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

· Removing the Last of the Australian Differences from IFRS

· New Segment Reporting Standards IFRS 8

· Service Concession Arrangements IFRIC 12

· Fair Value Measurements Discussion Paper
· IPSASB ED Disclosure of External Assistance
· FAI Financial Controller Jailed
· Business Combinations within the Accounting Profession

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
REMOVING THE LAST OF THE AUSTRALIAN DIFFERENCES FROM IFRS

The AASB has issued ED 151 ‘Australian Additions to, and Deletions from, IFRSs’ that proposes amendments to Australian equivalents to IFRSs relating to the additions and deletions made by the AASB in adopting IFRSs in Australia.  The proposals in ED 151 are the result of the recent AASB decision that, in principle, all options that currently exist under IFRSs should be included in the Australian equivalents to IFRSs and additional Australian disclosures should be eliminated, other than those considered particularly relevant in the Australian reporting environment.

The ED proposes to remove all remaining differences between Australian equivalents to IFRSs and IFRSs, other than those dealt with in specific not-for-profit entity paragraphs.  The not-for-profit paragraphs are to be reviewed in conjunction with the NZ Financial Reporting Standards Board.

ED 151 notes differences from IFRS and a proposed course of action in relation to the following AASBs:

· AASB 1 ‘First-time Adoption of Australian Equivalents to IFRS’

· AASB 3 ‘Business Combinations’

· AASB 4 ‘Insurance Contracts’

· AASB 6 ‘Exploration for and Evaluation of Mineral Resources’

· AASB 107 ‘Cash Flow Statements’

· AASB 110 ‘Events after the Balance Sheet Date’

· AASB 112 ‘Income Taxes’

· AASB 114 ‘Segment Reporting’

· AASB 116 ‘Property, Plant and Equipment’

· AASB 119 ‘Employee Benefits’

· AASB 120 ‘Accounting for Government Grants and Disclosure of Government Assistance’

· AASB 121 ‘The Effects of Changes in Foreign Exchange Rates’

· AASB 124 ‘Related Party Disclosures’

· AASB 127 ‘Consolidated and Separate Financial Statements’

· AASB 128 ‘Investments in Associates’

· AASB 130 ‘Disclosures in the Financial Statements of Banks and Similar Financial Institutions’

· AASB 131 ‘Interests in Joint Ventures’

· AASB 132 ‘Financial Instruments: Disclosure and Presentation’

· AASB 134 ‘Interim Financial Reporting’, and

· AASB 141 ‘Agriculture’.

The inclusion of the optional treatments under IFRS are proposed to be included, e.g., the indirect method of the presentation of cash flows, and the use of proportionate consolidation of interests in joint ventures.  A substantial number of Aus disclosure requirements are to be removed, including those relating to defined benefit obligations, financial instruments and interim financial reporting.

Comments are sought by 31 January 2007, with a view to having the amended Standards available for application to annual reporting periods beginning on or after 1 July 2007, with early adoption permitted to annual reporting periods beginning on or after 1 January 2005.

NEW SEGMENT REPORTING STANDARD IFRS 8

The IASB has issued IFRS 8 ‘Operating Segments’ that requires an entity to adopt the ‘management approach’ to reporting on the financial performance of its operating segments. Information to be reported would be what management uses internally for evaluating segment performance and deciding how to allocate resources to operating segments.  Such information may be different from what is used to prepare the income statement and balance sheet.  IFRS 8 requires explanations of the basis on which the segment information is prepared and reconciliations to the amounts recognised in the income statement and balance sheet.  IFRS is operative from 1 January 2009.

There are consequential amendments to a number of standards including:

· IFRS 1 ‘First-time Adoption of International Financial Reporting Standards’

· IFRS 5 ‘Non-current Assets Held for Sale and Discontinued Operations’

· IFRS 6 ‘Exploration for and Evaluation of Mineral Resources’

· IAS 2 ‘Inventories’

· IAS 7 ‘Cash Flow Statements’

· IAS 19 ‘Employee Benefits’

· IAS 27 ‘Consolidated and Separate Financial Statements’

· IAS 33 ‘Earnings Per Share’

· IAS 34 ‘Interim Financial Reporting’, and

· IAS 36 ‘Impairment of Assets’.

IFRS 8 results from the short-term convergence project with the FASB to reduce differences between IFRSs and US GAAP.  IFRS 8 replaces IAS 14 ‘Segment Reporting’ and aligns segment reporting with the requirements of SFAS 131 ‘Disclosures about Segments of an Enterprise and Related Information’.  It is anticipated that the AASB at its December meeting will consider the release of IFRS 8 in the Australian context.

SERVICE CONCESSION ARRANGEMENT IFRIC 12

IFRIC released IFRIC 12 ‘Service Concession Arrangements’ that addresses how service concession operators should apply IFRSs to account for the obligations they undertake and rights they receive in service concession arrangements.  Service concessions are arrangements whereby a government or other public sector entity grants contracts for the supply of public services, such as roads, airports, prisons and energy and water supply and distribution facilities, to private sector operators.  Control of the assets remains in public hands, but the private sector operator is responsible for construction activities, as well as for operating and maintaining the public sector infrastructure.

IFRIC 12 draws a distinction between two types of service concession arrangements.  In one, the operator receives a financial asset i.e., an unconditional contractual right to receive cash or another financial asset from the government in return for constructing or upgrading the public sector asset.  In the other, the operator receives an intangible asset i.e., no more than a right to charge for use of the public sector asset that it constructs or upgrades.  A right to charge users is not an unconditional right to receive cash because the amounts are contingent on the extent to which the public uses the service.

IFRIC 12 allows for the possibility that both types of arrangement may exist within a single contract.  To the extent that the government has given an unconditional guarantee of payment for the construction of the public sector asset, the operator has a financial asset; to the extent that the operator has to rely on the public using the service to obtain payment, the operator has an intangible asset.

IFRIC 12 does not address accounting for the government side of service concession arrangements as IFRSs are not designed to apply to not-for-profit activities in the private sector or the public sector.  The IPSASB has commenced its own project on service concession arrangements that will give consideration to accounting by grantors.  The principles applied in IFRIC 12 will be considered as part of the project.

It is anticipated that the AASB at its December meeting will consider the release of an Australian equivalent to IFRIC 12, and also accounting for the government side of service concession arrangements.

FAIR VALUE MEASUREMENTS DISCUSSION PAPER
The IASB published a discussion paper ‘Fair Value Measurements’ that outlines the IASB preliminary views on providing consistency in the measurement of fair value, when already prescribed under existing IFRSs.  The IASB is seeking comments by 2 April 2007.  After considering responses, the IASB plans to publish in 2008 an exposure draft of an IFRS on fair value measurements.  It is anticipated that the AASB at its December meeting will consider calling for Australian comments on the discussion paper.

The proposal is aimed at addressing requests seeking additional guidance on the measurement of fair value.  The proposals would not introduce new measurements at fair value.  IFRSs already require some assets, liabilities and equity instruments to be measured at fair value, but guidance on measuring fair value is dispersed throughout IFRSs and is not always consistent. Establishing a concise definition of fair value and a single source of guidance for all fair value measurements required by IFRSs will both simplify IFRSs and improve the quality of fair value information included in financial reports.

The FASB has recently issued an SFAS 157 ‘Fair Value Measurements’ that establishes a single definition of fair value together with a framework for measuring fair value for financial reports prepared in accordance with US GAAP.  Consistent with its commitment to the convergence of IFRSs and US GAAP, the IASB decided to use the US standard as the starting point for its own deliberations.

IPSAB ED ON DISCLOSURE OF EXTERNAL ASSISTANCE

The IPSASB has issued ED 32 ‘Financial Reporting under the Cash Basis of Accounting – Disclosure Requirements for Recipients of External Assistance’ to strengthen the disclosure of financial information about external assistance, such as emergency assistance and development aid received by governments and government agencies in developing and other countries.  Comments on ED 32 are requested by 31March 2007.

ED 32 proposes that the financial statements of recipients of external assistance disclose the total amount of external assistance received, used, and available during the reporting period.  It also encourages a range of additional disclosures.  ED 32 was developed following consideration of responses received to ED 24, ‘Financial Reporting under the Cash Basis of Accounting – Disclosure Requirements for Recipients of External Assistance’ (February 2005).  ED 32 proposes amendments to address constituents' concerns regarding ED 24, i.e., recipients of external assistance would find compliance with the proposed requirements onerous.  ED 32 responds to those concerns by establishing an appropriate balance between required components and those that are encouraged.

FAI FINANCIAL CONTROLLER JAILED

Mr Antony Boulden, a former Financial Controller of the Corporate and Professional Insurance Division of FAI General Insurance Company Limited (FAIG), was sentenced to 12 month imprisonment after earlier pleading guilty to one count of being privy to the fraudulent altering of a book affecting or relating to the affairs of FAIG.  The charges related to entries recorded in the general ledger of FAIG that had the effect of reducing claims estimates by approximately $5.5 million.  The FAIG reported an operating profit before tax of $3.175m; without the improper reductions it would have recorded a loss of approximately $2.325m.

In sentencing, His Honour Justice Whealy said, ‘His criminality lies in the fact that he did not resist the urgings of his superiors but went along with them, no doubt influenced by the general culture of dishonesty within the corporate group.  Additionally, he was, at least, the architect of the means by which the alteration to the record was to be effected’.  Justice Whealy noted that the element of general deterrence is ‘…an especially important matter in crimes such as the present because of the need to mark out to employees of companies who hold office at the level of seniority of the offender that they have a social and moral obligation, as well as a statutory duty, to act honestly and responsibly’.

Mr Boulden is the seventh person to be sentenced in relation to charges brought by ASIC as part of its investigation into the collapse of the HIH Group of companies and referrals made after the HIH Royal Commission.  Criminal proceedings have also commenced against a further five people, including Mr Dominic Fodera, the former Chief Financial Officer of HIH, Mr Geoffrey Cohen, former HIH Chairman, Mr Frederick Lo, former HIH Company Secretary, (who has pleaded guilty and is scheduled for a sentencing hearing on 18 January 2007) and Messrs Daniel Wilkie and Ashraf Kamha, former officers of FAI General Insurance Company Limited.

BUSINESS COMBINATIONS WITHIN THE ACCOUNTING PROFESSION

BDO and Horwath have announced their merger that will take affect early in the New Year.  The merger will bring the new firm to around 140 partners and approximately 1200 staff, with an estimated turnover of about $180 million for the full 2007 year.  The merged group will have offices in Adelaide, Alice Springs, Brisbane, Darwin, Cairns, Canberra, Hobart, Sydney, Melbourne, and Perth.  The BDO global network consists of over 600 offices.

Horwath Melbourne has appointed Justin Owen, Phillip Rundle and Barbara Caddaye as directors, previously Benson Partners.  Earlier during the year, the Sydney office of Horwath merged with Deloitte, and the Melbourne office of BDO also merged with Deloitte.

The national firm of RSM Bird Cameron and Bentleys MRI Sydney office announced their merger.  It creates a team of 12 Directors and 100 staff in Sydney, and over 700 staff across Australia.  The merged entity will be known as RSM Bird Cameron.  The international scene sees the merger of two of RSM’s international firms; RSM McGladrey (USA) and RSM Robson Rhodes (UK) that will become one transatlantic accounting practice.

RSM International is a worldwide member organisation of independent accounting and consulting firms.  It is represented in each of the top 40 major business centres throughout the world, with more than 23,000 staff in over 70 countries.  RSM International is among the six largest international accounting organisations worldwide.

OUTSTANDING EXPOSURE DRAFTS

Accounting

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

15 December IFRIC Tentative Agenda Decisions – IFRIC
22 December ‘Corporate & Financial Services Regulation Review’ Proposals Paper – Treasury

31 January ED 151 ‘Australian Additions to, and Deletions from, IFRSs’ – AASB

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

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

2 April Discussion Paper ‘Fair Value Measurements’ – IASB

Auditing

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

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
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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