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

· APRA Rules on Governance

· AASB Compiled Super Standard

· UK Discussion Paper ‘Choice in the UK Audit Market’

· Reactions to Legally-backed Auditing Standards

· APRA Disqualifies Two HIH Directors

· Proposed General Insurance Reporting Changes

· IASB May Agenda

· Sarbanes-Oxley and Small Public Companies

· UK FRC Plan and Budget for 2006/7

· Reminder Invitation to Business Breakfast Briefing with McLean Delmo & Partners
· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
APRA RULES ON GOVERNANCE
The Australian Prudential Regulation Authority (APRA) has released new and harmonised prudential standards on governance for authorised deposit‑taking institutions, and life and general insurance companies.  The new standards harmonise APRA’s governance standards across these industries (except for superannuation).  The three new governance standards are APS 510 ‘Governance’ (for authorised deposit‑taking institutions), LPS 510 ‘Governance’ (for life companies) and GPS 510 ‘Governance’ (for general insurers).  The standards come into effect from 1 October 2006, with transitional arrangements available for certain matters.

In developing its framework, APRA has where possible aligned its requirements and definitions with the Corporations Act 2001 and the Australian Stock Exchange (ASX) Corporate Governance Council’s ‘Principles of Good Corporate Governance and Best Practice Recommendations’.

The new standards build on existing requirements, in that they seek to promote greater independence on the part of the board, its chair and the board audit committee; and require boards to have a formal policy on board renewal and procedures for assessing their own performance.

APRA’s governance framework consists of prudential standards that set minimum foundations for good governance, and separate prudential practice guides that provide non-binding guidance on meeting these standards, and on prudent practices in governance matters.

For related corporate governance developments, refer to GAAP Alert 14/2006 (14 April 2006) and e-GAAP No.6/2003 ‘Extensive Corporate Governance Principles and Recommendations Released’.
AASB COMPILED SUPER STANDARD
The AASB has released a compiled standard AAS 25 ‘Financial Reporting by Superannuation Plans’.

UK DISCUSSION PAPER ‘CHOICE IN THE UK AUDIT MARKET

The UK Financial Reporting Council (FRC) issued a discussion paper, ‘Choice in the UK Audit Market’ with comment sought by 4 August 2006.  The Discussion Paper describes the importance of audit to the UK economy, summarises key features of the competitive environment in the audit market, and discusses risks to the public interest that arise from the level of choice in the market.  The Discussion Paper considers three broad types of opportunities for mitigating any confirmed risks to:

· Promote increased choice, such that there would be more audit firms participating in the market for the audit of large public companies

· Reduce the risk of an existing large firm leaving the market, and

· Reduce the costs of disruption in the event of a large firm leaving the market.

Following the consultation period, a stakeholder meeting will be held on 18 September at which general approaches to mitigating any agreed risks will be presented and discussed.  The FRC will prepare a paper seeking views on options for mitigating those risks that are considered to be most significant.

The Discussion Paper follows the April publication of a study jointly commissioned by the FRC and the Department of Trade and Industry, ‘Competition and Choice in the UK Audit Market’ (refer to GAAP Alert 14/2006 14 April 2006).  Given the similarities between the UK and Australian markets, this Discussion Paper and the Study are considered to have relevance in the Australian reporting environment; essential strategic reading and understanding for any auditor.

REACTIONS TO LEGALLY-BACKED AUDITING STANDARDS
In April 2006 the Auditing and Assurance Standards Board released 33 legally enforceable standards.  These Standards are enforceable by ASIC for corporate audits with potentially criminal sanctions attaching to serious breaches.

From 1 July 2006, partner rotation for listed entities and legally enforceable auditing standards apply.  The second round of audit inspections by ASIC of big firms is to commence shortly, focussing on audit methods and quality.  It will look at how firms are preparing for partner rotation.  ASIC scrutinise individual audit files.  Twelve inspections are anticipated to be completed by the end of the year.  The first round focussed on independence, however, no systemic problems were identified.

Rules on independence, legally-backed standards and partner rotation are likely to add 10% to the cost of an audit, according to one Big 4 firm.  ICAA views increases in the order of 20%-30%.  Another Big 4 firm has increased the number of its auditors by 5% to cope with the increased workflow associated from these changes.

It is essential that auditors understand and develop a strategy to embed the new auditing regime into their practice.  Such a strategy includes a review of the audit manual, training, revising audit programs, reviewing policies and procedures, and client awareness.  The time frame to undertake such activities is limited.

‘Diligent professionals are going to want to dot the i’s and cross the t’s in a bigger way than ever before’, and ‘the whole approach has the potential to significantly increase audit cost’ are indicative of comments from auditors.

APRA DISQUAFIES TWO HIH DIRECTORS

APRA has disqualified Mr Justin Gardener and Mr Alexander Gorrie from being or acting as a director or senior manager of a general insurer.  Mr Gardener was a non-executive director of HIH Insurance and Mr. Gorrie an alternate non-executive director.  The reasons for their disqualification provide an insight into the standards of performance expected of directors.

Mr Gardener was a non-executive director of HIH Insurance from December 1998 to March 2001, and was also a member of the HIH Audit Committee. From February 2001, he was Chairman of the Committee, and also member of the HIH Board’s Human Resources Committee. APRA found that in his role as a non-executive director Mr Gardener:

· Failed to disclose to the board that HIH’s auditor (Andersen's) had assessed HIH as a maximum audit risk

· Compromised the independence and operation of the Audit Committee

· As a member of the Human Resources Committee, did not conduct proper internal reviews of the remuneration and performance of directors and senior management

· Failed to take reasonable steps when a report from Ernst & Young raised serious doubts about HIH's solvency

· Failed to make sufficient enquires and obtain sufficient information about the Better Thinking Systems (BTS) transaction which was an investment by HIH, proposed by Mr Adler who was a shareholder and director of BTS

· With other board members, failed to take reasonable steps to familiarise himself with a proposed joint venture with Allianz and its financial and business implications, and

· As a director, was aware of concerns about provisions and failed to make enquiries or raise concerns about the adequacy and accuracy of information presented to the board about provisions.  He also continued to approve outstanding claims provisions and failed to take reasonable steps to ensure an adequate level of provisioning.

Mr Gorrie was an alternate non-executive director from August 1995 to May 1997.  From May 1997 to November 1999 he was a non-executive director of HIH when he also became a member of the Human Resources Committee.  APRA found that Mr Gorrie:

· Failed to disclose to the board that HIH's auditor (Andersen's) had assessed HIH as a maximum audit risk

· As a member of the Human Resources Committee, did not conduct proper internal reviews of the remuneration and performance of directors and senior management

· In relation to the acquisition of FAI, failed to give adequate consideration to, and raise with the board, the implications of the refusal by Mr Adler to allow HIH to conduct due diligence

· As a director, was aware of concerns about provisions and failed to make enquiries or raise concerns about the adequacy and accuracy of information presented to the board about provisions.  He also failed to consider whether it was appropriate to include a prudential margin for the purposes of assessing HIH’s outstanding claims provisions

· Failed to ensure that a prospectus issued by HIH properly disclosed the nature of the underwriting arrangements for the transaction, and

· Despite being aware of problems with a joint venture insurance underwriting subsidiary in China, failed to make appropriate inquiries and ensure disclosure in the annual report of those problems as outlined in board papers.

APRA expects directors of general insurers to ensure that a high standard of corporate governance is maintained, boards are properly informed and board committees function properly.  It has disqualified 25 people as a result of its review and assessment of individuals involved with HIH.

PROPOSED GENERAL INSURANCE REPORTING CHANGES
APRA has released updated draft reporting forms and instructions for APRA-regulated general insurers with comments on the proposed changes sought by 30 June 2006.  The updates reflect changes flowing from the implementation of International Financial Reporting Standards (IFRS) in Australia and APRA’s general insurance stage 2 reforms.  The final reporting standards will be released in the third quarter of 2006 and will apply to regulatory returns for reporting periods ending after 1 January 2007.

IASB MAY AGENDA
The 23-26 May IASB meeting agenda has the following items:

· Related party disclosures: Draft agenda proposal to include a project to amend IAS 24 ‘Related Party Disclosures’ for an exclusion of state-owned entities from disclosing related party transactions with other state owned entities; and a review of transactions between associates and subsidiaries of the same entity

· Business Combinations II: Discussion of exemptions

· Fair Value Measurement: Continue deliberations of the FASB’s Fair Value Measurements draft statement

· IAS 37: Reconsider the recognition principle proposed in the Exposure Draft and focus on uncertainty about the existence of a present obligation.

· IFRIC Update

· IFRS 1: Discuss proposed amendments to IFRS 1 to provide relief to the requirement to restate cost in accordance with IAS 27 on first time adoption

· Insurance Contracts

· Pensions: Preliminary views on the potential agenda proposal for a project on pensions

· Service Concession Arrangements: An education session, and

· Small and Medium-sized Entities: Continue the review of the content of a preliminary staff draft of an ED of an IFRS for Small and Medium-sized Entities (SMEs).

SARBANES-OXLEY AND SMALL PUBLIC COMPANIES

The US Government Accountability Office has released a report ‘Consideration of the Key principles Needed to Address Implementation for Small Public Companies’ arising from Sarbanes-Oxley Act.

UK FRC PLAN AND BUDGET FOR 2006/07

UK Financial Reporting Council (FRC), independent regulator for corporate reporting and governance, released its Plan and Budget for 2006/07.  The FRC will focus on: 

· Leading public debate in the UK on the major issues affecting future confidence in corporate reporting and governance

· Shifting resources from developing UK standards and guidance towards the development of high quality international standards and effective cross-border regulatory co-operation

· Monitoring corporate reporting and governance practices in the UK and taking enforcement action where appropriate, and

· Contributing to modifying the UK regulatory regime to take account of changes in European and UK legislation.

The FRC has published: an updated version of its Regulatory Strategy that incorporates its responsibilities for actuarial standards and regulation; a feedback statement on the draft Plan and Budget for 2006/07; and the principles the FRC will apply in preparing regulatory impact assessments.

REMINDER 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.
OUTSTANDING EXPOSURE DRAFTS

Accounting

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

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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