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

· IASB Standards Respite until 2009!

· Standards Support Material now Freely Available

· AASB Invitation to Comment on the Conceptual Framework

· $500,000 Continuous Disclosure Fine

· Company Secretary Charged with Misleading Auditor

· Further HIH Charges

· ASIC Report on Relief Decisions

· IASB July Meeting Highlights

· Review of Standards on Leases, Employee Benefits, and Related Parties

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
IASB STANDARDS RESPITE UNTIL 2009
The IASB has announced four important decisions for its work program: no new major standards to be effective before 2009; increased lead time to prepare for them; increased opportunity for input on conceptual issues; and public round-tables on key topics.

· No new major standards to be effective before 2009:  The IASB will not require the application of new IFRSs under development or major amendments to existing standards before 1 January 2009.  However, this does not preclude the publication of new standards before that date, and companies would be permitted to adopt a new standard on a voluntary basis before its effective date.  Interpretations and minor amendments to deal with potential issues identified during implementation are excluded from this approach.
· Increased lead-time to prepare for new standards:  The IASB intends to allow a minimum of one year between the date of the publication of wholly new IFRSs or major amendments to existing IFRSs and the date when implementation is required.

· Increased opportunity for input on conceptual issues:  The IASB and the FASB have agreed to publish discussion papers, rather than moving directly to exposure drafts, on the individual sections of their Conceptual Framework project.  Accordingly, there will be at least two opportunities for public comment.  The IASB announced at its meeting in June that it will also publish a discussion paper as the next step of its Fair Value Measurement project, which is aimed at providing consistency in the application of existing fair value requirements.

· Public round-tables on key topics: The IASB will hold public round-table discussions in the near future on two key topics on IAS 37 ‘Provisions, Contingent Liabilities and Contingent Assets’ and the measurement phase of the Conceptual Framework project.

STANDARDS SUPPORT MATERIAL NOW FREELY AVAILABLE
Implementation Guidance, Basis for Conclusion, and Illustrative Examples are now freely available from the AASB web site.  Under AASB 108 ‘Accounting Policies, Changes in Accounting Estimates and Errors’, implementation guidance is to be considered.  The Basis for Conclusion summaries the IASB’s considerations in reaching the conclusions in the relevant standard, and accompanies the relevant standards but does not form part of it.  Not all the standards contain a Basis for Conclusion, Implementation Guidance, or Illustrative Examples.

Basis of Conclusion

· AASB 1 ‘First-time Adoption of Australian Equivalents to International Financial Reporting Standards’
· AASB 2 ‘Share-based Payment’
· AASB 3 ‘Business Combinations’

· AASB 4 ‘Insurance Contracts’

· AASB 5 ‘Non-current Assets Held for Sale and Discontinued Operations’

· AASB 6 ‘Exploration for and Evaluation of Mineral Resources’

· AASB 7 ‘Financial Instruments: Disclosures’

· AASB 101 ‘Presentation of Financial Statements’

· AASB 102 ‘Inventories’

· AASB 108 ‘Accounting Policies, Changes in Accounting Estimates and Errors’

· AASB 110 ‘Events after the Balance Sheet Date’

· AASB 116 ‘Property, Plant and Equipment’

· AASB 117 ‘Leases’

· AASB 119 ‘Employee Benefits’

· AASB 121 ‘The Effects of Changes in Foreign Exchange Rates’

· AASB 124 ‘Related Party Disclosures’

· AASB 127 ‘Consolidated and Separate Financial Statements’

· AASB 128 ‘Investments in Associates’

· AASB 131 ‘Interests in Joint Ventures’

· AASB 132 ‘Financial Instruments: Presentation’

· AASB 133 ‘Earnings per Share’

· AASB 136 ‘Impairment of Assets’

· AASB 138 ‘Intangible Assets’

· AASB 139 ‘Financial Instruments: Recognition and Measurement’

· AASB 140 ‘Investment Property’

· AASB 141 ‘Agriculture’
Implementation Guidance

· AASB 4 ‘Insurance Contracts’

· AASB 5 ‘Non-current Assets Held for Sale and Discontinued Operations’

· AASB 7 ‘Financial Instruments: Disclosures’

· AASB 101 ‘Presentation of Financial Statements’

· AASB 108 ‘Accounting Policies, Changes in Accounting Estimates and Errors’

· AASB 139 ‘Financial Instruments: Recognition and Measurement’

Illustrative Examples

· AASB 111 ‘Construction Contracts’, and

· AASB 141 ‘Agriculture’.
AASB INVITATION TO COMMENT ON THE CONCEPTUAL FRAMEWORK
The AASB has released ITC 11 Request for Comment on IASB 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’.  The AASB is seeking comments by 9 October 2006 in order to make a submission to the IASB by 3 November.

The purpose of the Invitation to Comment is to seek comments from Australian constituents on the IASB Discussion Paper.  The proposals once finalised and included in the IASB’s revised Framework have the potential to profoundly impact on the future direction of financial reporting.  The AASB has reproduced the Discussion Paper without amendment.

The AASB is seeking specific comment on two key questions:

· The IASB –FASB joint conceptual framework has an initial focus on for-profit entities in the private sector.  In relation to the topics of ‘objective’ and ‘qualitative characteristics’ covered by the Discussion Paper, what matters do you consider require attention if this revised Framework were also to be applied in Australia to not-for-profit entities in the private and public sector and for-profit entities in the public sector?

· Are the proposals in the Discussion Paper in the best interests of the Australian economy?

$500,000 CONTINUOUS DISCLOSURE FINE
Chemeq Ltd has been ordered to pay fines of $500,000 for breaches of continuous disclosure provisions by the Federal Court of Australia, finalising ASIC’s civil penalty proceedings against it.  This is the highest penalty awarded in Australia against a listed company for breaches of continuous disclosure rules.  ASIC was also awarded costs of $170,000.

On 23 December 2004, after a three month investigation by ASIC and referrals from the ASX, ASIC commenced civil penalty proceedings against Chemeq in the Federal Court in Perth.  ASIC sought declarations that between November 2002 and October 2004 Chemeq breached the continuous disclosure provisions of the Corporations Act, which requires listed entities to promptly disclose market sensitive information to the ASX. ASIC sought pecuniary penalties.

On June 29 2006, Chemeq admitted to two separate contraventions. The first contravention would have attracted a penalty of up to $200,000. The second contravention, which occurred after 1 July 2004 when the CLERP 9 legislation commenced, would have attracted a fine of up to $1 million.  In a settlement between ASIC and Chemeq, the company consented to two declarations being made that it had contravened the market disclosure provisions of the Corporations Act.

Between 10 February 2003 and 30 April 2004, Chemeq did not tell the ASX about the increased costs of constructing and commissioning its manufacturing facility at East Rockingham in Western Australia, when that information was, throughout the period, not generally available and information which a reasonable person would expect to have a material effect on the price or value of the fully paid ordinary shares in Chemeq (First Contravention).

During the period, Chemeq raised about $45 million by issuing shares, and about 40 million fully paid ordinary shares in Chemeq were traded on the ASX.  Chemeq admitted that it knew that the total anticipated cost of the Rockingham facility had increased from $25 million to ultimately in excess of $50 million, but did not notify the ASX of the cost overruns.

Between 10.22 am AEST on 6 October 2004 and 3.36 pm AEST on 7 October 2004, Chemeq failed to disclose certain information about the commercial impact of a patent granted in the US in October 2004, when that information was, throughout the period, not generally available and information which a reasonable person would expect to have a material effect on the price or value of the fully paid ordinary shares in Chemeq (Second Contravention).

On 6 October 2004, Chemeq made an announcement to the ASX that dealt with the granting of a US patent and the first distribution of its product to South Africa. Included in the announcement was a statement that Chemeq ‘has been granted an additional US patent (previously pending only), which extends the company’s exclusive protection in manufacture and marketing of its veterinary products in this country to the year 2020’.  However, Chemeq failed to tell the ASX that the issue of the US Patent was not material to Chemeq’s commercial position in the context of the whole of its intellectual property portfolio, and in light of the difficulty with enforcing the patent rights.

Following the announcement on 6 October, the share price of Chemeq climbed from $1.78 to close at $2.82 and 7 October 2004 rose to over $3 with the volume traded during the non-disclosure period of 26.8 million shares.  Following a query from the ASX on 7 October 2004, relating to a newspaper article about the significance of the patent, Chemeq clarified the significance of the patent to the ASX.

The Federal Court ordered that Chemeq pay a fine of $150,000 in respect of the First Contravention and $350,000 in respect of the Second Contravention.  As agreed between the parties, ASIC was also awarded costs of $170,000.

COMPANY SECRETARY CHARGED WITH MISLEADING AUDITOR
Mr Robert Horlin-Smith, the former company secretary of Normans Wines Limited (in liquidation), has been committed to stand trial in the Adelaide District Court on seven charges arising from an investigation by ASIC.  As a result of its investigation, ASIC alleges that between June and October 1999, Mr Horlin-Smith:

· Failed to act honestly in the exercise of his powers and the discharge of the duties of his office with the intention to deceive or defraud the auditor of Normans Wines 

· As a secretary and employee of Normans Wines, supplied misleading information to the company’s auditor

· As a secretary and employee of Normans Wines, supplied misleading information to the Australian Stock Exchange about the company, and

· Authorised the making of a statement in a document lodged with ASIC which was false or misleading.

FURTHER HIH CHARGES
Mr Dominic Fodera, the former Chief Financial Officer of HIH Insurance Limited (HIH), has been committed in Central Local Court in Sydney to stand trial on a criminal charge of authorising the issue of a prospectus from which there was a material omission.  The charge arises from the investigation by ASIC into the affairs of the HIH group of companies.

ASIC alleges that on or about 26 October 1998, Mr Fodera, in his capacity as an officer of HIH, authorised the issue of a prospectus by HIH Holdings (NZ) Ltd for converting notes, that contained a material omission.  The material omission concerned the effect of a transaction entered into at the same time between HIH and Societe Générale Australia Limited (SGAL) relating to SGAL’s taking up a priority allocation of the notes in the approximate sum of A$35 million in exchange for HIH depositing approximately A$35 million with SGAL.

Mr Fodera had his bail conditions continued and is to appear in the NSW Supreme Court on 1 September 2006.  Mr Fodera is also due to appear in Downing Centre Court for a committal hearing commencing on 7 August 2006 in relation to four criminal charges of giving misleading information and a further two charges of failing to act honestly as a director.
ASIC REPORT ON RELIEF DECISIONS
ASIC released a 29 page report ‘Overview of Decisions on Relief Applications (January to March 2006)’ outlining its recent decisions on applications for relief from the financial services and managed investment provisions of the Corporations Act 2001.  The report provides an overview of situations where ASIC has exercised, or refused to exercise, its exemption and modification powers, and has been expanded to include applications that relate to relief from the financial reporting, takeovers, and fundraising provisions.  The report also highlights instances where ASIC adopted a no-action position regarding specified non-compliance with the provisions and features an appendix detailing the relief instruments it executed.
ASIC has powers to exempt or modify the Act under the provisions of Chapters 2D (officers and employees), 2J (share buy-backs), 2L (debentures), 2M (financial reporting and audit), 5C (managed investment schemes), 6 (takeovers), 6A (compulsory acquisitions and buy-outs), 6C (information about ownership of entities), 6D (fundraising) and 7 (financial services) of the Act.  ASIC uses its discretion to vary or set aside certain requirements of the law, where the burden of complying with the law significantly detracts from its overall benefit, or where business can be facilitated without harming other stakeholders.

Applications for relief must be in writing and should address the requirements set out in Policy Statement 51 ‘Applications for Relief’.  ASIC publishes a copy of most of the exemption and/or modification instruments issued in the ASIC Gazette.
IASB JULY MEETING HIGHTLIGHTS
The following are the highlights from the 18-21 July meeting of the IASB.

· Short-term convergence – joint ventures:  The main objective of the project is to converge with the US accounting literature for jointly controlled entities by removing proportionate consolidation, rather than to harmonise with existing US practice generally.  The IASB decided that interests venturers have in joint arrangements should be classified as either direct interests in the underlying single assets or liabilities, whereby venturers have rights to individual assets or direct obligations for individual liabilities, or a share of them, within a group of assets or liabilities; or indirect interests in the ‘net’ outcome expected to be generated from a group of assets and liabilities under the joint control of all of the venturers.
· Consolidations (including special purpose entities):  The focus of control shifts the entity onto the assets and liabilities of the entity.  Assessing the existence of control will be based on indicators; some indicators will be presumptive, whereas others are unlikely to be sufficient on their own to establish the existence of control, but when considered with other indicators cumulatively establish that control exists.
· Continuing deliberations on the following projects:  Business Combinations II, Insurance, Accounting standards for SMEs, IAS 37 redeliberations, Proposed amendments to IFRS 2, Conceptual Framework (definition of asset), Revenue recognition, Short-term convergence: segment reporting (review of submissions on ED 8 ‘Operating Segments’, Financial statement presentation, and IFRIC activities.
· Projects added to the agenda:  Leases, employee benefits, and related party disclosures have been included on the IASB’s active agenda.
· Process for non-urgent, minor amendments to standards:  Under an ‘Annual Improvements’ process, non-urgent and minor amendments will be published in a single exposure draft.  The amendments envisaged would resolve inconsistencies between standards, or clarify unclear wording.  The exposure draft will seek comments for 90 days, and that the amendments are proposed to be effective 12 months thereafter.  The first exposure draft will be published in October 2007, and the final amendments to standards are expected to be released in April 2007 with an effective date of the year commencing 1 January 2008.

The next meeting of the IASB is scheduled for 18-22 September 2006.

IASB REVIEW OF STANDARDS ON LEASES, EMPLOYEE BENEFITS AND RELATED PARTIES
The IASB announced the inclusion new projects to its agenda: a comprehensive reviews of the standards on leases and employee benefits, and amendments to related party disclosures standard.

IAS 17 ‘Leases’ was issued over 25 years ago and allows similar transactions to be accounted for in very different ways.  Leasing transactions remain largely off balance sheets raising questions about the usefulness of the financial statements.  The project will reconsider all aspects of lease accounting.  It is expected to lead to a fundamental revision of the way that lease contracts are treated in the financial statements both of lessees and lessors.  The project will be conducted jointly with the FASB, and is expected to result in the publication of a joint discussion paper in 2008 (also see refer GAAP Alert 26/2006, 23 June 2006).

The accounting for employee benefits project will be a comprehensive reconsideration of the accounting required by IAS 19 ‘Employee Benefits’.  The first phase will consider revisions that would achieve significant improvements in the short term, with a view to an interim standard in 2010.  The issues to be included are: presentation and disclosure, definition of defined benefit and defined contribution arrangements and accounting for cash balance plans, smoothing and deferral mechanisms, and treatment of settlements and curtailments.  Other aspects of accounting for employee benefits will be considered in the second phase.

The disclosures required by IAS 24 ‘Related Party Disclosures’ are intended to ensure that users of financial statements receive information about the existence of related party relationships and the effects of those relationships on an entity’s profit or loss and financial position.  Issues have been identified in relation to state-controlled entities in applying IAS 24 and aspects of the definition of a related party (including whether, when an associate of an entity is preparing its own financial statements, it should include as related party transactions the transactions between an associate and a subsidiary of the associate’s significant investor).

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

9 October 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’ – 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

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.  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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