny.  The Handbook provides interested parties and the general public with a better understanding of the IASB’s operations.  A committee of Trustees has been established to review the appropriateness of the procedures and the IASB’s compliance with the handbook.

KEY INTERNATIONAL PUBLIC SECTOR DECISIONS
The International Public Sector Accounting Standards Board (IPSASB) met in Tokyo, Japan from March 21–24, 2006.  Key decisions included the following.

Accounting for Social Policies of Governments: The IPSASB decided to further consider at its next meeting a draft ED on accounting for all general social policy obligations other than pensions, and a separate draft ED addressing social security type pensions.

In relation to the former, the ED will propose that a liability should be recognised when eligibility criteria have been satisfied.  The amount of any such liability is the amount that the entity has no realistic alternative but to settle, which in many cases is likely to be the amount of the next payment.  In relation to the latter, the IPSASB will consider the implications of this approach for accounting for social security pensions, and develop a preliminary draft ED on this basis.  The IPSASB will also consider whether present obligations for pensions might arise at different points in time under different forms of social security arrangements, and whether disclosures about the future payments to current and/or future pension beneficiaries should be made.

Employee Benefits: An ED is being prepared based on IAS 19 ‘Employee Benefits’ for application to the public sector with the draft ED proposing a full liability for government employee pensions.  Further consideration is to be given on the use of a discount rate based on high quality corporate bonds, as required in IAS 19, or a government bond rate that is more appropriate for the public sector.

Impairment of Cash Generating Assets: The IPSASB considered a draft ED ‘Impairment of Cash Generating Assets’ based on IAS 36 ‘Impairment of Assets’ to the public sector.  An exposure draft is expected shortly.

IPSASB Conceptual Framework:  A project is to commence on the development of a conceptual framework for financial reporting by public sector entities.  The IPSASB is to explore the cooperation with national standards setters and similar bodies.

Public Private Partnerships (PPPs) (Service Concession Arrangements): A collaborative project is to commence with national standard-setters on service concession arrangements from a public sector perspective.

General Improvements Project: In the review of comments on ED 25 ‘Equal Authority of Paragraphs in IPSASs’ the majority of respondents supported the proposal that black letter principles and grey letter text, which provided additional explanation of those principles, should have equal authority.  This approach is to be applied to newly issued IPSASs, and progressively to existing IPSASs subject to review for unintended consequences.  In the review of ED 26 ‘Improvements to International Public Sector Accounting Standards’ the majority of respondents favored the improvements proposed to IPSASs 1, 3, 4, 6, 7, 8, 12, 13, 14, 16 and 17.  The IPSASB agreed to develop draft IPSASs for review at its meetings in July and November 2006.

These decisions in due course will have an impact of the work program an deliberations of the AASB.

FRC AUDIT INDEPENDENCE CONSULTANCIES

The Financial Reporting Council announced that three consultants have been engaged to undertake short-term consultancies associated with the FRC's auditor independence responsibilities.  They are:

· Ciptanet International Pty Ltd will provide consultancy services for the quality review programmes of the professional accounting bodies

· Henderson Walton Consulting Pty Ltd will provide consultancy services for the teaching of professional and business by, or on behalf of, the professional accounting bodies, and

· Mr. W. Bartlett will provide consultancy services in respect of the disciplinary procedures of the professional accounting bodies and is assisted by Ms. A. Dalton of Melbourne legal firm Sparke Helmore.

AASB ESTABLISHES ANALYST FOCUS GROUP
The AASB has established an analyst focus group to assist the AASB in increasing awareness of how investors and investment professionals (e.g., equity and credit analysts, credit grantors and rating agencies) use financial reports and their information needs.  The focus group will assist the AASB in setting priorities, advising on specific projects, providing input on IASB sourced projects.  Eight to ten members will form the focus group.  One formal meeting will be held annually with feedback on projects being provided on ad hoc basis.  Meeting of the focus will not be held in public, but reports on its activities will be discussed at the public meetings of the AASB.

SEC APPROVES RULES ON ETHICS, INDEPENDENCE AND TAX SERVICES
The Public Company Accounting Oversight Board announced that the Securities and Exchange Commission had approved PCAOB ethics and independence rules concerning independence, tax services and contingent fees.

The rules introduce a foundation for the independence component of the PCAOB’s ethics rules by establishing a general obligation requiring a registered public accounting firm and its associated persons be independent of the firm’s audit clients throughout the audit and professional engagement period.

The rules identify circumstances in which the provision of tax services impairs an auditor’s independence, including services related to marketing, planning, or opinions in favour of the tax treatment of, among other things, transactions that are based on aggressive interpretations of applicable tax laws and regulations.

The rules also treat registered public accounting firms as not independent of their audit clients if they enter into contingent fee arrangements with those clients, or if the firms provide tax services to certain members of management who serve in financial reporting oversight roles at an audit client or to immediate family members of such persons.

The rules further implement the Sarbanes-Oxley Act’s requirement that auditors’ non-audit services be pre-approved by the audit committee by strengthening the auditor’s responsibilities in connection with seeking audit committee pre-approval of tax services.  The rules require a registered public accounting firm that seeks such pre-approval to describe proposed tax services engagements, in writing, for the audit committee; to discuss with the audit committee the potential effects of the services on the firm’s independence; and to document the substance of that discussion.

An ethics rule also codifies the principle that persons associated with a registered public accounting firm (e.g., individual accountants) can be held responsible when certain of their actions contribute to a firm’s violation of relevant laws, rules, or professional standards.

OUTSTANDING EXPOSURE DRAFTS

Accounting

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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