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

· AASB February Agenda

· SMEs ED Immiment
· CAMAC to Consider Sons of Gwalia Ruling
· ASIC Auditor Rotation Policy Released
· AUASB February Agenda

· Audit Inspection Bill Passed

· Centre for Audit Quality Formed in USA

· Former Director of Sydney Power Company Jailed

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
AASB FEBRUARY AGENDA
The agenda for 14 and 15 February 2007 includes the following:
· GAAP/GFS Harmonisation (Whole of Government and PNFC/PFC Sectors): Consider issues

· IPSASB: Verbal report

· Intangible Assets:  Update on IASB project

· Interpretations – Group and Treasury Share Transactions: Consider proposed Interpretation

· Interpretations Service Concession Arrangements: Consider proposed Interpretation

· Work Program and Public Sector Issues: Consider proposed Interpretation

· Superannuation Entities: Consider issues relating to the measurement of defined benefit obligations

· Differential Reporting/ SMEs: Consider criteria for differentiating classes of entities for SMEs

· Segment Reporting: Consider making Australian equivalent to IFRS 8 ‘Operating Segments’
· Non-exchange Revenue: Consider alternative treatments, and

· First-time Adoption of IFRSs: Consider IASB’s amending ED.

Copies of the agenda papers are available on www.aasb.com.au.  Those wishing to make comments on the agenda or agenda papers can contact colin@gaap.com.au, a member of the AASB.

SMEs ED IMMINENT
The IASB expects to release to its subscribers on Thursday 15 February the exposure draft of the IFRS Standard for Small and Medium-sized Entities (SMEs), with the ED freely available on the website (www.iasb.org.uk) from Monday 26 February.  The deadline for comments will be 1 October 2007.

The objective of this project is to develop an IFRS tailored to meet the needs of, and intended for use only by, SMEs.  SMEs are entities that do not have public accountability and publish general purpose financial statements for external users.  Examples of such external users include owners who are not involved in managing the business, existing and potential creditors (such as lenders and vendors), customers, and credit rating agencies.
An entity has public accountability if: it has filed, or it is in the process of filing, its financial statements with a securities commission or other regulatory organisation for the purpose of issuing any class of instruments in a public market; or it holds assets in a fiduciary capacity for a broad group of outsiders, such as a bank, insurance company, securities broker/dealer, pension fund, mutual fund or investment banking entity.

The IASB is developing financial reporting standards for SMEs to: provide high quality, understandable and enforceable accounting standards suitable for SMEs globally; reduce the financial reporting burden on SMEs that want to use global standards; and meet the needs of users of SME financial statements.

CAMAC TO CONSIDER SONS OF GWALIA RULING
The Parliamentary Secretary to the Treasurer, Chris Pearce, announced the referral of issues arising from the High Court decision in Sons of Gwalia Ltd v Margaretic (the Sons of Gwalia case) to the Corporations and Markets Advisory Committee (CAMAC) for consideration and advice.
The High Court decision in the Sons of Gwalia case has ‘reinterpreted’ a longstanding provision of the law, making it easier for shareholders to recover funds in circumstances where they acquired shares as a result of misleading conduct prior to a company becoming insolvent.  In its judgement, the High Court noted that the new treatment of shareholder claims would reinforce a range of investor protection measures that have been introduced in recent years.  However, allowing shareholders enhanced rights to participate in insolvency proceedings may complicate these proceedings in some cases.

The Parliamentary Secretary has requested that CAMAC examine three issues:

· Should shareholders who acquired shares as a result of misleading conduct by a company prior to its insolvency be able to participate in an insolvency proceeding as an unsecured creditor for any debt that may arise out of that misleading conduct?

· If so, are there any reforms to the statutory scheme that would facilitate the efficient administration of insolvency proceedings in the presence of such claims?

· If not, are there any reforms to the statutory scheme that would better protect shareholders from the risk that they may acquire shares on the basis of misleading information?

CAMAC is a statutory advisory committee established to provide advice to the Australian Government on corporations’ and financial markets’ law and practice.  Its members include business leaders and senior academics.

On 13 November 2006, Mr Pearce released a package of legislative reforms addressing a range of issues that have previously been identified by CAMAC in this area.  It is expected that these reforms will be introduced later this year.

ASIC AUDITOR ROTATION POLICY RELEASED
ASIC has released a new 27 page Policy Statement 187 ‘Auditor Rotation’ that outlines its approach to applications for relief from auditor rotation requirements in the Corporations Act, Policy Statement 187 is based on a policy proposal paper issued in March 2006.  ASIC will be writing to selected auditors requesting their auditor rotation succession plans for listed companies and schemes in the near future.

Auditor rotation is part of the auditor independence requirements introduced into the Act by The Corporate Law Economic Reform Program (Audit Reform and Corporate Disclosure) Act 2004 (CLERP 9).  Auditor rotation is mandatory for auditors of listed entities.  The auditor rotation requirements apply to an audit for a financial year that begins on or after 1 July 2006.

The Act provides that the auditor of a listed company or listed registered managed investment scheme (listed scheme) is only eligible to play a significant role in the audit of a listed company or listed scheme for a limited period.  ASIC has limited power to modify the auditor rotation obligations by extending this eligibility period by up to two years.

If you require assistance in developing or refining your audit rotation policy, please contact colin@gaap.com.au.

AUSASB FEBRUARY AGENDA
The Agenda for the 8 February 2007 special meeting of the AUASB included: Auditor’s Reports on GPFRs – reference to compliance with IFRS; and IAASAB matters.

AUDIT INSPECTION BILL PASSED
On 8 February the Senate passed without amendment the Australian Securities and Investments Amendment (Audit Inspection) Bill 2006 that empowers ASIC, with the consent of the Minister, to enter into cooperative audit arrangements with foreign regulatory bodies.  ASIC will now be able to enter into a cooperative audit arrangement with the US Public Company Accounting Oversight Board (PCAOB).

The proposed joint inspection arrangement between ASIC and the PCAOB will streamline the information-gathering process.  This will produce cost savings for audit firms as they will need to only accommodate one joint inspection, rather than two separate inspections by ASIC and the PCAOB.

The Bill also enhance ASIC’s domestic and international audit inspection powers that inter alia clarify the scope of ASIC’s existing power to review audit firms.  The Bill also contains a technical amendment to a transitional provision relating to auditing standards made by the professional accounting bodies, bringing the period of immunity against criminal liability applying to the standards into line with the extended life of the standards.

The Government intends to review the operation of the cooperative arrangement between ASIC and the PCAOB.  The review will take place after the first round of triennial PCAOB inspections in Australia has been completed, and will assess whether the joint inspection process has met expectations.

CENTRE FOR AUDIT QUALITY FORMED IN USA
The American Institute of CPAs (AICPA) and eight public company auditing firms announced that a new organisation, The Centre for Audit Quality, that is to foster confidence in the audit process, and to aid investors and the capital markets by advancing constructive suggestions for change.

The Centre for Audit Quality brings together public company auditors and public leaders in the investor and corporate communities to discuss the issues facing the capital markets.  It will convene a national public dialogue through scheduled events with key stakeholders across the country.  The Centre will serve as facilitator of a discussion about improvements to the quality, relevance and integrity of financial reporting and how it can better evolve to meet investors’ business information needs.  It will also conduct research on these topics and make recommendations to foster confidence in the capital markets.

The Center for Audit Quality aims to become an expert resource and catalyst for public education and discussion.  In addition to the public dialogue, the Center will focus on the following issues:

· Enhancing public company audit quality through research and communications of current developments and their implications with the goal of promoting continual improvements to the process of public company auditing

· Serving as a catalyst to bring market participants together to discuss improvements to the quality, relevance and integrity of financial and business reporting

· Narrowing the ‘expectations gap’ between regulatory standards of performance and public expectations.  This will be accomplished by pursuing approaches that help issuers and auditors address fraudulent financial reporting.  By working with regulators, standard setters, the Centre’s members and other market participants, the Centre will work to find practical ways to come closer to meeting public expectations through standards, transparency, performance and other changes in the policy and legal environments

· Building public confidence and trust in the public company audit by fostering a greater understanding of the value of the independent public company audit and the firms that perform this service, and

· Providing public company auditing professionals useful information on key issues in public company auditing.

The Centre was created by the American Institute of CPAs, BDO Seidman, Crowe Chizek and Company, Deloitte & Touche, Ernst &Young, Grant Thornton, KPMG, McGladrey & Pullen (RSM), and PricewaterhouseCoopers, and includes members of all size firms that audit public companies.  Membership is open to all U.S. public company auditing firms registered with the PCAOB.  Associate membership is available for U.S. accounting firms not registered with the PCAOB.

The Centre will be led by a governing board that comprises the CEO of the American Institute of CPAs, chief executives of the six largest firms and two rotating firms, and leaders from the investor and issuer communities.  Each of the board’s members is committed to the concept that advancements in the relevance and reliability of financial information provided to investors is fundamental to the public interest and to capital markets.  The Centre is an autonomous, nonpartisan, nonprofit group affiliated with the AICPA and based in Washington, D.C.
FORMER DIRECTOR OF SYDNEY POWER COMPANY JAILED
Mr James Kwok, of Hope Island, Queensland, was sentenced to 24 months imprisonment for dishonestly using his position as a director of a listed Sydney-based company.  ASIC alleged that Mr Kwok acted dishonestly while a director of Envirostar Energy Limited by not disclosing his interest in two parcels of land leased by Envirostar.  The leases over the land 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.

The outcome is a reminder of the important and ongoing responsibilities that company directors carry, and the consequences directors face by defying their legal obligations.  The sentencing of Mr Kwok is a timely reminder that company directors face significant consequences of dishonestly using a position of trust.  ASIC is committed to strengthening the corporate landscape and will continue to pursue those that undermine its integrity.

OUTSTANDING EXPOSURE DRAFTS

Accounting

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

28 February ED 151 ‘Australian Additions to, and Deletions from, IFRSs’ – AASB

31 March ED 32 ‘Financial Reporting under the Cash Basis of Accounting – Disclosure Requirements for Recipients of External Assistance’ – IPSASB

2 March Discussion Paper ‘Fair Value Measurements’ – AASB

4 May Discussion Paper ‘Fair Value Measurements’ – IASB

Auditing

15 February ISA 320 (Revised and Redrafted) ‘Materiality in Planning and Performing an Audit’ – IAASB

15 February ISA 450 (Redrafted) ‘Evaluation of Misstatements Identified during the Audit’ – IAASB
15 February ISA 450 ISA 260 (Revised and Redrafted) ‘Communication with Those Charged with Governance’ – IAASB
31 March ISA 230 ‘Audit Documentation’, ISA 560 ‘Subsequent Events’, ISA 610 ‘The Auditor’s Consideration of the Internal Audit Function’, and ISA 720‘Reading Other Information in Documents Containing Audited Financial Statements’ – IAASB
30 April ISA 540 ‘Auditing Accounting Estimates, Including Fair Value Accounting Estimates, and Related Disclosures’, and ISA 580 Written Representations’ – IAASB

30 April ‘Proposed Revised Section 290 of the Code of Ethics for Professional Accountants, Independence - Audit and Review Engagements, and Proposed Section 291, Independence - Other Assurance Engagements’ – (IESBA)
Corporate Governance

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

Other

31 March 2007 ‘Practical Experience Requirements – Initial Professional Development for Professional Accountants’ – 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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