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

· Severe Penalties for Former GIO Directors

· International Public Sector Update

· Three International Auditing Standards on the Way

· Convergence Statement on Auditing Standards

· ICAA Differential Auditing Standards Report

· Forthcoming Audit Guide for SMEs

· Forum of Firms Update

· SME Business Planning Guide

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
SEVERE PENALTIES FOR FORMER GIO DIRECTORS
Three former directors of GIO Insurance Limited were disqualified for periods ranging from three to 12 years, fined amounts ranging from $100,000 to $220,000, and ordered to pay the majority of ASIC costs.  ASIC’s proceedings related to the conduct of the defendants during the course of AMP Insurance’s 1998-99 takeover bid for GIO Australia.  In August 2005, the Supreme Court of New South Wales found that three former directors of GIO Insurance Limited, Geoffrey Vines, Francis Robertson and Timothy Fox had breached their duty to act with reasonable care and diligence on numerous occasions, and that Mr Fox had breached his duty to act honestly.

Mr Vines who was the Chief Financial Officer of the GIO Group and a director of GIO Insurance was disqualified until 30 June 2007; a penalty of $100,000 imposed, and must pay 22% of ASIC’s costs.  Mr Robertson, who from September 1997 to November 1998, was the executive director of GIO Insurance, was disqualified until 30 June 2007, a penalty of $50,000 imposed, and must pay 28% of ASIC’s costs.  Mr Fox, who replaced Mr Robertson as executive director of GIO Insurance, was disqualified for 12 years until 30 June 2016, a penalty of $220,000 imposed, and must pay 33% of ASIC’s costs.

Mr Vines breached his duty as a director of GIO Insurance and as an executive officer of GIO Australia to act with reasonable care and diligence on 11 occasions, including failing to ensure the due diligence committee was properly informed and the Part B statement remained correct, especially in light of the effect of claims flowing from Hurricane Georges on the GIO Re profit forecast, and doubts about the efficacy of a financial reinsurance agreement with American Re.

Mr Robertson breached his duty as an executive director of GIO Insurance and an executive officer of GIO Australia to act with reasonable care and diligence on 10 occasions, including failing to inform GIO Australia, GIO Insurance, their auditors or the due diligence committee about the true potential effect of claims flowing from Hurricane Georges on the profit forecast contained in the Part B statement.

Mr Fox breached his duty as an executive director of GIO Insurance and an executive officer of GIO Australia to act with reasonable care and diligence on seven occasions; including failing to ensure that the auditors were properly informed.  Mr Fox also breached his duty to act honestly on two occasions in relation to an uncommercial financial reinsurance agreement entered into by GIO Re, with American Re that was not in the best interests of GIO Re, and in writing a side letter to American Re offering to take back a major share of the defined event risk.

These failures ultimately led to false and misleading information being published in the Part B Statement.  The judgement highlights the fundamental importance of senior executives providing their boards with all information they have that is material to the board’s decisions.  It also demonstrates that the law clearly requires company directors and officers to exercise care and diligence when carrying out their work, particularly during a takeover.  There are very serious consequences for company directors and officers who fail to carry out their duties.

INTERNATIONAL PUBLIC SECTOR UPDATE
The International Public Sector Accounting Standards Board (IPSASB) met in Paris from July 3 – 6, 2006, where the following key decisions were made:

· IPSASB Conceptual Framework:  The IPSASB will lead a collaborative project on the development of a conceptual framework for public sector financial reporting in conjunction with participating national standard setters

· Public Private Partnerships/Service Concession Arrangements (PPPs):  The IPSASB and national standard-setters agreed to initiate a collaborative research project on financial reporting of PPPs by both grantors and operators

· Social Policy Obligations:  Draft exposure drafts dealing with non-pension social policy obligations and social security pensions were discussed.  They have been developed on the basis that present obligations to beneficiaries for cash transfers arise when all eligibility criteria have been satisfied.  At the November meeting a single draft ED dealing with all social policy obligations, including those arising from social security pensions will be discussed

· Employee Benefits:  The IPSASB considered and approved for issue an ED ‘Employee Benefits’, based on IAS 19 ‘Employee Benefits’ with modifications where necessary to reflect public sector circumstances.  The proposals include: a risk free rate to be adopted for discounting post-employment benefit obligations that is based on government bonds or, where such bonds do not provide the best reflection of a risk free rate, high quality corporate bonds; and transitional provisions which provide that the resulting IPSAS need not be applied for a period of five years after its approval

· Impairment of Cash Generating Assets:  An ED ‘Impairment of Cash Generating Assets’ has been approved, and will be released in September
· Cash Basis of Accounting:  An ED ‘Financial Reporting under the Cash Basis of Accounting – Disclosure Requirements for Recipients of External Assistance’ was approved.  It proposes amendments to the Cash Basis IPSAS to include both required and encouraged disclosures of external assistance by recipients

· General Improvements Project:  The IPSASB reviewed and approved an updated ‘Preface to International Public Sector Accounting Standards’, and improved versions of IPSAS 1 ‘Presentation of Financial Statements’, IPSAS 3 ‘Accounting Policies, Changes in Accounting Estimates and Errors’, and IPSAS 4 ‘The Effects of Changes in Foreign Exchange Rates’.  These will apply for annual periods commencing on or after January 1, 2008.  It is expected that the revised Preface and improved IPSASs will be released by January 1, 2007

· Presentation of Budget Information in Financial Statements:  The IPSASB commenced consideration of a draft of an IPSAS based on ED 27 ‘Presentation of Budget Information in Financial Statements’.  A separate IPSAS dealing with the presentation of budget information by entities adopting the accrual basis of financial reporting is to be developed.  The Cash Basis IPSAS is to be amended to include requirements for the presentation of budget information by entities adopting the cash basis of reporting

· Disclosure of Financial Information about the General Government Sector:  A draft IPSAS based on ED 28 ‘Disclosure of Financial Information about the General Government Sector’ was approved.  The IPSAS specifies disclosure requirements for governments that elect to present financial information about the general government sector in their consolidated financial statements.  The IPSAS will apply for annual reporting periods commencing on or after January 1, 2008, and

· Review of IPSASB Current Work Program and Longer Term Strategy:  There will be a focus on four broad areas: development of a public sector conceptual framework; development of other public sector specific projects (including convergence with statistical bases of reporting where appropriate); IFRS convergence; and other projects and activities, including promotion and communication.

These developments will be considered by the AASB in due course.

THREE INTERNATIONAL AUDITING STANDARDS ON THE WAY
The International Auditing and Assurance Standards Board (IAASB) approved three International Standards on Auditing (ISAs):
· ISA 260 ‘Communication with Those Charged with Governance’

· ISA 320 ‘Materiality in the Identification and Evaluation of Misstatement’ and

· ISA 450 ‘Evaluation of Misstatements Identified during the Audit’

The IAASB has withheld their release until the documents are redrafted in the new Clarity style.  At that time, they will be exposed for comment only for matters related to the redrafting in the new style.

COMPLIANCE WITH INTERNATIONAL AUDITING STANDARDS
‘A Guide for National Standard Setters that Adopt IAASB’s International Standards but Find It Necessary to Make Limited Modifications’ was released by the IAASB in July.  The objective is to describe the policy of IAASB on the question: What modifications may a national standard setter that adopts international auditing standards promulgated by the IAASB as its national standards make to them while still asserting that the resulting standard conform to the international standards?

IAASB regards national standards that comprise the international auditing standards with modifications as conforming to international standards when specified conditions have been met.  It does not endorse the use of such terms as ‘based on,’ ‘in substantial compliance with,’ or ‘in compliance with the principles of,’ international standards.

REVISED DEFINITION OF NETWORK FIRM
The International Ethics Standards Board for Accountants (IESBA) of IFAC has revised the ‘Code of Ethics for Professional Accountants’ by updating the definition of a network firm.  Network firms are required to be independent of an audit client of another firm within the network.  The revised definition is effective for assurance reports dated on or after December 31, 2008.

The revised definition classifies firms as network firms if the firms belong to a larger structure that is aimed at cooperation and is clearly aimed at profit or cost sharing, or shares common ownership, control or management, common quality control policies and procedures, common business strategy, the use of a common brand-name or a significant part of professional resources.

In due course, it expected that this revised definition would be reflected in the Code of Conduct issued by the Australian Professional Standards and Ethics Board.

CONVERGENCE STATEMENT ON AUDITING STANDARDS
The IAASB approved new guidance for national auditing standard setters that adopt its International Standards on Auditing (ISAs) with limited modifications. While it is not intended to be a definitive statement on convergence, the document provides guidance on the extent to which modifications to adopted ISAs are permitted while still allowing the national standard setter to assert that the national standards conform to ISAs.
ICAA DIFFERENTIAL STANDARDS REPORT
The Institute of Chartered Accountants in Australia has released a further thought leadership paper ‘Differential Auditing Standards’ that explores the issue and looks at possible alternatives for small and medium-sized entities in Australia.  The 22 pages covers the following topics:

· Why has the issue arisen? – IFAC strategic plan, Is an audit the right model for SMEs?, UK developments, Concern with the emphasis of ISAs on audits of large entities, Raising the audit quality bar

· Why treat SMEs differently?

· What is the IAASB position?

· What are the options? – Status quo, Increasing the threshold for a compulsory audit, a separate set of auditing standards, different interpretations of reasonable assurance, two levels of assurance

· Issues that need to be addressed? – How to define a SME, what is meant by the term ‘reasonable assurance’, if the concept of a review engagement was adopted, what would it look like?

· Do ethical standards for SMEs need to be different?

· Concluding comments.

The paper draws the following conclusions:

· Increase the audit threshold to allow very small companies to have the option to be exempt from an audit

· For companies above the audit threshold, allow non-listed companies (and some other companies involving the public interest) to have the choice between an audit and a review, and

· Provide some relief for SMEs, and small and medium practices, to the provisions of the ethical standards provided there is adequate disclosure within the auditor’s report that the audit firm has applied the exemptions.

FORTHCOMING AUDIT GUIDE FOR SMEs
IFAC is proceeding with the development of guidance materials designed to assist in the implementation of International Standards on Auditing (ISAs) in audit engagements of SMEs. The guide, based on ISAs effective as of December 31, 2006, is expected to be published by June 2007.
FORUM OF FIRMS UPDATE
The IFAC Board approved a new constitution for the Forum of Firms that updates membership requirements to emphasise the firms' commitment to audit in accordance with the IAASB’s International Standards on Auditing and clarifies requirements to apply sections of IFAC’s Code of Ethics for Professional Accountants and the International Standard on Quality Control 1.
The Transnational Auditors Committee (TAC) approved two new policy statements and a new guidance statement designed to promote best quality practices by members of the Forum of Firms:

· TAC Policy Statement 1 ‘Policy for Provisional and Full Members’

· TAC Policy Statement 2 ‘Internal Quality Assurance Review Program Requirements’, and

· TAC Policy Statement 3 ‘Definition of Transitional Audit’.

SME BUSINESS PLANNING GUIDE
IFAC’s Professional Accountants in Business Committee released new guidance ‘Business Planning Guide: Practical Application for SMEs’.  The principles and practices in the guide are designed primarily for management operating in SMEs, and for the small and medium accounting practices that service them.  The guidance describes how the business plan may serve as a performance tool and support SMEs in obtaining external funding.  It provides information on how to develop a corporate values statement and manage business risks, and includes a checklist and an example of the structure of a business plan.
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’ – AUASB
30 September 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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