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

· AASB October Meeting Highlights

· IFRIC September Meeting Highlights

· FRC October Meeting Highlights

· AUASB October Meeting Agenda

· ASIC Reports on Disclosures by Small and Mid-Cap Miners

· New APRA Rules on Outsourcing

· Opportunity 1: Membership of the AASB and FRC

· Opportunity 2: Practice Improvement Network Meeting at Mt. Buffalo

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
AASB OCTOBER MEETING HIGHLIGHTS
Highlights from the 4th and 5th meeting of the AASB include:

Revised AASB 101 ‘Presentation of Financial Statements’:  A revised AASB 101 ‘Presentation of Financial Statements’ was approved and applies to annual reporting periods beginning on or after 1 January 2007.  Early adoption is permitted.  AASB 101 reflects the proposed Australian amendments in ED 148 ‘Presentation of Financial Statements: A Revised Presentation’.  It does not reflect the proposed IASB amendments, as these have yet to be considered by the IASB.

Land Under Roads Extended:  AASB 2006-3 ‘Amendments to Australian Accounting Standards’ (AASB 1045) was approved which extends the expiry date of the land under roads transitional provisions in AASB 1045 from ‘31 December 2006’ to ‘31 December 2007’, so that they do not lapse prior to the issue of amended or new Standards arising out of the short-term review of the requirements in AAS 27, AAS 29 and AAS 31.  This is the last time that the AASB will extend the transitional provisions.
ED on ‘Australian Additions to, and Deletions from, IFRSs’ Imminent:  A draft ED ‘Australian Additions to, and Deletions from, IFRSs’ was agreed that proposes making the requirements in Australian equivalents to IFRSs the same as those in IFRSs for profit seeking entities.  It proposes including the optional treatments in IFRSs that are presently not permitted to be used under Australian equivalents to IFRSs, and removing many of the additional Australian disclosures.  It is intended that the revised standards will be applicable for financial reports for annual reporting periods ending on or after 30 June 2007.

Interpretations:  A Draft Interpretation D20 ‘Customer Loyalty Programmes’ was approved for release in the Australian context with submissions from constituents sought by 25 October.  The AASB agreed a submission to IFRIC on D19 ‘IAS 19 – The Asset Ceiling: Availability of Economic Benefits and Minimum Funding Requirements’.  Following IFRIC’s rejection of whether petroleum resource rent tax (PRRT) should be accounted for in the same way as income taxes, the AASB decided not to add the issue to its own agenda, concluding that PRRT is within the scope of AASB 112 ‘Income Taxes’.  An agenda rejection statement will be placed on the AASB website shortly under ‘Items not taken onto the Agenda’.

Review of AAS 27, AAS 29 and AAS 31:  The AASB met with public sector constituents to discuss key decisions regarding the ‘Review of the AASs 27, 29 and 31’.  As a result, the AASB will consider a proposed ED at a future meeting.
Small and Medium-sized Entities (SMEs):  A staff paper on ‘Differential Reporting in Australia and the Reporting Entity Concept’ was discussed.  The AASB directed staff to prepare a further paper identifying various differential reporting options in the context of the forthcoming release of the IASB SME ED.  The revised paper will also look at the options for the scope clauses of AASB standards.
Superannuation Entities:  The AASB discussed approaches to the treatment of assets held by superannuation entities in the context of AIFRS including: measurement using a method equivalent to net market value; treating all assets of superannuation entities in accordance with the requirements in relevant AIFRSs; and the ‘fair value approach’ as described in AASB 1023 ‘General Insurance Contracts’ and AASB 1038 ‘Life Insurance Contracts’.  As some treatments may be inconsistent with the policy of transaction neutrality, it was agreed to develop an issues paper on whether superannuation entities should be treated differently from other entities, particularly other investment vehicles such as managed investment schemes.

Financial Instruments Puttable at Fair Value:  The AASB discussed the general direction of a submission to the IASB on proposed amendments to ‘IAS 132 Financial Instruments: Presentation and IAS 1 Presentation of Financial Statements: Financial Instruments Puttable at Fair Value and Obligations Arising on Liquidation’ (ED 150 in the Australian context).  Comments to be made in the submission include: may alleviate the debt/equity classification issues for some entities but not others; further complexity is created in a complex standard; the comparability of financial reports may be reduced; and urge the IASB to give a high priority to the Liabilities/Equity project.

Other:  A draft submission to the IASB on the Discussion Paper ‘Preliminary Review of an Improved Conceptual Framework for Financial Reporting: The Objective of Financial Reporting and Qualitative Characteristics of Decision-useful Financial Reporting Information’ was discussed, and will be reconsidered at the AASB’s November meeting.  A draft submission to the FRC on ‘The Use of a Sector Neutral Framework for Making of Australian Accounting Standards’ was discussed, with a final submission to be lodged with the FRC after a final review by the AASB subcommittee.
AASB November Meeting:  The next meeting of the AASB is on 8-9 November 2006 and likely agenda items include: administered items; conceptual framework submission; implementation review – not-for-profit entities; interpretations; superannuation entities; updates on intangible assets and extractive activities.  The AASB will also meet with its Consultative Group.

IFRIC SEPTEMBER MEETING HIGHLIGHTS
The highlights from 7th and 8th September meeting of IFRIC included the following:

Service Concession Arrangements:  The draft text for an Interpretation was developed from D12 ‘Service Concession Arrangements –Determining the Accounting Model’, D13 ‘Service Concession Arrangements – the Financial Asset Model’ and D14 ‘Service Concession Arrangements – the Intangible Asset Model’ (D12-D14) and forwarded to the IASB for approval at its October meeting.  The proposed Interpretation contains an amendment to IFRIC 4 ‘Determining Whether an Arrangement Contains a Lease’ to specify that if a service concession arrangement meets the scope requirements it would not be within the scope of IFRIC 4.

Group and Treasury Share Transactions:  IFRIC decided to present the revised text of D17 ‘IFRS 2 – Group and Treasury Share Transactions’ to the IASB for approval.

IAS 18 Revenue – Revenue Recognition for Initial Fees received by a Fund Manager:  IFRIC discussed how revenue should be recognised by a fund manager where the fund manager receives a one-off non-refundable upfront fee followed by regular payments for ongoing services received.  The IFRIC considered at what point services were provided to the customer in return for the upfront fee.  A draft paper is to be considered at a future meeting.

IAS 18 Revenue – Real Estate Sales:  IFRIC discussed the accounting for real estate sales in which an agreement for sale is reached before construction is complete, and for all types of real estate transactions.  Allocation of costs and revenue to individual units was also discussed.  A number of tentative decisions were reached, and are to be included in the text of a draft interpretation to be discussed at a future meeting.

IAS 38 Intangible Assets – Treatment of Catalogues and Other Advertising Costs:  IFRIC agreed to initiate a project to consider when costs incurred for advertising and promotional activities (including catalogues, websites, shop windows, television channels) may be carried forward in the balance sheet.  IFRIC noted that IAS 38 stated that advertising and promotional expenditure must be recognised as an expense when incurred.  It does not preclude recognising a prepayment when payment for the goods or services has been made in advance of the delivery of goods or rendering of services.

IFRS 7 Financial Instruments: Disclosures – Presentation of ‘net finance costs’ on the Face of the Income Statement:  IFRIC previously noted that paragraphs 32 and 81 of IAS 1 ‘Presentation of Financial Statements’ preclude the presentation of ‘net finance costs’ on the face of the income statement, unless finance costs and finance revenue are also disclosed of the face.  IFRS 7 ‘Financial Instruments: Disclosures’ states that ‘The total interest income and total interest expense disclosed in accordance with paragraph 20(b) is a component of the finance costs, which paragraph 81(b) of IAS 1 requires to be presented separately on the face of the income statement.  The line item for finance costs may also include amounts that arise on non-financial assets or non-financial liabilities’ (para. IG13).  The IFRIC considered that IFRS 7 may result in confusion and recommended to the IASB that the paragraph be amended.

Excluded Agenda Items Decisions: IFRC decided that the following items would not be included on its Agenda: ‘IFRS 2 Share-based Payment – Employee Benefit Trusts in the Separate Financial Statements of the Sponsor; ‘IAS 11 Construction Contracts – Allocation of Profit in a Single Contract’; ‘IAS 38 Intangible Assets – Classification and Accounting for SIM Cards’; ‘IAS 38 Intangible Assets – Adoption of IAS 38: (revised 2004)’; and ‘IAS 39 Financial Instruments: Recognition and Measurement – Testing of Hedge Effectiveness on a Cumulative Basis’.

Agenda Committee Deliberations:  Issues currently being considered include: financial instruments puttable at an amount other than fair value; hedging a net investment in subsidiaries; demergers and other ‘in specie’ distributions; various pension issues; short trading; and measurement of immature assets under IAS 41 ‘Agriculture’.

Next Meeting:  The final meeting of IFRIC for 2006 is to be held on 2nd and 3rd of November.

In the Australian context, Interpretations approved by the IASB are considered and approved by the AASB.  Draft Interpretations released by IFRIC are also released by the AASB for comment.

FRC SEPTEMBER MEETING HIGHLIGHTS
The highlights from the September meeting of the FRC included: the annual report of the FRC, and the associated reports and financial statements of AASB and the AUASB; the preparation of the FRC’s 2005-06 auditor independence report; the procedures to be used for setting strategic directions for the AASB and the AUASB; 2007 appointments to the AASB and AUASB; and reports from standard setters and committees. 

Ms Kathryn Campbell (Deputy Secretary, Financial Management Group, Department of Finance and Administration), Mr Michael Coleman (Partner, KPMG) and Mr Mark Coughlin (Development Manager, Origin Energy) were appointed to the FRC, replacing Mr Graeme McGregor and Mr Phillip Prior.  Ms Elizabeth Alexander, Mr Don Challen and Mr David Jackson were reappointed.

A progress report was given to the Council on the preparation of the FRC’s auditor independence report for 2005‑06 with the final report to be provided to the Minister by 31 October.  Minor changes to the Charter of the Audit Independence Committee were agreed.

The FRC approved guidelines outlining the procedures to be used in the development of any broad strategic direction that the FRC proposes issuing to either the AASB or AUASB under s.225 of the ASIC Act.  The guidelines require the FRC to give the relevant Board adequate time to consider, and comment to the FRC on a draft direction.  The guidelines also require the FRC to consult with relevant stakeholders.

AUASB OCTOBER AGENDA
The agenda for 9TH October 2006 meeting of Australian Auditing and Assurance Standards Board included the following items: Forewords to AUASB pronouncements; The Framework for Assurance Engagements (revised AUS 108); Proposed Auditing Standard ‘Concise Financial Reports’; Revised AGS 1050 ‘Audit Issues Relating to the Electronic Presentation of Financial Reports’; Review Engagements – draft ED of ASRE 2400 ‘Engagements to Review Financial Statements’; Addendum to AGS 1064 ‘Audit of Prudential Requirements of General Insurers’; performance auditing project; and related parties.
ASIC REPORTS ON DISCLOSURES BY SMALL AND MID-CAP MINERS
ASIC released an 8-page study ‘Small and Mid-cap Miners’ that emphasised the importance of such entities providing timely and accurate announcements to the market.  The report identified potential concerns about the effectiveness of disclosures by these companies to the market.  ASIC is also reviewing disclosure patterns and practices in a number of speculative market sectors (e.g., mining, energy and biotechnology).

ASIC’s initial review, which focussed on mining companies, aimed to detect entities that demonstrated a pattern of very frequent disclosure alongside significant share price increases, as this could be indicative of poor disclosure practices.  Its review involved an analysis of the disclosure patterns of over 400 small and mid-cap miners (market capitalisation of $500 million or less) listed on the ASX.  The review looked at the number and type of market announcements, as well as share price movements, during the 2006 financial year for these miners.

ASIC is concerned that some entities may be making announcements for promotional purposes rather than as a means of informing investors, and that this could potentially result in investors being misled.  ASX Guidance Note 8 ‘Continuous Disclosure: Listing Rule 3.1’ states that the Company Announcements Platform ‘should not be used for promotional purposes’ and that ‘announcements must be balanced and truthful’.

Listed entities should ensure material new information is effectively disclosed to investors, in particular, entities should: provide information in an easily understandable manner; give due prominence to any associated risks and uncertainties; avoid overstating the significance of new information or underemphasising negative information; and avoid unnecessary repetition of previously disclosed information.

Over the coming weeks, ASIC will review the market disclosures by miners to assess whether further inquiries are warranted.  ASIC may also conduct reviews of energy and biotechnology companies.  Biotechs, in particular, have been the subject of several ASIC actions in the past year relating to market disclosure.  Two of the five infringement notices issued to date by ASIC were to biotechs, and a biotech was also the subject of a court-ordered civil penalty fine.  ASIC may also examine other situations where patterns of announcements and share price movements may suggest poor disclosure practices, e.g., entities with large share price movements but a minimal number of announcements.

NEW APRA RULES ON OUTSOURCING
APRA has issued new prudential standards on outsourcing for authorised deposit-taking institutions (ADIs), general insurers and life companies.  The outsourcing package consists of three industry-specific prudential standards and a harmonised prudential practice guide on outsourcing, as well as a prudential practice guide dealing with custody arrangements for general insurers.  The prudential standards will take effect on 1 January 2007.  Transition arrangements may apply in some cases.

The standards are designed to ensure regulated institutions manage the risks from outsourcing material business activities in a prudent manner.  They are based largely on those standards in place for ADIs since 2002, but introduce greater flexibility in the approach to intra-group outsourcing and deal explicitly with outsourcing to an offshore party.  The standards enhance current arrangements for general insurers and formally extend to the life insurance sector for the first time.

OPPORTUNITY 1: MEMBERSHIP OF THE AASB AND AUASB
The FRC is seeking expressions of interest in membership of the AASB and AUASB.  The deadline for applications is 18 October 2006.  Further information on these positions can be found under ‘FRC Nominations Committee’ at http://www.frc.gov.au/guidelines/
OPPORTUNITY 2: PRACTICE IMPROVEMENT NETWORK MEETING AT MT. BUFFALO
Many firms and practitioners have a need to find out what is happening in the marketplace of the profession and avoid re-inventing the wheel when it comes to software implementation, strategies and directions generally.  Anzan Professionals is a group that brings independent firms together on a regular basis in a non-competitive, friendly environment to assist each other in what has been described as an ‘advisory board’ role.

Anzan Professionals facilitate regular meetings across Australia and NZ and have scheduled a practice improvement network meeting in VIC at Mt Buffalo  (23rd and 24th November) and invite you to attend – without obligation or meeting fee.  Anzan Professionals are also offering a FREE practice review for the first 10 firms to book.  You have nothing to lose; Anzan Professionals also offer a ‘morning tea guarantee’ if you decide to leave before morning tea they even refund your deposit (towards disbursements for dinner, etc).  There is no limit on numbers from your firm – bring as many as you like!  ACT now; phone Ann on 02 69 717 314 or email David Connell direct at dconnell@anzan.com.au.  Also visit www.anzan.com.au.

OUTSTANDING EXPOSURE DRAFTS

Accounting

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

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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