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

· Interim Reporting Standard Amended

· AASB 1048 ‘Interpretation and Application of Standards’ Revised

· IASB December Meeting Highlights

· Audit Quality Review Board Update

· Five Clarity Auditing EDs and Enhanced Written Representations Proposed

· International Auditor Independence Proposals
· Corporate and Financial Services Regulation Review Proposals Extension
· Interim Government Response to Social Responsibility Report
· Harris Scarfe’s Chairman Prosecution Dropped

· Over 300 Topics Covered in GAAP Alerts

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
INTERIM REPORTING STANDARD AMENDED
Accounting Standard AASB 2006-4 ‘Amendments to Australian Accounting Standards (AASB 134)’ has been issued and is applicable to interim periods ending on or after

31 December 2006.  AASB 134 (para. Aus1.3) states that interim financial reports that are widely available but lack the characteristics of general purpose financial reports, and cites as an example, monthly or quarterly reports for the General Government Sector (GGS).  AASB 1049 ‘Financial Reporting of General Government Sectors by Governments’ is silent on the question of whether a GGS financial report is a general purpose financial report.  To remove the inconsistency between AASB 134 and AASB 1049, the AASB decided to amend AASB 134 by deleting the second last sentence of paragraph Aus1.3.  In addition, the AASB has added paragraph Aus2.1 to explicitly scope GGS interim financial reports out of AASB 134.

AASB 1048 ‘INTERPRETATION AND APPLICATION OF STANDARDS’ REVISED

AASB 1048 ‘Interpretation and Application of Standards ’(December 2006) has been reissued and supersedes AASB 1048 (April 2006).  The difference between this Standard and its predecessor is the addition of Interpretation 10 ‘Interim Financial Reporting and Impairment’ that applies to annual reporting periods beginning 1 November 2006.

IASB DECEMBER MEETING HIGHLIGHTS
The highlights of 12-14 December meeting are described below.  These decisions in due course will affect the related AASB projects.

IFRIC due process handbook:  The IASB considered two issues: the Agenda Committee and the status of IFRIC Agenda Decision notices.  The Agenda Committee should be absorbed into the IFRIC.  Agenda Decision notices should continue to include reasons for not adding an item to the agenda.  The IASB noted that items such as the Basis for Conclusions and Implementation Guidance are not authoritative, however, they provide useful guidance that entities should not ignore.  Also, a decision taken by the IFRIC after public discussion and consultation would inevitably carry weight in view of the knowledge and expertise of that body.

Borrowing costs:  IAS 23 ‘Borrowing Costs’ would be reissued as exposed, with one change; inventories that are routinely manufactured or otherwise produced in large quantities on a repetitive basis will be excluded from the scope.  The Exposure Draft proposed to eliminate the option to recognise immediately as an expense borrowing the costs directly attributable to the acquisition, construction or production of a qualifying asset.
SMEs:  The GAAP hierarchy for SMEs has been revised by removing the mandatory requirement to consider the requirements and guidance in full IFRSs and Interpretations of full IFRSs dealing with similar and related issues.  In making the specified judgements, management shall refer to, and consider the applicability of, the following sources in descending order: the requirements and guidance in this IFRS dealing with similar and related issues; and the definitions, recognition criteria and measurement concepts for assets, liabilities, income and expenses and the pervasive principles in Section 2 Concepts and Pervasive Principles.

In making the judgement described, management may also consider the requirements and guidance in full IFRSs and Interpretations of full IFRSs dealing with similar and related issues.  If additional guidance is needed to make the judgment described, management may also consider the most recent pronouncements of other standard-setting bodies that use a similar conceptual framework to develop accounting standards, other accounting literature and accepted industry practices, to the extent that these do not conflict with the sources above.

IAS 1 Presentation of Financial Statements:  Comments on the exposure draft of Proposed Amendments to IAS 1 ‘Presentation of Financial Statements’ were discussed with the following decisions made.  Reaffirmed the titles proposed for the ‘statement of financial position’, ‘statement of cash flows’ and ‘statement of changes in equity’, but the title of the ‘statement of recognised income and expense’ is to change to ‘statement of comprehensive income’.  The use of these titles remains non-mandatory.  The term ‘financial position’ is to be defined.  The preparation of a statement of financial position at the beginning of the comparative period should be required only when it contains a reclassification or restatement.

The proposal to segregate owner and non-owner changes in equity was reaffirmed.  References to ‘equity holder’ are to be replaced with ‘owner’, with ‘owner’ referring to a holder of an instrument or a portion thereof that is classified as equity. 

It was noted that restatements arising from changes in accounting policy and corrections of errors are not transactions with owners acting in their capacity as owners, and reaffirmed the decision to present restatements as an adjustment to the opening balance of retained earnings in the statement of changes in equity.  It also reaffirmed the proposal to allow either a single statement approach or a two-statement approach for presenting non-owner changes in equity, but preferred a single statement approach.

The IASB reaffirmed the proposal to require the disclosure of reclassification adjustments relating to each component of other recognised income and expense, either on the face of the statement or in the notes.  It decided to require the disclosure of the income tax relating to each component of other recognised income and expense and allow a gross or a net display of the tax effects.  Earnings per share should be the only per share measure permitted on the face of the statement of recognised income and expense was reaffirmed.  The definition of ‘general purpose financial statements’ is to be clarified.

Hedge accounting:  The IASB decided to specify the risks that are eligible for designation as hedged risks to provide additional guidance what can be designated as a hedged portion of a financial instrument.

IAS 39 permits an entity to hedge all of the cash flows of a financial instrument for one or more specific risks, but does not specify which risks are eligible to be designated for hedge accounting.  The hedged risks must be identifiable and separately measurable.  The risks eligible for hedge accounting proposed are those risks that are commonly hedged in practice and would include: market interest rate risk; foreign currency risk; credit risk; prepayment risk; risks associated with the cash flows of a financial instrument that are contractually specified and are independent of the other cash flows of the same financial instrument.  Consideration is to be given as to whether there are any other risks that are commonly hedged.

A portion of a financial instrument is any situation where the entity hedges anything other than: all of the cash flows of the entire instrument for all risks; or all of the cash flows of the entire instrument for changes attributable to one or more specific risks.  Portions that qualify for hedge accounting include partial term hedges, hedges of a proportion of the cash flows of an item and hedges of one-sided risks.  These types of portions are clearly permitted by IAS 39.  The IASB decided that guidance should restrict the use of ‘other portions’ to specified situations.  The eligible risks would form the basis for the identification of the eligible ‘other portions’.  The IASB Board decided that the proposed amendment should be developed as a stand-alone amendment to IAS 39.

Business combinations II:  The IASB progressed its decisions in relation to three aspects of this project: Non-controlling interests (NCI) and goodwill; combinations between mutual entities; business combinations achieved by contract alone, or in the absence of a transaction involving the acquirer.
It was decided that the standard should state that the principle for the initial measurement of NCI in business combination is acquisition date fair value, but should include an exception to fair value measurement for NCI with the nature of exception subject to further consideration.

Affirmed the proposal to include mutual entities in the scope of the revised business combinations standard.  A mutual entity is as an entity other than an investor-owned entity that provides dividends, lower costs, or other economic benefits directly and proportionately to its owners, members or participants  Combinations between mutual entities (including cooperatives) would be accounted for by applying the acquisition method.

It affirmed the proposal to include in the scope business combinations that are affected by contract alone or in the absence of a transaction involving the acquirer.  All transactions or events in which an entity obtains control of a business are economically similar, and should be accounted for by applying the acquisition method.

Financial statement presentation:  The following tentative decisions were made.  In relation to the Statement of Cash Flows, all categories be presented using the direct method, and operating income and cash flows from operating activities should be reconciled with further consideration to be given to whether similar reconciling information should be provided for financing and investing categories.  Information about all significant non-cash activities during a period should be disclosed in the notes to financial statements.  The categorisation, and criteria for classifying items in the financing, operating, and investing categories should apply to financial institutions as well as non-financial institutions.  Cash and cash equivalents must be classified in a single category, but would not be required to be classified in the financing asset category.

Information in the financial statements should be presented on a gross basis, except when the additional information provided by a gross presentation (rather than a net presentation) provides no incremental value.  Guidance should be provided when line items require further disaggregation on the face of the financial statements and should apply equally to financial institutions.  Financial institutions should not be required to present short-term and long-term subcategories for each category on the statement of financial position.  Further development of a principle for presenting liquidity information that would apply to both financial institutions and non-financial institutions is to be undertaken. 

Annual improvements process:  This is intended to eliminate inconsistencies between standards and to clarify wording with proposed amendments being accumulated, and published in a single exposure draft each year.  The first exposure draft of proposed improvements will be published in October 2007.  Three issues were discussed: reporting compliance with IFRSs; point-of-sale costs; and the unit of production method of amortisation.

In some jurisdictions, financial statements are described as being ‘based on’ IFRSs, but are not fully compliant with IFRSs.  IAS 1 ‘Presentation of Financial Statements’ is to be amended to require disclosures that describe the differences between IFRSs and the basis on which the financial statements have been prepared.

‘Point-of-sale costs’ in IAS 41 is to be replaced with ‘costs to sell’.

IAS 38 ‘Intangible Assets’ (para. 98) states that there is ‘rarely, if ever, persuasive evidence to support an amortisation method for intangible assets with finite useful lives that results in a lower amount of accumulated amortisation than under the straight-line method’.  In practice, ‘rarely, if ever’ is interpreted as ‘never’.  The IFRIC project on service concessions highlighted situations where using the unit of production method of amortisation would be appropriate.  The IASB decided to delete the last sentence of paragraph 98 of IAS 38.

Consolidations (including special purpose entities):  The IASB discussed how the control definition could be applied when a fund manager has power over another entity as both a fiduciary and a direct investor.  Criteria are to be developed to indicate when a fund manager with a dual role has control over the investee and would focus on the type and level of benefits to which the fund manager has access, together with the nature of the fund manager’s power.  Investment companies (such as private equity and venture capital entities) should not be excluded from the scope of the proposed standard.

Other Items Discussed:  Other items discussed at the meeting included: interest margin hedging; a due process document on financial instruments (as per in their MOU) by January 2008; the reporting entity phase of the Conceptual Framework project including parent/group entity views, parent company approach to the preparation of consolidated financial statements, and consistency with the consolidations project; post-employment benefits; and the technical plan.

AUDIT QUALITY REVIEW BOARD UPDATE
The Audit Quality Review Board has released its first ‘Review of Activities for 2006’ (December 2006) that includes: The Role and Value of the AQRB; Overview of 2006; Review Process (i.e., Quality Control Report, On-site Review, Review of Audit Files, and Report); Reviews Performed in 2006; and Program for 2007.  In summary, those activities have been to:

· Launch the AQRB (17 February 2006)

· Develop the programs and reports required for the AQRB’s activities

· Establish MoU with the professional accounting bodies

· Establish communication protocols with the ASIC, the FRC and the AUASB

· Review and publish the Quality Control Reports prepared by the four participating firms

· Review the systems and processes for audit quality and independence that the four participating firms have in place and report thereon, and

· Hold discussions with other audit firms regarding their participation in the AQRB program.
AQRB monitors the relevant quality and independence processes of audit firms who have voluntarily entered into an agreement with AQRB by:

· Facilitating the completion of Quality Control Reports by Participating Audit Firms (PAFs)

· Reviewing processes of Participating Monitored Audit Firms (PMAFs) and producing reports from those reviews, and

· Reporting to the public at least annually on the monitoring process.
In December the AQRB released the Quality Control Reports (QCR) submitted by each of the Big 4 Firms.  A QCR is prepared to enable the firm to demonstrate to the AQRB that it maintains appropriate controls and procedures to provide reasonable assurance to the firm that in conducting statutory audits of listed public companies in Australia it complies with Australian professional standards, and the law relating to matters of quality control and independence.  In the QCR, the firm’s policies and procedures are described that address the requirements of the 13 elements as set out in APS 5 ‘Statement of Quality Control for Firms’.

FIVE CLARITY AUDITING EDS AND ENHANCED WRITTEN REPRESENTATIONS PROPOSED

The International Auditing and Assurance Standards Board (IAASB) approved new proposals to enhance the written representations that auditors request from management, those charged with governance and others, as well as five new exposure drafts written in accordance with its new clarity drafting conventions.  In due course, the Australian Auditing and Assurance Standards Board will consider these for issue in the Australian context.

Proposed International Standard on Auditing (ISA) 580 (Revised and Redrafted) ‘Written Representations’ provides for general written representations regarding the financial statements, including internal control, and the completeness of information made available to the auditor, and for written representations about specific assertions in the financial statements.

As part of its comprehensive program to enhance the clarity of international standards, the IAASB also issued the following exposure drafts of proposed ISAs: 

· ISA 230 (Redrafted) ‘Audit Documentation’
· ISA 540 (Revised and Redrafted) ‘Auditing Accounting Estimates, Including Fair Value Accounting Estimates, and Related Disclosures’
· ISA 560 (Redrafted) ‘Subsequent Events’
· ISA 610 (Redrafted) ‘The Auditor's Consideration of the Internal Audit Function’, and

· ISA 720 (Redrafted) ‘Reading Other Information in Documents Containing Audited Financial Statements’.

Proposed ISA 540 (Revised and Redrafted) is a combination of ISA 540 (Revised) ‘Auditing Accounting Estimates and Related Disclosures (Other Than Those Involving Fair Value Measurements and Disclosures)’ and ISA 545 ‘Auditing Fair Value Measurements and Disclosures’.  The IAASB approved ISA 540 (Revised) in September 2006 as a basis for applying the clarity drafting conventions.  As part of the redrafting of ISA 540 (Revised), the IAASB decided that the similarities between estimates and fair value information could be emphasised, and redundancy eliminated, by combining ISA 540 (Revised) and ISA 545 within the proposed revised and redrafted ISA 540.

The exposure drafts form part of the IAASB's ambitious 18-month program to redraft existing standards and to develop new and revised standards following the new drafting conventions.  Key elements of the new drafting conventions include:

· Basing each standard on the objective of the auditor with respect to the subject matter of the standard

· Separating the requirements that the auditor is required to follow from guidance on their application

· Eliminating the present tense to describe actions by the auditor, which raised ambiguity about whether such actions were required

· Other structural and drafting improvements to enhance the overall readability and understandability of the standards, and

· Standards redrafted in this way are described as ‘redrafted’, and where further revision has been undertaken, the standard is described as ‘revised and redrafted’.

Comments on the exposure drafts of proposed redrafted 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’ are requested by 31 March 2007.

Comments on the exposure drafts of the proposed ISA 540 ‘Auditing Accounting Estimates, Including Fair Value Accounting Estimates, and Related Disclosures’ and ISA 580 Written Representations’ are requested by 30 April 30, 2007.  Comments may be submitted by email to EDComments@ifac.org.
INTERNATIONAL AUDITOR INDEPENDENCE PROPOSALS

The International Ethics Standards Board for Accountants (IESBA) has issued an 94 page Exposure Draft ‘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’ updating and strengthening the independence requirements contained in the IFAC Code of Ethics for Professional Accountants.  In due course, the Australian Accounting Professional and Ethics Standards Board will consider this for issue in the Australian context.

The last substantive revisions to the Code were made in November 2001.  Significant proposed modifications to the Code include:

· Expanding the applicability of partner rotation requirements

· Updating requirements related to the provision of non-assurance services, including setting out additional guidance on the provision of tax services to audit clients, and

· Extending the independence requirements to the audits of a wider range of entities of significant public interest.

Comments on the exposure draft are requested by 30 April 2007 and may be submitted by email to edcomments@ifac.org.

CORPORATE AND FINANCIAL SERVICES REGULATION REVIEW PROPOSALS EXTENSION

The Parliamentary Secretary to the Treasurer, Chris Pearce, has announced an extension of time for comments on the ‘Corporate and Financial Services Regulation Review Proposals’ paper from 22 December 2006 to 19 January 2007.  The reforms arising from the Corporate and Financial Services Regulation Review Consultation Paper will principally be implemented through the Simpler Regulatory System Bill.

INTERIM GOVERNMENT RESPONSE TO SOCIAL RESPONSIBILITY REPORT

The report by the Corporations and Markets Advisory Committee (CAMAC) on the social responsibility of corporations recommends, inter alia, the extension of the current corporate disclosure requirements for directors of listed public companies to all listed entities.  The Government will consider CAMAC’s findings and recommendation, along with the report from the Parliamentary Joint Committee on Corporations and Financial Services into corporate social responsibility before taking a decision on whether to amend the current regulatory framework.  The Government will also review whether it can undertake additional activities or new initiatives to encourage improved corporate social responsibility.  In due course, the Government will formally respond to these reports.

HARRIS SCARFE’S CHAIRMAN’S PROSECUTION DROPPED

The Commonwealth Director of Public Prosecutions has decided to discontinue the prosecution of Mr Adam John Trescowthick, formerly the Executive Chairman, and a director, of Harris Scarfe Holdings Limited (receivers and managers appointed, in liquidation) (Harris Scarfe).  Mr Trescowthick was committed for trial on charges arising from an ASIC investigation into the collapse of Harris Scarfe and its subsidiaries in 2001.

Mr Trescowthick was committed for trial on 10 December 2004 after being charged with: failing to act honestly in the exercise of his powers and the discharge of his duties as an officer of Harris Scarfe; being, as a director of Harris Scarfe, intentionally dishonest and failing to exercise his powers and discharge his duties in good faith in the best interests of the company; and disseminating information that, to his knowledge, was false and likely to induce the purchase of securities by other persons.

This decision follows the decision on 25 May 2006 to discontinue the prosecution of Mr Daniel Francis McLaughlin following two trials in which the jury was unable to reach a verdict.  This brings to an end ASIC’s investigation.
OVER 300 TOPICS COVERED IN GAAP ALERTS

As 2006 has drawn to a close, it is time to tally up what we achieved; over 300 topics in 44 GAAP Alerts have been bought to your attention to help better manage your financial reporting and related risks.  As standard-setting is very much international we have included international accounting, auditing, corporate governance, and ethical developments that will affect us in Australia.  We have also provided you with business opportunities, and notifications of key seminars and roundtable events.  Every issue contained an updated listing of outstanding accounting, auditing and corporate governance exposure drafts.

2007 will see us continue to bring you independent, timely and authoritative information on the latest GAAP and related developments.  Please continue to play your part through feedback, and distribution of GAAP Alert to your colleagues; continue to forward press releases and other items of interest to me at colin@gaap.com.au.

I wish you all the very best for 2007 and look forward to continuing to meet your need through our GAAP products and consulting services.

Cheers

Colin

OUTSTANDING EXPOSURE DRAFTS

Accounting

19 January ‘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
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

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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