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

· Conceptual Framework Roundtables

· Corporations Law Red Tape Update

· Proposed IFRIC Interpretation on Asset Ceiling in IAS 19

· IFRIC September Meeting Agenda
· ASIC Acts on Misleading Statement to the ASX

· CEO Convicted on Accounting Issues

· Auditor Suspended and Another Reprimanded
· AUASB July Meeting Highlights
· AUASB Guidance Note on Remuneration Disclosures
· AUASB September Meeting Agenda
· Internal Control Current Developments
· Principles for Building Better Relations Between Listed Entities and Analysts
· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
CONCEPTUAL FRAMEWORK ROUNDTABLES
The AASB will hold Roundtables with constituents to discuss the recently published Conceptual Framework Discussion Paper of the IASB and FASB on the objective of financial reporting, and the qualitative characteristics of decision-useful financial reporting information.  Attend the Roundtables to have your views heard about the proposals, and hear from other constituents about the issues of concern.

The Discussion Paper is the first publication in the joint project of the IASB and FASB to develop a common conceptual framework for financial reporting that will replace, and improve on, their conceptual frameworks.  The Discussion Paper’s proposals have the potential to significantly affect the future development of International Financial Reporting Standards and AASB Accounting Standards, e.g., the objective of financial reporting eventually adopted in the revised Frameworks of the IASB and AASB will be powerful drivers of those Boards’ choices of the type of information that financial statements should provide.

The IASB-FASB project focuses initially on private sector businesses.  Proposed concepts for other entities, such as not-for-profit entities, will be developed later.  Controversial proposals in the Discussion Paper include:

· The proposal that stewardship or accountability should not be identified as a separate objective of financial reporting;

· In the context of not-for-profit entities, the proposal that the primary group of users of financial reports should be limited to present and potential investors and creditors; and

· In the context of not-for-profit entities, the concentration of the proposed objective of financial reporting on providing information for assessing the entity’s cash flow prospects.

The Roundtables will be held at the following locations:

· Melbourne, 8th September, The Institute of Chartered Accountants, 3/600 Bourke St, 9.30-11.30 am, and

· Sydney, 12th September, The Institute of Chartered Accountants, 14/37 York St, 1.30-3 30 pm.

Further information including registration and questions to consider can be found at www.aasb.com.au.

CORPORATIONS LAW ‘RED TAPE’ UPDATE
A package of corporate law reform proposals will form part of a single Bill to be introduced into the Parliament titled the ‘Simpler Regulatory System Bill’.  The proposals are based on the ‘Corporate and Financial Services Regulation Review Consultation Paper’ (April 2006) that sought comments on 56 separate topics, including: company reporting obligations; corporate governance; further refinements to financial service regulation; and dealing with regulators.

A paper will be released in September seeking comment on defined proposals that will form the basis of the ‘Simpler Regulatory System Bill’.  Minor technical changes are to be achieved through regulation, and will be released soon for consultation.

PROPOSED IFRIC INTERPRETATION ON ASSET CEILING IN IAS 19
IFRIC released D19 IAS 19 ‘The Asset Ceiling: Availability of Economic Benefits and Minimum Funding Requirements’ for comment by 31 October 2006.  IFRIC has developed the proposed Interpretation in response to requests to clarify the interaction between statutory or contractual minimum funding requirements and the requirements of IAS 19 ‘Employee Benefits’.

The proposals clarify how to determine in normal circumstances the limit on the asset that an employer’s balance sheet may contain in respect of its pension plan as well as how the pensions asset or liability may be affected when there is a statutory or contractual minimum funding requirement.

IAS 19 limits the measurement of the defined benefit pension asset to the ‘present value of economic benefits available in the form of refunds from the plan or reductions in future contributions to the plan’.  At the same time, a statutory or contractual minimum funding requirement may stipulate a minimum level of contributions that must be paid into a plan over a given period.  Such funding requirements would not normally affect the accounting for a plan under IAS 19.  However, a minimum funding requirement may result in contributions being paid into a plan that do not become available to the entity, subsequently, as a refund or a reduction in future contributions.  Draft Interpretation IFRIC D19 addresses the questions that have arisen in respect of the interaction between minimum funding requirements and the limit on the measurement of the defined benefit pension asset.

The AASB will consider this proposed Interpretation in the Australian context.

IFRIC SEPTEMBER MEETING AGENDA

The Agenda for 7th and 8th September meeting of IFRIC includes:
· Service Concession Arrangements

· IAS 18 ‘Revenue’ – Real Estate Sales
· D17 IFRS 2 – Group and Treasury Share Transactions

· IFRS 2 ‘Share-based Payment’ – Employee benefit trusts in the individual or separate financial statements of the sponsor

· IAS 18 ‘Revenue’ – Upfront revenue recognition by a fund manager

· IAS 38 ‘Intangible Assets’ – Update on accounting for catalogues and other marketing costs, and

· Recommendations regarding requests for IFRIC agenda items: IAS 39 ‘Financial Instruments: Recognition and Measurement’ – Testing of hedge effectiveness on a cumulative basis; IFRS 7 ‘Financial Instruments: Disclosures’ – Presentation of ‘net finance costs’ on the face of the income statement; IAS 38 ‘Intangible Assets’ – Classification of SIM cards; IAS 38 ‘Intangible Assets’ – Adoption; IAS 11 ‘Construction Contracts’ – Allocation of profit in unsegmented contracts.

The AASB will consider these agenda issues in the Australian context.

ASIC ACTS ON MISLEADING STATEMENT TO THE ASX
ASIC commenced proceedings against Citrofresh International Ltd for allegedly making misleading statements to the market and is seeking a declaration that the listed company and its managing director, Mr Ravi Narain, engaged in misleading or deceptive conduct regarding an announcement the company made to the ASX.  ASIC alleges that Mr Narain failed to exercise his duties as a director with a reasonable degree of care and diligence regarding the announcement.

Citrofresh International is licensed to market and sell a range of products commonly called ‘Citrofresh’ for cleaning and disinfection in the hospital, food processing and agriculture industries.  In the ASX announcement on 27 September 2005 it was claimed that Citrofresh: 

· Can now offer a global solution to reduce and eventually stop the spread of human immunodeficiency virus (HIV) using Citrofresh

· Provides a non-hazardous, non-toxic and effective solution that deal with emergency disease control and prevention for HIV, human influenza A virus, the SARS virus and the human rhinovirus

· Will market a range of ‘barrier protection’ products to be used in the first instance for men’s health (post intercourse spray or lotion), and

· Use of as a postcoital application will act as an ‘invisible condom’ for the prevention of STDs including HIV and the ability to use Citrofresh as a postcoital application will have a significant impact on reducing the transmission of HIV and STDs.

ASIC alleges that the announcement failed to disclose that Citrofresh was a disinfectant and not a vaccine, and that these representations were either false or that there was no reasonable grounds for making them.  ASIC is seeking a civil penalty of $200,000 and the disqualification of Mr Narain from managing corporations.

CEO CONVICTED ON ACCOUNTING ISSUES
The former Chief Executive Officer of BearingPoint Australia Pty Ltd, Mr Cameron Morris, was convicted after pleading guilty to two charges.  The court fined Mr Morris $2,500 in respect to each charge.  He is also automatically banned from being involved in the management of companies for five years.  ASIC alleged Mr Morris falsified the financial books and records at BearingPoint Australia between March and December 2004 and provided information to the company auditor, PricewaterhouseCoopers (PwC) that he knew was false or misleading.

Mr Morris is a former director and country leader of BearingPoint Australia, a business consulting and systems integration firm.  In February 2005, PwC alerted ASIC to issues within the filed BearingPoint Australia 2004 financial report.  ASIC’s investigation focused on a variation to a fixed contract of work entered into between BearingPoint Australia and Canon Australia.

The issues centred on the recoverability of work in progress payments against the Canon contract work.  Mr Morris accepted that he had created a payment schedule to the variation contract, as well as a number of other internal documents and represented the falsified value to the internal BearingPoint finance department.

In a meeting with the PwC auditor, Mr John Yeoman, Mr Morris once more represented that the falsified documents accurately set out the recoverability of a work in progress balance in excess of $10.1million.  ASIC’s enquiry established that the variation contract value as held by Canon was $13.2million whilst the copy held by BearingPoint finance officials and the PwC auditor showed the variation contract to be valued at $19.6million.

AUDITOR SUSPENDED AND ANOTHER REPRIMANDED
The Companies Auditors and Liquidators Disciplinary Board (CALDB) suspended the registration of Mr Roger Williams, a partner of accounting firm Stirling Warton Williams, as an auditor for nine months, commencing 17 August 2006.  The CALDB found he had failed to carry out or perform adequately and properly the duties of an auditor in relation to his audit of the 2003 financial report of Newhaven Park Stud Limited (since renamed Newhaven Hotels Limited).

The CALDB found that Mr Williams had failed to express a qualified audit opinion notwithstanding the report failed to comply with AASB 1037 ‘Self-Generating and Regenerating Assets’ and AASB 1017 ‘Related Party Disclosures’, and to comply with AUS 208 ‘Documentation’ in that he did not document his reasoning for being satisfied that the accounting standards were met.

In addition to the suspension, the CALDB required Mr Williams undertake to successfully complete the audit and assurance module of the CA Program, and have his next two company audits reviewed by a peer.  The CALDB also ordered that Mr Williams pay 80% of ASIC’s costs.

Following intervention by ASIC, Newhaven announced in March 2004 that it would reissue its financial report for the year ended 30 June 2003.  The company had, among other things, changed its policy at 30 June 2003 to record broodmares at cost rather than market value.  By not complying with applicable accounting standards, the company had reported a net profit in excess of $2.8 million. The reissued financial report, which complied with the applicable accounting standards, disclosed a net loss in excess of $4.5 million.
The CALDB has issued a formal reprimand to Perth auditor, Mr Maurice Anghie, following an application by ASIC.  He has also been ordered to pay ASIC’s costs of $4,000.  At the relevant time, Mr Anghie was a partner in the firm, Hall Chadwick (Perth), and has since left the firm.

The CALDB issued the reprimand after finding that Mr Anghie had failed to carry out or perform adequately and properly his duties as an auditor in relation to an audit of the consolidated accounts of China West Holdings Limited (CWH) for the year ended 30 June 2003.  In particular, the accounts of CWH were prepared on a consolidated basis in circumstances where the criteria relevant to control within the meaning of AASB 1024 ‘Consolidated and Separate Financial Statements’ had not been satisfied.  Mr Anghie failed to qualify his audit report, and failed to include in the audit working papers, evidence of his consideration and conclusions in respect of the consolidation issue.

AUASB JULY MEETING HIGHLIGHTS

The AUASB has just released the highlights from its 3 July 2006 meeting where it:

· Agreed to develop and issue: AUASB Standards that set out basic principles and essential procedures; Guidance Statements that contain guidance relevant to specific industry and regulatory matters; and Emerging Issues Bulletins that provide timely notice of current issues or other potentially relevant matters

· To revise ‘The Foreword to AUASB Pronouncements’ to reflect changes in the types of and authority attaching to AUASB pronouncements

· Considered a summary issues paper and a further draft Guidance Note ‘Auditor’s Report on AASB 124 Remuneration Disclosures contained in the Annual Directors’ Report’ and approved its release

· Considered AGS 10XX ‘Investor Directed Portfolio Services and Investor Directed Portfolio-Like Services: Special Considerations for the Auditor’, and decided to defer this item until ASIC revised its related class orders

· Approved the project plan for Internal Control Engagements – Review of AUS 810 & AGS 1006

· Decided that Audit Guide No. 4 ‘The Audit of Superannuation Funds’ will be discontinued, and 

· Considered amendment to ASA 550 ‘Related Parties’.

AUASB GUIDANCE NOTE ON REMUNERATION DISCLOSURES

The AUASB issued a 10 page Guidance Note ‘Auditor’s Report on AASB 124 ‘Remuneration Disclosures Contained in the Annual Director Report’.  It provides guidance to auditors in respect of the audit reporting implications of Regulation 2M.6.04 and Schedule 5B of the Corporations Regulations 2001.  The topics covered include: Introduction, Background, Key Aspects of Relief Allowed, Audit Implications, and Example Audit Reports.

AUASB SEPTEMBER MEETING AGENDA

The AUASB agenda for its 4-5 September 2006 meeting includes:

· Structure for AUASB pronouncements and drafting rules for other standards and guidance

· Review of AGS 1050 ‘Audit Issues Relating to the Electronic Presentation of Financial Reports’
· Review of ‘Framework for Assurance Engagements’ (AUS 108)
· Consider draft of proposed ED of ASRE 2400 ‘Engagements to Review Financial Statements’ and related issues
· Auditor’s report on concise financial report

· Revision of assurance standards on ‘Review of Assurance Engagements other than Audits or Reviews of Historical Financial Information’ (AUS 110/ISAE 3000)
· Other auditing and assurance projects: Addendum to AGS 1064 ‘Audit of Prudential Requirements of General Insurers’; Internal Controls Project Status Report; Service Organisations – Revision of AGS 1026 ‘Superannuation Funds – Auditor Reports on Externally Managed Assets’ (including former AUS 522 ‘Audit Evidence Implications of Externally Managed Assets of Superannuation Funds’) and AGS 1042 ‘Reporting on Control Procedures at Outsourcing Entities’, and
· Other auditing and assurance projects: compliance auditing project; performance auditing project; withdrawal of outdated pronouncements; trans-Tasman liaison, emerging issues, IAASB matters, and monitoring ASAs.
INTERNAL CONTROL CURRENT DEVELOPMENTS

IFAC has released a paper entitled ‘Internal Controls - A Review of Current Developments’ that covers the following topics:

· Internal Control Pre-2002: COSO, Turnbull, CoCo, and comparison of these, and COBIT

· 2002 – The Sarbanes-Oxley Act in the US

· Recent Developments in Internal Control: The Turnbull Review 2004/2005; COSO Enterprise Risk Management – Integrated Framework; COBIT – Version 4.0; Developments in FEE, Hong Kong, South Africa, and the Netherlands

· Enterprise Government, and

· Convergence of Thinking on Internal Control.

OUTSTANDING EXPOSURE DRAFTS

Accounting

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

29 September ED ‘Proposed Amendments to IAS 23 Borrowing Costs’ – IASB

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

31 October D19 IAS 19 ‘The Asset Ceiling: Availability of Economic Benefits and Minimum Funding Requirements’ – IFRIC

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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