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

· AASB June Decisions

· Local Government Model Budget

· Superfund Auditor Removed

· ASIC on Legally-backed Auditing Standards

· News Roundup on Reactions to New Auditing Standards

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
AASB JUNE DECISIONS
The following decisions were made by the AASB at its 7th and 8th June meeting.

Financial Instruments Puttable at Fair Value ED Imminent

The AASB agreed to approve out-of-session an Australian ED ‘Financial Instruments Puttable at Fair Value’ once the IASB ED has been issued.

Australian Additions and Deletions from IFRS Revisited

An Exposure Draft is to be developed proposing to reverse a number of the changes made to the IFRSs in the process of making the AIFRS to include all the options that currently exist in the IFRSs (e.g., cash flows, joint ventures and government grants), and to eliminate additional Australian disclosures.  Many ‘Aus’ paragraphs will be deleted, whilst retaining those that are considered particularly relevant in the Australian context.

ED 148 Proposed Amendments to AASB 101 ‘Presentation of Financial Statements: A Revised Presentation’ proposes the deletion of, and retention of, certain Australian material in AASB 101 ‘Presentation of Financial Statements’ and AASB 107 ‘Cash Flow Statements’.

Administered Items ED in Progress

The AASB discussed a draft ED ‘Disclosure of Administered and Fiduciary Items Held by Not-for-Profit Public Sector Entities’ that discusses the distinction between ‘controlled’, ‘administered’ and ‘custodial’ items and relevant requirements.  These will be considered further at its next meeting.

Heritage Assets with some PPE Insights 

The AASB discussed its submission on the IPSASB Consultation Paper ‘Accounting for Heritage Assets Under the Accrual Basis of Accounting’.  The AASB strongly disagreed with a number of the proposals, and noted that if the IPSASB were to adopt the proposals it would be unlikely that Australia would do the same.

AASB expressed the view that heritage assets are a sub-category of property, plant and equipment that should be subject to the same definition, recognition, measurement and presentation requirements.  Heritage assets should be subject to additional disclosure requirements.

The application of the PP&E recognition and measurement requirements would result in the recognition of only those heritage assets that can be reliably measured.  Individual circumstances will determine whether the reliable measurement recognition criterion can be satisfied for a particular heritage asset.

Many heritage assets that are preserved or maintained may have indefinite useful lives and should not be depreciated, but subject to impairment testing.  For those heritage assets that satisfy the reliable measurement criterion for initial recognition purposes, accounting standards do not require recognised heritage assets to be revalued.

New Interpretations Model and Work Program

The Interpretations Agenda Committee comprises the AASB Chairman, Mr. David Boymal, and Mr. Brett Kaufmann and Mr. Bruce Porter.  Invitations have been sent to individuals to apply for inclusion on a public register from which members of advisory panels would normally be drawn.  Applications are also to be sought through an advertisement and the AASB website.

The AASB made the following decisions in relation to the hand over of the UIG work program:

· Australian renewable energy schemes – deferred an agenda decision until a review had been conducted of the accounting policies in June 2006 financial reports

· Petroleum resource rent tax (PRRT) – considered that such a tax was within the scope of AASB 112 ‘Income Taxes’, but decided to seek information from other jurisdictions with a similar tax in considering this issue further

· Superannuation taxes – referred to the IFRIC the treatment of taxes in accounting for an employer’s obligation for defined benefits plans

· Employee share loan plans – measurement guidance is not to be added to the agenda, and reference is made to the existing issue rejection note, and

· Subscriber acquisition costs in the telecommunications industry – a rejected issue note was approved.

GAAP/GFS Harmonisation Standard Draws Closer

The AASB considered the draft Standard AASB 10XX ‘Financial Reporting of General Government Sectors by Government’ with objective of finalising the Standard in September.  A mandatory operative date beginning 1 July 2008 was agreed, allowing early adoption.  No transitional period is now proposed for adoption to make whole of government financial reports available at the same time as the GGS financial reports.

The AASB agreed it was unnecessary to address GAAP/GFS harmonisation issues for other public sector entities prior to the GGS Standard becoming mandatory.

The AASB confirmed its decisions that:

· GAAP principles, rather than GFS principles, should be applied in determining amounts to be recognised on the face of the financial statements.  This decision was taken in the context of two issues: dividends from public corporations and subscriptions to the International Development Association and Asian Development Fund

· The use of GFS terminology in the GGS financial report even where the items to which the terminology relates are measured differently from their measurement under the ABS GFS Manual

· The GGS operating statement should classify items between transactions and other economic flows

· Functional information should be required to be disclosed for revenue, expenses, assets, liabilities and net gains/losses where they can be reliably attributed to functions, and

· Original budget should be required (and the revised budget permitted) to be disclosed, together with explanations of major variances between the original budget and actual amounts.

The AASB will consider transitional provisions at a future meeting for the implications of a whole of Government financial report adopting Australian equivalents to IFRS before a GGS financial report.  A sub-committee is developing an illustration of single-column financial statements, and work has commenced on drafting a Basis for Conclusions.  These will be considered at the July 2006 meeting.
Revenue from Non-Exchange Transactions

The AASB discussed submissions received on ED 147 ‘Revenue from Non-Exchange Transactions (Including Taxes and Transfers)’.  The content of the AASB submission to the IPSASB’s ED will be finalised out of session and published on the website.

Measurement on Initial Recognition

A submission on the IASB’s Discussion Paper ‘Measurement Bases for Financial Reporting – Measurement on Initial Recognition’ will be considered out of session and published on the website.

AASB Business Plan and Membership

AASB Business Plan 2006-07 was considered that includes a significant amount of time to public sector specific projects.  Mr Garth Campbell-Cowan retired from the AASB.

July AASB Meeting

Anticipated principal agenda items for 12-13 July meeting include: Australian Additions and Deletions from IFRS; GAAP/GFS Harmonisation; Review of AAS 27, AAS 29 and AAS 31; Administered Items; and Presentation of Financial Statements.

LOCAL GOVERNMENT MODEL BUDGET

The Institute of Chartered Accountants in Australia released the latest ‘Victorian City Council Model Budget 2006/2007 Guide’ that provides local government with guidance on best practice budget reports.  The fourth edition has been significantly revised to focus on users of local government budgets without a financial background.  Key changes include a revised Executive Summary with an emphasis on narrative and graphical presentation, a new Activities and Initiatives section linking the Council Plan and Annual Budget, and an expanded section on financial indicators.  The format of the Budgeted Income Statement has been brought in-line with the 2005/06 Model Financial Statements that will be released shortly by Local Government Victoria.
SUPERFUND AUDITOR REMOVED

APRA accepted an Enforceable Undertaking, under S.262A the SIS Act, from Mr Ian West, not to act as an auditor for an APRA-regulated superannuation fund at any time in the future.

Mr West issued unqualified audit reports for the Western Truck Superannuation Fund for the financial years 2000 to 2003, when the reports should have stated that the Fund was in breach of the in-house asset provisions of the SIS Act.  Mr West gave his unqualified opinions after erroneously accepting a declaration that the Fund was exempt from certain in-house asset provisions of the SIS Act, when the Fund was not eligible to make that declaration.  Mr West has accepted that the audit opinions were in error, and accepted responsibility for giving the unqualified opinions.

The in-house asset provisions of the SIS Act prohibit superannuation funds from investing more than 5% of fund assets into an employer sponsor.  This is to protect members from losing their superannuation as well as their jobs in the event that the employer sponsor fails.  The unqualified opinions did not result in any loss of member funds, APRA considered it essential that superannuation fund auditors understand relevant legislation when they are providing an opinion on compliance.

Mr West also agreed not to perform any audits of self-managed super funds without successfully completing acceptable training.  This requirement is subject to the acceptance of the Australian Taxation Office the regulator of SMSFs.

ASIC ON LEGALLY-BACKED AUDITING STANDARDS

ASIC has welcomed the recent release by the AUASB of the new Australian Auditing Standards.  It notes that the release of the standards has important implications for all members of the business community, not just auditors.  ASIC encourages company directors, audit committee members, CFOs, and financial accountants to become familiar with the new standards, and to discuss those implications with their external auditor.

ASA 100 ‘Preamble to AUASB Standards’ sets out the AUASB’s intentions on how the new standards are to be understood, interpreted and applied.  There are some new requirements about which auditors should be aware, in particular:

· Some procedures previously included in guidance have now been elevated into mandatory requirements

· The new standards include reference to compliance by the auditor with relevant ethical requirements, including professional independence, and

· The new standards include reference to quality control requirements, which brings the force of law to professional statement APS 5.

In preparing for the new standards, ASIC recommends auditors focus on the following key points:

· Understand the changes to the standards

· Understand how the changes may affect audit work

· Ensure the audit methodology, work programs, policies and practices comply with the new standards and this is documented

· Ensure there is appropriate training of audit staff, and 

· Discuss the changes with the clients.

In particular, ASA100 contains comment about how the auditor is expected to use professional judgement.  This judgement is required by the auditor when applying procedures to meet mandatory requirements, but is not intended to allow the auditor to depart from compliance with applicable standards.  The new standards also emphasise the importance of documentation, noting that documentation of the nature, extent and results of audit work is critical to audit quality.

ASIC’s role in ensuring compliance with the new standards is focused on improving audit quality and promoting compliance by the auditing profession.  ASIC is currently undertaking inspections of audit firms, focussing on audit quality and independence.  The work to date on audit quality has concentrated on the appropriateness of audit methodology and technology.  From July 1, ASIC will also examine the firm’s compliance with the auditing standards.  The primary objective of the inspections is to enhance the overall quality of the audit process, but if serious problems are identified, ASIC will take action.

ASIC has also reminded auditors that there have been some changes to auditing standards with some additional requirements being introduced that will affect the audits being completed for the year ended 30 June 2006.  These changes, dealing with fraud, risk assessment and audit evidence, flow from international developments, and have been known for some time.

NEWS ROUNDUP ON REACTIONS TO NEW AUDITING STANDARDS

BDO Audit Partner Wayne Basford says auditors preparing for the new standards should expect an arduous task; BDO have budgeted three staff to spend 216 hours to review each standard, update manuals, and in staff training.

Lee White, ASIC’s Chief Accountant, stated ‘If it is not documented it is not done.  You must have a degree of documentation for what you have performed’.

CPA Australia’s technical adviser Jessie Wong has stated that the move to legally backed auditing standards could drive up audit fees by 30%.

Accounting firms with well-established audit practices are expecting to pick new audit clients as the smaller firms and part-time auditor reassess their audit business in the light of the 35 new and revised Auditing Standards, and the foreshadowed major revisions by the International Auditing and Assurance Standards Boards over the next two years.

GAAP Consulting is preparing training courses and practice material to assist with understanding and implementing the 35 legally-backed auditing standards (contact Colin Parker colin@gaap.com.au or 0421 088 611).

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.
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