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

· ED 151 ‘Australian Additions to, and Deletions from, IFRSs’ Extended
· Heritage Assets UK Proposals
· IFRIC Agenda for January Meeting

· Banker’s Report on IFRS from a Financial Stability Perspective

· IAASB Issues Four Clarity Auditing Standards

· IASB/FASB Conceptual Framework – Measurement

· IPSASB Public Sector Budget Disclosures

· IFAC Proposals on Practical Experience

· FRC Seeks Ethics Consultancy

· APRA Disqualifies Insurance Executive

· Tailored Training Courses

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
ED 151 AUSTRALIAN ADDITIONS TO AND DELETIONS FROM IFRS EXTENDED
The public comment deadline for ED 151 Australian Additions to, and Deletions from, IFRSs has been amended to 28 February (previously 31 January), with comments to be considered at the AASB’s March meeting.  It is still anticipated that the revised Standards will be issued before 30 June 2007.

IFRIC AGENDA FOR JANUARY MEETING
The agenda for the January meeting of the IFRIC includes:

· IFRIC Due Process Handbook – Report on Board discussion

· D20 ‘Customer Loyalty Programmes’ – Analysis of comment letters, and discussion re separate component approach and scope

· IAS 19 ‘Employee Benefits’ – Distinction between curtailments and negative past service costs

· IAS 39 ‘Financial Instruments: Recognition and Measurement’ – Definition of a derivative, indexation of own EBITDA or own revenue

· IAS 18 ‘Revenue’ – Revenue recognition in respect of initial fees

· IAS 38 ‘Intangible Assets’ – Treatment of catalogues and other advertising costs

· IAS 21 ‘The Effects of Changes in Foreign Exchange Rates’ – Hedging a net investment

· IAS 41 ‘Agriculture’ – Recognition and measurement of biological assets and agricultural produce
· Review of tentative agenda decisions published in November 2006 IFRIC Update: IAS 39 ‘Financial Instruments: Recognition and Measurement’ – Short trading; IAS 39 ‘Financial Instruments: Recognition and Measurement’ and IAS 27 ‘Consolidated and Separate Financial Statements’ – Financial instruments puttable at an amount other than fair value; and IAS 39 ‘Financial Instruments: Recognition and Measurement’ – Derecognition of financial assets, and

· Staff recommendations for tentative agenda decisions: IAS 17 ‘Leases’ – Sale and leasebacks with repurchase agreements; IAS 19 ‘Employee Benefits’ – Special wage tax; IAS 36 ‘Impairment of Assets’ – Identifying cash generating units in the retail industry; IAS 39 ‘Financial Instruments: Recognition and Measurement’ – Written options in retail energy contracts; and IAS 39 ‘Financial Instruments: Recognition and Measurement’ – Assessing hedge effectiveness of an interest rate swap in a cash flow hedge.

HERITAGE ASSETS UK PROPOSALS
The UK Accounting Standards Board (ASB) has issued an exposure draft ‘Accounting for Heritage Assets’ with the objective to improve the quality of the financial reporting of heritage assets for entities, such as museums holding collections of art, antiques and books, and also entities that own and manage landscape or buildings for their environmental or historical qualities.  The proposals will apply only to those entities that hold heritage assets to contribute to a principal objective of promoting knowledge and culture.

The proposals in Financial Reporting Exposure Draft (FRED) 40 require entities, wherever practical, to recognise collections of heritage assets at valuation in their annual accounts.  Where it is not practicable to obtain a valuation, the collection should not be recognised in the balance sheet.  Enhanced disclosures are required regardless of whether or not collections are recognised in the balance sheet.  Illustrative disclosures, including details of the nature and scale of heritage assets held and policies for their acquisition, preservation, management and disposal, are included.  Comments on FRED 40 are sought by 20 April 2007.

The topic of heritage assets is on the work program of the AASB.  With the proposed withdrawal of AAS 27, AAS 29 and AAS 31, heritage assets will come within the ambit of AASB 116 ‘Property, Plant and Equipment’.  As a longer-term solution, the AASB is looking to leverage off the work of the IPSASB, and in 2006 the AASB commented on an IPSASB Discussion Paper on Heritage Assets that was sourced from the UK.

BANKER’S REPORT ON IFRS FROM A FINANCIAL STABILITY PERSPECTIVE

In December 2006, The European Central Bank (ECB) published a report entitled ‘Assessment of Accounting Standards from a Financial Stability Perspective’ prepared by the ESCB Banking Supervision Committee (comprises representatives of the national central banks and banking supervisory authorities of the European Union and the ECB).  The Report identifies positive features and the areas of concern of the IFRS from a financial stability point of view.
The positive features include:

· Overall increase in comparability and transparency, which enhances the level playing field between financial institutions and strengthens market discipline

· Provision of early warning signals on exposures or risks, which is relevant both for the risk management function of financial institutions and for effective market discipline, and

· Use of a principles-based framework, which provides for an adequate degree of flexibility in implementation.

The concerns include:

· Reliability of ‘fair’ values: fair values should be accurately measured and appropriately documented so as to avoid an inappropriate upfront recognition of gains that are unrealisable, and behaviour that is based on accounting figures rather than on the underlying economic factors

· Economic basis for hedge accounting: the accounting framework should reflect the underlying economic situation and adequately take into account strictly documented risk management practices, as this would further encourage better risk management, and

· Provisioning: the provisioning regime should not be conducive to increasing pro-cyclicality, but should encourage the use of methods that are aimed at identifying credit losses already inherent in a particular credit portfolio at the present time.

The Report does not propose additional or alternative accounting standards, but aims at identifying the way in which they could satisfy more extensively the objective of financial stability.  The report can be downloaded from the “Publications” section of the ECB’s website (http://www.ecb.int/pub).
IAASB ISSUES FOUR ‘CLARITY’ AUDITING STANDARDS
The International Auditing and Assurance Standards Board (IAASB) has issued the first four final International Standards on Auditing redrafted as part of its comprehensive program to enhance the clarity of its standards.  The Australian Auditing and Assurance Standards Board will consider these are part of its future work program.  Australian Standards draw heavily on the ISAs. The new ISAs are: 

· ISA 240 ‘The Auditor's Responsibilities Relating to Fraud in an Audit of Financial Statements’
· ISA 300 ‘Planning an Audit of Financial Statements’
· ISA 315 ‘Identifying and Assessing the Risks of Material Misstatement Through Understanding the Entity and Its Environment’, and

· ISA 330 ‘The Auditor's Responses to Assessed Risks’.

The four redrafted ISAs have a provisional effective date for audits of financial statements for periods beginning on or after 15 December 2008.  While the final common effective date for all redrafted ISAs will be determined as the IAASB’s agenda progresses, it will not be earlier than 15 December 2008.

The IAASB also approved amendments to the ‘Preface to International Standards on Quality Control, Auditing, Review, Other Assurance and Related Services’ that establishes the conventions to be used by the IAASB in drafting future ISAs, and the obligations of auditors who follow those standards.  The amended Preface contains important statements about the authority of the IAASB’s standards.  To embed these within the ISAs themselves, the IAASB intends to revise ISA 200 ‘Objective and General Principles Governing an Audit of Financial Statements’ to incorporate relevant provisions of the amended Preface.  When ISA 200 is revised and exposed for public comment in 2007 respondents will be invited to comment on the material derived from the amended Preface in that new context.

A report developed by the IAASB staff on the status of the IAASB’s clarity project was also released summarising these and other developments.

IASB/FASB CONCEPTUAL FRAMEWORK – MEASUREMENT

The IASB/FASB have identified issues for the Measurement Phase of the Conceptual Framework Project that will be explored in a series of international roundtables.  The issues being discussed include:
Measurement Bases – Definition & Properties (Milestone I)

· What are the measurement basis candidates?

· How are the measurement bases defined?

· What are the basic properties of the measurement bases?  How does each basis relate to prices and values, the building blocks of economic decisions?  What is the basic time orientation of each measurement basis?

· Are the measurement bases appropriate for both assets and liabilities?

· Are there any measurement basis candidates that should be eliminated from consideration for evaluation in Milestone II?

Measurement Bases – Evaluation Using Qualitative Characteristics (Milestone II)

· Are the measurement bases relevant to economic resource allocation decisions?

· Can the measurement bases be used to create faithful representations of assets and liabilities that can be verified?

· Would using the measurement bases contribute to comparability?

· Would using the measurement bases contribute to understandability?

· Are there concepts in addition to the qualitative characteristics that should be used to evaluate the measurement bases?  (For example, capital maintenance and scientific measurement concepts)  If so, how do the bases fare against them?

Measurement Bases – Conclusions and Application (Milestone II1)

· Given the individual evaluations in Milestone II, how do the measurement bases compare with one another?  Can they be ranked according to their overall satisfaction of the qualitative characteristics?

· Should one measurement basis be used for all financial statement purposes, or could different bases be used for different purposes (for example, initial vs. subsequent measurement, assets vs. liabilities, and different types of assets or liabilities)?

· Should the same basis (bases) used for financial statements also be used for other aspects of financial reporting, or could different bases be used outside the financial statements?

· What are the practical problems of using the selected basis (bases)? Should the problems preclude their use in some or all situations? Are there ways to address those problems without diminishing the relevance, representational faithfulness, comparability, and understandability of financial reporting representations that use the basis (bases)?

· What can standard setters, preparers, and auditors do to improve the quality of accounting measurements that use the selected basis (bases)?
A discussion paper on measurement will be released by the IASB in the first half of 2007; the AASB will issue this paper in the Australian context.

IPSASB STANDARDS ON PUBLIC SECTOR BUDGET DISCLOSURES
The International Public Sector Accounting Standards Board (IPSASB) has released International Public Sector Accounting Standards (IPSASs) that identify disclosures to be made by governments and other public sector entities that make their approved budgets publicly available.  These disclosures will improve accountability by helping readers to compare budget amounts with actual amounts arising from carrying out the budget.

IPSAS 24 ‘Presentation of Budget Information in Financial Statements’ applies to entities that adopt the accrual basis of financial reporting.  In addition, the cash basis IPSAS ‘Financial Reporting under the Cash Basis of Accounting’ has been updated to include both required and encouraged disclosures that apply to entities that adopt the cash basis of financial reporting.

Both standards require that a comparison of budget and actual amounts for the reporting period be included in the financial statements.  They also require explanations for material differences between the budget and actual amounts in the notes to the financial statements or in a separate report issued in conjunction with those statements.

IPSAS 24 and ‘Financial Reporting under the Cash Basis of Accounting’ can be downloaded free-of-charge from the IFAC online bookstore: http://www.ifac.org/store.

IFAC PROPOSALS ON PRACTICAL EXPERIENCE
The International Accounting Education Standards Board (IAESB) is proposing new guidance to help IFAC member bodies (including ICAA, CPAA and NIA) develop practical experience programs for accounting students, recognising the importance of a period of practical experience to the training of new accountants.  The proposed new International Education Practice Statement (IEPS) ‘Practical Experience Requirements – Initial Professional Development for Professional Accountants’ is designed to help accounting students develop the professional knowledge, skills, values, and attitudes required of professional accountants.  The exposure draft may be viewed at http://www.ifac.org/EDs.

The proposed IEPS provides guidance on the implementation of International Education Standard (IES) 5 ‘Practical Experience Requirements’, including an illustrative practical experience framework setting out the areas of professional knowledge and professional skills that the IAESB believes are relevant for all professional accountants.

The proposed IEPS is also designed to guide member bodies in working with mentors and employers to put in place practical experience programs that assist accounting students in developing and demonstrating the competence required for qualification as a professional accountant.  Specific guidance is also included on the role of the mentor, recording and assessing practical experience, and working effectively with employers.

Comments on the exposure draft are sought by 31 March 2007, and may be submitted by email to edcomments@ifac.org.  It is envisaged that the Australian professional Standards and Ethics Board will consider these proposals in the Australian context.

FRC SEEKS ETHICS CONSULTANCY

The Treasury on behalf of the FRC is seeking tenders for the provision of consultancy services that requires the evaluation of how professional and business ethics are applied by accounting firms.  The FRC envisages that the consultancy will consider the Big Four Firms and two or three firms immediately below the Big Four.  The successful consultant is required to prepare a report detailing their findings, including recommendations for further actions that could be considered by the FRC.

Tender close 2.00 pm on Thursday 18 January 2007.  Full tender documentation (TSYRFT 018/06) is available at www.tenders.gov.au.  For further information concerning the consultancy, contact Les Pascoe, FRC Secretariat, lpascoe@treasury.gov.au.

APRA DISQUALIFIES INSURANCE EXECUTIVE

APRA has announced the disqualification of Mr Florian Salzgeber from being or acting as a director or senior manager of a general insurer, authorised non-operating holding company or agent of a foreign general insurer.  Mr Salzgeber was an executive of Zurich Australia Insurance Limited (ZAIL) and Zurich Financial Services Australia Limited (ZFSA) from January 1999 to May 2003, and a member of their financial team responsible for capital management and APRA reporting.

On 25 May 2005 APRA accepted an enforceable undertaking from ZAIL and ZFSA arising from two financial reinsurance transactions with General & Cologne Re Group Australia (GCRA) that were undertaken in 2000.  The transactions resulted in ZAIL’s profits in 2000 being overstated by $61 million with the effect that ZAIL appeared to meet the regulatory solvency requirement when it did not.

Mr Salzgeber was the holder of a senior manager role at ZAIL/ZFSA within the meaning of the general insurance prudential standard GPS 220.  APRA found that Mr Salzgeber knowingly acted on improper directions from others in ZAIL and ZFSA, and caused the auditors of ZAIL and ZSFA to be misled as to the true nature of the GCRA financial reinsurance transactions.  APRA concluded that Mr Salzgeber did not demonstrate the requisite ‘integrity in the conduct of business duties’ as required in the prudential standard.  APRA is continuing to consider the fitness and propriety of other individuals involved with these transactions.

TAILORED TRAINING COURSES

In addition to our GAAP and GAAS publications and independent advisory services, personalised professional training courses can be arranged on many contemporary topics, including:

Financial Reporting

· New Accounting Standards – Financial Instruments Disclosure and Segments

· Amending Accounting Standards and New Interpretations

· Financial Reporting for SMEs and NFPs

· Contemporary financial reporting issues, including ASX surveillance and policies, Financial Reporting Panel, and Exposure Drafts

· Corporations Law Developments

· Refresher courses on individual Accounting Standards

Auditing

· Understanding the New Legally-backed Auditing Standards Regime

· Audit Independence

· ASIC Reviews and CALDB Findings

· New and revised Ethical Standards from APES

· Quality Control Standards and Reports

· Lessons for Australian Auditors from UK Audit Enquiries

· New Pronouncements from the AUASB

· Review of individual Auditing Standards

· Impact of Legally-backed Auditing Standards on Directors and Preparers

Corporate Governance

· Revised ASX Corporate Governance Rules and Findings

· ASIC and APRA Governance Lessons

· International Governance Developments – Lessons for Directors, and

· Contemporary Issues in Governance.

Contact colin@gaap.com.au to book training sessions to meet your needs.  Colin is also available for presentations to Boards and Audit Committees on contemporary issues.  Other courses can be developed to meet your individual requirements.

OUTSTANDING EXPOSURE DRAFTS

Accounting

19 January ‘Corporate & Financial Services Regulation Review’ Proposals Paper – Treasury

27 February ED 30 ‘Impairment of Cash-generating Units’ – IPSASB
27 February ED 31 ‘Employee Benefits’ – IPSASB

28 February ED 151 ‘Australian Additions to, and Deletions from, IFRSs’ – AASB

31 March ED 32 ‘Financial Reporting under the Cash Basis of Accounting – Disclosure Requirements for Recipients of External Assistance’ – IPSASB

2 March Discussion Paper ‘Fair Value Measurements’ – AASB

2 April Discussion Paper ‘Fair Value Measurements’ – IASB

Auditing

15 February ISA 320 (Revised and Redrafted) ‘Materiality in Planning and Performing an Audit’ – IAASB

15 February ISA 450 (Redrafted) ‘Evaluation of Misstatements Identified during the Audit’ – IAASB
15 February ISA 450 ISA 260 (Revised and Redrafted) ‘Communication with Those Charged with Governance’ – IAASB
31 March ISA 230 ‘Audit Documentation’, ISA 560 ‘Subsequent Events’, ISA 610 ‘The Auditor's Consideration of the Internal Audit Function’, and ISA 720‘Reading Other Information in Documents Containing Audited Financial Statements’ – IAASB
30 April ISA 540 ‘Auditing Accounting Estimates, Including Fair Value Accounting Estimates, and Related Disclosures’, and ISA 580 Written Representations’ – IAASB

30 April ‘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)
Corporate Governance

9 February 2007 ‘Principles of Good Corporate Governance and Good Practice Recommendations’ – ASX Corporate Governance Council

Other

31 March 2007 ‘Practical Experience Requirements – Initial Professional Development for Professional Accountants’ – IAESB

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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