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

· Invitation to Business Breakfast Briefing with McLean Delmo & Partners
· Highlights from May Joint AASB and FRSB Meeting
· Extra Enforcement Funding for ASIC

· AASB June Agenda

· IFRIC May Agenda

· UK Deliberations on Reporting Requirements

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
INVITATION TO BUSINESS BREAKFAST BRIEFING WITH MCLEAN DELMO AND PARTNERS

Colin Parker is the guest speaker at McLean Delmo & Partners Business Breakfast Briefing on Thursday 1 June 2006 (7.15am for a 7.30am start), Leonda by the Yarra, 2 Wallen Road, Hawthorn.  A paper on ‘Managing Financial Reporting Risks for 30 June 2006’ with a ‘heads up’ on the key issues for your first AIFRS financial report will be presented.
McLean Delmo & Partners have extended an Invitation to you.  RSVP by 10.00am on 24 May 2006; please email your acceptance to seminars@mcleandelmo.com.au.  There is no charge.
HIGHLIGHTS FROM MAY JOINT MEETING OF AASB AND FRSB

The Australian Accounting Standards Board (AASB) met jointly with the New Zealand Financial Reporting Standards Board (FRSB) in Auckland on 3-4 May with the following key decisions made.
Protocol for Cooperation and Working with IPSASB

A ‘Protocol for Cooperation Between the Australian Accounting Standards Board and the Financial Reporting Standards Board’ was signed that includes minimising differences between Australian and New Zealand Standards, sharing Board and staff resources, and integrating work programs.

AASB and FRSB have adopted IFRSs, but each has made changes to the IFRSs in promulgating their national equivalents to IFRSs.  Each Board will review its changes to the IFRSs relating to for-profit entities with the objective of further converging the standards in both jurisdictions.  In the longer term, once the relevant definitions and guidance are aligned internationally, the AASB and FRSB will converge requirements for not-for-profit entities/public benefit entities in the national equivalents to IFRSs.  A strategy paper is being prepared outlining the intentions of the AASB and FRSB and progress on convergence.

They also decided to participate in the IPSASB’s projects on service concessions, and the conceptual framework.

Not-for-Profit Entities Definition and Guidance Review

AASB is to review its definition of not-for-profit considering the NZ guidance on public benefit entity that is attached to NZ IAS 1 ‘Presentation of Financial Statements’.  It is likely the AASB will issue an ED seeking views on whether the existing Australian definition is appropriate compared with the FRSB’s definition, and whether the FRSB’s guidance is suitable for use in Australia.

Small and Medium-Sized Entities (Differential Reporting)

The AASB and FRSB noted that the IASB’s SMEs proposals involve defining SMEs and re-writing some of the IFRSs in ‘simplified’ form, and will seek to influence the direction of the IASB project.  The AASB and FRSB will consider how they might best use the IASB’s work in helping to refine the current differential reporting regimes in both jurisdictions.

Revenue from Non-Exchange Transactions

The AASB and FRSB discussed key issues in IPSASB ED 29 ‘Revenue from Non-Exchange Transactions (Including Taxes and Transfers)’ and noted that the proposals were an improvement on the requirements of IAS 20 ‘Accounting for Government Grants and Disclosure of Government Assistance’.  Inconsistencies and significant flaws in the proposals were noted and will be raised in submissions to the IPSASB.

Heritage Assets – IPSASB Consultative Paper

The proposals in the UK Discussion Paper that formed the basis of the IPSASB Consultative Paper ‘Accounting for Heritage Assets Under the Accrual Basis of Accounting’ were discussed.  The AASB and FRSB concluded that heritage assets are a subset of property, plant and equipment and should be subject to the same accounting principles.  These issues will be raised in submissions to the IPSASB

Conceptual Framework and Related Issues

The AASB and FRSB discussed issues concerning:

· IASB Discussion Paper ‘Measurement Bases for Financial Accounting – Measurement on Initial Recognition’
· IASB/FASB project on revenue recognition, and

· IASB/FASB project on the Conceptual Framework and its implications for not-for-profit entities in the public sector.

Financial Instruments Puttable at Fair Value

An ED will be released shortly based on the IASB project ‘Financial Instruments Puttable at Fair Value’.

Operating Segments

Submissions on ED 145 and NZ ED 8 ‘Operating Segments’ were considered by the AASB and FRSB.  They expressed general support for the proposal to adopt the proposed ‘management approach’ for for-profit entities.  The AASB is to consult further with not-for-profit entities in the private and public sectors before deciding on its approach to developing segment reporting requirements for such entities.

Summary Financial Statements

The existing standards are AASB 1039 ‘Concise Financial Reports’ which applies to entities subject to the Corporations Act 2001, and FRS-39 ‘Summary Financial Statements’ applies to a range of entities including local authorities.  The AASB and FRSB agreed that developing a common standard is a longer-term objective.

Prospective Financial Information

There is no AASB Standard on prospective information.  ASIC has issued guidance, and the FRSB has recently issued FRS-42 ‘Prospective Financial Statements’.  The AASB decided to continue with a project with the aim of Australia producing a comparable standard.  The AASB will highlight the desirability of harmonised Trans-Tasman regulatory and financial reporting requirements in respect of prospective financial information in the appropriate forums.

EXTRA FUNDING ENFORCEMENT FOR ASIC

In the Federal budget it was announced that ASIC is to receive additional funding of $234.6 million over four years.  Included in the additional funding is a Special Account of $30 million per annum to be used to fund enforcement activities associated with the investigation and litigation of exceptional matters that are of significant public interest.  These funds are to be used by ASIC once the cost of an individual enforcement action exceeds $1.5 million.  The remainder of the funding is to be used to establish a new electronic registration system for company charges, enhance IT security, and develop a presence in non-exchange-based market trading.

AASB JUNE AGENDA
The AASB meeting on 7-8 June 2006 is likely to include the following agenda items:

· Measurement on Initial Recognition (IASB Discussion Paper)

· GAAP/GFS Convergence

· Heritage Assets

· Financial Instruments Puttable at Fair Value

· Income Tax

· Withdrawal of AAS 27, AAS 29 and AAS 31

· Non-Exchange Revenue

· Administered Items, and

· Review of Aus paragraphs in Australian Equivalents to IFRSs.

IFRIC MAY AGENDA
The agenda for of 11 and 12 May 2006 IFRIC meeting included the following Interpretations:

· Recognition of contingent rentals (IAS 17 ‘Leases’)

· Customer Loyalty Programmes – Discussion of text for a Draft Interpretation

· Post-employment Benefits: The effect of a minimum funding requirement on the asset ceiling (IAS 19 ‘Employee Benefits’) – Discussion of text for a Draft Interpretation

· Service Concession Arrangements – Discussion of text for an Interpretation

· Securitisations: Derecognition of groups of financial assets (IAS 39 ‘Financial Instruments: Recognition and Measurement’)

· Group and Treasury Share Transactions (IFRS 2 ‘Share-based Payment’), and

· Interim Reporting and Impairment– Review of responses and staff proposals.

IFRIC will also consider recommendations regarding requests for IFRIC agenda items on:

· Employee benefit trusts (IFRS 2 ‘Share-based Payment’)

· Upfront revenue recognition (IAS 18 ‘Revenue’)

· Classification of a financial instrument as liability or equity (IAS 32 ‘Financial Instruments: Presentation’)

· Puts and forwards held by minority interests (IAS 32 ‘Financial Instruments: Presentation’)

· Are puts or forwards received by minority interests in a business combination contingent consideration (IFRS 3 ‘Business Combinations’)

· Definition of a derivative: Indexation on own EBITDA or own revenue (IAS 39 ‘Financial Instruments: Recognition and Measurement’)

· Foreign Currency Instruments exchangeable into Equity Instruments of the Parent Entity of the Issuer (IAS 32 ‘Financial Instruments: Presentation’)

· Relinquishment of control (SIC 12 ‘Consolidation – Special Purpose Entities’), and

· Allocation of profit in unsegmented contracts IAS 11 ‘Construction Contracts/ IAS 18 Revenue’).
Decisions made on Interpretations and items to be included on the IFRIC Interpretation agenda will have an impact on the Australian reporting environment.

UK DELIBERATIONS ON REPORTING REQUIREMENTS
The Accounting Standards Board (ASB) is seeking views on the future application of reporting requirements for UK Companies in the context of its plans for convergence with International Financial Reporting Standards (IFRS).  The ASB’s position is:

· All UK Public Quoted and other ‘publicly accountable companies’ would be required to apply full IFRS, irrespective of turnover and whether they present group accounts or not.

· The use of the ASB’s Financial Reporting Standard for Smaller Entities (FRSSE), which enables small entities to take advantage of simplified requirements, would be extended beyond small companies to include medium-sized entities. 

· UK subsidiaries of group companies that apply full IFRS would also be required to apply full IFRS in respect of measurement and recognition, but with reduced disclosure requirements (yet to be defined). 

· No decision has been made on companies that do not fall within these categories. The alternatives being considered include: extend the application of the FRSSE further; apply IFRS to more companies; maintain UK GAAP for them; some combination of these three alternatives.
The ASB is also considering the adoption of the same definition of public accountability as that used by the IASB, i.e., ‘An entity has public accountability if: there is a high degree of outside interest in the entity from non-management investors or other stakeholders, and those stakeholders depend primarily on external financial reporting as their means of obtaining financial information about the entity; or the entity has an essential public service responsibility because of the nature of its operations’.

Currently, the FRSSE may be applied by entities that meet the legal definition of a small company or group (i.e., those meeting at least two out of the following three criteria: turnover not exceeding £5.6 million; balance sheet total not exceeding £2.8 million; and not more than 50 employees).  The ASB is considering whether it might extend the permitted use of the FRSSE beyond small companies and small groups to include medium-sized companies; thereby enabling more entities to take advantage of the simplified requirements it contains. The qualifying conditions for medium-sized companies and groups are based on meeting at least two of the following three criteria: turnover not exceeding £22.8 million; balance sheet total not exceeding £11.4 million; and not more than 250 employees.

Decisions on these matters will be made after the ASB had considered the outcome of the IASB’s project on an IFRS for SMEs.  An Exposure Draft (ED) on this subject is due in the next few months.  The ASB would consider its applicability to UK companies with possibilities including replacing the FRSSE with it, or using it for the ‘gap’ identified.

ASB is seeking comments by 31 July 2006 on the following issues.

· The extension of IFRS to more companies

· The proposal that medium sized companies be allowed to use FRSSE

· Reduced disclosure requirements for subsidiaries using IFRS

· The best financial reporting for those companies in the ‘gap’, and

· The operationalisation of the IASB definition of ‘publicly accountable companies’, and

· The costs and benefits of the proposals.

In March, the ASB published an Exposure Draft of a Policy Statement on its future role, including proposals for achieving the convergence of UK accounting standards with IFRS.  It proposed to bring UK standards into line with IFRS using a phased approach, bringing a number of standards on related topics into effect each year over a 3-4 year period.

In the Australian context, similar issues arise in the context of the review of the size tests for proprietary companies, ED 148 ‘Proposed Amendments to AASB 1 Presentation of Financial Statements: A Revised Presentation’, and in the forthcoming ED on Small-Medium Enterprises.

OUTSTANDING EXPOSURE DRAFTS

Accounting

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

Interpretation and Briefings

With the 30 June 2006 financial reporting season fast approaching it now time organise any financial reporting assistance required in interpretation of AIFRS.  Briefings on the recently released legally-backed auditing standards can also be arranged.  Contact colin@gaap.com.au or 0421 088 611.

e-GAAP In-depth Newsletters

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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