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

· AASB July Agenda

· FASB and IASB Publish Parts of Conceptual Framework
· Ethical Standards Effective 1 July 2006

· ADI Prudential Standards Effective 1 July 2006

· Financial Reporting Panel Ready for Business

· IFRIC July Agenda

· Appointment to the AASB

· Appointments to IFRIC

· Audit Guidance on Registrable Superannuation Entities and Licensees

· Force of Law Auditing Standard Come into Effect

· Report on Corporate Responsibility and Triple-Bottom-Line Reporting
· Remember to Register as Interpretation Panel with AASB
· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
AASB JULY AGENDA
The agenda for the 12 and 13 July meeting of the AASB includes:

· Work Program

· Related Party Disclosures – consider approach to rationalising requirements

· GAAP/GFS Convergence – consider draft Standard, draft illustrative financial statements and draft Basis for Conclusions

· Australian Additions to, and Deletions from, IFRSs – consider issues paper

· Presentation of Financial Statements – consider comments on ED 148 and draft submission to IASB

· Review of AAS 27, AAS 29 and AAS 31 – consider draft ED

· Parent Entity Financial Statements – consider issues paper

· IPSASB Report Status report, and

· Interpretations – consider process and nominations for register.

FASB AND IASB PUBLISH PARTS OF CONCEPTUAL FRAMEWORK
The FASB and the IASB released a Discussion Paper ‘Preliminary Views on an improved Conceptual Framework for Financial Reporting: The Objective of Financial Reporting and Qualitative Characteristics of Decision-useful Financial Reporting Information’ for comment by 3 November 2006.  The Boards plan to publish an exposure draft of these chapters in 2007.

The consultative document sets out the Boards preliminary views on the first two chapters of an enhanced conceptual framework.  The draft chapters define the objective of financial reporting, and the qualitative characteristics of decision-useful financial information.  This project was described in their Memorandum of Understanding (February 2006) that laid out a joint program of work for the Boards. 

At present, the Boards are each guided by their own individual framework.  These differ from each other in various respects, are incomplete, and not up to date.  The publication of joint preliminary views reflects their shared commitment to build upon, improve and achieve the convergence of their existing conceptual frameworks.  The Boards believe that a common conceptual framework will improve the foundation and concepts that underlie global financial reporting, and serve as a more effective guide in developing global financial reporting standards.

The preliminary views restate the existing frameworks’ definition of the objective of general purpose external financial reporting as providing information that is useful to present and potential investors and creditors and others in making investment, credit and similar resource allocation decisions.  The document also identifies relevance, faithful representation, comparability (including consistency) and understandability among the characteristics of financial information that make it decision-useful.

The AASB will in due course seek comments on the discussion paper in the Australian context.

ETHICAL STANDARDS EFFECTIVE 1 JULY 2006
Professional standard APES 320 ‘Quality Control for Firms’ was released by the Australian Professional and Ethical Standards Board (APESB), and replaces APS 5 ‘Statement of Quality Control for Firms’ (July 2005) that required systems of quality control in compliance with APS 5 to be established by 31 December 2005.  APES 320 is effective as at 1 July 2006.  APES 320 is substantially the same as APS 5.

APESB has released two new ethical pronouncements APES 410 ‘Conformity with Auditing and Assurance Standards’ (formerly, APS 1.1 ‘Conformity with Auditing Standards’), and APES 110 ‘Code of Ethics for Professional Accountants’ (formerly Code of Professional Conduct).  These come into effect on 1 July 2006 and are mandatory for members of The Institute of Chartered Accountants in Australia and CPA Australia.

The former APS 1.1 ‘Conformity with Auditing Standards’ (October 1995) has been revised to include reference to the new auditing standards issued by the AUASB.

The Joint Code of Professional Conduct (September 1997, with Professional Statement F.1 revised December 2004) was revised both for force of law implications, and to reflect the obligation to implement in Australia the Code of Ethics issued by IFAC in June 2005.

ADI PRUDENTIAL STANDARDS EFFECTIVE 1 JULY 2006
The following prudential standards and guidance notes take effect on 1 July 2006.  The changes reflect APRA’s prudential approach to the adoption of IFRS by ADIs.  Prudential standards APS 111 ‘Capital Adequacy: Measurement of Capital’ and APS 220 ‘Credit Quality’ and associated guidance notes have been significantly altered.  The other prudential standards and guidance notes only contain incidental and formatting changes for consistency.

These Prudential Standards and Guidance Notes are:

· APS 110 ‘Capital Adequacy’ (AGN 110.1 ‘Conglomerate Group’, AGN 110.2 ‘Non-consolidated Subsidiaries, AGN 110.3 ‘Level 3 Assessment’, AGN 110.4 ‘Risk-based Capital Adequacy Framework’, AGN 110.5 ‘Higher Minimum Ratios’, and AGN 110.6 ‘Reductions in Capital’)

· APS 111 ‘Capital Adequacy: Measurement of Capital’ (AGN 111.1 ‘Tier 1 Capital’, AGN 111.2 ‘Tier 1 Capital’, AGN 111.3 ‘Criteria for Capital Issues involving the Use of Special Purpose Vehicles’, and AGN 111.4 ‘Capital Deductions’)

· APS 112 ‘Capital Adequacy: Credit Risk (AGN 112.1 ‘Risk-weighted On-balance Sheet Exposures’, AGN 112.2 ‘Risk-weighted Off-balance Sheet Exposures’, AGN 112.3 ‘Netting’, and AGN 112.4 ‘Treatment of Credit Derivatives in the Banking Book’

· APS 120 ‘Funds Management and Securitisation’ (AGN 120.1 ‘Disclosure and Separation’, AGN 120.2 ‘Credit Enhancement’, AGN 120.3 ‘Purchase and Supply of Assets (including Securities issued by Special Purpose Vehicles)’, AGN 120.4 ‘Liquidity, Underwriting and Lending Facilities’, and AGN 120.5 ‘Servicing, Managing and Treasury Dealings’

· APS 220 ‘Credit Quality (AGN 220.1 ‘Impaired Facility Definition’, AGN 220.2 ‘Impairment, Provisioning, and the General Reserve for Credit Losses’, AGN 220.3 ‘Prescribed Provisioning’, and AGN 220.4 ‘Credit Risk Grading Systems’), and

· APS 221 ‘Large Exposures’.

FINANCIAL REPORTING PANEL READY FOR BUSINESS
The Financial Reporting Panel (FRP), established under the CLERP (Audit Reform and Corporate Disclosure) Act 2004, formally commenced operations on 3 July 2006 under the chairmanship of KPMG partner, Paul Shannon.  The other inaugural members, drawn from the accounting and business community, are Michael Burgess, Allen Crasswell, Brigid Curran, Martin Fensome, Ken McKenzie, Ruth Picker, Ted Rofe and Greg Ward.

The FRP’s primary function is to resolve disputes between ASIC and a company, disclosing entity or registered scheme over the application of accounting standards in its financial reports.  The FRP will provide:

· A timely, efficient and cost effective way of resolving disputes concerning accounting treatments in financial reports

· The opportunity to be heard by persons with relevant expertise

· An independent and balanced opinion, underpinned by due consideration of the latest developments in accounting, commercial and economic matters, and

· A mechanism to alleviate some concerns regarding the use of the courts for adjudication on technical accounting issues.

Mr Paul Power has been appointed as the Executive Director of the FRP, and is responsible:

· For managing a permanent Executive based in Melbourne (Level 11, 607 Bourke Street, tel: 03 8681 7400, Email: frp@frp.gov.au)

· Manage the day-to-day operations of the FRP, co-ordinating and supporting the FRP’s activities and proceedings, and

· Promote the activities and role of the FRP by undertaking communication and liaison with the business community, government, accounting profession and finance practitioners.

Matters may be referred to the FRP by either ASIC or the reporting entity provided it has ASIC’s consent.  A decision by ASIC to refuse consent is not reviewable by the Administrative Appeals Tribunal.  Findings by the FRP will not be binding on either ASIC or the company, and the dispute may be pursued in the Federal Court.  However, the Court may consider the FRP’s findings in determining whether the company complied with the relevant accounting standards.

A referral fee of $2010 must accompany referrals to the FRP by the lodging entity as prescribed in the Corporations (Fees) Amendment Regulations 2001 (Schedule 1, Item 53).

IFRIC JULY AGENDA
The agenda for 6 July and 7 July 2006 IFRIC meeting includes:

· Customer Loyalty Programs – Forfeiture

· Group and Treasury Share Transactions – Methods for determining the charge to be recognised in separate or individual financial statements

· Service Concession Arrangements – Differing treatment of costs and revenues arising from repairs and maintenance

· IAS 19 ‘Employee Benefits’ – Minimum funding requirements and the asset ceiling

· IAS 18 ‘Revenue’ – Guidance on identifying agency arrangements

· IAS 39 ‘Financial Instruments: Recognition and Measurement’ – Securitisations, Derecognition of groups of financial assets

· Review of tentative agenda decisions concerning IFRS 2 ‘Share-based Payment’ – Fair value measurement of a post-vesting transfer restriction, and IAS 17 ‘Leases’ – Recognition of contingent rentals

· IFRS 2 ‘Share-based Payment’ – Employee benefit trusts in the individual or separate financial statements of the sponsor, and

· IAS 39 ‘Financial Instruments: Recognition and Measurement’ – Criteria for identifying ‘portions’.

Recommendations regarding requests for IFRIC agenda items include:

· Valuation of electricity derivatives

· IAS 32 ‘Financial Instruments: Presentation’, puts and forwards held by minority interests

· IFRS 3 ‘Business Combinations’, are puts or forwards received by minority interests in a business combination contingent consideration

· IAS 11 ‘Construction Contracts’/ IAS 18 ‘Revenue’, allocation of profit in unsegmented contracts

· SIC 12 ‘Consolidation – Special Purpose Entities’, relinquishment of control

· IAS 39 ‘Financial Instruments: Recognition and Measurement’, definition of a derivative: indexation on own EBITDA or own revenue

· IAS 32 ‘Financial Instruments: Presentation’, foreign currency instruments exchangeable into equity instruments of the parent entity of the issuer

· IAS 32 ‘Financial Instruments: Presentation’, changes in the contractual terms of an existing equity instrument resulting in it being reclassified to financial liability

· IAS 1 ‘Presentation of Financial Statements’, whether the liability component of a convertible instrument should be classified as current or non-current

· IFRS 2 ‘Share-based Payment’, incremental fair value to employees as a result of unexpected capital restructurings, and

· IAS 16 ‘Property, Plant and Equipment’ Revaluation of investment properties under construction.

The results of the IFRIC meeting will influence the interpretations agenda of the AASB.

APPOINTMENT TO THE AASB
The FRC appointed Mr Brett Rix as a part-time member of the AASB for a three-year term commencing on 4 July 2006.  The appointment follows the retirement from the AASB of Mr Garth Campbell-Cowan.  Mr Rix is Manager, Group Accounting – Policy and Governance at BHP Billiton.

Prior to joining BHP Billiton, Brett was an audit and technical partner at Andersen and Ernst & Young.  He served as a member of the UIG, and as a member of the consultative panels for the AASB dealing with the extractive industry and financial instruments.  Brett joins other recent appointees Jan McCahey (PWC), John O’Grady (EY) and Colin Parker (GAAP Consulting).
APPOINTMENTS TO IFRIC
The Trustees of the International Accounting Standards Committee (IASC) Foundation announced the appointment of three members of the International Financial Reporting Interpretations Committee (IFRIC). The new members are:

· Ruth Picker, Partner, Technical Consulting Group, Ernst & Young, Australia

· Sara York Kenny, Principal Accounting Advisor to the International Finance Corporation, World Bank Group, and

· Takatsugu Ochi, General Manager of Planning and Administration Department, Financial Resources Management Group, Sumitomo Corporation, Japan.

AUDIT GUIDANCE ON REGISTRABLE SUPERANNUATION ENTITIES AND LICENSES
The AUASB issued AGS 1070 ‘Special Considerations in the Audit of Risk Management Requirements for Registrable Superannuation Entities and Licensees’ that is operative from date of issue (July 2006).  The Guidance Statement provides guidance to auditors on matters the audit of risk management strategies for trustees; the audit of risk management plans; and the review of risk management systems processes and procedures to maintain future compliance with the strategies and plans.

Topics covered in AGS 1070 include:

· Regulatory requirements for the RMS and the RMP 

· Audit and review procedures

· Terms of the engagement

· Licensee

· Clarifying the approved auditor’s role

· Planning the audit and review

· Matters to be considered during the audit and review

· The auditor’s report and review report

· Transitional arrangements, and

· Example engagement letter and licensee representation letter.

FORCE OF LAW AUDITNG STANDARDS COME INTO EFFECT
New force of law auditing standards came into effect for audits of financial periods commencing on or after 1 July 2006.  The 35 revised Auditing Standards are:

· ASA 100 ‘Preamble to AUASB Standards’

· ASA 200 ‘Objective and General Principles Governing an Audit of a Financial Report’

· ASA 210 ‘Terms of Audit Engagements’

· ASA 220 ‘Quality Control of Audits of Historical Information’

· ASA 230 ‘Audit Documentation’

· ASA 240 ‘The Auditor’s Responsibility to Consider Fraud in an Audit of a Financial Report’

· ASA 250 ‘Consideration of Laws and Regulations in an Audit of a Financial Report’

· ASA 260 ‘Communication of Audit Matters with Those Charged with Governance’

· ASA 300 ‘Planning an Audit of a Financial Report’

· ASA 315 ‘Understanding the Entity and its Environment and Assessing the Risks of Material Misstatement’

· ASA 320 ‘Materiality and Audit Adjustments’

· ASA 330 ‘The Auditor’s Procedures in Response to Assessed Risks’

· ASA 402 ‘Audit Considerations Relating to Entities Using Service Organisations’

· ASA 500 ‘Audit Evidence’

· ASA 501 ‘Existence and Valuation of Inventory’

· ASA 505 ‘External Confirmations’

· ASA 508 ‘Enquiry Regarding Litigation and Claims’

· ASA 510 ‘Initial Engagements – Opening Balances’

· ASA 520 ‘Analytical Procedures’

· ASA 530 ‘Audit Sampling and Other Means of Testing’

· ASA 540 ‘Audit of Accounting Estimates’

· ASA 545 ‘Auditing Fair Value Measurements and Disclosures’

· ASA 550 ‘Related Parties’

· ASA 560 ‘Subsequent Events’

· ASA 570 ‘Going Concern’

· ASA 580 ‘Management Representations’

· ASA 600 ‘Using the Work of Another Auditor’

· ASA 610 ‘Considering the Work of Internal Audit’

· ASA 620 ‘Using the Work of an Expert’

· ASA 700 ‘The Auditor’s Report on a General Purpose Financial Report’

· ASA 701 ‘Modifications to the Auditor’s Report’

· ASA 710 ‘Comparatives’

· ASA 720 ‘Other Information in Documents Containing Audited Financial Reports’

· ASA 800 ‘The Auditor’s Report on Special Purpose Audit Engagements’, and

· ASRE 2410 ‘Review of an Interim Financial Report Performed by the Independent Auditor of the Entity’.

There are a number of auditing standards that have not received legal backing and, therefore are still in enforce as professional requirements; also Auditing Guidance Statements remain on issue.  Auditors should be mindful of the standards of the Australian Professional and Ethical Standards Board also came into effect from 1 July 2006.
REPORT ON CORPORATE RESPONSIBILITY AND TRIPLE-BOTTOM LINE REPORTING
The Parliamentary Joint Committee on Corporations and Financial Services released its report ‘Corporate Responsibility: Managing Risk and Creating Value’ (June 2006).  The Joint Committee’s terms of reference were to inquire into Corporate Responsibility and Triple-Bottom-Line reporting, for incorporated entities in Australia.  The Joint Committee made 29 recommendations that included:

· The Corporations Act 2001 permits directors to have regard for the interests of stakeholders other than shareholders, and that amendment to the directors’ duties provisions within the Corporations Act is not required (Recommendation 1)

· Sustainability reporting in Australia should remain voluntary (Recommendation 5)

· Each company auditor on an annual basis should: review the extent to which companies are making non-financial disclosures in their Operating and Financial Reviews; and make recommendations to the company Board regarding the adequacy of the disclosures to meet the evolving needs of shareholders, and the wider capital market to assess and value material non financial performance, risk profile and risk management strategies (Recommendation 8)

· The ASX Corporate Governance Council provide further guidance to Principle 7 of the ‘Principles of Good Corporate Governance and Best Practice Recommendations’ to the effect that companies should inform investors of the material non-financial aspects of a company’s risk profile by disclosing their top five sustainability risks; and providing information on the strategies to manage such risks (Recommendation 10)

· The ASX Council should undertake industry consultation to determine whether there are areas where companies, investors, and other stakeholders believe further guidance is necessary in relation to the non-financial disclosure requirements under the ASX Council’s ‘Principles of Good Corporate Governance and Best Practice Recommendations’ (Recommendation 11)
· Investors, stakeholders and relevant business associations should encourage companies to include long-term and corporate responsibility performance measures as part of the remuneration packages of company directors, executive officers and managers (Recommendation 14)
· Corporate not-for-profit sector should endeavour to meet the same standards as the corporate for-profit sector in considering the interests of stakeholders (Recommendation 18), and

· The Australian Government, in consultation with relevant sections of the business community, undertakes research into quantifying the benefits of corporate responsibility and sustainability reporting (Recommendation 23).

REMEMBER TO 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.  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.

Send in your details today, as the AASB will consider applications at its July meeting.

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

3 November Discussion Paper ‘Preliminary Views on an improved Conceptual Framework for Financial Reporting: The Objective of Financial Reporting and Qualitative Characteristics of Decision-useful Financial Reporting Information’ – FASB and IASB

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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