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

· Hot Topic: Accounting Standards and Interpretations for 31 December 2007
· AASB Interpretation ‘Australian Petroleum Resource Rent Tax’
· Dividend Imputation – Proposed Rejection Statement

· ED 157 Joint Arrangements – Analysed

· AASB December Meeting Agenda

· IASB November Meeting Highlights

· IASB December Meeting Agenda

· AUASB December Meeting Agenda

· APESB November Meeting Highlights

· APRA Releases New Prudential Standards

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
HOT TOPIC: ACCOUNTING STANDARDS AND INTERPRETATIONS FOR 31 DECEMBER 2007

The following Accounting Standards and Interpretations are mandatory or require disclosure under the issued, but not yet operative requirements.

Mandatory for 31 December Year Ends

· AASB 101 ‘Presentation of Financial Statements (revised October 2006)’

· AASB 7 ‘Financial Instruments: Disclosures’, and AASB 2005-10 ‘Amendments to Australian Accounting Standards’

· Revised Guidance on Implementing IFRS 4 ‘Insurance Contracts’

· Interpretation 7 ‘Applying the Restatement Approach under AASB 129 Financial Reporting in Hyperinflationary Economies’

· Interpretation 8 ‘Scope of AASB 2’
· Interpretation 9 ‘Reassessment of Embedded Derivatives’
· Interpretation 10 ‘Interim Financial Reporting and Impairment’
Mandatory for 31 December Half-year Ends

· AASB 101 ‘Presentation of Financial Statements (revised October 2006)’

· AASB 2007-4 ‘Amendments to Australian Accounting Standards arising from ED 151 and Other Amendments and Erratum: Proportionate Consolidation’

· AASB 2007-5 ‘Amendments to Australian Accounting Standard – Inventories Held for Distribution by Not-for-Profit Entities’

· AASB 2007-7 ‘Amendments to Australian Accounting Standards’

· Interpretation 11 ‘AASB 2 - Group and Treasury Share Transactions’, AASB 2007-1 ‘Amendments to Australian Accounting Standards arising from AASB Interpretation 11’

· Interpretation 1003 ‘Australian Petroleum Resource Rent Tax’
Issued but Not Yet Operative

· AASB 101 ‘Presentation of Financial Statements (revised September 2007)’, and AASB 2007-8 ‘Amendments to Australian Accounting Standards arising from AASB 101’

· AASB 123 ‘Borrowing Costs’ (revised), and AASB 2007-6 ‘Amendments to Australian Accounting Standards arising from AASB 123’

· AASB 8 ‘Operating Segments’, and AASB 2007-3 ‘Amendments to Australian Accounting Standards arising from AASB 8’
· AASB 1049 ‘Financial Reporting of General Government Sectors by Governments’

· AASB 1049 ‘Whole of Government and General Government Sector Financial Reporting’

· AASB 2007-4 ‘Amendments to Australian Accounting Standards arising from ED 151 and Other Amendments and Erratum: Proportionate Consolidation’

· AASB 2007-5 ‘Amendments to Australian Accounting Standard – Inventories Held for Distribution by Not-for-Profit Entities’

· AASB 2007-7 ‘Amendments to Australian Accounting Standards’

· Interpretation 11 ‘AASB 2 - Group and Treasury Share Transactions, AASB 2007-1 Amendments to Australian Accounting Standards arising from AASB Interpretation 11’

· Interpretation 12 ‘Service Concession Arrangements’, Interpretation 4 ‘Determining whether an Arrangement contains a Lease’ (revised), Interpretation 129 ‘Service Concession Arrangements: Disclosure’ (revised), AASB 2007-2 ‘Amendments to Australian Accounting Standards arising from AASB Interpretation 12’

· Interpretation 13 ‘Customer Loyalty Programmes’

· Interpretation 14 ‘AASB 119 – The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction’, and
· Interpretation 1003 ‘Australian Petroleum Resource Rent Tax’.
Topics such as these have been addressed in our fortnightly newsletter GAAP Alert, our subscription-based newsletter e-GAAP Update, and in our training and consulting services.  For further information, contact colin@gaap.com.au
AASB INTERPRETATION ‘AUSTRALIAN PETROLEUM RESOURCE RENT TAX’
Under AASB Interpretation 1003, Australian oil and gas companies will have to account for Australian Petroleum Resource Rent Tax (Australian PRRT) as an income tax under Accounting Standard AASB 112 ‘Income Taxes’.  The Interpretation was issued in response to the diverse accounting policies that have been adopted by Australian oil and gas companies that are subject to Australian PRRT.

The AASB decided that there should be only one way for Australian oil and gas companies to account for Australian PRRT, as an income tax under AASB 112.  The Interpretation applies to Australian reporting entities for annual reporting periods ending on or after 30 June 2008.

The AASB decision to issue the Interpretation follows an earlier decision of the International Financial Reporting Interpretations Committee (IFRIC) that it would not be able to develop guidance on which taxes are within the scope of IAS 12 ‘Income Taxes’, the international equivalent of AASB 112, in a reasonable time, given the variety of taxes that exist worldwide.

There were three main factors that influenced the AASB decision to issue an Interpretation to clarify the scope of AASB 112 in relation to the Australian PRRT:
· Having Australia’s three largest oil and gas companies accounting for PRRT in three different ways is not consistent with the AASB objective of fostering a high-quality financial reporting environment in Australia

· IFRIC decided not to develop an international Interpretation to clarify the scope of IAS 12 ‘Income Taxes’, and
· The scope of the AASB Interpretation is limited to clarifying whether a specific domestic tax, Australian PRRT, should be accounted for as an income tax.
Entities which comply with AASB Interpretation 1003 will also be in compliance with International Financial Reporting Standards, in particular IAS 8 ‘Accounting Policies, Changes in Accounting Estimates and Errors’, and IAS 12 Income Taxes.

DIVIDEND IMPUTATION – PROPOSED REJECTION STATEMENT

The AASB has issued a proposed agenda rejection statement on the recognition of franked dividend revenue under AASB 118 ‘Revenue’.  Accounting standards do not specify whether an entity should recognise franked dividend revenue on a net or gross basis.  The AASB considers that franked dividend revenue should continue to be recognised on a net basis, and is not proposing to issue an interpretation as there is no evidence of divergent practice.

ED 157 ‘JOINT ARRANGEMENTS’ – ANALYSED

ED 157 ‘Joint Arrangements’ sets out proposed requirements for the recognition and disclosure of interests in joint arrangements.  The objective of the proposed AASB 9 (and IFRS 9) is to enhance the faithful representation of joint arrangements that an entity provides in its financial statements.  This is achieved by requiring an entity to recognise its contractual rights and obligations that arise from a joint arrangement.  The form of an arrangement is no longer the most significant factor in determining the accounting.  There is the removal of an accounting policy choice (proportionate consolidation), and also enhanced disclosures about interests in joint arrangements.

The IASB did not reconsider all of the requirements in IAS 31 (AASB 131 equivalent) as part of its review of IAS 31.  The IASB version of ED 157 forms part of the IASB/FASB’s short-term project to reduce the differences between IFRS and US GAAP.  The FASB is not proposing any consequential changes to US GAAP.  The proposals would achieve convergence in principle with US GAAP, which generally requires the use of the equity method to measure jointly controlled entities.  ED 157 ‘Joint Arrangements’ was released by the AASB (October 2007) that incorporates the IASB’s ED 9 ‘Joint Arrangements’ (September2007) with comments ought by the AASB by 30 November 2007.  The IASB is seeking is comments by 11 January 2008.

The recently released e-GAAP Update No.10/2007 ‘Joint Arrangements – Quick Fixes Proposed’ (12 pages and approx. 5500 words) analyses in depth the proposals in ED 157.  Subscribers have been provided with an executive summary and a review of key terms, methodology, disclosure, and consequential amendments to other AASBs.

AASB DECEMBER MEETING AGENDA

The agenda for the 12-13 December meeting of the AASB includes:

· Managed Investment Schemes:  Consider draft report to Treasury re KMP disclosures

· Differential Reporting:  Presentation on IFRS for SMEs field testing, and initial discussions on AASB’s differential reporting proposals

· Superannuation Entities:  Consider issues papers and feedback from Roundtables

· Land Under Roads:  Consider draft Standard for approval

· Interpretation 1038:  Consider draft revisions

· Not-for-Profit Entity Definition:  Consider Invitation to Comment for issue

· Presentation of Financial Statements:  Consider draft amending Standard re terminology

· Joint Arrangements:  Consider submissions on ED 157 and draft submission to IASB

· Hedge Accounting:  Consider submissions on ED 158 and draft submission to IASB

· Interpretations:  Consider IFRIC issues and status of Interpretations, and Advisory Panel projects

· Income from Non-exchange Transactions:  Consider options for progressing project

· IASB Annual Improvements:  Consider submissions on ED 159, and draft submission to IASB

· Business Combinations:  Consider draft revised AASB 3 for approval, and
· IPSASB Report:  Note IPSASB decisions on ED on social benefits, ITC on service concession arrangements and reporting entity concept.
IASB NOVEMBER MEETING HIGHLIGHTS

The highlights from 13 – 16 November meeting of the IASB included:
Business Combinations:  Decided to change the effective date of the revised IFRS 3 ‘Business Combinations’ and amended IAS 27 ‘Consolidated and Separate Financial Statements’ to 1 July 2009, with early adoption permitted.

Share-based payment: Discussed three possible approaches for finalising the IFRS 2 amendment ‘Vesting Conditions and Cancellations’ as result of issues that have arisen since the IFRS was issued.  The approaches were to: finalise the proposed amendment with no further work on the other issues; finalise the proposed amendment, and add a separate new project to the IASB’s agenda on the other issues; defer finalising the amendment and add a new project to the agenda to consider all the issues.  Decided to form small research group to examine critical IFRS 2 issues, the potential convergence between IFRS 2 and SFAS 123(R), and possible options for improving and simplifying the IFRS.  The amendment vesting conditions and cancellations is expected to be issued in the first quarter of 2008.

IAS 24 Related Party Disclosures – State-controlled Entities and the Definition of a Related Party.  The following tentative decisions were made:

· Retain the following features of the definition of a related party proposed in the ED: the definitions of a state, and close members of a person’s family; the term ‘significant voting power’

· Make the following changes to the definition of a related party: clarify that two entities are not related to each other simply because they are both significantly influenced by the same state; clarify that the proposed exemption for state-controlled entities would not be available in cases of influence by a common state; and include the sponsoring employer as a related party of a post-employment benefit plan

· That the standard will be effective for periods beginning on or after 1 July 2009, with early adoption permitted, and that the proposed amendments will apply retrospectively, and
· Amend IFRS 8 ‘Operating Segments’ (para 34) so that entities would not be regarded as a single customer simply because they are controlled by the same state.

Puttable Financial Instruments and Obligations Arising on Liquidation:  The outcomes of the public round-table discussions were reported.  No decisions were made.

Financial Statement Presentation (Phase B):  The following tentative decisions were made:

· The initial discussion document should describe the preference for presenting cash flow information using the direct method

· Modify the information to be disaggregated in the reconciliation of the statement of cash flows to the statement of comprehensive income to convergence with the FASB

· Separate the presentation of valuation adjustments into valuation changes that are made every period and those that are not.  At a minimum, presentation would disaggregate into four components the difference between cash flows and amounts presented in comprehensive income (cash flows not affecting income; accruals and systematic allocations; recurring valuation changes; and remeasurements other than recurring valuation changes).

· A total should be presented for each category and section in each of the financial statements.  Other totals and subtotals may be presented when such presentation is relevant

· Short-term items should be distinguished from long-term items in a classified statement of financial position

· Operating assets should be distinguished from operating liabilities in the statement of financial position

· Other comprehensive income should be distinguished in the statement of comprehensive income and a total for comprehensive income should be presented, and
· The categories and sections should be presented in the same order in each of the financial statements; however, that order would not be prescribed.

Revenue Recognition:  Considered one of two revenue recognition models under development; the discussion was primarily educational and no decisions were made.  Under this model discussed, revenue arises from recognition and measurement of increases in specified assets and decreases in specified liabilities, rather than from a separate evaluation of how much performance occurred in a period.  The specified assets and liabilities are those that arise directly from enforceable contracts with customers.

A contract can be either an asset or a liability.  A contract would be an asset (a contract asset) where the remaining rights exceed the remaining obligations.  A contract would be a liability (a contract liability) where the remaining obligations exceed the remaining rights.  To measure the contract, the underlying rights and obligations in the contract are measured at their current exit price.  This price is that which a market participant would pay (or require) to obtain (or assume) the remaining rights and obligations in the contract.

Revenue is recognised when: an entity obtains a contract in which the underlying rights exceed the underlying obligations; and the entity subsequently satisfies its obligations in the contract by providing goods or services to the customer.

Conceptual Framework:  Discussed three topics relating to measurement.  No key decisions were made.

Fair Value Measurements:  Discussed preliminary definitions of current entry price and current exit price that will be used in a standard-by-standard review to assess whether each fair value measurement currently required or permitted in IFRSs was intended to be a current exit price, a current entry price, or some other basis.  These preliminary definitions will be further considered during the forthcoming deliberations on the fair value measurement project.

Decided that for this review, the definition of current entry price would be the price that would be paid to buy an asset or received to incur a liability in an orderly transaction between market participants at the measurement date.  The definition of current exit price would be the price that would be received to sell an asset or paid to transfer or settle a liability in an orderly transaction between market participants at the measurement date.  If a liability is transferred, it is assumed to exist beyond the measurement date; if a liability is settled, it is assumed to cease to exist at the measurement date.

Insurance (‘policyholder accounting’):  Discussed the process for dealing with accounting by policyholders for their rights under insurance contracts.  The IASB expects to address policyholder accounting in an exposure draft without first publishing a discussion paper.

Consolidation:  Held an education session on the approach being developed for the discussion paper on consolidation; no decisions were made.  Discussion included consideration of securitisations, conduits and other structured entities.

IASB DECEMBER MEETING AGENDA

The agenda for 11-14 December meeting of the IASB includes:
· Puttable Financial Instruments and Obligations arising on Liquidation:  Discuss issues raised from the public round-tables and presentation of the proposed amendment

· Post-employment Benefits:  Discuss any issues arising from the first pre-ballot draft of Preliminary Views on Amendments to IAS 19 ‘Employee Benefits’
· IFRIC – Amendments to IFRS 5:  Discuss whether IFRS 5 should be amended so that it would also cover non-current assets (or disposal groups) held for distribution to owners acting in their capacity as owners

· Liabilities – Amendments to IAS 37:  Reconsider the proposed measurement requirements in the light of feedback received from recent round-table meetings

· Annual Improvements Process:  Discuss the following issues and proposed amendments: IFRS 8 ‘Operating Segments’ – disclosure requirements for segment assets; IAS 39 ‘Financial Instruments: Recognition and Measurement’ – application of paragraph AG 33(d)(iii) – Bifurcation of embedded foreign currency derivative, scope of paragraph 11A of IAS 39 – Application of Fair Value Option; and a number of hedge accounting issues

· Fair Value Measurement:  Review the market participant view in SFAS 157 and compare it to the concept of ‘knowledgeable, willing parties in an arm’s length transaction’

· Revenue Recognition:  Continue discussion from November about one of the two revenue recognition models

· Financial Instruments – Derecognition Research Project:  Discuss when financial assets and financial liabilities should be presented linked in the financial statements (referred to as ‘linked presentation’)

· Conceptual Framework – Phase A Objectives and Qualitative Characteristics:  Continue discussions of consequential amendments to the IASB Framework that are to be reflected in the forthcoming Exposure Draft on Chapters 1 and 2 of the new common and improved framework that is being developed jointly by the IASB and FASB

· Conceptual Framework – Phase B Elements and Recognition:  Continue discussions of elements of financial statements, focusing on the definition of a liability

· Liabilities and Equity:  Discuss how to proceed with the project on liabilities and equity to meet the commitment to issue a discussion paper by 2008

· Technical Plan:  Undertake a review of the technical plan that sets out the expected timetable over the coming 18-24 months for projects on the IASB’s active agenda, and
· Agenda Proposals:  Consider items for addition to the Board’s agenda.

AUASB DECEMBER MEETING AGENDA
The agenda for 3 December meeting of the Auditing and Assurance Standards Board includes:
· ASRE 2400 ‘Review of Financial Reports and Other Financial Information’
· ASAE 3500 ‘Performance Engagements’
· Guidance Statement ‘Audit Implications of the Use of Service Organisations for Investment Management Services’
· Guidance Statement ‘Electronic Publication of the Auditor’s Report’, and
· Guidance Statement ‘SMSF Audits’.
APESB NOVEMBER MEETING HIGHLIGHTS

The highlights of 20 November meeting of the Accounting Professional and Ethical Standard Board included:

· ED 03/07 ‘Network Firm Definition’:  Considered responses to the ED, and agreed the standard would apply to assurance engagements for periods commencing on or after 1 July 2008.  Further clarification is to be sought from the International Ethics Standards Board for Accountants on whether or not the definition of network is intended to capture small practitioners sharing administrative functions, but not clients

· APES 110 ‘Code of Ethics for Professional Accountants’:  Agreed that the proposed amendments to reflect changes to the auditor independence requirements of the Corporations Act 2001 (as amended by the Corporations Legislation Amendment ‘Simpler Regulatory System Act’) be issued as an exposure draft for a period of 30 days

· ED 04/07 ‘Terms of Engagement’:  Considered responses to the ED, and agreed that the standard will be have an operative date of 1 July 2008.  From this date it will be mandatory for a member in public practice to document and communicate the terms of engagement when providing professional services to clients

· ED 05/07 ‘Conformity with Accounting Standards’:  The standard will be issued shortly with an operative date of 1 July 2008

· ED 0X/07 ‘Business Valuation’:  Approved an ED

· ED 0X/07 ‘Compilation of Financial Reports’ (former APS 9):  Considered an ED based on ISRS 4410 ‘Engagements to Compile Financial Statements’ that will be considered at the February 2008 meeting

· APES 325 ‘Members’ Trust Accounts’:  To be considered at the February 2008

· APS 12 ‘Financial Advisory Services’:  A schedule of significant project milestones on the review will be considered at the February 2008 meeting

· APES 110 ‘Code of Ethics for Professional Accountants’:  Considered the Annual Review, and agreed that a consolidation of APES 110 will be completed in February 2008 incorporating the amended network firm definition and corporations legislation amendments

· APES 320 ‘Quality Control for Firms’:  Considered the Annual Review and agreed to delay further amendments to the standard until the release of ISQC 1 Quality Control for Firms that perform Audits and Reviews of Financial Statements and Other Assurance and Related Service Engagements, and
· APES 410 ‘Conformity with Auditing and Assurance Standards’:  Considered the Annual Review and agreed that the standard be reallocated to the ‘300 series’ applicable to Members in Public Practice.

APRA RELEASES NEW PRUDENTIAL STANDARDS

APRA has released the suite of prudential standards that will give effect to the implementation of the new Basel II capital adequacy regime (‘Basel II Framework’) in Australia.  The Basel II Framework is a major global reform of capital adequacy requirements for banking systems that seeks to harness into the regulatory process best practices in risk management.  In Australia, all authorised deposit-taking institutions (ADIs), i.e., banks, building societies and credit unions, will be subject to the Framework.  The Basel II prudential standards will come into force on 1 January 2008.

OUTSTANDING EXPOSURE DRAFTS

Accounting

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
GAAP Alert

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.  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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