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

· e-GAAP Update ‘Superannuation Plan Financial Liability Amendments’
· ASIC Class Order ‘Calculation of Director and Executive Remuneration’

· Proposed Amendments to AASB 1

· Outstanding Exposure Drafts, and
· Manage Your Financial Reporting and Audit Risks.
e-GAAP UDATE ‘SUPERANNUATION PLAN FINANCIAL LIABILITY AMENDMENTS’
e-GAAP Update No.4/2006 ‘Superannuation Plan Financial Liability Amendments’ was recently issued to subscribers.  It contained an Executive Summary, Application, Key Terms, Methodology, Disclosure, and 7 CFO Action Items.

The following is an extract from the executive summary.
1. AASB 2005-13 ‘Amendments to Australian Accounting Standards’ is applicable to annual reporting periods ending on or after 31 December 2005.

2. Financial liabilities held by superannuation plans must be measured at their net market values and any changes in these values be recognised in the profit or loss for the reporting period.  The amendments to AAS 25 do not contain a definition of a financial liability.

3. AAS 25 requires superannuation plans to measure assets at net market values and immediately recognise changes in net market values as a component of revenue for the reporting period.  These requirements override the requirements in other Accounting Standards in respect of the recognition and measurement of assets, including AASB 132 ‘Financial Instruments: Disclosure and Presentation’ and AASB 139 ‘Financial Instruments: Recognition and Measurement’ in respect of financial assets.

4. New disclosure requirements are introduced: the method for determining net market value for financial liabilities, and changes in net market values of financial liabilities for a defined contribution plan and a defined benefit plan.

5. A number of the existing requirements in AAS 25 and the amendments made by AASB 2005-13 are not in accordance with IFRSs.  Accordingly, financial reports prepared by superannuation plans under AAS 25 will not comply with IFRSs.

ASIC CLASS ORDER CALCULATION OF DIRECTOR AND EXECUTIVE REMUNERATION

On 21 February 2006, ASIC announced relief to assist listed companies in measuring and reporting director and executive remuneration in their annual reports though Class Order CO 06/105 ‘Calculation of Director and Executive Remuneration’.  This decision reverses its previous stance not to grant relief.

The relief removes doubt over the ability of companies to disclose an individual director or executive remuneration using a single measurement basis due to the conflicting requirements of Regulation 2M.3.03, that continues to require the application of the measurement requirements of AASB 1046 ‘Director and Executive Disclosures by Disclosing Entities’, and the revised AASB 124 ‘Related Party Disclosures’.

This issue is particularly relevant for companies with 31 December 2005 to 31 March 2006 full year-ends.  It is anticipated that the conflict will be resolved by amendments to Regulation 2M.3.03.  ASIC is also calling for some clarity in AASB 124.

The eight page CO 06/105 ‘Calculation of Director and Executive remuneration’ allows listed companies to apply either of the following for the purposes of disclosing an individual’s director and executive remuneration in accordance with s300A(1)(c) and paragraph Aus25.4 of AASB 124 for years ending 31 December 2005 to 31 March 2006 (both inclusive):

· The measurement requirements, categories of remuneration and definition of ‘remuneration’ in AASB 1046 (‘the AASB 1046 basis’); or

· The measurement bases in AASB 2 ‘Share-based Payment’ and AASB 119 ‘Employee Benefits’ (but which may be modified as is reasonable to apply those bases to the disclosure of compensation of individuals), the categories of compensation in AASB 124 and the definition of ‘compensation’ in AASB 124.

The Class Order outlines various disclosure requirements that need to be provided depending on the choice made.

The relief is conditional on: the same measurement basis, categories and definition being used for all of the relevant disclosures; and the directors’ report including a brief explanation of any differences from using the measurement requirements of section 6 of AASB 1046 (these differences need not be quantified).

This relief is of an interim nature.  The Government is considering the operation of the regulations affected by the replacement of AASB 1046 by the revised AASB 124.  ASIC intends to withdraw the relief when the regulations are amended.

The relief does not extend to the aggregate remuneration disclosures under paragraph 16 of AASB 124.  Listed companies adopting the AASB 1046 basis for their disclosures by individual may wish to be aware that some hold the view that the aggregate disclosures required by AASB 124 must be determined on a strict AASB 119/AASB 2 approach to ensure convergence with IAS 24.  Those holding that view would suggest that this should also drive the basis for measuring and disclosing remuneration of individuals.

PROPOSED AMENDMENTS TO AASB 1
In February, the AASB issued an Invitation to Comment ITC 10 ‘Proposed Amendments to AASB 1’ that is intended to assist not-for-profit public sector entities utilise the transitional provisions of AASB 1.  The relief is limited to rare circumstances when an entity has experienced extreme difficulties in complying with the requirements of AIFRS due to information deficiencies that have caused non-compliance with previous GAAP.  The non-compliance with some Standards stems from difficulties caused by weaknesses in record keeping that date back to when cash-based accounting was used, and the unique nature of the assets and operations.

The move to AIFRSs has magnified the issues faced by a small number of entities already not complying with all Standards under old GAAP.  To obtain the relief from full retrospective application of all Standards, AASB 1 is only available to entities that can make an unreserved statement of compliance with AIFRS.  Entities that are unable to make such a statement are ineligible to access the transitional provisions offered by AASB 1, e.g., provide transitional relief from certain requirements in some Standards.  Such requirements include not having to provide comparative information determined in accordance with AASB 132 ‘Financial Instruments: Presentation and Disclosure’ and AASB 139 ‘Financial Instruments: Recognition and Measurement’.

The proposed amendment is to insert the following Australian specific paragraph: “In rare cases, a not-for-profit public sector entity may experience extreme difficulties in complying with the requirements of certain Australian equivalents to IFRSs due to information deficiencies that have caused non-compliance with previous GAAP.  In these cases, the conditions specified in AASB 1 ‘First-time Adoption of Australian equivalents to International Financial Reporting Standards’ (paragraph 3) are satisfied provided the entity: discloses the deficiencies and its strategy for rectifying the deficiencies in its first Australian-equivalents-to-IFRSs financial report; and makes an explicit and unreserved statement of compliance with other Australian equivalents to IFRSs for which there are no information deficiencies.”

The AASB invites comments by 6 March 2006 on whether:

· Constituents support the proposal to amend AASB 1;

· Any similar problems being experienced by for-profit entities or not-for-profit private sector entities; and

· Any other concerns relating to this matter.

The proposed amendments to AASB 1 are anticipated for reporting periods ending on or after 30 June 2006.

OUTSTANDING EXPOSURE DRAFTS

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

Accounting

· 6 March ITC 10 ‘Proposed Amendments to AASB 1’

· 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

The preparation of the first AIFRS financial report highlights the need a robust disclosure checklist; ‘Australian GAAP – Disclosure Checklist’.  The Checklist covers:

· Each AASB Standard and Interpretation

· Objective of the AASB Standard or Interpretation

· Application

· Notes

· Key Terms

· Readily apparent disclosure requirements

· Cross-referenced to the source

· Provision for compliance comments.

The following individual checklists are currently available in PDF format at a special offer price of $11.00 each.

· AASB 102 ‘Inventories’

· AASB 108 ‘Accounting Policies, Changes in Accounting Estimates and Errors’

· AASB 110 ‘Events after the Balance Sheet Date’

· AASB 111 ‘Construction Contracts’

· AASB 114 ‘Segment Reporting’

· AASB 116 ‘Property, Plant and Equipment’

· AASB 117 ‘Leases’

· AASB 134 ‘Interim Financial Reporting’, and

· AASB 138 ‘Intangible Assets’.

Individual checklists can be purchased though colin@gaap.com.au and we will invoice.  More checklists will be available shortly, with the complete set available in April.

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
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