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

· AASB October Meeting Agenda

· FASB Releases Fair Value Measurement Standard

· NZ Not-for-profit Reporting Guide Released

· CAMAC Report on Personal Liability for Corporate Fault

· APRA Changes to General Insurance Prudential Standards

· Opportunity 1: Forum on Auditor Independence

· Opportunity 2: Roundtable and Think Tanks on NFP Reporting

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
AASB OCTOBER MEETING AGENDA
The meeting of the AASB on 4TH and 5th October 2006 includes the following agenda items:

· Conceptual Framework – Consider submission to IASB

· Sector Neutrality – Consider submission to FRC

· Presentation of Financial Statements – Consider draft Standard re AASB 101 (Australian amendments only)

· Superannuation Plans – Consider issues paper

· Interpretations – Consider submission on IFRIC D19

· IPSASB Report – Consider developments

· Reporting Entity/SMEs – Consider issues paper

· Differences between IFRSs and AIFRSs – Consider draft Invitation to Comment

· Review of AAS 27, AAS 29 and AAS 31 – Consultation with constituents

FASB RELEASES FAIR VALUE MEASUREMENT STANDARD

The FASB released SFAS No.157 ‘Fair Value Measurement’ that provides enhanced guidance for using fair value to measure assets and liabilities.  SFAS No.157 also responds to investors’ requests for expanded information about the extent to which companies measure assets and liabilities at fair value, the information used to measure fair value, and the effect of fair value measurement on earnings.  In line with the commitment to international convergence of accounting standards, the IASB intends to issue this statement to its constituents in the form of a preliminary views document; the AASB will do likewise.

SFAS No.157 applies whenever other standards require (or permit) assets or liabilities to be measured at fair value.  The standard does not expand the use of fair value in any new circumstances.  SFAS No.157 is effective for financial statements issued for fiscal years beginning after 15 November 2007, and interim periods within those fiscal years.

Over 40 current accounting standards within US GAAP require or permit entities to measure assets and liabilities at fair value.  Prior to SFAS No.157, the methods for measuring fair value were diverse and inconsistent, especially for items that are not actively traded.  The standard clarifies that for items that are not actively traded, such as certain kinds of derivatives, fair value should reflect the price in a transaction with a market participant, including an adjustment for risk, not just the company’s mark-to-model value.  SFAS No.157 also requires expanded disclosure of the effect on earnings for items measured using unobservable data.

Under SFAS No.157, fair value refers to the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants in the market in which the reporting entity transacts.  It clarifies the principle that fair value should be based on the assumptions that market participants would use when pricing the asset or liability.  In support of this principle, SFAS No.157 establishes a fair value hierarchy that prioritises the information used to develop those assumptions.  The fair value hierarchy gives the highest priority to quoted prices in active markets and the lowest priority to unobservable data, e.g., the entity’s own data.  Fair value measurements would be separately disclosed by level within the fair value hierarchy.

NZ NOT-FOR-PROFIT REPORTING GUIDE RELEASED
The Public Benefit Entity (PBE) Working Group of the FRSB has released for comment a draft ‘Not-for-profit Financial Reporting Guide’ to assist small to medium sized not-for-profit entities in preparing financial statements that comply with NZ IFRSs.
The 128-page draft has not yet been considered by the FRSB.  The final document will include a set of pro-forma financial statements and a disclosure checklist.  Feedback is sought on the proposed guidance in respect of issues which are not necessarily addressed by current financial reporting standards, e.g., bequests, grants and other non-exchange transactions, assets held in trust and heritage assets.

Feedback is sought by 22 November 2006.  Comments should be addressed to: Director – Accounting Standards, New Zealand Institute of Chartered Accountants, PO Box 11 342, WELLINGTON and E-mail: ASD@nzica.com.

CAMAC REPORT ON PERSONAL LIABILITY FOR PERSONAL FAULT
The Corporations and Market Advisory Committee (CAMAC) released its 140-page report on ‘Personal Liability for Personal Fault’ that makes recommendations for a principled and consistent approach to the imposition of personal liability on individuals by reason of corporate misconduct.  It aims to redress undue burdens on people involved in the governance of companies while maintaining appropriate levels of responsibility on their part.

CAMAC is concerned about the trend in regulatory legislation, particularly state and territory statutes, to impose criminal sanctions on directors and others for corporate breaches by reason of their position within the company unless they can establish a defence.  It is not necessary to show that the individual was actually involved in some way in the offence.  CAMAC also draws attention to considerable variation in the form of personal liability provisions used in legislation across Australia and to consequential complexity and lack of clarity in regard to responsibilities for compliance.
The report includes a review of the treatment of corporate officers in environmental protection, occupational health and safety, hazardous goods and fair trading statutes in the various jurisdictions.  While not exhaustive of statutes containing personal liability provisions, those categories were focused on because of their significance to the commercial operations of many businesses.

CAMAC considers that liability for breach of a legal requirement by a company should fall in the first place on the company itself.  In addition, an individual who has personally helped in or been privy to the misconduct should be punishable as an accessory in accordance with ordinary principles.  CAMAC acknowledges that, in some circumstances, it may be appropriate to make a designated individual responsible for compliance with a particular requirement or to extend ordinary notions of accessorial liability to cover reckless or negligent disregard of a company's relevant conduct.
CAMAC considers that the presumption of fault in many provisions that currently apply to company officers is objectionable in principle and unfairly discriminates against those individuals compared with the way other people are treated under the law.  While those provisions may be well intentioned to encourage corporate compliance they are not well suited to the practicalities of governance of many firms.  The inconsistencies and lack of harmony in the standards of responsibility and defences available under the statutes that apply to various aspects of a company’s operations can be counter-productive.

A standardised as well as principled approach would reduce complexity and aid understanding.  It would assist efforts to promote effective corporate compliance and risk management while providing more certainty and predictability for the individuals concerned. CAMAC recommends a basis for a more consistent approach and steps required at an inter-governmental level to achieve that goal.
The Regulation Task Force in its report also referred to such matters earlier this year in its ‘Rethinking Regulations: Report of the Task Force on Reducing Regulatory Burdens on Business’ (refer e-GAAP Update No.7/2006 ‘Regulation Review: The Corporate Dimension’, 11 April 2006).  That report (the Banks report) recommended that the Council of Australian Governments initiate reviews to achieve more nationally consistent regulation of various matters, including personal liability of company directors and officers for corporate fault, following the completion of the CAMAC’s review.

APRA CHANGES TO GENERAL INSURANCE PRUDENTIAL STANDARDS
APRA has announced the re-alignment of its general insurance prudential framework with AIFRS.  APRA has 'de-coupled' both the definition of Tier 1 capital instruments, and the assessment of securitised assets for capital adequacy purposes from AIFRS.  This was considered necessary as the adoption of AIFRS definitions would mean that a significant portion of the current stock of capital instruments of general insurers might no longer have been eligible for inclusion in Tier 1 capital.

A key change is the introduction of new definitions of Tier 1 capital instruments and new limits on Tier 1 capital.  These changes are consistent with the changes introduced on 31 May 2006 for authorised deposit-taking institutions.  In addition some technical amendments have also been made to Prudential Standards GPS 110 ‘Capital Adequacy’ and GPS 120 ‘Assets in Australia’.  Transition arrangements will be made available where appropriate. The revised standards will apply from 1 January 2007.

Tier 1 major changes:

· De-coupling of the definition of capital instruments eligible for Tier 1 capital from Australian Accounting Standards;

· Amended definitions of Tier 1 capital categories with 3 components and revised limits. The new categories and limits are: Fundamental Tier 1 – 75% of net Tier 1 capital; Non-innovative Residual Tier 1 – limited to 25% of net Tier 1 capital composed of non-cumulative irredeemable preference shares without innovative capital features.  This includes instruments that contain conversion features that are set at the time of issuance; and Innovative Tier 1 – This component of Residual Tier 1 capital is limited to 15% of net Tier 1 capital; 

· Enhanced loss absorption criteria for Innovative Tier 1 capital instruments;

· Direct issuance of Innovative Tier 1 capital instruments now allowable. Issuers may use Special Purpose Vehicles (SPVs) but all instruments issued through an SPV will be classified as Innovative Tier 1 capital; and

· De-coupling of securitised assets for capital adequacy purposes from the accounting treatment of these assets.

Other technical changes:
· Adjustments to the calculation of the Investment Risk Capital Charge, a component of the minimum capital requirement for general insurers;

· Providing an incentive for general insurers to formalise their reinsurance arrangements by ensuring that only reinsurance recoveries from properly documented reinsurance arrangements may be included in a general insurer’s regulatory capital; and

· Refinement of the application of the assets in Australia test.

OPPORTUNITY 1: FORUM ON AUDITOR INDEPENDENCE
Members of CPA Australia, ICAA, and the NIA are invited by the International Ethics Standards Board for Accountants (IESBA) to attend a Forum in Sydney on 19 October 2006.   During the Forum there will be a presentation on the proposed exposure draft of Section 290 on ‘Auditor Independence of the new Code of Ethics for Professional Accountants’ followed by an opportunity to ask questions.  Once this standard is approved, it will be adopted by CPA Australia, ICAA, and NIA, and will become mandatory for all members.

The IESBA is a standard-setting body designated by and operating independently under the auspices of the International Federation of Accountants (IFAC).  The IESBA develops ethical standards and guidance for use by professional accountants. It encourages member bodies of IFAC to adopt high standards of ethics for their members and promotes good ethical practices globally. 

The Forum is to be held on Thursday 19 October 2006, 9.00 am to 11.30 am, at the InterContinental Hotel, Sydney.  Seats are limited, please register your interest early by contacting Christine Neville via email: christine.neville@cpaaustralia.com.au.  There are a limited number of observer seats are available for all the meeting on 16-18 October; if interested in attending, please also Christine by via email.

OPPORTUNITY 2: ROUNDTABLE AND THINK TANKS ON NFP REPORTING
CPA Australia, ICAA and the NIA will host a round table discussion on the future of accounting standard setting in the not-for-profit (NFP) sector, which will feature Charles Macek FCPA, Chairman of FRC, and Professor David Boymal FCPA, Chairman of the AASB.  The general public can attend the round table discussion to be held on 13 October 2006 at the Victoria University Conference Centre in Melbourne from 10.00 am - 12.30 pm, however registration is essential.  To attend the 'Round Table' discussion, complete and fax a registration form to +61 3 9602 2110 or email your details to sharron.todd@cpaaustralia.com.au.

CPA Australia is conducting a series of 'Think Tank' workshops in preparation for the round table that will discuss: to what extent current financial reporting is meeting the needs of users; whether there should be a single set of accounting standards applicable to all sectors, separate sets of standards, or a matrix approach where a core set of standards is supplemented by additional guidance or standards for some sectors; and the extent to which a single conceptual framework can meet the reporting and user needs for all sectors.

The workshops will provide an introduction and overview of the FRC review and will provide an opportunity for open discussion will be held at the following locations: Adelaide, 9 October, and Melbourne 10 October.  To register for a ‘Think Tank’ workshop, visit the CPD / Training section of the website and enter the keywords ‘think tank’.  Contact Justin Naylor on +61 3 9606 9810 or email justin.naylor@cpaaustralia.com.au for more information.

OUTSTANDING EXPOSURE DRAFTS

Accounting

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

13 October ‘Corporations Amendment (NZ Closer Economic Relations) Bill 2006’ – 

Treasury

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

22 November ‘Not-for-profit Financial Reporting Guide’ – NZICA

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
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