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

· AASB March Meeting Highlights

· FRC February and March Meetings Highlights

· AUASB February Meeting Highlights
· AUASB Discussion Paper on Auditing SMEs

· Enforceable Undertakings an ASIC Guide

· IASB March Meeting Agenda

· Korea to Adopt IFRS Eventually

· IPSASB March Meeting Agenda

· Auditing and Electronic Working Papers
· Audit Training Course Early April 2007
· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
AASB MARCH MEETINGS HIGHLIGHTS
The highlights of 14 and 15 March meeting of the AASB include the following.

Differential Reporting:  The AASB reached a number of further tentative decisions regarding the Australian Preface to the IASB’s ED of IFRS for SMEs:

· For the corporate sector, a size test proposed is to be added to the definition of public accountability for those that are ‘economically significant’ (a public interest test).  For the purpose of discussion, an indicative size for such entities may be based on a substantive increase in the thresholds used for the determination of large proprietary company reporting, say, in relation to the revenue test a threshold of $500m.  Such entities would comply with full IFRS 

· Wholly-owned subsidiaries should follow Australian equivalents to IFRSs if they are publicly accountable, and those that are not publicly accountable would be eligible to follow a SMEs Standard in its entirety unless they chose to use AIFRS
· Corporation Law like size thresholds carried over to not-for-profit private sector, and public sector entities, for the choice of full IFRS or IFRS for SMEs, and

· Very small not-for-profit entities to be scoped out full IFRS and IFRS for SMEs, possibly by legislative amendment that may also require some receipts and payments type reporting.

The Preface will be discussed at a special 30 April meeting of the AASB.  The ED in the Australian context will be issued in May.  Should the proposals for the IFRS for SMEs be accepted internationally, and the application in the Australian context as proposed in the Preface agreed, there will be a further Exposure Draft of specific proposals and proposed scope amendments.

Relate Party Disclosures:  Approved an Exposure Draft ‘Proposed Amendments to AASB 124 ‘Related Party Disclosure: State-controlled Entities and Definition of a Related Party’, based on the IASB Exposure Draft.  Comments are sought by 7 May.

Inventories:  Agreed to approve out of session an ED ‘Proposed Amendments to AASB 102: Inventories held for distribution by not-for- profit entities’.  Comments are sought by 11 May.

Interpretations:  Approved a revised AASB 1048 ‘Interpretation and Application of Standards’ that has been updated for the recent approvals of Interpretation 4 (Revised) ‘Determining whether an Arrangement Contains a Lease’, Interpretation 11 AASB 2 – ‘Group and Treasury Share Transactions’, Interpretation 12 ‘Service Concession Arrangements’, and Interpretation 129 (Revised) ‘Service Concession Arrangements: Disclosures’.  The AASB noted the establishment of Interpretation Advisory Panels on ‘Service Concessions Arrangements – Grantors’, and ‘Petroleum Resource Rent Tax’.

Additions to, Deletions from IFRS:  Discussed submissions received on ED 151 ‘Australian Addition, and Deletions from IFRS’, and agreed to proceed with proposals as outlined in the ED for the development of a draft-amending standard.

Key changes resulting from the ED 151 proposals include:

· Reinstating the option to use the indirect method for presenting cash flow statements under AASB 107 ‘Cash Flow Statements’
· Retaining the requirement to disclose a reconciliation of cash flows from operating activities to profit or loss when an entity uses the direct method

· Reinstating the option to use proportionate consolidation for investments in joint venture entities under AASB 131 ‘Interests in Joint Ventures’, and
· Retaining the requirement to disclose information about significant subsidiaries in the group financial statements when parent financial statements are not prepared – but only in respect of public sector not-for-profit entities.

AASB 108 ‘Accounting Policies, Changes in Accounting Estimates and Errors’ applies when an entity considers adopting a changed accounting policy that is available once certain options are added to the Standards.

Insurance:  Considered a draft Australian Preface for the forthcoming IASB Discussion Paper ‘Preliminary View on Insurance Contacts’ that is likely to be released in April.

Two roundtables are to be held in Sydney and Melbourne to discuss the Discussion Paper with Mr Warren McGregor, Ms. Tricia O’Malley and Mr Peter Clark (the IASB’s Senior Project Manager on the insurance contracts project) attending the roundtables to be held.
· Sydney – Thursday 7 June 2007; 1.30pm to 5pm; Bridge II Room, Four Points Sheraton, 161 Sussex Street, and

· Melbourne – Friday 8 June 2007: 9.30am to 1pm; Training Rooms 1 and 2, The Institute of Chartered Accountants in Australia, Level 3, 600 Bourke Street.

GAAP/GFS Harmonisation:  Substantially progressed a draft ED ‘Financial Reporting by Governments’.  The ED is likely to be issued after either April/May meetings of the AASB.  Discussed some implementation issues identified in AASB 1049 ‘Financial Reporting of the General Government Sectors by Governments’ with the AASB’s deliberations refected in the minutes.

Review of AASs 27, 29 and 31:  Substantially progressed a draft ED ‘Proposals Arising from the Short-term Review of the Requirements in AAS 27, AAS 29 and AAS 31’.  This omnibus ED includes three proposed new standards on Administered Items, Land under Roads, and Disaggregated Information.  There are amendments proposed to the standards on Property Plant and Equipment, Business Combinations, Consolidations, Provisions, and Contributions.  The ED is likely to be approved at the May meeting.

Superannuation:  Discussed issues associated with consolidation and fair value, and tentatively agreed that consolidation and parent entity financial statements should be prepared on the fair value basis.  These and other issues will be addressed in a Discussion Paper, as opposed to the release of an exposure draft as the first stage of public consultation.

Fair Value:  Discussed the AASB submission on IASB Discussion Paper ‘Fair Value Measurement’.  The submission is to be finalised when constitutents’ comments are reviewed.

Review of Public Sector/Not-for-Profit Entity Issues:  The next stage of review was postponed to May 2007 meeting.
April meeting agenda:  The agenda for a special one-day meeting of the AASB on 30 April includes: Differential Reporting/SMEs: Fair Value Measurement; Review of Australian Additions to, and Deletions from, IFRSs (ED 151); and Superannuation Entities Superannuation Entities.

FRC FEBRUARY AND MARCH MEETINGS HIGHLIGHTS
The highlights of the 19 February and 13 March meetings of the FRC included the following.

Sector neutral accounting standards:  The FRC considered the 19 submissions on the Simpkins’ report, ‘A review of the policy of sector-neutral accounting standard setting in Australia’.  The key issues arising from the submissions were: the need for a conceptual framework that adequately reflects the needs of the three sectors (for profit, public sector and not-for-profit); the need for a statement of user needs; and the provision of sector specific guidance.  The FRC noted:

· The needs of users for a single conceptual framework are not currently being met and noted that the AASB is working with the IPSASB on the developments of an international solution

· Progress, both in Australia and internationally, over the last 12 months on public sector issues, and

· AASB’s priorities for 2007 are progressing issues in respect of public and not-for-profit sector accounting.

The FRC agreed to review progress in dealing with those issues that are of relevance to the not-for-profit sector in mid 2008.

SMEs:  The FRC was advised that the current thinking of the AASB was that the definition of entities that would be required to apply the IFRS for SMEs standard would cover all Australian entities that prepare general purpose financial statements except listed public entities and deposit takers which, in line with the definition of public accountability discussed by the IASB, would be required to apply full IFRS.  It was noted the proposed SME standard was very extensive, and did not appear to be designed to reduce the compliance burden for the majority of those entities.  The FRC noted that in connection with the extent to which full IFRS should apply in Australia to entities that are not publicly accountable (as defined by the IASB), the determination should be based upon considerations of public interest.

Recognition of IFRS adoption in Australia:  The FRC formed the view that promoting the international recognition of Australia’s IFRS adoption was in the public interest.  The inclusion of a statement of IFRS compliance in the auditor’s report would further the recognition of Australia’s IFRS adoption by helping to address the current lack of prominence given to IFRS compliance in the financial reports of Australian companies.  The FRC endorsed the AUASB’s proposed approach for making appropriate amendments to the auditing standards.  The FRC also noted that, in time, it would be desirable to consider amendments to the legislation in relation to the directors’ declaration, so that it also includes a reference to IFRS compliance.

Reports from standard setters:  The FRC noted the AASB’s priorities for 2007 and concluded that they were aligned with the FRC’s expectations for increased attention to the financial reporting needs of the public sector and other not-for-profit sectors.  The FRC agreed to nominate AASB member Mr Glenn Appleyard for a public member vacancy on the IPSASB.

Scope of audit independence work: In its 2004-05 Report of Audit Independence, the FRC noted that the Australian Government Solicitor provided advice that whilst the FRC’s functions should be primarily directed to ensure that auditors are complying with auditor independence requirements in the Corporations Act 2001 audits, it would be open to the FRC, at least in some of its functions, to look at the issue of auditor independence more broadly, and to examine the non-Corporations Act audits of Australian auditors.

The FRC agreed that the FRC Chairman should write to the Parliamentary Secretary to the Treasurer recommending that the FRC should expand the scope of its auditor independence work to encompass independence issues in respect of non-Corporations Act audits (especially in the area of self managed superannuation funds).

AUASB FEBRUARY MEETING HIGHLIGHTS
The highlights of the 26-27 February meeting of the AUASB included the following:

Forthcoming Exposure Drafts:  Three exposure drafts will be approved out-of session, they are: ‘Framework for Assurance Engagements’; ASAE 3000 ‘Assurance Engagements Other than Audits or Reviews of Historical Financial Information’, and ASRE 2400 ‘Engagements to Review Historical Financial Information’.

IFRS Amendments to the Audit Report:  Agreed to amend ASA 700 ‘The Auditor’s Report on a General Purpose Financial Report’ to include reference to compliance with IFRS in the auditor’s report on a general purpose financial report.  The revised ASA 700 is to be issued by no later than mid June 2007.  As a consequence of the proposed changes to ASA 700, staff were directed to review the status of AGS 1066 ‘Reporting by Auditors on Compliance with International Financial Reporting Standards’ (July 2003) and report back to the April meeting.

Differential Auditing:  Agreed to issue for public comment a discussion paper on differential auditing.

AUASB DISCUSSION PAPER ON AUDITING SMEs
The AUASB has released a Discussion Paper ‘Auditing Small and Medium Sized Entities’ whose purpose is to identify recent developments that impact the audit of small and medium sized entities, and to foster stakeholder and constituent discussion by posing a number of specific questions on key issues.  The discussion paper will be of interest to owners of SMEs as well as their auditors.  The discussion paper is an important development and all auditors in particular should take the time and the opportunity to comment.

This Discussion Paper poses the following specific questions on key issues:

· Should the AUASB develop guidance on documenting the audit of SMEs?

· Will the proposed legislative reforms, based on an argument of ‘regulatory burden’ that it would increase the threshold of entities required to be audited, create a governance gap for stakeholders in those entities that would no longer be required to be audited?

· Does independent audit benefit a SME as much as it benefits a large entity operating in the global capital market?  Should an SME be free to choose a lesser level of assurance than an audit?

· Is there a general understanding by stakeholders involved in financial reporting and audit processes, of the two distinct levels of assurance provided by an audit and a review respectively?

· Is there a need to separate in the legislation the financial reporting requirements from the audit requirements?

· Is there a need for further guidance to demonstrate the application of auditing principles to entities of differing sizes and complexities?

· Should a review replace an audit in a SME?

· For non-listed public companies, is there scope for the imposition of a threshold for audit similar to that imposed on proprietary companies?

· What is the cost/benefit outcome of the lower cost of less assurance compared with reduced governance?

In addition to these specific questions, comments are also sought on the following statements:

· The auditing principles enunciated in ASAs should be complied with in the conduct of an audit irrespective of the nature, size and complexity of an entity or the sector to which it belongs; and applicable financial reporting framework under which the financial report is prepared

· Delineation of the financial reporting responsibilities of an entity from the independent audit requirements under the Corporations Act 2001 would help readers understand that reforms associated with “differential” financial reporting do not apply necessarily to auditing requirements

· An interim review is based on the premise that an annual audit will be conducted

· A review of financial reports (which provides limited assurance) is not a substitute for an audit (which provides reasonable assurance)

· Differential financial reporting for SMEs would result in somewhat less onerous audit procedures being required in the annual audit of their financial reports, and

· Perceived difficulties in the financial reporting framework are thought to contribute to onerous audit requirements in SMEs.

Comments should be forwarded by no later than 30 April 2007 to: The Chairman, Auditing and Assurance Standards Board, PO Box 204, Collins Street West, Melbourne Victoria 8007 or e-mail: edcomments@auasb.gov.au.
Members of the GAAP Consulting team can provide briefings on this Discussion Paper, and assist the preparation of a submission to the AUASB (contact colin@gaap.com.au).

ENFORCEABLE UNDERTAKINGS AN ASIC GUIDE
‘Enforceable Undertaking – An ASIC Guide’ has been released by ASIC that described its approach to accepting enforceable undertakings under the Australian Securities and Investments Commission Act 2001.  Enforceable undertakings are one of a number of remedies available to ASIC for breaches of the legislation it is responsible for enforcing.  They are generally accepted by ASIC as an alternative to civil or administrative action, but are not appropriate in place of criminal proceedings or in matters involving deliberate fraud and misconduct.

The policy underlying the new publication does not differ greatly from the previous guidelines contained in Practice Note 69, but it aims to provide increased clarity and understanding of the processes ASIC undertakes in considering an undertaking.

The 19 page guide outlines:

· What an enforceable undertaking is

· When ASIC will consider accepting an enforceable undertaking

· What terms are or are not acceptable to ASIC, and

· What happens if an enforceable undertaking is not complied with?

ASIC plans to release example enforceable undertaking templates on its website in the near future as a supplement to the guide.  These templates will be expanded upon and updated as necessary.
IASB MARCH MEETING AGENDA
The IASB agenda for 20-22 March meeting of the IASB includes the following.

· Liabilities – amendments to IAS 37:  How to distinguish between a liability and a business risk

· Post-employment benefits:  Continue discussion of presentation alternatives for changes in defined benefit obligations and the value of plan assets

· Financial instruments – Due process document:  Discuss approaches to achieving long-term objectives for financial instruments following issuance of the due process document and consideration of comments received

· Annual improvements process:  Discuss the following annual improvements projects:  Should the references to segment reporting in IAS 39 ‘Financial Instruments: Recognition and Measurement’ be removed?  Should the perceived inconsistency in the definition of ‘recoverable amount’ in IAS 16 be removed?  Should IAS 40 be amended to clarify how to arrive at the carrying amount of an investment property held under a lease?  Should the reference to recognising contingent liabilities in IAS 19 ‘Employee Benefits’ be removed?  Should the term ‘fall due’ in the definition of short-term employee benefits be replaced to remove the perceived conflict with the term ‘expected to occur’ used in the description of compensated absences?  How should issues that could be resolved either as editorial corrections or by the annual improvements process be dealt with?  The proposed restructure of IFRS 1 will also be discussed

· Business combinations II:  Continue deliberations of the proposed revised IFRS 3 ‘Business Combinations’ on the following issues: measurement of non-controlling interests and accounting for acquisitions and dispositions of non-controlling interests after control has been obtained; accounting for contingent consideration in a business combination; accounting for bargain purchases; accounting for the loss of control of a business as a result of a non-reciprocal transfer to owners; accounting for an assembled workforce acquired in a business combination; and valuation allowance disclosures.

· Financial statement presentation:  The following topics will be discussed: application of the measurement working principle (including presentation of information about remeasurements); presentation of other comprehensive income items; and the definition of cash equivalents, and the presentation of cash and cash equivalents

· Conceptual framework:  Feedback from measurement roundtables will be discussed

· IFRIC update:  Note IFRIC developments

· Earnings per share:  Discuss the proposed ‘fair value’ method for dilutive instruments, and scoping issues related to the convergence project, and

· Leases:  Discussions of lease accounting by analysing the promises exchanged in a simple lease contract.  Outcomes of the recent Joint Leasing Working Group meeting will be noted.
In due course, the deliberations of the IASB affect the work program of the AASB.

KOREA TO ADOPT IFRS EVENTUALLY
The Korean government (Financial Supervisory Commission) and the Korea Accounting Standards Board announced a roadmap to adopt IFRSs.  The roadmap provides that by 2009 all companies in Korea (excluding financial institutions) will be permitted to apply IFRSs as adopted by Korea, and by 2011 financial reporting based on IFRSs will become mandatory for all listed businesses.

IPSASB MARCH MEETING AGENDA
The agenda for the 20-23 March meeting of the International Public Sector Accounting Standards Board includes the following:

· Strategy and operational plan: approve final plan

· Social policy obligations: approve exposure draft

· Heritage assets: approve project plan

· Conceptual framework: progress update

· PPP/Service concession arrangements: progress update

· Project proposal 1 – improvements project (2007-2009): approve project proposal

· Project proposal 2 – entity combinations: approve project proposal, and

· Project proposal 3 –financial instruments: approve project proposal.

The AASB standards contain compatibility statements with IPSAS and the work of the IPSASB influences the agenda of the AASB.

AUDITING AND ELECTRONIC WORKING PAPERS
CaseWare Working Papers:  A highly flexible engagement software package that provides everything you would expect from an audit and trial balance package.  It offers unparalleled integration with recognised accounting software packages, and supports you through all stages of the engagement.

Working Papers unrivalled combination of features offers:

· Full electronic working papers

· An flexible trial-balance

· Importing data from a wide variety of packages including MYOB and QuickBooks

· A report writer which links in real time all amounts and account properties contained in its trial-balance component

· Drill-down from financial statements to snap shot of trial balance and from lead sheets to the trial balance or the general ledger detail

· Referencing, annotation and tickmarks in Leadsheets and other CaseWare documents

· Scanning documents directly into client engagement files, and

· Write-up functionality, journal entries, consolidation, mapping, split-ups, performance measures, comparison and revision.

CaseWare Audit Template:  Used by many of the leading Accounting Firms in Australia, the Audit template comes complete with programs, checklists and working papers.  Fully updated annually for changes in Auditing standards, the CaseWare Audit template provides users with an audit tool fully integrated with the data and offering advance functionality to improve quality control and productivity for the practising auditor.

AIFRS Reporting Template:  Utilising the power of CaseWare Working Papers to import trial balance data and link that data to the CaseView advanced report writer, the AIFRS template allows users in accounting firms and corporations to prepare complying financial statements.  The AIFRS template provides annual or half-yearly formats for single-entities and consolidations.
Contributed by Katrina Boltman (03 9660 4680, kjb@task.com.au) Task Technology (www.task.com.au).  Task Technology provides software and services to Accountants and Auditors throughout Australia and New Zealand.
AUDIT TRAINING COURSE IN EARLY APRIL

GAAP Consulting is to hold a half-day course on ‘Introduction to Auditing Standards – The New Mandatory Requirements’.  The objectives of course are to:

· Understand the framework for the new legally-backed audit standards

· Understand the mandatory requirements of each of the 35 legally backed standards

· Identify the changed requirements in each of the auditing standards as a result of legal-backing

· Identify the impact of the new legally backed auditing standards on the audit methodology, audit and assurance team/business, and client services, and

· Identify matters requiring further investigation and items for an action plan.

For those interested in attending please contact colin@gaap.com.au by COB Friday 23 March 2007 for further information and prereading material.  The course will be held in Melbourne 8.30 am to 1.00 pm.  Price is $300.00 plus GST per participant, with discounts available for multiple participants.  Each participant will be provided with a detailed manual.

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 April 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)

30 April Discussion Paper ‘Auditing Small and Medium Sized Entities’ – AUASB
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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