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

· Releases by the AASB

· AASB February Meeting Highlights

· UIG February Meeting Highlights

· Audit Quality Review Board Launched
· ASIC’s Second Continuous Disclosure Infringement Notice

· ASIC Class Order Relief to Foreign Licensees

· Outstanding Exposure Drafts, and
· Manage Your Financial Reporting and Audit Risks.
RELEASES BY THE AASB
The AASB has just released the following:

· AASB 124 ‘Related Party Disclosures’ (Revised)

· AASB 2005-12 ‘Amendments to Australian Accounting Standards’ (AASB 1038 and AASB 1023)

· AASB 2005-13 ‘Amendments to Australian Accounting Standards’ (AAS 25)

· AASB 2006-1 ‘Amendments to Australian Accounting Standards’ (AASB 121), and

· ED 145 ‘Operating Segments’.

These developments have been addressed in previous GAAP Alerts, with AASB 124 ‘Related Party Disclosures’ being analysed in-depth in e-GAAP Update No.12/2005 ‘Revised Related Party Disclosure Standards Now Operative’ (over 10,000 words, 29 pages).

e-GAAP Update No.12/2005 ‘Revised Related Party Disclosure Standard Now Operative’ contained an Executive Summary, Differences between AASB 124 (July 2004) and AASB 124 (December 2005) and ED 142 (September 2005), Objective, Application, Key Terms, Identifying Related Parties, Disclosure, and 29 CFO Action Items.  The appendices to this Update contains three disclosure checklists ‘Generic Disclosures’, ‘Other Key Management Personnel Disclosures by Disclosing Entities’ and ‘Remuneration Report for a Listed Company under S.300A’.
AASB FEBRUARY MEETING HIGHLIGHTS

The major decisions from 8-10 February meeting of the AASB included the following.

Membership

Ms. Jan McCahey, Partner, PricewaterhouseCoopers, and Mr. John O’Grady, Partner, Ernst and Young, attended their first meeting as members of the AASB.  Colin Parker, Director, GAAP Consulting, has been appointed as a member of the AASB with effect from 15 February 2006, and acted as an observer at the meeting.

Australian Guidance

The AASB intends to not provide Australian guidance in Australian equivalents to IFRSs relating to for-profit entities in the future, unless there is a compelling reason.  Existing guidance will be removed.

The Future of the UIG and New Interpretations Model

Submissions on the Invitation to Comment ‘Proposed Interpretations Model for Australian Accounting Standards’ were considered by the AASB.  It was agreed that there should be a new interpretations model, replacing the UIG, which has the following features:

· AASB has direct responsibility for development and approval of Interpretations both domestic, and Australian IFRIC equivalents

· Advisory Panels formed on a topic-by-topic basis to make recommendations to the AASB.  Members of Advisory Panels would be appointed on the basis of experience and expertise in the topic area.  The Panel would have a balanced composition

· An Interpretations Agenda Committee, consisting of AASB members, would consider issue proposals and recommend a course of action

· Issues relating to interpretation of Australian equivalents to IASB requirements would be forwarded to IFRIC for consideration for inclusion on the IFRIC work program.  A unique domestic interpretation of Australian equivalents to IASB requirements would only occur in rare and exceptional circumstances, and

· Recommendations of an Advisory Panel would be published on the AASB’s website at least 30 days before an AASB meeting.  Where the AASB proposes to issue an Interpretation, it would be further exposed for at least 30 days before it is considered for formal adoption.

The AASB will further consider features of the proposed Model at its March meeting, prior to discussing its proposals with the FRC.

First-time Adoption 

An Invitation to Comment is be published on the AASB’s website for a short comment period proposing an amendment to AASB 1 ‘First-time Adoption of Australian Equivalents to International Financial Reporting Standards’.  The proposed amendment is to permit access to AASB 1 for not-for-profit entities that are experiencing extreme difficulties in complying with certain Australian equivalents to IFRSs due to pre-AIFRS information deficiencies.  Any amendments resulting from the proposals are expected to apply for periods ending on or after 30 June 2006.

GAAP/GFS Convergence

AASB commenced its consideration of the submissions on ED 142 ‘Financial Reporting of General Government Sectors by Governments’.  It decided to continue developing an Australian Accounting Standard for the General Government Sector (GGS) of a federal, state or territory government based on the proposals in ED 142 amended, where appropriate, to take account of constituents’ comments.  The AASB will continue its review of responses to ED 142 at future meetings.
Review of AAS 27, AAS 29 and AAS 31

The AASB finalised its paragraph-by-paragraph review of AAS 27 ‘Financial Reporting by Local Governments’, AAS 29 ‘Financial Reporting by Government Departments’ and AAS 31 ‘Financial Reporting by Governments’.  The AASB identified those paragraphs that it intends to remove; those that will be incorporated into other Australian Accounting Standards; and authority of such relocated text.

The AASB will issue an ED proposing the withdrawal of these Australian Accounting Standards; mandated for reporting periods ending on or after 30 June 2007, but allowing early adoption.  The AASB also updated its Public Sector Strategy paper.

Joint Ventures

AASB staff presented issues papers relating to the definition stage of the joint ventures research project that will be presented to March meeting of the IASB.

Budgetary Reporting

The AASB finalised its submission to the IPSASB ED 27 ‘Presentation of Budget Information in Financial Statements’.

Proposed Amendments to AASB 2 ‘Share-based Payment’

The AASB approved ED 146 ‘Share-based Payment – Vesting Conditions and Cancellations’ that proposes two amendments to AASB 2 Share-based Payment equivalent to the amendments proposed by the IASB to IFRS 2.  Comments are sought 2 May 2006.

Stapled Entities and EPS

In response to concerns about EPS supplementary disclosures on the face of the income statement, the AASB stated that any supplementary disclosure of EPS amounts needs to be in a note to the financial statements to comply with AASB 133 ‘Earnings per Share’, rather than on the face of the income statement.

March Meeting

The anticipated agenda items for the 8 March meeting includes: meeting with Heads of Treasuries, GAAP/GFS Convergence, Interpretations Model and First-time Adoption Amendment.

UIG FEBRUARY MEETING HIGHLIGHTS
The major decisions from 16 February meeting of the UIG included the following.

Consensus Views on Two Australian Equivalent of IFRIC Interpretations

The UIG reached consensus views on the Australian equivalent of IFRIC Interpretation 7 ‘Applying the Restatement Approach under IAS 29 Financial Reporting in Hyperinflationary Economies’ and IFRIC Interpretation 8 ‘Scope of IFRS 2’.  They apply to annual reporting periods beginning on or after 1 March 2006 and May 2006 respectively.

AASB 129 ‘Financial Reporting in Hyperinflationary Economies’ (IAS 29) requires financial statements, including the comparatives, to be stated in terms of the measuring unit current at the reporting date when they are reported in the currency of a hyperinflationary economy.  Interpretation 7 addresses how to restate the financial statements when hyperinflation is first identified.  It also deals in detail with the restatement of deferred tax balances.

The Interpretation clarifies that the scope of AASB 2 includes transactions in which the entity cannot identify specifically some or all of the goods or services received as consideration for the equity instruments of the entity or other share-based payment.  If the identifiable consideration received (if any) appears to be less than the fair value of the equity instruments granted or liability incurred, typically this circumstance indicates that other consideration (i.e., unidentifiable goods or services) has been, or will be, received.

Draft Submission Interim Financial Reporting and Impairment

The UIG discussed IFRIC Draft Interpretation D18 ‘Interim Financial Reporting and Impairment’ that addresses a conflict between the general principle in IAS 34 ‘Interim Financial Reporting’ (AASB 134) that the frequency of reporting should not affect the measurement of an entity’s annual results and the impairment non-reversal requirements in other Standards in relation to goodwill and certain financial assets.

A majority of UIG members did not support the proposal in the IFRIC Draft Interpretation that a general principle of interim reporting should give way to the specific requirements in IAS 36 ‘Impairment of Assets’ (AASB 136), and IAS 39 ‘Financial Instruments: Recognition and Measurement’ (AASB 139).  They preferred the approach that impairments (of the relevant types of assets) recognised in interim financial reports should not determine the impairments to be recognised in profit or loss for the annual financial report.

Some members supported the approach in the IFRIC Draft Interpretation, arguing that an impairment recognised in an interim period should continue to be recognised in the annual financial report, as it would then reflect some economic events that had occurred during the year.

A draft UIG submission to IFRIC will be placed on the AASB website, with comments from interested parties requested no later than 14 March.  The draft submission will be finalised at 23 March meeting of the UIG.

Future Meetings

The UIG meeting dates for 2006 are:

· 23 March – anticipated agenda items include: Interim Financial Reporting and Impairment, and Reassessment of Embedded Derivatives.

· 27 April

· 1 June

· 29 June

· 31 August

· 26 October, and

· 7 December.

AUDIT QUALITY REVIEW BOARD ESTABLISHED
The Audit Quality Review Board (AQRB) was launched as the audit profession’s initiative to improve the quality of auditing.  The AQRB’s mission is to promote greater robustness and transparency in the quality monitoring processes for audits of publicly listed entities.

The AQRB proposes that its review model for participating firms will evolve to encompass all aspects of the professional bodies’ quality assurance review processes relating to the audit of publicly listed entities.  It also seeks to complement and support other professional bodies in their quality assurance activities.  The AQRB aims to complement the role of the ASIC.

Under the Corporations Act 2001, ASIC has responsibility for the inspection, surveillance, investigation and enforcement of auditor requirements.  Australia significantly enhanced its regulatory requirements for auditors on 1 July 2004 with the enactment of the Corporate Law Economic Reform Program (Audit Reform and Corporate Disclosures) Act 2004 (CLERP 9).  ASIC released its findings in November 2005 of the first year of on-site inspections of audit firms since the enactment of CLERP 9.

Mr Andrew Rogers has been appointed the inaugural Chairman of AQRB with other Board members being Mr. Alan Cameron, Mr. William Coad, Ms. Brigid Curran, Mr. Ian Gilmour, Professor Michael Lavarch, Mr. Bob Lynn, Professor Ian Ramsay and Mr. John Richardson.

ASIC’S SECOND CONTINUOUS DISCLOSURE INFRINGMENT NOTICE

QRSciences Holdings Limited has paid a $33,000 penalty after an investigation by ASIC into an alleged failure to disclose information to the ASX.  Under the Corporations Act 2001, companies that do not immediately disclose materially price-sensitive information to the market operator so that it can be provided to investors, breach their continuous disclosure obligations.

ASIC issued the notice as it believed that QRS had contravened the Act between 31 January and 7 February 2005 by failing to notify the ASX about the withdrawal by Ord Minnett Limited from its commitment, given on or about 12 January 2005, to underwrite any shortfall in the exercise of QRS options up to a total of 9,000,000 shares valued at $1,800,000.

The issue of the notice and the payment of the penalty by QRS is the second use of the new provisions in the Act designed to deal with less serious infringements of the continuous disclosure obligations.

QRS elected to comply with the notice.  As provided under the Act, compliance with the notice is not an admission of guilt or liability, and QRS is not regarded as having contravened s.674(2) of the Act.

ASIC CLASS ORDER RELIEF TO FOREIGN LICENSEES

ASIC released a class order to ease current requirements on foreign licensees regarding their financial reporting and record keeping obligations.  Class Order 06/68 ‘Conditional Relief for Foreign Licensees from Financial Reporting and Record-keeping Requirements’ relieves foreign licensees, (with the exception of foreign authorised deposit-taking institutions – foreign ADIs), from the requirement under Division 6 of Part 7.8 of the Corporations Act 2001 to prepare and lodge audited financial statements and keep certain financial records in relation to their financial services businesses.  This relief is available to foreign licensees irrespective of whether the foreign licensee is regulated by APRA.

The relief has been provided in response to concerns that the financial reporting obligations under Division 6 of Part 7.8 are disproportionately burdensome for foreign entities who are already subject to a requirement to lodge their foreign financial statements under s.601CK(1) of the Act.

OUTSTANDING EXPOSURE DRAFTS

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

Accounting

· 14 March UIG submission on D18 ‘Interim Financial Reporting and Impairment’

· 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)

· 2 May ED 146 ‘Share-based Payment – Vesting Conditions and Cancellations’ – AASB

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

· 2 June ED ‘Proposed Amendment to IFRD 2’ – IPSASB

· 30 June ED 29 ‘Revenue from Non-Exchange Transactions (Including Taxes and Transfers) – IPSASB
Corporate Governance

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

Auditing

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

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 late 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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