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Compositionand objectives of IASC

The_ International Accounting Standards, Committee was established in
1973 by the ’professmnal accountant;%/ bodies in 9 countries. 1t was set ulo,
because clearly there was a need for international standards, but apparently
nobody cared to sit down and do somethlng about it. Since then, hodies from
about 40 other countries have applied fof membership, and by now 1ASC
comprises in its constituenc vw_tualll)r all of the worldwide profession, to the
extent It has been organised nationafly in private bodies. Governments and
gover_nmental auditinstitutions are” not entitled to membership. This
xplains wh¥ from the 180 nations or so that exist in the world less than 50
are represented in 1ASC.

The ogjecnves of IASC are to improve and to harmonise compan rerﬁortmg
around” the world. If we restricted ourselves to harmonisation only, th
ultimate result woyld he the r%hrasm%_ of common d_enommfltors: those
elements that are alrea chom on to Tinancial reporting In all countries,
Such an exercise would degrade, instead ofup?rad the quality of financial
statements, Onlz by marr mg he obéectWﬁ of harmonisation” with that of
Improvement have We set goals that aré worthwhile to pursue.

|ASC is a private sector professional exercise. It is meant to remain that way.
Not because, we feel that others should not be allowed to have a say in
standardsetting; on the %ontrar , We feel that they. too should ?_e _mvolveéi.
But It Is our experience that only in the profession’js there a sufficient boay
of common knowleéi_ge, expertisg, independence and mutual understanding -
all essential ingredients to achieve our goal: unpiased, workable standards
that contributé to improved reliability and understandability of financial
statemﬁnts worldwide. _ _ _
From the start, 1ASC was meant to be a truly mternaP nal exercise. There
was, and there 1, no Intention to copy the standards elaborated in cquntries
with Iong and profound experience ‘in this field, such as U.S. or Canada.
Mainly for two reasons: _ _ _ _
- an"emotional one: jn many countries the adoption of forelgn rules is
ﬁ(})nﬂdered ba_sl_{am Infringentent on their sovereignty, that casts doubt on
elr.own ablity; . _ _
- arational one; ¥1at|onal standards are tailored after national needs and
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national business- envrronments But in other countries those needs and
envrronments are not necessari cY identical.
Therefore, in develop rngastan ard we basrcallystart from scratch, seekrng
inputfromall oyr membgrs, Ofcourse, the material elaborated in the advance
countriesis studred carefully, but the views expressed inthose documents are
not decisive for us,
The trrst rrorrtgr for JASC was to produce astock intrade. The next priority
istosellourmerchandise, i.e. to seek adoptionand compliance. Letus examine
what obstacles are encountered in these two fields.

Obstaclesin the developmentofstandards

The main obstacles in developing international accounting standards are,
accordrng to my experience:
LA rvrncraI outIook held_in varipus nations. As Ionq as peopl are
convrnced In advance that t err OWN VIews are superior to those of others,
known or unknown It Is hardly ‘oossrble 0 reach agreement on a common
solution. Al though this Rrovrncra ISm 1S absent amongst the Board members,
rt Is present very ofteh with their constituencies,”And it Is amazing, to
observe that countries in which accounting Is most develo ed, are |east ofaill
inclined to listen fo others, Amazing becalise one would expect that hrgh;i
developed countries would be well“aware of the conceptual and practica
weakn sses, that are characteristic oftoday’s imperfect state ofthe art. Iam
afraid the USA are noexce tign In this respect.
| recog nrse that the anguage barrier | rsaserrous obst facIe in the exchanﬁ]e of
vrews {15 my Impressign’tha on the continent o urooe here 1s ore
hhnovl\(rlteﬁtgte ab utt Anglo -Saxon literature than there is the other way round. |
Ink that isapl
In order to avoﬁ)d)an misunderstanding, | wish to add that I have discovered
no rovrncral attitude with your FASB oryourAcSEC These entlemen are
veeruc awareowatrséorngonrnternatronal . Butthey avetoreckon
with their copstituencies, the maorrtY f wnich apparenitly feel that in
accounting, Iife is already difficult enough wrthout International
entanglements,

2. Asecond opstacle is presented by the drfferences in economic and social
environment, in which accountrn asaroeto g) ;{ In different countries
there 1S a different view on w at 1S, Qr sh ou e, the primary purpose of
financial statements, In some countrres and the' US is one of them. the
Investor and his decisions are considered to emostrmloortant In others,
such as the UK, it is the shareholder, In still others, such as German It IS
the creditor. In France, the rnformatron neegls of Government play a major
role. In some countrres rt IS (?reve companies have a public accountabrlrt%/
to agreat variety of stakeholders. These differences in purposes which ar |
the minds of accountants lead to different views on what IS appropriate
accountrngS treatment. Some operate from an envijonment of extreme
g&nger]vartgm others from an' environment that borders on creative
unti
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Apart from that: the impact of certain economic |phe_nomena may vary
strongly from qne country to another. The issue of foreign exchangé gains
and losses is quite different dependugﬁ on whether Xour reﬁortm currency is
strong and staple, or weak and ragl depreciati Ig Many other examgles
%x%stfewthe field of interest, deferred taxation, of pension plans, to name
uta few

3. Athirg obstacle is presented by the fact that at the present time, there
are nide divergences in worldwide accountm% practices, Each practice ma
be well founded, and well understood in the national environment.
Obviously, it s the task of IASC to try and narrow these areas of divergence,
However, we have to pe realistic. No Useful Purpose would be served if]ASC
were to deveIoR standards that represented the single ideal treatment. Apart
from the fact that it would not be easy to reach agréement on what that ideal
treatment would be, nopody would take notice ofSuch astandard,

IASC 18 operatm_(Tl In a field of tension between ideals and practicality. The
road of many miles must be walked step by step, first outlawmq practices
that are cledrly mmleaqu or allow management too much latitude; next
trxmg to eliminate optionsthat do not contribute to fairness in reporting.
This Is not to say that we want to get rid ofall qptions, Rather, we feel that we
should first try and define under what circumstances what oBUon 1S
appropriate. Conditions and transactions may be identical in form, but may
vary In substance.

4. Several obstacles met in the process of setting international standards
are the same that give h_e(?dach s to national standariiset_ters. Eg_onomm
Phenomena may be considered from different angles, leading to different
reatments. The objectives of financial statements are often confused.
Interest grougs magl exert pressure to move you Into one direction_ or
another. Standards @o not, and cannot, cover all uest|on_? arlsm? ms'oemﬁc
Industrigs or in specific circumstances, These opstacles will remain as long as
?ccountwt]g Is an imperfect art, which I am afraid will continue to be the case
0r some time.

Obstaclesinenforcement

Next, let us examine what obs_t%cles have to bf overcome in_order to achieve
adoprhon ofand compliance with International Accounting Standards.
1 The most formidable obstacle is raised by tax laws, I many countries in
the world enterprises are required to draw up one set of financial statements
onlyh serving both tax purposes and reparting purposes, Singe the Revenue
Service has an overriding Interest in profit as comPuted for fiscal purposes,
tax laws often prescribe’in detail how profit should pe measured, and Tax
Courts render verdicts how these re%_ulanons should be applied. In this
framework |t is unavoidable that business is more concerned about tax
saving than it is about proper and honest regortm .Ang equalla/ unavoidable
15 thé" consequence that International Accounfing Standards are judged
primarily by these tax implications, the Revenue Service opposing
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standards that would reduce profits, and business opposing standards that
would boosté)roflts_. o

Buteven in countries where separate sets of financial statements are allowed
for tax purposes and  for egort_m% purposes It often happens that
Government makes available certain tax reliefs on the condition that the
items concerned are stated in the reports, accordln(l]ly. We have seen this at
various, times with re%ard to lifo valuation, accelerated depreciation and
capitalisation of interest cgst. L o
Clearly, we cannot hope for improvement and harmonisation of financial
statements unless all ties between tax accounting and re ortm?tothe_ ublic
are cut comﬁletely. This w?uld be the single nost important contribution
H]ﬁ}n O(“F]cl)s\/aet{oﬁnens are able to provide~to the cause of international

2. Asecond obstacle s, agam, the law - not the tax law this time, but laws
requlating reports to shareolders and the public, In some countries, this law
?o S Into. great detall, b?t on d|scI?s_u e.and on measurement. In this
ramework;” the notion of ‘true and fair view’ loses jmportance and the
primary objective of loreparers and auditors is compliance with law and
re%ulatlons. And Ipeo e are led to believe that the law, although maybe n?t
ensuring sugeno, re ortm%, at any rate ensures reliable an com%arabe
reporting. One might query oth. _ _

For 1ASC, this Situatiofj means that in such a country International
ﬁ]%cl%tllvntmg Standards will not be adopted unless they are ‘incorporated In
Now, c_hanpmg the laws is a tiresome and time-consuming task. In most
countries fawmakers are not Ieapln?_ to their feet to do this job, because
company reporting .is not a hot go itical issye. And if it Is,"even worse,
because'then politicians will handle the issue with strong political overtones.

3. Athird obstacle may evolve from the activities of the national standard
settmg hodies. In more and more countries the need is felt to set accountin
standards, and a body is established, either by the profession or jointly by
number of interested parties, to dothis job. _

There is a,tendencg with these bodies to address more and more subjects, to
ve rules in more &nd more detail, and to leave less and less options. Seen on
e natjonal level, this, maY have merits, But seen from an international

viewpoint, problems arise. 1f many. countries have detailed rules on many
subgects there 1s bound tﬁ_arjse an mcomg%tlb_lht or even conflict petween
these natjonal systems. This isunfortunate for intémational enterprises who
addyess their reg_orts to readers hoth at home and abroad, and it reduces the
cregibility oftheir statements abroad, _

At the same time, once there are national standards, it appears to be rather

difficult to adapt them to international consensus. As'soon as there 1S a

national standard, national positions become entrenched, and it is hard to

exchange_ that positjon for one that is considered as second rate. Apart from
that, national Standardsetters are bound to rules of due process, and they
have to weigh carefully the feelings voiced by their own constituency. That
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aneans that often they are unable to compromise even if they would wish to
0%0.

4. A fourth obstacle is the potential competition between international
standardsetters. As you all know, apart from IASC, the UN and the OECD
are now, en?aged in the_field of company reporting, especially by
multinational enterprises. OECD has made It clear that it ioes notwant'to go
Into the setting. of standards, but wishes to restrrct Itself tq clarifyin e
Guidelines for disclosure of information, and to ener?rsrng In som Wi
other the pracess of International harmonisation, In the UN, ont e0 er
hand, it Is quite clear that a number of countries wish the UN to develop and
issue enforceable standards for re ortrng Dby multinationals. It stands t
reason that if it comes to that, there js a sérjous danger of rncompatrble and
conflicting sets of international standards; the more 50 since the UN exercise
has strong political overtones. The fundamental debate is not on what
constitutes groper compan¥ rep ortrng but on what information should be
made availanle to host countries, especially developing ones.

b, Last but not least: the addressees of standards, husiness. They are the
People asked to comply wrth Internatronal Accountrng Standar S, and if
do not, th eg/ are”an obstacle In Pettrng comg jance. Amongst the
enter rrses that re reluctant to formal adopt International Accounting
Stan ar S, tWo ro cate ories cange rstrn uished:
those Wi se af airs a e £ure %strc and that_hold the view that
Internatjonal standards are none of their business. The vast majority of
comgames Inthe USA and elsewhere, belon? tothis category
- those whose affairs are international, that Tecognise thére is a need for
international harmonisation, but are hesitant to back TASC as long as
they are notsure |ASC isawinning horse.
On the“other hand, it should be noted that mam/ fompanres do complg with
International Accounting Standards for the sinfple reason that these do not
require anything that is not already in their national standards.

Progress made
So much ahout obstacles Has IASC, notwithstanding these obstacles, made

any progress? | believe it ha

¥Hpe?geld ofdevello In statements IASC has approved 15 standards and 7
exgosure drafts. Some ocuments cover some quite sophisticated subjects,
such as leases, pension costs and reporting by se%ments

Whataboutado tronand com Irance’? Itrscleartoda that the ongrnal idea
in |AS E force c?mpr nce through the ayditors, does fiot work
satjsfactorily. Apparently, ‘the worldwide profession lacks the power to
ent;orce cot pliarice. Nevertheless, International Accounting Standards do
not go unnoticed.

Sonie countries, such as Mala%/ 1a or Nigeria, who have no standard- settrn?(
resources of themselves, adopt all Interiational Accounting Standards, loc
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stock and barrel, as national ones. In other countries, such as the
Netherlands and the UK, the national standard-settmg boay carefully
studies every exposure draft and sends in,its comments. And subsequently
they try to incorporate, to the extent possible, the contents of Internationdl
AcCounting Standards into their national standards. =~
In still other countries, where the Government has a dominant influence on
comrPany regortmg, such as France and Japan, there 15 a r%rowmg awareness
onthe part of Government officials, that national requirements re ess than
Berfecth and are due for revision. There is an awareness too that it is
eneficial to the international flow of capital, and in that way to the national
economy that conrwames should pe pfrmnted to report In gom liance with
wor|dwide requirements. International Accounting Standards, therefore, are
studied, and their milu lon_ I national regulations is contemplated. Of
course, this process will take time, but_sl_owI[Yt & Message Comes across. |
Progress 1S made too In a rowmgwnlm ess on the part of international
prganisations of users an preg) rers of financial statements to be_comT
involved .In the work of 1ASC. Recent contacts with Internationa
org_amsanons have resulted in the decision to form a consultative group n
which stock ex?hangei, financial anallysts, business, financial ex cutlveé,
lanour, the World Bank and intergovernmental bodies will be represente
This involvement of interested tgroups in the process of setting international
standards of course does not mean that they will endorse indjvidyal
gtnagg%gnss % at It does prove that they consider IASC’s efforts as worthwhile
ISing.

Thefuture

| expect that in the near future, the emphasjs of IASC - apart from the
cont?numg process of publishing standards - will be on two majgrtasks.

The first is to rpromote implementation %f internatiopal acc?untmg
standaras. To that end, we continue to need the support of the profession,
But that support alone Is not enough. We need the sup ort of all'interested
Bames andwe have to find ways and means of%amm atsuggort.
ecent_ley, We agp_roached prominent companies I some board member
countriés susqg sting that the¥_ should make reference to Ipternatinal
Accounting Standards in their Tinancial statements, for example b sayln?:
‘These stdtements have been prepared In accordance with (eneral
accepted accounting principles in countr?/X which conform in all materid
respects with International Accounting Standards’, _
Another method we are usm% IS to encourage our member bodies to urge
their national standard-setters to th_rase or réphrase thelr rules in such aw ){
that they are in line with International Accounting Standards. Nationg
rujes mély 00 Into more (letail, butthey should not require treﬁmentthat IS
rejected 1N an International Accounting Standard; they should not require
leSsthan International Accountmg Standards do, _
Athird item that may have a favourable effect is an offer of assistance that
we have made to the OECD and the UN, in order to ensure that statements of
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these bodies are workable and com;[)]auble with International Accountmg
Standard. We hape they will reach the conclusion that by encouraging th
adoption of an_Interndtional Accountmgl Standard, the)( would promote
adequate reporting without having to develop a Statement themselves.

The second task that may develop for IASC in the near future ma¥ be to act
as an honest broker whenever serious conflicts arise or exist between the
requirements of different national standard-setters. At present, there. is no
machinery for greventmq or resolving these conflicts which are anng m_g_to
preparers and confusing 19 users. It 1S quite in line with the responsibilities
undertaken by 1ASC t0 offer its good Services, to become involved in task
forces, to stimulate talks in order to develop common solutions.

Further .down the road is looming another task. So fay, International
Accounting Standards have been deVeloped on the basis of common sense,
on what is %o_od practice wherever it may be in the world. But ong day we
shall be ne rmg the end of rouqh Justice’ as a proper means of ma mg
standards. By thien, we shall have Yo reconsider what we have been doing, o
the hasis of d more fundamental studx_ofwhat accountm?_ really is, what it
should achieve, how it should be achieved. Something Tike a conceptual

framework may become necessary, a subject your Association discussed last

ea,
YASCfoIIo swith great nterest the efforts deployed by the FASB in order to
come to %r\ivps wtnhgthe %un amentafs. Ang \Afé%pe _s%metmlq wllrl]l emerge
that is useful not onlmto the USA, butto othgrc untries as W?| At the same
Pme, We | co[gmse at d velogmg a worlawice conceptual framework is
raughtwith staggering problems.

In summing up, it is my beljef that IASC has no easy future. But it has a
future. ‘The world needs mternatlonﬁl accountjn ?_ta_n argds, a Bhed
worldwide by _pusiness, because te_Y, are  peneficial for mutual
understanding. The world will not rest until it gets what it wants.
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