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

· Public Sector Financial Reporting Roundtable

· Major Review of AAS 25 ‘Financial Reporting by Superannuation Plans’

· IFRIC Interpretation on Interim Financial Reporting and Impairment
· IFRIC July Meeting Key Decisions
· Leases International Working Group
· Continuous Disclosure Infringement Notice

· APRA Enforceable Undertaking

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
PUBLIC SECTOR FINANCIAL REPORTING ROUND TABLE 
The National Institute of Accountants and The Institute of Chartered Accountants in Australia are hosting a Public Sector Financial Reporting Roundtable Discussion in Canberra on 1 August.  The roundtable discussion will focus on the following questions:

· Is the current framework suitable for the public sector?

· What role does GAAP and government finance statistics have in government reporting?  Is there an appropriate mix between the two?  Can they be combined?

· Should the AASB focus on sector specific accounting standards?

The round table will feature industry experts in both standard setting and from the public sector, including Charles Macek (Chairman, Financial Reporting Council), David Boymal (Chairman, Australian Accounting Standards Board), Brett Kaufmann and Colin Parker (AASB Members), Ian McPhee (Auditor-General, Australian National Audit Office), and Peter Batten (Treasury and Finance, Victorian Government).

Roundtable details:

· Date: Tuesday 1 August 2006 

· Time: 10:00am – 1:30pm (Registration from 9:30am)

· 1:30pm - 2:30pm – Light luncheon served

· Location: National Press Club, 16 National Circuit, Barton, ACT

· Cost: Free (Bookings are essential)

· Registration: Download registration the form from www.nia.org.au or www.icaa.org.au and fax to the NIA NSW Divisional Office on (02) 9283 8277 or the ICAA Canberra office on (02) 6282 9800.
The FRC is seeking comment on matters related to standard-setting, especially in relation to the public sector and private sector not-for-profit entities, through consultation issues raised in the report ‘A Review of the Policy of Sector-Neutral Accounting Standards’.  Comments are sought by 31 October 2006 (refer GAAP Alert 23/2006, 30 June 2006).

MAJOR REVIEW OF AAS 25 ‘FINANCIAL REPORTING BY SUPERANNUATION PLANS’
The AASB has made some quick fixes to AAS 25 ‘Financial Reporting by Superannuation Plans’ (March 1993) pending a comprehensive review of its requirements as a high priority domestic project.  The AASB has recently posted the project summary on its website.  The tentative decisions made by the AASB to date include:

· Not to adopt IAS 26 ‘Accounting and Reporting by Retirement Benefit Plans’, but to use it to ‘benchmark’ any proposed replacement standard for AAS 25

· The reporting entity concept should be retained

· Any proposed replacement for AAS 25 should apply to all superannuation plans, including defined contribution superannuation plans, defined benefit superannuation plans, private sector superannuation plans and public sector superannuation plans, and

· Any proposed replacement for AAS 25 would also apply to pooled superannuation trusts, but managed investment schemes should be excluded.

In December 2005, the AASB approved amendments to AAS 25, based on an Invitation to Comment ‘Superannuation Plans – Financial Liabilities’, to require that hedging instruments and derivatives held by superannuation plans be measured at their net market values, irrespective of whether they appear as debit or credit balances, and that any changes in these net market values be recognised in the profit or loss of the superannuation plan for the reporting period.  Also, superannuation plans are required to consolidate subsidiaries in accordance with AASB 3 ‘Business Combinations’ and AASB 127 ‘Consolidated and Separate Financial Statements’ for annual reporting periods beginning on or after 1 January 2005.  These issues will be revisited in the context of the review.

The AASB decided that it would seek to liaise with those national standard-setters in other countries that have retirement and pension arrangements similar to Australia’s superannuation arrangements.  A Project Advisory Panel is to be formed to provide the AASB with input and feedback regarding the key issues over the life of the project.

Mr. Dean Ardern is the project manager and can be contacted on (03) 9617 7621 or dardern@aasb.com.au.  Colin Parker, GAAP Consulting, is one of the AASB members responsible for Board oversight of this project (colin@gaap.com.au).

IFRIC INTERPRETATION ON INTERIM FINANCIAL REPORTING AND IMPAIRMENT
IFRIC has released Interpretation 10 ‘Interim Financial Reporting and Impairment’ that addresses the conflict between the requirements of IAS 34 ‘Interim Financial Reporting’ and those in other standards on the recognition and reversal in financial statements of impairment losses on goodwill and certain financial assets.  IFRIC 10 states that any such impairment losses recognised in an interim financial statement must not be reversed in subsequent interim or annual financial statements.  The AASB in due course will consider the issue of an Australian version of Interpretation 10 ‘Interim Financial Reporting and Impairment’.
IFRIC JULY MEETING KEY DECISIONS
IFRIC met on 6-7 July 2006 with the following key decisions made:

· IAS 18 ‘Revenue’ – Customer Loyalty Programmes’:  Agreed to publish a Draft Interpretation for comment

· IFRS 2 ‘Share-based Payment’ – Group and Treasury Share Transactions:  Continued deliberations on D17 ‘Group and Treasury Transactions’ and a revised draft Interpretation will be considered at its 7 and 8 September meeting for consideration as a final Interpretation

· Service Concession Arrangements:  Continued deliberations on D13 ‘Service Concession Arrangements – The Financial Asset Model’ and D14 ‘Service Concession Arrangements – The Intangible Asset Model’ with revised Interpretations to be considered at its next meeting

· IAS 19 ‘Employee Benefits’ – The Effect of a Minimum Funding Requirement on the Asset Ceiling.  Agreed to publish a revised Draft Interpretation

· IAS 18 ‘Revenue’ – Guidance on Identifying Agency Relationship: Project added to agenda

· IAS 39 ‘Financial Instruments: Recognition and Measurement’ – Securitisations: Derecognition of Groups of Financial Assets’:  Agreed to refer the issues to the IASB for direction

· IFRS 2 ‘Share-based Payment’ – Employee Benefit Trusts in the Individual or Separate Financial Statements of the Sponsor.  IFRIC continued discussion

· IAS 11 ‘Construction Contracts’ and IAS 18 ‘Revenue’ – Allocation of Profit in Unsegmented Contracts:  Decided not to include this on the agenda

· IAS 39 ‘Financial Instruments: Recognition and Measurement’ – Identification of a Portion of an Exposure Eligible for Hedge Accounting:  IFRIC concluded that a portion cannot be a residual, i.e., an entity is not permitted to designate as a portion the residual fair value or cash flows of a hedged item or a transaction where the residual does not have a separately measurable effect on the hedged item or transaction.  IFRIC also discussed the meaning of ‘predictable effect’ and is to seek input from the IASB on this issue, and

· IAS 17 ‘Leases – Recognition of Contingent Rentals: Decided not include the issue on its agenda.  IAS 17 is unclear the issue of whether an estimate of contingent rentals payable/receivable under an operating lease should be included in the total lease payments/lease income to be recognised on a straight-line basis over the lease term.  IFRIC recommended to the IASB to clarify IAS 17.

The AASB will deliberate on these issues in the Australian context at a future meeting.

IFRIC reviewed the following matters, which its Agenda Committee had recommended not to include on the agenda:

· IFRS 2 ‘Share-based Payment’ – Fair Value Measurement on Post-vesting Transfer Restrictions

· IAS 39 ‘Financial Instruments Recognition and Measurement’ – Valuation of Electricity Derivatives

· IAS 32 ‘Financial Instruments: Presentation’ – Puts and Forwards held by Minorities

· IFRS 3 ‘Business Combinations’ – Are Puts or Forwards Received by Minority Interests in a Business Combination Contingent Liabilities

· SIC 12 ‘Consolidation of Special Purpose Vehicles’ – Relinquishment of Control

· IAS 39 ‘Financial Instruments: Recognition and Measurement’ – Definition of a Derivative: Indexation on Own EBITDA or Revenue

· IAS 32 ‘Financial Instruments: Presentation’ – Foreign Currency Instruments Exchangable into Equity Instruments of the Parent Entity of the Issuer

· IAS 32 ‘Financial Instruments: Presentation’ – Changes to Contractual Terms of an existing Equity Instrument resulting in it being Classified 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 Liability

· IFRS 2 ‘Share-based Payment’ – Incremental Fair Value to Employees as a Result of Unexpected Capital Restructuring

· IAS 16 ‘Property, Plant and Equipment’ – Revaluation of Investment Properties under Construction, and

· IAS 32 ‘Financial Instruments: Presentation’ – Classification of a Financial; Instrument as Liability or Equity.

These tentative decisions will be confirmed at the November meeting.  In the meantime, constituents who disagree with the proposed reasons, or consider the explanations may contribute to divergent practices, can communicate their concerns by 25 September 2006 to ifric@iasb.org.

LEASES INTERNATIONAL WORKING GROUP
The FASB and IASB added a joint project on leasing to their respective agendas.  The project’s scope includes a reconsideration of existing standards of accounting for both lessees and lessors with the first step being the publication of a joint discussion paper.
An international working group will assist them.  The Boards are seeking nominations of candidates to participate in this working group.  Its role is to provide views and practical advice on the concepts, ideas and proposals developed by the Boards and their staff.  The working group will comprise individuals from a variety of backgrounds: preparers, auditors and users of financial statements, subject matter experts, and others.

Nominations are to be sent to Rachel Knubley rknubley@iasb.org, IASB Project Manager, or Danielle Zeyher dtzeyher@fasb.org, FASB Project Manager by 30 September 2006.  A meeting of the working group is provisionally scheduled for January 2007 in London.

CONTINUOUS DISCLOSURE INFRINGEMENT NOTICE
Astron Ltd paid a $66,000 penalty following an investigation by ASIC into an alleged failure to comply with the continuous disclosure obligations.  ASIC alleged that Astron Ltd failed to immediately inform the ASX of a significant increase in the mineral resource estimate for its Donald Mineral Sands Project.

In its 2005 Annual Report, Astron Ltd indicated that it had completed an initial drilling program on part of the Donald mineral sands deposit containing an indicated mineral resource of 187 million tonnes at 6.3% heavy mineral.  On 6 January 2006, Astron became aware of the contents of a geological report, which stated that total indicated and inferred resources for the project were 693 million tonnes of ore with a heavy mineral content of 5.1%.

According to ASIC, despite becoming aware on 6 January 2006 of the significant increase (of 270%) in the mineral resource estimate for the project, it was not until 12 January 2006 that Astron Ltd announced the estimate to the market.  Astron Ltd elected to comply with the infringement notice.  As provided under the Act, compliance with the notice is not an admission of guilt or liability, and Astron Ltd is not regarded as having contravened s674(2) of the Act.
Listed companies must make timely disclosure to the market of material information. This obligation applies to the disclosure of information that may impact positively on company performance as well as negative company information’.

APRA ENFORCEABLE UNDERTAKING
APRA and the UK Financial Services Authority have accepted enforceable undertakings from former Cologne Re Dublin executive Mr John Byrne over his involvement in a number of sham reinsurance transactions.  Under the terms of the undertakings, Mr Byrne is prohibited for a period of five years from being or acting as a director or senior manager of a general insurer, non-operating holding company or agent of a foreign general insurer.  Mr Byrne has also agreed to assist APRA with its continuing investigations into the role of other personnel involved in the sham transactions.  APRA has agreed not to take further action against Mr Byrne in respect of its investigations.

Mr Byrne participated in transactions where the devices used to disguise their true and improper purpose included undisclosed side letters that, at least in one instance, altered the substance of the relevant contracts, and backdating of documentation to allocate a current year reinsurance contract to a prior accounting period.  He knew the counterparties would likely improperly account for the transactions.

Financial, or finite, reinsurance is a form of limited risk transfer arrangement. Whilst there are legitimate reasons for using financial reinsurance, its use should properly be disclosed, including the entirety of any arrangements, to regulators, auditors, tax authorities and the market as appropriate.  If used improperly, and not fully disclosed, financial reinsurance can be used to conceal the true financial position of a company.

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
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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