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

· AASB September Meeting Agenda

· IFRIC September Meeting Agenda

· AUASB July Meeting Highlights

· Internal Control from a Risk-based Perspective

· Conformity with Accounting Standards ED Released

· Unlisted Unrated Debentures ASIC Consultation Paper

· APRA’s Basel II Approach to Margin Lending and Rating Agencies

· Accountants Jailed Over Property Development

· Former CFO Pleads Guilty

· AUASB Chair Reappointed

· CALDB Appointments
· Bentley Jennison Joins RSMI
· Hicks New ICAA Head of Reporting

· Horizon Reporting Issues
· Colin’s Corner – July-August

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
AASB SEPTEMBER MEETING AGENDA

The agenda for 5 and 6 September meeting of the AASB includes:
· Insurance Contracts:  Consider IASB preliminary views and draft submission

· Differential Reporting/SMEs:  Consider round-table discussions

· Interpretations:  Consider draft Interpretation

· Superannuation Entities:  Consider draft consultation papers

· IASB Annual Improvements:  Consider IASB proposals

· Presentation of Financial Statements:  Consider draft AASB 101

· Whole of Government GAAP/GFS:  Consider submissions on ED 155 and draft Standard, and

· Not-for-Profit Entities:  Consider definition.

IFRIC SEPTEMBER MEETING AGENDA

The agenda for 6 and 7 September of IFRIC includes:

· IAS 27 ‘Consolidated and Separate Financial Statements’ – Accounting for non-cash distributions:  Continue discussion on the accounting for non-cash distributions, including how to measure non-cash distributions and the corresponding dividends payable at the time the entity declares the distributions; and how to account for any difference between the carrying amount of the dividends payable and the carrying amounts of the assets distributed at the time it makes the distributions

· IAS 18 ‘Revenue’ – Customer contributions: Consider whether to support the model proposed, and if so over what periods the resulting revenue should be recognised; and whether the scope of project should be extended to include the contribution of cash for the acquisition and/or construction of property, plant and equipment by the service provider

· IFRS 2 ‘Share-based Payment’ – Group cash-settled share-based payment transactions:  Consider issues

· Tentative Agenda Decisions:  Consider staff recommendations for: IAS 19 ‘Employee Benefits’: Treatment of employee contribution: IAS 19 ‘Employee Benefits’: Changes to a plan caused by government; and IAS 19 ‘Employee Benefits Death’ in service benefits

· Review of Tentative Agenda Decisions published in July IFRIC Update:  Re-deliberate tentative agenda decisions in response to comments received from constituents on: IAS 18 ‘Revenue’: Guidance on identifying agency relationships; IAS 19 ‘Employee Benefits’: Post-employment benefits – Benefit allocation for defined benefit plans; IAS 39 ‘Financial Instruments: Recognition and Measurement’: Hedging future cash flows with purchased options; and IFRS 5 ‘Non-current Assets Held for Sale and Discontinued Operations’: Disclosure, and

· Financial Instruments:  Update on tentative agenda decisions postponed in July IAS 39 ‘Financial Instruments: Recognition and Measurement’: Scope of IAS 39 paragraph 11A, and AG 33(d)(iii) of IAS 39.

The deliberations of IFRIC affect the work program of the AASB, as the AASB uses the IFRIC due process and pronouncements.

AUASB JULY MEETING HIGHLIGHTS

The highlights of July meeting of the AUASB included:

· ITC 12 Differential Reporting Regime for Australia and a Proposed IFRS for Small and Medium-Sized Entities:  The AUASB is to further consider the implications of these proposals for audit reporting requirements in Auditing Standards once the ITC12 proposals are progressed further by the AASB

· Australian Financial Services Licensees Under the Corporations Act 2001 (Revision of AGS 1068):  A draft Guidance Statement was discussed, and will be circulated for out of session approval to issue

· Use of the Actuary’s Work in the Audit of a Financial Report (Revision of AUS 524):  A draft of Guidance Statement was discussed and its scope is to be broadened to include an audit or review of other financial information.  The revised Guidance Statement will be considered at the 10 September meeting

· Compliance Engagements Project:  An update on the project was noted

· ASRE 2400 Standard on Review Engagements:  A draft of the proposed standard was considered, and will be further considered at the next meeting with a view to issue as an exposure draft

· AASB 1049 Financial Reporting of General Government Sectors by Government (GAAP-GFS):  Agreed to issue a Guidance Statement on the audit implications of AASB 1049

· Prudential Reporting Requirements for General Insurers:  Discussed a draft revision of a Guidance Statement that will be considered for approval to issue at its next meeting

· Use of Service Organisations for Investment Management Services:  Discussed a draft revision of a Guidance Statement that will be reconsidered at its next meeting, and

· Audit of Investor Directed Portfolio Services and Investor Directed Portfolio-Like Services:  Approved a project plan to revise Guidance Statement, and requested a Project Advisory Group be formed.  A first draft of the Guidance Statement was discussed and a further draft will be considered the next meeting.

· International Clarity and Revision Project:  It was noted that the project is on track for completion by December 2008, however the final effective date for the Clarity ISAs is still to be confirmed.  It was agreed that the AUASB would further consider the Clarity project on the future revision of AUASB standards at subsequent meetings, when the extent of changes being made from the present standards would be further identified and evaluated.  This will enable the AUASB to determine an approach for using the new ISAs as a basis for its new Auditing Standards.

· Emissions Trading:  Undertook to examine the adaptability of its Assurance Framework and Assurance Standard ASAE 3000 to provide assurance on emissions trading, and will consider the need for individual pronouncements for such assurance engagements once a specific regulatory and reporting regime is established in Australia, and assurance standards on emissions trading are developed internationally.

INTERNAL CONTROL FROM A RISK-BASED PERSPECTIVE

The Professional Accountants in Business (PAIB) Committee of the International Federation of Accountants (IFAC) has released a new publication on ‘Internal Control from a Risk-based Perspective’.  This information paper features interviews with 10 senior-level professional accountants in business on their experiences and views on establishing effective internal control systems. 

The interviews help to demonstrate the importance of a risk-based approach to internal control in helping an organisation manage its overall risk.  They also shed light on the nature of risk in organisations, how to establish an internal control system focused on driving performance and supporting the delivery of strategic objectives, and success stories that can help organisations in considering improvements to their approach.

This interview-based information paper is part of a larger PAIB Committee project on internal control.  In 2006, the committee published an overview paper ‘Internal Controls - A Review of Current Developments’ that reviewed current developments and some of the latest thinking in the area of internal control.  These two publications form the groundwork for the development of principles-based good practice guidance on internal control, which the PAIB Committee plans to issue in 2008.

CONFORMITY WITH ACCOUNTING STANDARDS ED RELEASED
APESB released an exposure draft APES 205 ‘Conformity with Accounting Standards’ as part of its ongoing review and re-launch of professional and ethical standards.  The Proposed standard APES 205 sets out the mandatory requirements for members of accounting professional bodies who prepare and present financial reports, as well as those members in public practice who audit, review or compile financial reports.

The proposed standard APES 205, expected to be operative from 1 July 2008, will replace the former professional standard APS 1 Conformity with Accounting Standards and UIG Consensus Views (1995).  Comments are sought by 9 October 2007 and can be emailed to sub@apesb.org.au.

UNLISTED AND UNRATED DEBENTURES ASIC CONSULTATION PAPER
ASIC has released a consultation paper ‘Unlisted, unrated debentures – improving disclosure for retail investors’.  The improved disclosure measures are based on an ‘if not, why not’ basis of reporting, i.e., issuers would report to investors against certain principles and benchmarks, which they should follow or explain why they may not have followed those principles and benchmarks.

The fundamental objective is to provide retail investors, and their advisers, with more investor information to make their decisions before they invest and then on an ongoing basis.  ASIC’s proposals are built on four key principles which focus on additional and improved disclosure.  They are designed to: 
· Provide benchmarks (e.g., credit rating of risk, liquidity and capital adequacy) to help retail investors and their advisers to assess risk and the risk-reward prospects of unlisted and unrated debentures

· Require disclosure against those benchmarks

· Require those involved with issuers (e.g., trustees, advisers, valuers and auditors) to use those benchmarks in carrying out their responsibilities, and

· Educate investors and potential investors to understand those benchmarks, and use them in their decision-making process.

The additional disclosures ASIC proposes are to be on an ‘if not, why not’ basis.  The ‘if not, why not’ basis of disclosure would be the basis of prospectus disclosure and the ongoing disclosures issuers must make.

The benchmarks that are proposed serve as the basis for enhanced disclosure.  They cover credit ratings, adequate equity capital, adequate liquidity, lending principles (loan to valuation ratios), loan portfolio diversification, valuations, related party transactions and rollovers.  ASIC is proposing reporting on an ‘if not, why not’ basis against these benchmarks:

· Issuers have their debentures rated for credit risk by a recognised agency, and have that rating disclosed in the prospectus and advertising

· Issuers have a minimum of 20% equity where funds are directly or indirectly lent to property development.  In other cases, the equity should be a minimum of 10%

· Issuers should estimate their cash needs for the next three months and have cash on-hand to meet this need

· Issuers lending money to property development should be required to maintain a 70 per cent loan to valuation ratio on ‘as if complete’ valuations and 80 per cent on the basis of the latest market valuation

· Issuers should disclose how many loans they have, or expect to have, over the coming 12 months by number, value, location, activity and percentage of secured loans

· Valuations should be provided. Development property assets should be valued on a cost, ‘as is’ and ‘as if complete’ basis with all three disclosed

· Issuers should disclose how many loans they have, or expect to make, to related parties over the next 12 months and what assessment and approval process the follow for such loans, and 

· Issuers should disclose their approach to rollovers, including default rollovers. 

ASIC’s consultation paper also proposes that advertising for these products should not use words such as ‘secure’ and ‘safe’, and should either disclose a credit rating on repayment of principal or state that no rating exists and there is risk an investor may lose some or all of their capital.  For retail investors, ASIC plans to produce an Investor Guide to aid their understanding of disclosure documents and conduct an education campaign to improve understanding of such matters as the need for investment diversification.

Comments on the consultation paper are due by 1 October 2007.  ASIC expects to release this paper as a regulatory guide in October 2007.  New fundraising documents are expected to comply with the new ‘if not, why not’ benchmarks from 1 December 2007.

APRA’S BASEL II APPROACH TO MARGIN LENDING AND RATING AGENCIES

APRA has released details on its proposed implementation of two aspects of the Basel II Framework: margin lending, and recognition of external credit assessment institutions (ECAIs), more commonly known as credit rating agencies.

APRA has decided that, as an interim measure, it will apply a risk-weight of 20% to outstanding loans that are backed by listed equity investments; otherwise, exposures are to be treated as secured loans.  This treatment will apply under both the standardised and advanced approaches to credit risk.  APRA will further review the detail of individual ADI approaches to margin lending; on the basis of those reviews, APRA may consider the application of variable risk-weights to margin lending exposures or recognition of internal models.

Under the standardised approach to credit risk, ADIs may use credit assessments provided by recognised ECAIs, where available, to determine the risk-weights on their rated credit exposures.  APRA has released draft guidelines setting out the eligibility criteria by which it will recognise ECAIs.  The guidelines also provide an outline of APRA’s proposed process for mapping a recognised ECAI’s credit assessments to the risk-weights under the standardised approach.  Comments on these proposals are sought by 21 September and can be emailed to basel2@apra.gov.au.

As part of these proposals, APRA will give automatic recognition to an ECAI if it is regulated by the US Securities and Exchange Commission as a ‘nationally recognised statistical rating organisation’.  In addition, if an ADI has an exposure domiciled in any one of 19 specified countries, it will be able to use the credit assessments of an ECAI recognised by the national supervisor in that country.

APRA’s proposed recognition process is not a form of prudential regulation and does not constitute licensing of ECAIs.  APRA’s focus is on ensuring that an ECAI’s processes and policies are rigorous and systematic, and produce credit assessments of sufficiently high quality to be used by ADIs.  It will be the responsibility of each ADI to determine whether it uses the ratings of a particular ECAI.

The Basel II capital adequacy regime for ADIs comes into force on 1 January 2008. The full suite of Basel II prudential standards is to be finalised in late 2007

FORMER CFO PLEADS GUILTY

Mr Kenneth David Evans, the former chief financial officer and director of TEAC Australia Pty Ltd, pleaded guilty to five charges in the Melbourne Magistrates Court following an investigation by ASIC.  Mr Evans was charged with two counts of failing to act in good faith in the best interests of TEAC Australia, one count of dishonestly using his position as a director of TEAC Australia, one count of falsifying company books and one count of providing false or misleading information to the company’s auditor.

Four charges arise from Mr Evans’ actions following a $6 million shortfall at settlement from the sale in May 2002 of the TEAC Australia Port Melbourne premises to Bay St Corporation Pty Ltd, of which the late Mr Gavin William Muir, former managing director of TEAC Australia, was sole director.

The fifth charge of providing false or misleading information to the auditor arose from Mr Evans’ failure to disclose to the auditor of TEAC that he was aware, from at least early February 2005, that TEAC’s debtors as at 31 December 2004 were materially overstated.  Mr Evans was conditionally bailed to appear in the Victorian County Court on 18 December 2007.

ACCOUNTANTS JAILED OVER PROPERTY DEVELOPMENT

Mr James Stanley Phillips, of Blackburn South and Mr Ian Francis Cole, of Frankston, Victoria, were sentenced to jail in the Victorian County Court following an investigation by ASIC.  Mr Phillips was sentenced to two years imprisonment and will serve a minimum of 12 months after pleading guilty to two counts of dishonestly using his position as a director with the intention of gaining an advantage for himself and someone else.  The offences related to the payment of approximately $583,000 to creditors of Kings Creek Winery Pty Ltd between May and October 2001.

Mr Cole was sentenced to 20 months imprisonment and will serve a minimum of six months after pleading guilty to two counts of dishonestly using his position as company secretary with the intention of gaining an advantage for himself and someone else.  The offences related to the payment of approximately $375,000 to creditors of Kings Creek Winery Ltd between May and October 2001.

Mr Phillips, who was a partner of the former accounting practice Landy & Company DFK, was also a director of Terra Firma Property Management Pty Ltd and Kings Creek Winery Pty Ltd.  Mr Cole was a consultant of the former accounting practice Landy & Company DFK, the secretary of Terra Firma Property Management Pty Ltd and the chief promoter of the Fyans Street Unit Trust. He is currently bankrupt. 

Between May and July 2001, $1,020,000 was received from 13 investors in the Fyans Street Unit Trust, which was to be invested in the purchase of an office building in Fyans Street, South Geelong.  ASIC alleged that almost as soon as investors’ funds were received, Messrs Phillips and Cole began to disburse them for other purposes including Kings Creek Winery Ltd.  ASIC alleged that all the funds were re-directed without proper documentation or security for repayment and were never repaid.

AUASB CHAIR REAPPOINTED

The Treasuer announced the reappointment of Ms Merran Kelsall as the part-time Chairman of the Auditing and Assurance Standards Board (AUASB) for a further term of three years commencing from 10 August 2007.  Ms Kelsall has been the Chairman since 10 August 2004.  The AUASB was reconstituted in July 2004 as a Commonwealth body under the ‘Corporate Law Economic Reform Program (Audit Reform and Corporate Disclosure) Act 2004’.  The mission of the AUASB is to develop, in the public interest, high-quality auditing and assurance standards and related guidance as a means to enhance the relevance, reliability and timeliness of information provided to users of audit and assurance services.

CALDB APPOINTMENTS

The Treasuer announced the reappointments of Professor Ian Ramsay and Messrs Tom Bostock, Simon Stretton, David Barnett, John Keeves and Patrick Burroughs, each as part-time members of the Companies Auditors and Liquidators Disciplinary Board (CALDB) for a further three-year term commencing 1 September 2007 up to and including 31 August 2010.  In addition, Mr Geoff Brayshaw has been appointed as a part-time member for a three-year term commencing 1 September 2007 up to and including 31 August 2010.  Mr Brayshaw is a former audit partner with BDO Chartered Accountants, and is currently an independent Board Director of Fortescue Metals Group.  Mr Brayshaw replaces Mr John Story.

The CALDB is a disciplinary body that receives and reviews applications made to it by the ASIC or APRA in respect of the conduct of either registered company auditors or liquidators.  The CALDB consists of 14 members:

· A Chairperson and a Deputy Chairperson, each of whom must be enrolled as a barrister and/or a solicitor or a legal practitioner in Australia

· Three members selected from a panel of seven nominated by the Board of the Institute of Chartered Accountants in Australia

· Three members selected from a panel of seven nominated by the Board of the CPA Australia, and

· Six business members.

BENTLEY JENNISON JOINS RSMI

The UK based Bentley Jennison has joined the RSM International network replacing Robson Rhodes.  Bentley Jennison has 14 offices in key cities across the UK with approximately 1,000 staff including 67 Partners.  They are ranked 14th in the UK and given that they have doubled in size every four years since they were founded in 1984, have an objective to quickly become number 7 in terms of size in the UK.

HICKS NEW ICAA HEAD OF REPORTING

Ms Kerry Hicks is the new Head of Reporting at The Institute of Chartered Accountants in Australia.  Previously, Kerry was a Principal in the EY Technical Consulting Group (Sydney) including two years as a Principal in EY’s Global IFRS Services based in London.  Kerry replaces Keith Reilly who is Head of Professional Standards at Grant Thornton.

HORIZON REPORTING ISSUES

As we transit the 30 June financial reporting, there are two accounting standards that have far reaching impacts on internal financial reporting systems that need detailed evaluation:

· AASB 7 ‘Financial Instruments: Disclosure’ (August 2005) and applies to annual reporting periods beginning on or after 1 January 2007 (31 December 2007 year end and 30 June 2008 year ends), and
· AASB 8 ‘Operating Segments’ (February 2007) applies to annual reporting periods beginning on or after 1 January 2009 (31 December 2009 year end and 30 June 2010 year ends) with disclosure of the effects during before it is operative.
Jim Dixon and I would be pleased to assist you in implementing these new standards.  We can assist in briefing your executive team and the audit committee, and with the design of internal accounting policies as well as the required disclosures in the annual and interim financial reports (contact colin@gaap.com.au to arrange an initial interview).  Using our independent advice helps preserve audit independence.
COLIN’S CORNER – JULY- AUGUST
In the July-August period GAAP Consulting has been involved in the providing the following services:

· Advice on capitalisation of computer software expenditure, business combinations, amortisation on the customer contracts, proposed qualified audit report, and the contents of audit report on compliance and an audit tender

· Preparation of internal financial reporting newsletters for staff of an accounting firm

· Ongoing review of software tools for new auditing standards

· Presentations on financial reporting and audit training sessions (1/2 - 1 day courses) in Darwin, Adelaide, Melbourne for the ICAA and NIA and for accounting firms (Melbourne and Sydney), and an audit office

· Contribution to ICAA ANT newsletter on highlights from August AASB meeting

· Speaker on ‘Contemporary Financial Reporting Issues’ for clients of an accounting firm

· Interview on ‘Financial Reporting for SMEs’, Chartered Accountants Business in Focus

· Meeting with two members of the IASB (John Smith and Warren McGregor), hosted by the NIA, to discuss financial instruments and other IASB work program projects

· As an independent audit Committee member, participation at August Audit Committee meeting

· As a member of the AASB, participation at the 2-day August meeting and the half-day roundtable consultations on ‘Financial Reporting for SMEs’ (Melbourne and Sydney), and

· Engaged to undetake two litigation support enagements: one in relation to a financial reporting matter, the other an audit matter.

Jim Dixon has been specifically involved in advice on business combinations, service concession arrangements as an panellist on the AASB Advisory Committee, chairing a professional development forum for CPA Australia, and preliminary work on a publication on the topic of accounting for infrastructure assets.  Jim will also be a presenter at the Financial Management Conference, 20-22 November, Canberra; for further information email info@iir.com.au or phone 02 9080 4090.

In addition to the above, there has been the following information releases:

· ‘Though the Eyes of Management’, Technical Focus, Segment Reporting, Charter, September 2007, pp72-73

· Fortnightly release of GAAP Alerts
· Release of updated of Australian GAAS 2007 ‘Auditing Standards Checklists’ as at 30 June 2007, and

· Release of Australian GAAS 2007 ‘Auditing Standards Checklists for SMEs’.
‘You have done everyone’s work for them!!  The checklists are extremely valuable for myself and all other users’, Kerrie Simpson.  ‘Excellent’ Paul Cornall, Forsyths. Armidale, NSW

GAAP Consulting is pleased to welcome our new clients: Crown Ltd and the accounting firms: Hall Charwick (NSW), Cummings Flavel McCormack (VIC), Pike & Skinner (WA), Draper Dillon (VIC).

OUTSTANDING EXPOSURE DRAFTS

Accounting

1 September Invitation to Comment ITC 12 ‘Request for Comment on a Proposed Revised Differential Reporting Regime for Australia and IASB Exposure Draft of A Proposed IFRS for Small and Medium-sized Entities’ – AASB

3 September ED 156 ‘Proposals Arising from the Short-term Review of the Requirements in AAS 27, AAS 29, and AAS 31’ – AASB

1 October ‘IFRS for Small and Medium-sized Entities’ – IASB

17 September Interpretation D21 ‘Real Estate Sales’ – AASB

17 September Interpretation D22 ‘Hedges of a Net Investment in Foreign’ – AASB
19 October IFRIC D22 ‘Hedges of a Net Investment in a Foreign Operation’ – IFRIC

26 October ITC 13 ‘Request for Comment on IASB Discussion Paper Preliminary Views on Insurance Contracts’ – AASB

16 November Discussion Paper ‘Preliminary Views on Insurance Contracts’ – IASB
Auditing

15 September ISA 200 (Revised and Redrafted) ‘Overall Objective of the Independent Auditor, and the Conduct of an Audit in Accordance with International Standards on Auditing’ – IAASB
15 September ISA 500 (Redrafted), ‘Considering the Relevance and Reliability of Audit Evidence’ – IAASB
31 October ISA 510 (Redrafted) ‘Initial Audit Engagements – Opening Balances’, and proposed ISA 530 (Redrafted) ‘Audit Sampling’

30 November ISA 700 (Redrafted) ‘The Independent Auditor’s Report on General Purpose Financial Statements’, ISA 705 (Revised and Redrafted) ‘Modifications to the Opinion in the Independent Auditor’s Report’, ISA 706 (Revised and Redrafted) ‘Emphasis of Matter Paragraphs and Other Matter(s) Paragraphs in the Independent Auditor’s Report’, ISA 800 (Revised and Redrafted) ‘Special Considerations – Audits of Special Purpose Financial Statements and Specific Elements, Accounts or Items of a Financial Statement’ and ISA 805 (Revised and Redrafted) ‘Engagements to Report on Summary Financial Statements’, and

31 December (ISQC) 1 (Redrafted) ‘Quality Control for Firms that Perform Audits and Reviews of Financial Statement, and Other Assurance and Related Services Engagements’, and (ISA) 220 (Redrafted) ‘Quality Control for an Audit of Financial Statements’.
Ethics

14 September ED 04/07 APES 305 ‘Terms of Engagement’ – APESB

15 September ‘Proposed Revised Section 290 of the Code of Ethics for Professional Accountants, Independence – Audit and Review Engagements, and Proposed Section 291, Independence - Other Assurance Engagements’ – IESBA

9 October ED 05/07 APES 205 ‘Conformity with Accounting Standards’ – APESB
Other

5 September discussion paper ‘Implementation of Basel II: Capital Framework 8 Market Risk’, draft prudential standard and a prudential practice – APRA

12 September ‘Preface to IFAC’s International Management Accounting Statements and International Good Practice Guidance’ and proposed IMAS ‘Project Appraisal Using Discounted Cash Flow’ – IFAC

1 October  ‘Unlisted, unrated debentures – improving disclosure for retail investors’ – ASIC

MANAGE YOUR FINANCIAL REPORTING AND AUDITING RISKS

Using our Information and Advice Services

Briefings on contemporary financial reporting issues, the recently released legally backed auditing standards and APESB exposure drafts can be arranged with Colin Parker, a member of the AASB.  Professional advice on interpretation of accounting and auditing standards is available.  GAAP Alerts, e-GAAP Update and Australian GAAP can be repackaged to meet your internal financial reporting information needs.  Contact colin@gaap.com.au or 0421 088 611.

Your News and Sponsorship Opportunities

News, press releases and other submissions are most welcome.  There are sponsorship opportunities for ‘GAAP Alert’ and our website www.gaap.com.au.  Contact colin@gaap.com.au
Your Feedback is Important to Us

We would appreciate your feedback on the content and timeliness of GAAP Alert to ensure that we continue to meet your expectations contact colin@gaap.com.au
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