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

· AASB October Meeting Agenda

· IASB September Meeting Highlights

· IFRIC September Meeting Highlights

· AUASB ED on Reviews

· Mining Chairman Guilty of Making False Statements
· ASIC Charges Directors over IPO
· Taxation of Financial Arrangements (TOFA)

· Dixon Speaks on Financial Instruments

· Training and Briefing Services Available

· Outstanding Exposure Drafts, and

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

The agenda for 3-4 October meeting of the AASB includes 

Joint Meeting: AASB and FRSB (New Zealand)

· Compliance with IFRSs

· Differential Reporting/SMEs

· Insurance Contracts

· IPSASB Report and Issues

· Policy on Modifying IFRSs for NFPs/PBEs and Adopting IPSASs

· NZ/Australia Convergence (NFP/PBE paragraphs)

· Non-exchange Income

· IASB/FASB Conceptual Framework, and

· Business Combinations (NFP issues).

AASB

· Differential Reporting/SMEs Consider submission on IASB Exposure Draft

· GAAP/GFS Harmonisation Consider proposed Standard for approval

· Review of AAS 27, AAS 29 and AAS 31: Consider submissions on ED 156, and

· Interpretations: Consider Submissions to IFRIC on D21 and D 22.

IASB SEPTEMBER MEETING HIGHLIGHTS

Highlights from the IASB meeting held on 18-21 September included:

Annual Improvements Process:  Considered issues arising from the ballot review process of the proposed exposure draft (scheduled for release in October).  In relation to the reclassification of financial instruments into or out of the category ‘at fair value through profit or loss’, confirmed the wording of IAS 39 ‘Financial Instruments: Recognition and Measurement’ (para.50) that the classification of non-derivative financial instruments as held for trading, and accounted for at FVTPL should be available only at initial recognition and not subsequently.  In relation to replacement of the term ‘fall due’ with ‘expected to be settled’, agreed to amend the proposed improvement to focus on the timing of the employee’s entitlement to the benefit, rather than the expected timing of the employee’s use of the benefit.

IFRS for SMEs:  Decided to extend the deadline for comments on the proposed IFRS for SMEs to 30 November 2007.

Conceptual Framework:  Discussed two phases of the revised conceptual framework.  A Discussion on Phase D ‘Reporting Entity will be issued shortly.  In relation to the proposed exposure draft Phase A ‘Objective and Qualitative Characteristics of Financial Reporting’ decided that the objective of general purpose external financial reporting is to provide financial information about the reporting entity that is useful to current and potential investors and creditors and others in making decisions in their capacity as capital providers.

The proposed exposure draft should include:

· Basic perspective underlying financial reporting is the reporting entity that involves reporting on the entity’s resources (assets), the claims on the entity’s resources (liabilities and equity), and the changes in them

· Primary user group comprises those who have a claim (or a potential claim) on the entity’s resources, i.e., its present and potential equity investors and creditors (‘capital providers’).  Other potential users may benefit from financial reporting information, but they are not the focus of the objective

· Primary user group is interested in financial information as it useful in the decision making of investors and creditors in their capacity as capital providers, and

· Decisions made by investors and creditors include resource allocation decisions as well as decisions relating to protecting or enhancing their claim on the resources of an entity.

Short-term Convergence EPS:  Decided that shares subject to a repurchase should be viewed as a separate class of ordinary shares and that the two-class method should be applied in the calculation of EPS.

Post-employment Benefits (Draft Discussion Paper):  Continued discussion on the definitions of benefit promises, measurement of the defined return promises, and distinguishing between defined return and defined benefit promises and measurement of benefits in the payout and deferment phases.

Financial Instruments Puttable at Fair Value and Obligations arising on Liquidation:  Decided to make two changes to the criterion in the exposure draft that the puttable financial instrument’s right to a pro rata share of the net assets of the entity is neither limited nor guaranteed, to any extent, before or at liquidation;

· Require the total cash flows over the life of the puttable instruments to be based substantially on the earnings or change in net assets of the entity, and

· That no other contract represents the residual interest in the entity.

Redeliberated several other issues, and tentatively decided that:

· Accounting for mandatory dividends will not be addressed

· Derivatives on puttable instruments and instruments with an obligation arising on the liquidation of an entity will not be classified as equity

· Puttable instruments that are mandatorily redeemable on death or retirement are within the scope of the proposed amendment, and

· The proposed amendment will have an effective date of 1 January 2009, with early adoption permitted.

IFRS 1 Amendments re Cost of an Investment in a Subsidiary:  In relation to deemed cost, decided that, unless its net asset approach addresses the respondents concerns, deemed cost could be measured as the carrying amount of the investment under previous GAAP.  Decided to extend the deemed cost exemption on transition to IFRSs to the initial measurement in the parent’s separate financial statements of investments in associates and interests in joint ventures.

Decided to amend IAS 27 ‘Consolidated and Separate Financial Statements’ to remove the definition of the cost method (from paragraph 4) and to require a parent to recognise as income in its separate financial statements all dividends it receives from a subsidiary and to assess for impairment the carrying amount of its investment in that subsidiary (in accordance with IAS 36 ‘Impairment of Assets’) upon receipt of such a dividend.  These proposed changes are to be re-exposed.

These decisions will in due course affect the work program of the AASB, given the decision to adopt IFRS in Australia.

IFRIC SEPTEMBER MEETING HIGHLIGHTS

Highlights from the IFRIC meeting held on 6-7 September 2007 included:

IAS 18 ‘Revenue’ – Customer Contributions:  Decided that the scope of proposed Interpretation should be extended to include contributions of cash that the entity is required to use to acquire or construct an item of property, plant and equipment to be used to provide access to a service to the customer.  Concluded that the receipt of a cash contribution should be accounted for in the same way as the receipt of an item of property, plant and equipment as both produce substantially similar economic effects.  A draft Interpretation is to be developed for consideration at a future meeting.

IAS 27 ‘Consolidated and Separate Financial Statements’ – Non-Cash Distributions:  Decided that accounting for all dividends payable should be determined under IAS 37 ‘Provisions, Contingent Liabilities and Contingent Assets’, regardless of the types of assets to be distributed.  Accordingly, an entity would be required to consider the fair value of the assets to be distributed in determining the best estimate of the dividend payable.  When an entity makes the distribution that settles the liability and results in its losing control over the assets distributed, any difference between the carrying amount of the liability for the dividend payable and the carrying amount of the assets distributed should be recognised in comprehensive income.  Decided on various scope exclusions.

IFRS 2 ‘Share-based Payment’ – Group Cash-settled Share-based Payment Transactions:  Decided to amend IFRIC 11 IFRS 2 – Group and Treasury Share Transactions so that following cash-settled share-based payment arrangements should be within the scope of IFRS 2 ‘Share-based Payment’:

· Arrangement 1 – The employees will receive cash payments that are linked to the price of the equity instruments of the entity; and

· Arrangement 2 – The employees will receive cash payments that are linked to the price of the equity instruments of the parent of the entity.

A further issue to the Interpretation is to be included, i.e., specify how these arrangements should be accounted for in the financial statements of the entity that receives services from employees.

IAS 39 ‘Financial Instruments: Recognition and Measurement’ – Paragraph AG33(d)(iii) and Scope of paragraph 11A:  Agreed that resolution of these issues will require amendment of IAS 39, and should be referred to the IASB.

IFRIC Agenda Decisions:  Decided to remove the following issues from its agenda:
· IAS 18 ‘Revenue’ – Guidance on Identifying Agency Relationships

· IAS 19 ‘Employee Benefits’ – Post-employment benefits re Benefit allocation for Defined Benefit Plans, and

· IAS 39 ‘Financial Instruments: Recognition and Measurement’ – Hedging Future Cash Flows with Purchased Options.

The IFRIC considered that an issue in relation to IFRS 5 ‘Non-current Assets Held for Sale and Discontinued Operations’ – Disclosures could be resolved through an amendment to clarify IFRS 5 rather than by an Interpretation.

Tentative Agenda Decisions:  IFRIC decided not to add the following items to its the agenda:

· IAS 19 ‘Employee Benefits’ – ‘Changes to a Plan caused by Government’

· IAS 19 ‘Employee Benefits’ – ‘Death in Service’ Benefits, and

· IAS 19 ‘Employee Benefits’ – Treatment of Employee Contributions.

AUASB RELEASES ED ON REVIEWS

An exposure draft ASRE 2400 ‘Review of Financial Reports and Other Historical Information’ has been released by the AUASB.  This proposed standard modernises the existing standard, AUS 902, to align it with other related assurance standards and clarifies the assurance practitioner’s obligations when conducting reviews.

Auditors will no longer be required to use auditing standard AUS 902 ‘Review of Financial Reports’, but will use either ASRE 2400 (Part A or Part B) or ASAE 3000 ‘Assurance Engagements Other Than Audits or Reviews of Historical Financial Information’, depending on the circumstances.  ASRE 2400 is to be used as follows:

· Part A will be used to review an interim financial report (by a practitioner who is not the auditor of the entity);

· Part A is also to be used to review a financial report for a period of 12 months or more; and

· Part B will be used to review historical financial information other than a financial report.

ASAE 3000 (July 2007) is to be used for assurance engagements, including reviews, other than those of historical financial information, which are conducted under ASRE 2400.  Comments should be forwarded to the AUASB by no later than 31 October 2007 via email to edcomments@auasb.gov.au.

MINING CHAIRMAN GUILTY OF MAKING FALSE STATEMENTS
Mr Anthony Rechner, the Chairman of Perth-based mining exploration company, Eagle Bay Resources NL, has been found guilty on four charges that were laid following an investigation by ASIC.  The charges relate to a number of false and misleading statements made by Mr Rechner in respect of Eagle Bay’s ‘Myall Creek Gold Project’, located 25 kilometres north of Whyalla, South Australia.  ASIC alleged, amongst other things, that an announcement made by Eagle Bay to the ASX on 10 September 2003 and an associated media release issued by Eagle Bay on the same date were materially misleading.

ASIC further alleged that comments made by Mr Rechner to the ASX, and in its media release about the presence of copper and gold at the Myall Creek site, were not substantiated by the results of a drilling program undertaken four months earlier.

The jury found Mr Rechner guilty of four charges of making materially misleading statements or statements that he ought reasonably to have known were materially misleading at the time they were made.  On 16 further charges laid following ASIC’s investigation, Mr Rechner was found either not guilty or that there was no case to answer.

Mr Rechner is automatically disqualified from being a company director for five years.  Mr Rechner has been sentenced to 16 months jail, fully suspended, upon entering into a bond in the amount of $50,000 to be of good character for a period of two years.

In sentencing, Judge Mazza noted that the integrity of the market is put at risk by conduct such as that of Mr Rechner, and that he had escaped jail by the barest of margins.  He further noted that people in charge of companies must understand they must be scrupulous in the information they provide to the market.

ASIC CHARGES DIRECTORS OVER AN IPO

ASIC has laid charges against the former directors of gold exploration company, Chameleon Mining NL (CHM), for allegedly providing false and misleading information in relation to an Initial Public Offering (IPO).  Mr Landan Roberts, New South Wales, and Mr Gregory Barnes, Western Australia, face charges relating to providing false and misleading information to the ASX Limited and the company’s auditor between July 2003 and December 2004.

ASIC alleges that Messrs Roberts and Barnes made false or misleading representations concerning $3 million purportedly raised by CHM during an IPO in 2003.  As part of its IPO, CHM represented that it had issued 15 million shares to Zenith Development Company Limited (Zenith) and A.C.N 103850406 Pty Ltd (ACN) in consideration for $3 million.  ASIC alleges that CHM did not receive payment for the shares issued to Zenith and ACN, and that Messrs Roberts and Barnes continuously represented to the ASX and CHM’s auditors that CHM had the $3 million as cash or that it lent the $3 million back to Zenith and ACN.
TAXATION OF FINANCIAL ARRANGEMENTS (TOFA)

The Minister for Revenue and Assistant Treasurer, Peter Dutton, introduced a Bill into Parliament dealing with the tax treatment of financial arrangements.  This Bill, which represents the final stages (stages 3 and 4) of reforms to the taxation of financial arrangements (TOFA), modernises the accruals and realisation rules as they apply to financial arrangements.  The Bill will also introduce four new elective regimes.  The earlier stages of TOFA included reform of the debt/equity borderline and reform to the tax laws dealing with foreign currency gains and losses.

The Bill contains rules that cover tax-timing treatments for financial arrangements and character hedging rules that are designed to minimise tax-timing and character mismatches.  Firms may have hedging arrangements designed to insulate them from risks that are made ineffective by current tax arrangements.  This measure addresses the problem for a large range of instruments by allowing the hedging instrument to have the same tax treatment as the underlying item being hedged.

Eligible taxpayers may also elect to have financial arrangements taxed on a fair value or retranslation basis, or elect to rely on their financial reports for taxation purposes.  These measures will reduce compliance costs by allowing a closer alignment between financial accounting and tax.  Taxpayers to which the Bill applies, who do not make these elections, will instead apply the modernised accruals and realisation rules.

The aggregated turnover threshold for mandatory entry into the regime is $100 million for non-financial entity taxpayers.  Financial entities will be subject to an aggregated turnover test of $20 million.  This turnover threshold for non-financial entity taxpayers will ensure that the measure applies only to taxpayers with sophisticated financial arrangements.

The Bill includes an elective start date of the 2008-09 income year and a general start date from 2009-10.  Consequential amendments, particularly dealing with the interaction of TOFA and the tax consolidation rules, would be introduced into Parliament prior to 1 July 2008.

GRANT THORTON BACK IN WA

Grant Thornton announced its intention to join forces with Bentleys MRI Perth, to strengthen its presence in West Australia and reinforce the reach of the Grant Thornton national network.

Bentleys MRI Perth will become the Perth office of Grant Thornton Australia.  Bentleys MRI Perth has 12 directors and over 105 staff.  It is one of Australia’s leading business advisors to the aged care sector, and one of the largest audit and assurance practices in Perth, outside the Big 4.

Established in 1964, Bentleys MRI Perth Pty Ltd is an independent firm of Chartered Accountants and Business Advisors.  The majority of its clients are Western Australia-based businesses and individuals.  In addition to traditional accounting and business advisory services, the firm also offers particular expertise in niche sectors: building and construction, government consultation services, health and aged care, Indigenous affairs, international development consulting, and wine and viticulture.  The firm joined the Bentleys MRI and Moores Rowland International networks in 1994, changing its name to Bentleys MRI Perth Pty Ltd on 1st July 1998.

DIXON SPEAKS ON FINANCIAL INSTRUMENTS

Mr. Jim Dixon FCPA, Associate, GAAP Consulting (‘Excellence in Financial Reporting’) is presenting a paper ‘Financial Instruments – Present, Past and Future’ at the Financial Management 2007 conference in Canberra (Realm Hotel) on 20-22 November (visit www.iir.com.au/publicsectorfinance or call 02 9080 4090).

TRAININING AND BRIEFING SERVICES AVAILABLE

Colin and Jim (and GAAP Consulting network colleagues: Greg Pound, Stephen Lagreca and David Sauer) are available to assist you in understanding all the latest financial reporting and auditing developments.  Formal training sessions, informal briefings, and presentations to audit committees can be arranged on the following topics.

Financial Reporting

· Financial Instruments: Disclosure (Operative for 31 December year ends)

· Operating Segments

· Borrowing Costs

· Revised Financial Statements Presentation

· Amending Accounting Standards to Align with IFRS

· New Interpretations

· SMEs Update

· Other Financial Reporting Developments (e.g., Exposure Drafts and other horizon issues)

· Refresher courses on individual standards

Auditing

· Understanding the New Legally-backed Auditing Regime

· Results from ASIC Surveillance Programs

· Framework for Assurance Engagements

· ASAE Assurance Engagements other than Audits or Review of Historical Information

· Other Auditing Developments

· Refresher courses on individual standards

Other Issues

· Ethics Update

· ASIC Releases

· ASX Corporate Governance Rules Revised

Please contact Colin on 0421 088 611 or colin@gaap.com.au to see how we can provide you with independent financial reporting and auditing solutions to meet your needs.

OUTSTANDING EXPOSURE DRAFTS

Accounting

12 October Interpretation 10XX ‘Australian Petroleum Resource Rent Tax’ – 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

30 November ‘IFRS for Small and Medium-sized Entities’ – IASB

31 December ‘Amendments to IPSAS 4 The Effect of Changes in Foreign Exchange Rates’ – IPSASB
11 January ED Amendments to IAS 39 ‘Financial Instruments: Recognition and Measurement – Exposures Qualifying for Hedge Accounting’ – IASB
11 January ED 9 ‘Joint Arrangements’ – IASB
Auditing

31 October ASRE 2400 ‘Review of Financial Reports and Other Historical Information’ – AUASB
31 October ISA 510 (Redrafted) ‘Initial Audit Engagements – Opening Balances’, and proposed ISA 530 (Redrafted) ‘Audit Sampling’ – IAASB

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’ – IAASB

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’ – IAASB

Ethics

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

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

5 October discussion paper ‘Implementation of the Basel 11 Capital Framework 9: Reporting Requirements’ and detailed in the draft reporting standards, reporting forms and instruction guides – APRA

26 October discussion paper ‘Implementation of the Basel 11 Capital Framework 10: Supervisory Review Process’ – APRA

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
GAAP Alert
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