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

· AUASB Issues 35 Legally Enforceable Auditing Standards

· Global Accounting Alliance Formed

· International Accounting Standard on Life Insurance Presented to IASB

· Related Parties Article

· APRA Rules for Friendly Societies

· ASIC Outlines Better Regulation Initiatives

· IFRIC’s Due Process Handbook for Comment

· AASB Compiled Accounting Standards

· Financial Sustainability of NSW Local Governments
· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
AUASB ISSUES 35 LEGALLY ENFORCEABLE AUDITING STANDARDS

The AUASB released a set of 35 revised Auditing Standards that are legally enforceable under the Corporations Act 2001.  They apply to audits of financial reports that are conducted for reporting periods commencing on or after 1 July 2006.  The Standards are supported by the Foreword to AUASB Pronouncements and the AUASB Glossary.
The new Auditing Standards arise from the implementation of the Federal Government’s Corporate Law Economic Reform Program (CLERP 9) initiatives, which were designed to enhance the credibility of audited financial reports in Australia, and improve investor confidence.  They conform to International Standards on Auditing so as to ensure global best practice, with additional requirements to further strengthen new Australian Auditing Standards.

The 35 revised Auditing Standards are:

· ASA 100 ‘Preamble to AUASB Standards’

· ASA 200 ‘Objective and General Principles Governing an Audit of a Financial Report’

· ASA 210 ‘Terms of Audit Engagements’

· ASA 220 ‘Quality Control of Audits of Historical Information’

· ASA 230 ‘Audit Documentation’

· ASA 240 ‘The Auditor’s Responsibility to Consider Fraud in an Audit of a Financial Report’

· ASA 250 ‘Consideration of Laws and Regulations in an Audit of a Financial Report’

· ASA 260 ‘Communication of Audit Matters with Those Charged with Governance’

· ASA 300 ‘Planning an Audit of a Financial Report’

· ASA 315 ‘Understanding the Entity and its Environment and Assessing the Risks of Material Misstatement’

· ASA 320 ‘Materiality and Audit Adjustments’

· ASA 330 ‘The Auditor’s Procedures in Response to Assessed Risks’

· ASA 402 ‘Audit Considerations Relating to Entities Using Service Organisations’

· ASA 500 ‘Audit Evidence’

· ASA 501 ‘Existence and Valuation of Inventory’

· ASA 505 ‘External Confirmations’

· ASA 508 ‘Enquiry Regarding Litigation and Claims’

· ASA 510 ‘Initial Engagements – Opening Balances’

· ASA 520 ‘Analytical Procedures’

· ASA 530 ‘Audit Sampling and Other Means of Testing’

· ASA 540 ‘Audit of Accounting Estimates’

· ASA 545 ‘Auditing Fair Value Measurements and Disclosures’

· ASA 550 ‘Related Parties’

· ASA 560 ‘Subsequent Events’

· ASA 570 ‘Going Concern’

· ASA 580 ‘Management Representations’

· ASA 600 ‘Using the Work of Another Auditor’

· ASA 610 ‘Considering the Work of Internal Audit’

· ASA 620 ‘Using the Work of an Expert’

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

· ASA 701 ‘Modifications to the Auditor’s Report’

· ASA 710 ‘Comparatives’

· ASA 720 ‘Other Information in Documents Containing Audited Financial Reports’

· ASA 800 ‘The Auditor’s Report on Special Purpose Audit Engagements’, and

· ASRE 2410 ‘Review of an Interim Financial Report Performed by the Independent Auditor of the Entity’.

Briefings on these legally-backed auditing standards can be arranged by contacting colin@gaap.com.au.

GLOBAL ACCOUNTING ALLIANCE FORMED
The world’s premier accounting bodies have formed an international accounting coalition ‘The Global Accounting Alliance’ (GAA).  It will promote quality professional services, support the global membership, share information and collaborate on international accounting issues.

The GAA represents more than 700,000 of the world’s leading professional accountants, and is chaired by former Institute of Chartered Accountants in Australia Chief Executive Officer, Stephen Harrison.

Accounting Bodies within the alliance are:

· American Institute of Certified Public Accountants (AICPA)

· Canadian Institute of Chartered Accountants (CICA)

· Hong Kong Institute of Certified Public Accountants (HKICPA)

· Institute of Chartered Accountants in Australia (ICAA)

· Institute of Chartered Accountants of England and Wales (ICAEW)

· Institute of Chartered Accountants of Ireland (ICAI)

· Institute of Chartered Accountants of Scotland (ICAS)

· New Zealand Institute of Chartered Accountants (NZICA), and

· South African Institute of Chartered Accountants (SAICA).

The alliance will work with national regulators, governments and stakeholders, through member-body collaboration, articulation of consensus views and working in collaboration, where possible, with other international bodies.  Supporting IFAC's role as the voice on international issues is the preferred outcome.

INTERNATIONAL ACCOUNTING STANDARDS FOR LIFE INSURANCE PRESENTED TO IASB

An international accounting standard for life insurance jointly developed by the leading life insurance companies in the United States and Japan has been submitted to the IASB.  The 16 principles and guidance are described in a paper, ‘An International Accounting Standard for Life Insurance’ that focuses on the measurement of life insurance, annuities and certain types of health insurance for general purpose reporting; it does not include solvency regulation.

The Principles are:

· The Net Insurance Liability should be based on the present value of all future cash flows associated with the portfolio of insurance contracts being valued

· The Net Insurance Liability at all times must be sufficient to provide for payment of all expected future obligations with adequate provision for risk and uncertainty

· Profit should be recognised in line with the release from risk

· On initial issue, there should be no accounting gain or loss

· A policyholder intangible (or Deferred Acquisition Cost) asset should be established when a policy (or block of policies) is issued and amortised over time into earnings in line with the policy’s profit profile

· Insurance liabilities should reflect the inherent risk and uncertainty of future cash flows

· Assumptions underlying the measurement of insurance liabilities and intangible assets should be periodically reviewed and changed, if appropriate

· Liabilities should reflect the value of all financial options and guarantees

· Measurement should be based on a portfolio of exposures

· Policyholder behavior should be reflected in the measurement of all liabilities

· Renewal options or provisions that obligate the insurer to continue to provide coverage should be recognised to the extent they are included in the contract or required by law or regulation

· The credit standing of an entity should not be considered in the valuation of insurance liabilities

· Entities should have the ability to measure assets and liabilities on a consistent basis to reflect the way companies manage risk

· Liabilities supported by a separate account, a unit-linked fund or a similar dedicated portfolio should reflect the expected returns on that portfolio

· Liabilities for participating contracts must include provision for the expected payout of policyholder dividends, additional benefits provided or any other result of the participating mechanism

· Insurance policies with flexible premiums should only be unbundled in the event that the separation would result in material differences in the overall value of the contract and either the deposit and insurance components of the contract are separately priced and separately managed by the insurer; or separate measurement of a deposit component is necessary to recognise rights and obligations of the insurer and the policyholder.

Most life insurance and annuity contracts that qualify as insurance are included under these principles, as well as long term care insurance, disability insurance and other types of non-cancelable or guaranteed renewable health insurance contracts issued by either a life or non-life company.

The accounting guidance does not give detailed guidance for establishing either the assumptions or margins used to calculate insurance liabilities.  The groups believe that the IASB should not focus on setting technical rules for this.  The paper also does not deal with the special characteristics of reinsurance contracts.

RELATED PARTIES ARTICLE
The May issue of Charter contains an article ‘Related Party Disclosures’ (page 64-66) by Colin Parker, Principal, GAAP Consulting.

APRA RULES FOR FRIENDLY SOCIETIES
APRA released revised requirements for the reporting of friendly society financial statements and statistics with amendments to Prudential Rules No 47 ‘Friendly Society Financial Statements’ and No 48 ‘Collection of Statistics – Friendly Societies’ following the introduction in AIFRS and consequential changes to the Actuarial Standards.

The changes to friendly society regulatory returns also reflect the expiry of ASIC class order 99/1225 on 31 December 2005 that exempted friendly societies from elements of the Corporations Act 2001, including Accounting Standard AASB 1038 ‘Life insurance Contracts’.  Where appropriate, the new reporting requirements align regulatory reporting with general purpose reporting under Australian accounting standards to streamline the reporting process.

The revised prudential rules apply to regulatory financial statements and statistics produced for reporting periods ending on or after 31 May 2006, to co-ordinate with general purpose reporting requirements and the implementation of the revised Actuarial Standards. To assist with compliance, friendly societies have an additional six weeks to submit their initial reports.

ASIC OUTLINES BETTER REGULATION INITIATIVES
ASIC released its ‘Better Regulation Initiatives’ that outlines a number of regulatory enhancements it intends to deliver over the next 18 months.  The priority areas for ASIC are:

· Improved transparency about how ASIC works, makes decisions and approaches its legislative functions 

· Better accessibility for industry and stakeholders to enable an improved mutual understanding of decisions and policies 

· Engaging with business to identify and reduce areas where there is regulatory duplication or overlap 

· More fully understanding the impact on business of ASIC’s regulatory decisions by seeking more reliable and relevant information from business on the quantifiable impact of those decisions 

· Helping clients deal more efficiently with ASIC by streamlining and where possible, reducing paperwork through better use of electronic communications, and 

· More comprehensive engagement with the financial industry and businesses, through more effective consultation and a better understanding of stakeholder views of ASIC decisions.  ASIC is establishing a Business Consultative Panel to help identify emerging issues.

IFRIC’S DUE PROCESS HANDBOOK FOR COMMENT
The Trustees of the IASC Foundation published a consultation document ‘Due Process of the International Financial Reporting Interpretations Committee – Draft Handbook’ with comment sought by 30 September 2006.

AASB COMPILED STANDARDS
The AASB has released two compiled standards: AASB 1023 ‘General Insurance Contracts’ and AASB 1038 ‘Life Insurance Contracts’.

FINANCIAL SUSTAINABILITY OF NSW LOCAL GOVERNMENTS

The Local Government and Shires Associations of NSW (LGSA) released the ‘Final Report of the Independent Inquiry into the Financial Sustainability of NSW Local Governments’.  Key findings included:

· Local Government will need to borrow over $5 billion to overcome its infrastructure backlog, and find an extra $900 million a year to service debt and overcome the annual capital works shortfall
· Financial incentives and technical assistance should be provided to enable all councils within three years to adopt a total asset management system with consistent asset accounting practices

· A functional analysis should be undertaken to determine which services would benefit from being provided by contractually based resource sharing or outsourcing arrangements, including jointly owned shared services centres and third part providers

· The Code of Accounting Practice and Financial Reporting for councils should be amended to standardise key accounting and reporting policies, especially for condition assessment, asset valuation, depreciation rates, capital expenditure (including the distinction between asset maintenance, renewal and expansion), a high level chart of accounts, a workforce profile database (each with agreed definitions of terms as exists in the NSW general government sector) and key financial indicators

· S.232 of the Local Government Act to should be amended to clarify that councillors are responsible and accountable for a council’s financial governance in general and its financial sustainability

· Each council should publish in its annual report a Financial Governance Statement using the recommend template, and

· Each council should disclose its key financial ratios (e.g., net financial liabilities to total capital, net interest expense to total revenue, net borrowings to renewals expenditure) compared against the targets and upper/lower limits recommended by the Inquiry.

OUTSTANDING EXPOSURE DRAFTS

Accounting

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

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

The following e-GAAP Update in-depth newsletters have been recently issued to subscribers:

· 1/2005 ‘Understanding Revised Accounting Policies, Estimates and Errors Standard’

· 2/2005 ‘Tinkering at the Edges in Revised Segment Reporting Standard’

· 3/2005 ‘Interim Financial Reporting – Revised Standard Analysed’

· 4/2005 ‘Superannuation Plan Financial Liability Amendments’

· 5/2006 ‘Understanding Interests in Joint Ventures’

· 6/2006 ‘Understanding Investments in Associates’, and

· 7/2006 ‘Regulation Review: The Corporate Dimension’.

The annual subscription is $295.00, contact sandra@gaap.co.au for further information or visit www.gaap.com.au.
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