GAAP ALERT No.40/2007

17 November 2006

By Colin Parker B.Bus FCA MAICD

Member of the Australian Accounting Standards Board

Independent Adviser and Trainer on Financial Reporting, Auditing and Corporate Governance colin@gaap.com.au
INTRODUCTION
In this GAAP Alert, your attention is drawn to the following developments:

· Corporate and Financial Services Regulation Review Proposals

· e-GAAP Update ‘AASB 101 Amendments’ Analysed

· Comparative Review of Australian Auditor Independence Requirements

· Highlights of Trans-Tasman Accounting Standards Advisory Group

· ASIC Update of Better Regulation Initiatives

· APRA Proposals on Securitisations

· International Firms on Financial Reporting and Audit
· International Guide on Corporate Governance

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
CORPORATE AND FINANCIAL SERVICES REGULATION REVIEW PROPOSALS

On 16 November 2006, The Hon Chris Pearce MP Parliamentary Secretary to the Treasurer, released an 80-page ‘Corporate and Financial Services Regulation Review’ proposals paper.  The proposals, which reflect the views presented during consultation on the April 2006 Corporate and Financial Services Regulation Review Consultation Paper, include suggestions to simplify and improve regulation in the areas of: financial services; company reporting obligations; auditor independence; corporate governance; fundraising; takeovers; and compliance.  The reforms arising from the proposals will principally be achieved through the Simpler Regulatory System Bill that is to be introduced into Parliament in 2007.

The company reporting obligations address: executive remuneration; thresholds for reporting for large proprietary companies; notifications; share and member reporting; simplifying voluntary deregistration; up front payment of annual fees for companies; electronic distribution of annual reports.  The corporate governance topics addressed are related party approval thresholds, and director amounts thresholds.

The threshold test for large proprietary companies is raised to: revenue $25m (currently $10m) and assets $12.5m (currently $5m).  The test of 50 employees has been dropped.  Grandfathering provisions are to be removed.  The current relief of wholly-owned subsidiaries granted by ASIC is to be incorporated into the Corporations Act 2001.

The proposals maintain the Government’s commitment to achieving the following objectives: continued protection of consumers; minimising compliance costs for business; removing regulatory overlap; facilitating access to capital; enhancing the accountability of regulators.  The Government is consulting with industry and consumer representatives on the proposals contained in the paper, particularly with respect to the merit of taking the proposals forward, and whether there are any major concerns with the proposals in their current form.  It is expected that further consultation on the details of the proposals will be undertaken in the course of drafting legislation to implement the proposed regulatory amendments.

The closing date for submissions is 22 December 2006.  Email: CFScomments@treasury.gov.au or written comments to: Corporate and Financial Services Regulation Review, Corporations and Financial Services Division, The Treasury, Langton Crescent, Parkes, ACT 2600.

e-GAAP UPDATE ‘AASB 101 AMENDMENTS’ ANALYSED

e-GAAP Update No. 11/2006 ‘AASB 101 Amendments from ED 148 and More to Come’ (10 pages and over 4,100 words) has been issued to subscribers.  It includes an Introduction, Executive Summary, Application, Presentation and Disclosure (Revised AASB 101, Capital Management Disclosures, Proposed Amendments to IAS 1 and, in turn, AASB 101), and 6 CFO Action Items.

The revised AASB 101 ‘Presentation of Financial Statements’ (October 2006) is essentially a clean up exercise to ensure it includes the same requirements as IFRSs in respect of for-profit entities.  It applies to annual reporting periods beginning on or after 1 January 2007.  AASB 101 does not contain the amendments to IAS 1 proposed by the IASB that would also affect AASB 101.  A description of these ‘in-progress’ amendments is provided.

AASB 101 also contains the capital management disclosures that result from the release of AASB 7 ‘Financial Instruments: Disclosure’.  These were previously located in AASB 2005-10 ‘Amendments to AASBs’ that was issued in September 2005, and operative for annual reporting periods beginning on or after 1 January 2007.  The capital management disclosures were proposed in ED 137 ‘Request for Comment on IASB ED 7 Financial Instruments: Disclosure’ (August 2004).
COMPARATIVE REVIEW OF AUSTRALIAN AUDITOR INDEPENDENCE REQUIREMENTS

On 15 November 2006, The Hon Chris Pearce MP released ‘Australian Auditor Independence Requirements – A Comparative Review’ (108 pages) that compares the Australian auditor independence requirements with those in Canada, the European Union, the United Kingdom and the United States.  While the key findings in the review are factual and do not make policy recommendations, the review is designed to inform the policy debate on auditor independence issues.  The eight-part report includes:

· Auditor Independence: Policy Goal, Institutional Arrangements and Legal Framework

· General Standard of Auditor Independence

· Specific Auditor Independence Requirements Applying to Employment, Financial and Business Relationships

· Provision of Non-Audit Services

· Employment Restrictions Applying to Former Partners of Audit Firms and Senior Audit Personnel, and

· Auditor Rotation.

HIGHLIGHTS OF TRANS-TASMAN ACCOUNTING STANDARDS ADVISORY GROUP

The Trans-Tasman Accounting Standards Advisory Group includes representatives from the Australian and NZ Accounting Bodies, Australian Treasury and NZ Ministry for Economic Development ‘MED’, Australian and NZ accounting and auditing standards boards, and the FRC.  The highlights of September meeting include:

Joint work between the AASB and the FRSB:  The accounting boards will report back to the group on whether the IASB will be considering prospective financial information.  They will provide a written report for future meetings on current activities, including any IASB project work that they are engaged in.

MED update:  The AASB and the AUASB both expressed an interest in the tiered approach MED currently proposes to take in relation to financial reporting by charities.  MED will provide material on this approach to both Boards.  MED had concluded audit and assurance standards should not have the force of law in New Zealand.

Financial reporting frameworks:  The AASB and the FRSB will each prepare a discussion paper on issues associated with the potential adoption of a differential reporting regime for SMEs.  This paper will include an analysis of the potential application of the IASB’s SME exposure draft.  The group will then discuss whether Australia and New Zealand should look to address this issue separately or jointly on a prospective basis.

It was noted that the objective of this work should be to achieve at least harmonisation of the outcomes, if not substance, of the financial reporting frameworks in Australia and New Zealand. If the group wants to go further than this, it should be with the aim of institutionalising these arrangements and/or making them more durable over time.

Future directions on audit issues:  Australia and New Zealand’s audit regulation frameworks will be a standing agenda item at future meetings.  The next meeting is scheduled for 6 December 2006.

ASIC UPDATE OF BETTER REGULATION INITIATIVES

ASIC has provided an update on its Better Regulation initiatives (announced May 2006).  The priorities are to: improve transparency and accessibility; reduce duplication and overlap; better understand ASIC’s business impact; streamline and reduce paperwork; and engage further with stakeholders.

Transparency and accessibility:  ASIC has already released the ‘ASIC Service Charter’ and ‘ASIC: A Guide to How We Work’ that explains its most important processes, how ASIC is organised and accountable, and how ASIC approaches its work. ASIC has also updated and published ‘Policy Statement 51: Applications for Relief’ which explains how relief applications are addressed.

Next steps include: the publication of a report on ASIC’s performance against the indicators in the Service Charter; providing templates for relief applications to follow the updated ‘Policy Statement 51: Applications for Relief’; the publication of a guide outlining the services ASIC provides consumers and investors; and the release of guidance on enforceable undertakings, with example documents for industry and advisers.  ASIC is also working is on enhancing its website; rationalising and redesigning its regulatory documents; and producing guidance on how ASIC approaches its compliance and enforcement work.

Reducing duplication and overlap:  ASIC and APRA are reviewing areas of regulatory overlap or duplication and evaluating how they might be resolved.  They are looking at: collection of financial reporting data by ASIC and APRA; licensing requirements for superannuation trustees; and breach notifications by regulated entities.  A joint progress report will be issued shortly.

Better understanding business impact:  ASIC has examined various models of business and regulatory impact analysis, both in Australia and overseas.  ASIC is also discussing partnership arrangements with key industry bodies to further analyse the costs incurred as a result of the regulatory regime it administers.  ASIC is also commissioning research on how to quantify the costs and benefits of financial services regulation.

Streamlining and paperwork reduction:  ASIC has developed a draft auditor registration kit for consultation with the audit profession, and will review the methods by which it processes auditor registration applications.  It is also working on analysing and addressing common lodgement issues and complaints.  ASIC will also examine the numerous Corporations Act forms to identify opportunities to reduce the data that business needs to provide without affecting the quality of information contained on the public registers.

Engagement with stakeholders:  ASIC has now held two series of roundtable discussions with its Financial Services Consultative Committee.  A Business Consultative Panel has been established to foster more effective dialogue with the business community on current and emerging market issues and risks.  ASIC is to establish a consultative forum for SMEs, with a focus on the particular needs of smaller enterprises.

ASIC invites people with suggestions on improving regulation in Australia to email: betterregulation@asic.gov.au.

APRA PROPOSAL ON SECURISATIONS
APRA has released a discussion paper and accompanying draft prudential standard and prudential practice guide on securitisation.  The Basel II capital adequacy regime (‘Basel II Framework’) now includes internationally agreed guidance on securitisation.  APRA is proposing to amend its securitisation framework to reflect this guidance and to take account of market developments.

In April 2005, APRA released its draft proposals for the standardised approach to credit risk. At that time, APS 112 ‘Capital Adequacy: Standardised Approach to Credit Risk’ did not include capital adequacy requirements for credit derivatives in the banking book.  In view of the use of credit derivatives in synthetic securitisations, APRA is also releasing proposed requirements for credit derivatives with the draft prudential standard on securitisation.

The proposals form part of the Basel II capital adequacy regime for authorised deposit-taking institutions that will come into force on 1 January 2008.  The full suite of Basel II prudential standards is likely to be finalised in late 2007 after a further round of consultation in the first half of 2007.

The requirements for funds management included in the current funds management and securitisation prudential standard are not included in the draft APS 120.  These requirements will be included in a separate funds management prudential standard that will be released for consultation at a future date.

The Discussion Paper ‘Implementation of the Basel 11 Capital Framework – 6 Securitisation and Standardised Approach to the Credit Derivatives in the Banking Book’ covers the following topics: prudential standards; outstanding issues and policy issues concerning APS 120 (i.e., notification, role of the manager, separation requirements, basis swaps, purchase of securitised exposures, purchase of securities, and Basel 2 supervisory discretions).

The objective of APS 120 is to ensure that ADIs adopt prudent practices in managing the risks associated with securitisation and that appropriate regulatory capital is held against those risks.  An ADI must comply with the requirements of APS 120 on a stand-alone (Level 1) basis and, where the ADI is a member of a consolidated banking group, on a consolidated banking group (Level 2) basis.  The key requirements of APS 120 is that ADIs must:

· Hold regulatory capital against all securitisation exposures that it retains or acquires

· Stand clearly separate from a securitisation with the extent of its obligations to the securitisation set out in legal documentation, and

· Ensure that there is clear disclosure that its involvement in a securitisation does not extend beyond any specific undertakings to which it has formally committed itself.

The Prudential Practice Guide aims to assist ADIs in complying with the requirements of Prudential Standard APS 120 and to outline prudential practices in relation to securitisation.  The Guide covers the following topics: definition of securitisation, notification, Board and senior management responsibilities, significant risk transfer, implicit support, basis swaps, unrated securitisation exposures, internal ratings-based approach, facilities and revolving credit structures, and early amortisation calluses.

Comments on the discussion paper, draft Prudential Standard APS 120 Securitisation, Prudential Practice Guide, and the proposals for the standardised approach to credit derivatives are sought by 19 January 2007 and can be emailed to based2@apra.gov.au.

INTERNATIONAL FIRMS ON FINANCIAL REPORTING AND AUDIT

The six biggest international audit networks (the Big 4 and BDO and GT) have issued a report ‘Global Capital Markets and the Global Economy: A Vision from CEOs of International accounting Networks’ setting out their shared view of the steps that must be taken to strengthen financial reporting and the audit function.  To benefit the global financial markets and their stakeholders, the report urges completion in the near term of current convergence processes, notably the effort by the IASB and the FASB to harmonise differences between international and U.S. reporting standards, as currently envisioned.  Complex rules must be resisted and withdrawn.

INTERNATIONAL GUIDE ON CORPORATE GOVERNANCE

The United Nations Conference on Trade and Development has released a 42 page ‘Guidance on Good Practices in Corporate Governance Disclosure’.  Its purpose is to assist preparers of the entity reporting in producing disclosures on corporate governance that will address the major concerns of investors and other stakeholders.

The topics covered in the Guide include: Financial Statement Disclosures; Non-Financial Statement Disclosures (i.e. company objectives, ownership and shareholder rights, changes in control and transactions involving significant assets, governance structures and policies, members of the Board and key executives, material issues regarding stakeholders, the environmental and social stewardship, material foreseeable risk factors, independence of the external auditors and the internal audit function); general meetings, timing and means of disclosure; and good practices in compliance.

OUTSTANDING EXPOSURE DRAFTS

Accounting

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

4 December Agenda Rejection Statement ‘Petroleum Resource Rent Tax’ – AASB

22 December ‘Corporate & Financial Services Regulation Review’ Proposals Paper – Treasury

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
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