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

· ED 149 ‘Borrowing Costs’ Released

· ED on ‘Revisions to Conformity with Auditing and Assurance Standards’

· AASB June Agenda

· Vale UIG and Hello AASB Interpretations

· APRA Finalises Prudential Approach to AIFRS

· Business Planning Guide for SMEs

· Continuous Disclosure Charges

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
ED 149 ‘BORROWING COSTS’ RELEASED

As foreshadowed in GAAP Alert 19/2006 the AASB released ED 149 ‘Proposed Amendments to AASB 123 Borrowing Costs’, which contains the IASB’s ED of Proposed Amendments IAS 23 Borrowing Costs with comments sought by 21 August 2006.

The ED proposes the removal of the option in IAS 23, and consequently AASB 123, of recognising borrowing costs immediately as an expense, to the extent that they are directly attributable to the acquisition, construction or production of a qualifying asset. The removal of the option to expense borrowing costs attributable to qualifying assets is aimed at converging, in the short-term, IASB Standards and US GAAP.

Removing the expensing option creates a convergence difference from Government Finance Statistics that impact on the AASB’s project on reporting by General Government Sectors.

ED ON REVISIONS ‘CONFORMITY WITH AUDITING AND ASSURANCE STANDARDS’

The Australian Professional and Ethical Standards Board (APESB) released ED 3/06 ‘Conformity with Auditing and Assurance Standards’ proposing revisions to the Miscellaneous Professional Statement APS 1.1.  Comments are sought by June 26.  It is proposed that the revised APS 1.1 be operative from 1 July 2006.

The objective of this Standard is to establish the responsibilities of Members in relation to compliance with the Auditing and Assurance Standards, in the conduct of all audit engagements (whether of financial or non-financial information), review engagements, other assurance engagements, and related services.

The changes proposed reflect the impact of obligations arising from the new ‘force of law’ AUASB Standards that take effect from 1 July 2006.  The new auditing standards apply to all audit and assurance engagements, not just to financial report audits under the Corporations Act.

AASB JUNE AGENDA

The agenda for 7th and 8th June meeting of the AASB includes:

· Strategy/Business Plan

· GAAP/GFS Convergence: Consider draft Standard

· Heritage Assets: Consider draft submission on IPSASB Consultation Paper

· Review of Aus paragraphs in AIFRSs: Consider status of requirements

· Non-Exchange Revenue: Consider draft submission on IPSASB ED 29

· Measurement on Initial Recognition: Consider draft submission on IASB Discussion Paper

· UIG Report

· Financial Instruments Puttable at Fair Value: Consider IASB draft ED, and

· Administered Items: Consider issues re scope and application of draft ED.

VALE UIG AND HELLO AASB INTERPRETATIONS

The UIG continued its discussions on the IFRIC project on service concessions; advanced a draft submission on the IFRIC Due Process Handbook; and attended to the work program in its transition to the AASB.
From the end of June 2006 the UIG will be disbanded.  The AASB will consider directly the adoption of IFRIC Interpretations in Australia, and the development of any domestic Interpretations.  Where necessary, AASB deliberations on issues of interpretation will be assisted by advisory panels.
Draft IFRIC Due Process Handbook

A draft submission on the IFRIC Due Process Handbook was discussed, with the following points raised:

· The IFRIC Agenda Committee process was supported, but with more transparency through public meetings

· A limit on the number of meetings at which an issue could be considered by the Agenda Committee

· The need for a status report at IFRIC meetings of issues under consideration by the Agenda Committee

· Enhancing the composition of the IFRIC Agenda Committee with fewer members from the major international accounting firms and more from other constituencies, and

· A simple majority of the IFRIC voting membership (i.e., seven or more votes) should be required for an Interpretation to be approved.

Work Program/Issue Proposals

The disposition of the work program is:

· Petroleum Resource Rent Tax: The UIG decided that an Issue Proposal concerning the Australian Petroleum Resource Rent Tax (PRRT) should be addressed by the AASB.  The IFRIC had decided not to consider the general issue of such rent tax in the context of IAS 12 ‘Income Taxes’

· Renewable energy certificates and similar Australian schemes: Given the withdrawal of Interpretation 3 ‘Emission Rights’ in 2005, it was considered that the issue should be addressed by the AASB if significant diverse practice developed.

· Superannuation taxes: The impact of superannuation taxes should be referred to the IFRIC

· Employee share loan plans where the loan is recourse only to the shares: The existing agenda rejection statement should be clarified by the AASB, or a new statement added, to note that in substance the arrangement is the grant of call options to employees, and

· Subscriber acquisition costs in the telecommunications industry: A draft rejection note was discussed and it was confirmed that Interpretation 1042 ‘Subscriber Acquisition Costs in the Telecommunications Industry’ was consistent with AASB 118 ‘Revenue’.

The views of UIG members will be considered by the AASB when deciding the outcome of issue proposals and whether to include current agenda topics on its own work program.  The AASB also finalises Australian issue rejection statements.

APRA FINALISES PRUDENTIAL APPROACH TO AIFRS

APRA released revised prudential standards and guidance notes to reflect its prudential approach to the adoption of AIFRS by authorised deposit-taking institutions (ADIs) that apply from 1 July 2006.  The main changes to prudential standards impact: Tier 1 capital, securitised assets, fair value measurement, cash flow hedges, property, ‘Available for sale’ assets; estimated future credit losses; employer sponsored defined benefit superannuation fund surplus, and Intangibles.
Institutions expecting their total capital to be reduced by these changes may seek transition relief until 1 January 2008.  New Tier 1 capital limits come into effect on 1 January 2008.  Institutions expecting that their Innovative Tier 1 capital will exceed the proposed limit of 15% of net Tier 1 capital as at that date may apply to APRA for a two-year transition period, until 1 January 2010.

Similar changes to the prudential standards for general insurers will be introduced following the completion of consultation on APRA’s general insurance ‘Stage 2’ reforms dealing with capital, assets in Australia and custodian arrangements.  These particular reforms are expected to take effect around the end of 2006.

Tier 1 capital:  APRA de-coupled the definition of capital instruments eligible for Tier 1 capital from Australian accounting standards that permits certain instruments that could be classified as liabilities under AIFRS to be included in capital.

New Tier 1 capital categories and limits introduced: Fundamental Tier 1 – a minimum of 75% of net Tier 1 capital; Residual Tier 1 – a limit of 25% of net Tier 1 capital; and Innovative Tier 1 – a sub‑category of Residual Tier 1 capital, limited to 15% of net Tier 1 capital.

Non-innovative instruments included in Residual Tier 1 capital comprise non-cumulative irredeemable preference shares without innovative capital features.  They can include instruments that contain conversion features that are set at the time of issuance.

Other changes to Tier 1 capital involve: limits to be calculated net of deductions, rather than on a gross basis as previously; enhanced loss absorption criteria for Innovative Tier 1 and Upper Tier 2 capital instruments; and direct issuance of Innovative Tier 1 capital instruments to be allowed.  Issuers may continue to use special purpose vehicles (SPVs) but all instruments issued through an SPV will continue to be classified as Innovative Tier 1 capital.

Securitised assets:  The assessment of securitised assets for capital adequacy purposes has been de-coupled from the accounting treatment.

Fair value measurement:  The use of fair value measurement for illiquid financial instruments in the banking book has been restricted.  For regulatory capital purposes, ADIs are required to eliminate any unrealised fair value gains and losses arising from changes in an ADI’s own creditworthiness.

Cash flow hedges:  From the definition of Tier 1 and Tier 2 capital has excluded cumulative gains and losses on cash flow hedges that are recognised directly in equity.

Investment Property:  Introduced a consistent regulatory capital treatment for owner-occupied and investment property; an amount of 45% of pre-tax revaluation reserves on owner-occupied property or fair value gains on investment property is allowed in Upper Tier 2 capital, subject to meeting certain conditions.

‘Available for sale’ assets:  Introduced a consistent regulatory capital treatment for ‘available for sale’ securities; an amount of 45% of pre-tax revaluation reserves on securities is allowed in Upper Tier 2 capital, subject to meeting certain conditions.

Estimated future credit losses:  On adoption of IFRS, ADIs cannot raise general provisions for expected, but not incurred loan losses.  APRA requires ADIs to create a general provision called ‘General Reserve for Credit Losses’ as a buffer against potential (but not certain) credit losses that are intrinsic to the overall business of the ADI.  Such a reserve is treated as forming part of Upper Tier 2 capital.  APRA has also made a number of AIFRS-related changes to the prudential standard and guidance notes on credit quality to deal with impairment of facilities and provisioning.

Employer sponsored defined benefit superannuation fund surplus:  APRA does not permit a fund surplus to be recognised as an asset for capital purposes, unless the employer sponsor can demonstrate unrestricted and unfettered access to the surplus in a timely manner.

Intangibles.  All items defined as ‘intangible’ under Australian accounting standards, as well as certain capitalised expenses (and capitalised transactions costs) defined in AGN 111.4 Capital Deductions, continue to be deducted from Tier 1 capital.

BUSINESS PLANNING GUIDE FOR SMEs

The International Federation of Accountants' released ‘Business Planning Guide: Practical Application for SMEs’ that provides guidance on developing a business plan for small and medium entities, including how to develop a corporate values statement and manage business risks. The paper describes how the business plan may serve as a performance tool on an ongoing basis and support a business in obtaining external funding. It also includes a checklist and a practical example of the structure of a business plan.

CONTINUOUS DISCLOSURE CHARGES

Former Deputy Executive Chairman, Mr Steven Irvine Hart, and former Managing Director, Mr Richard Melvyn Hayter, of failed accounting group, Harts Australasia Limited (Harts Australasia), have each been charged with one count of being knowingly concerned in Hart Australasia’s failure to keep the market informed of the group’s unexpected loss of $9.7 million in 2001.

In May 2000, Harts Australasia listed on the ASX after raising $30 million from a prospectus lodged with ASIC.  The prospectus forecast a net profit after tax of $12.381 million for the year ending 30 June 2001.  On 25 January 2001, Harts Australasia released a revised financial outlook to the ASX anticipating a half yearly loss of $9.7 million to 31 December 2001.

ASIC alleges that in failing to keep the market informed of the company’s true financial state, Mr Hart and Mr Hayter breached their continuous disclosure obligations as required under the Corporations Act and the ASX listing rules.  The matter will return to the Court on 23 June 2006.

OUTSTANDING EXPOSURE DRAFTS

Accounting

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

21 August ED 149 ‘Proposed Amendments to AASB 123 Borrowing Costs’ – AASB

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

Auditing

26 June ED 3/06 ‘Conformity with Auditing and Assurance Standards’ – AUASB
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

Arrange Your Own Briefings

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.  Contact colin@gaap.com.au or 0421 088 611.

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
Please forward this GAAP Alert to a colleague for their information and use.  GAAP Alert registrations can be made directly at http://www.gaap.com.au.
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