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

· Service Concession Arrangements – Proposed Interpretation

· IFRIC Interpretation on Group and Treasury Share Transactions

· Review of ASX Corporate Governance Principles
· AUASB October Meeting Highlights

· FRC Report on Auditor Independence

· Sixth Guilty Plea in HIH Saga

· CFO Disqualified by APRA

· Company Director Guilty of Non-disclosure

· Opportunity 1: Financial Reporting and Audit Advice for 2007

· Opportunity 2: Round Tables on SMEs Financial Reporting

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
SERVICE CONCESSION ARRANGEMENTS – PROPOSED INTERPRETATION
The IASB has recently published on its website a ‘near-final draft’ of an IFRIC Interpretation that clarifies how certain aspects of existing IASB literature are to be applied to service concession arrangements.  Service concession arrangements are arrangements whereby a government or other body grants contracts for the supply of public services (e.g., roads, energy distribution, prisons and hospitals) to private operators.  If approved by the IASB at its mid November meeting, the proposed effective date of the Interpretation is for annual periods beginning on or after 1 January 2008.

The proposed Interpretation would apply only to the accounting by operators in relation to service concession arrangements under which the grantor controls or regulates the services the operator must provide, to whom and at what price, provided that the grantor also controls any significant residual interest in the infrastructure at the end of the arrangement. 

For such arrangements, the Interpretation proposes that the operator would recognise a financial asset, an intangible asset or both, depending on the extent to which the operator has a contractual right to receive cash or other financial assets from the grantor for construction services versus a right to charge users of the public service.  The infrastructure would not be recognised as property, plant and equipment of the operator because the arrangement would not convey the right to control the use of the infrastructure to the operator.

As the AASB reproduces IFRIC pronouncements, it will issue this Interpretation in the Australian context.

IFRIC INTERPRETATION ON GROUP AND TREASURY SHARE TRANSACTIONS

The IFRIC has issued an Interpretation IFRIC 11 ‘IFRS 2 – Group and Treasury Share Transactions’ that addresses how to apply IFRS 2 ‘Share-based Payment’ to share-based payment arrangements involving an entity’s own equity instruments or equity instruments of another entity in the same group (e.g., equity instruments of its parent).

The Interpretation requires a share-based payment arrangement in which an entity receives goods or services as consideration for its own equity-instruments to be accounted for as an equity-settled share-based payment transaction, regardless of how the equity instruments needed are obtained.  The Interpretation also provides guidance on whether share-based payment arrangements, in which suppliers of goods or services of an entity are provided with equity instruments of the entity’s parent, should be accounted for as cash-settled or equity-settled in the entity’s financial statements.

REVIEW OF ASX CORPORATE GOVERNANCE PRINCIPLES
The Corporate Governance Council has released an Explanatory Paper and Consultation Paper on the proposed changes to the Principles and Recommendations (March 2003), and the concept of material business (non-financial) risks.  It also discusses whether the Council has a role in relation to ‘sustainability’ and ‘corporate responsibility’, and if so, whether Principle 7 should include additional reporting requirements in relation to these risks.  The Council’s review takes into account the CLERP 9 amendments, reporting trends to date, the need for any additional guidance, and recent developments in non-financial risk reporting.

The revised Principles are intended to have an effective date of 1 July 2007.  Submissions on the proposals are due by 9 February 2007, email to regulatorypolicy@asx.com.au or post to ASX Regulatory Policy Unit, Level 7, 20 Bridge St, Sydney NSW 2000.

AUASB OCTOBER MEETING HIGHLIGHTS
The highlights of the 9 October meeting of the AUASB included:

· Proposed framework – Discussed a proposed framework, including decision criteria, for determining whether a standard or guidance should be developed, and the implications for the ‘Foreword to AUASB Pronouncements’
· AGS Concise Financial Reports – Agreed that an Auditing Guidance Statement (AGS) should be developed containing references to relevant mandatory requirements contained in ASAs and legislation

· Review of Financial Reports – Agreed that a pronouncement should be developed based on AUS 902 ‘Review of Financial Reports’ amended to ensure it is a ‘stand-alone’ standard 

· Audit Issues Relating to the Electronic Presentation of Financial Reports – Proposed draft AGS 1050 considered

· Audit Implications of Prudential Reporting Requirements for General Insurers – Addendum to AGS 1064 considered and subject to out of session vote to approve its release

· Service Organisations – Project plan approved with a guidance statement to be developed for user entity auditors and service entity auditors in relation to outsourced financial services activities

· Performance Audit – Project plan approved and a Project Advisory Group to be formed

· Improving Communication between Auditors and Shareholders – The Auditing Guidance Note contains illustrative audit reports that continue to be useful to auditors performing audits under the AUSs, and that the timing of its withdrawal should now coincide with the date on which AUS 702 ‘The Audit Report on a General Purpose Financial Report’ ceases to operate.  The AUASB had previously announced withdrawal of the guidance note

· Sophisticated Investor and Wholesale Client Certificates – Agreed that guidance should be developed that will replace the guidance previously provided by the withdrawn Audit and Assurance Alert AAA 9 ‘Sophisticated Investor Reports under the Corporations Law’, and

· Related Parties – Approved the re-issue of a revised ASA 550 ‘Related Parties’ to correct a typographical error.
Likely agenda for the 27 and 28 November 2006 meeting includes: Proposed framework, Concise Financial Reports, and Electronic Presentation of Financial Reports.

FRC REPORT ON AUDITOR INDEPENDENCE

Financial Reporting Council released its 2005-06 Report on Auditor Independence that included the following topics:

· Auditor Independence in Australia: systems and processes of Australian auditors; quality review programmes of the professional accounting bodies; disciplinary procedures of the professional accounting bodies; teaching of professional ethics by the professional accounting bodies; compliance with audit-related disclosure requirements; and other independence related issues

· International Developments in Auditor Independence

· Appendices: FRC’s auditor independence functions; FRC performance of its auditor independence function; consultancy on quality review programmes of the professional accounting bodies; consultancy on disciplinary procedures of the professional accounting bodies; consultancy on teaching of professional ethics by the professional accounting bodies; matters arising from 2004-05 independence report; and auditor independence functions 2006-07 work programme.

SIXTH GUILTY PLEA IN HIH SAGA

Mr Robert Kelly, the former Assistant Company Secretary of HIH Insurance Ltd has been sentenced to 500 hours community service in relation to a criminal charge arising from his role in the HIH group of companies.  Mr Kelly was found guilty of an offence under the Crimes Act NSW that on or about 26 May 2000, he did with the intention of obtaining a financial advantage for the company, concur in the making of a materially false or misleading statement to officers of Westpac Banking Corporation, that management of HIH was not able to produce consolidated accounts of the FAI Group for the financial period ended 30 June 1999 when in fact such accounts could have been produced.  The making of the above statement to Westpac assisted FAI avoid the risk of the Noteholders calling in amounts owing under FAI Notes.

Consolidated accounts were required to comply with a covenant under a $150 million Medium Term Note Programme between FAI Insurances Ltd and certain Noteholders being overseas financial institutions.  Westpac was the manager of the Note Programme.  The MTN Programme also contained a covenant requiring the FAI Group Shareholders Funds to be not less than A$200 million, and as at 30 June 1999 such funds were only $80.9 million.

The Court concluded that although the offence of concurring with the making of a false and misleading statement by a more senior HIH officer was serious, it was ‘qualitatively different and of a significantly lower order than other offences in relation to which sentences of imprisonment have been imposed in HIH prosecutions’.  This is the sixth guilty plea obtained in ASIC’s HIH investigation

CFO DISQUALIFIED BY APRA

APRA has disqualified Mr John Stanbridge from being or acting as a director or senior manager of a general insurer, authorised non-operating holding company or agent of a foreign general insurer.  From November 1999 to November 2001, Mr Stanbridge was Chief Financial Officer of Zurich Australian Insurance Limited.

APRA found that Mr Stanbridge was involved in a transaction that was designed to give the false appearance that ZAIL had improved its financial position in 2000 by about $60 million through entry into a reinsurance agreement between ZAIL and General & Cologne Re Group Australia in September 2000.  Mr Stanbridge acknowledged that he was involved in the preparation and presentation of accounts which did not reflect ZAIL’s true financial position, and deceiving ZAIL’s auditors, APRA and Standard and Poor’s about the effect of the reinsurance agreement.

COMPANY DIRECTOR GUILTY OF NON-DISCLOSURE

Mr James Kwok, former director and chief executive officer of Envirostar Energy Ltd was found guilty of two fraud charges following an investigation by ASIC.  ASIC alleged that Mr Kwok acted dishonestly while a director of publicly listed company, Envirostar, by not disclosing his interest in two parcels of land leased by Envirostar.  The leases had commenced in mid 2000, but Mr Kwok’s interest was not discovered until August 2002 when he tendered his resignation from the Envirostar Board.  Envirostar had paid rent of approximately $30,000 per month for the land.

ASIC also alleged that Mr Kwok’s wife and son were directors of the companies recorded as owners of the land and that Mr Kwok failed to disclose this interest to the Envirostar Board or to Envirostar’s shareholders, either prior to, or during, the term of each lease.  Mr Kwok was released on bail and is due to reappear in the Sydney District Court for sentencing on 15 December 2006.

OPPORTUNITY 1: FINANCIAL REPORTING & AUDIT ADVICE FOR 2007
Organise your 2007 financial reporting and audit resources by contacting Colin Parker FCA, Member of the AASB, Principal, GAAP Consulting, colin@gaap.com.au, 0421 088 611, www.gaap.com.au.
· Independent advice on technical issues

· Tailored training on financial reporting and auditing

· Briefings on contemporary issues

· e-GAAP Subscription Newsletter

· GAAP and GAAS Publications

· Free GAAP ALERT Newsletter

· Independent Audit Committee Member and Company Director

OPPORTUNITY 2: ROUND TABLES ON SMES FINANCIAL REPORTING

The Institute of Chartered Accountants in Australia, CPA Australia and the National Institute of Accountants are hosting round table meetings regarding the IASB’s proposals for international accounting standards for SMEs.  The IASB exposure draft is expected to be approved before 31 December 2006.

Melbourne: Elizabeth Murdoch Theatre, The University of Melbourne, Monday 27 November 2006, 1pm - 4pm; to register: contact Cassandra Chan Cassandra.Chan@nia.org.au
Melbourne: Ernst & Young, 8 Exhibition Street, Melbourne, Tuesday 28 November 9am - 3:30pm, register: email your name, organisation and basic contact details to Cassandra Chan: Cassandra.Chan@nia.org.au
Sydney: Ernst & Young building, 680 George Street, Sydney. Wednesday 29 November 9am - 3:30pm, register: email your name, organisation and basic contact details to Jade Reis: Jade.Reis@nia.org.au
OUTSTANDING EXPOSURE DRAFTS

Accounting

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

27 February ED 30 ‘Impairment of Cash-generating Units’ – IPSASB
27 February ED 31 ‘Employee Benefits’ – IPSASB

Auditing

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

Corporate Governance

9 February 2007 ‘Principles of Good Corporate Governance and Good Practice Recommendations’ – ASX Corporate Governance Council

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.

© GAAP.COM.AU

