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

· Register as Interpretation Panelist with AASB

· New Interpretation Model

· Rejected Issue Notice ‘Subscriber Acquisition Costs’

· IFRIC July Agenda

· IASB ED on Financial Instruments Puttable at Fair Value

· Report on Expanding the Duties of those Below Board Level

· Reminder on Personal Liability for Corporate Fault

· Revised Quality Control Standard

· Auditing Standards Board Agenda

· ASX Confirms Two-month Reporting Deadlines

· Land under Roads Closure Soon

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
REGISTER AS INTERPRETATION PANELIST WITH AASB
The AASB is inviting applications from interested parties for inclusion on a public register of potential advisory panel members to assist it in preparing Interpretations.  The AASB has replaced the UIG with a new Interpretations Model, whereby the AASB takes direct responsibility for developing Interpretations.  Advisory panels will be formed, constituted as a committee of the AASB, as required on a topic-by-topic basis.  The role of panels involves preparing alternative views and making recommendations to the AASB.

Each panel will comprise 4-8 members, including the Chairman and at least one Board member.  Panel members will be appointed on the basis of their professional competence and practical experience in the topic area.  A balanced composition is sought for a depth of knowledge and breadth of perspective, e.g., preparers, auditors, users and regulators.

It is expected that members of panels will be drawn from the register.  The AASB may decide to draw panel members from other sources to achieve an appropriate balance of expertise and experience.

Interested constituents are invited to apply for inclusion on the public register.  Applicants are requested to provide: name and current position; a brief statement of experience and achievements; the topic areas/issues for which particular expertise is possessed; and contact details, including mailing address, telephone and e-mail.  Applications should be addressed to Mr. David Boymal, Chairman, Australian Accounting Standards Board, PO Box 204, Collins Street West, Vic 8007.

The Board will consider all applications in private session.  The name and position of those included on the register will be published on the AASB’s website.  Inclusion on the register does not necessarily mean that a person will be appointed to an advisory panel.

NEW INTERPRETATION MODEL
The AASB has released a description of the role and operating procedures of the new Interpretations Model that takes affect from 1 July 2006.  The AASB has direct responsibility for developing and approving Interpretations, replacing the UIG.  The principal features include:

· An Interpretations Agenda Committee considers issue proposals, IFRIC Draft Interpretations and IFRIC Interpretations and recommends a course of action to the AASB

· On a topic-by-topic basis Advisory Panels are formed as a committee of the AASB.  The role of panels is to prepare alternative views and make recommendations for consideration by the AASB

· Issues relating to interpreting Australian equivalents to IASB requirements that the AASB considers warrant further guidance are forwarded to the IFRIC for consideration for inclusion on its work program

· A unique domestic interpretation of Australian equivalents to IASB requirements will only be required in rare and exceptional circumstances

· The AASB will deal directly with the adoption of IFRIC Interpretations in Australia, and

· The due process includes publishing the recommendations of an Advisor Panel on the AASB’s website.  Where the AASB proposes to issue an Interpretation, the Proposed Interpretation will be further exposed on the website before the AASB considers it for formal adoption.

REJECTED ISSUE ‘SUBSCRIBER ACQUISITION COSTS’
The AASB issued a Rejected Issue notice ‘Subscriber Acquisition Costs in the Telecommunications Industry’.  The issue is how a provider of telecommunications services should account for telephone handsets it provides free of charge or at a reduced price to customers who subscribe to service contracts.  The issue was referred to the IFRIC for consideration.  IFRIC noted that IASB is at present developing principles for identifying separable components within revenue contracts.  The IFRIC decided not to take the topic onto its agenda.  Australian requirements are clearly stated in UIG Interpretation 1042.
IFRIC JULY AGENDA
The agenda for 6-7 meeting of the IFRIC includes the following:

· Draft Interpretations to be approved for publication: The Effect of a Minimum Funding Requirement on the Asset Ceiling under IAS 19, and Customer Loyalty Programmes

· Discussions on previously published Drafts: Service Concession Arrangements (D12-14), and Group and Treasury Share Transactions D17
· Issues Papers: Employee Benefit Trusts, Guidance on Identifying Agency Arrangements, and Financial Instruments - Eligibility of ‘portions’ of exposures for hedge accounting, and

· IFRIC Agenda Decision: IAS 17 Leases – Recognition of contingent rentals.
In due course, these issues will be considered by the AASB.

IASB ED ON FINANCIAL INSTRUMENTS PUTTABLE AT FAIR VALUE
The IASB has released an Exposure Draft of ‘Proposed Amendments to IAS 32 Financial Instruments: Presentation and IAS 1 Presentation of Financial Statements: Financial Instruments Puttable at Fair Value and Obligations Arising on Liquidation’ with comments sought by 23 October 2006.  The proposals are intended to improve the financial reporting of particular types of financial instruments that have characteristics similar to ordinary shares but are at present classified as financial liabilities.  The AASB is expected to issue an Australian version of this ED shortly.

REPORT ON EXPANDING DUTIES OF THOSE BELOW BOARD LEVEL

The Corporations and Markets Advisory Committee (CAMAC) published its report on ‘Corporate Duties Below Board Level’ that proposes a number of changes to the Corporations Act to clarify the coverage of provisions that impose personal duties and liabilities on persons below board level, and to ensure that they take better account of the working arrangements found within many companies.

Middle managers, consultants and corporate advisors would be more exposed when a company fails.  Regulators will be permitted to pursue a wide range of managers for acting carelessly or in bad faith.  The changes are not intended to dilute director’s duties or allow directors to delegate blame for corporate failure down the management chain.

The report responds to a request from the Government for CAMAC to consider a number of recommendations in the HIH Royal Commission Report ‘The Failure of HIH Insurance (April 2003)’ that drew attention to uncertainties and gaps in the regulation of corporate behaviour below board level. 

Specific recommendations made by CAMAC include:

· Application of the duties of care and diligence (s.180) and good faith and proper purpose (s.181) to directors and corporate officers and ‘any other person who takes part, or is concerned, in the management of that corporation’.  This clarification is intended to overcome an inadvertent narrowing in recent years of the class of persons below board level subject to those provisions

· Extension of the prohibitions in dealing with improper use of corporate position or corporate information (s.182 and s.183) beyond directors, other officers and employees of a corporation to ‘any other person who performs functions, or otherwise acts, for or on behalf of that corporation’.  This is to ensure that a person who performs functions for a company cannot avoid these prohibitions, designed to protect the interests of a company and its shareholders, because that person is not technically an officer or employee, and

· Extension of the prohibitions in providing false information to various parties, including a director, auditor or shareholder (s.1309) and falsifying or destroying corporate records (s.1307) beyond officers and employees of a corporation to ‘any other person who performs functions, or otherwise acts, for or on behalf of that corporation’. 

The CAMAC report’s recommendations include:

· The way in which corporate groups are commonly managed in practice as a single entity

· The increasingly common use of independent contractors, consultants and others in carrying out corporate functions, and

· The large role that executives and others, as well as directors, play in the running of many companies, especially medium to large enterprises.

The report considered whether there should be a general provision, as recommended in the HIH Royal Commission report, prohibiting individuals from acting dishonestly in connection with the performance of any statutory obligation imposed on a corporation.  CAMAC did see the need for such a broad prohibition, given the effect of its other recommendations.  The report incorporates all the information and analysis in the May 2005 Discussion Paper ‘Corporate Duties Below Board Level’ (May 2005).

REMINDER ON PERSONAL LIABILITY FOR CORPORATE FAULT

As a reminder, CAMAC also released a Discussion Paper on ‘Personal Liability for Corporate Fault’ (May 2005) that reviewed the circumstances where directors and corporate managers may be held criminally liable for corporate misconduct by reason of their formal position or function in a company, and without the need to establish misconduct on their part.  This form of liability is separate from that of the company itself or of an officer who has actually participated in a corporate breach.

The Discussion Paper looked at a range of Commonwealth, State and Territory environmental, occupational health and safety, hazardous goods and fair trading statutes, as they provide significant examples of this kind of derivative liability.  There is a trend in statutes to treat directors and other officers as personally liable, including for criminal offences, for breaches of the law by their company without the need to show personal culpability.

Questions of balance arise between the objective of adding to the onus on those individuals to do what they can to ensure corporate compliance, and the reasonableness in the varying practical circumstances of corporate business activities of such a presumption of personal fault.  An unduly harsh approach may discourage people from becoming directors, or undertaking other responsible corporate roles.  The Discussion Paper invited comments on the need to go beyond corporate and accessorial liability to impose liability on individuals by virtue of the position they hold in the company. 

The Discussion Paper also drew attention to the broad range of differing statutory tests both within and between jurisdictions for imposing this form of liability. 
The Discussion Paper put forward for comment several versions of a provision that seeks to achieve a balance between the promotion of corporate compliance and the rights of corporate officers where a need is seen in legislation for the imposition of some element of derivative liability. Such a provision could be adopted as a model or template for use across the various jurisdictions in order to achieve a more harmonised approach.  The possible provisions differ in relation to the classes of individuals potentially liable, the grounds of liability and whether the prosecution or the defence has the burden of proof.
REVISED QUALITY CONTROL STANDARD

The Australian Professional and Ethical Standards Board (APESB) released its first ethical standard APES 320 ‘Quality Control for Firms’ that supersedes APS 5 ‘Statement of Quality Control for Firms’.  APES 320 is applicable for financial years beginning on or after July 1 2006.

Topic addressed in APES 320 include: Elements of a System of Quality Control; Leadership Responsibilities for Quality Within the Firm; Ethical Requirements; Acceptance and Continuance of Client Relationships and Specific Engagements; Human Resources; Engagement Performance; Monitoring; and Documentation.  This reissue incorporates conforming amendments to ISQC 1 from issuing of ISA 230 ‘Audit Documentation’ (September 2005).  APES 320 conforms to the international standard ISQC 1 ‘Quality Control for firms that perform Audits and Reviews of Historical Financial Information, and Other Assurance and Related Services Engagements”.
AUDITING STANDARDS AGENDA

The AUASB agenda for a special meeting on 19 June 2006 included: proposed auditing guidance AGS 1070 ‘Special Considerations in the Audit of Risk Management requirements for Registrable Superannuation Entities and Licensees’; guidance note ‘Auditor’s Report on AASB 124 Remuneration Disclosures contained in the Annual Directors’ Report; and a guidance note on Westpac case issues.
ASX CONFIRMS TWO-MONTH REPORTING DEADLINE

The ASX confirms it will retain the two-month deadline for listed entities to report their full-year and interim financial results.  This means Listed entities that operate on a:

· 31 December balance date will need to report their half yearly results to 30 June 2006 by 31 August 2006 and full-year results by 28 February 2007, and

· 30 June balance date will need to report their half yearly results to 31 December 2006 by 28 February 2007 and their full-year results by 31 August 2007.

LAND UNDER ROADS CLOSURE SOON

AASB 1045 ‘Land under Roads: Amendments to AAS 27A, AASB 29B and AASB31A’ (October 2002) altered the expiry date of the land under roads transitional provisions in AAS 27A ‘Amendments to the Transitional Provisions in AAS 27’, AAS 29A ‘Amendments to the Transitional Provisions in AAS 29’ and AAS 31A ‘Amendments to the Transitional Provisions in AAS 31’ from 31 December 2002 to 31 December 2006.  The transitional provisions for the recognition of land under roads were extended until the end of the first reporting period ending on or after 31 December 2006.  The transitional provisions expire soon.

OUTSTANDING EXPOSURE DRAFTS

Accounting

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

23 October ED ‘Proposed Amendments to IAS 32 Financial Instruments: Presentation and IAS 1 Presentation of Financial Statements: Financial Instruments Puttable at Fair Value and Obligations Arising on Liquidation’ – 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
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.

Seeking Professional Advice

Professional advice on interpretation of accounting and auditing standards is available, 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.  There are sponsorship opportunities for ‘GAAP Alert’ and our website www.gaap.com.au.  Contact colin@gaap.com.au
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