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

· ASIC Tips on AIFRS

· e-GAAP Newsletters
· Three Auditing EDs

· AUASB April Agenda

· ED on Contingent Fee Arrangements for Assurance Clients
· APRA Updates Reporting Rules

· Former HIH CFO Found Guilty on Criminal Charge

· Court of Appeal Findings on GIO CFO

· IPSASB March Meeting Highlights

· Training Feedback

· Private Equity Conference

· Outstanding Exposure Drafts, and

· Manage Your Financial Reporting and Audit Risks.
ASIC TIPS ON AIFRS
Lee White, ASIC’s Chief Accountant, recently provided the following tips on AIFRS for 30 June 2007 financial reporting:

· Build on the first year of AIFRS and embed into the normal business processes (i.e., incorporate ad hoc information or manual workarounds)

· Disclose the possible impact of the new standards on the financial report under AASB 108 ‘Accounting Policies, Changes in Accounting Policies and Errors’ (para.30).  The ‘stable platform’ provides the opportunity to review the effectiveness of the financial reporting processes until the next major wave of AIFRS changes in 2009

· When there are genuine interpretation issues, disclose in the financial reports the accounting policy adopted.  ASIC encourages disclosure of alternative treatments and quantification of their impact, and 

· Consistent interpretations of accounting standards are critical to ensure a fully informed market and comparable financial reports.  Interpretations require the principles of the standards and the ‘Framework for the Preparation and Presentation of Financial Statements’ to ensure that the substance of transactions is reflected appropriately.  Principles-based standards require objective application of the standards to their own facts and circumstances, with accounting treatments reflecting the commercial substance of transactions and arrangements.

ASIC also reminded market participants of the role of the Financial Reporting Panel (FRP), formed in July 2006, to resolve disputes between ASIC and companies about accounting treatments.  The FRP is a review body of peers drawn from the accounting, business and legal communities who are appointed by the Treasurer.  It was created to provide a more cost-effective and timely means of resolving disputes.  Matters may be referred to the FRP by ASIC, or by a company with ASIC’s consent.  ASIC’s intention is to refer a dispute to the FRP when the matter has been unable to resolved with a company through other means.

e-GAAP NEWSLETTERS
The following financial reporting newsletters have recently been issued to the subscribers of our premium subscription service ‘e-GAAP Update’:

· e-GAAP Update No.12/2006 ‘Financial Guarantee Contracts – Clarity in Application?’(4500 words, 10 pages).  It contains an in-depth analysis of financial guarantee contract amendments to AASB 4 ‘Insurance Contracts’, AASB 1023 ‘General Insurance Contracts’, AASB 132 ‘Financial Instruments: Disclosure and Presentation’, and AASB 139 ‘Financial Instruments: Recognition and Measurement’.  The amendments are applicable to the 30 June 2007 reporting date for the first time.  It includes 13 CFO action items

· e-GAAP Update No.1/2007 ‘Leases – Arrangements and Incentives’ (4000 words, 9 pages).  It contains an in-depth analysis of Interpretation 4 ‘Determining whether an Arrangement Contains a Lease’ that is operative for 30 June 2007 for the first time, as well as review of Interpretation 115 ‘Operating Leases – Incentives’.  The newsletter also contains 21 CFO action items for Interpretation 4
· e-GAAP Update No.2/2007 ‘Revisiting Web Site Costs under AASB 138 Intangible Assets’ (2900 words, 7 pages).  It contains a post implementation review Interpretation 132 ‘Intangible Assets – Web Site Costs’.  The newsletter also contains 9 CFO action items, and
· e-GAAP Update No. 3/2007 ‘Segment Information – Though the Eyes of Management’ (7500 words, 19 pages).  It contains an in-depth analysis of the recently issued AASB 6 ‘Operating Segments’, the Australian equivalent to IFRS 6.  This newsletter, inter alia, contains a comparison to AASB 116 ‘Segment Information’, a review of the consequential amendments to other standards including impairment and interim financial reporting, 18 CFO action items, and checklist of new and revised disclosure requirements.
The annual subscription for e-GAAP Update is only $295.00 (including GST).  For further information visit www.gaap.com.au or contact Colin at colin@gaap.com.au or 0421 088 611.

For the three months ended 31 March 2007, 7 GAAP Alerts have been issued addressing over 60 financial reporting, auditing, corporate governance and regulatory developments.  Your colleagues can register for the FREE newsletter at www.gaap.com.au.

THREE AUDITING EDs
The AUASB released three Exposure Drafts, which propose important changes to Auditing Standard ASA 700 ‘The Auditor’s Report on a General Purpose Financial Report’, the Proposed ‘Framework for Assurance Engagements’; and ASAE 3000 Proposed Standard on ‘Assurance Engagements Other than Audits or Reviews of Historical Financial Information’ with comment sought by 15 May 2007.
The AUASB is seeking comments on the proposed amendments to ASA 700 ‘The Auditor’s Report on a General Purpose Financial Report’ in response to a request by the Financial Reporting Council to consider a modification to the Auditing Standard to require the inclusion of a statement of International Financial Reporting Standards compliance in the auditor’s report.  This would further the international recognition of Australia’s IFRSs adoption by helping to address the current lack of prominence given to IFRSs compliance in the financial reports of Australian companies.

The FRC’s Strategic Direction to the AUASB requires the development of Auditing Standards to have a clear public interest focus.  In this regard, the FRC is of the view that promoting the international recognition of Australia’s adoption of IFRSs is in the public interest.

The AUASB has also released for comment ED 2/07 Proposed ‘Framework for Assurance Engagements’ (Re-issuance of AUS 108) and ED 3/07 Proposed ‘Standard on Assurance Engagements ASAE 3000’ (Re-issuance of AUS 110) to update these pronouncements into a style and format consistent with other current AUASB pronouncements.

AUASB APRIL AGENDA
The agenda for the 17 April meeting of the AUASB includes the following:

· Feedback round table forum on differential auditing

· Business plan

· ASRE 2400 ‘Standard on Review Engagements’

· IAASB matters

· Guidance statement on concise financial reports

· Audit implications of prudential reporting requirements for general insurers (revision of AGS 1064)

· Special considerations in the audit of risk management requirements for registrable superannuation entities and licensees (revision of AGS 1070)

· Audit implications of the use of service organisations for investment management services

· Audit requirements for Australian financial services licensees under the Corporations Act 2001 (revision of AGS 1068), and

· Audit issues relating to the electronic issue of financial reports (revision of AGS 1050).

ED ON CONTINGENT FEE ARRANGEMENTS FOR ASSURANCE CLIENTS
The Accounting Professional & Ethical Standards Board (APESB) has released an exposure draft of APES 340 ‘Contingent Fee Arrangements for Assurance Clients’ with comments sought by 31 May 2007.  The proposed standard sets out the mandatory requirements for those members in public practice who provide professional services to assurance clients.  A contingent fee is a pre-determined amount or specified commission payable to a firm upon the occurrence of a specified event or the achievement of an outcome.  The proposed Standard is expected to be operative from 1 July 2007.

Proposed standard includes mandatory requirements in respect of contingent fees for assurance engagements and non-assurance services to assurance clients.  It also updates the ethical and professional conduct provisions to reflect APES 110 Code of Ethics for Professional Accountants, policies and procedures, threats to objectivity and independence, safeguards and documentation requirements.

The APESB is responsible for setting the Code of Ethics and professional standards with which members of CPA Australia, the Institute of Chartered Accountants in Australia, and the National Institute of Accountants, are required to abide.

APRA UPDATES REPORTING RULES

APRA has released a consultation package seeking comment on its proposal to modernise its data collection for life companies, including friendly societies.  The consultation package comprises a discussion paper, draft reporting standards, forms and instructions for the data collection.  Currently there are 53 data collection forms for life insurers and 31 forms for friendly societies. APRA proposes to replace these with 15 forms for all life companies and friendly societies.  The reporting standards, to be made under the Financial Sector (Collection of Data) Act 2001, will also be more consistent with those used for authorised deposit-taking institutions, general insurers and superannuation funds.

The draft reporting Standards (60 pages) cover:

· LRS 100.0 Solvency

· LRS 110.0 Capital Adequacy

· LRS 120.0 Management Capital

· LRS 200.0 Interest Rate Risk

· LRS 210.0 Derivatives, Commitments and Off-balance sheet items

· LRS 221.0 Large Exposures 

· LRS 230.0 Credit Risk

· LRS 300.0 Statement of Financial Position

· LRS 310.0 Statement of Financial Performance

· LRS 320.0 Assets Backing Policy Liabilities

· LRS 330.0 Summary of Revenues and Expenses

· LRS 340.0 Retained Profits

· LRS 350.0 Sources of Profits

· LRS 400.0 Statement of Policy Liabilities, and

· LRS 410.0 Capital Measurement Statistics.

The consultation package is at: http://www.apra.gov.au/Policy/Draft-life-companies-and-friendly-societies-data-collection-April-2007.cfm.  APRA is seeking comments by 12 June 2007 with submissions emailed to lifedata@apra.gov.au.  APRA is proposing that the new standards will be available in the third quarter of 2007, and take effect in the first quarter of 2008.

FORMER HIH CFO FOUND GUILTY ON CRIMINAL CHARGE

Mr Dominic Fodera, the former Finance Director and Chief Financial Officer of HIH Insurance Limited was found guilty in the Supreme Court of NSW on a criminal charge of authorising the issuing of a prospectus from which there was a material omission.

Mr Fodera was found guilty of authorising on 26 October 1998, the issuing of a prospectus by HIH Holdings (NZ) Ltd to raise up to $155 million of converting notes that contained a material omission.  The prospectus omitted to disclose the effect of a transaction entered into at the same time between HIH and Societe Générale Australia Limited (SGAL).  This transaction involved SGAL taking up a priority allocation of the notes in the approximate sum of $35 million in exchange for HIH depositing approximately the same sum with SGAL and entering into a swap arrangement.

The effect of the transaction was that HIH bore the financial risk on the $35 million of converting notes, rather than SGAL as the prospectus suggested.  The purpose of the issue of converting notes under the Prospectus was to assist HIH in funding the takeover of the FAI Insurance Group.  Mr Fodera is due to be sentenced in the Supreme Court in May 2007.
COURT OF APPEAL FINDINGS ON GIO CFO

The NSW of Appeal upheld earlier findings that Mr Geoffrey Vines, a former Chief Financial Officer of GIO Australia Holdings Ltd, contravened his duty of care on three occasions in respect of profit forecasts made during a takeover bid.  The Court reversed earlier findings in respect of four other contraventions.

The Court’s decision relates to proceedings arising out of a takeover bid by AMP Limited for GIO Australia Holdings Ltd in late 1998.  ASIC commenced civil penalty proceedings against Mr Vines and two other executives (Mr Francis Robertson and Mr Timothy Fox) in 2001 in connection with a Part B Statement published by GIO during a takeover attempt.  The Statement included an $80 million profit forecast from GIO’s reinsurance division.  The GIO reinsurance division was exposed to significant claims as a result of Hurricane George that struck Puerto Rico and the United States Virgin islands in September 1998.

The Court of Appeal found that the profit forecast in the Part B Statement was of considerable significance in the context of a hostile takeover battle.  In making its decision, it said it was concerned to protect shareholders against the ‘danger’ that they might make a decision about whether or not to accept or reject a takeover offer on the basis of inaccurate information.  As such, the Court stated that the standard of conduct required of Mr Vines (and Mr Robertson and Mr Fox) was influenced by the fact that ‘the information was provided within the framework of a due diligence process that was designed to ensure adequate and materially complete disclosure’.

The Court of Appeal upheld, in part, Justice Austin’s earlier findings.  In particular, it found that Mr Vines had contravened his duty of care when he:
· Signed a management sign-off without taking positive steps to advise GIO’s due diligence committee of the basis of assumptions underlying an $80 million profit forecast

· Informed the due diligence committee that he was comfortable with the integrity of the profit forecast, and

· Failed to give attention to whether the profit forecast would actually be achieved in the period after the Part B statement was issued but before the end of the takeover offer ended.

The Court overturned four other contraventions contended for by ASIC, reversing in part, Justice Austin’s decision.  The Court said that Mr Vines did not contravene his duty of care when he: 

· Made an unqualified statement of confidence in the profit forecast on 9 November 1998, or 

· Failed to provide information about the basis on which the profit forecast was calculated in: a report which was used to issue a media release on 17 November 1998 reporting on the company’s profit; or an email sent to the due diligence committee on 22 November 1998.

The Court will consider an appropriate penalty for Mr Vines’ contraventions later this year.

IPSASB MARCH MEETING HIGHLIGHTS

The highlights from March meeting of the International Public Sector Accounting Standards Board’s (IPSASB) included:

Social Benefits:  Reaffirmed the tentative November 2006 decision to develop an Exposure Draft dealing only with disclosure.  The ED will:

· Provide minimum disclosure requirements of amounts to be transferred to those meeting eligibility criteria for cash transfer programs at the reporting date

· Define collective and individual goods and services, but will not have disclosure requirements for them, and

· Omit terminology and definitions associated with recognition and measurement (e.g., constructive and present obligations and liabilities).

The IPSASB will issue a separate Consultation Paper addressing social benefit recognition and measurement issues, including:

· When present obligations occur for cash transfer programs and whether contributions and earmarked taxes have an impact on obligating events

· Whether present obligations arise to beneficiaries of programs delivering individual goods and services

· Whether the revalidation of eligibility criteria is a recognition criterion or a measurement attribute, and

· The measurement of liabilities arising from present obligations.

IFRS Improvements Project:  Approved a project proposal for improvements, over three years, of selected IPSASs to realign them with equivalent IFRSs that have been revised since those IPSASs were issued.

Heritage Assets:  Further analysis of a number of issues is to be undertaken, including the definition of heritage assets, and the redesignation of heritage assets as regular property, plant and equipment.

Financial Instruments:  Approved a project proposal to amend IPSAS 15 ‘Financial Instruments: Recognition and Measurement’ in accordance with the changes made to IAS 32 ‘Financial Instruments: Presentation’.  Agreed to initiate a project to develop an IPSAS based on IFRS 7 ‘Financial Instruments: Disclosure’.

Entity Combinations:  The underlying principles of IFRS 3 ‘Business Combinations’ (i.e., purchase/acquisition method) are likely to applicable to the public sector.  There were many types of entity combinations in the public sector that may not be combinations (e.g., common control scenarios).  An issues paper will be developed addressing public sector issues for consideration.

TRAINING FEEDBACK
GAAP Consulting conducts financial reporting, audit and corporate governance training experiences.  Feedback from a series of financial reporting courses revisiting a number of fundamental accounting standards included the following:

· ‘Very knowledgable, plus good to have someone involved at the highest level of AASB’

· ‘Able to link things very well’
· ‘Knowledgeable and lively presenter’

· ‘Timing and delivery excellent’

· ‘Heavy content kept light and digestable’

· ‘Very motivational presentation’

· ‘Excellent & dynamic session’

· ‘Detailed material, summarised well’

· ‘Brilliant! Moved around, kept the topics alive’

· ‘Appreciated expertise of presenter on topic’, and

· ‘Supporting materials; very detailed and useful’.
PRIVATE EQUITY CONFERENCE
Television Education Network is holding a two-day conference on private equity (PE) on Thursday 10 and Friday 11 May 2007.  Subjects covered include: what makes for a good PE deal, PE valuations, sources of debt for PE, structuring equity and takeout, choosing and holding on to management in PE deals, documenting PE consortium arrangements and debt financing, due diligence, conflicts of interest, CGT issues and other key regulatory issues.

Speakers include the current Chairman of AVCAL (David Jones), senior executives from Ironbridge, UBS, Investec Wentworth, and Champ, as well as senior practitioners from leading professional firms, including Allens Arthur Robinson, PricewaterhouseCoopers, Blake Dawson Waldron, Deacons, Lonergan Edwards and Associates, and BDO Corporate Finance.  You can obtain a brochure by ringing the organisers on 03 9670 2055 or emailing bianca@tved.net.au, or you can register online at tenshop.tved.net.au.

OUTSTANDING EXPOSURE DRAFTS

Accounting

7 May ED 153 ‘Proposed Amendments to AASB 124 Related Party Disclosures: State-controlled Entities and the Definition of Related Party’ – AASB
4 May Discussion Paper ‘Fair Value Measurements’ – IASB

11 May ED 154 ‘Proposed Amendments to AASB 102 – Inventories Held for Distribution by Not-for-Profit Entities’ – AASB

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

Auditing

27 April ‘Proposed Amendments to IFRS 1 First-time Adoption of Australian Equivalents to International Financial Reporting Standards – Cost of an Investment in a Subsidiary)’ – IASB

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
15 May ED 1/2007 ‘Proposed Amendments The Auditor’s Report on a General Purpose Financial Report’ – AUASB

15 May ED 2/2007 Proposed ‘Framework for Assurance Engagements’ – AUASB
15 May ED 3/2007 Proposed Standard on ‘Assurance Engagements Other than Audits or Reviews of Historical Financial Information’ – AUASB
31 May ISA 570 (Redrafted) ‘Going Concern’ – IAASB

31 May ‘Contingent Fee Arrangements for Assurance Clients’ – APESB

30 June ISA 550 (Revised and Redrafted) ‘Related Parties’ – IAASB
Other

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

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

12 June ‘Life Insurance and Friendly Society Data Collection and Returns’ – APRA

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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