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These technical developments are current as at 15 June 2006. They represent additions to the regulatory framework and Australian Accounting Standards since publication of the fourth edition of Australian Financial Accounting by Craig Deegan in 2005. 

CHAPTER 1: AN OVERVIEW OF THE AUSTRALIAN EXTERNAL REPORTING ENVIRONMENT

Australia adopted International Accounting Standards (IASs) and International Financial Reporting Standards (IFRSs), which are developed by the International Accounting Standards Board (IASB), as its national standards from 1 January 2005. The approach taken in adopting IASs/IFRSs in Australia is significantly more onerous than in most other countries, including the European Union. While the European Union has adopted IASs/IFRSs for all entities that prepare consolidated financial statements, Australia is the first Western country to adopt IASs/IFRSs for all its reporting entities. Specifically, there are four categories of Australian Accounting Standards. First, Australian Accounting Standards Board (AASB) standards with one digit corresponding to new IFRSs (for example, AASB 3 Business Combinations corresponds to IFRS 3 Business Combinations). Second, AASB standards with three digits corresponding to previously issued IASs (for example, AASB 128 Investments in Associates corresponds to IAS 28 Investments in Associates). Third, AASB standards with four digits, which are AASB original standards for which there is no IAS/IFRS equivalent (for example, AASB 1031 Materiality). Fourth, Australian Accounting Standards (AASs), which are issued by professional accounting bodies in Australia and are still in use (there are five AASs still in use). 

The AASB has maintained the ‘sector neutrality concept’ while adopting IASs/IFRSs. ‘Sector neutrality concept’ operates in Australia and New Zealand, where all reporting entities are bound by a single set of standards, irrespective of which sector they operate in and whether they are publicly or privately owned. While IASs and IFRSs are the core standards, a number of amendments are made to these core standards to reflect local contexts. When Australian paragraphs are included in the standard to accommodate Australian legislative requirements, the prefix ‘Aus’ is added to the paragraph. In cases where there was a lack of detailed disclosure requirements or issues that were not addressed by IASs/IFRSs, the AASB has maintained its previous set of standards. IASs also allow for optional treatments for similar transactions. While IASs have explicit optional treatments (for example in IAS 2 Inventories, IAS 7 Cash Flow Statements, IAS 16 Property, Plant and Equipment, IAS 19 Employee Benefits and IAS 23 Borrowing Costs), the IASB has indicated that it is unlikely to include explicit optional treatments in the new IFRSs it develops. In adopting IASs, the AASB considered the optional treatments on a case-by-case basis. Most of the optional treatments have been allowed, except AASB 107 Cash Flow Statements based on IAS 7, which has permitted only the direct method of presenting cash flow statements. The indirect basis of presentation has not been permitted. In future, the AASB intends to work closely with the IASB to provide additional guidance and interpretation on important standards. 
In April 2004, as part of the transition to IASs/IFRSs, the AASB issued AASB 1047 Disclosing the Impacts of Adopting Australian Equivalents to International Financial Reporting Standards. All reporting entities, including not-for-profit entities, are required to apply AASB 1047. AASB 1047, paragraph 4.2, requires ‘that in respect of financial reports for annual or interim reporting periods ending on or after 30 June 2005 an entity shall disclose in its financial report: any known or reliably estimable information about the impacts on the financial report had it been prepared using the Australian equivalents to IASs/IFRSs; or if the impacts are not known or reliably estimable, a statement to that effect’ (CPA Australia 2005, p. 1). AASB 1047 also provides a line-by-line reconciliation of Australian standards with IASs/IFRSs. 

The AASB has also adopted the IASB’s Framework for the Preparation and Presentation of Financial Statements. However, it has two of its own Statements of Accounting Concepts (SACs), which includes SAC 1 Definition of the Reporting Entity and SAC 2 Objective of General Purpose Financial Reporting. The AASB found it necessary to converge the conceptual framework given that IASs are based on the IASB conceptual framework. Further developments are expected in the near future as the IASB has added ‘Conceptual Framework Project’ to its agenda in October 2004. This is a joint project with the US Financial Accounting Standards Board and the primary objective of the project is to develop a conceptual framework that is complete and internally consistent. Such a framework would lay a sound foundation for developing future accounting standards, which is the ultimate goal of the IASB. This will enable the IASB to develop standards that are principles-based, internally consistent, internationally converged, and that lead to financial reporting that provides the information needed for investment, credit and similar decisions (IASB, 2004, p. 1). 

As part of the Federal government’s latest Corporate Law Economic Reform Program (CLERP 9), the role of the Financial Reporting Council (FRC) has been expanded and strengthened significantly. The reforms include the FRC being responsible for overseeing audit independence and audit standards setting in Australia. Particularly, CLERP 9 has reconstituted the Auditing and Assurance Standards Board (AUASB) as a statutory body, giving it powers to formulate and promulgate auditing standards in accordance with the new section 336 of the Corporations Act, which will have force of law. On the other hand, the AASB is implementing the FRC’s policy of adopting the standards of the IASB for application to reporting periods beginning on or after 1 January 2005. Additionally, section 227 of the Australian Securities and Investments Act 2001 states that the AASB has a specific function to ‘participate in and contribute to the development of a single set of accounting standards for world-wide use’. The new Policy Statement 4 International Convergence and Harmonisation Policy best reflects this objective by prescribing that ‘the AASB’s international convergence objective is to pursue, through participation in the activities of the IASB and the PSC, the development of an internationally accepted single set of accounting standards which can be adopted in Australia and elsewhere for both domestic and world-wide use’ (paragraph 5).

The AASB’s ultimate aim to provide a stable platform for the implementation of the IASB standards has largely been achieved. However, despite the AASB’s best efforts, there have of necessity been a number of changes (see Tables 1 to 4). There were new standards issued, such as AASB 6 Exploration for and Evaluation of Mineral Resources (see Table 1) and a number of existing standards were amended through ‘omnibus standards’ (Table 2). The AASB has issued omnibus standards where there are relatively minor amendments to the existing standards rather than reissuing the affected standard. Some of the standards issued in July 2004 have been reissued taking into account the changes made by the omnibus standards (see Table 1). The Urgent Issues Group (UIG) has also issued a number of interpretations, which are equivalent to International Financial Reporting Interpretations Committee Interpretations (IFRIC) (Table 3). Lastly, the AASB has also invited comments on a number of exposure drafts (EDs) (Table 4). These developments and their implications are discussed in greater detail in the relevant chapters of this technical update.  
Students are encouraged to refer to the websites of the IASB (http://www.iasc.org.uk) and the AASB (http://www.aasb.com.au) for a continuous update with respect to the state of existing standards and current EDs and their technical content. Additionally, both of the professional bodies (CPA Australia and ICAA) have detailed updates in their websites. This is also recommended as a useful resource for students requiring information on developments and implications of new accounting standards and exposure drafts. 
Accounting standards 

The following standards have been issued (or reissued) by the AASB after July 2004.

Table 1
 
AASB standards
	AASB standards
	Overview

	AASB 1 First-time Adoption of Australian Equivalents to International Financial Reporting Standards
(reissued July 2005)
	This standard was revised to take into account the amendments made by one or more of the omnibus standards that have been issued (see Table 2). 

	AASB 4 Insurance Contracts (reissued September 2005)
	This standard was revised to take into account the amendments made by one or more of the omnibus standards that have been issued (see Table 2).

	AASB 6 Exploration for and Evaluation of Mineral Resources (issued December 2004)
	This standard specifies the financial reporting for the exploration for and evaluation of mineral resources.  In particular, the standard requires:

· limited improvements to existing accounting practices for exploration and evaluation expenditures;

· entities that recognise exploration and evaluation assets to assess such assets for impairment in accordance with this standard and measure any impairment in accordance with AASB 136 Impairment of Assets; and

· disclosures that identify and explain the amounts in the entity’s financial report arising from the exploration for and evaluation of mineral resources and help users of those financial reports understand the amount, timing and certainty of future cash flows from any exploration and evaluation assets recognised.

	AASB 7 Financial Instruments: Disclosures (issued August 2005)


	AASB 7 leads to the withdrawal of AASB 130 Disclosures in the Financial Statements of Banks and Similar Financial Institutions and supersedes paragraphs 51–95 of AASB 132. AASB 7 now brings in one place all disclosures relating to financial instruments.

	AASB 101 Presentation of Financial Statements (reissued May  2005)
	This standard was revised to take into account the amendments made by one or more of the omnibus standards that have been issued (see Table 2).

	AASB 116 Property, Plant and Equipment (reissued January 2005)
	This standard was revised to take into account the amendments made by one or more of the omnibus standards that have been issued (see Table 2).

	AASB 119 Employee Benefits (reissued December 2004)
	This standard was revised to take into account the amendments made by one or more of the omnibus standards that have been issued (see Table 2).

	AASB 121 The Effects of Changes in Foreign Exchange Rates (reissued June 2005)
	This standard was revised to take into account the amendments made by one or more of the omnibus standards that have been issued (see Table 2).

	AASB 124 Related Party Disclosures (reissued April 2005)
	This standard was revised to take into account the amendments made by one or more of the omnibus standards that have been issued (see Table 2).

	AASB 131 Interests in Joint Ventures (reissued May 2005)
	This standard was revised to take into account the amendments made by one or more of the omnibus standards that have been issued (see Table 2).

	AASB 134 Interim Financial Reporting (reissued May 2005)
	This standard was revised to take into account the amendments made by one or more of the omnibus standards that have been issued (see Table 2).

	AASB 138 Intangible Assets (reissued January 2005)
	This standard was revised to take into account the amendments made by one or more of the omnibus standards that have been issued (see Table 2).

	AASB 141 Agriculture (reissued May 2005)
	This standard was revised to take into account the amendments made by one or more of the omnibus standards that have been issued (see Table 2).

	AASB 1023 General Insurance Contracts (reissued September 2005)
	This standard was revised to take into account the amendments made by one or more of the omnibus standards that have been issued (see Table 2).

	AASB 1038 Life Insurance Contracts (reissued September 2005)
	This standard was revised to take into account the amendments made by one or more of the omnibus standards that have been issued (see Table 2).

	AASB 1048 Interpretation and Application of Standards (reissued September 2005)
	This standard has been revised to provide an up-to-date listing of UIG Interpretations and to ensure the effectiveness of references in AASB standards to UIG Interpretations. This is part of a continuous process.


(Source: Based on Accounting and Auditing Handbook 2006)
Omnibus standards
The following standards are the omnibus standards that the AASB has issued so far to amend existing standards.  

Table 2

Omnibus standards
	Omnibus standards
	Overview

	AASB 2006-1 Amendments to Australian Accounting Standard (issued January 2006)
	This standard makes amendments to AASB 121, which arise due to the IASB’s amendments to IAS 21 The Effects of Changes in Foreign Exchange Rates issued  in December 2005.

	AASB 2006-2 Amendments to Australian Accounting Standard (issued March 2006)
	This standard makes amendments to AASB 1 to allow the use of AASB 1 by not-for-profit public sector entities experiencing extreme difficulties in complying with some standards, subject to their making certain disclosures.



	AASB 2005-1 Amendments to Australian Accounting Standard (issued May 2005)
	This standard makes amendments to AASB 139 as a consequence of a review of the Australian equivalent to the IFRS.

	AASB 2005-2 Amendments to Australian Accounting Standards (issued June 2005)
	The objective of this standard is to make amendments to AASB 1023.

	AASB 2005-3 Amendments to Australian Accounting Standard (issued June 2005)
	This standard amends AASB 119 as a consequence of reviewing their requirements.



	AASB 2005-4 Amendments to Australian Accounting Standards (issued June 2005)

	This standard amends AASB 139, AASB 132, AASB 1, AASB 1023 and AASB 1038 as a consequence of a review of the fair value option in AASB 139.



	AASB 2005-5 Amendments to Australian Accounting Standards (issued June 2005) 

	This standard makes amendments to AASB 1 and AASB 139 as a consequence of the approval in June 2005 of UIG Interpretation 4 Determining Whether an Arrangement Contains a Lease and Interpretation 5 Rights to Interests Arising from Decommissioning, Restoration and Environmental Rehabilitation Funds, identified in AASB 1048 Interpretation and Application of Standards as corresponding to IFRIC 4 and IFRIC 5 respectively.



	AASB 2005-6 Amendments to Australian Accounting Standards (issued June 2005) 

	This standard  makes amendments to AASB 3.

	AASB 2005-7 Amendments to Australian Accounting Standards (issued June 2005) 

	The objective of this standard is to make an amendment to AASB 134 as a consequence of reviewing its requirements.

	AASB 2005-8 Amendments to Australian Accounting Standards (issued June 2005) 
	This standard  makes several amendments to AASB 1. 



	AASB 2005-9 Amendments to Australian Accounting Standards (issued September 2005) 
	This standard makes amendments to AASB 4, AASB 1023, AASB 139 and AASB 132.



	AASB 2005-10 Amendments to Australian Accounting Standards (issued September 2005) 

	This standard makes amendments to AASB 132, AASB 101, AASB 114, AASB 117, AASB 133, AASB 139, AASB 1, AASB 4, AASB 1023 and AASB 1038 as a consequence of the release of AASB 7 Financial Instruments: Disclosures in August 2005.

	AASB 2005-11 Amendments to Australian Accounting Standards (issued September 2005) 

	This standard amends AASB 101, AASB 112, AASB 132, AASB 133, AASB 139 and AASB 141. 


	AASB 2005-12 Amendments to Australian Accounting Standards (issued December 2005) 

	This standard amends AASB 1038 and AASB 1023. 



	AASB 2005-13 Amendments to Australian Accounting Standards (issued December 2005) 

	This standard amends AAS 25. 



	AASB 2004-1 Amendments to Australian Accounting  Standards (issued December 2004)
	As a consequence of the issue of AASB 6, this standard makes amendments to AASB 1, AASB 116 and AASB 138.  



	AASB 2004-2 Amendments to Australian Accounting Standards (issued December 2004)
	This standard makes amendments to AASB 1, AASB 121, AASB 131, AASB 134, AASB 139 and  AASB 141.  

	AASB 2004-3 Amendments to Australian Accounting Standards (issued December 2004)
	This standard makes amendments to AASB 1, AASB 101 and AASB 124 as a consequence of the release of AASB 119 Employee Benefits as issued in December 2004.




(Source: Adopted from http://www.aasb.com.au.)

UIG Interpretations 

The following UIG Interpretations were issued or amended since the publication of the fourth edition of this text. 

Table 3

UIG Interpretations                    
	UIG Interpretations
	Overview

	UIG 2 Members’ Shares in Co-operative Entities and Similar Instruments (issued March 2005)
	Addresses the classification of members’ shares in cooperative entities either as financial liabilities or as equity. It clarifies that the classification of members’ shares as financial liabilities or as equity depends upon the characteristics of such shares, especially redemption features, and specifies how those features should be evaluated. 

	UIG 3 Emission Rights (issued March 2005)
The UIG members formally agreed to withdraw UIG 3 in July 2005.
	Provides that emission allowances, whether issued by government or purchased, are intangible assets and are accounted for in accordance with AASB 138 Intangible Assets, with allowances recognised at fair value initially. Subsequently, an entity can choose to measure them under either the cost or revaluation model. A liability is recognised as emissions are made for the obligation to deliver allowances. 

	UIG 4 Determining Whether an Arrangement Contains a Lease (issued June 2005)
	Specifies the criteria for determining whether an arrangement is or contains a lease, by assessing whether the fulfilment of the arrangement is dependent on the use of a specific asset and whether there is a right to use the asset.

	UIG 5 Rights to Interests Arising from Decommissioning, Restoration and Environmental Rehabilitation Funds (issued June 2005) 

	Requires that these funds are accounted for depending on whether the contributor has control, joint control or significant influence over the fund. Where there is no control, joint control or significant influence, and the contributor has the primary responsibility for paying decommissioning costs, the contributor is to recognise an asset or liability. The right to receive reimbursement is recognised separately under AASB 137 Provisions, Contingent Liabilities and Contingent Assets. 

	UIG 6 Liabilities arising from Participating in a Specific Market—Waste Electrical and Electronic Equipment (issued October 2005) 
	Provides guidance on the recognition, in the financial statements of producers, of liabilities for waste management under the EU Directive on WE & EE in respect of sales of historical household equipment.

	UIG 7 Applying the Restatement Approach under AASB 129 Financial Reporting in Hyperinflationary Economies (issued February 2006) 
	Provides guidance on how to apply the requirements of AASB 129 Financial Reporting in Hyperinflationary Economies, especially  in a reporting period in which an entity has to restate its financial statements in accordance with AASB 129.

	UIG 8 Scope of AASB 2 (March 2006) 
	AASB 2 applies to transactions in which an entity or an entity’s shareholders have granted equity instruments or incurred a liability to transfer cash or other assets for amounts that are based on the price (or value) of the entity’s shares or other equity instruments of the entity. However, this Interpretation does not apply to transactions excluded from the scope of AASB 2 in accordance with paragraphs 3–6 of that standard.

	UIG 9 Reassessment of Embedded Derivatives (April 2006) 
	UIG 9 applies to all embedded derivatives within the scope of AASB 139.



	UIG 112   Consolidation— Special Purpose Entities (reissued December 2004) 
	Amendment of the scope of the Interpretation to include equity compensation plans and to exclude other long-term employee benefit plans.

	UIG 1013 Consolidated Financial Reports in Relation to Pre-Date-of-Transition Stapling Arrangements (issued April 2005)
	This Interpretation grandfathers the current treatment of stapling arrangements that exist at transition date to Australian equivalents to IFRSs. 



	UIG 1052 Tax Consolidation Accounting (issued June 2005)
	Addresses the accounting required when the tax consolidated system has been implemented by an entity. The consolidated current and deferred tax amounts are to be allocated among the entities in the tax consolidation group on a systematic, rational and consistent manner.


(Source: Adopted from http://www.aasb.com.au.)

Selected exposure drafts 

The AASB has also issued a number of exposure drafts for comment. A few exposure drafts are provided in Table 4. 

Table 4 
AASB exposure drafts


	Exposure drafts
	Overview

	ED 149 Proposed Amendments to AASB 123 Borrowing Costs

(issued May 2006)
	ED 149 proposes the removal of the option in AASB 123 of recognising borrowing costs immediately as an expense, to the extent that they are directly attributable to the acquisition, construction or production of a qualifying asset.



	ED 148 Proposed Amendments to AASB 101 Presentation of Financial Statements: A Revised Presentation

(issued April 2006)


	ED 148 proposes a number of amendments to IAS 1/AASB 101 (see IASB ED, pages 8 to 9, for a description of the proposed amendments to IAS 1).


	ED 147 Revenue from Non-Exchange Transactions (Including Taxes and Transfers) (issued February 2006)
	ED 147 invites comments on a proposed International Public Sector Accounting Standard (IPSAS) that may form the basis of a proposed revision of AASB 1004 Contributions. The proposed IPSAS is Exposure Draft ED 29 Revenue from Non-Exchange Transactions (Including Taxes and Transfers) issued by the IPSASB on 31 January 2006.



	ED 146 Proposed Amendments to AASB 2 Share-based Payment— Vesting Conditions and Cancellations (issued February 2006)

	ED 146 invites comments from Australian constituents on proposed amendments to AASB 2 Share-based Payment, which is the Australian equivalent of IFRS 2 Share-based Payment. 


	ED 145 Operating Segments (issued January 2006)
	ED 145 invites comments on a proposed replacement of AASB 114 Segment Reporting, which is the Australian equivalent of IAS 14 Segment Reporting. The proposals are contained in the Exposure Draft ED 8 Operating Segments issued by the IASB in January 2006. 


(Source: Adopted from http://www.aasb.com.au.)

CHAPTER 2: THEORIES OF FINANCIAL ACCOUNTING

There have been no domestic legislative changes or professional developments to affect this chapter since the fourth edition.

CHAPTER 3: AN OVERVIEW OF ACCOUNTING FOR ASSETS

AASB 116 Property, Plant and Equipment was reissued in January 2005. This compilation takes into account all the amendments up to and including 9 December 2004 and was prepared on 21 January 2005. In December 2004, AASB 116 was amended by omnibus standard AASB 2004-1 Amendments to Australian Accounting Standards. AASB 116 was reissued as part of standards amended by AASB 2004-1, which made consequential amendments to AASB 1 First-time Adoption of Australian Equivalents to International Financial Reporting Standards, AASB 116 Property, Plant and Equipment, and AASB 138 Intangible Assets. AASB 116 has been amended as the AASB-adopted IFRS 6 Exploration for and Evaluation of Mineral Resources (issued as AASB 6 Exploration for and Evaluation of Mineral Resources), which led to similar amendments being made by IFRS 6 to other IFRSs.

AASB 6 led to the extension in the scope of AASB 116. Specifically to paragraph 3, which now reads:

This Standard does not apply to:

(a) property, plant and equipment classified as held for sale in accordance with AASB 5 Non-current Assets Held for Sale and Discontinued Operations;

(b) biological assets related to agricultural activity (see AASB 141 Agriculture);

(c) the recognition and measurement of exploration and evaluation assets (see AASB 6 Exploration for and Evaluation of Mineral Resources); or

(d) mineral rights and mineral reserves such as oil, natural gas and similar non-regenerative resources.

However, this Standard applies to property, plant and equipment used to develop or maintain the assets described in (b)–(d). (AASB 2004-1, p. 6)
AASB 6 deals with the treatment of expenditures associated with the exploration for and evaluation of mineral resources and, in particular, permits entities to develop an accounting policy for the treatment of these expenditures. AASB 6 requires the accounting policy to be consistent with the ‘area of interest’ approach prescribed by AASB 1022 (AASB 6, p. 7). AASB 6, paragraph 12, specifically states that ‘after initial recognition, exploration and evaluation assets can be measured using the cost or revaluation models in AASB 116 or AASB 138 (see paragraphs 31–42 of AASB 116 and paragraphs 72–84 of AASB 138)’. AASB 6 also requires any capitalised exploration and evaluation expenditures (known as ‘exploration and evaluation assets’) to be tested for impairment (see Chapter 5). For further details on AASB 6, readers are referred to Chapter 19.
CHAPTER 4: DEPRECIATION OF PROPERTY, PLANT AND EQUIPMENT
There have been no apparent developments locally or internationally to directly affect this chapter. However, as noted in Chapter 3, with the issuance of AASB 6 Exploration for and Evaluation of Mineral Resources, AASB 116 Property, Plant and Equipment is not directly applicable to the recognition and measurement of exploration and evaluation assets. AASB 6 permits impairment of exploration and evaluation assets to be assessed at a cash-generating unit or group of cash-generating units level (see Chapter 5). 

CHAPTER 5: REVALUATIONS AND IMPAIRMENT TESTING OF NON-CURRENT ASSETS

There have been no apparent developments locally or internationally to directly affect this chapter. However, Chapter 3 noted the issue of AASB 6 Exploration for and Evaluation of Mineral Resources, which permits entities in the extractive industries to continue to account for their exploration and evaluation activities as they did under AASB 1022 Accounting for the Extractive Industries. AASB 6 requires any capitalised exploration and evaluation expenditures (known as ‘exploration and evaluation assets’) to be tested for impairment. This will continue until the IASB further develops its Extractive Activities Project. 
The major requirements of AASB 6 are as follows:

(a) requires Australian entities to apply ‘area of interest’ accounting to their exploration and evaluation expenditures (generally this will enable exploration and evaluation expenditures to be treated in the same manner as they were under AASB 1022/AAS 71 Accounting for the Extractive Industries subject to any impairment testing requirements); (b) requires entities recognising exploration and evaluation assets to perform an impairment test on those assets when facts and circumstances suggest that the carrying amount of an asset may exceed its recoverable amount; and (c) permits impairment of exploration and evaluation assets to be assessed at a cash-generating unit or group of cash-generating units level. The level is not to be larger than the lesser of an area of  interest or a segment (based on either the entity’s primary or secondary reporting format under AASB 114 Segment Reporting).
(AASB 6, p. 6–7)

Overall, there are no significant differences between the treatment of exploration and evaluation expenditures under AASB 6 and AASB 1022. Further details on AASB 6 are provided in Chapter 19. 

CHAPTER 6: INVENTORY

There have been no significant domestic or international legislative changes or professional developments to affect this chapter since the fourth edition. 
CHAPTER 7: ACCOUNTING FOR INTANGIBLES

AASB 138 Intangible Assets was reissued in January 2005. This compilation takes into account all the amendments up to and including 9 December 2004 and was prepared on 21 January 2005. AASB 138 has been amended by omnibus standard AASB 2004-1 Amendments to Australian Accounting Standards. These amendments arise from the issue of  AASB 6 Exploration for and Evaluation of Mineral Resources. AASB 6 led to the extension of the scope of AASB 138 and specifically to paragraph 2, which now reads:
This Standard shall be applied in accounting for intangible assets, except:

(a) intangible assets that are within the scope of another Australian Accounting Standard;

(b) financial assets, as defined in AASB 139 Financial Instruments: Recognition and Measurement;

(c) the recognition and measurement of exploration and evaluation assets (see AASB 6 Exploration for and Evaluation of Mineral Resources); and

(d) expenditure on the development and extraction of minerals, oil, natural gas and similar non-regenerative resources. (AASB 2004-1, p. 6–7)
AASB 6, paragraph 12, states that after initial recognition, exploration and evaluation assets can be measured using the cost or revaluation models in AASB 116 Property, Plant and Equipment or AASB 138 Intangible Assets (see paragraphs 31–42 of AASB 116 and paragraphs 72–84 of AASB 138). 
Additionally, the UIG issued Interpretation 3 Emission Rights in March 2005, which addresses accounting for emission rights and similar schemes. UIG Interpretation 3 is equivalent to IFRIC 3 Emission Rights. There were no specific requirements previously in Australia to account for emission rights or similar schemes. UIG Interpretation 3 requires:

…emission allowances, whether issued by government or purchased, are intangible assets and are accounted for in accordance with AASB 138 Intangible Assets, with allowances recognised at fair value initially.  Subsequently, an entity can choose to measure them under either the cost or revaluation model. When allowances are issued for less than fair value, the difference between their fair value and the amount paid is accounted for as a government grant: in respect of for-profit entities, through amortisation to income on a systematic basis over the compliance period for which the allowances were allocated; and in respect of not-for-profit entities in accordance with AASB 1004 Contributions. (UIG Interpretation 3, p. 4)
However, the IASB unexpectedly withdrew IFRIC 3 in June 2005 based on an assessment that there was no urgency for such an interpretation in Europe. The IASB claimed that the withdrawal would allow it to address the underlying accounting in a more comprehensive way than the issued IFRIC 3. To this end, the UIG reconsidered the significance of the Interpretation in Australia, and agreed that it was more relevant to the European emissions trading scheme than to the Australian renewable energy certificate scheme. The UIG members formally agreed to withdraw UIG Interpretation 3 in July 2005. However, UIG members also agreed that an entity that had already adopted the approach in UIG Interpretation 3 could continue to do so, though the Interpretation was formally withdrawn (UIG Action Alert 05-5,  2005, p. 2). 
CHAPTER 8: ACCOUNTING FOR HERITAGE ASSETS AND BIOLOGICAL ASSETS
There have not been any substantial domestic or international developments to directly impact on accounting for heritage assets and biological assets. However, a few minor developments in late 2004 affect AASB 141 Agriculture. AASB 141 was reissued in May 2005. This compilation takes into account all the amendments up to and including 22 December 2004 and was prepared on 10 May 2005. AASB 141 has been amended by omnibus standard AASB 2004-2 Amendments to Australian Accounting Standards.
AASB 2004-2 amends paragraph 50 of AASB 141, which now reads:

An entity shall present a reconciliation of changes in the carrying amount of biological assets between the beginning and the end of the current period. The reconciliation shall include:

(a) the gain or loss arising from changes in fair value less estimated point-of-sale costs;

(b) ……; (p. 8)
This amendment deletes the sentence ‘comparative information is not required’ from paragraph 50 of AASB 141. The sentence was included in error and was removed from IAS 41 Agriculture by the IASB as part of the IASB’s Improvements Project. 
Additionally, the AASB issued AASB 2005-11 Amendments to Australian Accounting Standards in September 2005 to make editorial corrections to a number of AASB standards, including AASB 141. The amendments were in line with the corrections made by the IASB to its standards. The objective of AASB 141 was amended to read: ‘The objective of this Standard is to prescribe the accounting treatment and disclosures related to agricultural activity.’ (AASB 2005-11, p. 8)
CHAPTER 9: AN OVERVIEW OF ACCOUNTING FOR LIABILITIES

There have been no domestic or international legislative changes or professional developments to directly affect this chapter. However, as noted in Chapter 7, the UIG issued Interpretation 3 Emission Rights in March 2005, which addresses accounting for emission rights and similar schemes. UIG Interpretation 3 (p. 4) specifies that ‘a liability is required to be recognised as emissions are made for the obligation to deliver allowances. The liability is accounted for as a provision in accordance with AASB 137 Provisions, Contingent Liabilities and Contingent Assets. The liability is usually measured at the current market value of the required number of allowances; changes in market value are recognised in profit or loss.’ However, as previously noted, the UIG withdrew UIG Interpretation 3 in July 2005, though it allows entities already using the approach in UIG Interpretation 3 to continue to do so. 
In October 2005, the UIG issued Interpretation 6 Liabilities Arising from Participating in a Specific Market—Waste Electrical and Electronic Equipment (equivalent to IFRIC 6). Interpretation 6 ‘clarifies when a liability arises under the European Union’s Directive on Waste Electrical and Electronic Equipment in relation to the cost of waste management for the decommissioning of electrical and electronic equipment that had been sold to private households up to 13 August 2005 (termed ‘historical household equipment’). The Interpretation specifies that the event giving rise to a liability for such costs is participation in the market by a producer of that type of equipment in the measurement period specified in the relevant national legislation. The manufacture or sale of historical household equipment is not the obligating event’ (p. 4).

CHAPTER 10: ACCOUNTING FOR LEASES

The IASB is undertaking a project to seek to improve accounting for leases by developing an approach that is more consistent with the conceptual framework definitions of assets and liabilities. To provide greater focus on the leasing research, the IASB has made some tentative decisions regarding the foundations of a conceptual model for analysing the assets and liabilities that arise from lease contracts. Generally, the IASB has agreed that accounting for leases should be based on the analysis of the assets and liabilities that arise from contractual rights and obligations. The IASB tentatively agreed that the assets and liabilities recognised in respect of leases should reflect the conveyance of the right of use and control of the associated future economic benefits for the period of the contract (rather than conveyance of the whole of the physical property, ‘whole of asset’ approach). For example: 
· if a lease contract is freely cancellable by the lessee, the asset and liability amounts recognised by the lessor and lessee should reflect both (i) the conveyance of the right of use up to the date at which the lease can be cancelled by the lessee and (ii) the lessee’s option in respect of periods beyond that date; and 

· if a lease contract is freely cancellable by the lessor, the asset and liability amounts recognised by the lessor and lessee should reflect both (i) the conveyance of the right of use up to the date at which the lease can be cancelled by the lessor and (ii) the lessor’s option in respect of periods beyond that date. (IASB, 2005, p. 1) 

The IASB argues that the recognition of assets and liabilities should not be limited to contracts that convey rights that are economically similar to outright ownership. Rather, the primary focus should be on the conveyance of rights to future economic benefits (such as the right of use). To provide a platform for further debate on the issue, the IASB plans to publish a discussion paper in 2006 (ibid).
Additionally, the IASB has issued IFRIC 4 Determining Whether an Arrangement Contains a Lease, which has been adopted by the AASB (as UIG Interpretation 4, issued in June 2005). UIG Interpretation 4 Determining Whether an Arrangement Contains a Lease specifies the criteria for determining whether an arrangement is, or contains, a lease. Whether an arrangement is, or contains, a lease depends on the substance of the arrangement and requires an assessment of whether:

(a) fulfilment of the arrangement is dependent on the use of a specific asset or assets (the asset); and (b) the arrangement conveys a right to use the asset (paragraph 6). Further reassessment of whether an arrangement is, or contains, a lease is based on whether there is a change in the contractual terms of the arrangement, exercise of a renewal option, an extension of the arrangement, a change in the determination of whether fulfilment is dependent on a specified asset or a substantial change to the asset. If an arrangement contains a lease, the parties to the arrangement apply the requirements of AASB 117 Leases to the lease element of the arrangement, unless exempted from those requirements by the Standard.  Accordingly, if an arrangement contains a lease, that lease is classified as a finance lease or an operating lease. Other elements of the arrangement not within the scope of AASB 117 are accounted for in accordance with other Standards (UIG Interpretation 4). 
CHAPTER 11: SET-OFF AND EXTINGUISHMENT OF DEBT
AASB 1014 Set Off and Extinguishment of Debt has been superseded by AASB 132 Financial Instruments. AASB 132 prohibits the use of insubstance debt defeasance as a means of removing debt from the balance sheet. The IASB issued ED 7 Financial Instruments: Disclosures  in July 2004, proposing the withdrawal of IAS 30 and amendments to IAS 32 Financial Instruments: Disclosures and Presentation. The AASB reproduced IASB ED 7 Financial Instruments: Disclosures without amendment as part of ED 137 to identify the proposed amendments. The major differences between the requirements of IASB ED 7, AASB 130 and AASB 132 were:

(a) All the disclosures should apply to all types of entities that have financial instruments, however the extent of disclosure required depends on the extent of the entity’s use of financial instruments and of its exposure to risk, whereas the requirements of AASB 130 presently apply only to banks and similar financial institutions.

(b) The proposed Standard arising from IASB ED 7 should add to the requirements presently in AASB 132 by requiring enhanced balance sheet and income statement disclosures.

(c) The proposed Standard arising from IASB ED 7 should require qualitative and quantitative disclosures about exposure to risks arising from financial instruments. Together the disclosures provide an overview of the entity’s use of financial instruments and the exposures to risks they create.

(d) The proposed Standard arising from IASB ED 7 should require specified minimum disclosures about credit risk, liquidity risk and market risk (including interest rate risk) disclosure.

(e) The proposed Standard arising from IASB ED 7 should require disclosures about capital. (ED 137, p.  vi)
In August 2005, AASB 7 Financial Instruments: Disclosures was issued, which is the Australian equivalent to IFRS 7 Financial Instruments: Disclosures. AASB 7 led to the withdrawal of AASB 130 Disclosures in the Financial Statements of Banks and Similar Financial Institutions and supersedes paragraphs 51–95 of AASB 132. AASB 7 now brings in one place all disclosures relating to financial instruments. Comparatively, AASB 7 is broader in scope than both AASB 130 and AASB 132 and improves the information provided in the financial report by requiring disclosure of both the significance of financial instruments to the financial position and performance of an entity and the nature, extent and management of the resulting risk inherent in the exposure. To make consequential amendments to other existing standards AASB 2005-10 Amendments to Australian Accounting Standards was issued. AASB 2005-10 makes amendments to AASB 132 Financial Instruments: Disclosures and Presentation, AASB 101 Presentation of Financial Statements, AASB 114 Segment Reporting, AASB 117 Leases, AASB 133 Earnings per Share, AASB 139 Financial Instruments: Recognition and Measurement, AASB 1 First-time Adoption of Australian Equivalents to International Financial Reporting Standards, AASB 4 Insurance Contracts, AASB 1023 General Insurance Contracts and AASB 1038 Life Insurance Contracts. 
AASB 132 is also amended by the issue of AASB 2005-9 Amendments to Australian Accounting Standards. These amendments arise from the proposals in amendments to IAS 39 Financial Instruments: Recognition and Measurement and IFRS 4 Insurance Contracts—Financial Guarantee Contracts released by the IASB in August 2005. Specifically,  paragraph 4(d) of AASB 132 is amended to read:

This Standard shall be applied to all types of financial instruments except:

(d) insurance contracts as defined in AASB 4 Insurance Contracts. However, this Standard applies to derivatives that are embedded in insurance contracts if AASB 139 requires the entity to account for them separately. Moreover, an issuer shall apply this Standard to financial guarantee contracts if the issuer applies AASB 139 in recognising and measuring the contracts, but shall apply AASB 1023 General Insurance Contracts if the issuer elects, in accordance with paragraph 2.2(f) of AASB 1023, to apply AASB 1023 in recognising and measuring them; (p. 15)
Lastly, there have been a few minor amendments to AASB 132 arising from the release of Amendments to IAS 39 Financial Instruments: Recognition and Measurement—The Fair Value Option by the IASB in June 2005. Readers are referred to the commentary to Chapter 14 for an overview of AASB 139. Additionally, there have been a few minor amendments to AASB 132 from the issue of AASB 2005-11 Amendments to Australian Accounting Standards.
CHAPTER 12: ACCOUNTING FOR EMPLOYEE BENEFITS

AASB 119 Employee Benefits was reissued in December 2004. AASB 119 has been revised to reflect those amendments made by the IASB by issuing Amendments to IAS 19 Employee Benefits: Actuarial Gains and Losses, Group Plans and Disclosures in December 2004. In particular, IAS 19 has introduced a third option for the recognition of actuarial gains and losses associated with defined benefit plans directly in retained earnings. To this end, the AASB reconsidered its position on the treatment of actuarial gains and losses in AASB 119. AASB 119, which was issued in July 2004, only mandated the immediate recognition of actuarial gains and losses associated with a defined benefit plan in the income statement. The ‘corridor’ approach, though an option in IAS 19, was not permitted in AASB 119 in July 2004 as the AASB believed that the IASB would be eliminating the ‘corridor’ approach from IAS 19 in the near future. However, the introduction of a third option in the revised IAS 19 creates an uncertainty about the direction that the IASB will take on this issue in IAS 19 in the future. Consequently, the AASB decided to revise AASB 119 to allow all the options in IAS 19 to be used to account for actuarial gains and losses in relation to defined benefit plans. Revised AASB 119 now allows entities the following options for the recognition of actuarial gains and losses relating to defined benefit plans: (i) full recognition through profit or loss; (ii) full recognition directly in retained earnings; and (iii) the ‘corridor’ approach. The primary differences between this standard and the AASB standard that it supersedes, AASB 119 Employee Benefits as issued in July 2004, are the introduction of two additional options for the recognition of actuarial gains and losses associated with a defined benefit plan (full recognition directly in retained earnings and the ‘corridor’ approach) and the requirements for accounting for multi-employer defined benefit group plans in the separate financial statements of entities within a group (AASB, 119, p. 7). 
Additionally, AASB 2005-3 Amendments to Australian Accounting Standards deletes AASB 119 paragraphs Aus55.1 and Aus55.2, which deal with how an entity that is the sponsor of a defined benefit plan allows for taxes, and replaces them with an Australian Guidance on the subject. AASB 2005-3 makes amendments to both versions of AASB 119, that issued in July 2004 and that revised in December 2004. These amendments arise from the AASB’s reconsideration of commentary and guidance relating to actuarial assumptions used to determine the defined benefit liability (asset) of an entity that is the sponsor of a defined benefit plan and requires the entity to take into account future taxes. To this end, a new heading and paragraph G20 are inserted in the Australian Guidance to AASB 119 (July 2004 and December 2004) as follows:

In accordance with paragraph 73 that states ‘Actuarial assumptions are an entity’s best estimates of the variables that will determine the ultimate cost of providing post‑employment benefits’, any future taxes, such as contributions tax and investment tax, are taken into account in the actuarial assumptions used to determine the relevant components of the employer’s defined benefit liability (asset). (AASB 2005-3, p. 6)
CHAPTER 13: SHARE CAPITAL AND RESERVES

There have been no significant developments domestically or internationally to directly affect this chapter. However, the AASB issued UIG Interpretation 2 Members’ Shares in Co‑operative Entities and Similar Instruments in March 2005. UIG Interpretation 2 ‘addresses the classification of members’ shares in co-operative entities either as financial liabilities or as equity. Members’ shares in co-operative entities have some characteristics of equity. However, normally the members have the right to request redemption for cash or another financial instrument, although that right may be subject to limits on whether the instruments can be redeemed when requested. The Interpretation clarifies that the classification of members’ shares as financial liabilities or as equity depends upon the characteristics of such shares, especially redemption features, and specifies how those features should be evaluated.’ (UIG Interpretation 2, p. 4)
CHAPTER 14: ACCOUNTING FOR FINANCIAL INSTRUMENTS

There have been a number of developments in 2005 that impact on AASB 139 Financial Instruments: Recognition and Measurement. AASB 139 has been amended by omnibus standards AASB 2004-2 Amendments to Australian Accounting Standards and AASB 2005-4 Amendments to Australian Accounting Standards. These amendments arise from the release of amendments to IAS 39 Financial Instruments: Recognition and Measurement—The Fair Value Option by the IASB in June 2005. Previously, IAS 39 used a ‘mixed attribute’ measurement model, where some financial assets and liabilities were measured at cost while others were measured at fair value, which ultimately led to a number of difficulties and complexities.
AASB 139, issued in July 2004, included a free-choice option to designate financial instruments at fair value through profit or loss. Now, with the amended AASB 119, the ability to designate financial assets and financial liabilities at fair value through profit or loss is restricted. Specifically, the amendment restricts the designation of financial assets and financial liabilities ‘at fair value through profit or loss’ so that designation is only possible where permitted under paragraph 11A of AASB 139 (relating to contracts that contain embedded derivatives), or when doing so results in more relevant information because either:

(i)
it eliminates or significantly reduces a measurement or recognition inconsistency (sometimes referred to as ‘an accounting mismatch’) that would otherwise arise from measuring assets or liabilities or recognising the gains and losses on them on different bases; or

(ii)
a group of financial assets, financial liabilities or both is managed and its performance is evaluated on a fair value basis, in accordance with a documented risk management or investment strategy, and information about the group is provided internally on that basis to the entity’s key management personnel (as defined in AASB 124 Related Party Disclosures), for example the entity’s board of directors and chief executive officer. (AASB 2005-4, p. 5)
The amendment to AASB 139 necessitates consequential amendments to a number of existing AASB standards (refer to Chapter 20 for details).

Additionally, the AASB has issued AASB 2005-1 Amendments to Australian Accounting Standards. This standard makes consequential amendments to AASB 139. These amendments arise from the release of IAS 39 Amendment (April 2005) Cash Flow Hedge Accounting of Forecast Intragroup Transactions. Amended AASB 139 permits the foreign currency risk of a highly probable intragroup forecast transaction to qualify as the hedged item in consolidated financial statements provided that the transaction is denominated in a currency other than the functional currency of the entity entering into that transaction and the foreign currency risk will affect consolidated financial statements. The amendment also specifies that if the hedge of a forecast intragroup transaction qualifies for hedge accounting, any gain or loss that is recognised directly in equity in accordance with the hedge accounting rules in AASB 139 must be reclassified into profit or loss in the same period or periods during which the foreign currency risk of the hedged transaction affects consolidated profit or loss (AASB 2005-1, p. 5–6). Specifically, the following is substituted for paragraph 80 of AASB 139, as issued in July 2004:

For hedge accounting purposes, only assets, liabilities, firm commitments or highly probable forecast transactions that involve a party external to the entity can be designated as hedged items. It follows that hedge accounting can be applied to transactions between entities or segments in the same group only in the individual or separate financial statements of those entities or segments and not in the consolidated financial statements of the group. As an exception, the foreign currency risk of an intragroup monetary item (e.g. a payable/receivable between two subsidiaries) may qualify as a hedged item in the consolidated financial statements if it results in an exposure to foreign exchange rate gains or losses that are not fully eliminated on consolidation in accordance with AASB 121 The Effects of Changes in Foreign Exchange Rates. In accordance with AASB 121, foreign exchange rate gains and losses on intragroup monetary items are not fully eliminated on consolidation when the intragroup monetary item is transacted between two group entities that have different functional currencies. In addition, the foreign currency risk of a highly probable forecast intragroup transaction may qualify as a hedged item in consolidated financial statements provided that the transaction is denominated in a currency other than the functional currency of the entity entering into that transaction and the foreign currency risk will affect consolidated profit or loss. (AASB 2005-1, p. 8)

The AASB has also issued AASB 2005-5 Amendments to Australian Accounting Standards, which makes consequential amendments to AASB 139. The amendments arise from the approval in June 2005 of UIG Interpretation 4 Determining Whether an Arrangement Contains a Lease and Interpretation 5 Rights to Interests arising from Decommissioning, Restoration and Environmental Rehabilitation Funds, which are the Australian equivalents to IFRIC 4 and 5 respectively. The scope of AASB 139 (revised in May 2005) is amended by this standard to exclude rights to reimbursement for expenditure required to settle either provisions recognised in accordance with AASB 137 Provisions, Contingent Liabilities and Contingent Assets or liabilities that had originally been recognised as provisions in accordance with AASB 137. The major effect of the amendment is that a contractual right to receive such reimbursement in the form of cash will be accounted for in the same manner as other forms of rights to such reimbursement, rather than in accordance with AASB 139 (AASB 2005-5, p. 6).
Furthermore, AASB 139 is amended by the issue of AASB 2005-9 Amendments to Australian Accounting Standards. These amendments arise from proposals in Amendments to International Financial Reporting Standards IAS 39 Financial Instruments: Recognition and Measurement and IFRS 4 Insurance Contracts—Financial Guarantee Contracts issued in August 2005 by the IASB. The AASB had issued ED 134 Request for Comment on IASB ED  Amendments to IAS 39 Financial Instruments: Recognition and Measurement and IFRS 4 Insurance Contracts— Financial Guarantee Contracts in July 2004. The AASB’s proposal was that AASB 139 should deal with all financial guarantees. However, this has not been the case. The revised IAS 39 has not adopted all the changes proposed in ED 134. The current situation is as follows:

Some contracts which might be financial guarantee contracts, credit insurance contracts, letters of credit or credit derivative default contracts may meet both the definition of an insurance contract under AASB 4, and the definition of a financial guarantee contract under AASB 139. Where a contract meets the definition of a financial guarantee contract, it is within the scope of AASB 139 and AASB 132, and not within the scope of AASB 1023. However, if an issuer of financial guarantee contracts has previously asserted explicitly that it regards such contracts as insurance contracts, and has applied to them accounting applicable to insurance contracts, the issuer may elect to apply either AASB 139 and AASB 132 or AASB 1023. (AASB 2005-9, p. 5)
As previously noted (see Chapter 11), the issue of AASB 7 Financial Instruments: Disclosures brings in one place all disclosures relating to financial instruments. Consequently, AASB 2005-10 was issued, which makes amendments to a number of existing AASB standards, including AASB 139. Specifically, AASB 139, paragraph 1, is amended to read:

The objective of this Standard is to establish principles for recognising and measuring financial assets, financial liabilities and some contracts to buy or sell non-financial items. Requirements for presenting information about financial instruments are in AASB 132 Financial Instruments: Presentation. Requirements for disclosing information about financial instruments are in AASB 7 Financial Instruments: Disclosures. (AASB 2005-10, p.12)

Lastly, AASB 139 is also amended by AASB 2005-11 Amendments to Australian Accounting Standards. Specifically, paragraphs AG 52 and AG 66 are amended as follows: 

In the text box that follows paragraph AG 52, the fifth paragraph that introduces the first table is amended to read as follows:

The entity calculates the gain or loss on the sale of the 90 per cent share of cash flows. Assuming that separate fair values of the 90 per cent part transferred and the 10 per cent part retained are not available at the date of the transfer, the entity allocates the carrying amount of the asset in accordance with paragraph 28 as follows:

…

Paragraph AG 66 is amended to read as follows:

If a financial instrument that was previously recognised as a financial asset is measured at fair value and its fair value falls below zero, it is a financial liability measured in accordance with paragraph 47. (AASB 2005-11, p. 7-8)
CHAPTER 15: REVENUE RECOGNITION ISSUES

There have been no domestic or international developments to directly affect this chapter. 
CHAPTER 16: THE INCOME STATEMENT
There have been no local or international developments to directly affect this chapter. However, as already noted in Chapter 14, AASB 139 Financial Instruments: Recognition and Measurement has been amended by omnibus standard AASB 2005-4 Amendments to Australian Accounting Standards. The amendment restricts the designation of financial assets and financial liabilities as ‘at fair value through profit or loss’ (AASB 2005–4, p. 6). Readers are referred to Chapter 14 for details. 
CHAPTER 17: ACCOUNTING FOR INCOME TAXES

There have been no major developments to directly affect accounting for income taxes. However, the AASB issued UIG Interpretation 1052 Tax Consolidation Accounting in June 2005 to specify tax-effect accounting for consolidated entities. UIG Interpretation 1052 requires the consolidated current and deferred tax amounts to be allocated within the entities in the tax consolidation group in a systematic, rational and consistent manner. Entities in a tax-consolidated group are required to recognise both current taxes and deferred taxes, based on any method that is systematic, rational and consistent with the broad principles in AASB 112 Income Taxes. The Interpretation identifies a number of methods that may be used, including: a ‘stand alone’ approach for each subsidiary; a ‘separate taxpayer’ approach on the basis that each subsidiary remains taxable as part of the tax-consolidated group; and a ‘group allocation’ approach whereby group tax amounts are allocated among each entity in the tax-consolidated group (UIG Action Alert 05-2, 2005, p. 2). UIG Interpretation 1052 also addresses accounting for a subsidiary when it leaves a tax-consolidated group.

The requirements in UIG Interpretation 1052 differ significantly from the previous Australian requirements set out in  the superseded UIG Abstract 52 Income Tax Accounting under the Tax Consolidation System. These differences are outlined below:

· For example, under Abstract 52 the head entity in the tax-consolidated group recognised both current and deferred taxes in relation to the wholly owned subsidiaries in the group, whereas under this Interpretation the subsidiaries initially recognise both current and deferred taxes before recognising the head entity’s assumption of the current tax liability (asset) and tax losses/credits. Thus, subsidiaries are now required to recognise deferred taxes relating to temporary differences. Abstract 52 did not require the head entity’s assumption of balances arising from subsidiaries to be accounted for through a contribution by or distribution to equity participants.

· Furthermore, the presentation requirements for amounts arising under tax funding arrangements (TFAs) have changed. Under Abstract 52, TFA assets and liabilities were recognised as inter-entity tax-related balances whereas TFA expenses and revenues were recognised as a component of income tax expense or revenue. However, under this Interpretation, all TFA amounts are recognised as inter-entity amounts, giving rise to a contribution by or distribution to equity participants to the extent that they differ from the amounts assumed by the head entity from subsidiaries.

· Interpretation 1052 also partly supersedes UIG Abstract 39 Effect of Proposed Tax Consolidation Legislation on Deferred Tax Balances.  Abstract 39 in part addressed how the tax consolidation legislation—when relevant to an entity—could affect the deferred tax balances recognised by the entity prior to the implementation of the tax consolidation system by the entity.  Abstract 39 also dealt with the enactment or substantive enactment of tax consolidation Bills in particular. These latter requirements are now addressed in Interpretation 1039 Substantive Enactment of Major Tax Bills in Australia.

· Abstracts 39 and 52 addressed the accounting under two pairs of Standards:  AASB 1020 and AAS 3 Accounting for Income Tax (Tax-effect Accounting) (the 1989 Standards) and AASB 1020 and AAS 3 Income Taxes (the 1999 Standards).  Both pairs of Standards are superseded by AASB 112 Income Taxes, issued in July 2004.  Interpretation 1052 applies in conjunction with AASB 112. (UIG Interpretation 1052, p. 4–5)
AASB 2005-11 Amendments to Australian Accounting Standards, issued in September 2005, also makes minor amendments to AASB 112. 

CHAPTER 18: CASH-FLOW STATEMENTS
There have been no major developments to affect this chapter. However, as previously noted in Chapter 14, in May 2005 the AASB issued AASB 2005-1 Amendments to Australian Accounting Standard in May 2005, which outlines the changes in cash-flow hedge accounting of forecast intragroup transactions. Readers are referred to Chapter 14 for further details. 
CHAPTER 19: ACCOUNTING FOR THE EXTRACTIVE INDUSTRIES

As previously noted, December 2004 saw the issue of AASB 6 Exploration for and Evaluation of Mineral Resources, which is the Australian equivalent to IFRS 6 Exploration for and Evaluation of Mineral Resources. AASB 6 deals with the treatment of expenditures associated with the exploration for, and evaluation of, mineral resources and allows entities to develop an accounting policy for the treatment of these expenditures without having to specifically consider the requirements of paragraphs 11 and 12 of AASB 108 Accounting Policies, Changes in Accounting Estimates and Errors (sometimes referred to as the ‘AASB 108 hierarchy’). AASB 6 requires the accounting policy to be consistent with the ‘area of interest’ approach prescribed by AASB 1022. Specifically, AASB 6:

a) requires Australian entities to apply ‘area of interest’ accounting to their exploration and evaluation expenditures (generally this will enable exploration and evaluation expenditures to be treated in the same manner as they were under AASB 1022/AAS 71 Accounting for the Extractive Industries subject to any impairment testing requirements); 

(b) requires entities recognising exploration and evaluation assets to perform an impairment test on those assets when facts and circumstances suggest that the carrying amount of an asset may exceed its recoverable amount; and 

(c) permits impairment of exploration and evaluation assets to be assessed at a cash-generating unit or group of cash-generating units level. The level is not to be larger than the lesser of an area of  interest or a segment (based on either the entity’s primary or secondary reporting format under AASB 114 Segment Reporting). (AASB 6, p. 6–7)

Additionally, AASB 6 ‘requires any capitalised exploration and evaluation expenditures (known as  “exploration and evaluation assets”) to be tested for impairment when facts and circumstances suggest that the carrying amount of an exploration and evaluation asset may exceed its recoverable amount. The facts and circumstances specified by AASB 6 are broadly consistent with the factors used to determine whether or not an entity can continue to recognise its capitalised exploration and evaluation expenditures under AASB 1022. Further, the level at which exploration and evaluation assets are to be tested for impairment is to be no larger than the area of interest to which the exploration and evaluation asset relates. Consequently, the recognition and measurement requirements for capitalised exploration and evaluation expenditures are largely equivalent under AASB 6 and AASB 1022’ (AASB 6,  p. 23).
The primary difference between AASB 6 and AASB 1022 is in the scope of the standards. AASB 6 is an activity-based standard that relates only to the exploration for and evaluation of mineral resources, whereas AASB 1022 is an industry-based standard that applies to all phases of extractive activity operations as well as specifying the treatment of inventory and sales revenue. Therefore, the scope of AASB 6 is restricted to the treatment of exploration and evaluation expenditures, whereas AASB 1022 also dealt with the: (a) treatment of development, construction and restoration costs; (b) amortisation of those costs; (c) treatment of inventories; and (d) revenue recognition (ibid, p. 7). Therefore, entities engaged in other phases of extractive activity operations will also have to apply other Australian Accounting Standards, which include AASB 116 Property, Plant and Equipment, AASB 138 Intangible Assets, AASB 102 Inventories, AASB 118 Revenue and AASB 137 Provisions, Contingent Liabilities and Contingent Assets. 
As noted in Chapter 3, AASB 6.12 requires that, after initial recognition, exploration and evaluation assets can be measured using the cost or revaluation models in AASB 116 Property, Plant and Equipment or AASB 138 Intangible Assets (see paragraphs 31–42 of AASB 116 and paragraphs 72–84 of AASB 138). Subsequent measurement is not specifically addressed in AASB 1022, but measurement using a cost or revaluation model is permitted (also see AASB 1041 Revaluation of Non-Current Assets) (ibid, p. 24). Overall, as the requirements of AASB 6 show, the treatment of exploration and evaluation expenditures under this standard and AASB 1022 are quite similar. AASB 6 also permits entities to continue to follow their existing accounting policies for the treatment of exploration and evaluation expenditures (based on AASB 1022) and only requires entities to change their accounting policy if the change makes the financial report more relevant to the economic decision-making needs of users and no less reliable, or more reliable and no less relevant to those needs (AASB 6, paragraph 13). However, to retain comparability among Australian reporting entities, AASB 6 requires any change in accounting policies to remain consistent with the ‘area of interest’ accounting requirements that have been prescribed by AASB 1022 ( paragraph Aus13.1) (ibid, p. 7).

AASB 6 has been issued to facilitate the introduction of Australian equivalents to IFRSs in respect of the treatment of exploration and evaluation expenditures. However, the IASB is currently undertaking a comprehensive project that is focusing on the financial reporting of reserves and resources, and the AASB is heavily involved in this project. It is expected that in the near future there will be a revised extractive activities standard to replace IFRS 6/AASB 6. 

CHAPTER 20: ACCOUNTING FOR GENERAL INSURANCE CONTRACTS
Any development in AASB 4 Insurance Contracts, AASB 1023 General Insurance Contracts and AASB 1038 Life Insurance Contracts are relevant to this chapter. There have been a number of domestic and international developments that affect AASB 4, 1023 and 1038. The AASB issued AASB 1023 General Insurance Contracts in July 2004 as part of the convergence project. However, there were widespread concerns within the insurance industry relating to the liability adequacy test in AASB 1023. As a result, the AASB issued an exposure draft, AASB 1023 Invitation to Comment: Liability Adequacy Test in AASB 1023 General Insurance Contracts, to discuss various options for dealing with these concerns. After reaching a consensus on amendments to AASB 1023, the AASB issued AASB 2005-2 Amendments to Australian Accounting Standard in June 2005. AASB 2005-2 makes amendments to AASB 1023 regarding the liability adequacy test and related disclosures. The amended AASB 1023 now:

1. requires the liability adequacy test to be performed at the level of a portfolio of contracts that are subject to broadly similar risks and are managed together as a single portfolio. Under AASB 1023, issued in July 2004, the liability adequacy test is performed at the reporting entity level by class of business;

2. permits insurers to adopt a different probability of adequacy in performing the liability adequacy test, to that which is adopted in determining the outstanding claims liability. Under AASB 1023, issued in July 2004, insurers were required to adopt the same or similar probabilities of adequacy;

3. requires insurers to provide additional disclosures in relation to the liability adequacy test, namely:

(a) where a deficiency has been identified, the amounts underlying the calculation performed, that is:

(i) unearned premium liability;

(ii) related reinsurance asset;

(iii) deferred acquisition costs; 

(iv) intangible assets; 

(v) present value of expected future cash flows for future claims, showing expected reinsurance recoveries separately; 

(vi) deficiency;

(b) in relation to the present value of expected future cash flows for future claims:

(i) the central estimate of the present value of expected future cash flows;

(ii) the component of present value of expected future cash flows related to the risk margin;

(iii) the percentage risk margin adopted in determining the present value of expected future cash flows (determined from (i) and (ii) above);

(iv) the probability of adequacy intended to be achieved through adoption of the risk margin; and

(v) the process used to determine the risk margin, including the way in which diversification of risks has been allowed for;

(c) where the probability of adequacy adopted in determining the outstanding claims liability is not the same or similar to the probability of adequacy adopted in performing the liability adequacy test, the reasons for the difference; and

(d) where a surplus has been identified, disclosure that the liability adequacy test identified a surplus. (AASB 2005-2, p. 4–5)
The AASB also issued AASB 2005-4 Amendments to Australian Accounting Standards in June 2005. This standard makes consequential amendments to AASB 1023 General Insurance Contracts and AASB 1038 Life Insurance Contracts. These amendments arise from amendments to AASB 39 Financial Instruments: Recognition and Measurement—The Fair Value Option (see Chapter 14 for details). Amended AASB 39 restricts the ability to designate financial assets and financial liabilities at fair value through profit or loss. The consequential impact on AASB 1023 is outlined below:  
Under AASB 1023, issued in July 2004, all financial assets that back insurance liabilities must be designated as ‘at fair value through profit or loss’ in accordance with AASB 139. Given the amendments to AASB 139 outlined in this statement, financial assets may only be designated as ‘at fair value through profit or loss’, using the restricted fair value option. AASB 1023 is amended to require financial assets that back insurance liabilities to be measured as ‘at fair value through profit or loss’, when they are permitted to be measured as ‘at fair value through profit or loss’ under AASB 139.  (AASB, 2005-4, p. 6)
AASB 4 and 1023 are also amended by AASB 2005-9 Amendments to Australian Accounting Standards. These amendments arise from proposals in Amendments to International Financial Reporting Standards IAS 39 Financial Instruments: Recognition and Measurement and IFRS 4 Insurance Contracts—Financial Guarantee Contracts issued in August 2005 by the IASB. The major change is that ‘under AASB 4 (issued July 2004) and AASB 1023 (issued July 2004) a contract that requires specified payments to be made to reimburse the holder for a loss it incurs if a specified debtor fails to make payments when due under the original or modified terms of a debt instrument meets the definition of an insurance contract. Such a contract could be a financial guarantee contract, credit insurance contract, letter of credit or credit derivative default contract’ (AASB 2005-9, p. 4). Specifically, AASB 4, paragraph 4 (d), and AASB 1023, paragraph 2.2(f), now read:
This standard does not apply to:

... financial guarantee contracts unless the issuer has previously asserted explicitly that it regards such contracts as insurance contracts and has used accounting applicable to insurance contracts, in which case the issuer may elect to apply either AASB 139 and AASB 132 or AASB 1023 to such financial guarantee contracts. The issuer may make that election contract by contract, but the election for each contract is irrevocable. (AASB 2005-9, p. 7 & 9)

Additionally, the AASB issued AASB 2005-12 Amendments to Australian Accounting Standards in December 2005. The objective of this standard is to make amendments to AASB 1038 and AASB 1023. Specifically, the amendments apply to life insurance contracts written by friendly societies. In November 2005, the AASB invited comments on a proposal to amend AASB 1038 to acknowledge that friendly societies may have unallocated surplus that is in the nature of ‘policyholder equity’. The AASB has concluded that friendly societies face similar issues to those faced by life insurers in some overseas markets and this view is also supported by the majority of respondents (AASB 2005-12, p. 4). Consequential amendments to AASB 1038 are outlined here. 
Paragraph 4.1.2 of AASB 1038 is amended to read as follows: 
Equity in a shareholder-owned life insurer will generally comprise only shareholder equity. Although participants in the industry commonly refer to ‘policyholder retained profits’, in relation to Australian business such amounts are unvested policyholder benefits liabilities. Under Australian legislation, ‘policyholder retained profits’ relating to Australian life insurance business are paid to policyholders, although the timing of the payment is at the discretion of the life insurer. A life insurer may have unallocated surplus that is in the nature of ‘policyholder equity’ if it is a friendly society or has foreign life insurance operations in a jurisdiction that permits retained profits to remain unallocated between policyholders and shareholders, and the policyholders’ component has yet to be determined. A key factor in evaluating the classification as liability or equity of retained profits in a friendly society is the benefit fund rules of each particular benefit fund. If the rules of a benefit fund were such that all retained profits by default are for the benefit of policyholders, such retained profits would be classed as policyholder benefit liabilities.

Paragraph 9.2.2 is amended to read as follows:

It is sometimes argued that the discretionary nature of participating benefits means that they should be treated as appropriations of profit in the same way as dividends to shareholders. Because life insurance liabilities relating to all types of policyholders are recognised as liabilities under the Life Insurance Act (excluding some contracts issued by friendly societies), it is appropriate for the participating benefits vested in relation to the reporting period, other than transfers from unvested policyholder benefits liabilities, to be recognised as expenses of the reporting period. (AASB 2005-12, p. 7)

AASB 2005-12 also makes minor amendments to AASB 1038, paragraphs 10 and 17, and AASB 1023, paragraph 15. Specifically, paragraph 15.5 of AASB 1023 is amended to read as follows:

When preparing separate financial statements, those investments in subsidiaries, jointly controlled entities and associates:

(a) that are defined by AASB 127 Consolidated and Separate Financial Statements, AASB 128 Investments in Associates and AASB 131 Interests in Joint Ventures. (AASB 2005-12, p. 10)

Lastly, as already discussed in Chapter 11, in August 2005 AASB 7 Financial Instruments: Disclosures was issued by the AASB. AASB 7 led to the withdrawal of AASB 130 Disclosures in the Financial Statements of Banks and Similar Financial Institutions and supersedes paragraphs 51–95 of AASB 132. AASB 7 now brings in one place all disclosures relating to financial instruments. To make consequential amendments to other existing standards, AASB 2005-10 Amendments to Australian Accounting Standards was issued. AASB 2005-10 makes amendments to AASB 4 Insurance Contracts, AASB 1023 General Insurance Contracts and AASB 1038 Life Insurance Contracts. The impact on accounting for general insurance contracts is outlined below:

Amended AASB 4, AASB 1023 and AASB 1038 require the disclosure of sensitivity of market risk. Some commentators expressed concern that sensitivity of market risk would be problematic for insurance contracts at a time when there are no measurement principles for calculating the fair value of insurance liabilities. It should be noted that the disclosure in paragraph 40 of AASB 7 (duplicated in AASB 4, AASB 1023 and AASB 1038), which requires a sensitivity analysis for each type of market risk, does not require entities to calculate the fair value of insurance liabilities or change in fair value. The requirement for a sensitivity analysis applies to changes in market risk variables that have an effect on profit and loss and equity in the period being reported. (AASB, 2005-10, p. 5)

All these changes are part of Phase I of the insurance project currently undertaken by the AASB. Phase II is an international convergence issue, and is expected to replace AASB 1023 and AASB 1038 completely.

CHAPTER 21: ACCOUNTING FOR SUPERANNUATION PLANS

The AASB has issued AASB 2005-13 Amendments to Australian Accounting Standards in December 2005. AASB 2005-13 makes amendments to AAS 25 Financial Reporting by Superannuation Plans.  In November 2005, the AASB invited comments on a proposal to amend AAS 25 to require that financial liabilities held by superannuation plans be measured at their net market values and that any changes in these values be recognised in the profit or loss for the reporting period. The proposal was supported by a majority of respondents (AASB 2005-13, p. 4). Consequential amendments to AAS 25 are set out here.

Paragraph 49 is amended to read as follows:

Accrued benefits of a defined contribution plan shall be shown as an amount equivalent to the difference between the carrying amount of the assets and the sum of all other liabilities.

The following two paragraphs are added after paragraph 50:

50A Financial liabilities of a defined contribution plan and a defined benefit plan shall be measured at net market values as at the reporting date.

50B For a defined contribution plan and a defined benefit plan, the change in net market values of the plan’s financial liabilities since the beginning of the reporting period shall be included in the profit or loss for the reporting period.

Paragraph 51 is amended to read as follows:

The liability of a defined contribution plan for accrued benefits is to be shown as the difference between the carrying amount of plan assets and the sum of all other liabilities. All other liabilities may include income tax liabilities, financial liabilities including those liabilities arising from forfeited benefits, which have not been designated for the benefit of existing plan members as at the reporting date. Accrued benefits may encompass amounts which have been allocated to members’ accounts at reporting date and amounts which have not yet been so allocated. This Standard therefore acknowledges that, at the reporting date, accrued benefits may encompass amounts allocated to individual members’ accounts and the balances of income equalisation, or similar, accounts. (AASB 2005-13, p. 7)
AASB 2005-13 also makes minor amendments to AAS 25, paragraphs 48, 57 and 58. Readers are referred to Chapter 12 for changes in accounting for employee benefits. 

CHAPTER 22: EVENTS OCCURRING AFTER BALANCE SHEET DATE

There have been no domestic or international developments to directly affect this chapter. 

CHAPTER 23: FINANCIAL REPORTING BY SEGMENTS

There have been no legislative changes or professional developments to directly affect this chapter. However, in August 2005 the AASB issued AASB 7 Financial Instruments: Disclosures, which is the Australian equivalent to IFRS 7 Financial Instruments: Disclosures. As previously noted, AASB 7 now brings in one place all disclosures relating to financial instruments. To make consequential amendments to other existing standards, AASB 2005-10 Amendments to Australian Accounting Standards was issued. AASB 2005-10 also makes minor amendments to AASB 114 Segment Reporting. Specifically, in AASB 114 paragraphs 27(a) and (b), 31, 32, 46 and 74 the phrase ‘the board of directors and [to] [the] chief executive officer’ is replaced by ‘key management personnel’ (AASB 2005-10, p. 11).

CHAPTER 24: RELATED-PARTY DISCLOSURES

AASB 124 Related Party Disclosures was reissued in April 2005. This compilation takes into account all the amendments up to and including 22 December 2004 and was prepared on 27 April 2005. In December 2004 the AASB issued AASB 2004-3 Amendments to Australian Accounting Standards, which makes consequential amendments to AASB 124. The amendments arise from the release in December 2004 of the revised AASB 119 Employee Benefits, which is the Australian equivalent to IAS 19 Employee Benefits, as amended by Amendments to IAS 19 Employee Benefits: Actuarial Gains and Losses, Group Plans and Disclosures in December 2004. The amendments are consistent with those made by the IASB to other IFRSs and the requirements that the AASB had removed from the Australian equivalent of IFRS 1 First-time Adoption of International Financial Reporting Standards concerning the ‘corridor approach’ to account for defined benefit plans. This is now relevant owing to the revised AASB 119 (AASB 2004-3, p. 3). Specifically, the amendments arising from AASB 119 has amended paragraph 20 of AASB 124 Related Party Disclosures, which now reads as follows:

The following are examples of transactions that are disclosed if they are with a related party:

20(a) (i) …Participation by a parent or subsidiary in a defined benefit plan that shares risks between group entities is a transaction between related parties (see paragraph 34B of AASB 119 as issued in December 2004). (AASB 2004-3, p. 6) 
In the near future, further changes to related-party disclosure are expected. The AASB has issued ED 143 Director and Executive Disclosures by Disclosing Entities: Removal of AASB 1046 and Addition to AASB 124. ED 143 is proposing to withdraw AASB 1046 Director and Executive Disclosures by Disclosing Entities and to include its requirements in an amended AASB 124.

CHAPTER 25: EARNINGS PER SHARE

AASB 133 Earnings Per Share has been amended by AASB 2005-11 Amendments to Australian Accounting Standards. Specifically, paragraphs 24 and 25 are amended to read as follows:

24. Contingently issuable shares are treated as outstanding and are included in the calculation of basic earnings per share only from the date when all necessary conditions are satisfied (i.e. the events have occurred). Shares that are issuable solely after the passage of time are not contingently issuable shares, because the passage of time is a certainty. Outstanding ordinary shares that are contingently returnable (i.e. subject to recall) are not treated as outstanding and are excluded from the calculation of basic earnings per share until the date the shares are no longer subject to recall.

25. [Deleted by the IASB] (AASB 2005-11, p. 7)
AASB 2005-10 has also amended AASB 133. In paragraph 72, ‘AASB 132’ is replaced by ‘AASB 7 Financial Instruments: Disclosures’.

CHAPTER 26: ACCOUNTING FOR GROUP STRUCTURES

The following commentary applies to Chapters 26–30. 

The AASB issued AASB 2005-1 Amendments to Australian Accounting Standard in May 2005. This standard makes consequential amendments to AASB 139 Financial Instruments: Recognition and Measurement. AASB 2005-1 ‘permits the foreign currency risk of a highly probable intragroup forecast transaction to qualify as the hedged item in consolidated financial statements provided that the transaction is denominated in a currency other than the functional currency of the entity entering into that transaction and the foreign currency risk will affect consolidated financial statements. Further, the amendment also specifies that if the hedge of a forecast intragroup transaction qualifies for hedge accounting, any gain or loss that is recognised directly in equity in accordance with the hedge accounting rules in AASB 139 must be reclassified into profit or loss in the same period or periods during which the foreign currency risk of the hedged transaction affects consolidated profit or loss.’ (p. 5-6)   

AASB also invited comments on the definition of ‘contribution by owners’ in March 2005. This was because AASB was made aware that the presence of the Australian definition of ‘contribution by owners’ in AASB 3 brought some inconsistencies with IFRSs. The AASB considered a number of options for dealing with these concerns and has reached a conclusion on amendments to AASB 3. AASB 2005-6 Amendments to Australian Accounting Standards was issued in June 2005 to amend AASB 3. The major changes are to paragraphs 10, 11, 12 and 13 of AASB 3, which now read as follows:

10. 
A business combination involving entities or businesses under common control is a business combination in which all of the combining entities or businesses are ultimately controlled by the same party or parties both before and after the business combination, and that control is not transitory. 

11. 
A group of individuals shall be regarded as controlling an entity when, as a result of contractual arrangements, they collectively have the power to govern its financial and operating policies so as to obtain benefits from its activities. Therefore, a business combination is outside the scope of AASB 3 when the same group of individuals has, as a result of contractual arrangements, ultimate collective power to govern the financial and operating policies of each of the combining entities so as to obtain benefits from their activities, and that ultimate collective power is not transitory.

12. 
An entity can be controlled by an individual, or by a group of individuals acting together under a contractual arrangement, and that individual or group of individuals may not be subject to the financial reporting requirements of Australian Accounting Standards. Therefore, it is not necessary for combining entities to be included as part of the same consolidated financial statements for a business combination to be regarded as one involving entities under common control. 

13. 
The extent of minority interests in each of the combining entities before and after the business combination is not relevant to determining whether the combination involves entities under common control. Similarly, the fact that one of the combining entities is a subsidiary that has been excluded from the consolidated financial statements of the group in accordance with AASB 127 is not relevant to determining whether a combination involves entities under common control.


(AASB 2005-6, p. 6–7)
The AASB also issued UIG Interpretation 112 Consolidation—Special Purpose Entities (SPE) in December 2004.  UIG Interpretation 112 applies when an entity applies AASB 127 Consolidated and Separate Financial Statements. UIG Interpretation 112 requires a special purpose entity to be consolidated when the substance of the relationship between an entity and the SPE indicates that the SPE is controlled by that entity. The Interpretation provides guidance in determining whether an entity controls an SPE, including discussion of the predetermination of the activities of the SPE by the sponsoring entity. However, there are no substantive differences from the superseded UIG Abstract 28 Consolidation—Special Purpose Entities, except for some differences in the scope of this Interpretation. Specifically, the scope of UIG Interpretation 112 was amended to encompass equity compensation plans and to exclude other long-term employee benefit plans that are accounted for in a manner similar to post-employment benefit plans (UIG Interpretation 112, p. 4). 

Additionally, in April 2005 UIG issued Interpretation 1013 Consolidated Financial Reports in Relation to Pre-Date-of-Transition Stapling Arrangements. UIG Interpretation 1013 (p. 3):

… specifies the basis for the preparation of a consolidated general purpose financial report in relation to stapling arrangements effected prior to the date of transition to Australian equivalents to International Financial Reporting Standards where: (a) the parent entity under the stapling arrangement has exercised an election under AASB 1 First-time Adoption of Australian Equivalents to International Financial Reporting Standards not to apply AASB 3 Business Combinations retrospectively to past business combinations (including the stapling); and (b) UIG Abstract 13 The Presentation of the Financial Report of Entities Whose Securities are ‘Stapled’ was previously applied in respect of the stapling arrangement. The entities combining under the stapling arrangement are required to identify one of them as the parent for the purpose of preparing consolidated financial reports by combining the financial reports of the stapled entities. Where parent entities under such stapling arrangements elect not to apply the business combinations exemption available under AASB 1 to the stapling, they must determine the most appropriate accounting policies to apply in presenting their financial report in accordance with AASB 108 Accounting Policies, Changes in Accounting Estimates and Errors.

UIG Interpretation 1052 Tax Consolidation Accounting was also issued in June 2005. UIG Interpretation 1052 specifies the accounting once the tax consolidated system is implemented by an entity. It requires the consolidated current and deferred tax amounts to be allocated within the entities in the tax consolidation group in a systematic, rational and consistent manner. Readers are referred to Chapter 17 for further details. 
In the near future, further changes to ‘business combinations’ may be expected. The AASB has issued ED 139 Proposed Amendments to AASB 3 Business Combinations and ED 141 Proposed Amendments to AASB 127 Consolidated and Separate Financial Statements. These are part of Phase II of the IASB’s ‘Business Combinations’ project, which proposes fair value rather than cost for recognising and measuring an acquisition, including contingencies, goodwill and intangibles. This is part of the IASB–FASB (US) convergence project. 
CHAPTER 27: FURTHER CONSOLIDATION ISSUES I

See commentary for Chapter 26.

CHAPTER 28: FURTHER CONSOLIDATION ISSUES II

See commentary for Chapter 26.

CHAPTER 29: ACCOUNTING FOR EQUITY INVESTMENTS

See commentary for Chapter 26. 

CHAPTER 30: ACCOUNTING FOR INTERESTS IN JOINT VENTURES

See commentary for Chapter 26. AASB 131 Interests in Joint Ventures was reissued in May 2005. This compilation takes into account all the amendments up to and including 22 December 2004 and was prepared on 13 May 2005. AASB 2004-2 Amendments to Australian Accounting Standards issued in December 2004 makes consequential amendments to AASB 131. The amendment made is a correction of an error. The word ‘or’ has been added at the end of paragraph 2(a) to ensure that users understand that meeting either the condition in paragraph 2(a) or the condition in paragraph 2(c) exempts an entity from paragraph 38 of AASB 131. AASB 131, paragraph 2, now reads:

A venturer with an interest in a jointly controlled entity is exempted from paragraph 38 (equity method) when it meets the following conditions:
(a) the interest is classified as held for sale in accordance with AASB 5 Non-current Assets Held for Sale and Discontinued Operations; or 
(b) [Deleted by the AASB]

(c) all of the following apply:

(i) ……  (AASB 2004-2, p. 7)
CHAPTER 31: ACCOUNTING FOR FOREIGN CURRENCY TRANSACTIONS

Please read the commentary at Chapter 32.
CHAPTER 32: TRANSLATION OF THE ACCOUNTS OF FOREIGN OPERATIONS

There have been no significant developments domestically or internationally to affect this chapter. However, AASB 2004-2 Amendments to Australian Accounting Standards, issued in December 2004, makes consequential amendments to AASB 121 The Effects of Changes in Foreign Exchange Rates. Specifically, an Aus paragraph is added after paragraph 38 in AASB 121. The additional paragraph and the reason for its inclusion are given below:
Aus38.1 Notwithstanding paragraph 38, for the purpose of reporting under the Corporations Act, entities are only permitted to present a financial report which purports to be drawn up in accordance with the Corporations Act in one presentation currency.

AASB 121 implies that reporting entities can present multiple financial statements in different currencies, whereas the  Corporations Act is framed on the assumption that there is only one profit amount for a reporting entity for any reporting period. The amendment to AASB 121 is made to avoid the potential inconsistency between the Standard and the Corporations Act. (AASB 2004-2, p. 6 )
The AASB also issued 2006-1 Amendments to Australian Accounting Standards in January 2006. AASB 2006-1 makes amendments to AASB 121, which are due to the IASB’s amendments to IAS 21 The Effects of Changes in Foreign Exchange Rates issued  in December 2005. Specifically, the amendments relate to accounting for a reporting entity’s net investment in a foreign operation. In AASB 121 (issued in July 2004) a monetary item can be part of the reporting entity’s net investment in a foreign operation provided the monetary item is denominated in the functional currency of either the reporting entity or the foreign operation. However, in December 2005 the IASB amended IAS 21 so that a monetary item can be denominated in any currency and still be part of the reporting entity’s net investment in a foreign operation (AASB 2006-1, p. 4). Consequently, the AASB amended paragraphs 15 and 33 of AASB 121. 

Paragraph 15A is added as follows:

The entity that has a monetary item receivable from or payable to a foreign operation described in paragraph 15 may be any subsidiary of the group. For example, an entity has two subsidiaries, A and B. Subsidiary B is a foreign operation. Subsidiary A grants a loan to Subsidiary B. Subsidiary A’s loan receivable from Subsidiary B would be part of the entity’s net investment in Subsidiary B if settlement of the loan is neither planned nor likely to occur in the foreseeable future. This would also be true if Subsidiary A were itself a foreign operation.

Paragraph 33 is amended as follows:

When a monetary item forms part of a reporting entity’s net investment in a foreign operation and is denominated in the functional currency of the reporting entity, an exchange difference arises in the foreign operation’s individual financial statements in accordance with paragraph 28. If such an item is denominated in the functional currency of the foreign operation, an exchange difference arises in the reporting entity’s separate financial statements in accordance with paragraph 28. If such an item is denominated in a currency other than the functional currency of either the reporting entity or the foreign operation, an exchange difference arises in the reporting entity’s separate financial statements and in the foreign operation’s individual financial statements in accordance with paragraph 28. Such exchange differences are reclassified to the separate component of equity in the financial statements that include the foreign operation and the reporting entity (i.e. financial statements in which the foreign operation is consolidated or accounted for using the equity method). (AASB 2006-1, p. 6)
CHAPTER 33: ACCOUNTING FOR CORPORATE SOCIAL RESPONSIBILITY

There have been no legislative changes or professional developments to affect this chapter.  

References

Australian Accounting Standards Board, 2004, AASB Action Alert #69, January [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2004, AASB Action Alert #70, February [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2004, AASB Action Alert #71, March [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2004, AASB Action Alert #72, April [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2004, AASB Action Alert #73, May [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2004, AASB Action Alert #74, June [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2004, AASB Action Alert #75, July [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2004, AASB Action Alert #76, August [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2004, AASB Action Alert #77, September [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2004, AASB Action Alert #78, October [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2004, AASB Action Alert #79, November [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2004, AASB Action Alert #80, December [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, AASB Action Alert #81, February [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, AASB Action Alert #82, March [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, AASB Action Alert #83, April [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, AASB Action Alert #84, May [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, AASB Action Alert #85, June [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, AASB Action Alert #86, July [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, AASB Action Alert #87, September [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, AASB Action Alert #88, October [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, AASB Action Alert #89, November [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, AASB Action Alert #90, December [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2006, AASB Action Alert #91, February [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2006, AASB Action Alert #92, March [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2006, AASB Action Alert #93, April [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2006, AASB Action Alert #94, May [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2004, Accounting Standard AASB 6, December [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2004, Accounting Standard AASB 119, December [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2005, Accounting Standard AASB 116, January [Online]                                                 Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2005, Accounting Standard AASB 138, January [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2005, Accounting Standard AASB 124, April [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2005, Accounting Standard AASB 101, May [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2005, Accounting Standard AASB 131, May [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2005, Accounting Standard AASB 134, May [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2005, Accounting Standard AASB 141, May [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2005, Accounting Standard AASB 121, June [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2005, Accounting Standard AASB 1, July [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2005, Accounting Standard AASB 7, August [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2005, Accounting Standard AASB 4, September [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2005, Accounting Standard AASB 1023, September [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2005, Accounting Standard AASB 1038, September [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2005, Accounting Standard AASB 1048, September  [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2004, Accounting Standard AASB 2004-1, December [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2004, Accounting Standard AASB 2004-2, December [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2004, Accounting Standard AASB 2004-3, December [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, Accounting Standard AASB 2005-1, May [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, Accounting Standard AASB 2005-2, June [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, Accounting Standard AASB 2005-3, June [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, Accounting Standard AASB 2005-4, June [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, Accounting Standard AASB 2005-5, June [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, Accounting Standard AASB 2005-6, June [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, Accounting Standard AASB 2005-7, June [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, Accounting Standard AASB 2005-8, June [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, Accounting Standard AASB 2005-9, September [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, Accounting Standard AASB 2005-10, September [Online] Available: http://www.aasb.com.au 

Australian Accounting Standards Board, 2005, Accounting Standard AASB 2005-11, September [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2005, Accounting Standard AASB 2005-12, December [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2005, Accounting Standard AASB 2005-13, December [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2006, Accounting Standard AASB 2006-1, January [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2006, Accounting Standard AASB 2006-2, March [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2004, Exposure Draft ED 137 Request for Comment on IASB ED 7 Financial Instruments: Disclosures, August [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2004, Exposure Draft ED 141 Proposed Amendments to AASB 127 Consolidated and Separate Financial Statements, July [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2004, Exposure Draft ED 143 Director and Executive Disclosures by Disclosing Entities: Removal of AASB 1046 and Addition to AASB 124, September [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2006, Exposure Draft ED 145 Operating Segments, January [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2006, Exposure Draft ED 146 Proposed Amendments to AASB 2 Share-based Payment—Vesting Conditions and Cancellations, February [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2006, Exposure Draft ED 147 Revenue from Non-Exchange Transactions (Including Taxes and Transfers), February [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2006, Exposure Draft ED 148 Proposed Amendments to AASB 101 Presentation of Financial Statements: A Revised Presentation, April [Online] Available: http://www.aasb.com.au
Australian Accounting Standards Board, 2006, Exposure Draft ED 149 Proposed Amendments to AASB 123 Borrowing Costs, May [Online] Available: http://www.aasb.com.au
CPA Australia, 2005, Sample AASB 1047 Disclosure, June [Online] Available: http://www.cpaaustralia.com.au.

CPA Australia, 2006, Accounting and Auditing Handbook 2006—Volume 1, Pearson Prentice-Hall.

Deegan, C., 2005, Australian Financial Accounting, 4th edn, McGraw-Hill/Irwin, North Ryde, Australia.

International Accounting Standards Board, 2004,  IASB Activities—Joint project with FASB—Other Long-Term Projects: Conceptual Framework, October [Online] Available: http://www.iasb.org
International Accounting Standards Board, 2005,  IASB Activities—IASB projects—Leases, October [Online] Available: http://www.iasb.org
Urgent Issues Group, 2004, UIG Action Alert 04-1, February [Online] Available: http://www.aasb.com.au 

Urgent Issues Group, 2004, UIG Action Alert 04-2, March [Online] Available: http://www.aasb.com.au 

Urgent Issues Group, 2004, UIG Action Alert 04-3, May [Online] Available: http://www.aasb.com.au 

Urgent Issues Group, 2004, UIG Action Alert 04-4, June [Online] Available: http://www.aasb.com.au 

Urgent Issues Group, 2004, UIG Action Alert 04-5, July [Online] Available: http://www.aasb.com.au 

Urgent Issues Group, 2004, UIG Action Alert 04-6, August [Online] Available: http://www.aasb.com.au 

Urgent Issues Group, 2004, UIG Action Alert 04-7, October [Online] Available: http://www.aasb.com.au 

Urgent Issues Group, 2004, UIG Action Alert 04-8, November [Online] Available: http://www.aasb.com.au 

Urgent Issues Group, 2005, UIG Action Alert 05-1, February [Online] Available: http://www.aasb.com.au 

Urgent Issues Group, 2005, UIG Action Alert 05-2, March [Online] Available: http://www.aasb.com.au 

Urgent Issues Group, 2005, UIG Action Alert 05-3, May [Online] Available: http://www.aasb.com.au 

Urgent Issues Group, 2005, UIG Action Alert 05-4, June [Online] Available: http://www.aasb.com.au
Urgent Issues Group, 2005, UIG Action Alert 05-5, July [Online] Available: http://www.aasb.com.au 

Urgent Issues Group, 2005, UIG Action Alert 05-6, September [Online] Available: http://www.aasb.com.au 

Urgent Issues Group, 2005, UIG Action Alert 05-7, October [Online] Available: http://www.aasb.com.au 

Urgent Issues Group, 2005, UIG Action Alert 05-8, November [Online] Available: http://www.aasb.com.au 
Urgent Issues Group, 2006, UIG Action Alert 06-1, February [Online] Available: http://www.aasb.com.au
Urgent Issues Group, 2006, UIG Action Alert 06-2, March [Online] Available: http://www.aasb.com.au
Urgent Issues Group, 2004, UIG Interpretation 112, December [Online] Available: http://www.aasb.com.au
Urgent Issues Group, 2005, UIG Interpretation 2, March [Online] Available: http://www.aasb.com.au
Urgent Issues Group, 2005, UIG Interpretation 3, March [Online] Available: http://www.aasb.com.au
Urgent Issues Group, 2005, UIG Interpretation 4, June [Online] Available: http://www.aasb.com.au
Urgent Issues Group, 2005, UIG Interpretation 5, June [Online] Available: http://www.aasb.com.au
Urgent Issues Group, 2005, UIG Interpretation 6, October [Online] Available: http://www.aasb.com.au
Urgent Issues Group, 2005, UIG Interpretation 1013, April [Online] Available: http://www.aasb.com.au
Urgent Issues Group, 2005, UIG Interpretation 1052, June [Online] Available: http://www.aasb.com.au
Urgent Issues Group, 2006, UIG Interpretation 7, February [Online] Available: http://www.aasb.com.au
Urgent Issues Group, 2006, UIG Interpretation 8, March [Online] Available: http://www.aasb.com.au
Urgent Issues Group, 2006, UIG Interpretation 9, April [Online] Available: http://www.aasb.com.au









i
PAGE  
ii

