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

· Effect of Legally-backed Auditing Standards, Closer than You Think

· Financial Reporting Panel Ready to Go

· UIG June Agenda

· Understanding the Accounting Professional and Ethics Standards Board

· ED on Code of Ethics of Professional Accountants

· ASX Report on Corporate Governance Practice Disclosure
· Parker on the Public Sector and Financial Instruments

· IASB Releases ED on ‘Borrowing Costs’

· Last Chance for Business Breakfast Briefing on 30 June Reporting

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
EFFECT OF LEGALLY-BACKED AUDITING STANDARDS CLOSER THAN YOU THINK

The 33 legally backed Auditing Standards are operative for financial reporting periods commencing on or after 1 July 2006.  A number of the Auditing Standards may have an immediate impact, for example, new client engagements and revisions to terms of engagement for existing engagements.  No audit engagement should be commenced before the impact of the new Auditing Standards is understood and embedded into the practice.  Do not under-estimate the extent of the process and the short time in which the revised standards must be implemented.

The Auditing Standards apply to: an audit of a financial report for a financial year, or an audit or review of a financial report for a half-year, prepared in accordance with Part 2M.3 of the Act; an audit of a financial report prepared for any other purpose; or a review by the independent auditor of the entity, of interim financial reports, prepared for any other purpose.

It is time to start thinking about how to embed the new Auditing Standards into your audit practice.  The development of a strategy could include:

1. High level strategic briefing of partners and managers

2. Preparation of a project plan including identification of responsibilities, resources, timelines

3. Review the audit manual (e.g., encompasses all new requirements, appropriate referencing to new Standards, addendum of legally-backed requirements)

4. Update audit programs

5. Review internal policies and procedures

6. Update precedents

7. For those firms using audit manuals and programs based on international auditing standards identify and track differences from Australian Auditing Standards

8. Ensure that related developments are considered, e.g., new ethical standards from Accounting Professional and Ethical Standards Board that are proposed to be operative from 1 July 2006
9. Determine client communication strategy (including audit fee increases)

10. Perform quality assurance procedures to ensure that new requirements have been embedded

11. Revise internal quality assurance review programs for new requirements

12. Determine training requirements for partners, managers and professional staff, and

13. Conduct a post-implementation, revise policies and procedures, and conduct further training.

FINANCIAL REPORTING PANEL READY TO GO

The Parliamentary Secretary to the Treasurer, Chris Pearce, announced the appointment of Mr Paul Shannon as Chairman of the Financial Reporting Panel (FRP).  Other members are: Professor Michael Burgess, Mr Allen Craswell, Ms Brigid Curran, Mr Martin Fensome, Mr Ken McKenzie, Ms Ruth Picker, Mr Ted Rofe and Mr Greg Ward.  They have been appointed for three years on a part-time basis.

The FRP is established under the Corporate Law Economic Reform Program (Audit Reform and Corporate Disclosure) Act 2004 to resolve disputes between ASIC and a company in relation to the application of accounting standards in its annual financial reports.

Further members will be appointed to the FRP to ensure it has sufficient members to manage its workload and avoid any conflicts of interest.  The FRP is expected to begin hearing matters from July 2006.

UIG JUNE AGENDA

The UIG will hold its last meeting on 1 June.  Agenda items include: service concession arrangements; submission on the draft IFRIC due process handbook; draft rejected issue statement relating to subscriber acquisition costs in the telecommunications industry.  From 1 July matters of Interpretation will be solely the province of the AASB; the UIG is to be disbanded. 

UNDERSTANDING ACCOUNTING PROFESSIONAL AND ETHICS STANDARDS BOARD

The Accounting Professional and Ethical Standards Board (APESB), established by CPA Australia and the Institute of Chartered Accountants in Australia, is an independent body which sets the code of ethics and the professional standards by which their members are required to abide (refer GAAP Alert No.8/2005, November 2005).

The primary objectives of the APESB are to:

· In the public interest, develop and issue professional and ethical standards that apply to the members of the ICAA and CPA

· Provide an independent forum for the consideration, promulgation and approval of professional and ethical standards, and

· Establish the Secretariat.

The secondary objectives of the APESB are:

· Review the professional and ethical standards on a yearly cycle, and monitor the needs of the accounting profession and the public

· Ensure review of all matters proposed or developed by the Secretariat

· Refer matters to the Secretariat for research, direction and amendment

· Approve professional and ethical standards

· Table approved professional and ethical standards to the Boards of the professional bodies

· Make recommendations to the Boards on professional and ethical matters

· Issue Exposure Drafts

· Monitor the effectiveness of professional and ethical standards

· Ensure the standards approved do not adversely impact on the professional bodies’ ability to comply with IFAC’s and FRC requirements, and

· Conduct a post implementation review of new and amended professional and ethical standards within six months of issue.

The professional standards transferred to Accounting Professional and Ethical Standards Board (January 2006) include:
CPC Code of Professional Conduct

· CPC Sections A to E

· CPCF.1 ‘Professional Independence’

· CPCF.2 ‘Prospectuses and Reports on Profit Forecasts’

· CPCF.3 ‘Changes in Professional Appointments’

· CPCF.4 ‘Referrals’

· CPCF.5 ‘Opinion Requests’

· CPCF.6 ‘Professional Fees’, and

· CPCF.7 ‘Professional Statement F.7 - Incompatible Business’.
Miscellaneous Professional Practice Statements

· APS 1 ‘Conformity with Accounting Standards and UIG Consensus Views’

· APS 1.1 ‘Conformity with Auditing Standards’

· APS 2 ‘Terms of Engagement’

· APS 3 ‘Compatibility of Australian Accounting Standards and International Accounting Standards’

· APS 4 ‘Statement of Quality Control Standard’

· APS 5 ‘Statement of Quality Control for Firms’

· APS 6 ‘Statement of Taxation Standards’

· APS 7 ‘Statement of Insolvency Standards’

· APS 8 ‘Statement of Management Consulting Services Standards’

· APS 9 ‘Statement on Compilation of Financial Reports’

· APS 10 ‘Trust Accounts’

· APS 11 ‘Statement of Forensic Accounting Standards’, and

· APS 12 ‘Statement of Financial Advisory Service Standards’.

Joint Guidance Notes

· GN 1 ‘Members in Business Guidance Statement’

· GN 2 ‘Forensic Accounting’, and

· GN 3 ‘Operation of Trust Accounts’.
ED ON CODE OF ETHICS FOR PROFESSIONAL ACCOUNTANTS

The Accounting Professional and Ethical Standards Board (APESB) released an exposure draft of the ‘Professional Standard: Code of Ethics for Professional Accountants’, with comments sought by 19 June 2006.  The proposed code is to replace the ‘Joint Code of Professional Conduct’.  It establishes ethical requirements for all members of CPA Australia and the Institute of Chartered Accountants in Australia.  The revised Code is expected to be operative from 1 July 2006.

The structure and wording of the Code has been revised to align with the IFAC Code, and there are few changes from the previous code.  The main change is the addition of a requirement that a member in public practice who is asked to replace an existing accountant must have direct communication with the existing accountant in respect of audit engagements, and with member discretion for non-audit engagements.

The APESB has issued two exposure drafts:

· ED 2/06 ‘Quality Control of Firms’ (20 pages) issued in March with comments due by 15 May.  It is proposed to be effective from 1 July 2006, and will replace APS 5 ‘Statement of Quality Control for Firms’ (refer GAAP Alert No.14/2006, 14 April 2006), and

· Exposure Draft ‘Code of Ethics of Professional Accountants’ (87 pages) issued in May with comments due by 19 June.  It is proposed to be effective from 1 July 2006 and will replace the joint Code of Conduct.

ASX REPORT ON CORPORATE GOVERNANCE PRACTICE DISCLOSURE

The ASX released its ‘2005 Analysis of Corporate Governance Practice Disclosure’ of compliance with its Listing Rules and the ASX Corporate Governance Council’s (Council) 10 ‘Principles of Good Corporate Governance’ and 28 ‘Best Practice Recommendations’ that support the Principles.  Listed companies were continuing to improve their corporate governance reporting with overall reporting levels in 2005 higher than in 2004, with particularly strong improvements in key areas.

Companies are providing an explanation for non-adoption or describing an alternative practice (‘If not, why not’ rule), particularly in relation to: a majority of the board being independent directors (Recommendation 2.1); the board establishing a nomination committee (Recommendation 2.4); and the board establishing a remuneration committee (Recommendation 9.2).

Companies improved reporting on their practices in a number of specific areas:

· Establish a code of conduct (Recommendation 3.1) – increased from 78% to 90%

· Establish policies and procedures to ensure compliance with the Listing Rules (Recommendation 5.1) – increased from 79% to 92%

· Design and disclose a strategy for communicating with shareholders and encouraging participation at meetings (Recommendation 6.1) – increased from 82% to 91%, and

· Disclose the process for board and executive performance evaluation (Recommendation 8.1) – increased from 73% to 85%.

PARKER ON THE PUBLIC SECTOR AND FINANCIAL INSTRUMENTS

The CFO Magazine (May 2006) cover story ‘United at Last – The AASB has finally outlined a blue print for the Government Sector Reporting – But time will tell if this is the long-awaited silver bullet’ contains several quotes from Colin Parker, GAAP Consulting and a member of the AASB.

A recent addition to the ICAA’s website is a summary of AASB 7 ‘Financial Instruments: Disclosure’ by Colin Parker.  The article provides a useful guide on the practical issues concerning this standard, including its application and disclosure requirements under various financial instruments.  The article can be downloaded at http://www.icaa.org.au/tech/index.cfm?menu=319&id=A117681699. 
IASB RELEASES ED ‘BORROWING COSTS’

The IASB released for public comment proposals to improve the accounting treatment for borrowing costs that are set out in an Exposure Draft of ‘Proposed Amendments to IAS 23 Borrowing Costs’.  The Exposure Draft proposes to require an entity to capitalise borrowing costs directly attributable to the acquisition, construction or production of a qualifying asset as part of the cost of that asset.  The option of immediately recognising those borrowing costs as an expense would be removed.  The IASB has not reconsidered the other provisions of IAS 23.
The Exposure Draft results from the IASB’s comparison of IAS 23 ‘Borrowing Costs’ with the US standard SFAS 34 ‘Capitalisation of Interest Cost’.  The proposed amendments to IAS 23 would remove a major difference between the accounting treatments for borrowing costs under the two standards.  Comments on the Exposure Draft are sought by 29 September 2006.
The AASB will shortly release an Australian version on this Exposure Draft.

LAST CHANCE FOR BUSINESS BREAKFAST BRIEFING ON 30 JUNE FINANCIAL REPORTING

McLean Delmo & Partners is holding a Business Breakfast Briefing on Thursday 1 June 2006 (7.15am for a 7.30am start), Leonda by the Yarra, 2 Wallen Road, Hawthorn.  Colin Parker will present on ‘Managing Financial Reporting Risks for 30 June 2006’ with a ‘heads up’ on the key issues for your first AIFRS financial report.
McLean Delmo & Partners have extended an Invitation to you.  RSVP your acceptance to seminars@mcleandelmo.com.au.  There is no charge.  Over 70 participants have responded to the invitation.  Don’t miss out; it presents an excellent networking opportunity, not to mention a contemporary topic.
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

29 September ED ‘Proposed Amendments to IAS 23 Borrowing Costs’
Auditing

26 May ‘Auditor Rotation – ASIC Proposed Policy’ – ASIC

30 June ‘The Audit of Group Financial Statements’ – AUASB

30 June Proposed ISA 260 (Revised) ‘The Auditor’s Communication with Those Charged with Governance’ – AUASB
30 June Proposed IAS 705 ‘Modifications to the Opinion in the Independent Auditor’s Report’ and Proposed IAS 706 ‘Emphasis of Matter Paragraphs in the Independent Auditor’s Report’ – AUASB
30 September Proposed IAS 701 ‘The Independent Auditor’s Report on Other Historical Financial Information’ and Proposed ISA 800 ‘The Independent Auditor’s Report on Summary Audited Financial Statements’ – AUASB
Ethics

19 June ‘Code of Ethics of Professional Accountants’ – APESB

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 and APESB exposure drafts 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’.

Forthcoming e-GAAP Updates will address: Financial Reporting by Non-reporting under the Corporations Act’ and ‘Financial Reporting for 30 June 2006’.

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