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

· ‘Task Looking Forward’ Seminar
· AASB 7 ‘Financial Instruments’ Operative for 31 December 2007
· ED 158 Proposed Changes To Hedging

· ED 159 Proposes Changes to 27 AASBs!
· Compiled Standards
· IFRIC November Meeting Agenda
· Australian Auditing Standards in Clarity Format by 2010

· ICAA Quality Review Report for 30 June 2007

· Melbourne Auditor ‘Requests’ Cancellation of Registration

· Auditing Checklists for 31 December 2007 Year Ends

· Australian Government Recognises Accounting Professional Standards Schemes

· APES 220 ‘Taxation Services’ Released

· ASIC Guidance on Expert Reports

· ASIC’s Better Disclosure for Unlisted and Unrated Debentures

· Hall Chadwick Creates New Formidable Force
· Colin’s Corner Sept-Oct

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
‘TASK LOOKING FORWARD’ SEMINAR

Task Technology (CaseWare distributors) has extended an invitation to you attend their annual ‘Task Looking Forward’ seminar.  It is free for GAAP Alert Subscribers!  Thank you Task.

Task Technology's General Manager, Craig Waldon and Technical Manager, Justin Dobbyn, CaseWare International’s President and CEO, Dwight Wainman and guest speaker Colin Parker from GAAP Consulting (www.gaap.com.au) will be presenting at the seminar.

Session 1: Audit 10.00am – 12.00pm:  Covers updates to the audit template and CaseWare Working Papers, as well as a session on Audit developments by Colin Parker from GAAP Consulting.  Dwight Wainman and Craig Waldon will also be presenting at this session.

Session 2: AIFRS template updates, ‘how to’ and training 1.00pm – 3.00pm:  Focuses on the AIFRS Financial template. Dwight Wainman, Colin Parker from GAAP Consulting, and Justin Dobbyn from Task Technology will be presenting this session.  This session is a ‘how to’ for the AIFRS template that will cover helpful hints and tricks to get the most out of using the template.  It will cover all the major updates to the AIFRS template in the November release as well as running the November update.  Colin Parker speaks on future developments with AIFRS.

The location and dates are:

· Sydney:  Tuesday 20 November, Portside Centre

· Melbourne:  Thursday 22 November, Saville on Russell and

· Perth:  Thursday 29 November, Novotel Langley

Bookings must be made by Monday 12 November.  For more information on the seminars visit www.task.com.au.  If you are interested in attending please let me know (colin@gaap.com.au), and we inform Task of your attendance.  Looking forward to seeing you there!

AASB 7 ‘FINANCIAL INSTRUMENTS’ FOR 31 DECEMBER 2007

AASB 7 ‘Financial Instruments: Disclosure’ is operative for 31 December 2007 or 30 June 2008 financial years and requires the disclosure of significant financial instruments in respect of the financial position and performance of the entity, and qualitative and quantitative information about its exposure to risks arising from them.  CFOs may wish to consider action items such as the following to deal with AASB 7:
1. Organise training and implementation sessions on AASB 7 ‘Financial Instruments: Disclosures’
2. Review (or develop) internal accounting policies regarding the management of risks associated with financial instruments
3. Where evaluating the extent of disclosure, bear in mind that the underlying objective of AASB 7 is to provide disclosures that enhance users’ understanding of the exposure to financial risks and how those risks are being managed

4. Determine whether any of the five-scope exclusions apply

5. Set materiality levels

6. Review the coverage of accounting policies for financial instruments in the context of the objective of AASB 7 and its specific disclosure requirements

7. Decide how much detail to provide to meet the requirements of AASB 7 including how much emphasis to place on different aspects of the requirements, and how aggregate information shows the overall picture without combining information with different characteristics.  Determine a balance between overburdening the financial report with excessive detail, and obscuring important information as a result of too much aggregation
8. Update the chart of accounts for new and revised disclosure requirements
9. Obtain information for both consolidated financial statements and now parent financial statements
10. Determine appropriate groupings of financial instruments

11. Identify appropriate method for determining the change in fair value of loan or receivable and a financial liability designated as fair value through profit or loss, and

12. Brief the Board and the Audit Committee on the impact of the new Standard.

Contact the GAAP Consulting team at colin@gaap.com.au or 0421 088 611 if you require training, mentoring, and implementation assistance with AASB 7 ‘Financial Instruments’.

ED 158 PROPOSED CHANGES TO HEDGING

The AASB has released ED 158 that proposes amendments to AASB 139 ‘Financial Instruments: Recognition and Measurement’, in relation to exposures qualifying for hedge accounting.  The proposed changes would clarify what can be designated as a hedged item in a hedge accounting relationship.  Hedge accounting may become available in more circumstances.

The exposure draft identifies the risks within a financial instrument, such as interest rate risk, foreign currency risk, credit risk and pre-payment risk, that can be designated as a hedged item.  Additionally, the exposure draft clarifies the portions of cash flows in a financial instrument that can be designated as a hedged risk.

The AASB plans to discuss the proposed amendments at its December 2007 meeting and to prepare a submission to the IASB by 11 January 2008.  For more information about the exposure draft, visit http://www.aasb.com.au.  Comments to the AASB are requested by 30 November 2007 via email to standard@aasb.com.au.

ED 159 PROPOSES CHANGES TO 27 AASBs!

Exposure Draft ED 159 ‘Proposed Improvements to Australian Accounting Standards’ that incorporates the IASB’s ED ‘Proposed Improvements to International Financial Reporting Standards’ has been released by the AASB.  Under this first annual improvements project, amendments are proposed to 27 Australian Accounting Standards, if proposals in the IASB exposure draft, are adopted.

The changes proposed by the IASB include a restructuring of IFRS 1 ‘First-time Adoption of International Financial Reporting Standards’, mainly to remove redundant transitional provisions and wording changes that clarify the meaning and remove unintended inconsistencies between IFRSs, most of which would have a minor impact.  Some of the proposed amendments, such as those relating to the definition of a derivative, the sale of assets held for rental and the measurement in separate financial statements of a subsidiary held for sale, may potentially affect current Australian practice.
The AASB has decided that, because of the size of the ED and the limited time available for comment, it will not publish a printed copy of the ED; however an electronic copy of the ED is available at www.aasb.com.au.

The AASB plans to discuss the proposed amendments and constituents’ comments at its December 2007 meeting and to prepare a submission to the IASB by 11 January 2008.  Comments are requested to the AASB by 30 November 2007 via email to standard@aasb.com.au.
FURTHER COMPILED STANDARDS

The following compiled Standards from AASB 2007-4, AASB 2007-7 and Errantum (apply from 1/7/07) have been added to the AASB web site:
· AASB 2 ‘Share-based Payment’

· AASB 3 ‘Business Combinations’

· AASB 4 ‘Insurance Contracts’ 

· AASB 5 ‘Non-current Assets Held for Sale and Discontinued Operations’

· AASB 6 ‘Exploration for and Evaluation of Mineral Resources’, and

· AASB 7 ‘Financial Instruments: Disclosures.

IFRIC NOVEMBER MEETING AGENDA

The agenda topics for 1-2 November IFRIC meeting include:

· IAS 27 ‘Consolidated and Separate Financial Statements’: Accounting for distributions of non-cash assets to owners

· IAS 39 ‘Financial Instruments: Recognition and Measurement’:  Scope of IAS 39 paragraph 11A; and Application of paragraph AG 33(d)(iii) of IAS 39

· IAS 18 ‘Revenue – Customer Contributions’:  Consider the accounting for contributions of cash towards the construction or acquisition of an item of property, plant and equipment that must be used to provide a customer with access to a supply of goods or services. Also consider a draft Interpretation prepared based on its discussions to date

· Review of Tentative Agenda Decisions published in the September IFRIC Update:  Re-deliberate its tentative agenda decisions (published in the September 2007 issue of IFRIC Update) in the light of any comments received from constituents.  The agenda decisions involve: IAS 19 Employee Benefits: Treatment of employee contributions; Changes to a plan caused by government; and Death in service benefits, and

· Staff Recommendations for Tentative Agenda Decisions:  Decide on tentative agenda decisions for the following topics: IAS 19 ‘Employee Benefits’: Pension promises based on performance hurdles (Agenda paper 7A); IAS 37 ‘Provisions, Contingent Liabilities and Contingent Assets’: Deposits on returnable containers; IAS 23 ‘Borrowing Costs’: Foreign exchange and capitalisable borrowing costs; IAS 19 ‘Employee Benefits’: Definition of plan assets; and IAS 39 ‘Financial Instruments: Recognition and Measurement’: Scope of IAS 39 paragraph 2(g).

Decisions made by IFRIC influence the work program of the AASB, and can provide a source of information on interpretation issues and their resolution.

AUSTRALIAN AUDITING STANDARDS IN CLARITY FORMAT BY 2010

The AUASB has announced that the Australian Auditing Standards (ASAs) will be further revised and reissued based on the new Clarity format versions of the International Standards on Auditing (ISAs).  The revised ASAs will be operative in Australia for audits of financial reports for periods beginning on or after 1 January 2010.

The AUASB will release the proposed revised Australian standards as exposure drafts during the course of 2008 and early 2009.  Early application of the new ASAs will not be permitted.

The AUASB will undertake a comprehensive project to ensure the revised Australian standards, in Clarity format, will continue to conform with ISAs, whilst ensuring enforceability under the Australian regulatory arrangements is maintained.

ICAA QUALITY REVIEW REPORT FOR 30 JUNE 2007

The Institute of Chartered Accountants in Australia released its ‘Annual Report on the Quality Assurance Program’ (September) for the year ended 30 June 2007, in which 478 Reviews were completed.  The results of these reviews were:

· 13.5% (2006 11.0%) no further action

· 74.0% (2006 74.0%) adequate procedures with minor issues to be addressed

· 12.0% (2006 14.0%) follow up review required, and

· 0.5% (2006 1.0%) referral to ICAA’s disciplinary processes for investigation.

As at 30 June2007, there were 518 practices under review.  The majority of practices reviewed had documented audit procedures as required by the relevant standards and were meeting independence standards.

The following breaches were noted:

Independence

· Self-managed Superannuation Funds:  some members were auditing SMSF of a partner of their practice or the fund of a close family member; and an employee was auditing the superannuation fund of a partner of the firm

· Some practices did not appear to have policies and procedures in place on assurance engagements requiring documentation of the threats to independence and any related safeguards (APES 110 ‘Code of Ethics for Professional Accountants’)

Audit Engagements

· No evidence of, or insufficient, documentation of audit planning, internal controls or the assessment of risks prior to the audit work being performed

· No subsequent event review and inadequate attention to areas such a going concern

· No engagement letters or similar documentation concerning the terms of the engagement

· Insufficient documentation concerning independence considerations

Compilation Engagements

· Financial reports did not specify they were Special Purpose Financial Reports

· Non-compliance with APS 9 ‘Statement on Compilation of Financial Reports’

· Minor errors in accounting or disclosures in financial reports

Training and Development

· Failure to meet the minimum hours of training required by R7 Regulation relating to training and development, and

· Failure to meet the minimum hours of training and development for statutory audit registration under R7.

The ICAA Quality Review Program priorities and program changes for 2007/08 include:

· Coverage:  Approximately 700 practices will be selected for review

· Quality Control:  A focus will be to monitor practice’s implementation of APES 320 ‘Quality Control for Firms’, and

· Auditing Standards:  Compliance with the ‘force of law’ will be a focus.

There are two changes to the program that come into effect from 1 July 2007:

· Frequency:  All practices that sign off audit by a Registered Company Auditor will be reviewed every three years (previously, once every five years unless the practiced audited publicly listed companies); and

· Other Reviews:  Quality reviews will assess, and if appropriate, place reliance on reviews by other bodies, such as Audit Quality Review Board.

MELBOURNE AUDITOR ‘REQUESTS’ CANCELLATION OF REGISTRATION

Mr David Wolstencroft of Greensborough, Victoria, entered into an enforceable undertaking following concerns raised by ASIC regarding that audits of an unlisted public company and a proprietary company were not undertaken adequately, and that Mr Wolstencroft had apparently formed a number of opinions without adequate investigation or evidence.  As part of the enforceable undertaking, Mr Wolstencroft requested cancellation of his registration as an auditor.

In summary, ASIC contended that Mr Wolstencroft failed to:

· Perform and document a number of tasks required by Australian Auditing Standards

· Obtain a general understanding of the legal and regulatory framework applicable to the entity, and perform and document procedures to identify instances of non-compliance with those laws and regulations

· Obtain external bank confirmations and a representation letter from all solicitors with whom the companies had consulted

· Communicate significant matters to an appropriate level of management and document the subject matter of any oral reports to management regarding the significant matters

· Evaluate whether the overall presentation of the financial reports were in accordance with the applicable financial reporting framework, and

· Qualify his audit reports due to the financial reports being non-compliant with Australian Accounting Standards.

AUDITING CHECKLISTS FOR 31 DECEMBER REPORTING DATES

Manage your audit risks by using our auditing checklists.  Australian GAAS 2007 ‘Auditing Standards Checklists’ will assist you to comply with all mandatory requirements of the new auditing standards:

· 22 checklists of all mandatory requirements, over 400, in the Australian Standards of Auditing (approx. 100 pages in word format)

· Integrated and ordered to closely follow the flow of an audit

· Select the checklists that are relevant to the particular engagement, and

· Price $299.00 (inc. GST) for one site, annual license fee.

Supporting this checklist is one specifically designed for the audit of SMEs, Australian GAAS 2007 ‘Auditing Standards Checklists for SMEs’ (approx. 60 pages); 12 checklists of selected mandatory requirements of auditing standards that are most relevant to the financial statements audit of SMEs.  Priced at $199.00 (inc. GST) for one site, annual license fee.

Subscribe to both checklists for $399.00 and save $100.00!  Place your order by contacting colin@gaap.com.au and we will invoice you.  Visit our website www.gaap.com.au for further information or contact me 0421 088 611.  GAAP Consulting also provides training on auditing standards.

AUSTRALIAN GOVERNMENT RECOGNISES ACCOUNTING PROFESSIONAL STANDARDS SCHEMES

The professional standards schemes for The Institute of Chartered Accountants in Australia (NSW), the Institute of Chartered Accountants in Australia (WA), and CPA Australia (NSW) have all been recognised under Commonwealth legislation.  The schemes formalise risk management practices, including continuing education and training for members, and provide transparent and detailed complaint procedures, leading to improved service delivery for consumers.  In return, members of the respective schemes have their occupational liability capped under the relevant State and Commonwealth legislation.

APES 220 ‘TAXATION SERVICES’ RELEASED

The Accounting Professional & Ethical Standards Board (APESB) has issued a revised standard for accountants offering taxation services as part of its ongoing review and re-launch of accounting professional and ethical standards.  APES 220 ‘Taxation Services’ replaces former professional accounting standard APS 6 ‘Statement of Taxation Standards’.

APES 220 focuses on the fundamental responsibilities of accountants in providing taxation services not only to clients, but also to employers.  The revised standard is aligned with APES 110 ‘Code of Ethics for Professional Accountants’, and will help ensure clarity as to the agreed scope of work to be completed.

Revised standard APES 220 sets out the mandatory requirements for members of accounting professional bodies who prepare and lodge returns and other documents to revenue authorities, who provide advice on tax schemes and arrangements, and who manage client monies.  The standard is effective from 1 July 2008.

ASIC GUIDANCE ON EXPERT REPORTS

ASIC has released two regulatory guides updating its policy on independent expert reports.  These are Regulatory Guide 111 ‘Content of Expert Reports’, and Regulatory Guide 112 ‘Independence of Experts’.

Regulatory Guide 111 ‘Content of Expert Reports’ gives ASIC’s views on how an expert can help security holders make informed decisions about transactions.  It gives guidance to experts on how to draft an expert report that satisfies the requirements of the Corporations Act.  This guide outlines ASIC’s views on:

· How experts should analyse a proposed transaction

· The different valuation methodologies used by experts and the treatment of assumptions

· General requirements for all expert reports, and

· Regulatory action ASIC might take against an expert.

Regulatory Guide 112 ‘Independence of Experts’ provides guidance for any person who commissions, issues or uses an expert report.  It explains how ASIC interprets the requirement that an expert is independent of the party that commissions the expert report (commissioning party) and other interested parties.  This guide gives ASIC’s view on:

· The need for an expert to be independent

· How previous and existing relationships with commissioning and other interested parties may affect the independence of an expert

· How an expert should deal with the commissioning party and other interested parties to maintain its independence, and

· When and how an expert should use a specialist when preparing an expert report.

ASIC’S BETTER DISCLOSURE FOR UNLISTED AND UNRATED DEBENTURES

The main principles of ASIC’s new approach to debentures is requiring disclosure against specified benchmarks (and reporting on ‘if not, why not’ basis), requiring those involved with issuers (e.g., trustees, advisers, valuers and auditors) to use those benchmarks in carrying out their responsibilities, and educating investors and potential investors to understand those benchmarks and use them in their decision-making process.

As part of its progress in implementing its ‘Three Point Plan’ for the unlisted and unrated debentures, ASIC has released:

· A new Regulatory Guide 69 ‘Debentures – Improving disclosure for retail investors’, outlining its benchmarks (and reporting on an ‘if not, why not’ basis) to improve disclosure to retail investors in the $8billion unlisted and unrated debenture market, and 

· A consultation paper ‘Debenture advertising’, and draft regulatory guide on debenture advertising, which includes a draft regulatory guide on debenture advertising for issuers and publishers in that market and provided an update on investor research and education on unlisted and unrated debentures.

In Regulatory Guide 69, ASIC decided to proceed with a new disclosure regime built on an ‘if not, why not’ basis of reporting, but modified some of the benchmarks in response to the submissions received.  An ASIC team will work with all existing unlisted and unrated debenture issuers to discuss the benchmarks with them, and their preparation for the enhanced reporting they will be required to provide to investors by 1 March 2008.  Any new issuers entering the market from 1 December 2007 will be required to disclose against the benchmarks from that date.

ASIC’s new approach is built around the following benchmarks, which are designed to help retail investors and their advisers to assess risk and the risk-reward prospects of unlisted and unrated debentures.  Issuers:

· Should have a minimum of 20% equity where more than a minor part of their debenture funds are invested in property development.  In other cases, equity should be a minimum of 8%

· Should estimate their cash needs for the next three months, and have cash or cash equivalents on-hand to meet this need

· Should clearly disclose their approach to rollovers, including whether the ‘default’ is that debenture investments with them are automatically rolled-over

· Should have their debentures rated for credit risk by a recognised credit rating agency.  The other benchmarks apply even if the debentures are rated

· Who on-lend funds should provide detailed disclosure of their loan portfolio

· Who on-lend funds should disclose how many loans they have made to related parties and what assessment and approval process it follows for these loans

· Who are involved in or lend money to property related activities should value those properties.  Development property assets should be valued on an ‘as is’ and ‘as if complete’ basis.  ASIC also expects issuers to disclose the cost of the property.  All relevant valuations should be disclosed if a loan makes up more than 5% of the issuer’s portfolio.

· Lending money to property development are required to maintain a 70% loan to valuation ratio on ‘as if complete’ valuation.  Issuers lending money to other property are required to maintain an 80% loan to valuation ratio.

HALL CHADWICK CREATES NEW FORMIDALE FORCE
Hall Chadwick’s stature as a leading national accounting organisation has been further strengthened with the addition of Maxim Group in Perth and mergers of McLean Delmo and Lamberts with the respective Hall Chadwick offices in Melbourne and Adelaide.  Hall Chadwick’s National Chairman David Kenney said that the affiliations and mergers were part of a long-term strategy to support an Australia-wide service with in-depth expertise and resources delivered locally.

Describing the mergers as a ‘win-win situation’, David Kenney said that Maxim Group, Lamberts and McLean Delmo will gain from national exposure through the Hall Chadwick group; and from access to the range of in-house resources that a national organisation can provide.

Commenting on the individual mergers David Kenny stated ‘Maxim Hall Chadwick now has the resources to assist corporate clients looking for practical, cost-effective and timely solutions.  It offers a real alternative for the client looking for a higher level of service.  The Melbourne merger has created a top 15, full-service firm with a stable team of 110 employees covering a wide spectrum of accounting services.  With a larger, better-resourced local operation, we are ready to capitalise on the strong demand in Adelaide for a wide spectrum of business and advisory services.’

COLIN’S CORNER SEPT–OCT

In the September – October period GAAP Consulting has been involved in the providing the following services:

· Independent expert opinion on a financial reporting litigation matter

· Advice on consolidations and financial instruments

· Ongoing review of software tools for new auditing standards

· Assisting an accounting firm with a risk management services audit tenders for a government department and statutory body

· Preparation of internal financial reporting newsletters for staff of an accounting firm

· Presentations on audit training sessions for the NIA (Hobart) and an accounting firm

· Contribution to ICAA ANT newsletter on highlights from September and October AASB meetings

· Speaker on ‘Latest Financial Reporting Insights – A Three Dimensional View’ Contemporary Financial Reporting Issues’ Southern Region CFO Symposium (Melbourne), and

· As a member of the AASB, participation at the 2-day September and October meetings.

Jim Dixon has been specifically involved in service concession arrangements as an panellist on the AASB Advisory Committee, and work on a publication on the topic of accounting for infrastructure assets.  Jim will also be a presenter on financial instruments disclosure at the Financial Management Conference, 20-22 November, Canberra; for further information email info@iir.com.au or phone 02 9080 4090.

GAAP Consulting is pleased to welcome our new clients: Australian Government Solicitor, and accounting firm CHN Herold Ross, Chartered Accountants.

OUTSTANDING EXPOSURE DRAFTS

Accounting

16 November Discussion Paper ‘Preliminary Views on Insurance Contracts’ – IASB

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

30 November ED 157 ‘Joint Arrangements’ – AASB

30 November ED 158 ‘Proposed Amendments to AASB 139 ‘Financial Instruments: Recognition and Measurement – Exposures Qualifying for Hedge Accounting’ – AASB

30 November ED 159 ‘Proposed Improvements to Australian Accounting Standards’ – AASB

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

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

15 February Proposed ISA 505 (Revised and Redrafted) ‘External Confirmations’ – IAASB

15 February Proposed ISA 620 (Revised and Redrafted) ‘Using the Work of an Auditor’s Expert’ – IAASB

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, and Jim Dixon.  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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