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

· AASB December Meeting Highlights

· Fair Value Measurements Proposals – Australian Context

· December FRC Decisions

· Social Responsibility of Corporations Report Released

· Another Continuous Disclosure Fine
· Continuous Disclosure Breach Results in Significant Enforceable Undertaking
· Suitability of SME Accounting Standard to Micro-Entities
· Disclosure of Financial Information about General Government Sector – New International Standard
· Reporting Revenue from Non-Exchange Transactions – New International Standard

· Audit Training Feedback

· A Reflection on 2006

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
AASB DECEMBER MEETING HIGHLIGHTS
The highlights from the 13 and 14 December meeting of the Australian Accounting Standards Board included the following.

Insurance:  Received a staff update on the IASB proposals on insurance contracts, and the implications for Australian constituents, in particular, health insurers and roadside assistance entities.
Segment Reporting:  Discussed the scope paragraph of IFRS 8 ‘Operating Segments’, and agreed to apply it in the Australian context.  Adopting this scope requirement means that for-profit entities, such as unlisted and large proprietary companies, that have not or are not in the process of issuing securities in a public market would no longer be required to make segment disclosures.  The AASB is expected to approve AASB 8 ‘Operating Segments’ and a consequential amending standard at its February 2007 meeting.  AASB 8 will supersede AASB 114 'Segment Reporting'.
GGS Interim Reporting:  The interactions of AASB 134 ‘Interim Financial Reporting’ and AASB 1049 ‘Financial Reporting of General Government Sector by Governments’ were discussed, and it was agreed to amend AASB 134 to scope out interim reporting requirements for GGS.
Administered Items:  It was decided not to proceed with this project, including the proposals in the draft Exposure Draft ‘Disclosure of Administered and Fiduciary Items Held by Not-for-Profit Public Sector Entities’. 

Interpretation – Group and Treasury Shares:  AASB Interpretation 11 ‘AASB 2 – Group and Treasury Share Transactions’ was approved, based on IFRIC 11 ‘IFRS 2 – Group and Treasury Share Transactions’.  AASB 1048 ‘Interpretation and Application of Standards’ was also approved, reflecting the inclusion of AASB Interpretation 11.
Rejected Issue – AASB 112 ‘Income Taxes’ – Scope: Australian Petroleum Resource Rent Tax:  Agreed to seek the recommendation of an Interpretations Advisory Committee to the AASB on whether the PRRT falls within the scope of AASB 112 for specific inclusion in the Rejected Issue Notice.
Emission Rights:  Agreed to request the IASB to accelerate its deliberations on the topic.
Services Concessions:  Agreed to consider IFRIC’s Interpretation on services concession arrangements for approval at the February meeting of the AASB.  An Interpretations Advisory Committee of the AASB is to be formed to make recommendations to the AASB on the financial reporting implications for entities outside the scope of the proposed Australian Interpretation.
Corporate and Financial Services Regulation:  Agreed the general direction of a submission on the financial reporting proposals contained in ‘The Corporate and Financial Services Regulation Review – Proposals Paper’ released by the Parliamentary Secretary to the Treasurer.
Differential Reporting/SMEs:  Tentatively agreed to a tiered approach to general purpose financial reporting under the Corporations Act that includes: AIFRS; the proposed SME Exposure Draft; other ‘non-reporting’ entities that prepare and lodge; and disclosure relief for subsidiaries.  The proposed SME public accountability concept is being further considered in the context of not-for-profit entities and public sector entities.  The IASB’s SME proposals will be released in the Australian context in 2007 with an explanation of the implications for the Australian financial reporting, in particular the reporting and non-reporting entity classification, and general purpose and special purpose financial reporting.  These issues will be further discussed at the February meeting.
Review of AAS 27, AAS 29 and AAS 31:  Reviewed the draft Basis for Conclusions, and discussed issues relating to land under roads and heritage assets.  A draft exposure draft will be considered in the 1st quarter of 2007.
Common Control Transactions:  Provided an Australian perspective on common control transactions as input to the IASB Agenda decision-making process.
Non-exchange Revenue:  Following the approval of a standard ‘Revenue from Non-exchange Transactions’ by the International Public Sector Accounting Standards Board (IPSASB), the AASB agreed to seek the cooperation of the NZ Financial Reporting Standards Board in the development of a joint standard based on the IPSASB standard.
IPSASB Exposure Drafts:  Agreed the overall direction of submissions to the IPSASB on ED 30 ‘Impairment of Cash-generating Units’ and ED 31 ‘Employee Benefits’.
FAIR VALUE MEASUREMENT PROPOSALS – AUSTRALIAN CONTEXT

The IASB recently issued a Discussion Paper ‘Fair Value Measurements’ that comprises two parts. ‘Invitation to Comment and relevant IFRS guidance’, and SFAS 157 ‘Fair Value Measurements’.  In the Australian context, the AASB requests its constituents to respond to the AASB and the IASB on the proposals with the AASB seeking comment by 2 March 2007.  This will enable the AASB to consider Australian constituents’ comments in the process of formulating its own responses to the IASB (due by 2 April 2007).

Part 1 ‘Invitation to Comment and relevant IFRS guidance’ outlines the IASB’s preliminary views on the FASB’s converged guidance on measuring assets and liabilities at fair value, SFAS 157 ‘Fair Value Measurements’.  Part 2 ‘SFAS 157 Fair Value Measurements’, which does not propose usage of the fair value measurement objective, but defines fair value, provides guidance for measuring the fair value of assets and liabilities when required by other Standards, and increases disclosure requirements of fair value measurements.

The proposals in this Discussion Paper provide an opportunity for the IASB to consolidate into one Standard, guidance on fair value in existing standards and provide a consistent approach to defining, measuring and disclosing fair value measurements, which should alleviate the complexity and concerns surrounding the fair value measurement objective.  This will have same effect on Australian Accounting Standards.

The IASB’s Discussion Paper issues and its current position are summarised:

· SFAS 157 and fair value measurement guidance in current IFRSs:  The IASB considers that SFAS 157 is an improvement on the current guidance in IFRSs, and is a useful starting point for eliminating inconsistent guidance in IFRSs, as well as establishing guidance where there is none.

· Differences between the definitions of fair value in SFAS 157 and in IFRSs:  The IASB is undecided as to whether an entry price and exit price would be the same amount in the same market, assuming transaction costs are excluded.  The IASB has reached preliminary views on other components of the fair value definition in SFAS 157, that: assumptions in respect of market participants are generally consistent with concepts currently contained in IFRSs; and the definition of the fair value of a liability under SFAS, being ‘…the price that would be paid to transfer a liability…’ more accurately describes the fair value measurement objective in respect of liabilities.

· Transaction price and fair value at initial recognition:  The IASB has not reached a view on whether initial transaction prices (entry price notion) are the best estimate of fair value as defined by SFAS 157, which uses an exit price notion, and seeks respondents’ views.

· Principal (or most advantageous) market:  The IASB’s agrees with the assumption in SFAS 157 that the transaction takes place in the principal market for the asset or liability, or, in the absence of a principal market, the most advantageous market.

· Attributes specific to the asset or liability:  The IASB’s view is that the reporting entity should consider attributes specific to an asset or liability that would be considered by a market participant in pricing that asset or liability, such as restrictions on the sale or use of an asset.

· Valuation of liabilities:  The IASB’s view is that the fair value of liabilities should reflect non-performance risk.

DECEMBER FRC DECISIONS

The major decisions made at the 8 December meeting of the FRC were:

Appointments and Re-appointments:  Ms Sue Highland, Director, Financial Management Branch of the Queensland Treasury, was been appointed to the AASB, and replaced Professor Ken Leo.  The AASB members, re-appointed are: Ms Kris Peach, Partner, KPMG; Brett Kaufmann, Manager, Accounting Policy Branch, Commonwealth Department of Finance and Administration; and Ms Joanna Perry, Chair of the NZ FRSB.  The AUASB members, reappointed are: Ms Dianne Azoor Hughes, National Technical Director, Pitcher Partners; and Mr Clive Mottershead, Partner, Deloitte Touche Tohmatsu.

AASB presentation on GAAP/GFS: The AASB proposed that it would undertake a project on GAAP/GFS harmonisation for whole of government reporting (and for the Public Non Financial Corporation and Public Financial Corporation sectors) by the Australian Government and State and Territory Governments.  The AASB would then undertake a project on GAAP/GFS harmonisation for entities within the General Government Sector (GGS).  The AASB envisaged that stages 1 and 2 would be completed by August 2008 and February 2010 respectively.  The FRC endorsed the Board’s proposal for additional work on GAAP/GFS harmonisation, but suggested a stage 1 completion date of October 2007 which would allow the consistent preparation of financial statements for all sectors of government in the 2008-09 Budget and Outcome reporting.

SMEs:  The FRC considered a paper on differential reporting in Australia prepared by Commonwealth Treasury in consultation with the AASB.  The FRC advised the AASB that it would be appropriate for the AASB to propose a scope of application as part of its consultation on the upcoming draft IASB standard for SMEs.  

Differential Auditing Standards:  The FRC agreed that the AUASB should issue this paper for public consultation.

Recognition of IFRS Adoption in Australia:  The FRC considered issues associated with the possible inclusion in the auditor’s report of a statement of compliance of the financial reports with IFRS.  The FRC Secretariat will prepare a discussion paper for the next FRC meeting that canvasses the options considered at the meeting for both auditor’s reports and directors’ declarations, and proposes a means of asserting prominently the extent to which the financial reports of Australian for profit reporting entities are IFRS-compliant.

Auditor Independence Function Work Programme:  The FRC approved the engagement of a consultant to examine a range of issues associated with the findings and recommendations of the quality review and disciplinary procedures consultancies that were undertaken in 2005-06.  The FRC is to invite tenders for a consultant to evaluate how ethics is applied in practice in the accounting firms.  A separate announcement concerning the successful tenderer to examine a range of issues associated with the findings and recommendations of the quality review and disciplinary procedures consultancies will be made at a later date.

Simpkins Report:  Consideration of public comments on the Simpkins report ‘A review of the policy of sector-neutral accounting standard-setting in Australia’ was deferred until the next meeting of the FRC.

Future Meetings: 19 February (Melbourne) primarily for the purpose of considering public comments on the Simpkins report, 6 March (Melbourne), 1 June (Sydney), 5 September (Melbourne) and 6 December (Sydney). 
SOCIAL RESPONSIBILITY OF CORPORATIONS REPORT RELEASED

The 182 page report ‘The Social Responsibility of Corporations’ has been released by the Corporations and Market Advisory Committee which provides a detailed insight into this contemporary issue, and responds to the terms of reference from the Federal Government.  The contents of the report include: an overview; the international context; duties of directors; corporate disclosure (including voluntary reporting, continuous disclosure, annual reporting and overseas reporting requirements); and the promotion of responsible practice.

The report emphasises that transparency is a cornerstone of responsibility, and notes that corporate practice on the reporting of social and environmental aspects is evolving within a framework of legislative, stock exchange and market requirements and guidelines.  The Report will be of particular interest to those involved in corporate governance.  While the report largely focused on the conduct of business corporations, it notes that issues of social responsibility also arise for other entities, including public sector, non-profit and unincorporated bodies.

The report suggests that a company will be socially responsible where it operates in an open and accountable manner, uses its resources for productive ends, complies with relevant regulatory requirements and acknowledges, and takes responsibility for the consequences of its actions.

The report recognises the importance of companies being run with a proper regard to the social and environmental consequences of their conduct.  It concludes that existing legal requirements are sufficiently flexible to enable corporate decision-makers to take into consideration the environmental and other social aspects of their decisions.

Any amendment of the Corporations Act expressly to require or permit directors to have regard to enumerated special interests would be unlikely to improve the quality of corporate decision-making, and was considered counterproductive by clouding the accountability of directors.

It concludes that s.299A of the Corporations Act is an appropriate platform for the further development of such reporting.  It recommends that this reporting obligation be extended beyond listed public companies to all listed entities.  The Committee determined that there is no need for legislative elaboration of reporting requirements.

On the issue of encouraging responsible corporate conduct, the report notes the key roles played by government in laying down boundaries for corporate behaviour through legislation in various areas, in providing a framework for corporate governance and accountability and in the pursuit of corporate compliance.  The Committee identifies steps in the areas of policy, leadership, promotion of engagement and encouragement of participation in industry and other initiatives.

ANOTHER CONTINUOUS DISCLOSURE FINE

Avantogen Ltd paid a $33,000 fine following an investigation by ASIC into an alleged failure to properly inform the market about the results of an anti-cancer vaccine clinical trial.  This is the third biotechnology company against which ASIC has issued an infringement notice.

ASIC issued an infringement notice on 13 November 2006 alleging the company failed to comply with the continuous disclosure obligations contained in the Corporations Act by not immediately notifying ASX Limited of information regarding the unsuccessful outcome of a phase II clinical trial of its Pentrys anti-cancer vaccine (the Pentrys Trial).  ASIC alleged Avantogen became aware of the results of the Pentrys Trial on 12 April 2006, but did not announce those results to ASX Limited until the afternoon of 6 June 2006.  This announcement followed the publication of an article in a Melbourne newspaper, The Age, on 6 June titled ‘Avantogen fails to reveal adverse findings in cancer vaccine trial’.

Avantogen elected to comply with the notice. Compliance with the notice is not an admission of guilty or liability, and Avantogen is not regarded as having contravened s.674(2) of the Act.

CONTINUOUS DISCLOSURE BREACH RESULTS IN SIGNIFICANT ENFORCEABLE UNDERTAKING
ASIC has accepted an enforceable undertaking from Multiplex Ltd relating to the company’s failure to disclose a material change in profit on the Wembley National Stadium project in London.  The undertaking has secured a $32 million compensation fund for those investors affected by a failure of the Multiplex Group (Multiplex) to meet its continuous disclosure obligations.  Multiplex has agreed to improve compliance measures by undertaking an independent review of its disclosure policies and procedures.  ASIC acknowledged the decision by Multiplex to move to a majority of independent directors within 12 months.  The undertaking has been entered into without admission by Multiplex.

The undertaking recognises the commitment to accelerate payment of the $50 million indemnity previously extended to Multiplex by the Roberts family for any loss that emerges on the Wembley project.  These monies will be paid by 22 December 2006, rather than by June 2007.

The disclosure issue in question related to the 2 February 2005 meeting of the Multiplex Board, where the Board decided to adjust the profit forecast from the Wembley project from £35.7 million to zero.  However, this material change in financial position was not disclosed to the market until 24 February 2005.  When the announcement was finally made on 24 February, the Multiplex share price dropped from the 23 February price of $5.57 to $4.76 on the day of the announcement.

ASIC contended that the Multiplex Board’s decision was price sensitive and should have been disclosed to the market before the commencement of trading on 3 February 2005, immediately following the resolution of the Board at its meeting on the afternoon of 2 February 2005.  Multiplex contended that until its external auditors had completed a review of the adoption of a zero profit margin for the Wembley project, it would not be possible to issue a general statement on the profit on the Wembley project.

SUITABILITY OF SME ACCOUNTING STANDARD TO MICRO-ENTITIES 

The International Federation of Accountants (IFAC) has released a information paper ‘Micro-entity Financial Reporting: Perspectives of Preparers and Users’ that contains a review of the existing research on the topic, a survey of the legal status of micro-entities in different countries, and the various definitions that exist in different jurisdictions.

The research was prompted by a concern that the IASB proposed accounting standard for SMEs may not be suited to micro-entities (as those with less than ten employees).  The IASB’s proposed IFRS for SMEs is to be released as an exposure draft early in 2007.

Key challenges and findings with respect to micro-entities include the following: the cost/burden implications of new regulation on the smallest entities; the issue of enforcing such regulations; the increasing demands of users of micro-entity reports; and issues of literacy and training in some developing countries.  IFAC is considering undertaking further research in this area, in particular, to investigate whether the proposed IFRS for SMEs is likely to meet the needs of users of financial reports of micro-entities.

DISCLOSURE OF FINANCIAL INFORMATION ABOUT GENERAL GOVERNMENT SECTOR – NEW INTERNATIONAL STANDARD

The IPSASB has released IPSAS 22 ‘Disclosure of Financial information about the General Government Sector’ that is designed to improve the quality and uniformity of financial information reported by public sector entities in establishing requirements for governments that choose to disclose information about the general government sector.

The new standard permits governments to disaggregate their consolidated financial statements in accordance with the sectors established in the statistical bases of financial reporting.  It allows governments to distinguish the financial position, performance and cash flows of the general government sector, which is comprised of government controlled entities that are primarily engaged in non-market activities.  It was developed in consultation with the International Task Force on Harmonisation of Public Sector Accounting, whose goal is to harmonise the statistical and financial reporting requirements of governments.

REPORTING REVENUE FROM NON-EXCHANGE TRANSACTIONS – NEW INTERNATIONAL STANDARD
The IPSASB has released IPSAS 23 ‘Revenue from Non-exchange Transactions (Taxes and Transfers) that addresses a range of matters critical to government financial reporting of tax revenue, including the basis on which a wide range of taxes should be recognised and measured.  It also deals with the other major source of non-exchange revenue for public sector entities - transfers, which include grants from other governments and international organisations, gifts and donations.  IPSAS 23 establishes requirements on how conditions and restrictions on the use of transferred resources are to be reflected in the financial statements.

AUDIT TRAINING FEEDBACK

‘Dear Colin, thank you for the training session you recently ran for the Partners, Principals and Managers of the RSM Bird Cameron national audit practice on the new legally backed auditing standards.  There is a considerable amount of information to cover.  Not only is there a need to understand the differences between the old and new standards, but there is a need to revisit the details of each of the standards and refresh our understanding.
The format and content of your session generated a great deal of discussion and involvement by all who participated and enabled us to identify, as well as obtain a good understanding of, key focus areas.  It also provided a great opportunity to refresh our knowledge across the board in this area.  Furthermore, it will enable us to move forward with a broader plan to ensure compliance with these standards across our firm.
As usual, your approach to the delivery of the material kept everyone involved and focussed and, with a topic such as auditing standards, that is not such an easy thing to do.  Once again, thank you for providing a highly valuable session’.
Phil Ransom, Partner, RSM Bird Cameron
A REFLECTION ON 2006

As requested, the frequency and depth of GAAP Alerts has been significantly increased; 43 GAAP Alerts have been issued for twelve months ended 31 December 2006.

Thank you for the feedback regarding how GAAP Alert has been an important part of your risk management processes, and the many opportunities we have had to explore the issues raised in terms of technical advice, management and board briefings, training, or just the quick call to say hello.  Your support and encouragement is deeply appreciated.  For those that need assistance, I am available in January, a holiday later during the year.

All the very best to you, your family and colleagues for the festive season; I look forward to the opportunities to continue to work with you in 2007.

OUTSTANDING EXPOSURE DRAFTS

Accounting

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 March Discussion Paper ‘Fair Value Measurements’ – AASB

2 April 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
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

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.  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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