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

· AASB September Meeting Highlights
· Draft Interpretation on Customer Loyalty Programmes
· HIH Company Secretary Charged
· Auditor Registration Cancelled
· ASIC Developing Policy on Buy-backs
· How to Review an Annual Report
· IASB September Agenda
· ICAA Audit Thought Leadership
· ICAA Thought Leadership Continues
· International Ethics ED

· Sustainable Development Papers Released

· Reminder: G100 Conference
· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
AASB SEPTEMBER MEETING HIGHLIGHTS
GAAP/GFS Harmonisation Standard Approved

The issue of AASB 1049 ‘Financial Reporting of General Government Sectors by Governments’ was approved.  It is operative for reporting periods beginning on or after 1 July 2008, and applies to each government in relation to its GGS.  AASB 1049 requires compliance with other Australian Accounting Standards, except as specified in AASB 1049.  It requires disclosure of additional information, such as reconciliations to key fiscal aggregates determined in accordance with ABS GFS Manual.  The AASB will now consider the implications for other public sector entities, such as whole of government and government departments, of the decisions reflected in AASB 1049.

Interpretations Approved

AASB Interpretation 10 ‘Interim Financial Reporting and Impairment’, the Australian equivalent to the recently issued IFRIC Interpretation 10, was approved.  It applies to annual reporting periods beginning on or after 1 November 2006.  AASB 1048 ‘Interpretation and Application of Standards’ will be revised to add a reference to Interpretation 10.

IFRIC has issued Draft Interpretation D19 ‘IAS 19 – The Asset Ceiling: Availability of Economic Benefits and Minimum Funding Requirements’.  Comments on D19 are sought for the AASB meeting on 4-5 October.  Submissions to IFRIC are due by 31 October 2006.

A rejected issue note on the recognition of contingent rentals under operating leases was approved by the AASB, noting that paragraphs A.6 and A.8 of the section ‘Differences between AASB 117 and AASB 1008’ of AASB 117 ‘Leases’ (July 2004) was superseded.  The rejected issue note will be placed on the AASB website under ‘Items not taken onto the Agenda’.

ED 148 ‘Proposed Amendments to AASB 101 Presentation of Financial Statements’
Submissions on the Australian only amendments to ED 148 ‘Proposed Amendments to AASB 101 Presentation of Financial Statements: A Revised Presentation’ were discussed.  Key decisions made include the retention of: Australian definitions (including GPFR and SPFR): identification of the Framework used in the Preparation of Financial Statements; disclosure of GPFR and SPFR; compliance with Australian Accounting Standards; and capital and other expenditure commitments.
Items to be deleted include: operating cycle; clarifying references to concise financial reports, and Directors’ Report and Remuneration Report; and economic dependency.  The IAS 1 text on true and fair override is not to be included in the revised AASB 101.  It was also decided to delete the illustrative financial report structure and reinstate the current IAS 1 guidance on illustrative financial statement structure, as well as deleting the Australian Implementation Guidance, with the exception of example 3 relating to dividends.

A revised draft AASB 101, based on the above decisions, will be considered at the October meeting.

Separate Financial Statements and Scope Exclusions

The AASB is reconsidering all the changes made to the IFRSs in issuing Australian equivalents to IFRSs.  A draft Invitation to Comment on its proposals for eliminating the differences between IFRSs and Australian equivalents to IFRSs (other than those relating to not-for-profit entities) will be considered at the October meeting.

One of those changes is to the definition of ‘separate financial statements’.  It was agreed to incorporate the various scope exclusions from IAS 27, IAS 28 and IAS 31 into 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.  A draft proposed paragraph was considered that would ensure that AASB 127 covers consolidated financial statements of the Australian group of a foreign controlled reporting entity.

Administered Items Progress Towards a Proposed ED

An issues paper was considered comparing and contrasting two ways in which government departments may be viewed:

· Under View 1, a government department and its government are distinct and separate entities, and a government department performs certain functions on behalf of the government.  It draws a distinction between controlled and administered items, and does not recognise administered items in the financial statements.  Such items are presented with equal prominence to controlled items, but administered and controlled items are not aggregated.

· Under View 2, a government department is an ‘arm of government’.  It does not draw a distinction between controlled and administered items; administered items are recognised in the financial statements.  From a stewardship and accountability perspective, this method may provide a more effective depiction of a government department’s activities.

View 2 raises a number of significant issues, i.e., the application of the Framework and current Australian Accounting Standards to government departments, including the nature of the reporting entity, the nexus between the reporting entity concept and general purpose financial reporting, the concept of control, and the revenue/expense nature of transactions between government departments and the ‘central fund’.  The AASB decided that a revised version of the issues paper exploring the extent to which View 2 can be regarded as consistent with the Framework should be considered at its next meeting.

Land Under Roads Transitional Arrangements Extension

The current transitional provisions for land under roads in AASB 1045 ‘Land Under Roads: Amendments to AAS 27A, AAS 29A and AAS 31A’ expire at the end of the reporting period ending after 31 December 2006.  These provisions are to be extended for one year so that they do not lapse prior to the issue of amended or new Standards arising out of the review of AAS 27 ‘Financial Reporting by Local Governments’, AAS 29 ‘Financial Reporting by Government Departments’, and AAS 31 ‘Financial Reporting by Governments’.  A revised AASB 1045 will be considered at the October meeting.

Other Issues Regarding AASs 27, 29 and 31
The AASB considered three issues papers dealing with the control of an entity, administered items; and segment-like reporting that will be relocated into other Standards.

Small and Medium-sized Entities (SMEs)

Staff papers on the IASB’s SMEs project and differential reporting in the Australian environment, based on reporting entity, were considered by the AASB.  The AASB decided that before any decision is made regarding the exposure of the pending IASB’s ED of IFRS for SMEs in the Australian context, its impact required detailed analysis.

Intangible Assets Update

The AASB staff are developing a series of technical papers dealing with the initial definition/identification, recognition and measurement of internally generated intangible assets for review by the AASB prior to those papers being revised for presentation to the IASB later this year.  The project will address the feasibility of extending the principles for the initial accounting for intangible assets acquired in a business combination to the same kind of intangible assets acquired other than in a business combination.

Borrowing Costs

Submissions on ED 149 ‘Proposed Amendments to AASB 123 Borrowing Costs’ were discussed in the context of the direction of the AASB submission on the proposed revisions to IAS 23.  Most respondents did not support the IASB’s proposals to remove the expense option from IAS 23 (AASB 123), and require borrowing costs to be capitalised for the construction of qualifying assets.  The AASB submission is to reflect that the revisions to IAS 23 are unlikely to achieve the desired convergence objective with US GAAP, due to such matters as differences in the definition of qualifying assets and borrowing costs.  Also the proposed treatment does not result in the better quality accounting treatment.
Other Agenda Items

Issues raised in the FRC Consultation Paper on ‘The Use of a Sector Neutral Framework for the Making of Australian Accounting Standards’ were discussed, and will be continued at the next meeting of the AASB.  Issues relating to the Conceptual Framework Roundtables regarding the IASB’s Discussion Paper on the objective of financial reporting and qualitative characteristics of financial information were also discussed.

October Agenda Items

The next meeting of the AASB is to be held on 4th and 5th of October with likely agenda items including: Administered Items, Conceptual Framework, Differences between IFRSs and Australian equivalents to IFRSs, Presentation of Financial Statements, Reporting Entity/SMEs, Review of AAS 27, AAS 29 and AAS 31, and Superannuation Plans.

DRAFT INTERPRETATION ON CUSTOMER LOYALTY PROGRAMMES
IFRIC released a draft Interpretation D20 ‘Customer Loyalty Programmes’ for comment by 6 November 2006.  D20 addresses accounting by entities that grant their customers ‘points’, ‘air miles’ or other award credits when they buy goods or services.  It addresses how such entities should recognise and measure their obligations to provide free or discounted goods or services if and when the customers redeem the award credits.  D20 proposes that entities should allocate some of the proceeds of the first sale to the award credits, and defer recognition of this amount of revenue until they have fulfilled their obligations to supply the free or discounted goods or services.  The AASB will consider the release of D20 in the Australian context at its October meeting.

HIH COMPANY SECRETARY CHARGED
The former company secretary of HIH Insurance Limited, Mr Frederick Lo, appeared in the Downing Centre Local Court on four charges arising from an ASIC investigation.  Mr Lo is charged with:

· Making a materially false or misleading statement to officers of Westpac Banking Corporation with the intention of obtaining a financial advantage for FAI Insurance Limited on or about 26 May 2000.  This false statement related to the availability of consolidated accounts of the FAI Group for the financial period ending 20 June 1999.  These accounts were required to comply with a covenant under $150 million Medium Term Note Program between FAI Insurances Ltd and certain note holders.  ASIC alleges that in making the false statement, Mr Lo assisted FAI in avoiding the risk of the note holders calling in amounts owing under FAI Notes

· Failing to properly exercise his powers and discharge his duties for a proper purpose as an officer of HIH by signing a letter on 19 October 2000 on behalf of HIH to Note Holders under the $150 million FAI Medium Term Note Program.  This letter misleadingly stated HIH managed FAI so that it complied with its obligations under the Note Program, despite being in breach of certain fundamental obligations

· Acting with reckless disregard in making false or misleading statements to APRA by not disclosing, contrary to the Insurance Act, that assets of CIC Insurances Ltd were pledged to secure the liabilities of entities other than CIC between 12 May 1999 and 24 May 2000, and

· Acting with reckless disregard in the making of a false or misleading statement on 22 November 1999 to APRA that CIC had exceeded the minimum solvency requirements of the Insurance Act by approximately $17 million, when in fact, there was a deficiency of approximately $111 million.

AUDITOR REGISTRATION CANCELLED
The CALDB cancelled the registration of Mr Yu Xiong Shang as an auditor, commencing on 23 August 2006, following an application by ASIC.  ASIC made the application to the CALDB as part of its surveillance program to ensure auditors comply with the Corporations Act and carry out their duties and obligations properly.  Mr Shang had his registration cancelled by the CALDB after it found he had failed to lodge a statutory triennial statement.
ASIC DEVELOPING POLICY ON BUY-BACKS

ASIC announced plans to develop a policy that will allow buy-backs of interests in listed registered schemes in certain circumstances.  ASIC’s policy will take into account industry concerns that existing regulation of buy-back offers for managed investment schemes makes it difficult for listed schemes to use the capital management techniques available to listed companies.  Currently, on-market scheme buy-backs are difficult to implement due to the application of the withdrawal procedures under Part 5C.6 of the Corporations Act to schemes that have non-liquid assets.
ASIC recently approved relief from various requirements of the Act to an ASX-listed entity to facilitate a proposed on-market scheme buy-back.  This relief was granted subject to a number of conditions, including: 

· That the number of interests to be acquired under the buy-back be limited to no greater than 10% of the smallest number, at any time during the last 12 months, of interests on issue

· Buy-back price ceilings ensure that members who do not participate in the buy-back do not have the value of their holdings unfairly diluted as a result of the buy-back. These ceilings were calculated both by reference to net asset backing of the interests and by reference to the average market price of the interests, and

· That adequate notice of the intended buy-back is provided to allow equal opportunity to participate in the buy-back.

In developing its final policy, ASIC will seek to balance two main factors; maintaining the special protections the law provides for holders of interests in managed investment schemes, and the need for funds competing in a global market to have available the capital management techniques that are used by listed companies.  The availability of a reliable pricing mechanism through trading on ASX provides a way of balancing the interests of both exiting and remaining fund members.  In the interim, ASIC will consider any applications for relief in relation to on-market buy-backs by listed schemes on a case-by-case basis.
HOW TO REVIEW AN ANNUAL REPORT

The Australian Institute of Company Directors has released ‘How to Review a Company’s Financial Reports – A Guide for Boards’ that is s designed to encourage directors to improve their knowledge and skills in this area (www.companydirectors.com.au).

IASB SEPTEMBER AGENDA

The IASB agenda for 18th – 22nd September includes the following:

· Amendments to IAS 37:  Reconsideration of the measurement principle proposed in the ED

· Financial Statement Presentation:  Issues to be addressed include: the definitions of financing liabilities and treasury assets; application of the disaggregation; and the presentation of strategic investments, income taxes and discontinued operations

· Fair Value Measurements:  Discuss the FASB’s fair value measurements statement and related issues in the proposed Invitation to Comment for the planned IASB Discussion Paper

· IFRS 2 ‘Share-based Payment’:  Continue deliberations on the comment analysis in respect of the proposed amendments to IFRS 2

· Financial Instruments – Due Process Document:  Discuss the scope of the due process document for financial instruments

· Insurance Contracts (Phase II):  Topics to be addressed include: reporting changes in insurance liabilities, investment contracts, the portfolio basis for measurement, unbundling, universal life contracts, and policy holder participation right

· Segment Reporting:  Discuss outstanding issues in the comment letter analysis on ED 8.  The issues to be addressed include: possible departures from the management approach in SFAS 131; level of reconciliations between segment information and GAAP; disclosure of geographical information with issues raised by Publish What You Pay campaign; consequential amendments to IAS 34 ‘Interim Financial Reporting’; and other considerations such as effective dates, inclusion of US Guidance, and impartiality

· IFRIC Update: IAS 39 ‘Financial Instruments: Recognition and Measurement’ – Discuss derecognition application issues

· Related Party Disclosures:  Discuss the application of IAS 24 to state controlled entities

· IFRS for Small and Medium-sized Entities:  Consider a near-final draft of an Exposure Draft of an IFRS for SMEs, including model financial statements and a disclosure checklist

· Conceptual Framework:  The Canadian AcSB staff will present its analysis of the comments received on the Discussion Paper Measurement Bases for Financial Reporting – Measurement on Initial Recognition.  Continue discussion of matters relating to the concept of a reporting entity and begin its discussion of options over assets

· Revenue Recognition:  Discuss subsequent accounting, under the customer-consideration model, of a performance obligation for changes other than performance

· IFRS 1 ‘First Time Adoption of IFRS’:  Discuss proposed amendments to IFRS 1 that provide relief to the requirement to restate cost in accordance with IAS 27 on first time adoption

· Business Combinations II:  Continue redeliberations of the proposed revised IFRS 3 including: the accounting for intangible assets acquired in a business combination; and the accounting for uncertainty in the recognition and measurement of assets acquired, liabilities assumed and consideration transferred in a business combination, and

· Consolidations (including Special Purpose Entities): an education session.

In due course, such issues will be considered by the AASB in the Australian context.

ICAA AUDIT THOUGHT LEADERSHIP
The Institute of Chartered Accountants in Australia released a thought leadership paper on extended performance reporting.  ‘Professional Judgment: are auditors being held to a higher standard than other professionals?’ discusses judgment and how it is core to the audit profession.  The 14-page paper contains chapters addressing: raising of the audit quality bar, audit judgements, comparisons to other professions, cumulative evidence and concluding comments.

The paper re-emphasises the importance of judgment in auditing and raises the question as to whether auditors are being held to a higher standard than other professionals.  The paper recognises that top experts in every field can sometimes be wrong, particularly when some of the facts are purposely hidden from them.  This paper is available at www.icaa.org.au.

ICAA THOUGHT LEADERSHIP CONTINUES
The Institute of Chartered Accountants in Australia has released two thought leadership papers on extended performance reporting.  ‘Extended performance reporting: A review of empirical studies’ considers, analyses and summarises reporting trends.  It examines the consequences that extended reporting may have for the valuation and functioning of capital markets.  The 38-page paper contains chapters headed: historical overview and trends; usefulness of extended corporate reporting – the shareholder perspectives; empirical studies – the effects of disclosure; and exploring the way forward.

‘GAAP-based financial reporting: Measurement of business performances’ addresses the factors underlying the demand for measurement of business performance.  It looks at how successful existing GAAP based methods are in measuring business performance.  The 48-page paper contains chapters headed: how useful are GAAP metrics for evaluating business performance; what is the quality of GAAP accounting measures; and evidence on ‘modified GAAP’ reporting.

These reports come at a time of considerable debate around financial and non-financial reporting, with questions raised on the ability of GAAP to meet capital market needs as well as the true value of extended performance reporting techniques, such as the triple bottom line or balanced scorecard, in delivering value to end users in the evolving reporting landscape.

These papers follow the release in March of ‘Extended performance reporting: an overview of techniques’ that provides a stocktake of extended performance reporting techniques from around the world.  The three papers are available at www.icaa.org.au.

INTERNATIONAL ETHICS ED
The International Accounting Education Standards Board (IAESB), an independent standard-setting board within IFAC has proposed new guidance to help professional accountants meet one of their most difficult challenges, making ethical decisions.  The proposed new International Education Practice Statement (IEPS) ‘Approaches to Developing and Maintaining Professional Values, Ethics and Attitudes’ is designed to assist IFAC member bodies in developing ethics education and continuing professional development programs for their members.

The proposed practice statement provides guidance to IFAC member bodies on how to achieve good practice in developing and maintaining professional values, ethics and attitudes in accordance with the requirements in International Education Standard (IES) 4 ‘Professional Values, Ethics and Attitudes’.  It suggests that member bodies may adopt an approach to ethics education based on the IAESB’s ‘Ethics Education Framework’, developed in the information paper ‘Approaches to the Development and Maintenance of Professional Values, Ethics and Attitudes in Accounting Education Programs’.

The proposed IEPS also highlights good practice in ethics education and the assessment of ethics education, stressing the importance of workplace learning and a period of practical experience as being essential in the development of ethical judgment and decision-making.  Comments on the exposure draft are sought by 15 December 2006.

SUSTAINABLE DEVELOPMENT PAPERS RELEASED
The Professional Accountants in Business (PAIB) Committee of IFAC published two new information papers to help in a better understanding to advance, measure and report on sustainable development on the topic.  The papers can be downloaded free-of-charge from the IFAC online bookstore at http://www.ifac.org/store.

‘Why Sustainability Counts for Professional Accountants in Business’ provides an overview of enterprise sustainability and sets out the business case for addressing the risks and opportunities of sustainable development at the enterprise level.  It also discusses the ways in which professional accountants in business, especially those working for organisations with significant environmental or social impacts, will be involved with the measurement, recording and interpretation of sustainability-related information.

‘Professional Accountants in Business – At the Heart of Sustainability’ provides first-hand commentary from eleven senior professionals working in various enterprises around the world on the role of PAIBs and the challenges they face in promoting and implementing sustainable development strategies.

REMINDER: G100 CONGRESS
The Group 100 
Congress is to be held on 26-27 September 2006, at the Westin Hotel, Sydney, with the theme ‘The CFO – What’s Next?’  The program’s topics are: Transforming Business Culture - Impediments and Opportunities; Lessons Learned as a new CEO; Leveraging the Unique Perspective of the CFO to add Significant Value; Managing the Audit Committee Relationship; A Chairman’s Perspective on Audit and Risk Committees; CFOs - The Momentum Towards Greater Leadership; and The Communication Gap with the Financial Community: Investment Analyst View.  Further information is available at www.group100.com.au or email g100@group100.com.au.

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

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

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

6 November D20 ‘Customer Loyalty Programmes’ – IFRIC

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

December 15 ‘Approaches to Developing and Maintaining Professional Values, Ethics and Attitudes’ – IAESB

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
GAAP Alert

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.  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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