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

· AASB November Meeting Highlights

· IASB November Agenda

· ASIC Reports on Auditors

· ICAA Quality Control Guide

· FRC Guidelines on Broad Strategic Directions

· Proposals for Code of Conduct

· Opportunity 1: Measurement Roundtable Discussions

· Opportunity 2: Developing a Quality Control Guide

· Opportunity 3: Provisions Round-table Discussions
· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
AASB NOVEMBER MEETING HIGHLIGHTS
The highlights from 8-9 November meeting of the AASB include.

Australian Additions to, and Deletions from, IFRSs:  ED 151 ‘Australian Additions to, and Deletions from, IFRSs’ was approved with comments due by 31 January 2007.  The ED proposes making the requirements in Australian equivalents to IFRSs the same as those in IFRSs in respect of for-profit entities.  The ED does not deal with specific not-for-profit paragraphs as they will be reviewed in conjunction with the New Zealand FRSB.  Any amendments resulting from ED 151 would be applicable to annual reporting periods beginning on or after 1 July 2007, with early adoption permitted.

An amending standard relating to the removal of paragraph Aus12.1 of AASB 107 ‘Cash Flow Statements’, which had been agreed based on proposals in ED 148, was deferred. The change will be made along with amendments resulting from ED 151.

Differential Reporting and SMEs:  The current practice of identifying entities that apply AASB Standards in their scope required reconsideration.  The concept of public accountability, as defined by the IASB’s draft ED of IFRSs for SMEs, was suitable for for-profit entities, but modification was needed for application to not-for-profit entities, the private and public sectors.  This tentative decision has implications for the use of a reporting entity concept as the threshold test for financial reporting.  Fine-tuning of the reporting entity concept was not considered the most appropriate course to pursue.

Implementation Review of AIFRS for Not-for-Profit Entities:  A collation of the issues raised by a number of public sector constituents was discussed.  The AASB agreed that staff should develop a more detailed analysis and proposals to be considered in early 2007.  A media release should be issued to inform public sector constituents of the nature of the project.

GAAP/GFS Harmonisation Project:  The AASB reviewed a staff paper on the next phase of the project for discussion with the FRC at its December meeting.  The AASB decided to bring forward the timetable for the next phase concerning whole of government financial reporting.

Superannuation entities:  An issues paper on treating superannuation entities differently from other entities, particularly other investment vehicles such as managed investment schemes was discussed.  Key decisions included:

· There is no a compelling reason for the full suite of AIFRS to be applied unchanged to superannuation entities

· Superannuation entities to measure all of their assets at fair value less selling costs, however, an issues paper should be prepared examining the implications for a full fair value accounting model that incorporates realisation costs

· Explore the alternative means of how subsidiaries could be treated in the context of a full fair value accounting model, and

· Consider the practical implications of superannuation entities consolidating entities that they control, including entities that are controlled for a period less than one financial year, or controlled on a number of different occasions during a financial year.

Insurance – Liability Adequacy Test:  The proposed amendment to clarify the wording of the liability adequacy test in AASB 1023 ‘General Insurance Contracts’ with regard to insurance contract administration costs was rejected, as it could be construed as being an interpretation of IFRS 4 ‘Insurance Contracts’.

Petroleum Resource Rent Tax:  Correspondence received in relation to agenda rejection statement on Petroleum Resource Rent Tax, which stated the rent tax fell within the scope of AASB 112 ‘Income Taxes’, was discussed.  Formal submissions are now sought by 4 December 2006 on the rejection statement, in particular whether constituents agree or disagree with the AASB’s view and their reasons.

Service Concession Arrangements:  A draft submission on the near-final draft of an IFRIC Interpretation was discussed with the submission proposing the removal of references to ‘regulation’ in assessing whether a service concession arrangement is within the scope of the Interpretation, and a deferral of the operative date to reporting periods beginning 1 January 2009.  The status of the Interpretation in Australia in relation to concession grantors will be considered at the December meeting of the AASB.

Emission Rights:  Discussion on possible financial reporting requirements was deferred until the December meeting.

Customer Loyalty Programs:  The proposals in Draft Interpretation D20 that award credits under a customer loyalty program are accounted for as a separately identifiable component of the sales transaction in which they are granted, and measured at their relative fair value, was supported.  The submission to IFRIC recommends:

· The scope should explicitly exclude customer loyalty programs that provide members with a choice to redeem award credits for either cash, or free/discounted, goods or services

· Revenue should be recognised when a third party assumes the entity’s obligations to supply awards to customers, but only if that assumption removes the customer’s recourse to the entity for those awards; and

· Retrospective application should not be required.

Conceptual Framework:  A draft submission on the IASB-FASB Discussion Paper ‘The Objective of Financial Reporting and Qualitative Characteristics of Decision-useful Financial Reporting’ was considered.  Key points in the submission included:

· Premature to decide the objective of financial reporting until its boundaries were specified

· Provision of information useful for assessing the accountability or stewardship of the entity’s management should be an explicit objective

· Provision of information relevant for assessing the entity’s future cash flows is not synonymous with the objective of financial reporting

· The objective should also include providing information useful for evaluating resource allocation decisions

· The distinction between the concepts of relevance and materiality required clarification, and

· Independent verification is not necessary for information to be representationally faithful.

Fair Value Measurements:  The IASB intends to issue in December 2006 a Discussion Paper containing the FASB’s ‘Statement of Financial Accounting Standards No. 157 Fair Value Measurements’ that will contain the IASB’s preliminary views.  A media release is to be issued by the AASB to notify Australian constituents of the release of the IASB’s Discussion Paper, and the AASB will consult with constituents on the proposals.  The AASB will not separately issue the Discussion Paper in an Australian context.

Administered Items:  A revised issues paper that compares and contrasts the following three different views about government departments and their accounting implications was discussed.  The views are: a government department undertakes some activities on behalf of its government and other activities in its own right, i.e., there is a distinction between administered and controlled items; a government department is an ‘arm of government’, i.e., there is no distinction between administered and controlled items, all items are controlled; and a government department undertakes all of its activities on behalf of its government, i.e., there is no distinction between administered and controlled items; all items are administered.  The issues paper is to be revised and issued to public sector constituents for consultation with selected constituents at the December AASB meeting.

Extractive Activities: Progress on the extractive activities research project (led by AASB staff) was noted and included.  Concerns were identified with estimating fair value for reserves and resources, including the uncertainties inherent in the assumptions required to estimate the volume and fair value of reserves and resources; and the effort required to estimate fair value as at the reporting date for an entity’s reserve and resource assets in time to meet financial reporting deadlines.

The difficulties in estimating fair value of reserve and resource assets were acknowledged, however, that historical cost did not provide the most relevant information.  The project team was requested to further research current value approaches as potential measurement bases, and to include consideration of current value methodologies that contain as many attributes of fair value as possible.  The IASB also noted that it does not consider that disclosing value-based information about reserves and resources is an acceptable alternative to recognition.

Intangible Assets:  A status report regarding the AASB led IASB Intangible Assets Research project was discussed.  The IASB decided that the project’s objective should now be to develop material for a decision at the IASB’s December 2007 meeting on the scope and timing of an active agenda project addressing the initial accounting for intangible assets that are internally generated, separately purchased, and their subsequent accounting.  The project will now not research issues on the current requirements for the initial accounting for intangible assets acquired in a business combination or the initial and subsequent accounting for goodwill.  The AASB staff will work with the AASB Project Advisors (Colin Parker was appointed as an adviser) to develop draft papers for consideration by the IASB during 2007.

Consultative Group Meeting:  Feedback was received from the meeting with members of the Group on work program priorities and future actions for: GAAP/GFS convergence at the whole of government level; accounting for service concession arrangements by grantors and how the AASB should address the impending IFRIC Interpretation that focuses only on accounting by the operators of service concessions; and alternative approaches to dealing with issues relating to differential reporting and requirements relating to SMEs.

Anticipated Agenda for 13-14 December:  Principal agenda items are likely to include: Administered Items; Differential Reporting/SMEs; Interpretations; IPSASB Report; Segment Reporting; Review of AAS 27, AAS 29 and AAS 31.  The meeting dates for 2007 are: 14-15 February, 14-15 March, 23-25 May, 27-28 June, 1-2 August, 5-6 September, 3-4 October (jointly with FRSB – Sydney), 14-15 November, and 12-13 December.

Readers of GAAP Alert should feel free to make their views known on the outcomes of the AASB meetings so that these considered by me for future meetings of the AASB; email your comments to colin@gaap.com.au.

IASB NOVEMBER AGENDA
The IASB agenda for 16 November and 17 November meeting includes:

· Service Concession Arrangements:  Update on the public meeting on service concession arrangements.  The IASB is to vote to approve the issue of an Interpretation on service concession arrangements.

· Annual Improvements Process:  Should IAS 1 ‘Presentation of Financial Statements’ be amended to provide guidance on situations where the financial statements of an entity are based on, but not in full compliance with, IFRSs?  How should the conflict between the requirements of IAS 1 ‘Presentation of Financial Statements’ and IFRS 7 ‘Financial Instruments: Disclosures’ regarding the presentation of finance costs be resolved?  Should the liability component of a convertible instrument with an obligation to deliver cash or other assets more than 12 months from the balance sheet date be classified as current or non-current?

· Financial Instruments:  Discuss issues relating to the recognition and measurement of financial instruments.

· Conceptual Framework (Elements and Recognition phase):  Discuss the definition of an asset and its clarifying text and examples.  Commence discussions of issues concerning the present distinction between liabilities and equity, including whether such a distinction requires separate elements or perhaps more than two elements.

· Fair value Measurements:  Discuss outstanding issues on the Discussion Paper.

· Short-term Convergence (Joint Ventures):  Update of feedback received from preparers on the likely effects of the proposals in practice.

· Short-term Convergence (Borrowing costs):  Analysis of comment letter on ED of Proposed Amendments to IAS 23 ‘Borrowing Costs’.

· Post-employment benefit:  Consider the following topics with a view to establishing the preliminary views of the IASB for inclusion in a Discussion Paper: the recognition of actuarial gains and losses and unvested past service cost, and alternatives for how the changes in a pension obligation should be presented.
In due course, these issues will effect the Australian financial reporting environment.

ASIC REPORT ON AUDITORS

ASIC released its ‘Audit Inspection Program – Second Report to FRC’ on the 2005-06 inspections, and announced its program for 2006-07.  ASIC inspected the ‘Big Four’ firms and a number of mid-tier firms.  The focus was broadened from previous inspections to assess whether the firms had documented and implemented a quality control system that provided a reasonable assurance that audits would be conducted in accordance with legal requirements.

ASIC identified that the firms had generally responded positively to the new Australian legislative requirements, but policies and systems were at varying levels of quality and maturity.  There were variations in the levels of compliance with the firms’ policies and systems.  The results varied considerably between the Big Four firms and the Mid-Tier firms as the challenges faced by these respective groups of firms and the resources available to them are significantly different; and there was a need to further improve the quality of audit work being done on the financial statements by both the Big Four, and the Mid-Tier firms.

ASIC has advised that its ongoing audit inspection process will pay particular attention to auditor rotation requirements that became effective from 1 July 2006, as well as continuing to focus on the effectiveness of the audit firms’ systems to ensure independence and quality.  ASIC is also interested in how firms are not only meeting the independence requirements, but also documenting how compliance is achieved.  The inspections will focus on how the firms are managing the transition to the legal enforceability of auditing standards and new professional and ethical standards that were operative from 1 July 2006.

ASIC will conduct follow-up inspections of all Big Four and Mid-Tier firms visited in 2005-2006.  These inspections will assess the actions taken by the firm resulting from the previous inspection’s findings.  There will also be a focus on each firm’s quality control systems to ensure these are still operating effectively.  The number of audit engagement file reviews will be significantly increased, with particular focus on those auditing standards, which in previous inspections showed were poorly applied.

ASIC will conduct inspections of other partnerships of the Mid-Tier firms previously visited and other firms not included in the last inspection.  ASIC inspections will include reviewing the firms’ processes to prepare for the changes recently introduced by the International Federation of Accountants, which has broadened the definition of ‘network firm’ effective for audit reports dated on or after 31 December 2008.

To ensure ASIC’s inspection methodology is as relevant as possible, it is aligned with that of other international regulators, such as the Public Company Accounting Oversight Board, the United Kingdom Financial Reporting Council, and the Canadian Public Accountability Board.

ICAA QUALITY CONTROL GUIDE

The Institute’s new ‘Quality Control Guide’ can assist practices to meet the requirements of APES 320 ‘Quality Control for Firms’ (formerly APS 5).  The 92 page Guide includes guidance notes and template documentation that can be tailored to individual practices.

APES 320 is a joint professional standard that requires all practices to document quality control policies and procedures and communicate them to personnel.  It also details more comprehensive policies and procedures for the assurance part of the practice that must be implemented.  APES 320 is mandatory for all practices.  Practices that audit any disclosing entities or non-ATO regulated superannuation entities have been required to have a fully documented quality control system in place since 31 December 2005.  All other practices must have a fully documented quality control system in place by 31 December 2006.
FRC GUIDELINES ON BROAD STRATEGIC DIRECTIONS

The FRC has issued guidelines to be applied in the development of broad strategic directions issued to the AASB and AUASB in accordance with the Australian Securities and Investments Commission Act 2001 (s.225(2)(c) and s.225(2A)(c)).  The FRC may develop and issue new and revised strategic directions based on: the Commonwealth Government’s stated policies and priorities; relevant international and domestic considerations impacting on the setting of accounting or auditing standards; and the public interest in the context of the Australian economy.  The guidelines include: consulting with the AASB and AUASB, stakeholders; reporting on the development of such directions; seeking seek legal advice as to whether the direction would constitute a ‘legislative instrument’ in accordance with the Legislative Instruments Act 2003; and the need for a Regulation Impact Statement.
PROPOSALS FOR CODE OF CONDUCT

IFAC’s Professional Accountants in Business (PAIB) Committee has issued draft new guidance to assist companies and their professional accountants in developing and implementing a code of conduct.  The proposed new good practice guidance ‘Defining and Developing an Effective Code of Conduct’ highlights the varied roles of professional accountants in business in driving and supporting organisational ethics and conducting ethics programs. It also provides practical guidance on the design and development of such codes.  The exposure draft may be viewed at http://www.ifac.org/EDs.

The PAIB Committee previously issued an exposure draft on developing codes of conduct in January 2006. Following significant comments and suggestions received, the committee made extensive changes to the content of the guidance. In the new exposure draft, the committee is recommending an approach based on developing a values-based organisation and a values-driven code. The aim is to promote a culture that encourages employees to ‘do the right thing’ and allows them to make appropriate decisions.

Comments on this exposure draft are requested by February 16, 2007. Comments may be submitted by email to EDComments@ifac.org; or mailed to the PAIB Committee Technical Manager at 545 Fifth Avenue, 14th Floor, New York, NY 10017, USA. 

OPPORTUNITY 1: MEASUREMENT ROUNDTABLE DISCUSSIONS
The IASB and FASB are holding round-table discussions on measurement in conjunction with their joint conceptual framework project in three locations during January and February, 2007: 16 and 17 January 2007 – Hong Kong ; 29 January 2007 – London; 1 February 2007 – Norwalk, Connecticut, USA.
The objective of these round tables is to: hear the views of representative IASB and FASB constituents on measurement early in the measurement phase of the conceptual framework project; discuss whether the list of measurement issues identified in the plan for the measurement phase of the conceptual framework project is appropriate and substantially complete; discuss whether the initial inventory of potential measurement bases prepared by the project staff and the terminology associated with that inventory is substantially complete and understandable.

OPPORTUNITY 2: DEVELOPING A QUALITY CONTROL GUIDE

The International Federation of Accountants (IFAC) is seeking proposals for the development of an explanatory guide on implementing International Standard on Quality Control (ISQC) 1, ‘Quality Control for Firms that Perform Audits and Reviews of Historical Financial Information, and Other Assurance and Related Services Engagements’ for use by small and medium-sized practices (SMPs).  It is envisaged that the Guide will be of particular benefit to auditors in those countries where the profession is at an early stage of development.

The purpose of this guide is to help SMPs around the world understand, comply with, and apply ISQC 1 that establishes standards and provides guidance regarding a firm's responsibilities for its system of quality control for audits and reviews of historical financial information, and other assurance and related services engagements.

The specifications for the ‘Request for Proposal: Development of a Guide to Quality Control for Use by Small and Medium Practices’ are available on IFAC's SMP Committee’s home page (http://www.ifac.org/smp).  The deadline for submission is 29 December 2006.

OPPORTUNITY 3: PROVISIONS ROUNDTABLE DISCUSSIONS
The IASB will hold round-table discussions on the proposed amendments to IAS 37 ‘Provisions, Contingent Liabilities and Contigent Assets’ on 30 November Connectict, USA; 8 December London; and 20 December, Melbourne.

The purpose of these discussions is to hear participants’ views on the tentative conclusions reached by the IASB after its redeliberation of issues associated with the recognition and measurement principles proposed in the ED.  These discussions will also provide the IASB with an opportunity to further explain the principles underlying the proposed amendments to IAS 37, and to outline developments in its thinking since the ED was published.  The agenda also allows time to discuss participants’ views on other amendments proposed in the ED.

Melbourne: Wednesday 20 December, 13.00 – 16.00; The Institute of Chartered Accountants in Australia; Level 3, 600 Bourke Street. http://www.charteredaccountants.com.au/contact_us/institute_offices
OUTSTANDING EXPOSURE DRAFTS

Accounting

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

4 December Agenda Rejection Statement Petroleum Resource Rent Tax – AASB

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
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