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LETTER OF TRANSMI TTAL

4 October 2011

The Honourable Wayne Swan, MP
Deputy Prime Minister and Treasurer
Parliament House

Canberra ACT 2600

Dear Deputy Prime Minister

| have pleasure in presenting the annual report of the Australian Accounting
Standards Board (AASB) and the Office of the Australian Accounting Standards Board
for the year ended 30 June 201.

The report has been prepared in accordance with Part 12 Division 3 of the Australian
Securities and Investments Comsian Act 2001(ASIC Act) and the Financial Management
and Accountability Act 1997FMA Act).

Section 235] of the ASIC Act requires me to prepare a report of the operations of the
AASB and the Office of the AASB during the year, and on the achievement of the
objects of Part 12 of theASIC Act relating to accounting standards. The report must be
tabled in each House of the Parliament as soon as practicable.

Yours sincerely

Kevin Michael Stevenson
Chairman, Australian Accounting Standards Board
CEO, Office of the Australian Accounting Standards Board
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ABBREVI ATI

ONS

The following abbreviations are used throughout this report:

AASB
ABS
ANAO
AOSSG
APRA
ASB
ASIC
ASIC Act
ASRB
ASX
AUASB
CAC Act
CDS
CLERP
CLERP 9Act

EFRAG
FASB
FMA Act
FMO
FRC
FRLI
FRSB
FSF
GAAP
GFC

Australian Accounting Standards Board

Australian Bureau of Statistics

Australian National Audit Office

Asian-Oceanian Standard-Setters Group

Australian Prudential Regulatory Authority
Accounting Standards Board i United Kingdom
Australian Securities and Investments Commission
Australian Securities and Investments Commission Act 2001
Accounting Standards Review Board i New Zealand
Australian Securities Exchange

Auditing and Assurance Standards Board
Commonwealth Authorities and Companies Act 1997
Commonwealth Disability Strategy

Corporate Law Economic Reform Program

Corporate Law Economic Reform Program (Audit Reform and Corpore
Disclosure) Act 2004

European Financial Reporting Advisory Group
Financial Accounting Standards Board i USA
Financial Management and Accountability Act 1997
Finance Minister& Orders

Financial Reporting Council

Federal Register of Legislative Instruments

Financial Reporting Standards Board i New Zealand
Financial Stability Forum

Generally accepted accounting principles

Global financial crisis
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ABBREVIATIONS (CONTINUED)

GFS Government finance statistics

GGS Genera government sector

GLASS Group of Latin -American Accounting Standard Setters

GST Goods and services tax

HoTARAC Heads of Treasuries Accounting and Reporting Advisory
Committee

IAS International Accounting Standards

IASB International Accounting Standards Board

ICAA The Institute of Chartered Accountants in Australia

IFRIC International Financial Reporting Interpretations Committee , now
known as IFRS Interpretations Committee

IFRS International Financial Reporting Standards

IPA Institute of Public Accountants

IPSASB International Public Sector Accounting Standards Board

MoU Memorandum of Understanding

NFP Not -for-profit

NSS National Standard Setters

RDR Reduced disclosure requirements

RIS Regulation Impact Statement

SAC Standards Advisory Council (of the IASB)

SPFR Special purpose financial report

TTAASAG Trans-Tasman Accounting and Auditing Standards Advisory Group
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INTRODUCTION

201011 lived up to its promise of being an extremely hectic
year as we saw the combined effects of thefallout of the global
financial crisis and the G20 reactions thereto, the stepping up
of moves towards converging IFRS and US GAAP, heightened
activity in public and not o&fordprofit sectors and the progress
towards culmination of some very long running majo r
projects. There have been few periods, if any, in the past when
SO many cross cutting and important issues have been debated
at once. And it is likely this situation will continue for another
12 to 18 months.

Preparers and auditors can take some comfort from the fact
that none of the major changes coming will have an early application date. There will
be a number of years in which to make transitions.

During the year, the AASB issued 11 new and amending standards, 17 exposure drafts
and discussion papers, and made 14 formal submissions to the IASB and IPSASB.
Members and staff of the AASB held several public roundtable discussions and
presented to outside groups on more than 20 occasions. The AASB has also
commented on reviews conducted by the Trustees of the IASB and the Monitoring
Board.

The strategies of the AASB reported on in 2010 and remaining as our focus have been:

1 keeping pace with the IASB as it has dealt with financial reporting issues
highlighted during the global financial crisis and as a resul t of IFRS/US GAAP
convergence projects

1 actively building the public sector work program

1 extending the Boar dds -feoproktrepontingpr i vat e

1 bedding down the reduced disclosure requirements (RDR) for differential
reporting, in both the pri vate and public sectors, and commencing detailed

research into the use of special purpose financial reporting

1 closely monitoring and participating in the development of conceptual
frameworks by the IASB, FASB and IPSASB
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1 completing the harmonisation of Tier 1 for-profit reporting requirements in
Australia and New Zealand, as well as setting up the pre -conditions for Tier 2
for-profit harmonisation

1 conducting the post-implementation review of AASB 1049 Whole of Government
and General Government Sector Finahékeporting

1 increasing its influence internationally, especially in Asia -Oceania and with the
IASB, FASB, IPSASB and other domestic standardsetters

1 working with the Financial Reporting Council on its strategic plan and taskforce
projects

1 ensuring the AASB6s resources and processes are both act
and that its processes are open and accessible.

Comments on key developments and highlights are set out below.

IASB CORE PROJECTS T FINANCIAL INSTRUMENTS

As reported last year, the IASB chose to replace IAS 39 on financial instruments in
stages, with the major ones being classification and measurement, impairment and
hedging. By 30 June 2011, it had issued IFRS 9 on classification and measurement of
financial assets, and exposed proposals for impairment of financial assets (twice),
hedging and the set-off of financial assets and liabilities.

The AASB matched the IASB due process on each set of proposals and submitted
comments, as well as engaging in discussons with advisory panels, constituents, IASB
board members and IASB staff. The Chair and Technical Director also met with FASB
members and staff on a number of occasions.

By 30 June 2011, the IASB was well progressed with its general hedging proposals and
was further refining its approach to impairment. A further exposure draft is due on
macro-hedging.

The IASB decided during the year to forego its ambitious target of completing all core
projects by 30 June 2011, a decision encouraged and supported by th&ASB.

The AASB acts as lead jurisdiction in the work of the AsiandOceanian StandarddSetters

Group (AOSSG) on financial instruments, preparing draft submissions and gathering
views from the working group and other members of the 25 member AOSSG.

IASB T OTHER CORE PROJECTS

The AASB was heavily involved through the year on the IASB projects on revenue
from contracts with customers, leasing and insurance, making multiple submissions

Page 4



Chairmanods

and engaging with IASB board members and staff on these topics, as well as
completing due pr ocess with local constituents. Again we also participated in the work
of the AOSSG on these topics.

At 30 June 2011, we are expecting reexposure on at least two of these three topics.

BUILDING THE PUBLIC SECTOR WORK PROGRAM

The AASB indicated last year that it intended to rejuvenate the public sector agenda to
respond to the needs expressed by constituents. The Board now has the following
projects under way:

1 control in the public sector and for NFP entities in the private sector

1 reporting by general government sector reporting entities (including GFS aspects)
1 service performance reporting (see next section)

1 income of NFP entities, formerly income from non -exchange transactions

1 related party disclosures

1 service concession arrangementsd grantor perspective

1 development of the conceptual framework .

The AASB assists in briefing the Australian and New Zealand representatives,
respectively Tim Youngberry and Ken Warren, for each IPSASB meeting and provides
a senior project manager, Clark Anstis, as atechnical advisor for those meetings and
related working -group meetings. Board members and staff met with the IPSASB Chair
and board members on a number of occasions during the year. A workshop involving
three representatives of the IPSASB and the AASB Chair and staff was held at the
AASB offices.

PRIVATE-SECTOR NOT-FOR-PROFIT REPORTING

Most of the projects undertaken by the Board have implications for the not &for dprofit
(NFP) private sector, given the Board's policy on transaction neutrality.

From a recognition and measurement perspective, of particular note is the Board's

work on income from non -exchange transactions(lncome of NFP Entities). The Board
is in the process of preparing a further exposure draft, which is being based on the
current thinking of the IASB in its project on revenue from contracts with customers,

adapted for the non-exchange issue. This ED follows an earlier exposure draft based
on an IPSASB standard that did not gain acceptance among commentators and which

has been somewhat overtaken by the newer IASB thinking on revenue.
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The work on the differential reporting project completed in June 2010 continues to
offer particular benefits to the not -for-profit private sector. The AASB expects most
entities in this sector to be able to use Tier 2 reduced disclosure reporting.

Additionally, the AASB is undertaking a major project that is focusing on service

performance reporting issues. A significant amount of research has been undertaken
to-date, and the objective now is to consider whether principles around service
performance can be developed and the role the Board should play in specifying such
principles.

The Board expects the work on performance reporting to be just as relevant in the
public sector and will address this issue in due course. The AASB also continues to
monitor and contribute to IPSASB work on this topic.

ESTABLISHING REQUIREMENTS FOR DIFFERENTIAL REPORTING, IN
BOTH THE PRIVATE AND PUBLIC SECTORS

On 30 June 2010 the AASB approved AASB 1053 Application of Tiers of Australian
Accounting Standardswhich significantly reduces the disclosure burden and reduce s
the costs of preparing and auditing financial reports for the great majority of entities
that currently apply full IFRSs as adopted in Australia. These entities, now called
Tier 2 entities, comprise nondpublicly accountable entities, such as large proprietary
companies in the for dprofit private sector, not &for dprofit private sector entities and the
majority of public sector entiti es.

Also approved on 30 June was the complemenfary Standard to AASB 1053,
AASB 20102 Amendmens$ to Australian Accounting Standards arising from Reduced
Disclosure Requirement3he Standard determines the specific disclosures in Australian
Accounting Standards from which Tier 2 entities are exempt.

Fordprofit private sector entities that have public accountability (Tier 1 entities), for
example, those listed on the ASX and governments, will not be affected by this change.
They will continue to prepare financial reports in accordance with full IFRS as adopted
in Australia.

The differential reporting framework will be operative for annual reporting periods
beginning on or after 1 July 2013. Early adoption is possible for entities with annual
reporting per iods beginning on or after 1 July 2009.

As reported last year, the AASB is now conducting detailed research into the nature of
non-reporting entities and the accounting policies adopted by them for special purpose

financial reports (SPFR) to see whether those reports serve a purpose that justifies their
regulation.

As each new standard or amended standard comes before the AASB, its disclosures
are reviewed and reduced in accordance with the principles underlying AASB 1053.
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Thus all concerned with financial reporting can see the context of their reporting,
whether in Tier 1 or Tier 2. No-one has to master a separate book, separated by time or
content.

CONCEPTUAL FRAMEWORKS

Work is progressing slowly on the IASB/FASB Conceptual Framework Project, which
aims to replace their respective conceptual frameworks with an updated common
framewor k. The AASB has been monitoring
priority project to produce its own conceptual framework tuned to public sector
const it ue n hespbtentak ferdiso. competing frameworks, a private sector
framework and a public sector framework, remains as a concern to the AASB and it is
encouraging coordination of the two projects. Our strategy is again to have one
Framework with sectoral variatio ns only where needed and easily identified.

We have participated in the work of the Conceptual Framework panel of the IPSASB
since March 2010. The subcommittee discusses draft consultation papers and
exposures drafts.

HARMONISING AUSTRALIAN AND NEW ZEALAND REPORTING
REQUIREMENTS

The AASB has now completed its work with New Zealand to harmonise the
requirements for Tier 1 for-profit companies. New Zealand is now considering
adopting the same model as Australia for Tier 2 for-profit companies. This
consideration will fall to the newly formed NZ Accounting Standards Board (NZASB)

this year.

ACHIEVING INCREASED INFLUENCE INTERNATIONALLY

The AASB has further strengthened its relationships with the IASB, FASB, and IPSASB
and with other domestic standards setters. Internationally, the AASB is well known to
be a regular and thoughtful commentator and has demonstrated its capacity to keep
pace with rapid developments in IFRS and to ensure that Australian requirements are
not lagging. It is seen as one of the foremost standarddsetters in the public and NFP
private sectors.

The AASB has, for some time, seen regionalisation of standardsetting efforts as being
both inevitable and highly desirable, in terms of generating a common approach to
preparer, auditor and market g overnance among our trading partners. Thus the
formati on in November 2009 of the AOSSG was timely. Twenty -five standard setters
are now active members of the AOSSG, which represents nearly four billion people;
giving the AOSSG considerable influence. A Latin American group of standard -setters
(GLASS) has been recently formed and this has been said to have been encwaged by
the success of AOSSG.
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Australia and New Zealand are represented on nearly all of the AOSSG working
groups and Australia is the lead country on the critical financial instruments matters.

Australia has had the honour of leading the working group preparing the first AOSSG
submissions, which were on financial instruments, to the IASB.

In November 2011, Australia takes over as chair of AOSSG.Our term promises to be a
critical one as many countries adopt or prepare for the adoption of IFRS and as the
IASB and its Trustees work out how to relate to well -organised regional bodies.

AASB RESOURCES AND PROCESSES

The AASB has substantially restructured its staff during the current year, to try to
ensure that its current staffing structure is sustainable. It has also tried to ensure that
its processes are adapted to provide more direct contact with advisory panels and
constituents, on a topical basis, that its research is more evidencebased and that its
information is easily accessible, especially via its welsite and other media. We have
embedded the thinking required for regulatory impact statements into our regular
processes. The Board hagxtended its video conferencing facilities and very frequently
uses them for AOSSG, NZASB and other purposes. The savings made have already
covered the cost of the system.

The AASB has renewed its contacts with the academe and is using the services of four
senior academics on research work for AASB projects.

During the year, the AASB discussed with the IASB concerns it had about the changing
nature of IASB due processes, in which extended reach out is used by the IASB to
supplement formal due process. The AASB hasemphasised that it needs to be able to
assess that extended reach out when completing its due process and its regulatory
impact statements. To do so, it needs to understand when it is being applied, to who it
was directed, the nature of the sampling involved and what was found. These pieces of
information will enable the AASB to decide whether it needs to mimic the IASB
sampling or can rely on that sampling. If this is not achieved, it will be difficult for the
AASB to approve final standards issued by the IASB without further domestic due
process.

TIMES AHEAD ARE STILL CHALLENGING

The AASB sees the period through to completion of the core IASB projects as being
quite challenging, especially as it coincides with intensified work on the not -for-profit
sector. We do not expect much let up before the end of 2012. We also expect the
situation with US GAAP to come to tipping point in the next 12 months.
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FAREWELLS

We saw on 30 June the retirementfrom the IASB of Sir David Tweedie, Warren
McGregor and Tatsumi Yamada. These were the last original members ofthat board.
The AASB expresses its sincere gratitude to all three individuals for their very
considerable efforts to bring about global accounting standards, including as IA SB
board members. We will be forever in their debt.

Just after the year end, Mark Jenkin resigned from the AASB due to changes in his
responsibilities within the Department of Defence. Mr Jenkin has provided
considerable insight from the perspective of a major public sector preparer and the
AASB thanks him for his contribution.

Joanna Perry finished up her time as an AASB member this year. The Board thanked
Ms Perry for her considerable contribution to the
assist the Board in her capacity as a member othe IFRS Interpretations Committee.

Bruce Porter, former acting Chair and long-serving AASB member, retired during the
year. We are much indebted to him for his work in establishing the AASB as a
Financial Management Act agency and for his technical and other contributions over
the years.

A number of staff movements took place during the year with graduate interns Emma

O6Brien (BHP Billiton) a taldng Npacgrbee pokitons @tdi a ( Del oi t
senior staff members Dean Ardern and Siva Sivanantham joining Moore Stephens, Jess

Lion, seconded from Deloitte, moving to the IASB staff (joining Glenn Brady already

there from the AASB), Joanna Spencer being seconded to the UK ASEwnd Latif Oylan

joining EFRAG.

Joining the AASB have been Huy Pham (secondedfrom ASIC), graduate intern Ting

Lin, Shu In Oei (from the Victorian Department of Treasury and Finance), Nikole Gyles

(from Deloitte), Lisa Panetta (Moore Stephens) and for a short-term secondment, Kala
Kandiah (PwC). Peter Batten (Victorian Department of Treasury and Finance and
former AASB member) joined us as Secretary to the Board.

ACKNOWLEDGEMENTS

| would like to express my sincere thanks to the AASB members and to its technical
staff (led by Robert Keys in his first period as Technical Director), who have worked
hard during this year to achieve all the outputs highlighted in this report. They have
contributed substantially in terms of their knowledge and time, demonstrating their
commitment to the public interest and the profession. The AASB has been very hard -
working, has developed a very good working culture that makes for constructive and
rewarding meetings and has been a pleasure for myself and the staff with which to
work.
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| am also particularly indebted to my deputy and Director of Research, Angu s
Thomson, for assisting with the AOSSG and so many technical and managerial issues,
as well as to my Director of Finance and Administration, Litsa Pillios, and her
administrative staff, for enabling the AASB to work effectively and efficiently.

| also wish to thank Stuart Alford and the members of the Audit Committee for their
intense efforts over the past two years to ensure we are first rate in risk management,
controls and compliance.

| would like to sincerely thank lan McPhee and Kris Peach, the AASB Deputy Chairs,
for their wise counsel and support during the year. They are much appreciated.

Finally, 1 would like to thank all of the constituents who have helped during the year;
whether directly responding to specific queries from staff, participating i n advisory
panels, making submissions, taking part in roundtable discussions, assisting in
educational presentations or serving as members of the Financial Reporting Council.
We have often asked for assistance and have never been refused. My thanks also
extend to those who have given us the opportunity to present information about our
work at their events throughout the year.

Kevin Michael Stevenson
Chairman
4 October 2011
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