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

· Highlights From AASB July Meeting

· NFP Implications of Conceptual Framework

· Complied Accounting Standards

· APRA Exemptions from Religious Charitable Development Funds
· ASIC on Superannuation Reporting Practices
· ASIC Guide for Stakeholders
· ASIC Class Order on Registered Scheme Financial Reporting
· International Standard on Auditor Competence

· IASB July Agenda

· Highlights from June AUASB Meeting

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
HIGHLIGHTS FROM AASB JULY MEETING
Highlights from the July meeting of the AASB included:

· Sector-Neutral Accounting Standards:  A sub-committee (including Colin Parker) has been formed to work with staff on preparing a submission to the FRC on the Discussion Paper ‘A Review of the Policy of Sector-Neutral Accounting Standards’.
· Related Party Disclosures:  The AASB received a presentation from Treasury staff on proposals to remove duplication between the Corporations Act 2001 and AASB 124 ‘Related Party Disclosures’ for director and executive disclosures by disclosing entities.  It is likely that duplications will be removed by deleting material from AASB 124 for listed companies.

· Separate Financial Statements and Scope Exclusions:  The AASB agreed to reverse the differences (including scope exemptions) from the IFRSs that were made when issuing AASB 127 ‘Consolidated and Separate Financial Statements’, AASB 128 ‘Investments in Associates’ and AASB 131 ‘Interests in Joint Ventures’ that relate to the definition of separate financial statements.  An Aus paragraph is proposed that requires consolidated financial statements of an Australian group that is a reporting entity be prepared, although the entity has a foreign parent that prepares consolidated financial statements at the global level that comply with IFRSs.
· Parent Entity Financial Statements:  The AASB considered submissions on the Discussion Paper ‘Relevance of Parent Entity Financial Reports’ and decided that staff should communicate with the Australian Treasury on the status and character of parent entity financial statements as part of a Consultation Paper recently issued by the Parliamentary Secretary.

· Conceptual Framework:  The AASB decided to published FASB and IASB ‘Preliminary Views on an Improved Conceptual Framework for Financial Reporting: The Objective of Financial Reporting and Qualitative Characteristics of Decision-useful Financial Reporting Information’ on its website, together with an AASB Preface, and the joint report ‘Application to Not-for-profit Entities in the Private and Public Sector’.  A sub-committee (including Colin Parker) has been formed to work with staff on preparing a submission to the FASB and IASB.

· ED 148 Proposed Amendments to AASB 101 Presentation of Financial Statements: A Revised Presentation:  The AASB concluded that it would not support the IASB’s proposed revisions, and recommended that these proposed amendments should be considered as part of Phase B of the IASB and FASB convergence project on presentation of financial statements.  The AASB’s own proposals to amend AASB 101 will be considered at a future meeting.

· GAAP/GFS Harmonisation:  The AASB considered a draft Standard AASB 10XX ‘Financial Reporting of General Government Sectors by Governments’, draft example (illustrating an acceptable single-column format for the financial statements), and a draft Basis for Conclusions.  It is likely that the standard will be approved at the September meeting.
· Review of AAS 27, AAS 29 and AAS 31:  The AASB amended its Policy Paper to emphasise a ‘review’ of AASs 27, 29 and 31 rather than their possible withdrawal; and identify a probable operative date for any amended or new standards for years ending on or after 30 June 2008.  The AASB discussed requirements for: presentation and disclosure of cash flows from government-controlled financial institutions; infrastructure, cultural and heritage assets; performance indicators; disclosures about restricted assets; and disclosures about compliance by government departments with parliamentary appropriations and other externally imposed requirements.  The AASB had concerns with the relevance of some requirements, and noted the potential implications of broadening the scope of some requirements beyond local governments, government departments and governments.

· Administered items:  The AASB will discuss with constituents an alternative approach for administered items whereby all of the activities, whether of an operational or regulatory nature, are ‘controlled’ activities, thus effectively eliminating the need for government departments to distinguish between controlled and administered items for the purpose of financial reporting.

The next meeting of the AASB is to be held on the 6th and 7th of September, with likely agenda items being: Administered Items; Conceptual Framework; GAAP/GFS Harmonisation; Intangible Assets and Goodwill; Presentation of Financial Statements; Review of AAS 27, AAS 29 and AAS 31; and Scope Exclusions (AASB 127, AASB 128 and AASB 131).
NFP IMPLICATIONS OF CONCEPTUAL FRAMEWORK
The FASB and IASB published ‘Preliminary Views on an Improved Conceptual Framework for Financial Reporting: The Objective of Financial Reporting and Qualitative Characteristics of Decision-useful Financial Reporting Information’ (refer GAAP Alert No.24/2006, 7 July 2006).  In response, AASB, Canadian Accounting Standards Board, Canadian Public Sector Accounting Board, New Zealand Financial Reporting Standards Board, and United Kingdom Accounting Standards Board released ‘Application to Not-for-profit Entities in the Private and Public Sector’.

The standard-setters response, comments on the applicability to not-for-profit entities in the private and public sector of the concepts proposed in the first Discussion Paper in the IASB/FASB Conceptual Framework Project.  On the objective of financial reporting, the report highlights issues: an insufficient emphasis on accountability/stewardship; a need to broaden the identified users and establish an alternative primary user group; and the inappropriateness of the pervasive cash flow focus.

COMPILED ACCOUNTING STANDARDS
The AASB has released the following complied accounting standards to reflect the removal of Australian guidance: AASB 116 ‘Property, Plant and Equipment’, AASB 119 ‘Employee Benefits’ and AASB 141 ‘Agriculture’.  Australian Guidance has also been removed from the following accounting standards without a compilation being required: AASB 102 ‘Inventories’; AASB 127 ‘Consolidated and Separate Financial Statements’, AASB 128 ‘Investments in Associates’, and AASB 137 ‘Provisions, Contingent Liabilities and Contingent Assets’.

APRA EXEMPTIONS FOR RELIGIOUS CHARITABLE DEVELOPMENT FUNDS
APRA has released a class exemption order ‘Non-regulated Entities – Religious Charitable Development Funds’ that standardises the conditions under which such entities (also known as ‘church funds’) are exempt from the requirement to be authorised under the Banking Act 1959.  It has been APRA past practice to grant exemptions to such funds on a case-by-case basis.  Church funds are usually established to raise moneys from the public to make loans that further the charitable purpose of the fund; this meets the definition of ‘banking business’ under the Banking Act 1959.

Due to their primarily charitable nature rather than commercial purpose, APRA granted exemptions to these funds.  The new class order simplifies the exemption process, and applies a consistent set of exemption conditions to all funds (Banking Exemption No. 1 of 2006).

The conditions preclude funds from offering cheque facilities (except in limited circumstances) or EFTPOS and ATM access; require increased disclosure that funds are not subject to APRA’s prudential oversight; and limit advertising to printed material produced under the auspices of the sponsoring religious institution.  However, funds are able to continue internet home pages and internet access by investors, subject to the disclosure requirements.  A 12-month transition period enables affected funds to meet the conditions in an orderly manner.

As part of the conditions under Banking Exemption No. 1 of 2006, each Fund listed in Schedule 1 to the exemption order, or seeking an exemption from the Banking Act, must write to APRA and declare that the Fund complies with the conditions set out in the exemption order.  Where the Fund cannot comply with Banking Exemption No. 1 of 2006 and provide a letter detailing compliance by 1 August 2006, APRA will provide a transition period to 1 July 2007 to enable the Fund to meet the conditions.
ASIC ON SUPERANNUATION REPORTING PRACTICES
ASIC has released new information for superannuation trustees to ensure they meet their legal obligations to members regarding the reporting of material changes and significant events.  Any decision that fundamentally affects a member’s investment, including a decision to transfer a member’s benefits without their consent, is a material change or significant event that must be disclosed to that member.

An extension of ASIC’s review of disclosure practices following the introduction of choice legislation last July, QFS 163 ‘I am a superannuation fund trustee, do I need to notify members about member transfers with out consent?’ is aimed at improving the clarity and timeliness of significant event reporting.

Members must be advised of these decisions clearly, early, and in a manner that will come to their attention (e.g., a personally addressed letter).  Delayed or obscure notices significantly affect a member’s ability to make an informed decision about whether to exercise their right to exit the fund.  Communicating potential changes via product disclosure statements is insufficient.

Trustees should also be aware that it may be necessary to provide members with comparative information that helps them understand the nature and effect of the decision, e.g., where fees change (including fee rebates), or insurance cover or cost is affected, the trustee needs to explain the differences.  Trustees should also take care not to drip-feed information about particular changes or individual events without explaining the consequences of the changes or events as a whole.

ASIC GUIDE FOR STAKEHOLDERS
ASIC has released ‘ASIC: A Guide to How We Work’ that sets out what ASIC does, how it approaches its activities, how it is organised, how it consults, and how it is accountable.  The Guide is the latest element of ASIC’s Better Regulation initiatives (refer GAAP Alert No.23/2006, 30 June 2006 and e-GAAP Update No.7/2006 ‘Regulation Review: The Corporate Dimension’, 11 April 2006).  Topics include:

· Activities: role; and position in the regulatory framework 

· Approach: principles-based approach where the Law allows; risk-based approach to regulation; focus on the outcomes of regulation; and Values-based approach to regulation

· Activities: helping business; ensuring compliance; enforcing the Law; and educating consumers

· Organisation: Commissioners and Regional Commissioners; and Offices and Directorates

· Consultation: forums; attendees; purpose; and frequency of meetings, and

· Accountability: Judicial and administrative review; Ministerial and Parliamentary Review; and other relevant Commonwealth Laws.

ASIC CLASS ORDER ON REGISTERED SCHEME FINANCIAL REPORTING
ASIC released Class Order (CO 06/441) ‘Including Different Registered Scheme Financial Reports in a Single Document’ that allows the financial statements of different registered schemes to be presented in adjacent columns in a single financial report.  The schemes must have a common responsible entity or responsible entities that are wholly beneficially owned by the same entity.

The class order requires a prominent statement noting that each responsible entity only takes responsibility for the financial reports of the schemes that it operates.  There must be a separate directors’ report and a separate directors’ declaration from each responsible entity covering the schemes that it operates. 

The information in any directors’ reports, directors’ declarations and auditors’ reports must be presented in a way that enables each scheme for which any aspect is relevant to be identified.  There is no relief from any obligation for directors of a responsible entity or the scheme auditors to form separate opinions in relation to each scheme. 

The relief is only available where the schemes have the same auditor.  Certain disclosures must be made concerning the ability to invest the proceeds of a withdrawal from one scheme into another scheme.

The class order replaces class order (CO 05/643) ‘Combining Registered Scheme Financial Reports’.  The new Class Order differs from the superseded one in allowing a financial report to include financial statements of: schemes with related responsible entities in addition to those with a common responsible entity; and closed schemes.

INTERNATIONAL STANDARD ON AUDITOR COMPETENCE
The International Accounting Education Standards Board (IAESB), an independent standard-setting board within the International Federation of Accountants (IFAC), has released a new standard International Education Standard (IES) 8 ‘Competence Requirements for Audit Professionals’.  It describes the skills, training, professional values, and attitudes necessary for auditors to perform competently; it applies to all audit professionals, not just the audit engagement partner.  IES 8 prescribes specific competence requirements for audit professionals involved in transnational audits.

Effective July 1, 2008, IFAC member bodies will be expected to modify their policies and procedures to ensure that audit professionals meet the requirements of IES 8.  These requirements include having advanced level knowledge of audit and financial reporting; relevant information technology knowledge; and the professional skills and professional values, ethics and attitudes expected from audit professionals.

IES 8 will also impact the education of new audit professionals.  Education and development programs for new audit professionals will need to comply with the new requirements and may need immediate revision to ensure that they are operational well before the effective date of July 1, 2008.  The standard requires professional accountants taking on the role of audit professional to undertake a period of practical experience in audit, and to undergo an assessment of capabilities and competence before they assume such a role.

IES 8 may be issued in the Australian context by the Australian Professional Standards and Ethics Board, and also lead to revision of the Accounting Bodies’ competency-based standards for registration as a registered company auditor.  The FRC also has an interest in this topic.

IASB JULY AGENDA
The agenda for the 18th to 21st July meeting of the IASB contains the following items:
· Business Combinations II:  Continue redeliberations of the proposed revised IFRS 3 including: accounting for consideration transferred in a business combination by considering the measurement date for equity instruments issued as consideration; and the guidance for assessing what is part of the exchange for the acquiree, including consideration of restructuring costs.

· Conceptual Framework:  Consider a revised working definition of an asset and amplifying text, together with further examples illustrating their application.

· Consolidations (including Special Purpose Entities):  Consideration of a staff paper that outlines the informational objective used as the basis for the proposals, recommends that the focus of control should be on the assets and liabilities of the entity, rather than the entity per se, and recommends that the existence of control should be assessed by considering indicators.  Some indicators are presumptive, whereas others are not sufficient on their own to establish control but when considered with other indicators cumulatively establish that control exists.

· Financial Statement Presentation:  Discuss application of the working principles on how information might be categorised and displayed.

· IAS 37 ‘Provisions and Contingent Liabilities and Contingent Assets’:  Reconsider the recognition principle proposed in the Exposure Draft.

· IFRS 1:  Discuss proposed amendments to IFRS 1 that provide relief to the requirement to restate cost in accordance with IAS 27 on first time adoption.

· IFRS 2:  Discuss comment letter analysis from the exposure draft on vesting conditions and cancellations’.

· Interests in Joint Ventures:  Classification of direct and indirect interests in a joint arrangement, and analysis of scenarios.

· Insurance Contracts:  Discuss unit-linked insurance contracts and premium presentation.

· Leases:  Consider a proposal to add a leasing project to the agenda.

· Post-employment Benefits:  Consider whether to add a post-employment benefit project to the agenda.

· Process for non-urgent, minor amendments to standards: Discuss process.

· Related Party Disclosures:  Approve project.

· Revenue Recognition:  Consider issues arising from the application of revenue recognition criterion.

· Segment Reporting:  Discuss the major issues raised by constituents on ED 8 ‘Operating Segments’.

· Small and Medium-sized Entities:  Review a revised draft of the financial instruments section of an Exposure Draft of an IFRS for SMEs.

HIGHLIGHTS FROM JUNE AUASB MEETING
The highlights from the June meeting of the AUASB included:

· Related Parties:  Discussed a revised draft Guidance Note ‘Auditor’s Report on AASB 124 Remuneration Disclosures contained in the Annual Directors’ Report’ and deferred this item until its next meeting for further consideration.

· Registrable Superannuation Entities and Licensees: Considered a revised draft AGS 1070 ‘Special Considerations in the Audit of Risk Management Requirements for Registrable Superannuation Entities and Licensees’, and approved it for issue.  AGS 1070 is to be revised within the next 12 months to be consistent with the new drafting rules for AGSs.

· Westpac Banking Corporation Case: Considered a paper that identified issues for consideration regarding the development of additional guidance to address implications of Westpac Banking Corporation v 789TEN Pty Ltd (2005) NSWCA 321.  The AUASB noted that were a significant number of issues and uncertainties arising from Westpac case, and it was difficult to determine the form and content of any guidance that might be developed by the AUASB, including guidance about audit documentation of matters subject to legal professional privilege.  The AUASB agreed that a legislative solution was the preferred option. Accordingly, a letter should be drafted to the Standing Committee of Attorneys-General seeking their support for changes to the evidence laws.

OUTSTANDING EXPOSURE DRAFTS

Accounting

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
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