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INTRODUCTION
In this GAAP Alert, we draw your attention to the following developments:

· e-GAAP Update No.1/2006 ‘Understanding Revised Accounting Policies, Estimates and Errors’
· D18 ‘Interim Financial Reporting and Impairment’
· Former Head of Bearingpoint Australia Charged with Fraud
· Exploration Company Chairman Charged with False Statements

· International Public Sector Standards Update, and
· Manage Your Financial Reporting and Audit Risks.
E-GAAP UPDATE NO.1/2006 ‘UNDERSTANDING REVISED ACCOUNTING POLCIES, ESTIMATES AND ERRORS’
GAAP Update No. 1/2006 ‘Understanding Revised Accounting Policies, Estimates and Errors Standard’ (17 pages and over 6,000 words) was recently issued to subscribers.
As the 30 June reporting season draws near, it is opportune to review the new and revised requirements of AASB 108 ‘Accounting Policies, Changes in Accounting Estimates and Errors’ that takes effect for the first time.  The major differences between AASB 108 and AASB 1001 ‘Accounting Policies’ include its application, voluntary changes of accounting policies, fundamental errors, prudence, presentation of changes in accounting estimates, changes in accounting policy, earnings per share, status of ‘Implementation Guidance’, the GAAP hierarchy, and disclosure of recently issued accounting standards.

The following is a modified extract from the executive summary.
1. AASB 108 ‘Accounting Policies, Changes in Accounting Estimates and Errors’ prescribes the criteria for the selection and changes in accounting policies, together with the accounting treatment and disclosure of changes in accounting policies and estimates, and the correction of errors.  AASB 108 is operative for annual reporting periods ending on or after 1 January 2005.
2. The application of AASB 108 ‘Accounting Policies, Changes in Accounting Estimates and Errors’ applies to reporting entities, and to each entity required to prepare a financial report in accordance with Part 2M.3 of the Corporations Act that is not a reporting entity.
3. Accounting policies must be determined by applying Australian Accounting Standards.  Any supporting Implementation Guidance requires consideration.  Where no Australian Accounting Standard applies to the transaction or event, an accounting policy is selected and applied having regard to relevance and reliability.

4. Relevance and reliability means that the financial report must meet the following criteria: faithful representation, economic substance, neutral, prudent, and complete in all material respects.  Such judgements are made by applying ‘analogous circumstances’ and the Framework; and considering the most recent pronouncements of other standard setting bodies, other accounting literature, and accepted industry practice.

5. An omission or misstatement of an item is material if it could, individually or collectively, influence the economic decisions of users made on the basis of the financial report.  Users are assumed to have a reasonable knowledge of business, economic activities, accounting, and a willingness to study the information with reasonable diligence (‘a knowledgeable user’).

6. A change in accounting policy on the initial adoption of an Australian Accounting Standard must be accounted for in accordance with the specific transitional provisions in that Standard.  Where no specific transitional provisions exist, the change in accounting policy is applied retrospectively, unless it is impracticable.  A voluntary change in accounting policy is also accounted for retrospectively, unless it is impracticable.

7. Impracticable means where a requirement of an accounting standard or interpretation cannot be applied after making every reasonable effort to do so.
8. Changes in accounting estimates must be accounted for prospectively.  Prior period errors must be corrected by restating prior period information, unless it is impracticable.

9. The financial report must be prepared on a going concern basis unless it is intended to either liquidate the entity or to otherwise wind up its operations, or there is no realistic alternative but to liquidate the entity or to otherwise wind up its operations.

10. Specific disclosures are required for changes in accounting policies, prior period errors and changes in accounting estimates.

11. Where a new Australian Accounting Standard has been issued but is not yet effective, disclosure is required of this fact, and known or reasonably estimable information relevant to assessing its possible impact on the financial report in the period of initial application.

12. AASB 108 ‘Accounting Policies, Changes in Accounting Estimates and Errors’ is the equivalent to IAS 8 ‘Accounting Policies, Changes in Accounting Estimates and Errors’.  Additional Australian paragraphs have been added, i.e., application.
GAAP Update No. 1/2006 ‘Understanding Revised Accounting Policies, Estimates and Errors Standard’ includes an Executive Summary, Recap of Differences between AASB 101 and AASB 1001 ‘Accounting Policies’, Key Terms, Methodology, Disclosure, and 13 CFO Action Items.  Appendix 1 contains a disclosure checklist ‘Accounting Polices, Changes in Accounting Estimates and Errors’.

The next e-GAAP Update will analyse the revised segment reporting standard.

D18 INTERIM FINANCIAL REPORTING AND IMPAIRMENT

The International Financial Reporting Interpretations Committee (IFRIC) has released a draft Interpretation D18 ‘Interim Financial Reporting and Impairment’ with comments due by 31 March 2006.  D18 is intended to clarify the interaction between IAS 34 ‘Interim Financial Reporting’, IAS 36 ‘Impairment of Assets’ and IAS 39 ‘Financial Instruments: Recognition and Measurement’, and the effect on subsequent interim and annual financial statements.

The D18 proposes that an impairment loss recognised in a previous interim reporting period for goodwill, an investment in an equity instrument, or a financial asset carried at cost cannot be reversed.

At its meeting on 16 February 2006 the UIG will discuss a draft submission on D18.  Comments on D18 may have the effect of changing the financial reporting requirements that will apply to Australian reporting entities, since equivalents to IFRIC Interpretations are developed by the UIG for issue in Australia.  The Australian equivalents of IAS 34, IAS 36 and IAS 39 are AASB 134 ‘Interim Financial Reporting’, AASB 136 ‘Impairment of Assets’, and AASB 139 ‘Financial Instruments: Recognition and Measurement’ respectively.  These standards apply to reporting periods beginning on or after 1 January 2005.

FORMER HEAD OF BEARINGPOINT AUSTRALIA CHARGED WITH FRAUD
Mr Cameron John Morris, the former head of BearingPoint Australia Pty Ltd, has been charged with ten offences following an seven- month investigation by ASIC.  Mr Morris is a former director and Country Leader of BearingPoint Australia, a business consulting and systems integration firm.

ASIC alleged that between April 2003 and February 2005, Mr Morris engaged in conduct that resulted in the falsification of financial books and records at BearingPoint Australia.  ASIC further alleged that Mr Morris gave information to PricewaterhouseCoopers, as the registered company auditor, that was false or misleading.

It is alleged that Mr Morris gave information to ASIC that was false or misleading, and that he made or authorised a statement in the 2004 annual report for BearingPoint Australia that was materially false or misleading.  ASIC also alleged that Mr Morris, as a director of BearingPoint Australia, failed to discharge his duties in good faith and in the best interests of the corporation.

The charges carry penalties of between two and five years in jail, and fines ranging from $11,000 to $22,000.  Mr Morris was not required to enter a plea.  The case was adjourned until 9 March 2006.

EXPLORATION COMPANY CHAIRMAN CHARGED WITH FALSE STATEMENTS

Mr Anthony Rechner, Chairman of Eagle Bay Resources NL (a West Perth-based exploration and mining company) appeared before the Perth Magistrates Court on 10 charges of making false or misleading statements.  Four of the charges against Mr Rechner relate to an announcement by Eagle Bay to the Australian Stock Exchange (ASX), and media release titled ‘Whyalla Copper and Gold Find’, made by the company on 10 September 2003.  The remaining charges relate to comments made by Mr Rechner to various media outlets on the same date, and in the week prior to the market releases.

ASIC alleges that the comments made by Mr Rechner to the ASX and various journalists regarding the presence of copper and gold at Myall Creek were not substantiated by results of a drilling program undertaken by the company in May 2003.  The charges were laid following a referral from the ASX and an investigation by ASIC.

Mr Rechner was not required to enter a plea, and was bailed on a personal recognisance of $20,000 and $20,000 surety to reappear on 24 March 2006.

INTERNATIONAL PUBLIC SECTOR STANDARDS UPDATE

The International Public Sector Accounting Standards Board (IPSASB) at its December meeting made the following key decisions:

· Approved for issue an Exposure Draft ‘Revenue from Non-exchange Transactions (Including Taxes and Transfers)’

· Approved the release of a research paper ‘Accounting for Heritage Assets’ (principle focus in on museums and art collections)

· Considered a draft Exposure Draft ‘Accounting for Social Policies of Governments’ addressing social benefits of governments, other than pensions and similar social benefits

· Considered a draft Exposure Draft addressing basic welfare pensions

· Progressed the development of an Exposure Draft on accounting for impairment of cash generating units to complement IPSAS 21 ‘Impairment of Non-cash Generating Assets’, and

· Approved for publication a paper that outlined the development of public sector accrual accounting in the USA.

The United National Systems Task Force on Accounting Standards has recommended the adoption of IPSASs by United Nations Systems Organisations.  IPSAS adoption for all UN organisations will be referred to the UN General Assembly for approval in June.  Other international organisations that adopt IPSASs for their financial reports include the OCED, NATO, the European Commission and IFAC.

The next meeting of the IPSASB will be in March 2006.

MANAGE YOUR FINANCIAL REPORTING AND AUDITING RISKS

Financial Reporting Briefing

Quarterly, half-yearly or annual tailored briefings on contemporary financial reporting and auditing developments can be arranged to meet your in house training and strategic needs.  For expert advice and training enquiries, contact Colin Parker, a member of the AASB, at colin@gaap.com.au or 0421 088 611.
Priority Delivery of Australian GAAP 2006

‘Australian GAAP 2006’ (10th Edition) updated to reflect:

· All AIFRS Standards

· UIG Interpretations 

· 14 amending Standards to the AIFRS ‘stable platform’

· Recent exposure drafts

· Latest ASIC pronouncements,

· Review of 2005 financial reporting developments and much more.

The release date is early March 2006 and the recommended retailed price is $79.95 (plus postage and handling).  Reserve your copy now for priority dispatch by contacting sandra@gaap.com.au with your delivery details and we will bill you on delivery.

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.

News, press releases and other submissions are most welcome.  Submit to colin@gaap.com.au
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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