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

· Hot Topic: AASB 7 ‘Financial Instruments: Disclosure’

· AASB November Meeting Highlights

· IFRIC November Meeting Highlights

· AUASB October Meeting Highlights

· APESB November Agenda

· Further Sentencing of HIH Former CFO
· US GAAP Reconciliation Gone
· International Auditing Chairman Sought
· Recent e-GAAP Update Newsletters
· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
HOT TOPIC: AASB 7 ‘FINANCIAL INSTRUMENTS: DISCLOSURE’

An entity that makes more use of financial instruments has greater associated risks and triggers a broader range and depth of disclosures under the new AASB 7 ‘Financial Instruments: Disclosure’ that applies to 31 December 2007 and 30 June 2008 year ends for the first time.  For the more complex reporting entities, there may be up to 70 additional disclosures to comply with AASB 7.  One can pose the question of where is the risk information (credit, liquidity, and market), located in the financial records?

Issues that preparers will need to focus on include such matters as:

· Understanding the requirements of AASB 7 ‘Financial Instruments: Disclosure’
· Effect of expanded disclosures and processes required to produce the required information (including the appropriate level of internal control)

· Impact of disclosing internal company information externally (risk disclosure ‘through the eyes of management’)

· Revision, update and documentation of risk management policies relating to significant financial instruments, and

· Recent amendments to AASB 139 ‘Financial Instruments: Recognition and Measurement’ (e.g., fair value determinations, restrictions on fair value though profit or loss, financial guarantees) that also affect AASB 7.

It is likely that some reporting entities, particularly at the smaller end of the reporting entity range, may have no formal internal accounting policies on how they manage the risks arising from the use of financial instruments.  Where there are such policies they may be somewhat dated, and may not have been approved by the Board.  There may be also a lack of effective engagement with those charged with governance on objectives, risks, processes and assurance on financial instruments.

Auditors will also need to plan for the impact of AASB 7 on each of their clients.  AASB 7 will affect audit areas such as: planning, understanding the entity and environment, assessing risk, audit documentation, and communication with governance.  There is also the specific auditing standard ASA 545 ‘Auditing Fair Value Measurements and Disclosures’ to consider.

Some of the requirements of AASB 7 are familiar as they stem from AASB 132 ‘Financial Instruments: Disclosure and Presentation’ while others, such as the requirement to provide quantitative and qualitative market risk disclosures are new, and may represent a significant challenge for many entities.  The release of AAS 7 sees AASB 132 ‘Financial Instruments: Presentation and Disclosure’ being truncated to presentation issues, and the withdrawal of AASB 130 ‘Disclosures in the Financial Statements of Banks and Similar Financial Institutions’.

AASB NOVEMBER MEETING HIGHLIGHTS

The highlights of the 15-16 November AASB meeting included the following.

Review of AAS 27, AAS 29 and AAS 31:  Decided to vote out of session on making the following Standards: AASB 1050 ‘Administered Items’; AASB 1052 ‘Disaggregated Disclosures’; revised AASB 1004 ‘Contributions’; and AASB 2007-9 ‘Amendments to Australian Accounting Standards arising from the Review of AAS 27, AAS 29 and AAS 31’ (amends eight AASB).  These Standards are based on ED 156 ‘Proposals Arising from the Short-term Review of the Requirements in AAS 27, AAS 29 and AAS 31’.
Land under Roads:  Under the ED 156 proposals, decided to amend draft AASB 1051 ‘Land under Roads’ to:

· Clarify that the principles in other Standards (including AASB 116 ‘Property, Plant and Equipment) apply to all land under roads, except to the extent that AASB 1051 would require or permit otherwise

· Clarify that a local government, government department or government can elect to recognise or not recognise (including derecognise) land under roads acquired before the end of the first reporting period ending on or after 31 December 2007 (typically, 30 June 2008)

· Require that a final election is made no later than the first day of the next reporting period (typically, 1 July 2008), and

· Require that any adjustments that arise from that final election be made against the opening balance of accumulated surplus/deficiency of that next reporting period.

Interpretation 1038 Contributions by Owners Made to Wholly-Owned Public Sector Entities:  Agreed to amend Interpretation 1038 to make it consistent with the requirements relating to restructures of administrative arrangements in the revised AASB 1004.
Australian Petroleum Resource Rent Tax:  Confirmed the view that the Australian PRRT is within the scope of AASB 112 ‘Income Taxes’, and agreed to vote out of session on making AASB Interpretation 1003 ‘Australian Petroleum Resource Rent Tax’.  It will apply to annual reporting periods ending on or after 30 June 2008, with early adoption permitted.

Not-for-Profit Entity Definition:  Considered a draft consultative document ‘Proposed Definition and Guidance for Not-for-Profit Entities’, incorporating the NZ FRSB’s definition and guidance on public benefit entities.  A revised draft Invitation to Comment will considered at the AASB’s December meeting.

Service Concession Arrangements – Public Sector Grantors:  Received an update on the activities of the Service Concessions Advisory Panel.  The responses to the questions posed by the AASB will be considered at the AASB’s December meeting.

Superannuation Contributions Tax:  Noted the questions to be addressed by the Superannuation Contributions Tax Advisory Panel.

Customer Contributions:  Noted that IFRIC will shortly release a draft Interpretation on customer contributions that will affect UIG Interpretation 1017 ‘Developer and Customer Contributions for Connection to a Price-Regulated Network’.

Recognition of Franked Dividend Revenue:  Decided to publish an agenda rejection statement and related issue proposal in relation to the recognition of franked dividend revenue on the AASB website, with a comment date of 3 December 2007.

Disclosure of Franking Credits:  Requested staff to prepare an issues paper on suggested improvements to the disclosure of franking credits.  AASB 101 ‘Presentation of Financial Statements’ (paras. Aus138.3 to Aus138.5) includes disclosure requirements for franking credits.
Business Combinations:  In relation to the imminent release of a revised AASB 3 ‘Business Combinations’ (based on the revised IFRS 3), decided that for combinations of not-for-profit entities:

· For the time being, not to include the Aus paragraphs for restructures of local governments arising from the imminent AASB 2007-9 and revised AASB 3, until further work is undertaken on combinations for not-for-profit entities, and

· To include in the Preface a statement that the AASB intends to consider the suitability of applying a revised AASB 3 to combinations of not-for-profit entities prior to the mandatory application date.

Differential Reporting/SMEs:  Finalised the AASB submission to the IASB on the proposed IFRS for SMEs.
Insurance Contracts:  Finalised the AASB submission to the IASB on ITC 13 Request for Comment on IASB Discussion Paper ‘Preliminary Views on Insurance Contracts’.
12-13 December 2007 AASB Meeting:  Anticipated agenda items include: Business Combinations; Differential Reporting; Hedge Accounting (ED 158); IASB Annual Improvements (ED 159);  Interpretations; Joint Arrangements (ED 157); Managed Investment Schemes; Not-for-Profit Entity Definition; Presentation of Financial Statements; Land Under Roads; and Superannuation Entities.

IFRIC NOVEMBER MEETING HIGHLIGHTS

The highlights of the 1 November IFRIC meeting included the following.  These decisions will affect the work of the AASB.
IAS 18 ‘Revenue’ – Customer Contributions:  Agreed that a draft Interpretation should be prepared for comment.  Key features of proposed Interpretation include:

· Where a contributed asset has been received, assess whether it should be recognised in accordance with IFRSs

· Measure the asset at its fair value

· Apply IFRIC 4 ‘Determining whether an Arrangement Contains a Lease’ to assess whether the ongoing service arrangement contains a lease of the asset back to the customer

· The credit from recognising the asset at fair value represents an obligation to provide ongoing access to a supply of goods or services using that asset.  Accordingly, revenue is recognised and the obligation reduced as access is provided, and
· The period over which the access is provided is the period when the entity has an obligation to provide access to the supply of goods or services.
IAS 19 ‘Employee Benefits’ – Death in service benefits:  The wording of the previously published tentative agenda decision rejection notice is to be reconsidered.
IAS 27 ‘Consolidated and Separate Financial Statements’ – Accounting for distributions of non-cash assets to owners:  Agreed a draft Interpretation, with the following key features:
· All liabilities for distributions (dividends payable) should be measured in accordance with IAS 37 ‘Provisions, Contingent Liabilities and Contingent Assets’
· When an entity makes the distribution that settles the dividend payable and loses control over the assets distributed, any difference between the carrying amount of the dividend payable and the carrying amount of the assets distributed is recognised in comprehensive income, and
· Any difference between the carrying amount of the dividend payable and the carrying amount of the assets distributed will always be a credit balance, and should be recognised in profit or loss.

Amendments to IFRS 5 ‘Non-current Assets Held for Sale and Discontinued Operations’ were foreshadowed which proposed its classification, presentation and measurement requirements should be applied to assets held for distribution to owners.

IAS 39 ‘Financial Instruments: Recognition and Measurement’ – Scope of paragraph 11A and application of paragraph AG33(d)(iii):  IFRIC will request the IASB to clarify these issues.  The first issue considered was whether the fair value option (paragraph 11A) can be applied to contractual arrangements outside the scope of IAS 39, but contain one or more embedded derivatives.  IFRIC recommended that the IASB should clarify paragraph 11A by specifying whether it applies only to contracts with embedded derivatives that have financial hosts, or whether the fair value option can be applied to all contracts with embedded derivatives.  The second issue considered was how to determine the environment in which a transaction takes place for the purpose of applying paragraph AG33(d)(iii).  IFRIC was of the view that paragraph AG33(d) was to apply only to embedded foreign currency derivatives that are integral to the arrangement and bear a close economic relationship to the host contract.  IFRIC will suggest to the IASB how that paragraph can be clarified.

Agenda decisions: IFRIC decided not to add the following topics to its agenda: IAS 19 ‘Employee Benefits’ – Changes to a plan caused by government; and IAS 19 ‘Employee Benefits’ – Treatment of employee contributions.
Tentative agenda decisions:  IFRIC reviewed the following matters and tentatively decided that they should be not included on its agenda: IAS 19 ‘Employee Benefits’ – Definition of plan assets; IAS 19 ‘Employee Benefits’ – Pension promises based on performance targets; IAS 23 ‘Borrowing Costs’ – Foreign exchange and capitalisable borrowing costs; IAS 37 ‘Provisions, Contingent Liabilities and Contingent Assets’ – Deposits on returnable containers; and IAS 39 ‘Financial Instruments: Recognition and Measurement’ – Scope of IAS 39 (para.2(g).  These tentative decisions will be reconsidered at the IFRIC meeting in January 2008.  Constituents who disagree with the proposed decisions should contact IFRIC ifric@iasb.org by 14 December.
AUASB OCTOBER MEETING HIGHLIGHTS

The highlights of the 22-23 October meeting of the Auditing and Assurance Standards Board included.

ASAs to be reissued in Clarity format effective 1 January 2010:  Agreed that the 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 commencing on or after 1 January 2010.  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.  The AUASB will release the proposed revised Australian standards as exposure drafts during 2008 and early 2009.

Approval of Pronouncements:  The AUASB approved a new Guidance Statement GS 004 ‘Using the Work of an Actuary’ that supersedes AUS 524 ‘The Auditor’s Use of the Work of an Actuary and the Actuary’s Use of the Work of the Auditor in Connection with the Preparation and Audit of a Financial Report’.  The new Guidance Statement focuses on guidance to the auditor when using the work of an actuary, whereas guidance to the actuary (which supersedes AUS 524) is provided by The Institute of Actuaries in Australia and APRA.

The AUASB approved a revised Guidance Statement GS 003 ‘Audit and Review Requirements for Australian Financial Services Licensees under the Corporations Act 2001’ (previously AGS 1068), and an Exposure Draft of the proposed ASAE ‘Compliance Engagements’.  It also approved a revised Guidance Statement GS 004 ‘Audit Implications of Prudential Reporting Requirements for General Insurers’ (previously AGS 1064 and the Addendum to AGS 1064) following the ratification of the Financial Sector Legislation Amendment (Simplifying Regulation and Review) Bill 2007 by Federal Parliament.

Other Projects:  The AUASB considered further revisions of the following proposed pronouncements ASAE on ‘Performance Engagements’ and Guidance Statement on ‘Audit Implications on the Use of Service Organisations for Investment Management Services’.  Final documents will be considered for approval at the December 2007 meeting.  It also considered an update on a proposed Guidance Statement on ‘Self Managed Superannuation Funds’; a first draft of the Guidance Statement will be reviewed at the 3 December 2007 meeting.  The AUASB approved project plans for the revision of AGS 1002 ‘Bank Confirmations’ and AGS 1014 ‘Privity Letter Requests’.

APESB NOVEMBER AGENDA

The agenda for 19-20 November 2007meeting of the Accounting Professional & Ethical Standards Board includes:

· Standards Development and Review: ED 03/07 ‘Network Firm Definition’; Impact of Corporate & Financial Services Regulation Review on APES 110; ED 04/07 ‘Terms of Engagement’; ED 0X/07 ‘Business Valuation’; ED 0X/07 ‘Compilation of Financial Reports’; and ED 05/07 ‘Conformity with Accounting Standards’
· Update on Review of APS:  APS 10 ‘Trust Accounts’ and APS 12 ‘Financial Advisory Services’, and
· Annual reviews of recently issued APES: APES 110, APES 320 and APES 410.
FURTHER SENTENCING OF HIH FORMER CFO

Mr Dominic Fodera, the former Finance Director and Chief Financial Officer of HIH Insurance Ltd (HIH) was sentenced to three years and four months imprisonment on charges brought by ASIC.  Mr Fodera had earlier pleaded guilty to a charge of knowingly or recklessly failing to act honestly in the discharge of the duties of his office, dishonestly and intending to gain an advantage for HIH, namely a beneficial accounting treatment.
ASIC had alleged that Mr Fodera, in his capacity as an officer of HIH, failed to inform the directors of HIH and its auditor of the true terms and effect of the understandings and contractual arrangements proposed and entered into between HIH and its related companies and Hannover Ruckversicherungs-Aktiengesellschaft, Hannover Reinsurance (Ireland) Ltd and E + S Reinsurance (Ireland) Ltd (Hannover Re), relating to the financial reporting period ended 30 June 1999.  HIH had entered into reinsurance arrangements with Hannover Re.
HIH had accounted for the arrangements with Hannover Re on the basis that they were reinsurance contracts involving a transfer of risk.  The overall profit and loss impact of this accounting treatment was the booking of an additional $92.8 million to HIH’s operating profit before abnormal items and income tax.  On 9 September 1999, HIH lodged its annual report for the 18 months from 1 January 1998 to 30 June 1999 with the ASX and ASIC.  HIH recorded a consolidated profit of $102 million before abnormal items and income tax and a loss of $21.2 million after abnormal items and tax.
In determining the sentence, Her Honour Justice Bell said, ‘As the company’s Chief Financial Officer, the offender bore heavy responsibility in its dealings with the auditor and as a senior executive member of the board he bore a heavy responsibility to ensure proper disclosure of all relevant matters within his area.  The offender’s deliberate breach of his responsibilities in each of these respects was a serious breach of trust.’
Mr Fodera is presently in custody having been sentenced on 7 June 2007 to three years imprisonment, following his conviction on other criminal charges laid by ASIC of authorising, on 26 October 1998, the issue of a prospectus by HIH Holdings (NZ) Ltd to raise up to $155 million of converting notes, which contained a material omission.
Justice Bell directed that the sentence be partly concurrent with the sentence Mr Fodera is presently serving on the prospectus charge.  Her Honour specified a single non-parole period of three years in respect of both the Hannover Re and the prospectus charge.
US GAAP RECONCILIATION GONE!
The Securities and Exchange Commission (SEC) approved rule amendments under which financial statements from foreign private issuers in the U.S. will be accepted without reconciliation to U.S. Generally Accepted Accounting Principles only if they are prepared using International Financial Reporting Standards (IFRS) as issued by the International Accounting Standards Board.  The rule amendments will take effect 60 days after they are published in the Federal Register and apply to financial statements covering years ended after 15 November 2007.

The purpose of the requirement to use the IASB-approved version is to encourage the development of IFRS as a uniform global standard, not a divergent set of standards applied differently in every nation.  Consistency of application of IFRS will help U.S. investors who own foreign securities to have better comparability.

The SEC will convene two roundtables in December to collect more feedback from the public on the issue of giving U.S. domestic issuers the same option that foreign issuers have in our markets to use either IFRS or U.S. GAAP.
INTERNATIONAL AUDITING CHAIRMAN SOUGHT

International Federation of Accountants (IFAC) is seeking candidates for the position of IAASB Chair for a three-year term commencing January 1, 2009.  The chair is appointed by the IFAC Board with the approval of the Public Interest Oversight Board (PIOB).
One of the primary responsibilities of the chair is to promote and develop a greater understanding of the IAASB’s strategy and objectives with key stakeholders.  The chair provides leadership in the implementation of the IAASB’s strategy, including promoting its International Standards on Auditing as a global benchmark for audit quality, and in the development of international standards.  He or she chairs meetings of the IAASB and proactively leads debate and seeks consensus from among its members.  The chair is also responsible for establishing and maintaining effective and constructive relationships with key stakeholders, including international and national standard setters and regulators.  In addition, the chair serves as the IAASB’s primary spokesperson and primary liaison with the IFAC Board, other boards and committees of IFAC, and the PIOB.
The successful candidate should have significant senior-level experience and be well recognised within the accountancy profession.  Strong leadership and effective communication and strategic skill, as well as technical and professional competence are also required.  The chair must possess the highest integrity, be dedicated to protecting the public interest, and be committed to the IAASB’s mission.
Candidates should submit their résumé (CV) via email to IAASBChair2009@ifac.org.  All submissions must be received by February 15, 2008.  For further details on the role of the IAASB Chair and the selection process, see the Call for Nominations/Applications on the IFAC website at http://www.ifac.org/jobsatIFAC/.  Further information about IAASB may be obtained from its website: http://www.iaasb.org.
RECENT e-GAAP UPDATE NEWSLETTERS!

The following e-GAAP Update Newsletters have been released to the subscribers:
· No. 4/2007 ‘Inventories Held for Distribution – A Change for Some?’  (2500 words, 6 pages)  It contains an in-depth analysis of Accounting Standard AASB 2007-5 ‘Amendments to Australian Accounting Standard – Inventories Held for Distribution by Not-for-Profit Entities (AASB 102)’ that amends AASB 102, and is applicable to annual reporting periods beginning on or after 1 July 2007.  It includes 12 CFO action items.
· No.5/2007 ‘Applying GAAP to Service Concession Arrangements’  (5100 words, 12 pages)  It contains an in-depth analysis on Interpretation 12 ‘Service Concessions’ and applies to annual reporting periods beginning on or after 1 January 2008.  Early adoption is permitted.  The newsletter contains 12 CFO action items.
· No.6/2007 ‘Borrowing Costs – The Right Alternative Removed!’  (3,400 words, 8 pages)  It contains an in-depth analysis of the revised AASB 123 ‘Borrowing Costs’ that is applicable to annual reporting periods beginning on or after 1 January 2009, with early adoption permitted.  The newsletter contains 12 CFO action items.
· No. 7/2007 ‘Customer Loyalty Programmes Specific Rules’  (2,600 words, 6 pages)  It contains a review of Interpretation ‘Customer Loyalty Programmes’ that applies to annual reporting periods beginning on or after 1 July 2008.  The newsletter contains 15 CFO action items.
· No. 8/2007 ‘Introducing Comprehensive Income and Other AASB 101 Amendments – An Interim Fix’ (7,900 words, 21 pages)  It contains an in-depth analysis of revised AASB 1 ‘Financial Statements Presentation’ that introduces the notion ‘comprehensive income’, and also amending standard AASB 2007-08 ‘Amendments to Australian Accounting Standards arising from AASB 101’.  These Standards are applicable to annual reporting periods beginning on or after 1 January 2009, with early adoption permitted.  The newsletter also contains 16 CFO action items plus early adoption analysis.

· No.9/2007 ‘It is Now Financial Instruments: Disclosure Time’ (10,100 words, 28 pages).  It contains an in-depth analysis of new AASB 7 ‘Financial Instruments: Disclosure that is operative for 31 December 2007 and 30 June 2008 year ends for the time.  It includes 22 CFO action items, as well as detailed Appendices highlighting the changes from AASB 132 ‘Financial Instruments: Disclosure and Presentation’, and also AASB 130 ‘Disclosures in the Financial Statements of Banks and Similar Financial Institutions’.
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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