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INTRODUCTION
In this GAAP Alert, we draw your attention to the following developments:

· e-GAAP Update No.3/2006 ‘Interim Financial Reporting – Revised Standard Analysed’
· ASIC Class Orders on Transfer of Remuneration Disclosures, Rounding and other Financial Matters

· IFAC Proposed Corporate Governance Guide

· Outstanding Exposure Drafts
· 2006 to Date GAAP Alert Topics, and
· Manage Your Financial Reporting and Audit Risks.
e-GAAP UPDATE NO.3/2006 ‘INTERIM FINANCIAL REPORTING – REVISED STANDARD ANALYSED’
e-GAAP Update No. 3/2006 ‘Interim Financial Reporting – Revised Standard Analysed’ (23 pages and over 9000 words) was recently issued to subscribers.

As the interim reporting season is underway for many entities, it is opportune to review the revised requirements of AASB 134 ‘Interim Financial Reporting’ that takes affect for the first time for entities with an interim reporting date of 31 December 2005.  While AASB 134 is consistent with AASB 1029 at a principle level, AASB 134 is drafted in a different style to AASB 1029 that may also lead preparers to draw different conclusions as to its requirements.

The major differences between AASB 134 and AASB 1029 ‘Interim Financial Reporting’ include linkage to certain requirements of the new AASB 101 ‘Presentation of Financial Statements’, examples of the use of accounting estimates, prior period adjustments, requirement for a statement of changes in equity, and business combination disclosures.
The following is a modified extract from the executive summary.
1. AASB 134 ‘Interim Financial Reporting’ applies where an entity is required (e.g., each disclosing entity required to prepare a half-year financial report in accordance with Part 2M.3 of the Corporations Act) or elects to prepare an interim financial report that is a general purpose financial report.  AASB 134 does not mandate the preparation, frequency, or release date of an interim financial report.

2. AASB 134 (July 2004) was amended by AASB 2004-2 ‘Amendments to Australian Accounting Standards’ (December 2005) by the removal of a statement concerning parent entity financial statements (specific Australian requirement).

3. An interim financial report is a complete financial report prepared in accordance with AASB 101 ‘Presentation of Financial Statements’, or a condensed financial report prepared in accordance with AASB 134 ‘Interim Financial Reporting’ for an interim period.  Interim reports include comparative interim information.  In practice, most interim reports are prepared as condensed financial reports.

4. The minimum content of an interim financial report is a condensed balance sheet, a condensed income statement, a condensed statement of changes in equity, a condensed cash flow statement and specific disclosures.  The minimum disclosure requirement address the following topics: accounting policies, seasonal or cyclical, unusual items, changes in accounting estimates, debt and equity securities, dividends, segment information, changes in the composition of the entity, business combinations, and contingencies.
5. The interim financial report is intended to provide an update on the most recent annual financial report by focusing on the effects of transactions and events since that report.  Any event or transaction that is material to an understanding of the current interim period must be disclosed.
6. The interim financial report is prepared using the same accounting policies as applied in the annual financial report.  Where there is a change in an accounting policy, the accounting policy to be applied is the one to be used in the next annual financial report.

7. The definitions of assets, liabilities, income, expense and equity apply to recognition at both annual and interim reporting dates.  Measurements are made on annual reporting period-to-date basis.  Interim measurements may rely on estimates to a greater extent than measurements of annual financial data.  AASB 134 contains examples of applying the recognition criteria and measurement basis to the interim financial report which includes: bonuses, contingent lease payments, contractual or anticipated purchase price changes, depreciation, employer insurance contributions, foreign currency translation, intangible assets, inventories, major overhauls and seasonal expenditure, other planned but regularly occurring costs, and provisions.

8. Disclosure is required in the annual financial report of information about accounting policies changes and revisions to estimates made in the final interim period for which a separate interim financial report is not published.
9. In applying AASB 134 there are number of related Standards to consider, e.g., AASB 101 ‘Presentation of Financial Statements’, AASB 108 ‘Accounting Policies, Changes in Accounting Estimates and Errors’, and AASB 3 ‘Business Combinations’.
e-GAAP Update No. 3/2006 ‘Interim Financial Reporting – Revised Standard Analysed’ includes

· Recap of Differences between AASB 134 ‘Interim Financial Reporting’ and AASB 1029 ‘Interim Financial Reporting’

· Key Terms, Methodology, Disclosure sections

· 12 CFO Action Items, and 

· 6 page Disclosure Checklist ‘Interim Financial Reporting’ that complies with requirements of AASB 134 and related standards AASB 101 and AASB 3.

The next e-GAAP Update will analyse ED 145 ‘Operating Segments’.

ASIC CLASS ORDERS
Transfer of Remuneration Disclosures

ASIC Class Order 06/50 ‘Transfer of Remuneration Information into Directors’ Report’ applies to listed companies preparing financial reports under Chapter 2M of the Corporations Act.  The class order allows listed companies to transfer remuneration information required to be disclosed in the financial report under the revised AASB 124 ‘Related Party Disclosures’ into the directors’ report.

Listed companies are now able to combine the remuneration disclosures required by AASB 124 with those required to be included in the directors' report under s.300A of the Act.  As a result, companies can reduce the duplication of remuneration information between the directors’ report and the financial report, and present the information in a more convenient manner.

The class order replaces regulations that provided similar relief up to, but not including, years ended 31 December 2005.  Regulation 2M.6.04 and Schedule 5B to the Corporations Regulations allowed the transfer of remuneration information required by AASB 1046 ‘Director and Executive Disclosures by Disclosing Entities’ into the directors’ report.  When AASB 1046 was replaced by the revised AASB 124 (December 2005), the regulations ceased to have effect.

The relief provided by Class Order 06/50 is similar to the regulations that it replaces.  In particular, the information required under AASB 124 transferred into the director’s report is still required to be audited, and a separate statement of the auditor's opinion on this information must be given in the auditors report.

The ASIC relief is of an interim nature.  The Government is considering the operation of the regulations following the withdrawal of AASB 1046.  Class Order 06/50 applies for financial years ending from 31 December 2005 to 31 March 2006 inclusive.

Regulation 2M.3.03 requires remuneration under s.300A to continue to be calculated in accordance with AASB 1046.  ASIC does not intend to provide class order relief to allow remuneration under s.300A to be calculated in accordance with AASB 124, rather than AASB 1046.  The basis of calculation under AASB 1046 is consistent with AASB 124, however, AASB 124 contains substantially reduced requirements and guidance on calculating remuneration.  ASIC contents that any relief could be inconsistent with the intent of Regulation 2M.3.03 in the absence of a new source of requirements or guidance on calculating remuneration.

The revised AASB 124 was analysed in e-GAAP Update No.12/2005 ‘Revised Related Party Disclosure Standard Now Operative’ (over 10,000 words, 29 pages) that was issued in December 2005 to subscribers.

Rounding of Amounts

ASIC Class Order 98/100 ‘Rounding in Financial Reports and Directors' Reports’ has been varied by CO 06/51 ‘Variation and Revocation of Financial Reporting Class Orders’ to continue the required level of rounding for director and executive related disclosures, despite the replacement of AASB 1046 requirements with the remuneration requirements in the revised AASB 124.

The rounding of amounts relief has also been extended to apply to the financial reports of Australian Financial Services licensees under Chapter 7.  Previously, the relief applied to financial reports prepared under Chapter 2M.  In particular, this will benefit entities wishing to lodge the same financial report for the purposes of both Chapter 2M and Chapter 7.

Other Matters

Class Order 05/0640 ‘ADIs – Related Party Transactions and Balances’ provided relief to Approved Deposit Institutions (banks, building societies and credit unions), their parent entities and controlled entities from disclosing in their financial reports information on arms length transactions and balances with certain related entities and related persons of directors and executives of the bank under AASB 1046.  This class order has ceased to have effect, and will not replaced as the disclosures to which it applied are not required under AASB 124.

Class Order 06/51 includes some minor changes to Class Order 98/1417 ‘Audit Relief for Proprietary Companies’, Class Order 98/1418 ‘Wholly-owned Entities’ and Class Order 05/637 ‘Additional Month for First Financial Reports under AIFRS’.

IFAC PROPOSED CORPORATE GOVERANCE GUIDE

The International Federation of Accountants (IFAC) Professional Accountants in Business (PAIB) Committee has issued an Exposure Draft ‘Guidance for the Development of a Code of Corporate Conduct’ that proposes guidance to assist professional accountants and others in establishing and implementing codes of conduct in their organisations.  Comments are due by 15 April 2006.

The proposed guidance highlights the benefits of an effective code of conduct.  It identifies the accountant’s role in the development, monitoring, reinforcement, and reporting of such codes.  The guidance includes information on presentation and content, organisational and management challenges, and implementing a code of conduct in a global organisation.

The guidance identifies a three-stage approach to the development and implementation of codes of conduct: managing for compliance, managing stakeholder relations and creating a values-based organisation.

OUTSTANDING EXPOSURE DRAFTS

The following accounting and auditing exposure drafts are due for comment by the following dates:

Accounting

· 31 January ED 26 ‘Improvements to International Public Sector Accounting Standards’ – IPSASB

· 31 January ED 25 ‘Equal Authority of Paragraphs in IPSASs’ – IPSASB

· 10 February ED 28 ‘Disclosure of Financial Information about the General Government Sector’ – IPSASB

· 10 February ED 27 ‘Presentation of Budget Information in Financial Statements’ – IPSASB

· 19 March D18 ‘Interim Financial Reporting and Impairment’ – IFRIC

· 28 March AASB/ IASB Discussion Paper ‘Management Commentary’ – AASB and IASB

· 20 April ED 145 ‘Operating Segments’ – AASB (IASB ED 8)

· 19 May Discussion Paper ‘Measurement Bases for Financial Accounting — Measurement on Initial Recognition’ – IASB

Corporate Governance

· 15 April ED Draft ‘Guidance for the Development of a Code of Corporate Conduct’ – IFAC

Auditing

· 31 January ‘Force of Law Audit Exposure Drafts’ (ED's 27-36) – AUASB

· 28 February ED ‘Auditing Standards Clarity Project’ – IAASB

2006 TO DATE GAAP ALERT TOPICS

The 19 topics covered by the five GAAP Alerts issued during January 2006 were:

· Revised Related Party Standard Released

· Appointments to Accounting and Auditing Standards Boards
· Other FRC Decisions
· ASIC Results on Non-binding Vote on Director and Senior Executive Pay
· e-GAAP Update No.12/2005 ‘Revised Related Party Disclosure Standard Now Operative’
· AASB Work Program for 2006

· e-GAAP Update No.1/2006 ‘Understanding Revised Accounting Policies, Estimates and Errors’
· D18 ‘Interim Financial Reporting and Impairment’
· Former Head of Bearingpoint Australia Charged with Fraud
· Exploration Company Chairman Charged with False Statements

· International Public Sector Standards Update

· e-GAAP Update No.2/2006 ‘Tinkering at the Edges in Revised Segment Reporting Standard’
· Amendment to AASB 121 ‘The Effects of Changes in Foreign Exchange Rates’
· ED 145 ‘Operating Segments’ Released
· ASIC Findings on AASB 1047 Disclosures

· e-GAAP Update No.3/2006 ‘Interim Financial Reporting – Revised Standard Analysed’
· ASIC Class Orders on Transfer of Remuneration Disclosures, Rounding and other Financial Matters,

· IFAC Proposed Corporate Governance Guide, and

· Outstanding Exposure Drafts.
Back copies of GAAP Alert are available at www.gaap.com.au
MANAGE YOUR FINANCIAL REPORTING AND AUDITING RISKS

Financial Reporting Briefings

Quarterly, half-yearly or annual tailored briefings on contemporary financial reporting and auditing developments can be arranged to meet your in house training and strategic needs.  For expert advice and training enquiries, contact Colin Parker, a member of the AASB, at colin@gaap.com.au or 0421 088 611.
Priority Delivery of Australian GAAP 2006

‘Australian GAAP 2006’ (10th Edition) updated to reflect:

· All AIFRS Standards

· UIG Interpretations

· 14 amending Standards to the AIFRS ‘stable platform’

· Recent exposure drafts

· Latest ASIC pronouncements, and

· Review of 2005 financial reporting developments and much more.

The release date is early March 2006 and the recommended retailed price is $79.95 (plus postage and handling).  Reserve your copy now for priority dispatch by contacting sandra@gaap.com.au with your delivery details and we will bill you on delivery.

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.

News, press releases and other submissions are most welcome.  Submit to colin@gaap.com.au
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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