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

· ED 150 Financial Instruments Puttable at Fair Value
· Highlights of June FRC Meeting

· Sector-neutral Accounting Standards Paper Released

· AASB Work Program 2006-7

· ASIC Launches Service Charter

· July AUASB Agenda

· APRA Guidance on Trustee Liability Insurance
· UK Revised Combined Code on Corporate Governance
· Australian Risk Management Summit
· AIFRS Operational Considerations for 30 June 2006

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
ED 150 FINANCIAL INSTRUMENTS PUTTABLE AT FAIR VALUE
As foreshadowed in GAAP Alert No.22 (24 June 2006), the AASB released ED 150 ‘Proposed Amendments to AASB 132 Financial Instruments: Presentation and AASB 101 Presentation of Financial Statements: Financial Instruments Puttable at Fair Value and Obligations Arising on Liquidation’ with comments sought by 22 September 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.  Entities affected include: co-operatives that issue shares surrenderable at fair value; unit trusts/mutual funds that issue units that are redeemable from the issuer at fair value; entities that have a limited life (for example, some trusts); and partnerships where the partnership will have to liquidate on exit or death of a partner.
The ED proposes to:

· Classify as equity financial instruments puttable at the fair value, and instruments with an obligation for a prorata share of the net assets of the entity on its liquidation, provided specified criteria are met; and

· Require additional disclosures about the affected instruments, primarily financial instruments puttable at fair value.

HIGHLIGHTS OF JUNE FRC MEETING

At the 22nd June meeting of the FRC the main issues considered included:

· The report by the FRC’s sector neutral consultant 

· The 2006-07 budgets and business plans for the AASB, and the AUASB

· An appointment to the AASB

· A progress report on the implementation of decisions taken at the strategy meeting held by the FRC in February 2006; and 

· Reports from standard setters and committees. 

The FRC agreed to prepare a document for consultation with the AASB and AUASB that sets out the agreed process for developing and issuing strategic directions to the Boards under s.225 of the ASIC Act 2001.

The FRC considered and approved the 2006-07 budgets and business plans for the AASB and the AUASB. It also considered and approved the FRC’s own 2006-07 budget.  The FRC noted that on the basis of funding commitments and projected expenditures, the AASB and AUASB are expected to record a combined deficit in each of 2006-07, 2007-08 and 2008-09 and that these may require the Boards and the FRC to find expenditure savings and draw upon cash reserves.

SECTOR-NEUTRAL ACCOUNTING STANDARDS PAPER RELEASED
The FRC is seeking comment on matters related to standard-setting, especially in relation to the public sector and private sector not-for-profit entities, through consultation issues raised in the report ‘A Review of the Policy of Sector-Neutral Accounting Standards’.  Comments are sought by 31 October 2006.

The Report consists of eight parts and over 130 pages:

· Part 1 ‘Introduction’

· Part 2 ‘Approach to the Review’

· Part 3 ‘The Australian Accounting Standards Board’s Current Approach’

· Part 4 ‘The International Standard-Setting Scene’

· Part 5 ‘Standard-setting Approaches and Structures in Selected Countries’

· Part 6 ‘Views of some Australian Stakeholders on the Current Approach’

· Part 7 ‘Existing Australian Accounting Standards and Sector-neutrality’, and

· Part 8 ‘Issues and Options – Standard-setting for Different Sectors’.

Part 8 contains some interesting topics:

· How effective is the current approach in meeting different user needs?

· How well will the current approach to setting standards for different sectors be able to respond to user needs in the future?

· Identifying and evaluating other options for standard-setting

· Specific options for a two sets of standards scenario

· Alternative approaches to a single set of standards

· One or more boards?

· Options to enhance the current approach, and

· Concluding Comments.

Specific comment is sought on the following issues:

1. How well are the needs of all users of general purpose financial reports, including users of public sector and other not-for-profit entities in Australia, being met?
2. Will the current approach of the AASB enable the standard-setter to respond to the more challenging environment of the future, and ensure the needs of public sector and other not-for-profit users are appropriately met?
3. Do you consider that having a conceptual framework that is applicable and appropriate to all entities is a necessary element in Australian standard-setting for all sectors?  What approach to establishing a conceptual framework(s) do you consider appropriate?
4. Different approaches could be used to set standards in Australia.  Which approach do you consider the most appropriate: to continue to develop a single set of standards; to develop two separate sets of standards: one for profit-oriented entities and the other for not-for-profit entities; or another approach e.g., three sets of standards (profit-oriented, public sector not-for-profit and other not-for-profit sets) or two sets of standards with other not-for-profit entities being addressed together with profit-oriented entities?
5. Where you considered standards different from those applying to the for-profit sector should be developed for one or more sectors indicate, for each such sector, what the primary base should be for those standards: GFS; IPSAS; or a range of sources, including IFRS, IPSAS and GFS, depending on the particular issue being considered?

6. If a single set of standards continues to be developed in Australia, do you prefer: the current approach of the AASB; a matrix approach, retaining specific standards for types of public sector and possibly also other not-for-profit entities while maintaining a general set of topic based standards applicable to all entities; or an approach involving a single set of standards but with non-standard level guidance (such as the UK Statements of Recommended Practice) applicable to particular sectors or groups of entities in sectors?
7. Would a Statement of User Needs for the public sector and other not-for-profit sectors, based on research, and including an analysis of how any different needs impact financial reporting be useful?  If so, suggest how that Statement of User Needs could be developed and maintained.  Do you have any other views on how user input could be enhanced?
8. Do you consider that there is enough clarity on the direction that the AASB is taking in establishing requirements for the public sector and not-for-profit entities, including identifying the base set or sets of standards that will be adopted?
9. A number of options to enhance the recognition of different environments and issues in sectors have been identified in the Report. Do you consider any of the options, including those relating to board membership, sub-boards or committees, expectations of board members, staffing or explicit board sign-offs would enhance the ability of the standard-setting process to meet user needs?
10. Are there any other matters that you would like to suggest for consideration by the FRC?
Comments should be addressed to: Mr. Jorge del Busto, Secretary Financial Reporting Council, c/- The Commonwealth Treasury, Langton Crescent, PARKES ACT 2600, or by e-mail to jdelbusto@treasury.gov.au.
AASB BUSINESS PLAN 2006-7

The AASB released its 13-page Business Plan for 2006-7 that outlines: its functions and responsibilities; the regulatory risks faced; reputation and influence; New Zealand convergence; monitoring the IASB; involvement in IASB Projects; activities in relation to the International Public Sector accounting projects; the GAAP/GFS Convergence Project; other domestic projects; interpretations, communication processes and policies; and work program under the broad headings of i.e., international role, interpretations, and transaction neutrality. 
Supporting its Business Plan are the Business Plan Initiatives that identify the AASB’s vision, mission and eight initiatives for 2006-7.  The vision of the AASB is “to be recognised as a Global Centre of Excellence, delivering a truly distinctive contribution to the development of high quality financial reporting standards”.  Its mission is to:

· “Develop and maintain high quality financial reporting standards for all sectors of the Australian economy; and

· Contribute thought leadership and talent to the development of global financial reporting standards and be recognised as facilitating the inclusion of the Australian community in the activity of global standard setting”.

The AASB’s Initiatives for 2006-7 to accomplish its mission, and at the same time fulfill its statutory role are:

· Establish a framework for reporting by Government, the General Government Sector and other levels of Government

· Produce standards for the Australian economy by issuing, wherever possible, standards that will treat like transactions consistently across all sectors, unless there is sound reason to be different in particular circumstances

· Identify areas requiring fundamental review of Australian reporting requirements and introduce standards to cover these areas

· Have a significant influence on the development of international financial reporting standards

· Issue Australian versions of all IASB exposure drafts, invitations to comment, standards and interpretations, simultaneously with the international equivalents

· Promote globally consistent application and interpretation of accounting standards

· Develop communications processes and policies to facilitate effective and timely engagement with stakeholders, stakeholder groups and with the bodies it is seeking to influence, and

· Develop personnel with experience in standard-setting.

ASIC LAUNCHES SERVICE CHARTER

ASIC launched a Service Charter that outlines the standards and principles aimed at improving the standard of its service.  The Service Charter is a response to the recommendations to Federal Government’s Taskforce Report on ‘Reducing the Regulatory Burdens on Business – Rethinking Regulation’ (see e-GAAP Update No.7/2006 ‘Regulation Review: The Corporate Dimension’).

The Charter sets out what users of ASIC services can expect from their dealings with the regulator.  The Charter identifies how long it will take to process applications or requests.  Surveillance and enforcement activities are outside the scope of the Charter.  ASIC will report on its performance against key efficiency indicators in its annual report.

The Service Standards relate to: telephone or email enquiries; general correspondence; registering a company; updating company information and status; registering as an auditor, liquidator, managed investment scheme; applying for an AFS Licence, an Australian market license; relief; and a complaints.

Further initiatives will be released soon, e.g., publishing information about how ASIC works, makes decisions and approaches its legislative functions; and reducing the number and types of documents it publishes into smaller and more readable sets.

JULY AUASB AGENDA

The agenda for the 3 July meeting of the AUASB includes: AUASB corporate plan and business plan; review of AUASB Guidance Pronouncements on the Note Auditor’s Report on AASB 124 Remuneration and disclosures contained in the Annual Directors’ Report; internal control engagements; IAASB meeting papers, and its communication plan.

APRA GUIDANCE ON TRUSTEE LIABILITY INSURANCE
APRA released an Information Paper on ‘Trustee Liability Insurance’ that provides updated guidance to superannuation trustees when obtaining liability insurance.  The paper contains the findings of a survey conducted in 2005 with insurance brokers on the availability of professional indemnity insurance, and the level of coverage bought by trustees.  The survey helped APRA to assess the adequacy of professional indemnity insurance cover for Registrable Superannuation Entity (RSE) licensees (i.e., trustees of APRA regulated superannuation funds).

The paper also outlines APRA’s expectations for RSE licensees to ensure adequate insurance arrangements are in place covering the trustee and fund operations.  Determining the level of insurance cover is an RSE licensee’s responsibility with APRA taking insurance into account when assessing the RSE licensee’s resources.

In APRA’s view, the level and terms of insurance cover that an RSE licensee has in place should reflect the nature, scale and complexity of the licensee’s operations.  Licensees are expected to be able to demonstrate that the level and terms of insurance cover are prudent and reasonable to meet their obligations, and to ensure they are acting in the best interests of members.
UK REVISED COMBINED CODE ON CORPORATE GOVERNANCE
Following a review by the UK Financial Reporting Council, the ‘Combined Code on Corporate Governance’ (June 2006) was reissued and supersedes the 2003 version.  The contents of the Combined Code include a preamble, a section devoted specifically to companies (i.e., directors, remuneration, accountability and audit, relations with shareholders) and the other section to institutional shareholders (i.e., provisions on the design of performance related remuneration; guidance on liability of non-executive directors: care, skill and diligence; and disclosure of corporate governance arrangements).
A small number of changes have been made to the previous version.  These will enable the company chairman to sit on the remuneration committee if considered independent on appointment; provide shareholders voting by proxy with the option of withholding their vote on a resolution; and encourage companies to publish the details of proxies lodged on resolutions where votes are taken on a show of hands.  There was no demand for major changes; rather, there was a widespread desire for a period of stability.
The Listing Rules will not formally apply to the revised Combined Code until the Financial Services Authority has carried out a separate consultation.  The FRC has encouraged listed companies and their investors to adopt the updated Code on a voluntary basis for reporting years beginning on or after 1 November 2006.

AUSTRALIAN RISK MANAGEMENT SUMMIT 2006
ACE Events is holding the ‘Australian Risk Management Summit 2006’ on 19 & 20 September 2006 at the Sydney Convention and Exhibition Centre.  Topics to be covered include:
· Aligning risk management strategies with business strategy

· Designing an operational risk framework and implementing an effective evaluation strategy

· Implementing effective risk monitoring and measurement systems

· Integrating compliance, risk and assurance frameworks

· Understanding corporate governance issues and the regulatory framework 

· Adopting risk mitigation techniques and embedding a strong risk culture 

· Aligning business continuity planning with your risk strategy

· The role of effective data management in minimising organisational risk, and

· Utilising risk management to determine organisational insurance requirements.

For those interested in knowing more about the summit, please refer to www.acevents.com.au/risk2006, telephone 02 8920 2547, or email angela@acevents.com.au.

AIFRS OPERATIONAL CONSIDERATIONS FOR 30 JUNE 2006

In preparing for 30 June 2006 financial reporting season, there a many new considerations that require emphasis in your planning.  Some of these are:

General

· Update your library (e.g., accounting standards, interpretations, rejected issues, implementation guidance, basis of conclusions, checklists, model set of accounts and other references, such as e-GAAP Updates) and confirm current as at 30 June 2006

· Organise access to experts (e.g., accounting and valuations)

· Review your financial reporting timetable, and allow extra time for the first AIFRS financial report

· Prepare shell financial statements and notes

· Identify the sources of fair value information (e.g., held-for-sale assets, impairment, investment properties, financial instruments)

· Document assumptions, as many of these will require disclosure (e.g., impairment)

· Institute a quality assurance process, including with queries and matters of interpretation

Application

· Determine which standards are applicable: reporting entity, entity preparing financial statements under the Corporations Act, and not-for-profit

· Review whether the entity is reporting entity

· For proprietary companies, review size test thresholds based on AIFRS for revenue and assets

· Check status as a not-for-profit

Presentation of Financial Statements

· Disclose judgements regarding accounting policies

· Disclose key sources of estimation uncertainty

· Application of the accrual basis of accounting to entities preparing financial reports under Part 2M.3 of the Corporations Act

· Prepare Statement of Changes in Equity

Accounting Policies

· Disclose information about accounting standards issued but not yet operative

Transition to AIFRS

· Explanation of the transition by reconciliation information

· Health warning on historical summaries

· Certain comparatives exemptions (e.g., financial instruments)

· Disclose where fair values are used as deemed cost

Materiality

· Determine materiality threshold for amounts in the financial statements and for purposes of note disclose

Business Combinations

· Ensure information is available for business combinations (e.g., goodwill reconciliations, and pre-acquisition information) and identification of intangible assets acquired

· Note that provisional accounting can be used for incomplete acquisitions

Share-based payments

· Update option information

Held-for Sale Asset and Discontinued Operations

· Identify held for sale assets and discontinued operations (dates are critical)

· Source fair value less cost to sell information

· Determine whether there have been changes to the plan for the sale of assets

Income Tax

· Update tax balance sheet (include any changes in intent of holding the asset, any changes in underlying tax rules)

· Ensure positions are developed that tax losses are ‘probable’

Related Parties

· Identify related parties based on revised definitions in the December 2005 version of the Standard

· Identify related party transactions

· Revise related disclosure

Impairment

· Perform indicators assessment, and where required, undertake impairment testing of individual assets and cash generating units

· Conduct specific impairment testing of intangibles and goodwill

· Ensure availability of fair value information, and cash projection information for value-in-use

· Ascertain whether there have been changes in cash generating units and goodwill allocated to them

Intangible Assets

· Identify whether development expenditure meets the recognition criteria for internally generated identifiable intangible assets

· Reassess the finite and indefinite useful life (annually and whether there is an indication of impairment) assessments

· Ensure that there is evidence to support ‘renewable rights intangibles without a significant cost’

· Review the amortisation period and useful lives

Financial Instruments

· First time application for AASB 139 ‘Financial Instruments: Recognition and Measurement’

· Conduct impairment testing

· Obtain information for fair value disclosures

· Decide whether to apply AASB 132 ‘Financial Instruments: Disclosure and Presentation’ or early adopt AASB 7 ‘Financial Instruments: Disclosure’ and ‘AASB 132 ‘Financial Instruments’

Investment Property

· Determine fair value as at reporting date

· Ascertain whether there is evidence of a change in use that results in transfer to/from investment property classification

Leases

· Remember whether a lease is an operating or finance lease depends economic substance with specific indicators introduced that individually or in combination may result in classification as a finance lease.  Such an evaluation needs to be undertaken and documented.  Presumptive tests under the old leasing standard are gone (cancellation; and75% of the remaining economic life or 90% of fair value).

Not-Profit Entities

· Determination of status

· Choose the not-for-profit elections, or apply the for-profit requirements and therefore make an explicit and unreserved statement of compliance with IFRS

· Identify specific accounting rules (e.g., impairment, grants, and revaluations of property, plant and equipment)

Watch Carefully

· The exclusions in the application and scope clauses, and

· The cross referencing to other accounting standards (individual AIFRS are not self-contained)

OUTSTANDING EXPOSURE DRAFTS

Accounting

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

22 September ED 150 ‘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’ – AASB
23 October ED ‘Proposed Amendments to AASB 132 Financial Instruments: Presentation and AASB 101 Presentation of Financial Statements: Financial Instruments Puttable at Fair Value and Obligations Arising on Liquidation’ – IASB

31 October ‘A Review of the Policy of Sector-Neutral Accounting Standards’ – FRC

Auditing

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
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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