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

· Revised Segment Reporting Standard

· AASB March Meeting Agenda
· CPA Survey on Not-for-Profit Definition

· IASB February Meeting Highlights

· ASIC Policy on Disclosure in Reconstructions

· Discussion Paper on Review of Sanctions in Corporate Law
· Consultation Paper on Review of Infringement Notice Provisions
· Governance Review Implementation

· International Auditing EDs on Related Parties and Going Concern

· Employment Opportunity: Commercial Accountant (Melbourne)

· Colin’s Corner

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
REVISED SEGMENT REPORTING STANDARD
The AASB issued AASB 8 ‘Operating Segments’ that is the Australian equivalent to IFRS 8 ‘Operating Segments’ recently issued by the IASB.  AASB 8 supersedes AASB 114 ‘Segment Reporting’, and applies to annual reporting periods beginning on or after 1 January 2009.  Earlier adoption is permitted.

AASB 8 will result in a significant change in the approach to segment reporting by a large number of entities.  AASB 8 requires an entity to adopt the ‘management approach’ to reporting on the financial performance of its operating segments.  Generally, the information to be reported would be what the chief operating decision maker and key decision makers use internally for evaluating segment performance, and deciding how to allocate resources to operating segments.

Another significant change from existing requirements is that AASB 8 will apply to for-profit entities whose debt or equity instruments are traded in a public market or that files, or is in the process of filing, its financial statements with a securities commission for the purpose of issuing any class of instruments in a public market.  The AASB adopted the same scope as IFRS 8 that is a substantially narrower scope than AASB 114 ‘Segment Reporting’.

Consequential amendments to AASB 134 ‘Interim Financial Reports’ will result in additional disclosures on operating segments in interim financial reports including revenues from external customers, a measure of segment profit or loss, total assets for which there has been a material change from the amount disclosed in the previous annual financial statements, and a reconciliation of the total of segments’ measure of profit or loss to the entity’s profit or loss before tax expense and discontinued items.

There are also consequential amendments to several other standards that are made by AASB 2007-3 ‘Amendments to Australian Accounting Standards arising from AASB 8’ [AASB 5, AASB 6, AASB 102, AASB 107, AASB 119, AASB 127, AASB 134, AASB 136, AASB 1023 & AASB 1038].  The revised segment reporting requirements will also be consistent with US GAAP.

An e-GAAP Update on the operating segments, and the consequential amendments, is under development and will be issued to subscribers shortly.

AASB MARCH MEETING AGENDA
The agenda for 14 and 15 March meeting of the AASB includes:

· Additions to, and Deletions from, IFRS:  Consider submissions on ED 151

· Insurance:  Consider Release of IASB Invitation to Comment

· Related Party Disclosures:  Consider Australian release of IASB’s amending ED ‘Proposed Amendments to AASB 124 Related Party Disclosures: State-controlled Entities and the Definition of a Related Party’ 

· Interpretations:  Consider draft AASB 1048 for recently issued Interpretations

· Review of AAS 27, AAS 29 and AAS 31:  Consider draft ED

· Inventories:  Consider draft ED

· Superannuation Entities:  Consider issues relating to fair value consolidation and transaction costs

· Differential Reporting/SMEs:  Consider issues relating to size tests, charities and wholly-owned subsidiaries

· GAAP/GFS Harmonisation:  Consider issues in the development of ED for the whole of government

· Fair Value Measurements:  Consider submission to IASB on Discussion Paper, and

· Public Sector Review:  Consider public sector implementation issues.

The agenda papers will available on www.aasb.com.au.  Comments on these may be directed to colin@gaap.com.au.  Colin is a member of the AASB.

CPA SURVEY ON NOT-FOR-PROFIT DEFINITION
The AASB’s definition of a not-for-profit (NFP) entity has shortcomings, according to the 800 public sector, academic, and not-for-profit CPA Australia members who responded to a recent survey.  The AASB defines an NFP entity as one whose principal objective is not to generate a profit.

This definition fails to capture five of the six criteria that CPA Australia members consider essential to defining an entity as a NFP.  The six criteria are:

· Its operating purpose is other than to provide goods or services at a profit

· Its principle objective is not the generation of profit

· It may not distribute surpluses

· Generating profit is not an objective outlined in its legislation, associated regulations or constitution

· It does not pay income tax or income tax equivalents, and

· It is not able to transfer ownership.

Survey respondents were asked which criteria were useful in determining the definition and answered with the following:

· 58% strongly agree that a NFP’s principal objective was not to pursue profit

· 47% strongly agree that they could not distribute surpluses, and

· 38% strongly agree that the entity would not pay income tax.

On the other end of the scale, the highest response was that 27% strongly disagreed and around 38% disagreed that the entity should be a monopoly provider.  Respondents also disagreed that with the criterion that the regulator should set prices (36%) and that a NFP should trade in fully-contestable markets (32%).

Mark Shying, senior policy adviser for CPA Australia, stated that the current definition of a NFP entity does not go far enough.  There’s a fair amount of consensus from this member survey, but the differences between public and private sector NFP entity responses indicate that it’s likely no one definition will capture the essence of what a NFP entity is.  More than one definition, or a standard definition with subsets, may be necessary to ultimately clarify what is a NFP entity for accounting purposes.

IASB FEBRUARY MEETING HIGHLIGHTS
The IASB met on 20-22 February and the highlights of meeting included:

Business Combinations II:  Tentative decisions were made in relation to: issues relating to assets subject to an operating lease when the acquiree is the lessor: proposed amendments to IAS 27 ‘Consolidated and Separate Financial Statements’; and transitional provisions for the business combinations standard, and revised IAS 27.

Insurance:  Tentative conclusions were reached on whether an insurer should unbundle the deposit component of an insurance contract.  The discussion paper was approved with an expected release date of late March.  The comment period is 180 days.

Financial Statement Presentation:  The following information regarding liquidity should be provided in the financial statements: qualitative information about the entity’s liquidity management policy and processes; details of maturities of its long-term assets and liabilities with contractual maturities; and details of maturities of its short-term assets and liabilities.

Annual Improvements Process:  The reference to ‘additional biological transformation’ is to be removed in IAS 41 ‘Agriculture’.  IAS 8 ‘Accounting Policies, Changes in Accounting Estimates and Errors’ is to be amended to make it clear that Implementation Guidance is non-mandatory.  IFRS 1 ‘First-time Adoption of International Financial Reporting Standards’ is to be restructured without amending it to place transitional provisions relating to specific standards in appendices to the Standard.  In IAS 39 ‘Financial Instruments: Recognition and Measurement’, the exclusion from the definition of a derivative of contracts that are linked to non-financial variables that are specific to a party to the contract will be deleted.

Post-employment benefits:  The discussion paper should set out presentation proposals in the context of IAS 1 ‘Presentation of Financial Statements’.  All changes in the post-employment benefit obligation and in the value of plan assets should be recognised in comprehensive income in the period in which they are incurred.  All such changes should be recognised in profit or loss. The discussion paper should also offer alternatives to this approach.  Service costs and actuarial gains and losses on the defined benefit obligation, except those arising from changes in the discount rate, would be recognised in profit or loss; with interest cost, changes in the discount rate and all changes in plan assets recognised outside profit or loss.  Service cost, interest cost, actuarial gains and losses on the defined benefit obligation, except those arising from changes in the discount rate, dividends received on plan assets, and interest earned on plan assets (using the current rate inherent in the fair value) would be recognised in profit or loss; with changes in the discount rate and other changes in the fair value of plan assets recognised outside profit or loss.

Benefit promises with fixed increases should be treated as asset-based rather than as defined benefit.  Residual benefit promises (i.e., those that are not asset-based, defined contribution or related to service and salary) should be treated as defined benefit.  Defined benefit and defined contribution benefit promises should be accounted for in accordance with IAS 19’s requirements for defined benefit and defined contribution plans respectively, and asset-based benefit promises should be measured at fair value.  Plans should be separated into defined benefit, defined contribution and asset-based promises.  The hierarchy of identification of the benefit promises would be defined benefit, then asset-based, then defined contribution promises.

ASIC POLICY ON DISCLOSURE IN RECONSTRUCTIONS
ASIC released a policy statement PS 188 ‘Disclosure in reconstructions’ regarding disclosure in reconstructions or capital reductions involving an issue of securities.  The statement confirms invitations to vote on an issue of securities constitute an ‘offer’ for the purposes of the prospectus provisions of the Corporations Act.  This means that a prospectus must accompany the notice of meeting.  ‘Reconstructions’ are not formal schemes of arrangement under Pt 5.1 of the Act, but bear similarities to them.  A foreign scheme of arrangement or a trust scheme is a reconstruction.

This policy statement clarifies when an offeror must include a prospectus with a notice of meeting, and promotes informed decision-making by members on votes to issue securities.  It also aligns the position for prospectuses and PDSs in reconstructions.

Policy Statement 188 discusses prospectus relief for offers of securities under schemes of arrangement in certain foreign jurisdictions.  This relief is similar to the prospectus exemption for Australian schemes of arrangement under s708(17) of the Act.  The policy also sets out the circumstances in which ASIC may grant case-by-case prospectus relief for other reconstructions and capital reductions.  An example is relief for a reconstruction where there is no change to the underlying business or assets of the company.

Policy Statement 188 also provides the following relief:

· Various technical relief for prospectuses that accompany a notice of meeting

· Relief from the unsolicited offers provisions for reconstructions, including foreign schemes in certain jurisdictions, and

· PDS relief for Pt 5.1 schemes and foreign schemes in certain jurisdictions.

DISCUSSION PAPER ON REVIEW OF SANCTIONS IN CORPORATE LAW
The Federal Treasurer released a Discussion Paper ‘Reviewing of Sanctions in the Corporate Law’ which forms the basis for the review of civil and criminal sanctions in the Corporations Act 2001 and the Australian Securities and Investments Commission Act 2001.  It aims to raise issues and canvass possible options for reform. 

The review of sanctions is being conducted as part of a broader strategy to reduce regulatory burden and achieve simpler and more effective regulation.  The purpose of the review is to engage with stakeholders about areas where they see complexity and inconsistency in the current system of sanctions in corporate law.

The contents of the 45 page Discussion Paper (www.treasury.gov.au) includes:

· Executive Summary

· Chapter 1 ‘Responsive regulation and responsible risk taking’including an overview of regulatory theory, responsive regulation and responsible risk taking

· Chapter 2 ‘Criminal, civil and administrative sanctions in corporate law’: including criminal sanctions in corporate law, civil sanctions in corporate law; and administrative sanctions in corporate law

· Chapter 3 ‘Better defining the contravention’ including general protection for directors, inconsistent approach between s180 and s181, review of s189, the obligation to keep financial records, drafting of offence provisions, market manipulation and s1041B(2), and

· Chapter 4 ‘Next steps’.
One of the issues examined in the paper is whether the expanded use of civil sanctions in corporate law would provide additional options in deterring bad corporate behaviour.  The paper also examines whether higher penalty amounts for civil breaches would better protect consumers and reflect community expectations.

The closing date for submissions is 1 June 2007, with submissions to be sent to: Review of Sanctions for Breaches of Corporate Law, Corporations and Financial Services Division, The Treasury, Langton Crescent, Parkes, ACT 2600 or email: reviewofsanctions@treasury.gov.au.

CONSULTATION PAPER ON REVIEW OF INFRINGEMENT NOTICE PROVISIONS
The Federal Treasurer released a Consultation Paper ‘Review of the Operation of the Infringement Notice Provisions of the Corporations Act 2001’ with comments due by 1 June on the use and effectiveness of infringement notices issued by the ASIC.  This paper (www.treasury.gov.au) also forms part of the drive to improve the operation of corporate law and effective use of sanctions.

The contents of the 6 page Consultation Paper are: Introduction; Infringement Notice Provisions; Procedure; Infringements Notices Complied with; and Issues on which Comments are sought.  The three issues on which comments are sought are:

· What has been your experience of the infringement notice process?

· Do you think that this additional tool has resulted in greater compliance with the continuous disclosure provisions?

· Should the infringement notice provisions be amended to improve the usefulness, or fairness, of the mechanism?

Submission are to be sent to: Infringement Notice Review, Corporations and Financial Services Division, The Treasury, Langton Crescent, Parkes, ACT 2600, or email: reviewofsanctions@treasury.gov.au.

GOVERNMENT REVIEW IMPLEMENTATION BILL
The Governance Review Implementation (Treasury Portfolio Agencies) Bill 2007 was introduced in the House of Representatives.  The Bill improves the corporate governance of the key economic regulators ASIC and APRA, and the expert advisory group, the Corporations and Markets Advisory Committee (CAMAC).  It implements the recommendations of the Uhrig Review across the Commonwealth.  The FMA framework will apply to these agencies from the 2007-08 financial year.

As part of its response to the Uhrig Review, the Government agreed that the Financial Management and Accountability Act 1997 (FMA Act) should apply to statutory authorities where it is appropriate they be legally and financially part of the Commonwealth, and do not need to own assets.  The agencies will retain their independence and operational capabilities as set out in enabling legislation.  Other agencies already subject to the FMA Act include the ACCC and the ATO.

INTERNATIONAL AUDITING EDs ON RELATED PARTIES AND GOING CONCERN
The International Auditing and Assurance Standards Board (IAASB) is seeking comments on proposed International Standard on Auditing ISA 550 (Revised and Redrafted) ‘Related Parties’, and proposed ISA 570 ‘Going Concern’ that has been redrafted in the new style designed to enhance the clarity of IAASB pronouncements.

The IAASB has re-exposed the related parties due to the significance of the changes made in response to the consultations.  Comments are requested by 30 June 2007.  The aim of the project is to enhance the auditor’s consideration of related parties and related party transactions, establishing an approach that requires the auditor to assess the risks of misstatement and direct audit work accordingly.  The proposals in the re-exposure draft are intended to make the auditor’s responsibilities clearer, distinguishing those cases where the accounting framework includes disclosure and other reporting requirements, and those where it includes no or inadequate requirements.

The exposure draft includes a new definition of a ‘related party’ to serve as a minimum level for the purposes of the audit.  It also improves the delineation between the auditor’s procedures to identify relevant risks of material misstatement, and the responses to the assessed risks.  The proposed standard also emphasises the need for the auditor to be aware of related parties and the extent to which they affect the financial statements, even where the financial reporting framework applied in preparing the financial statements does not establish requirements for related parties (or does so inadequately).

The proposed standard makes clear that the auditor has three objectives in considering related parties, to:

· Obtain sufficient evidence about the required accounting and disclosure of related party information and transactions

· Understand how related party transactions and relationships affect the view given by the financial statements, and

· Identify fraud risk factors arising from related party relationships that may require further consideration.

As part of its comprehensive program to enhance the clarity of its standards and facilitate convergence, the IAASB has also issued an exposure draft of proposed ISA 570 (Redrafted) ‘Going Concern’.  This exposure draft forms part of the IAASB’s 18-month program to redraft existing standards and to develop new and revised standards following the new drafting conventions.  Comments on the exposure draft of proposed ISA 570 (Redrafted) are sought by 31 May 2007.
As the Auditing and Assurance Standards Board uses IAASB pronouncements as a template for Australian Auditing Standards, these exposure drafts in due course will be issued in the Australian context.

EMPLOYMENT OPPORTUNITY: COMMERCIAL ACCOUNTANT (MELBOURNE)
An opportunity is now available in the Finance area of a Multi National for a Commercial Accountant, reporting to the Manager – Commercial, Legal, Taxation and Insurance.  This position in responsible for assisting in all aspects of the statutory and compliance work for the company, including: preparing statutory returns; providing internal tax advice for FBT and GST; coordinating audits with both internal and external auditor; developing an understanding of the companies legal documents and supporting the business in all contract matters; and maintaining the accuracy of the Finance and Administration Procedure Manual.

To be successful in this position you need to possess the following: minimum 4-5 years accounting/finance experience; CPA/CA qualified; excellent communication skills, both written and verbal; ability to build strong relationships across the business, including senior management and directors; self motivated, as this is a relatively autonomous role; an understanding of legal documents/contracts and the interest to work with the business in contract negotiations; and sound understanding of AIFRS in relation to the leasing industry.

Please forward your CV to colin@gaap.com.au and it will be forwarded to the company concerned.  Confidentiality is assured.  Please note GAAP Consulting will not enter into any other communications with applicants.

COLIN’S CORNER
‘Colin Parker who did so brilliantly at the presentation, and with his word smithing of the proposal’ are comments from a client on winning a significant internal audit tender, acknowledging the contribution of GAAP Consulting.  Another service of GAAP Consulting is assistance with the preparation of audit tenders, and being part of the client service offering.  Having a high profile of member of the AASB on your presentation team offers a different dimension.
The January-February period also has seen GAAP Consulting undertaken the following engagements:

· Advice to a listed entity on its policies for capitalisation of property, plant and equipment and intangible assets

· Training on the new legally-backed auditing standards for a second tier accounting firm

· Advice on tender preparation including, strategic direction, review of tender, conducting presentation team rehearsal, and tender presentation with potential client

· Advice on audit independence requirements for two accounting firms

· Preparation of internal newsletter on the latest financial reporting developments for an accounting firm

· Preparation of draft client newsletter on 30 June 2007 financial reporting developments for an accounting firm

· Advice on joint venture and grant accounting

· Assistance with audit engagement letter

· Help-line services for accounting firms, and

· Report to a government department on the identification and recognition of intangible assets.

OUTSTANDING EXPOSURE DRAFTS

Accounting

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

4 May Discussion Paper ‘Fair Value Measurements’ – IASB

25 May Exposure Draft ‘Proposed Amendments to IAS 24 Related Party Disclosures’ – IASB
1 October ‘IFRS for Small and Medium-sized Entities’ – IASB

Auditing

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)

31 May ISA 570 (Redrafted) ‘Going Concern’ – IAASB
30 June ISA 550 (Revised and Redrafted) ‘Related Parties’ – IAASB
Other

31 March 2007 ‘Practical Experience Requirements – Initial Professional Development for Professional Accountants’ – IAESB

1 June 2007 ‘Reviewing of Sanctions in the Corporate Law’ – Treasury

1 June 2007 ‘Review of the Operation of the Infringement Notice Provisions of the Corporations Act 2001’ – Treasury
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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