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Foreword

This book was conceived at IASC’s farewell dinner in December 2000. Hans
Burggraaff, a former chairman of IASC, announced that he thought that the
history of the Committee should be written while so many of the participants
in its success were still active and could be interviewed to give their perceptions of
IASC’s ambitions, and the difficulties it had faced in achieving them. We were very
fortunate to find two such outstanding academics as Professors Kees Camfferman
and Steve Zeff to undertake the tasks of sifting through IASC’s records and inter-
viewing so many of those involved with IASC, and, above all, of interpreting their
research results in the light of the economic history of the time.

IASC, the brainchild of Lord Benson, will always have a secure place in the his-
tory of the globalization of the accounting profession. It grew out of the Accoun-
tants International Study Group, consisting of representatives of the British,
Canadian, and US accountancy institutes—a group that was an early forerunner
of the G4+1, which consisted of members and staff of the major standard setters of
the 1990s (Australia, Canada, New Zealand, the United Kingdom, and the United
States) and TASC staff.

All along, those responsible for the management of IASC shared a vision of
a world in which a transaction would be accounted for in a similar manner no
matter where it took place. Persuading others to support that objective was the
role of IASC over the twenty-seven years of its existence.

From its modest beginnings as not much more than a collector of various exist-
ing best practices IASC developed into a body that determined which practice was
to be regarded as the best and should become the world standard. In its later years
it worked with the securities regulators to try to ensure that its standards would
be accepted anywhere in the world without the need for reconciliation to the
local jurisdiction’s accepted practices or standards. Its final act was to decide the
shape of its successor organization—the standard-setting IASB and its supervisory
body of trustees. IASC approved its successor’s constitution; and it appointed the
nominating committee that in turn chose the IASC Foundation’s trustees, who
then selected the members of the new IASB. Several of those who served part-
time on the Board of IASC became full-time members of the new IASB. These
themes have been brought out clearly by those who were heavily involved in the
debates of the time.

This book will be the definitive history of IASC from its inception to its trans-
formation from a part-time to a full-time organization. Its readers will understand
how the idealism and dedication of generations of professionals nurtured and
sustained the vision of a single set of high-quality global standards and created, in
the IASB, a means of achieving it. That vision has yet to be realized. But IASC lit
a beacon on a path that the IASB is following—a path that I and my fellow Board
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members are convinced will, ultimately, lead to achievement of the objective set
by IASC’s founders.

We are all grateful to Professors Camfferman and Zeff for their scholarship,
insight and sheer hard work in producing such a fine history of a unique organi-
zation.

Sir David Tweedie

Chairman, International Accounting Standards Board
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In response to a commission from the International Accounting Standards Board
(IASB) in December 2002, we began working on a major history of its predecessor
body, the International Accounting Standards Committee (IASC), from 1973 to
2000. The IASB reimbursed us for our travel costs and sundry expenses, while
allowing us complete editorial freedom in design and execution of the research
project.

The book is intended to be of interest to all who are participants or observers of
the development and application of International Financial Reporting Standards:
accounting practitioners, capital market regulators, company financial executives,
financial journalists, students, and academics. We discuss not only the develop-
ment of the IASC’s standards but also the increasing maturity of the IASC and the
economic and regulatory forces that impinged on its work and productivity. In
the final analysis, history is about people, and this book is no exception.

We owe a debt of gratitude to the IASB for generously providing us with office
facilities and enabling us to make use of its extensive archive of IASC materials.
The Koninklijk Nederlands Instituut van Registeraccountants, in Amsterdam, the
Institute of Chartered Accountants of Scotland, in Edinburgh, and the Canadian
Institute of Chartered Accountants, in Toronto, allowed us to use their valuable
collections of files. The Institute of Chartered Accountants in England and Wales,
in London, kindly enabled us to use its library’s collections of serials. The Japanese
Institute of Certified Public Accountants provided a major service in facilitating
the series of interviews in Tokyo.

We wish to acknowledge the substantial assistance provided by our universities,
the Vrije Universiteit and Rice University.

We are deeply grateful to our many interviewees and to those who commented
on various drafts. In addition, we are indebted to many organizations and peo-
ple who assisted us in a variety of ways, including data collection, retrieving
documents, and establishing contact with interviewees. Foremost among those
who assisted us is David Cairns, who provided numerous documents from his
extensive personal files, participated in two lengthy interviews, commented in
detail on drafts, and responded cheerfully to a great many requests for additional
information and insights.

We, as authors, are solely responsible for this work.

Kees Camfferman
Stephen A. Zeff
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Introduction and Overview

The formation of the International Accounting Standards Committee (IASC) in
1973 was the organized accountancy profession’s most important and enduring
response to the growing internationalization of capital markets following the
Second World War. It was an ambitious private-sector initiative whose members
performed as part-time standard setters in addition to their full-time jobs as part-
ners in accountancy firms, company financial executives, university academics,
and staff members of accountancy bodies.

The IASC was the brain child of Sir Henry Benson, one of the leading lights
of the British accountancy profession. With the rise of multinational enterprise in
the 1960s and the consequent need to compare financial statements from different
parts of the world, he realized that an effort had to be launched to harmonize
the vastly different accounting practices across countries. The resourceful and
determined Benson secured the support of the principal accountancy bodies in
Australia, Canada, France, Germany, Japan, Mexico, the Netherlands, the United
Kingdom, and the United States to establish a body that would narrow the differ-
ences across national accounting standards.

The TASC’s office was established in London, and the funding provided by the
participating accountancy bodies was sufficient to secure a skeletal staff consisting
ofa secretary, an assistant secretary, and a typist.

From this meagre beginning, the IASC began issuing a series of mostly flexible
accounting standards, which, in its formative years, were taken more seriously in
developing than developed countries. But as the pace of globalization picked up
in the 1980s and especially in the 1990s, the IASC, with strong encouragement
from major securities market regulators, began improving its standards to a level
of quality that commanded the attention and respect of national and regional
regulators, national standard setters, major multinational companies, and leading
accountancy bodies. Finally, in 1999-2000, the IASC restructured itself under the
eventual name of International Accounting Standards Board (IASB), a body with
mostly full-time members and a considerably larger staff. The IASB enjoys the
international recognition and acceptance which the IASC had earned, and today
it sets International Financial Reporting Standards for private-sector enterprise
around the world.

In our view, an understanding of the functioning and impact of the IASB and
its standards can be enhanced through an appreciation of what has gone before.
Some of the most vexing problems relating to the IASB’s standards and structure
can be traced back to similar questions raised in the 1990s and before. Those who
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interact with the IASB, or researchers who wish to study aspects of the IASB’s work
and impact, can clearly benefit by coming to appreciate how the TASC faced and
resolved comparable challenges.

It is our aim in this book to tell the story of the formation and evolution
of the IASC from 1973 to 2000. In this introductory chapter, we first describe
the approach we have taken to study and present the IASC’s history. Secondly,
this chapter provides an overview and synthesis of the major ideas, trends, and
developments, keyed to the respective chapters in which they are treated in depth.

1.1. APPROACH

Our intention in writing this book has been to present a general history of the
IASC, that is, a history covering the origin, work, and impact of the IASC, as well
as the forces that shaped the IASC and its mission. We have been interested not in
pure chronology but in a balanced and well-documented study of the causes and
effects of the IASC’s evolution and of its increasing role on the world stage, as well
as the motivations of its leading figures. In designing and carrying out our study,
we have endeavoured to be sensitive to the ever-changing economic, political, and
regulatory environments, nationally as well as internationally.

Even those who want to write general histories bring certain assumptions to
their work, and we are no exception. Our main premise, which is implicit through-
out the book, is that we accept the IASC’s stated purpose of setting accounting
standards in the public interest. In other words, we take it as given that a high stan-
dard of accounting and financial reporting is an important factor in the proper
functioning of capital markets and in strong corporate governance. Because of the
complexity and changing nature of business, and because interested parties can
have real but conflicting interests in selecting accounting policies, ‘high quality
accounting’ is a somewhat elusive concept. A consensus on what accounting ought
to be is typically slow to emerge. Accounting standards have the potential to
contribute significantly to an improved quality of financial reporting by playing
an educational role, by encouraging the resolution of differences of view through
discussion and debate, and by imposing a more or less arbitrary but nevertheless
useful consistency in treatment in cases where a consensus has not yet emerged.

Our understanding of the history of the IASC is that it was this public-interest
perspective which motivated many of those who were the most active in its
standard setting. There was always more than a tinge of idealism about the IASC
which, in our view, should be considered in any evaluation of the body. This pro-
vided part of the drive to keep going, first during the 1970s and 1980s, when the
IASC produced little perceptible impact and was treated with condescension by
some national standard setters and other participants in the accounting process,
and subsequently during the 1990s, when success seemed to be within its grasp
but only after completion of a grinding work programme.

Another factor that shaped our approach, and therefore should be acknowl-
edged at the outset, is that our writing is inevitably coloured by our Dutch and
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US backgrounds, in particular our grounding in the financial reporting traditions
of our home countries. We are conscious of at least one area where this has had
some effect on our writing. Some readers may notice our implicit approval of
the overall direction in which the IASC’s standards evolved, especially during the
1990s. Clearly, our task in writing this book has been to understand rather than
to endorse, and even if it were the latter, we would, with many other people,
be able to find fault with numerous specific elements of the IASC’s technical
output. Nevertheless, we cannot help believing that the IASC’s standards generally
developed in the right direction, and we think it is proper to point that out here.

Although our combined European and North American backgrounds helped us
to appreciate a wider range of perspectives than either of us could have managed
alone, we could never hope to understand in depth all of the national backgrounds
of the participants in the IASC. As a result of our linguistic limitations, our
discussion of the roles of the English-speaking countries and of France, Germany,
and the Netherlands is better developed than that of other countries. However,
the fact that throughout the book we focus in particular on the United Kingdom
and the United States is not merely a question of the abundance and accessibility
of sources from those countries, but primarily because, in our view, these two
countries were in fact of primary importance.

The TASC had both a technical and a political dimension. A large part of its
energy was absorbed by the discussion of technical accounting issues, but there
was always an awareness of the need to ensure that the IASC’s output, and indeed
the TASC itself, found and maintained its place in the wider world. We have
noted that former IASC delegates tended to classify their colleagues in terms of
‘technicians’ and ‘politicians), as well as the rare individuals who excelled in both
domains. In our book, we have attempted to do justice to both aspects. This posed
a challenge in how to treat the IASC’s process for resolving the technical issues. We
decided not to limit ourselves to generalized statements on the standard-setting
process, but to discuss each of the technical projects on its own merits. In our
view, an understanding of the IASC cannot be achieved without an appreciation
of what its members spent most of their time talking about, and of the rich variety
of factors that influenced the IASC’s work. For that reason, readers without a
background in accounting should not be deterred from reading the approximate
one-third of the book (Chapters 5, 9, and 11) which deals with the standard-
setting process. When discussing each of the board’s many projects, we have
endeavoured to focus on the essential ideas and controversies without burdening
the reader with dizzying detail.

We have researched the IASC’s history by drawing on a wide array of source
materials. We have studied the extensive archive of drafts, correspondence, and
internal communications currently housed in the office of the IASB in London. We
have also examined archival materials in those few accountancy bodies that have
both preserved their records and made them available to us, notably the Konink-
lijk Nederlands Instituut van Registeraccountants in Amsterdam, the Institute of
Chartered Accountants of Scotland in Edinburgh, and the Canadian Institute
of Chartered Accountants (CICA) in Toronto. While we devote a considerable
portion of our book to the interaction over a long time between the IASC and
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the International Organization of Securities Commissions (I0OSCO), we were not
permitted to see the minutes of IOSCO’s working parties and committees or other
documents that were not on the public record. We overcame this restriction by
arranging interviews with key participants in the work of IOSCO.

More generally, we have created our own research database by conducting more
than 135 interviews around the world. A list of interviewees is included as Appen-
dix 6. Most of the interviewees were members of one or more of the IASC’s board,
steering committees, working parties, Consultative Group, Advisory Council, and
Strategy Working Party, or who served on its support staff. We also interviewed
or solicited the views of many individuals who dealt with the IASC on behalf of
such bodies as Canada’s Ontario Securities Commission, France’s Commission
des Opérations de Bourse, the US Securities and Exchange Commission (SEC),
the European Commission, the World Bank, the Australian, London, and New
York Stock Exchanges, the International Federation of Accountants (IFAC), the
Fédération Européenne des Experts Comptables (FEE), the Union Européenne
des Experts Comptables, Economiques et Financiers (UEC), and the US Financial
Accounting Standards Board (FASB).

In many cases, we contacted our interviewees following the interview to provide
clarification or to answer additional questions. Some were interviewed a second
or third time. Almost all interviews were recorded and transcribed. The interviews
were typically conducted on the basis of confidentiality, which means in practice
that we tend to refer to interviews mainly to support relatively straightforward
factual statements for which no documentary evidence is available. In instances
when we drew more substantively on the interviews in our writing, we obtained
the interviewee’s express permission to do so. Yet the significance of the interviews
has been greater than would be suggested by the frequency of the references in the
notes. The interviews have played a crucial role in helping us judge causes and
effects, in the selection of material to discuss, and in identifying the issues and
events that really mattered.

We exposed drafts of our manuscript to numerous of our interviewees and
others for comment. In addition, we have drawn on the published literature,
both professional and academic, in English, French, German, Dutch, and Spanish,
and we arranged for translations of selected writings in Japanese and Italian. For
the benefit of scholars, we have been generous in citing our unpublished and
published sources as well as in supplying collateral reference materials of possible
interest.

1.2. OVERVIEW

As indicated above, the history of the IASC is complex, because it was connected
with the development of financial reporting in at least a dozen key countries and
in many other countries as well. The IASC interacted with the accountancy bodies
which made up its membership (known as its member bodies), with national
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standard setters, with securities market regulators, and with organizations like
IFAC, the United Nations (UN), the Organisation for Economic Co-operation
and Development (OECD), and the European Commission. This means that, at
any time, the JASC was involved in a multiplicity of ‘story lines, of which some
were more technical, and others more political. In this book, we have chosen
to emphasize the individual story lines. To do so, we have divided the book in
three main parts. Part I deals with the antecedents and the founding of the IASC.
Part II takes up the history to 1987, and Part III covers the period from 1987 to the
winding up of the IASC. The year 1987 represents a turning point in the IASC’s
history for several reasons. The most important was the emergence of IOSCO and
its growing impact on the work of the IASC. Another was the board’s strategic
decision to begin ridding its standards of as many optional accounting treatments
as practicable and therefore to increase the usefulness of its standards.

Within Parts II and III, the individual chapters have a thematic focus, dealing
separately with organizational issues, the technical standard-setting work, the
impact of the IASC in various countries, and its relationships with other orga-
nizations. Inevitably, this means that each of the chapters provides only a partial
view of the IASC during that period. We have attempted to assist the reader to
arrive at a more general understanding by the inclusion of cross-references among
the chapters.

1.2.1. The Antecedents and Founding of the IASC

The key to understanding the IASC prior to 1987 is to recognize its close con-
nection with the accountancy profession. It was an initiative taken by national
accountancy bodies, it was almost exclusively composed of accountants, and its
modest impact on practice reflected the limited power of the accountancy profes-
sion in most countries to impose accounting standards on reporting companies.
Chapter 2 shows how internationalism gripped the accountancy profession, or
at least its leadership, in a number of countries during the 1960s. Accounting
practice differed significantly around the world, and professional leaders began
to express the view that enhanced cooperation among accountancy bodies was
a necessary first step to narrowing the international differences in accounting
practice. The necessity for narrowing the differences was demonstrated by ref-
erences to the growth of international trade and investment in the post-war
period, and the consequent needs of investors and other users for comparable
financial information. Yet, while international economic integration was clearly
important during the 1950s and 1960s, it does not appear that investors and other
users were putting much pressure on the accountancy profession to deal with the
consequences. It was mainly on the initiative of the accountancy profession itself
that several attempts at international cooperation among accountants were made.
The TASC was the most successful of these ventures. In Europe, the Americas,
and the Asia-Pacific region, regional bodies of accountancy institutes had been
set up. The UEC, the regional European body, made a half-hearted attempt to
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develop accounting standards. From the late 1960s onwards, there were moves
towards establishing a worldwide organization to represent accountancy bodies,
finally resulting in the formation of IFAC in 1977.

The initiative that can be seen as the direct precursor of the IASC was the
establishment of the Accountants International Study Group (AISG) in 1966, set
up to collate information about accounting practice in three countries—Canada,
the United Kingdom, and the United States—as well as make useful comparisons
and point towards desirable avenues of improvement. The Study Group’s series of
informational booklets represented the first programme of continuing coopera-
tion between accountancy bodies in the three countries. The driving force behind
the formation of the Study Group was Henry Benson, the president of the Institute
of Chartered Accountants in England and Wales (ICAEW).

The Study Group’s publications were not intended as binding on anyone; so the
next logical step was to form a body possessing greater authority to shape best
accounting practice around the world. In the United Kingdom and Ireland, the
idea of issuing such guidance under the rubric of ‘accounting standards’ had led to
the establishment of a ‘standard-setting’ body in 1970. In May 1972 in the United
States, the American Institute of Certified Public Accountants (AICPA) endorsed
the creation of an independent FASB to replace its Accounting Principles Board.
In this climate, Benson (by then Sir Henry Benson) envisaged the creation of a
similar standard-setting body at the international level, including a broader array
of countries than the Study Group. In 1972-3, the ICAEW invited a selection of
leading national accountancy bodies in nine countries to found the IASC. The
countries were Australia, Canada, France, Germany, Japan, Mexico, the Nether-
lands, the United Kingdom and Ireland (counted as one country), and the United
States. Benson installed himself as the IASC’s first chairman and quickly became
the indispensable leader in its early development.

The founding of the IASC is treated in Chapter 3, which shows that very
little persuasion was required to induce the invited bodies to join. Despite the
considerable cost of membership, none wanted to be left out, although there
was the inevitable discussion about the structure and authority of the new body.
Defining the relationship between the IASC and the nascent IFAC was particularly
controversial, and it was effectively deferred for later consideration.

1.2.2. The IASC to 1987

Part II of the book discusses the IASC’s organization (Chapter 4), its standard-
setting process and the contents of its standards (Chapter 5), the impact of its
standards in countries around the world (Chapter 6), and its relationship with
other organizations, including IFAC, the UN, and the OECD (Chapter 7). These
themes were related in the following way.

In regard to organization, the IASC’s support staff was tiny to begin with and
did not really grow during this period. Initially all the members of its technical
staff served for short periods on the basis of secondment, but in 1984 a permanent
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secretary-general was appointed. The significance of this change was not immedi-
ately apparent, because the first secretary-general, Geoffrey Mitchell, stayed on for
just one year after his initial two years as a seconded secretary. The next secretary-
general, David Cairns, remained at his post for almost ten years, from April 1985
to December 1994, and became almost the embodiment of the IASC. Nevertheless,
for most of the time before 1987, the main organizational feature of the IASC
was the committee itself (known as the board after 1977, and referred to as such
in the remainder of this chapter), on which the founding national accountancy
bodies were represented in nine delegations of three members each. Generally
speaking, the member bodies took their responsibilities seriously, and they dis-
patched senior and highly competent people to compose their delegations. The
chairmen succeeding Benson—until 1987 these were Joseph Cummings (United
States), John Hepworth (Australia), Hans Burggraaft (the Netherlands), Stephen
Elliott (Canada), and John Kirkpatrick (United Kingdom)—had all held leader-
ship positions in their national professions. Nevertheless, the IASC’s collective
expertise was not a sufficient answer to the question of how the member bodies,
none of which (but the CICA) had regulatory power over financial reporting in
their home countries, could secure companies’ compliance with IASC standards.
At the time of the founding of the IASC, this question was probably not acutely
felt, because most of those involved seemed to accept Benson’s characterization
that accounting harmonization was ‘an urgent international need’ If so, all that
was needed was a supply of international accounting standards, and compliance
would almost take care of itself. Yet it soon became clear that this was not the
case, and that none of the member bodies was willing, let alone able, to insist
on compliance with the IASC’s standards as a condition for an unqualified audit
opinion.

The result was that, prior to 1987, there were very few listed companies in
the home countries of the founder member bodies which referred to the IASC’s
standards in their annual reports. Any illusions the board members may have
had regarding the worldwide status of the IASC’s standards were dispelled by a
series of surveys which clearly revealed the IASC’s lack of progress in securing
adherence. By 1980, it was clear that the IASC faced a serious compliance problem,
despite numerous initiatives undertaken by the IASC’s successive chairmen and
secretaries to promote the IASC’s standards in countries around the world. In the
first part of the 1980s, Canada was a major exception, as the CICA managed to
persuade a significant number of companies to refer to IASC standards in their
annual reports to shareholders. Indeed, the Canadian delegation to the board,
and especially the CICA, were the most enthusiastic supporters of the work of
the IASC, from the beginning to the end of the board’s tenure.

Compliance was a problem for the IASC, but not because its early standards
were very demanding. The IASC’s Canadian success must be judged in the light
of the fact that most companies satisfying Canadian ‘generally accepted account-
ing principles’ (GAAP) would not have to make a major effort to comply with
IASC standards as well. According to its founding Constitution, the IASC was
set up to issue ‘basic’ accounting standards. This meant, for one thing, that the
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twenty-six standards issued until 1987 dealt mainly with topics that were common
to most enterprises, such as accounting for inventories, depreciation, income tax,
or revenue. With a few exceptions, the IASC did not attempt to issue industry
standards. The standards were also basic in the sense that the board tacitly agreed
on an approach to standard setting that would not make adoption too difficult.
The IASC’s pre-1987 standards were based on the principle that accounting prac-
tices widely seen as unacceptable should be prohibited, but that the standards did
not necessarily have to prescribe a single accounting treatment for each topic.
Most standards allowed a choice among two or more treatments, and so were
compatible with national requirements or majority practice in the home countries
of all the founder members who actively sought to ensure such compatibility.
This approach exposed the IASC to the charge that it was seeking the lowest
common denominator. It is true that most of the early standards contained little
that was new for countries with the most developed national requirements. Yet,
for most board member countries, full compliance with IASC standards would
have brought about at least some improvements in accounting practice.

The original IASC was the exclusive preserve of accountancy bodies. Its mem-
bership was limited to a ‘closed shop’ of founder members, whose selection was
agreed after some bargaining between the ICAEW and the AICPA. The origi-
nal Constitution opened the possibility of associate membership, and scores of
accountancy bodies joined as associate members. This entitled them to a degree
of participation in the work of the IASC, particularly through membership of the
steering committees which prepared the draft standards as input for the board’s
deliberations. Some of these associate members resented their exclusion from full
membership, particularly when they believed that their secondary status was based
on a perception of inferior professional standards. As it happened, the IASC’s
more notable early successes were scored in some of the countries represented by
associate members, rather than in the founder member countries. For developing
countries that lacked the capacity to develop their own standards, the IASC’s
output was a convenient resource. In 1978, the IASC reduced its exclusivity by
modestly expanding and diversifying the membership on its board. In that year,
delegations arrived from Nigeria and South Africa, increasing the number of seats
from nine to eleven.

IFAC came into being in 1977. Several of the accountancy bodies which were
excluded from full JASC membership played important roles in IFAC, and this
was one of the reasons why there was constant pressure from IFAC for closer
integration, or even a merger of the IASC into IFAC. This was, however, resisted
by the IASC. One of the reasons was simply the desire of the founder members
to retain control. Another was the view that the IASC might secure a higher
degree of compliance with its standards if it were to expand its membership
beyond accountancy bodies to include ones representing the preparers and users
of financial statements. A merger with IFAC, on the other hand, would mark out
the IASC even more clearly as an organization of accountants. The advocates of
wider membership could point to serious challenges to the IASC coming from
the UN and the OECD. By the late 1970s, both the UN and the OECD had
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begun to involve themselves with financial reporting by multinational enterprises.
Within both organizations, it was argued that the IASC lacked legitimacy because
it represented only accountants, and that international accounting standards had
to be set by an intergovernmental body. Even though it was never very likely
that such an intergovernmental body might be created, the mere discussion of
it encouraged the TASC to reconsider its organization and membership.

Under the leadership of Chairman Hans Burggraaff and Secretary Allan Cook,
the various pressures on the IASC were resolved in a series of negotiated agree-
ments enshrined in the IASC’s Constitution as revised in 1982. IFAC and the IASC
remained formally independent organizations, but a pact of so-called Mutual
Commitments gave IFAC certain rights over the appointment of IASC board
members. The number of seats for accountancy bodies was increased by another
two to thirteen. The founder members gave up the right to their permanent
seats but were effectively assured of reappointment. IFAC and the IASC declared
their intention to increase the number of delegations from developing countries.
In addition, up to four seats were reserved for other organizations ‘having an
interest in financial reporting’. In 1983 and 1984, delegations from Italy and
Taiwan, respectively, were seated at the board. In 1986, a delegation composed
entirely of financial analysts was appointed to the board. A further exposure of
the TASC’s work to interested parties beyond the accountancy profession was the
creation of a Consultative Group in 1981, on which a broad and ever-widening
range of organizations, such as the World Bank and the International Chamber of
Commerce, was represented.

These changes were sufficient to free the IASC from significant pressure from
IFAC, the UN, and the OECD, but not sufficient to ensure widespread compliance
with its standards. By 1987, the IASC was ready to embark on a new course.
Instead of relying on voluntary adoption of basic standards allowing optional
treatments, it changed its approach to standard setting in a way to gain the support
of securities market regulators in countries with well-developed capital markets.

1.2.3. The IASC from 1987 to 2000

Part III of the book is again divided into thematic chapters, covering the IASC’s
organization (Chapter 8), its standards (Chapters 9 and 11), its relations with the
outside world and its impact (Chapters 10 and 12), and, finally, its restructuring
into the IASB (Chapter 13). As in Part II, these themes are intertwined.

In 1987, the IASC was still a body that was not widely known outside the
accountancy profession. It had little, if any, impact on accounting practice in the
developed world, and some might have said (and indeed some did) that it had
become introverted or even sleepy. Yet within and without the IASC a number of
developments were gaining momentum.

Most importantly, the internationalization of capital markets was accelerating.
As a result, the demand for international accounting standards finally acquired
some of the urgency which had been postulated rather than proven when the
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IASC was founded in 1973. In 1987, the IASC established contact with IOSCO,
which was just emerging as a force in the world of securities market regulators.
The IASC and IOSCO reached an understanding that, if the IASC were to improve
its standards to an acceptable level of quality, IOSCO’s member bodies would
consider endorsing the IASC’s standards as the basis for reporting by foreign
companies seeking stock exchange listings in their jurisdictions. This promised,
at long last, authoritative recognition for the IASC’s standards.

The understanding with IOSCO came at a time when the IASC itself was already
reconsidering its approach to standard setting. Since 1982, the IASC had been
reviewing its earlier standards, and it had very tentatively embarked on a project
to develop a conceptual framework to guide its standard-setting work. Some
delegations were initially reluctant to support these initiatives, and by 1987 few
standards had been revised and no conceptual framework documents had been
published. Yet, at a pivotal meeting in March 1987 in Sydney, the board reached
the conclusion that the IASC’s original approach had run its course and that
it was time for a change. The board decided to move ahead full speed towards
completing its conceptual framework, as well as to launch a major ‘Comparability
project’ to reduce the number of options in the existing standards.

Although the Comparability project emerged from within the IASC itself,
the Holy Grail of IOSCO endorsement quickly became its main driver. Within
IOSCO, the powerful US securities regulator, the SEC, held a dominant position
because of the importance of the US capital market and the SEC’s enormous size
and reputation. What mattered to the IASC was that the most vociferous demand
for international accounting harmonization stemmed from non-US companies
seeking a stock exchange listing in the United States. Unlike the situation in the
European Union, for instance, where the ‘mutual recognition’ of financial report-
ing practice was already well established, the SEC required all foreign registrants
to file financial statements prepared in accordance with the challenging norms of
US generally accepted accounting principles (US GAAP) or to provide at least a
reconciliation of earnings and shareholders’ equity to US GAAP. In the view of the
IASC, the endorsement of its standards by IOSCO would be tantamount to the
SEC dropping its reconciliation requirement for IASC standards.

As it soon became clear that endorsement by the SEC and the other members
of IOSCO would require more than just the elimination of options, the Compara-
bility project was shortly succeeded by an ‘Improvements’ project, which greatly
broadened the scope of the board’s review of its previously issued standards. This
resulted in a major revision of ten of the IASC’s standards by the end of 1993.
However, the IASC was severely disappointed when IOSCO informed it in 1994
that it was not prepared to endorse the revised standards, both because of specific
objections and because it wanted to act on the IASC’s standards as a compre-
hensive set, rather than on a piecemeal basis. This was a troubling issue, because
several important elements were still missing from the set of IASC standards. The
most important gap was a standard on financial instruments. The IASC had begun
work on this topic as far back as 1988, but by 1994 the project had virtually run
aground with no solution in sight.
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Despite this disappointment, the relations with IOSCO had by the middle of the
1990s already brought about a considerable change in the IASC’s fortunes, as well
as in its mode of operation. The IASC began to be taken more seriously by national
accounting standard setters, companies, and governments in the developed world.
Several national standard setters in Europe adopted a policy of incorporating
IASC standards in their national standards, albeit typically with a proviso such
as ‘to the extent possible’ The FASB began to express concern that it might
be constrained in its own standard setting by the IASC’s work on new topics,
particularly financial instruments. Leading companies in France, Germany, and
Switzerland embraced the IASC’s standards. In some European countries, IASC
standards began to be seen as the only realistic hope of ever gaining access to
the US capital markets without adopting, or reconciling to, US GAAP. Even the
European Commission, which had traditionally been very cool towards the IASC,
recognized that there was little future for a European programme of accounting
harmonization. It shifted to a position of supporting the IASC, if only to prevent
a de facto worldwide accounting harmonization on the basis of US GAAP over
which Europe would have no influence whatsoever. This latter prospect was by
no means unimaginable. In 1993, the German icon Daimler-Benz had become
the first German multinational to list on the New York Stock Exchange. Daimler
and a number of other major European multinationals adjusted their financial
reporting, in different degrees, to US GAAP.

The increased significance of the IASC had its consequences for the way it oper-
ated. Until the early 1990s, the preponderance of the delegates was accountancy
firm partners, with a sprinkling of financial executives, academics, and officers
of professional institutes, comparatively few of whom had standard-setting expe-
rience. In the 1990s, the IASC board came to include an enlarged component
of financial executives and members of national standard setters. In addition,
observer delegations from IOSCO, the US FASB, and the European Commission
began to attend board meetings. Two other non-accountant delegations were
added to the lone financial analysts’ delegation: one representing the Federation
of Swiss Industrial Holding Companies, and another from the International Asso-
ciation of Financial Executives Institutes. The effect of all these changes was an
increased sophistication of the technical debate, even though the quality of the
board’s deliberations had never been poor to begin with, as well as a more explicit
focus on the practical requirements of the companies that actually applied the
standards.

Other implications of the higher stakes were a greater awareness of the need
to follow a well-defined due process, greater transparency in the form of open
meetings, as well as a more active fund-raising effort. Initially, the IASC had been
financed almost entirely by the membership fees of the bodies represented on
the board. In addition, a large part of the actual costs of the IASC was borne
by the member bodies and the accountancy firms. These paid for the time and
some of the travel costs of the people attending board and steering committee
meetings, as well as most of the costs of translating and distributing the IASC’s
standards and exposure drafts. Right until the end, the IASC continued to be
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an organization resting largely on such ‘volunteer’ efforts, but from the early
1990s onwards additional funding was raised by actively soliciting donations from
companies, business organizations, and financial institutions. To assist in the
fund-raising, an Advisory Council was created in which senior business executives
and stock exchange representatives from a range of countries were gathered. A
more professional approach to publishing and marketing the standards also raised
significant amounts of money.

Until the end of 1994, the IASC’s technical staff remained very small, consisting
mostly of Secretary-General David Cairns and a few people seconded for short
periods from accountancy firms. There is no doubt that Cairns’s ability and ded-
ication were invaluable to the IASC during this crucial period. His immersion in
all aspects of the IASC’s work enabled it to achieve much with slender resources.
But with the changing composition of the board’s membership and the lifting
of its sights, the IASC could not continue to rely, in essence, on a single gifted
individual. Cairns was succeeded in 1995 by Sir Bryan Carsberg, a senior British
civil servant with a strong background in accounting as well as in regulatory
circles. He continued as secretary-general until the tenure of the IASC expired.
Under Carsberg, the IASC finally acquired a more sizeable technical staff, although
it continued to fall short of the requirements of the IASC’s ambitious work
programme.

Carsberg’s entrance onto the stage coincided with the succession of the Aus-
tralian Michael Sharpe to the chairmanship of the TASC. Sharpe’s immediate
predecessors—Georges Barthes de Ruyter (France), Arthur Wyatt (United States),
and Eiichi Shiratori (Japan)—had each in their different ways served the IASC
well. Nevertheless, Sharpe surpassed them in his fervid belief in the cause of
international accounting harmonization, and for the next two-and-a-half years,
he and Carsberg proved to be a very effective team. Together, they gave the IASC a
new sense of direction and drive at a time when it risked faltering in the aftermath
of IOSCO’s refusal to endorse its standards.

One of their first achievements was to reach a new agreement with I0SCO.
According to this agreement, announced in July 1995, the IASC committed itself
to complete a specified set of ‘core’ standards, covering all the major financial
statement issues, including accounting for financial instruments. The standards
were to be completed according to a tight schedule, ending in 1999. If the IASC
could deliver the core standards in time, IOSCO would seriously consider giving
its endorsement.

The core standards were essentially completed in December 1998, after three-
and-a-half years of work under intense pressure. This was a year before the original
target date. In 1996, with encouragement from the SEC, the IASC had decided
to accelerate the already fast pace of its core standards programme. For most
board delegates, it was a real struggle to combine the gruelling pace of work
for the TASC with the senior jobs they held at home. Yet the board and its staff
persisted, and they looked back with fondness on the period as one in which
the board really became a cohesive unit. Many delegates increasingly felt that
their role was no longer one of defending their national customs and practices,
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but rather that they were working together towards a common goal of great
significance.

Despite the time pressure imposed by the core standards agreement, the IASC
took its standard setting very seriously. The IASC had left behind its earlier
approach of merely eliminating accounting practices at the fringes of acceptability,
as in its early days, and the pragmatic elimination of commonly used options,
as in the Comparability project. The IASC’s conceptual framework, which had
been completed in 1989, provided a basis for making principled choices among
alternatives, and it led to standards that departed sometimes quite radically from
established practice in most developed countries, as opposed to being mere codi-
fications of best practice.

In general, the framework pointed towards a balance-sheet-oriented approach
to accounting, in which profits and losses were defined in terms of changes in the
values of assets and liabilities. This was quite different from the income-statement-
oriented approach that had dominated financial reporting for most of the twenti-
eth century and which consisted essentially of allocating cash flows to accounting
periods. Related to this change to a balance-sheet orientation was an increasing
reliance on fair values, or market values, as a basis of valuing assets, instead of the
traditional historical cost basis. By no means were all board delegations willing to
go very far in following the logic of the framework, the balance-sheet approach,
and fair value accounting. But some national standard setters, particularly from
the English-speaking world, were travelling down the same road on the basis
of similar conceptual frameworks. Their increasingly influential representatives
in the board, either as members of delegations or as observers, did not tire of
reminding the TASC board of the implications of its framework.

Some of the standards of the 1990s were messy compromises, notably IAS 39 on
the recognition and measurement of financial instruments. This was a complex
mixture of the more traditional and the new approaches, which satisfied very
few people. Nevertheless, IAS 39 was approved by a narrow majority as the last
of the core standards. Other standards, like IAS 37 on provisions and IAS 41 on
agriculture, could more aptly be described as pure specimens of the new approach
to financial reporting that was gradually gaining ground around the world.

During this period, the core standards agreement was generally interpreted
with considerable optimism. The belief that before long IASC standards would
be endorsed by IOSCO, and perhaps even by the SEC, encouraged voluntary
adoption of these standards by multinational companies in many countries.
In some countries, particularly in Continental Europe, legislation was passed
that allowed companies to report on the basis of IASC standards instead of
according to national accounting law or national accounting standards. Other
countries did not go so far, but their national standard setters adopted poli-
cies to align their national accounting standards as much as possible with IASC
standards.

However, not all countries embraced IASC standards. Those that did were typ-
ically countries without a strong national tradition of accounting regulation, such
as Switzerland, or countries which had a strong national tradition, but one which
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was breaking down under the influence of globalization. The prime example of
the latter category is Germany, where an elaborate but strictly national approach
to financial reporting had evolved, based on a link between financial reporting
and taxation and an important role for accounting in terms of company law but
a limited role in public capital markets. With the advent of an internationally
oriented public capital market and the concomitant demand for much more
informative financial reporting to investors, the German system was opened up
in 1998 to allow all listed companies to report on the basis of IASC standards as
well as according to US GAAP.

A few countries, above all the United Kingdom and the United States, but also
Australia and Canada, had strong national standard setters in the same capital
market-oriented tradition as the IASC. These countries were far less, or not at all,
inclined to grant the IASC an equivalent position to its national standard setter. In
1993, the standard setters from these four countries began to form a group to hold
informal meetings to discuss solutions to contemporary accounting issues, and
quickly found that their common conceptual outlook made their cooperation very
effective. The participating standard setters issued a series of jointly published, but
not jointly written, discussion papers on important accounting issues, generally
acknowledged to be of a high quality, and which tended to advocate the above-
mentioned shift towards a balance-sheet-oriented fair value model of financial
accounting.

The group became known as the G4, or as the G4+1 when the IASC was
allowed to attend its meetings. This was in deference to the moral obligation of
the IASC’s member bodies from these countries, though strictly speaking not
of their standard setters, to keep the IASC’s other member bodies informed of
international initiatives in the area of financial reporting. Despite the IASC’s
representation at G441 meetings, typically by Secretary-General Carsberg, there
was some resentment and suspicion of the G4+1 in the IASC board. Resentment,
because the cooperation in the G4+1 increased their representatives’ dominance
of the IASC board meetings, and suspicion, because some believed that the G4+1
would not remain content to issue discussion papers, but would in effect become
an international standard setter that could supplant the IASC.

Whether or not the G4+1 members harboured any such designs, it became clear
by 1996 that a reconsideration of the relationship between the IASC and these
influential national standard setters was in order. The objective of international
harmonization required their cooperation. But it was unlikely that, in the long
run, the most effective approach was for them to participate simply as members
of national delegations (as the Australian, Canadian, and UK standard setters),
or as observers to board meetings (as the FASB). None of them would ultimately
be willing to harmonize their national standards with those issued by a board
in which they were a small minority, particularly not if they had doubts about
either the technical ability of other members or their commitment to set standards
on the basis of conceptual soundness rather than political expediency. In addition,
the TASC had to consider what would happen after the completion of the core
standards. It was becoming clearer that IOSCO, and the SEC in particular, might
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not be willing to endorse the standards if it had misgivings about the quality of
the TASC’s due process as the world standard setter of the future. During 1995
and 1996, certain members of the FASB had publicly and repeatedly criticized
the IASC’s working methods. Although the SEC had not made any comparable
public statements, the IASC was aware that it shared to some extent the FASB’s
concerns.

For these reasons, the IASC board decided in September 1996 to install a
heavyweight Strategy Working Party (SWP) with a broadly worded charge to
come up with recommendations for the IASC’s future strategy and structure.
Throughout 1997 and 1998 the SWP, ably chaired by Edward J. Waitzer (former
chairman of Canada’s Ontario Securities Commission), wrestled with the problem
of how to reconcile technical expertise with representativeness. The national
standard setters, that is, those who formed the G4+1, argued for a dominant role
for their members in a restructured IASC. Most of the IASC member bodies, as
well as national governments of non-G4 countries and the European Commission,
argued that they would be unwilling to accept the IASC’s standards if they were
excluded from any meaningful role in their formulation. At the end of 1998, the
SWP produced a proposal for a two-tier body with a delicately balanced represen-
tative board, like the old IASC board, and a Standards Development Committee
consisting mainly of standard-setter representatives. The heavily compromised
proposal pleased few people. To right the ship, IASC Chairman Stig Enevoldsen
(representing the Nordic Federation of Public Accountants), who had succeeded
Sharpe as board chairman in 1998, and Secretary-General Carsberg became
involved in tense negotiations throughout 1999 with stakeholders in the board’s
future, mostly parallel to the deliberations actually going on in the SWP. The SEC
played an increasingly active role in these negotiations, and it did not disguise
the brute fact that it would insist on a restructuring based on an ‘independent
expert model, in fact a model very much like that of the FASB. The IASC member
bodies accepted—although some only reluctantly—that the IASC would have to
be cut loose from the accountancy profession, and a degree of consensus emerged
around a model of a relatively small group of experts, appointed by independent
trustees. Towards the end of the year, the main unresolved difficulty was whether
the group of experts should be geographically balanced and whether they should
all be full-time, or a mix of full-time and part-time, members of the standard-
setting body. Both a geographical spread and part-time membership could be seen
as introducing a greater degree of representation on the board of the TASC’s main
constituents.

These issues were dramatically resolved at the IASC board meeting of Novem-
ber 1999 in Venice. During the meeting, the IASC’s executive committee, together
with the secretary-general, overturned the objections of those who argued for a
larger, mostly part-time board attuned to geographical representation. Believing
that the TASC could not become a viable standard setter on the world stage
without the support of the SEC, the executive committee decided to resolve the
impasse by inviting the SEC to state its terms. The result was a proposal for an
independent board without any prescribed geographical representation and with
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only a small minority of part-time members, two out of fourteen. A degree of
representativeness was provided at the level of the trustees, who would appoint
the board members, and who would themselves be appointed by co-optation. This
proposal was presented to the IASC board as a non-negotiable recommendation
which it could either accept or reject. Realizing that there would be little point
in continuing the TASC without SEC support, the board voted unanimously in
favour of the proposal. As a result, the IASC was replaced by the IASB in 2001.
In December 2000 the IASC board held its last meeting, presided over by Thomas
Jones (from the financial executives delegation) who had succeeded Enevoldsen as
an interim chairman when the latter’s term ended in June 2000.

In May 2000, a few months after the IASC board had taken its fateful decision
on its restructuring, IOSCO announced its long-awaited decision to endorse the
IASC’s core standards. In fact, the endorsement was less than full-throated, as
it allowed IOSCO’s members to require ‘supplementary treatments’ such as a
reconciliation to national standards and the imposition of additional disclosures
and interpretive detail. These were already part of the SEC’s arsenal for dealing
with foreign companies that did not use US GAAP. So far, the endorsement has
not made a difference to the SEC’s position on foreign listings, which has led to its
characterization as a ‘hollow’ victory for the IASC. In fact, the SEC had issued a
concept release in February 2000 in which it listed formidable conditions relating
to the quality of auditing and supervision of compliance in third countries which
would have to be met before the SEC could accept financial statements based on
IASC standards without a reconciliation to US GAAP.

With nothing more than the heavily conditioned endorsement by 1I0SCO,
the TASC might have seen little more than a bleak future. In most developed
countries, US GAAP might easily have become the de facto standard for large
enterprises, because of the irresistible pull of US capital markets. But coming
on the heels of IOSCO’s decision on endorsement, the European Commission
unveiled a major initiative of its own in June 2000. It announced a bold proposal
to require all listed companies in the European Union to prepare their consoli-
dated financial statements according to IASC standards commencing in 2005. The
proposal was breathtaking in its potential impact. IASC standards would have
to be adopted by thousands of European companies, rather than being merely
an option for the few hundred which had listings outside the European Union.
None of the IASC’s previous successes in gaining recognition for its standards
had even remotely approximated the scale of the Commission’s endorsement. The
required use of IASC standards in the European Union probably was a major
factor in encouraging many other countries, apart from the United States, to take
similar measures in the following years, leading to the present position of the
IASB as an acknowledged leader, together with the FASB, in the field of financial
reporting.

The irony of this outcome is that the IASC was, in the end, raised to prominence
by the European Commission, which, at best, had ranked low in the IASC’s scale
of priorities during the 1990s. Throughout the 1970s and 1980s, the European
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Commission had responded with disdain to the IASC’s initiatives. Only during
the 1990s did the Commission gradually adopt a more supportive attitude, if only
to forestall an invasion of US GAAP. By then, however, the IASC was focusing
unswervingly on IOSCO, and it largely ignored the European Commission. The
Commission was one of the most outspoken opponents of the new structure
adopted by the TASC at the end of 1999. Yet the Commission soon afterwards
became the new IASB’s most important customer.
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2

Origins of International Accounting
Harmonization

2.1. INTERNATIONAL ECONOMIC INTEGRATION AND
ACCOUNTING HARMONIZATION

Following the Second World War, a period of rapid growth in international trade
and investment set in. It has been estimated that between 1950 and 1965, the
value of total external capital movements grew by a factor of between three and
four. An increasing share of this expanding capital flow consisted of foreign direct
investment, as opposed to portfolio investment. The growth in foreign direct
investment was strongly related to the rise of the multinational corporation. By
the late 1960s, a great majority of the large multinationals were American or
British, which collectively accounted for some four-fifths of the stock of foreign
direct investors. However, Japanese and German companies had by that time also
become significant overseas investors. And, given their small domestic economies,
countries like Switzerland and the Netherlands may not have been so important
in absolute terms, but revenues from their foreign direct investment were rather
more significant to their economies than they were in the United States and the
United Kingdom.1 The rise of the multinational, and in particular of the US multi-
national, captured the imagination of many and was both celebrated and feared. In
1967, Jean-Jacques Servan-Schreiber, a leading French journalist, warned Europe
in a widely read book that mounting American investment was coming to dom-
inate its economy.> American companies were taking over European companies,
setting up European headquarters, capitalizing on their flexible organizations and
openness to innovation, and empowering their subsidiaries to engage in cross-
border trade with far greater ease than their European counterparts. This view was
certainly not without a factual basis, although it should be noted that at the same
time there was also a steadily expanding reverse stream of European investment in
the United States.’

Another aspect of international economic integration in the post-war years
was the elimination of barriers to trade and investment by the formation of
international trading blocs. The most significant developments, at least in the
context of this book, occurred in Europe. In 1948, the Benelux Customs Union
was formed, embracing Belgium, Luxembourg, and the Netherlands. Three years
later, the European Coal and Steel Community (ECSC) was launched. Conceived
as an effort to join the production capabilities of France and Germany,* it included
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Belgium, Luxembourg, the Netherlands, and Italy as well. In 1957, the same six
countries signed the Treaty of Rome, forming the European Economic Commu-
nity (EEC), also known as the Common Market, which built upon the ECSC. And
in 1960, seven countries—Austria, Denmark, Norway, Portugal, Sweden, Switzer-
land, and the United Kingdom—created the European Free Trade Association, asa
defensive move. In 1973, the EEC became the dominant group when it was joined
by Denmark, Ireland, and the United Kingdom.

The International Accounting Standards Committee (IASC) came into exis-
tence against this background of growing cross-border movements of capital,
the unique position of the United States in the post-war world economy, and
the developing EEC. It was not too difficult to see that economic integration
had potential consequences for financial reporting. Although in all developed
countries financial reporting had a common basis in double-entry bookkeep-
ing, by the middle of the twentieth century financial reporting practices differed
considerably among countries.’ These differences were related to such factors as
company law, company finance, taxation, and the strength of the accountancy
profession. Removing such differences through harmonization of accounting
would, at least in theory, facilitate international trade and investment. Not only
would it be easier for investors to compare the results of companies in differ-
ent countries, it would also ease the burden on multinational companies which
had to prepare financial statements for subsidiaries according to different local
regulations.

Yet, at the same time as economic integration made accounting harmonization
more urgent, it became more difficult to achieve. A gradual expansion of account-
ing regulation in many countries gave a clearer outline to hitherto vaguely defined
traditions and common practice, thus sharpening international differences in
accounting.

The TASC was neither the first nor the only initiative to grapple with the
accounting implications of the post-war trend towards international economic
integration. From the 1950s to the early 1970s, a number of organizations were set
up that preceded or would impinge on the work of the IASC. These initiatives are
discussed in this chapter. First, there was the growth of regional accountancy bod-
ies. Second, repeated calls for international uniformity of accounting principles,
in particular at the international congresses of accountants, set in motion a train
of events leading eventually to the formation of the International Federation of
Accountants (IFAC) in 1977. Simultaneously, these calls for uniformity provided
the impetus for collaboration among a much smaller group of countries in the
Accountants International Study Group (AISG), founded in 1966. This Study
Group can be seen as a lineal predecessor of the IASC. It should be noted that
all these initiatives, including the IASC, originated within, and were carried out
by, the accountancy profession. Simultaneously, there was a movement at gov-
ernmental level towards harmonization of company law, including accounting,
within the EEC. As this European programme of accounting harmonization was
to be a significant factor in the IASC’s work, its origins are discussed in this chapter
as well.
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2.2. THE CREATION OF REGIONAL ACCOUNTANCY BODIES

In 1951, accountancy bodies in ten central and southern European countries—
Austria, Belgium, France, Germany, Italy, Luxembourg, the Netherlands, Portugal,
Spain, and Switzerland—formed the Union Européenne des Experts Comptables
Economiques et Financiers (known as the UEC). It held periodic congresses,
published a quarterly journal, and sponsored study committees on a wide range of
subjects. In 1963, the leading accountancy bodies of Denmark, Ireland, Norway,
Sweden, and the United Kingdom as well as two Dutch institutes agreed to join
the UEC.®

Regional accountancy bodies were also set up in the Americas and Asia, but
their activities were mainly limited to holding periodic congresses. The Confer-
encia Interamericana de Contabilidad (Inter-American Accounting Conference)
was founded in 1949 in San Juan, Puerto Rico, and its conferences have been
held throughout the Americas every two or three years.” As its name implied,
its activities largely centred on its conferences. During the 1960s and 1970s, quite
a few papers presented at these conferences focused on solutions to accounting
for inflation. It was later renamed the Asociacién Interamericana de Contabilidad
(Inter-American Accounting Association).

In 1957, a Far East Conference of Accountants met in Manila. It was renamed
the Conference (and later Confederation) of Asian and Pacific Accountants, and
it held gatherings every two or three years throughout the region.?

Neither of these two regional bodies undertook to standardize accounting,
auditing, or terminology. Yet Washington SyCip, a leader of the Philippines
accountancy profession, argued in his opening address at the 1957 conference that
‘The gathering of accurate statistics which is so vital to the economic growth of the
Far East will be much easier if the accountants in this area can have more uniform
standards in the preparation of financial statements.”

Thus, it can be seen that national accountancy bodies were looking beyond their
borders, and one of the insistent calls beginning in the late 1950s was for unifor-
mity or harmonization of accounting and auditing practices around the world.

2.3. CALLS FOR UNIFORMITY OF ACCOUNTING STANDARDS

At the Seventh International Congress of Accountants in 1957, held in Ams-
terdam, the president of the congress, Jacob Kraayenhof, cited the ‘divergen-
cies on auditing standards in the various countries’ as a problem to be faced."
In an address to the AICPA’s (American Institute of Certified Public Accoun-
tants) annual meeting two years later, he was obviously preoccupied with the
implications of the recent founding of the European Common Market, and he
repeated this call and argued as well for steps to be taken towards achieving
international ‘uniformity’ of accounting principles.!! He drew attention to the
increasing flow of capital, especially from America into Europe, bringing into
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focus the disparities between the accounting used by the American parent and by
the overseas subsidiaries. He said that ‘mergers and amalgamations are effected, in
certain cases, at what can be said to be a feverish tempo’ and that there was a need
for ‘comparable data in respect of net equities and results’!> He closed his speech
by issuing a challenge to the AICPA: to invite other countries to set up stand-
ing committees for the research and study of accounting principles with a view
towards achieving greater international uniformity.'* His message may well have
registered with some of the leaders of the US accountancy profession. Partners in
the big firms were following their major clients overseas, either setting up offices
in other countries or forging links with the overseas offices of their international
affiliates.

In the early 1960s, Price Waterhouse & Co. felt the need for guidance in how
it should attest to ‘present fairly’ or ‘give a true and fair view” when the financial
statements of the many foreign subsidiaries to be consolidated with a US or UK
parent company had been prepared in accordance with significantly different
local accounting norms. The firm invited Professor Gerhard G. Mueller, of the
University of Washington, to serve as an International Accounting Research Fellow
in the firm’s New York City office from June 1962 through August 1964 to assist
it in coping with these disparities in national accounting practice. Mueller had
completed a Ph.D. thesis at the University of California, Berkeley, in 1961 on the
international accounting practices in six European countries.'*

It was not until 1962 that the US accountancy profession itself adopted a
more internationalist view. Although the AICPA was a founder member of the
Inter-American Accounting Conference, the US profession had remained largely
parochial.’® Tn a book published in 1962 on behalf of the AICPA’s committee
on long-range objectives, nothing was said about any role the Institute might
play on the world stage.!® But in September of that year, the AICPA hosted the
Eighth International Congress of Accountants, in New York, the theme being
the ‘world economy’ in relation to accounting, financial reporting, and auditing.
In the opening session, Jacob Kraayenhof, speaking as the president of the last
congress, again pointed to the need for international uniformity in accounting
principles.!” He added, prophetically, ‘May I express the sincere hope that inter-
nationally co-ordinated research, study and discussion may soon be organized.’'®
His view was echoed, even more strongly, by a plenary speaker, P. E. S. Otten, the
chairman of Philips’ Gloeilampenfabrieken, which happened to be an audit client
of Kraayenhof’s firm."”

Paul Grady, a senior partner in Price Waterhouse & Co. and a leading mem-
ber of the US profession, had the task of summarizing the technical sessions of
the congress. He reported that ‘Many of the papers presented to this Congress
urge that steps be taken to hasten the further development, understanding and
acceptance of standards of auditing, accounting and reporting on an international
basis.?® Grady referred favourably to an article by Alvin R. Jennings, the Institute’s
1957-8 president and a senior partner in Lybrand, Ross Bros. & Montgomery, in
which he appealed for steps to be taken towards the development of international
accounting and auditing standards.?! The Jennings article, together with the clear
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messages received from those attending the international congress, did much to
broaden the thinking of the Institute’s leadership.

An influential voice in the Canadian Institute of Chartered Accountants (CICA)
also supported steps towards international standards of accounting and auditing
practice. In August 1963, almost a year after the eighth international congress, the
editor of the Institute’s journal complained that ‘no discernable progress has been
made’ towards carrying forward Kraayenhof’s 1959 proposal to establish standing
committees for the research and study of accounting principles on a global stage.?
While this complaint may have been correct in a literal sense, namely, there was
as yet no international standing committee, the next sections show that there
were nevertheless several initiatives during the mid-1960s to find an appropriate
organizational vehicle to deal with international issues.

2.4. INTERNATIONAL ACCOUNTING IN THE UNITED STATES

While the United States was not the only and probably not even the first country
where an interest in international accounting issues arose, it was probably ahead
of others in developing a research infrastructure in the area. The AICPA, following
the 1962 international congress, took a first step. The Institute’s executive direc-
tor, John L. Carey, later wrote, ‘Through a reactivated Institute committee on
international relations, a vigorous program was undertaken to encourage inter-
national co-operation among professional accountants, to improve exchange of
information, and eventually to agree on common standards.?® All of the Big Eight
accountancy firms were represented on the committee. In 1964, the committee
published a thick volume, Professional Accounting in 25 Countries. The Big Eight
firm partners had called on their offices around the world to draft chapters that
included sections on the organized accountancy profession, auditing standards,
and accounting principles and practices. It was the first such volume to be pro-
duced by a professional accountancy body. In its Introduction, the committee
referred to the demands for ‘improvement and greater uniformity in international
accounting and professional standards . .. which were voiced by many participants
in the Eighth International Congress held in New York in September 1962’*
The committee added that such a need was also ‘expressed by representatives
of international financing and lending institutions such as the World Bank, the
International Finance Corporation, the Inter-American [Development] Bank, and
various individual and corporate investors’?® The committee was reluctant to
embrace international uniformity as an attainable (or even desirable) goal, yet
it viewed the compilation of norms and practices in its book as ‘a prerequisite to
constructive action’ in that direction.?®

By 1965, the Institute’s committee on long-range objectives acknowledged the
importance of internationalism. In a major book published that year, The CPA
Plans for the Future, written by John L. Carey in collaboration with the committee,

a considerable section was devoted to ‘The Movement to Internationalism’?’
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Carey wrote, ‘Any effort to obtain international agreement on accounting prin-
ciples and auditing standards would confront enormous difficulties; yet it would
clearly be a highly desirable development.?® All of this is evidence of the interna-
tional awakening of the AICPA.

In addition to the initiatives from the AICPA, US business schools began turn-
ing their attention abroad in the 1950s and 1960s: actively studying international
business, and providing technical assistance to nascent business programmes
overseas.”’ Early in the 1960s, international accounting emerged as an important
object of study by US accounting academics. In the 1960s, articles began appear-
ing in North American accounting journals drawing attention to the problems
flowing from the lack of international comparability of financial statements.*® In
1962, the University of Illinois established a Center for International Education
and Research in Accounting, and in that year it held an International Conference
on Accounting Education, timed to dovetail with the international congress in
New York.’! The Center proceeded to sponsor an annual series of Seminars on
International Accounting, it began to publish a series of monographs, and in
1965 it launched a semi-annual research journal, the first of its kind devoted to
international accounting.

Professor Gerhard Mueller Berkeley’s doctoral thesis, as well as research he
conducted during 1962—4 in the New York office of Price Waterhouse & Co., led to
a series of monographs on the accounting practices in the Netherlands, Sweden,
Argentina, Germany, and Japan, published between 1962 and 1968.32 In the mid-
1960s, he established the International Accounting Studies Institute at his univer-
sity, which sponsored a series of research studies. In 1967, Mueller, a pioneer in the
field of international accounting,®® wrote the first textbook treating the subject.*

In 1963, a new scholarly journal with international credentials was founded at
the University of Chicago. Entitled the Journal of Accounting Research, its senior
editorial staff, for the first time in a United States accounting academic journal,
spanned two countries, the United States and the United Kingdom.35 It was envis-
aged that Australia would be a third participating country, but in 1965, Professor
R. J. Chambers, of the University of Sydney, opted to found his own academic
journal, Abacus, which began publishing comparative and international articles.

Thus, it can be seen that accounting academics were beginning to look beyond
their borders in the 1960s.

2.5. ACCOUNTANTS INTERNATIONAL STUDY GROUP

While these activities in the United States might be said to be unilateral, an exam-
ple of truly international collaboration was developed in the form of the Accoun-
tants International Study Group. The initiative to found this group was taken
in 1966 by Sir Henry Benson (Figure 2.1), a progressive thinker in professional
matters and the president of the Institute of Chartered Accountants in England
and Wales (ICAEW). He took the lead by promoting the establishment of a study
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Figure 2.1. Sir Henry (later Lord) Benson

group composed of representatives from institutes in the United Kingdom, the
United States, and Canada. Before treating Benson’s proposal and discussing the
work of the study group, it is well to review the state of the national programmes
for establishing accounting principles and auditing procedures in the middle of
the 1960s.

2.5.1. National Programmes for Establishing Accounting Principles

The professional accountancy bodies in the United States, England and Wales,
and Canada, in 1939, 1942, and 1946, respectively, were the earliest in the world
to initiate programmes to give official guidance on what constitutes accepted
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accounting practice, which eventually became known as ‘generally accepted
accounting principles’ (GAAP) in the United States and Canada and as ‘gener-
ally accepted accounting practice’ (also GAAP) in the United Kingdom. In the
United States, the Securities and Exchange Commission (SEC) made it known
that publicly traded companies were, with rare exceptions, expected to follow the
Accounting Research Bulletins of the AICPA’s Committee on Accounting Procedure
and, beginning in 1959, the Opinions of its successor body, the Accounting Prin-
ciples Board. The ICAEW’s series of Recommendations on Accounting Principles
constituted, apart from those that were incorporated in the Companies Act 1948,
informed opinion and did not oblige Institute members to accept their advice.
The CICA’s series of Bulletins were not mandatory, but, because of the rigorous
regime in its neighbour to the south, the pressure to comply was probably a good
deal stronger than in Britain.*® By the middle of the 1960s, therefore, a substantial
body of recommended GAAP had been published in the three countries. However,
in Canada and the United States, companies and their auditors focused mainly
on conforming with recommended GAAP, while in the United Kingdom the
overriding concern was that the financial statements give ‘a true and fair view,
as required by the Companies Act.

Because the CICA’s Financial Reporting in Canada, its biennial summary and
analysis of the financial reporting practices of Canadian industrial and mercantile
companies, regularly compared Canadian GAAP with those in the United States
and the United Kingdom (as well as their historical development), it had the least
to gain from, and probably the most to contribute to, a study group bridging the
three countries.’”” The CICA has traditionally been attentive to accounting and
auditing developments in the United States and the United Kingdom.

By the middle of the 1960s, the professional accountancy bodies in Australia
and New Zealand were adapting the ICAEW’s series of Recommendations to their
respective circumstances or, in a few instances, innovating on their own.*® No
comparable programmes for giving guidance on accounting principles were in
effect on the European Continent. In France, guidance on accounting had a clear
public-sector character, and was provided through successive revisions of the
Plan Comptable Général.** In Germany, guidance on accounting developed in
the form of a system of legal interpretation. Under this system, the published
commentaries by leading authorities on the accounting provisions in company law
were accorded considerable authority, supplementing the binding interpretations
provided by jurisprudence.’ In the Netherlands, prior to a major revision of
company law in 1970, accounting practitioners looked to the occasional reports
of ad hoc committees of experts formed by employer federations.*! Nascent pro-
grammes for establishing accounting principles may have existed in a few other
countries.

On the subject of auditing, the United States also was a pioneer. In 1939, spurred
by the SEC’s reaction to the McKesson & Robbins scandal, the Institute formed a
committee to issue statements on auditing procedure, and in 1948 it approved a set
of auditing standards. In Canada, the CICA’s Bulletins dealt both with accounting
and auditing. In the United Kingdom, it was not until 1961 that the Council of
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the ICAEW began to issue Statements on Auditing.*? In the 1960s, the scope of
judgement left to English and Scottish chartered accountants in their conduct
of external audits was much more expansive than that accorded their brethren
in North America. The range of topics, as well as the specificity of instruction,
reflected in accounting and auditing pronouncements in North America well
exceeded that in Britain.

In the early 1960s, as viewed from the United Kingdom, the programmes for
establishing accounting principles and auditing procedures in North America
were well in advance of those in Britain. The ICAEW was still issuing its volun-
tary Recommendations after twenty years and had finally overcome a historical
aversion to advising its members on auditing practice. Benson later said, ‘Cer-
tainly until an appreciable time after the Second World War, there was a clear
feeling that it was not the task of the Institute to write Auditing Standards, or
indeed to publish anything on the subject at all’** In other respects as well, the
Institute was an insular body, steeped in tradition. Benson, the senior partner
in Cooper Brothers & Co., who, it has been said, ‘helped shake up the old firm
“until it rattled”}* could not have watched submissively as his Institute’s Council
continued in its time-honoured ways. At long last, the operation of the staid
Institute underwent numerous reforms during the middle 1960s, opening itself
to the world.*® It is difficult to believe that Benson, a domineering figure who had
served on Council since 1956, did not have a large hand in bringing about these
changes.

2.5.2. Formation of the Study Group

One such change, which Benson himself initiated as Institute president in 1966,
was to urge the AICPA and CICA to join the ICAEW in creating a study group
to draw together the best accounting and auditing practices from the three coun-
tries and report their findings to the world. Zeff wrote, ‘For the Institute, which
had until then shunned collaboration on technical accounting matters even with
accountancy bodies in the United Kingdom, a collaborative effort such as the
Study Group marked a major shift in policy.*® When Benson made the proposal,
he was speaking on behalf of his own Institute only, as he had not yet formally
consulted the Scottish and Irish institutes about their possible participation.*”

Benson broached his proposal first in Canada and then in the United States.
Both Benson and the AICPA president, Robert M. Trueblood, of Touche Ross
& Co., attended the CICA annual conference in Regina, Saskatchewan in August
1966. It was then the custom of these and other Institutes to invite other Institutes’
presidents to their annual meetings. Benson addressed the annual meeting of
members as follows:

The accountants in Canada, the United States and the United Kingdom report each year on
the truth and fairness of balance sheets and profit and loss accounts involving thousands
of billions of dollars. Nevertheless, the rank and file of us in our respective countries
are inclined to pursue our separate ways with comparatively little regard to, or indeed
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knowledge of, accounting and auditing developments in other countries. I am not for a
moment advocating regimentation or uniformity. I am saying no more than that a careful
study of the developments in the other two countries at regular intervals would, I think,
be helpful to all of us. For example, I have in mind the publication jointly by our three
Institutes, yearly or perhaps every two years, of a paper which would be issued to all our
members indicating the lines of thought of our colleagues in the other two countries. As
far as the United Kingdom is concerned I know that this would be stimulating. If you think
there is any merit in this suggestion we might take it further.*®

At the conference in Regina, Benson met with Trueblood as well as with Jack
Wilson, of Clarkson, Gordon & Co., the incoming CICA president, to discuss his
proposal. Benson has written that, following that meeting, ‘We agreed quickly that
such an enterprise would be worthwhile’* Yet Wilson and apparently also True-
blood were cool to the suggestion. Wilson was concerned about its cost and likely
usefulness. One could well have expected them to wonder what the Americans
and Canadians could learn from the British, as the latter’s Recommendations and
Statements on Auditing were, in point of coverage and firmness, well behind those
issued in North America. Yet neither country wanted to be left out.>

At the AICPAs annual meeting in Boston, held in October 1966, Benson
placed his proposal before the Institute’s executive committee and Council, and
he ventured the view that ‘The publications to be issued by the “study group”
might bring about a reassessment of present practices and future plans in the
three countries.”! In January 1967, it was announced that the International Study
Group had been approved by the governing bodies of the cooperating institutes
and would have its first meeting in February. Its terms of reference were: “To
institute comparative studies as to accounting thought and practice in partici-
pating countries, to make reports from time to time, which, subject to the prior
approval of the sponsoring Institutes, would be issued to members of those
Institutes.™?

Representatives to the Study Group were named by the AICPA and CICA as well
as by the ICAEW, the Institute of Chartered Accountants of Scotland (ICAS), and
the Institute of Chartered Accounts in Ireland (ICAI). The Accountant reported
that “Topics to be discussed cover a wide field, from education and training to
professional relations and auditing procedures.® In fact, while all of these topics
were discussed during the meetings of the Study Group, its publications were
intended to deal solely with issues of accounting and auditing. Benson attended
only the first meeting of the Study Group, although not as a member of the UK
delegation, and, at his suggestion, Robert Trueblood, the immediate past AICPA
president, was elected as chairman.>*

2.5.3. Benson’s Motivations

Why did Benson advocate the establishment of the Study Group? One clear reason
was his fervent desire to gain acceptance in the United Kingdom for the required
attendance at stocktaking by the auditor. In a major speech in 1958, Benson
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had argued that it was ‘indefensible’ for UK auditors not to verify the existence
and value of inventories, a practice that he knew had long been mandatory in
North America.>® Above all, Benson wanted to see a Study Group publication on
the subject, drawing on the North American practice of physical attendance by
auditors at stocktaking, which he hoped would then secure the necessary support
for that practice in the United Kingdom. In the end, as will be seen below, he
succeeded in his aim.

Benson may also have been concerned at the state of financial reporting in the
United Kingdom. He had served as a joint inspector into the affairs of Rolls Razor
Ltd., which suddenly collapsed a few weeks after publication of its annual accounts
in 1964. Questions were raised in the press about the adequacy of its published
accounts.

He himself stated a third motivation, which was a lesson he learned in Cooper
Brothers & Co.: ‘After the war, when I was helping to build my firm’s national and
international practice, I realized that it would be quite impossible to do so without
clear manuals of procedure and principles for the guidance of partners and staff
world-wide who were engaged in professional work.>®

A fourth motivation was his belief that a genuine synergy could be realized
by taking advantage of the best accounting and auditing thought in the United
Kingdom, Canada, and the United States, and that this would confer benefits in
all countries in which accounting was practised.>’

2.5.4. The Initial Work of the Study Group: The Inventories Booklet

Undoubtedly owing to Benson’s influence, the United Kingdom was selected as the
first country to coordinate the preparation of a booklet, and its choice of topic was
inventories. The resulting booklet, entitled Accounting and Auditing Approaches
to Inventories in Three Nations, was published in January 1968. It appeared as
a publication of the ‘Accountants International Study Group), the full name by
which the Study Group would become known. The print order was for 55,000
copies, of which 30,000 were to be dispatched to the subscribers of Accountancy,
the ICAEW’s journal.® Benson had probably given orders that the booklet was
to achieve maximum impact among the Institute’s members. Indeed, the print
order for the inventories booklet exceeded the sum of those for the next four
booklets in the series,” evidently because of Benson’s personal interest in the
outcome.

In the booklet, the Study Group concluded that ‘Attendance to observe physical
inspection of inventories is a most significant verification procedure for audit
purposes. This practice has received more forceful emphasis in North Amer-
ica than in the United Kingdom. We endorse its desirability and commend its
adoption as internationally recognised standard practice’®® This was the vigorous
endorsement that Benson had expected to see in the publication.

Less than five months after publication of the Study Group’s booklet,
the ICAEW’s Council rushed out a special guidance statement that, without
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mentioning the booklet, specified definitive steps to be taken by an auditor to
verify the amount attributed to a company’s inventory balance.®! Benson had won
the day.

2.5.5. The Remaining Work of the Study Group

From 1967 to 1977, when the Study Group was disbanded, it produced a total
of twenty booklets. It never revisited a subject after a booklet had been issued.
Table 2.1 shows the titles of the studies, their years of publication, and the nation
that was in charge of the drafting.

Members of the Study Group were nominated by the five institutes, and
its ‘plenary’ meetings were held twice a year. Each nation could designate a
maximum of three delegates to the Study Group, and it was agreed that the UK
delegation would consist of two members from the ICAEW and one member
representing both ICAS and the ICAL Until the latter years of the Study Group,
the Scottish Institute supplied the representative, while the Irish Institute was only
slightly involved. At each of its meetings, the members of the Study Group would
exchange information on developments concerning the accountancy profession in
their respective nations. In fact, the contacts and general exchange of information
during the Study Group’s semi-annual meetings proved to be useful to the

Table 2.1. Publications of the Accountants International Study Group (by year of publica-
tion, showing drafting nation)

1968 United Kingdom (ICAEW) Accounting and Auditing Approaches to Inventories in
Three Nations

1969 United States The Independent Auditor’s Reporting Standards in
Three Nations

1969 Canada Using the Work and Report of Another Auditor

1971 Canada Accounting for Corporate Income Taxes

1972 United States Reporting by Diversified Companies

1973 United States Consolidated Financial Statements

1973 Canada The Funds Statement

1974 United States Materiality in Accounting

1974 United States Extraordinary Items, Prior Period Adjustments and

Changes in Accounting Principles

1974 United Kingdom (ICAEW) Published Profit Forecasts

1975 Canada International Financial Reporting

1975 United Kingdom (ICAEW) Comparative Glossary of Accounting Terms in Canada,
the United Kingdom and the United States

1975 United States Accounting for Goodwill

1975 Canada Interim Financial Reporting

1975 Canada Going Concern Problems

1976 United States Independence of Auditors

1977 Canada Audit Committees

1977 United Kingdom (ICAS) Accounting for Pension Costs

1978 United States Revenue Recognition

1978 Canada Related Party Transactions
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participating institutes above and beyond the value of the publications themselves.
During the meetings, draft texts would be discussed and, when appropriate, new
topics would be selected for study. An Institute would then volunteer to draft a
study. The Institute responsible for drafting would actively consult the institutes in
the other nations, as each booklet was to represent an integrated whole of the views
and experiences supplied by the institutes in all three nations.> The opinions
expressed in the booklets were those of the Study Group, not of the drafting
Institute.

The Study Group debated whether to describe its opinions as ‘Conclusions’
or ‘Recommendations’. Since December 1968, the CICA’s pronouncements were
known as ‘research Recommendations’ or ‘Handbook Recommendations’. The
CICA’s Thomas wrote, ‘The Canadians have been most insistent that the results
of studies should be called conclusions and not recommendations, because of
our concern about developing two sets of reccommendations—one nationally and
one internationally—with the inevitable confusion that would result’®® The Study
Group settled on Conclusions.

Eleven of the twenty booklets dealt primarily with accounting issues: inven-
tories, corporate income taxes, segment reporting, consolidated statements and
the equity method of accounting, the funds statement, materiality, extraordinary
items and changes in accounting principles, goodwill, interim reporting, pension
costs, and revenue recognition. Several of the booklets on accounting also treated
auditing issues. Most of the other studies dealt principally with auditing issues or
matters of financial statement presentation, and one consisted of a comparative
glossary of 160 accounting, auditing, and financial terms. Two booklets treated
published profit forecasts and audit committees.

The CICA and the AICPA each supplied draftsmen for eight of the studies,
and four were drafted by members or staff of the English or Scottish institutes.
In addition, the English and Scottish institutes worked on two other projects that
were never completed. Hence, the two institutes in North America assumed the
larger share of the drafting responsibilities, even though the impetus for setting up
the Study Group had come from Benson, when he was president of the ICAEW.
One supposes that the much longer experience with issuing accounting and audit-
ing pronouncements at the CICA and AICPA, compared with that at the English
and Scottish institutes, may explain this disparity. The ICAEW had particular
difficulties in bringing its project on published profit forecasts to completion.
This was the Study Group’s longest running project, which went through many
drafts. There were signs that the ICAEW was operating at the limit of its capacity
around 1970, as its international and domestic commitments began to multiply.*
It therefore had to ask ICAS to take over the responsibility for one of its Study
Group projects.®®

The rate of production of booklets increased over time. Only four booklets were
published during the Study Group’s first four years, while ten were issued in the
last four years. This was due at least in part to the efforts by the CICA’s research
studies staff to assist the UK draftsmen and encourage the US draftsmen (audit
managers seconded by the major firms) to complete their projects.®® The CICA
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was the most enthusiastic contributor of the drafting bodies to the work of the
Study Group. The ICAEW accorded the Study Group, perforce or by choice, the
lowest priority of the drafting bodies.®’

The successive chairmen of the Study Group were rotated among the three
nations, as follows:

1967-8 Robert M. Trueblood (United States)

1968-9 Ronald G. Leach (United Kingdom, ICAEW)

1969-70  John R. M. (Jack) Wilson (Canada)

1970-1 Theodore L. Wilkinson (United States)

1971-2 Douglas S. Morpeth (United Kingdom, ICAEW)

1972-3 Robert M. Rennie (Canada)

1973-4 R. Kirk Batzer (United States)

1974-5 George D. H. Dewar (United Kingdom, ICAS, also representing the
ICAI)

1975-6 John W. Adams (Canada)

1976-7 Edwin W. Macrae (United States)

Adams was the only chairman from industry. All of the others were partners in
major accountancy firms.

As might be imagined, an issue arose over whether other nations’ accountancy
bodies should be represented in the Study Group, and one or two may have been
miffed at being excluded. An informal approach to the president of the Canadian
Institute, Jack Wilson, was made in 1967 by a representative of the Nederlands
Instituut van Registeraccountants (NIVRA). While Wilson’s initial reaction was
positive, Benson made it known that three nations was the limit.® Benson later
wrote, ‘We felt that if this exercise was to get off the ground, the maximum number
of nations who should initially be involved was three, and they should start with
the advantage of all speaking a common language.®

At the Study Group’s meeting in June 1968, it was tentatively proposed by the
US delegation that Australia be invited. But once the implications for the travel
cost of all parties had been discussed, as well as the political ramifications of
accepting Australia, but not New Zealand, other British Commonwealth nations,
or the Netherlands, the motion was withdrawn.”® Benson himself envisaged that
other nations might be added at a later date, but this did not occur during the life
of the Study Group.”!

Some of the salient conclusions—sometimes firm, sometimes bland—
contained in the series of booklets may be summarized as follows. As will be seen
in subsequent chapters, many of these conclusions were to be the starting point
of the IASC’s work.

In the accounting section of the booklet on inventories, the use of lower of cost
and market’ (as in the United States) or ‘lower of cost and net realizable value’
(as in Canada and the United Kingdom) were supported practices. The position
on ‘direct’ or ‘variable’ costing in the booklet was equivocal, and no conclusion
was issued on the use of LIFO, which was practised only in the United States
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(paragraph 100). The booklet ended with a plea for a reduction in the number
of deviations from standards of best practice (paragraph 101).

The booklet on corporate income taxes touched on a vexed subject in all
three countries. By 1971, when the booklet was issued, all three nations had
pronouncements dealing with deferred tax (or tax allocation) accounting, and
those in Canada and the United States were passed ‘against much opposition’
(paragraph 46). The only substantive conclusion in the booklet dealt with a choice
of method and was cautiously expressed: ‘On balance, it is concluded that the
deferred method is to be preferred in practice to the accrual method, and that the
accumulated balances should be regarded as deferred credits or debits rather than
accrued liabilities or assets’ (paragraph 46). Under the deferred method, subse-
quent changes in the tax rate are ignored. In Canada and the United States, the
deferred method was recommended, while the position in the United Kingdom
favoured the accrual method (paragraph 22).

The booklet on diversified companies, another topic of controversy, advanced a
bold conclusion: ‘Financial statements of diversified companies should include
information on separate segments, and that information should be examined
and reported upon by independent auditors’ (paragraph 86). The two most
important Canadian corporations acts and the British Companies Act 1967,
as well as the SEC (but not the Accounting Principles Board), required diver-
sified companies to disclose certain types of information on material seg-
ments. But only in Canada was it required that the auditor’s report cover such
information.

On consolidated financial statements, the Study Group’s position was that,
when both consolidated and parent company statements were provided, the for-
mer should be considered the primary financial statements. While this position
would not have been controversial in the three nations, in most of the rest of
the world in 1973, consolidated statements were just beginning to become more
commonplace. The implication was that they should be prepared. The Study
Group also concluded that, although the generally used criterion for preparing
consolidated statements was the investor’s ownership of more than 50 per cent
of the voting shares of an investee, “There may well be circumstances, however,
where effective control with 50% or less of voting equity would be the determining
factor’ (paragraph 73). This latter provision would have been at variance with
US practice. The Study Group also called upon corporations to make a number
of significant financial disclosures in relation to their inter-company holdings
(paragraph 73).

On the funds statement, a financial report that had recently become required
only in Canada and the United States, but was still not required and was ‘not
too commonly found’ in the United Kingdom,72 the booklet, issued in 1973,
said, ‘“The Study Group endorses its desirability and commends its adoption as
an internationally recognized financial reporting practice’ (paragraph 104).

The booklet on international financial reporting, issued in 1975, provided
guidance on how auditors should report on ‘secondary financial statements’, that
is, those prepared specifically for use in countries other than the company’s
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home country. It dealt with the appropriate accounting principles and auditing
procedures to use when reporting in an international environment, the need to
distinguish between primary and secondary financial statements, and the impor-
tance of disclosing the nationality of the principles or procedures used. Mueller
called this study ‘a truly pioneering piece of work, since there exists virtually no
literature on this specific topic and since the recommendations put forward are
original with the AISG’”?

In the booklet on goodwill, also issued in 1975, it was concluded that ‘Good-
will should be accounted for as an intangible asset which has a limited life and
should be amortized to income on a systematic basis over its estimated life’ (para-
graph 27). This position accorded with recommended practice in Canada and
the United States. In the United Kingdom, the accounting treatment of goodwill
was still being studied by the standard-setting body, but it was clear that the
Study Group’s conclusion was at variance with the common practice of writing
off goodwill against reserves.

The booklet on interim reports, issued in 1975, concluded that such reports
should ‘preferably’ be published every quarter (paragraph 82), yet interim reports
as often as quarterly were the practice only in Canada and the United States.
Interim reports, the Study Group said, should report sales or gross revenues as well
as net income (paragraph 82). In many countries of the world at that time, sales
or gross revenues were not reported even on an annual basis, and such reporting
had been required in the United Kingdom only since 1967.

In 1977, the Study Group issued a booklet on pension costs, a subject on
which there was a ‘relatively wide disparity in accounting’ in the three nations
(paragraph 48). It concluded that ‘neither the Terminal Funding nor the pay-as-
you-go method is appropriate for accounting for pension costs’ (paragraph 50).

Not all of the projects selected for study led to booklets. A project on ‘Accoun-
tants and the Smaller Business, which was being drafted by the ICAEW, was
abandoned because it was seen to be directed at auditors’ clients rather than
auditors, which was not a priority for the Study Group at the time.”* A project
on ‘Accounting for Foreign Currency Items’ was characterized as ‘covering one
of the most difficult subjects on the Study Group’s agenda’ by its draftsman,
George Dewar, the former ICAS president.”> Although it went through a number
of drafts, it never resulted in a publication. As will be seen below, the IASC
would find this to be one of the most intractable projects on its early agenda as
well.

The disbandment of the Study Group in 1977 is discussed in Section 3.5.2 in
relation to the founding of the IASC. But at this point the following assessment can
be made. Whatever the impact of its booklets on practice and national standard
setting,”® the Study Group did perform the vital role of bringing leaders of the
accountancy profession in the three nations into closer contact and cooperation,
and of acquainting them and the readers of the booklets with the diversity of
practice and the reasons for that diversity. In this respect, the Study Group took
an important stride in the direction of a meaningful international dialogue on
accounting standards.
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2.6. AN INTERNATIONAL ACCOUNTING SECRETARIAT

The AISG was by design a select club, embracing the countries with the most
advanced standard-setting programmes. But the sentiments expressed at the time
of the 1962 international congress gave rise to attempts to set up a truly interna-
tional body that would also look after the interests of countries where accountancy
was less developed. In 1977, these attempts would result in the creation of the
IFAC. As opposed to the relatively tranquil world of the regional accountancy
bodies and the Study Group, the political dimension of international accounting
clearly came into view in this setting.

In 1965, John L. Carey wrote in the above-mentioned publication The CPA
Plans for the Future: ‘It has also been suggested that an international information
center be established by the professional accounting organizations of the world,
with a full-time secretariat charged with the duty of distributing professional pub-
lications and disseminating technical information on an international scale. Such
an international center might also offer guidance to newly developing professional
societies in countries where a well organized profession does not yet exist.””

The idea of an international professional entity took hold in a number of coun-
tries, and it surfaced in 1967 at the Ninth International Congress of Accountants
in Paris. In a session devoted to ‘the international harmonization of accounting
principles), the international rapporteur, Tom K. Cowan, a New Zealand professor,
made a plea for an ‘international accounting bureau,’® and it appears that quite
a number of national rapporteurs made similar suggestions in their papers. The
French congress president, Francois-Maurice Richard, encouraged discussion of
this idea with a view towards adoption of a resolution establishing an inter-
national secretariat at the meeting of the heads of delegations near the end of
the congress.”” At this point, however, Benson stepped in. Supported by the US
and Dutch representatives, he thwarted this initiative and proposed instead the
installation of a working party to study the idea of an international secretariat.
The opposition to an international secretariat by the United States, the United
Kingdom, and the Netherlands was based on the apprehension that an association
with other accountancy bodies of perceived lower standing might imply a degree
of recognition of these other bodies that they were unwilling to give, or might even
entail in the future a threat to their own high standards.®® As the strong support
for an international secretariat in many other countries could not be ignored
altogether, a compromise had to be found. As proposed by Benson, the heads
of delegations instead created an International Working Party (IWP) to study
the proposal for an international secretariat and report to the next international
congress, in Sydney in 1972. The IWP consisted of representatives of the institutes
that had hosted the post-war congresses (the ICAEW, ICAS, the ICAI, the NIVRA,
the AICPA, and the Ordre des Experts Comptables) and of the co-sponsors of
the next congress, the Institute of Chartered Accountants in Australia and the
Australian Society of Accountants. Representatives from India and Mexico were
added subsequently. Benson and the secretary of the ICAEW represented the three
institutes from the United Kingdom and Ireland on the IWP.
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Ostensibly, the principal task of the IWP was to consider the role and future
plan of the international congresses. In fact, its main topic was whether and
how to establish an international secretariat. Benson continued to press for delay
and was reported to have said at the first meeting of the IWP that it would
take ‘at least ten years’ before such a secretariat could be established.®! During
the IWP’s tenure, however, the AICPA changed its position. In 1969, Robert
L. May of the AICPA’s Committee on Overseas Relations advised the Institute’s
Council:

We of the American Institute have for good reasons resisted the development of an inter-
national secretariat or its equivalent. It is time, however, that we stop merely opposing the
concept, but rather start developing specific proposals which will result in a meaningful
form of international accounting cooperation. In my opinion, we have no choice in this
matter. We must either develop a form of participation suitable to our interests, or else we
will be excluded from an organization which will undoubtedly be inimical to our interests.

Henceforth, the AICPA favoured establishment of an international secretariat as
a means of facilitating the harmonization of accounting principles and auditing
procedures, yet it still had its concerns over how the body would be set up and
who would run it.33

In the end, the English position to defer a decision prevailed.®* The IWP, in
its report to the Tenth International Congress of Accountants in 1972, in Syd-
ney, advised that it would be ‘premature’ to set up an international secretariat.
Instead, it said that ‘leadership in the development of [professional] standards
must come from individual countries, rather than from a supra-national admin-
istrative body.®> In addition, it encouraged the establishment and development of
regional associations such as the UEC. Finally, the IWP was to be given another
five-year term to prepare the way for an international secretariat. The IWP was to
be renamed as the International Co-ordination Committee for the Accountancy
Profession (ICCAP), and its membership was to be expanded to include Canada,
Germany, and the Philippines. The recommendations of the IWP were accepted
at the Sydney congress. The first meeting of ICCAP was scheduled for April 1973.
Benson was succeeded as the representative from the United Kingdom and Ireland
by Douglas S. Morpeth, the ICAEW’s 1972-3 president, and John P. Grenside
(who would become the ICAEW’s 1975-6 president).

2.7. ACCOUNTING HARMONIZATION IN THE EEC
AND THE ROLE OF THE UEC

In a sense, a European influence on accounting can be traced to the early 1950s.
Mueller wrote that ‘The genesis of consolidated financial statements requirements
in Europe is found in the early agreements among the ECSC signatories’®® His
reference was to the financial statistics the ECSC gathered and reported which
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were aggregated across parents and subsidiaries and across countries, and which
reflected adjustments to eliminate intercompany transactions.®” More important
consequences for accounting were to follow from the Treaty of Rome (1957),
which envisaged the free movement of persons, goods, services, and capital across
the member states of the EEC. On this basis, the EEC started work on a series
of directives aimed at harmonizing company law, including financial reporting
requirements. The First Company Law Directive, published in 1968, established
the principle of mandatory publication of financial statements by limited liability
companies. The contents of financial statements were to be governed mainly by the
Fourth and Seventh Directives. Work on these two Directives was begun in 1965.
At the request of the European Commission, accountancy bodies from the mem-
ber states formed a working party chaired by a former president of the Institut
der Wirtschaftspriifer (IdW), Wilhelm Elmendorff. This working party produced
a draft Directive on the annual accounts of limited liability companies in 1968.
In 1970, it completed its work with a proposal for a Directive on consolidated
financial statements and the accounts of private companies. Both of these formed
the basis of the EEC’s own draft Directives. A first draft of the Fourth Directive by
the European Commission was published in November 1971.

The UEC, of which Elmendorff was a prominent member, recognized the
importance of this development at an early stage. In 1958, it formed a working
party chaired by the Belgian Léon Saxe, in order to ensure that the accountancy
profession could make its voice heard in the process of company law harmoniza-
tion, and in the accompanying process of opening up the market for audit services
across the EEC. The ‘Commission Saxe’ was indeed recognized as interlocutor
by the EEC. Because not all of the countries represented in the UEC were EEC
member states, the Commission Saxe was changed into an independent body
in 1961, known as the Groupe d’Etudes des Experts Comptables de la C.E.E.
Supported by the major accountancy bodies in the EEC member states, the
Groupe d’Etudes became a recognized advisory body of the EEC on accounting
and auditing matters.®

Despite its eagerness to be involved with European company law harmoniza-
tion, the UEC represented a yawning diversity of views. Especially after the British,
Scandinavian, and Dutch institutes joined the UEC in 1963, the Continental, law-
based approach to accounting regulation was confronted by the inductive, case-
by-case approach to establishing accounting practice favoured in Anglo-American
countries. McDougall has caricatured the adherents of both approaches as the
‘pseudo-scientists’ (according to the law) and the ‘pseudo-artists’ (true and fair, or
fairly present).?” Within the UEC, a certain tension remained as the new entrants
tended to look with some condescension on the older members, whereas the latter
referred ironically to the former as ‘the Northern Lights’”

This division made it virtually impossible for the UEC to arrive at a common
position on harmonization or uniformity of accounting principles. The UEC’s
original articles of association had listed as one of its objectives ‘the progressive
unification of the most rational and effective practices applied in the different



40 Origins of Harmonization

countries’ and ‘the harmonisation of codes of professional duties’ (article II,
paragraphs 2 and 3). Indeed, this one clause was the reason why the UK and
Dutch institutes had declined to join the UEC during the 1950s, as they feared
that it might lead to a lowering of their professional standards to the level of
what were seen as the weaker European institutes.’! Their accession to the UEC in
1963 was therefore preceded by difficult negotiations, which led to the elimination
from the articles of association of all indications that the UEC might impose
rules or standards on its members.”? Instead, the UEC embraced the principle of
‘non-commitment), implying that the UEC ‘is not entitled to elaborate or impose
directives on its member-organizations’”

The divide in Europe became particularly clear when successive drafts of the
Fourth Directive appeared. The Elmendorff committee ‘did not consider it to be
its task to put forward new, possibly better rules for the publication of accounts’**
As it merely looked for harmonization of existing practices, its proposals and
the corresponding EEC draft Directive of 1971, mainly reflected the law-based
approach to accounting as known in Germany and France. When it became clear
that Denmark, Ireland, and the United Kingdom were to join the EEC, which they
did in 1973, strong objections to the proposed Fourth Directive were raised in
particular by the British profession. By the end of 1972, wrote The Economist, ‘The
British accountancy profession had worked itself into a lather about the horrors
of joining the community.*>

On the Continent, it was acknowledged that the British could legitimately claim
that their distinctive approach to accountancy should be recognized now that the
United Kingdom was about to join the EEC. However, there was also a belief that
the British were overstating the differences. One German author pointed out that,
with the formation of the Accounting Standards Steering Committee in 1970, a
new era had begun in the United Kingdom in which the ‘true and fair’ view was
being evermore circumscribed by accounting standards.”® Another saw it as ironic
that UK auditors were binding themselves more closely to rules than the German
auditors had ever been.®”” The UK attitude was therefore seen as inspired as much
by a British sense of superiority as by any substantial defects of the proposed
Fourth Directive.

One of the initiatives taken by the UK accountancy profession was to encourage
the UEC to play a more active role in the hope that the British could influence
the course of the accounting directives programme in the EEC through its par-
ticipation in the UEC.”® Henry Benson was a member of the UEC’s executive
committee from 1967 to 1973, and its vice-president during 1970. During this
period, he began to urge the UEC to move in the direction of issuing accounting
and auditing norms. In the light of the UEC’s earlier history, it is ironic that this
initiative came from a past president of the ICAEW, and that his efforts were
resisted by most of the Continental countries.”” But attitudes towards standards
in the United Kingdom had changed rapidly in the late 1960s, owing in part to a
number of corporate scandals that were associated with questionable accounting
practices. The impending entry of the United Kingdom into the EEC was clearly a
new factor of great importance as well.
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The objections raised by the other UEC members may have had less to do with
the merits of publishing accounting standards than with a suspicion of Benson’s
motives or a dislike of his attitude. Benson was seen by some as representing the
international accountancy firms that formed an increasing threat to the small and
local firms which formed the backbone of the UEC’s constituency. International
norms of practice might weaken the national institutes, which formed the small
firms’ main line of defence.!®

That Benson’s views and the way they were expressed caused resentment
in Europe was shown in December 1972, when the ICAEW organized a con-
ference on ‘The British Company in Europe’. Benson, as one of the speakers,
rounded off a survey of European accounting practice with the conclusion that,
‘Taken as a whole, the UK is in the lead by a large margin’!®! This prompted
a reply by the Dutch UEC President Aad Tempelaar, who argued that claims
of exclusive leadership by one country would lead only to chauvinistic reac-
tions by the others, without furthering the cause of harmonization: ‘If our
British friends feel that UK accounting practices are the best in Europe, they
will achieve their ends far better by not stamping them with the label “Made in
Britain™ 1?2

This exchange alerted some in Britain to the ‘annoyance and resentment’ that
the British attitude was causing on the Continent.!” One of the internationalist
voices was that of Edward Stamp, who commented: ‘Sir Henry’s pride in British
accomplishments is of Churchillian proportions. I admire and respect it, and 1
believe we need more of it. We must also be prepared to recognise and accept that
comparison is inevitably a two-way process and there is much that we can learn
from others.!%4

Despite the friction, Benson succeeded in bringing about a change in the UEC’s
constitution, which allowed it to issue non-mandatory Recommendations.'® In
November 1972, he urged the UEC’s executive committee to begin issuing rec-
ommendations during the next year.!% By then, as is discussed more fully in
Chapter 3, he was also spearheading the establishment of the IASC. As will be
seen, the reaction to Benson’s plans for the IASC was coloured by surprise at the
discovery that he had been active on two fronts simultaneously. It is likely that, by
1972, Benson had lost most of his confidence that he could turn the UEC into an
effective source of authoritative guidance, and was focusing on an extension of his
earlier creation, the AISG.'"’

2.8. THE STAGE FOR THE IASC

When the IASC was formed in 1973, it did not emerge from a vacuum. For at least
a decade, the international dimension of accounting had been recognized. Various
and sometimes conflicting approaches had been taken to develop organizational
forms in which international issues could be researched, discussed, or resolved. It
is interesting to note the pivotal role played by Henry Benson around 1970. He
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was the founder of the AISG. He was at the centre of ongoing discussions about
an international secretariat for the accountancy profession. He was a prominent
exponent of the UK point of view concerning the EEC’s programme of account-
ing directives. And he was behind the UEC’s somewhat reluctant move towards
issuing recommendations. As will be taken up in Chapter 3, in 1972 Benson was
about to take on another role, as the founder of the IASC.
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The Founding of the IASC

3.1. THE INITIATIVE TO FORM AN INTERNATIONAL
ACCOUNTING STANDARDS COMMITTEE

As discussed in Chapter 2, the idea of international harmonization of accounting
and auditing principles was very much alive in the world of accountancy bodies
during the late 1960s and the early 1970s. Naturally, it was also a prominent topic
at the Tenth International Congress of Accountants held in Sydney in September
1972. Looking back at the congress, the president of the American Institute of
Certified Public Accountants (AICPA), LeRoy Layton, wrote:

There was one consistent thought, expressed in almost every study group—that there
should be established, without delay, some body of experts (a study group, a working party,
or an international committee) that would tackle, on a continuing basis, the very difficult
task of establishing international standards of accounting and auditing, or at the very least,
bringing our varied national standards into much closer agreement.'

The congress was in fact the birthplace of not one, but two international com-
mittees, which would maintain a close and sometimes complicated relationship
for almost thirty years. One, the International Co-ordination Committee for
the Accountancy Profession (ICCAP), was created at the formal meeting of the
heads of delegations. The formation of ICCAP was prominently announced as the
next step towards an international secretariat for the accountancy profession (see
Section 2.6). From ICCAP, the International Federation of Accountants (IFAC)
was to emerge in 1977. The formation of the other committee, the International
Accounting Standards Committee (IASC), was discreetly discussed at an informal
meeting of high-level representatives of the four institutes that, since 1966, par-
ticipated in the Accountants International Study Group (AISG, see Section 2.5).
This meeting brought together the presidents, secretaries, and two past presidents
of the English, Scottish, Canadian, and American institutes, with the Scots rep-
resenting the Institute of Chartered Accountants in Ireland (ICAI) as well.> The
Australian bodies sponsoring the congress apparently ‘put in a token appearance’?
The meeting had been arranged in advance by Sir Henry Benson on behalf of
the Institute of Chartered Accountants in England and Wales (ICAEW). It was
intended to be confidential, and no publicity was given to it during the congress.*

During this meeting, it was agreed in principle to expand the role of the Study
Group. Instead of, or in addition to, publishing study booklets it would undertake
to formulate international accounting standards and to ensure their worldwide
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acceptance. It was also agreed to invite new country members to the Study Group
and to strengthen its organization and finances.” Henry Benson wrote, ‘there
was no difficulty in reaching agreement in principle’ on these points.® Although
there were still many differences of opinion to resolve concerning the practical
arrangements, all present felt that the time was ripe for international accounting
standards, and therefore this meeting is rightly considered as the origin of the
IASC.

In summary, the course of events over the next months was as follows. The
participants at the Sydney meeting held a second meeting in London in December
1972. This resulted in a concrete proposal to be put before the councils of the
institutes participating in the Study Group. By this time, it was proposed to set up
a new body, tentatively called the IASC, alongside the existing Study Group.” The
councils of these institutes gave their approval by the end of January 1972. Early
in February, the three UK and Irish institutes invited and obtained the support
of the three other UK accountancy bodies that hitherto had not participated in
the Study Group.® Towards the end of February, invitations were sent out to
selected accountancy bodies in Australia, France, Germany, Japan, Mexico, and
the Netherlands.

These institutes were invited to attend a meeting in London, together with
representatives of the American and Canadian institutes and the six UK and
Irish bodies, on 19 March 1973. This paved the way for a final meeting in
London on 28 June 1973, where the text of an ‘Agreement to establish an Inter-
national Accounting Standards Committee’ was made final. The Agreement, con-
sisting in fact of an Agreement and a Constitution, was signed the following
day at a ceremony in Chartered Accountants’ Hall. After a press conference,
the newly established IASC held its first meeting on the afternoon of the same
day.

3.2. BENSON’S ROLE AND MOTIVATION

There is general agreement that Henry Benson was the guiding spirit behind the
founding of the IASC. Yet he acted throughout in close consultation with the
ICAEW, and the IASC at the time was seen at least as much as an initiative of
the ICAEW as of Benson himself. The initiating correspondence sent out to the
participating accountancy bodies between September 1972 and March 1973 was
signed by Douglas Morpeth in his capacity of president of the ICAEW. It was
only at the March 1973 meeting that Benson visibly took the lead by assuming
the chairmanship of that meeting. It was Benson who signed the agenda papers
for the founding meeting of June in his capacity of ‘chairman’. It is possible that,
in the earliest stages, the leadership of the ICAEW had not quite decided who
would take the lead in the new body. Morpeth has claimed that he himself might
have assumed the chairmanship but that he chose to support Benson instead.” It
is unlikely that Benson himself entertained any doubts about who should lead
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the TASC. Yet it is clear that, as regards the IASC initiative, Benson’s personal
motivations and those of the ICAEW cannot easily be disentangled.

As to the motives that the ICAEW and Benson may have had in common, there
is no reason to doubt the motive most often given by themselves and by many
others: the fact that, internationally, the growth of international trade and the
rise of the multinational company had resulted in a groundswell of opinion in
favour of concrete action to formulate international accounting standards. This
development had come to a head during the Sydney congress where, as Benson
put it, the widespread demand for internationally accepted standards became clear
in a way that was ‘almost telepathy’!? Following the Sydney congress, the staff of
the ICAEW elaborated the proposals in a document with a title that seemed to
capture the mood of the times: ‘Basic Accounting Standards—An Urgent Inter-
national Need’!" The growth of interest in international accounting from the
1950s through the 1960s has been documented in Chapter 2 to show that this
was, in fact, a well-established theme in the early 1970s. The ICAEW was by this
time in a good position to take a leading role. During the 1960s, it had gone
through a period of revitalization and modernization. Prompted by a number
of accounting scandals, it had become sensitive to the importance of account-
ing standards. In 1970, it had taken the lead in setting up a standard-setting
body in the United Kingdom, the Accounting Standards Steering Committee
(ASSC).1?

Given a consensus that international accounting standards were desirable or at
the very least inevitable, the ICAEW may have found it in its interest to ensure
that it could make its mark on such standards. On the one hand, an international
accounting standard-setting body in which the British took the lead might pre-
vent a predominance of US GAAP.!> On the other, it has been argued that the
UK accountancy bodies set up the IASC out of concern over the programme of
accounting harmonization of the European Economic Community (EEC).!* As
noted in Section 2.7, there was indeed considerable commotion within the UK
profession over the EEC, and this motive clearly did play a role in establishing the
IASC, at least in the perception of the ICAEW. However, there is little evidence
that this aspect of the IASC proposal raised great concerns on the Continent.
Arguably, the direct participation of the United Kingdom in negotiations over
the EEC’s accounting Directives, which started on its accession to the EEC in
1973, had a far greater impact than any indirect influence exercised through the
IASC.P

There were also signs in 1971 and 1972 that the United Nations might become
active in the area of international accounting standards (see Section 7.1). In
its document ‘Basic Accounting Standards—An Urgent International Need), the
ICAEW seemed to hint darkly at this possibility when the need for quick action
was emphasized ‘before other agencies come to the conclusion that the accoun-
tancy bodies jointly are incapable of solving [the problems of harmonization] and
take the matter into their own hands’.'®

In addition to these general motives, there may also have been personal ambi-
tions on the part of Benson. A credible possibility is that Benson was motivated by
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a widely acknowledged rivalry between himself and Sir Ronald Leach. The origins
of this rivalry are not clear but are likely to be found in the fact that Benson,
together with John Pears, aggressively built up Cooper Brothers into a serious
challenge to Peat Marwick Mitchell, of which Leach was the senior partner. More-
over, Leach was the founder and first chairman of the UK Accounting Standards
Steering Committee, established in 1970. In addition to all other considerations,
the IASC may have been attractive to Benson as a means to establish parity
between himself and Leach in this area.”

In the end, though, no explanation of the origins of the IASC would be complete
without recognizing the importance of Benson’s vision. Even those who resented
his autocratic manner respected him for his truly long-term view of the impor-
tance of international accounting standards. With a certain prescience, he said in
1975:

Bit by bit, gradually, I think...that as the prestige and the importance of the L.A.S.C.
will grow, this body will be recognised in the international field, and one can expect that
modifications of national laws will be necessary to conform to international accounting
norms. But let’s be realistic on this subject, it will take us many years before arriving at
the necessary harmonisation. My point of view is the following: I think that we shall see,
during the next five years, great successes, the effects of which will not make themselves felt
until the year 2000. Don’t laugh when I mention the year 2000, twenty-five years is nothing
in the life of a great profession.'®

Benson’s drive was of crucial importance in transforming generally held but
inchoate feelings about the necessity of international harmonization into a con-
crete programme of action.

3.3. GENERAL REACTIONS TO THE TASC PROPOSAL

The general tenor of the reactions of the accountancy bodies that were approached
to participate in the IASC was positive. This applied both to the institutes that had
already participated in the Study Group and to the others that were asked to join in
1973. In general, the flattering thought, or the assumption as a matter of course, of
being included among the leading countries was sufficient to overcome concerns
about the costs and various reservations about the way the new entity was to be set
up. As outlined below, the generally positive reaction was coloured by the specific
circumstances of the prospective members."’

According to Wallace E. Olson, then the AICPA’s executive vice-president,
the AICPA differed strongly with Benson and the ICAEW over the relationship
between the new body and ICCAP. Yet, on the whole, it favoured the plan because
‘U.S. interests coincided with those of the United Kingdom in regard to the type
of accounting standards that might be mandated by the Common Market. It
supported the proposal ‘[t]o avoid a potential collision between the standards of

the English-speaking countries and those of the Common Market’?°
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The leadership of France’s Ordre des Experts Comptables was interested to join
the TASC because it was seen as an opportunity to ‘open the windows’?! In the
early 1970s, the Ordre began to realize that the French profession risked falling
behind internationally. The Plan Comptable Général had insulated France from
accounting practices abroad, and it was found that French accountants were not
well represented in the international accountancy firms in France.?? Joining the
IASC became a part of the effort to reinvigorate the French profession.

In its initial reaction, Germany’s Institut der Wirtschaftspriifer (IdW) sup-
ported the notion of international accounting standards.?> The leadership of the
IdW was keen to join the IASC even though its general membership was said to be
sceptical.?* As will be seen, the IdW strongly favoured a close relationship between
the JASC and ICCAP, not least because the ICCAP chairman, Reinhard Goerdeler,
was a prominent IdW member and the IdW provided the ICCAP secretariat.

The Japanese Institute of Certified Public Accountants (JICPA) was aware that
the Japanese economy had become more open to international investment and
foreign trade during the 1960s. In retrospect, the listing of Sony Corporation on
the New York Stock Exchange in September 1970 was cited as an important sym-
bol of this trend.? If asked, the JICPA would probably have subscribed to Benson’s
view that international accounting standards were ‘an urgent need’. Nevertheless,
the understanding of developments outside Japan was generally limited, and the
precise implications of the IASC initiative may not have been well understood. The
JICPA’s willingness to join the IASC was therefore also a matter of not wanting to
‘miss the bus}?® even though it may not have been quite clear where the bus was
heading.

In the early 1970s, the leadership of the Instituto Mexicano de Contadores
Publicos was active in developing its international relations. The Institute believed
it had presented itself as a strong candidate to host the 1977 international congress
of accountants. Even though, in the spring of 1973, it lost out to the IdW which
was to organize the 1977 congress in Munich, its international credentials were
sufficient for it to be awarded the 1982 congress, which was held in Mexico City. As
the only member of ICCAP from Latin America, the Mexican Institute was keen
to play a leadership role in Latin America and the Spanish-speaking world, not
least because it felt that it was ahead of Spain in the area of accounting. From this
perspective, joining the IASC was natural even though the Council of the Institute
was concerned about the costs.?”

The Nederlands Instituut van Registeraccountants (NIVRA) had been eager to
join the Study Group ever since its inception, and had in fact included an item in
its policy plan for 1973 “to find a form in which Furopean organisations could join
the so-called North Atlantic Triangle’ After the IASC was founded, the NIVRA
noted with satisfaction that ‘Few plans [of the NIVRA Board] can have had
such a successful and easy outcome.?® Nevertheless, there was concern whether
the exclusive set-up of the IASC might interfere with other more broadly based
attempts at international cooperation, such as ICCAP. To be sure, the NIVRA
decided at an early stage to make its decision to join contingent on whether the
French and the Germans would join.?
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3.4. MAIN FEATURES OF THE 1973 AGREEMENT
AND CONSTITUTION

Between the Sydney congress in September 1972 and the inaugural meeting in
June 1973, the proposed IASC was extensively discussed within and among the
participating accountancy bodies. The representatives of the institutes that partici-
pated in the Study Group met in London in December 1972, and representatives of
all of the bodies invited to join the IASC, except for the Japanese, met in London in
March 1973. There were numerous informal contacts as well. During this period,
the TASC Agreement and Constitution gradually took shape.*® The main features
of the Constitution (reproduced in Appendix 1) are discussed in the following
sections.

3.4.1. Participating Countries and Accountancy Bodies

In Sydney, Benson had proposed that Australia, France, Germany, and the Nether-
lands join the expanded Study Group. LeRoy Layton and Wallace Olson, the chair-
man and executive vice-president, respectively, of the AICPA, argued in favour
of inviting Mexico and Japan as well. They feared that Benson’s proposal would
allow the United Kingdom, via the Commonwealth contingent, to dominate the
organization. Benson agreed to Mexico, but whether to invite Japan remained an
open question until the meeting in London in December 1972. As in the case of
the Study Group, Benson wanted to have a compact committee. In the United
Kingdom and other countries, there were doubts about the technical contribution
that Japan could make, but in the end the argument prevailed that Japan could
not be ignored because of its economic significance.’! Because there were no
Japanese representatives at the London meeting of March 1973, there was spec-
ulation until May that the Japanese might not take their seat.? In that case, the
United Kingdom, French, German, and Dutch institutes would have proposed that
the seat be offered to one or more of the Nordic countries.>* These speculations
proved groundless, however, and the JICPA took its place among the founder
members of the IASC.

With the addition of Mexico and Japan, the composition of the IASC was nearly
identical to that of ICCAP, except that India and the Philippines were represented
on the latter but not on the former.** While the addition of both countries to
the IASC would have been attractive to those who argued in favour of integration
of the IASC with ICCAP, a further extension of the membership beyond Japan
and Mexico was not acceptable to the United Kingdom. As a compromise, Benson
introduced the concept of ‘associate’ membership, by which accountancy bodies
from other countries might become involved in the work of the IASC even though
they did not have a vote and could attend meetings of the Committee only by
invitation.’® The Indian Institute let it be known that it had no objections to being
left out, provided the Philippines also was not invited.>®
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Table 3.1. Membership of the IASC in 1973

Australia The Institute of Chartered Accountants in Australia
Australian Society of Accountants
Canada Canadian Institute of Chartered Accountants
France Ordre des Experts Comptables et des Comptables Agréés (Order of Accounting
Experts and Qualified Accountants)
Germany Institut der Wirtschaftspriifer in Deutschland (Institute of Auditors in
Germany)
Wirtschaftspriiferkammer (Chamber of Auditors)
Japan Nihon Kouninkaikeishi Kyoukai (Japanese Institute of Certified Public
Accountants)
Mexico Instituto Mexicano de Contadores Publicos (Mexican Institute of Public
Accountants)
Netherlands Nederlands Instituut van Registeraccountants (Netherlands Institute of
Registered Auditors)
United Kingdom Institute of Chartered Accountants in England and Wales
& Ireland Institute of Chartered Accountants of Scotland

Institute of Chartered Accountants in Ireland
Association of Certified Accountants
Institute of Cost and Management Accountants
Institute of Municipal Treasurers and Accountants
United States of American Institute of Certified Public Accountants
America

At the time, the discussions were typically worded in terms of which coun-
tries should join the IASC, and the Constitution (article 3) specified that each
country was to have one vote. Yet in fact the membership of the IASC consisted
of accountancy bodies.”” Most of the original delegations represented a single
accountancy body. But in Australia, there were two member bodies, as was true
in Germany, once it had been agreed that the Wirtschaftspriiferkammer would
be a joint signatory with the IdW.*® In the UK and Ireland, there were no fewer
than six member bodies, but in the IASC Constitution (article 1(a)), they all were
considered as coming from one country. Table 3.1 lists the membership of the
IASC at its founding. All countries were to have one vote, even though they could
send two representatives and a staff observer to Committee meetings.

3.4.2. Relations with ICCAP

Whether and how the IASC should be related to ICCAP was the most contentious
issue during the run-up to the founding of the IASC.* As will be seen in sub-
sequent chapters, this was the prelude to a complicated relationship between the
TASC and ICCAP, and its successor, IFAC.

ICCAP was created at the Sydney congress in September 1972 upon the recom-
mendation of the International Working Party (IWP). It was a further step towards
setting up a permanent international secretariat of the accountancy profession,
which had begun at the international congress of accountants in Paris, in 1967
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(see Section 2.6). Within the IWP, the AICPA had argued in favour of creating an
international secretariat immediately, but Benson, on behalf of the UK profession,
had opposed this step. The creation of ICCAP was a delaying compromise that
postponed a decision on the creation of an international secretariat while keeping
the issue on the agenda.

When, at the Sydney congress, Benson proposed to expand the Study Group,
it is understandable that the AICPA wanted to ensure that ICCAP, the embryonic
international secretariat, was not fatally weakened before it was even born by the
creation of a parallel but independent organization. LeRoy Layton and Wallace
Olson insisted that the proposed standard-setting body be established as part of
ICCAP.*° Benson, on the other hand, had no intention of making ICCAP more
important than it had to be, nor of involving more than a compact group of
countries in the IASC. The main argument that he used was the as-yet unset-
tled state of ICCAP. Hinting at his experiences in the Union Européenne des
Experts Comptables (UEC), he said: ‘[Letting ICCAP assume responsibility for
international accounting standards would] expose [this] initiative to the political
ambitions and problems of participation from countries which could make little
or no contribution. The delays and manoeuvrings the British have experienced in
comparable situations leads them to the conclusion that such delays and manoeu-
vrings would fatally weaken the initiative under consideration.*!

The AICPA, supported by the Canadians, responded by pressing for fast
progress in ICCAP. In January and February 1973, even before the first meet-
ing of ICCAP in April 1973, the AICPA circulated proposals among its fellow
ICCAP members for rapidly transforming ICCAP into an ‘International Institute
of Public Accounting. One of the goals of this institute would be to ‘[e]stablish
international standards of accounting and auditing and promote their adoption
by national bodies when reporting international operations’.*?

Once Germany was invited to join the IASC, it allied itself to the United States
and Canada by making its participation conditional on the IASC being made part
of ICCAP. As indicated above, the IdW had a strong interest in the success of
ICCAP. Together with Mexico, these four countries strongly supported integration
of the IASC within ICCAP. France and Japan did not have an outspoken position
on the issue, while the Netherlands and Australia favoured integration in principle
but were willing to postpone this in order to avoid delaying the start of interna-
tional accounting standards.*’ Since the ICAEW maintained its opposition against
integration, a deadlock ensued that could not be broken by informal consultation
nor at the meeting of 19 March 1973 in London.** At that meeting it was agreed to
defer the question of the relationship between the IASC and ICCAP until ICCAP
had had a chance to discuss the issue at its first meeting.

This by itself did not help move matters forward, as the membership of ICCAP
was by and large identical to the proposed membership of the IASC. During the
first ICCAP meeting on 26 and 27 April 1973 the same impasse over the position
of the IASC reappeared. It seems, though, that ICCAP Chairman Goerdeler was
able to work out a compromise along the following lines. The AICPA proposal to
move rapidly towards an ‘International Institute of Public Accounting’ was still
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on the table. It received support from a number of countries, but it also faced
determined UK opposition. The proposal was, for the time being, put on hold by
entrusting it to a working party. Apparently in exchange, the United Kingdom was
willing to give its consent to the following resolution:

ICCAP endorses the endeavours that have resulted in the formation of IASC. ICCAP for-
mally invites IASC to be part of the world attempt to develop the accountancy profession.

ICCAP requests IASC to recognise in its charter that it is part of the ICCAP organisation
although it is autonomous in its issuance of exposure drafts and recommendations.

ICCAP further agrees that the TASC basic Charter shall not be reviewed until the end of
1976 without the agreement of IASC and ICCAP.*

This settled the matter, at least for the time being. When the IASC Constitu-
tion was finalized on 28 June, wording directly copied from this resolution was
included in the ‘Agreement to Establish an International Accounting Standards
Committee’ (article 2).

3.4.3. Objective and Scope of Activities

Compared to the protracted negotiations over ICCAP, the participants easily
reached agreement on the objectives of the IASC. According to the final text of
the Agreement (article 1(a)), the IASC was set up:

to formulate and publish in the public interest, basic standards to be observed in the
presentation of audited accounts and financial statements and to promote their worldwide
acceptance.

The notion of ‘basic’ standards originated with Benson and was accepted without
apparent discussion by the other accountancy bodies. Benson later observed:
‘T meant to convey the impression that the standards issued would be sim-
ple and straightforward, on topics that went to the root of published financial
statements.’*

There was more resistance to Benson’s suggestion that the IASC should set
auditing standards as well as accounting standards. Earlier versions of the objec-
tives clause were drafted in terms of ‘basic international standards in accounting,
auditing and financial reporting’*’ One of the early lists of possible topics to be
addressed by the Committee did include ‘minimum audit requirements’ and ‘form
and purpose of the audit report.*® Yet in the end, the wording was modified to the
more equivocal ‘standards to be observed in the presentation of audited accounts
and financial statements) and the issue was left open with the understanding that
the Committee would initially concentrate on accounting standards.*’ Benson did
not give up, and at the press conference where the founding of the IASC was
announced, he mentioned minimum auditing requirements as one of the topics
that might be addressed.”
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3.4.4. Compliance, ‘Best Endeavours), and Voting

An important but difficult issue was to define the obligations of the participating
institutes with respect to ensuring compliance with the published standards. These
institutes came from countries with widely different regulatory cultures. There
were significant variations in the legal regulation of the accountancy profession
and of financial reporting, in the power of the institutes over their members
and over the setting of national standards, and in the influence of auditors on
the reporting practices of companies. In recognition that some institutes might
be able to achieve more than others, the Agreement did not directly require the
institutes to ensure compliance with the IASC’s standards, but to use their best
endeavours to ensure such compliance.

More specifically, the best endeavours were defined with respect to three groups:
reporting companies, auditors, and other groups whose support for international
accounting standards should be sought, such as governments, regulatory bodies,
and securities markets.

With respect to companies, it was fairly easy to reach agreement on the objec-
tive, yet it would subsequently prove difficult to achieve. In the Agreement,
the institutes undertook ‘to use their best endeavours to ensure that published
accounts comply with [the] standards, or that there is disclosure of the extent to
which they do not’ (Agreement, article 1(c)(i)).

Defining the obligation for auditors proved to be more difficult. A first draft of
the Constitution required (always, of course, to the extent of a member body’s best
endeavours) that ‘audit reports explicitly affirm that the auditors have satisfied
themselves that the accounts comply with [the] standards’>! Australia, France, and
the United Kingdom did not see a problem, but the IdW and the NIVRA objected
to imposing such a requirement on their membership. The CICA and the AICPA
‘were prepared to go that way), even though the AICPA preferred to limit it to
auditors’ reports destined for an international public.’? To meet the objections,
the clause was modified to say that only non-compliance should be mentioned in
the auditor’s report.

The NIVRA preferred to qualify this clause even further by limiting the
requirement to those standards that had secured ‘general acceptance and obser-
vance...by governments, authorities controlling securities markets and other
regulatory agencies...and by the industrial and business community in a wide
sense’”® This reflected the consensual approach to issuing accounting norms
in the Netherlands, and a belief that such norms could not be imposed uni-
laterally on companies by the accountancy profession. In the words of Pieter
Louwers, chief internal auditor of Philips and one of the first two Dutch rep-
resentatives on the IASC, the IASC should avoid looking like ‘a power-grab by
the auditors’>* Although this modification was not acceptable to the other insti-
tutes, the wording of the Agreement (article 1(c)(i)) was revised to stress that
ensuring acceptance and compliance should be seen as joint major objectives’
of the IASC.> As is discussed in Chapter 7, this issue would come back in later
years. It would then lead to the creation of the IASC’s Consultative Group and
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to the addition of board members from other organizations than accountancy
bodies.

An issue arose as to whether the best endeavours should include taking dis-
ciplinary action against auditors who fail to insert the required statement on
compliance in the auditor’s report. Although agreement was reached to include
a clause calling for disciplinary action, this was changed to ‘appropriate action’ in
the final version on the basis of legal advice obtained by the ICAEW (Agreement,
article 1(c)(iii)).>®

France’s Ordre expressed the view ‘that it would be difficult for a country which
has voted against a basic standard, to require from its nationals that they abide
by this standard’, and they therefore argued that standards had to be approved by
a unanimous vote. This was not acceptable to the other delegations, but it was
agreed to raise the threshold by requiring a vote of three quarters (or seven out
of nine votes), instead of two-thirds, before a standard could be published. For
exposure drafts, a two-thirds majority was sufficient.””

3.4.5. Financing

The financial arrangements (Constitution, article 6) specified that each country
would contribute one-ninth of the annual budget. The budget would be used to
cover the costs of the permanent staff and the travel and accommodation expenses
of one member of each country’s delegation. The rent, rates, and taxes of the
office housing the IASC’s secretariat would be borne by the country where the
office was located. These arrangements were accepted without difficulty, even
though the concerns of smaller countries (the Netherlands) and countries with
high travelling costs (Australia) were noted.”® The budget for the first full year
(1974) was tentatively set at £62,400.

3.4.6. Location

In advocating the establishment of the IASC, the ICAEW intended from the
beginning that its secretariat should be located in London. The AICPA, however,
decided to press for New York, and the location of the secretariat became a
matter of discussion. Douglas Morpeth tried to win support for London from
the Germans, the Dutch, and the French, because the ICAEW was reported to be
‘very anxious’ to avoid a US location.> The French Ordre, which was not keen on
either London or New York, and presumably realizing that Paris would not be an
acceptable candidate, tried to enlist support for Amsterdam. But since the NIVRA,
unlike the ICAEW, was unwilling to bear all of the costs of housing the secretariat,
Amsterdam was never a serious alternative.’® As, apart from the AICPA, there was
no strong support for New York either, it was agreed that the secretariat should be
based in London.
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3.5. REACTIONS TO THE FOUNDING OF THE IASC

The TASC initiative was not made public until June 1973. Yet Benson wrote
in The Accountant in December 1972 that the Sydney congress might provide
the momentum for establishing and accepting basic accounting and auditing
standards.®® Morpeth and Mackenzie gave similar comments on the Sydney
congress.®* Just days before the founder members of the IASC met in London
on 19 March, Morpeth ‘stressed the need for international co-operation and
for international accounting standards’ in his opening remarks to the ICAEW’s
annual conference.®®> When the TASC was formally founded, due care was taken
to ensure that the event would not pass unnoticed. On 29 June 1972, the Agree-
ment and Constitution were signed during a public ceremony in the Council
Chamber of the ICAEW at Chartered Accountant’s Hall. Benson had arranged
for the Parliamentary Under-Secretary of State for Trade, the Earl of Limerick, to
be present and address the meeting prior to the signing. Rising to the occasion,
Lord Limerick, a Scottish chartered accountant, endorsed the IASC by stating that
his government was ‘wholeheartedly and unreservedly in favour of this splendid
effort’®* In another effort to garner support for the IASC, David Leroy-Lewis,
the deputy chairman of the London Stock Exchange, was invited to have dinner
with the newly formed Committee on 28 June. His speech, in which he expressed
the Exchange’s ‘good wishes ... stemming from a certain identity of interests, was
circulated to the press.%

Benson had urged the participating bodies to arrange ‘opportunities for exten-
sive publicity’ in their home countries. A press conference was held after the
signing ceremony, and a press release was distributed with a view towards achiev-
ing wide international coverage. As a result, the founding of the IASC was quite
extensively covered in the British and Irish press, but coverage in most other
member countries seems to have been much less.

Coverage in the general press mainly reflected the contents of the press release
and Benson’s opening speech as chairman. As a result, the IASC was characterized
in a positive vein as a ‘major move’ or a ‘major step towards the harmonization of
international accounting practice’®® Benson’s remark that eventually forty to fifty
countries might become associated with the IASC was widely quoted, as well as
his prediction that it would have ‘a profound effect’ within ten years.®” The Wall
Street Journal, in a long article, quoted Wallace Olson as saying that the IASC’s
standards ‘won’t be terribly inconsistent with the basic standards that exist in the
U.S. %8 The New York Times ran a brief article, apparently drawn from the AICPA’s
press release.®

The professional press provided additional commentary. Accountancy Age
called the formation of the IASC ‘a very welcome move’ It added: ‘Hope-
fully the IASC will be able to claim a more lasting claim to fame than the
old study group. Although this group cannot be faulted for its effort, the results of
its work have often fallen on stony ground. ... It is important that the IASC should
be able to produce the dramatic progress Sir Henry predicts.”® The Accountant
spoke confidently of a ‘Historic Agreement), and even ‘possibly one of the most

significant in the whole long history of international business’”
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Outside the United Kingdom, the amount of coverage in the professional lit-
erature varied considerably, perhaps reflecting different degrees of enthusiasm
in the various participating bodies. The NIVRA included a twelve-page insert
in its journal, containing a photographic reproduction of the Agreement and
Constitution and some articles. NIVRA Chairman Jan Schoonderbeek described
how his institute’s ‘dream’ of joining the Study Group had come true. In a more
sober mood, accurately anticipating the IASC’s overriding problem of the 1990s,
he added: ‘It will be quite a different challenge to have the norms accepted by
governments, by bodies such as the Securities and Exchange Commission (S.E.C.)
in the U.S.A. and by the various constituent parts of the business community. Will
there be willingness to adjust laws, regulations and traditions to the developing
international insights of the I.A.S.C.2"72

At the other extreme, the journal of the IdW did not mention the IASC until
its December 1973 issue, and then only in passing in a news item on ICCAP. The
IASC was described as a ‘part of ICCAP’ and as part of the initial steps taken
towards an ambitious ‘international organization of accountancy institutes’’> The
AICPA’s journal and newsletter both included a short factual note.”* The French,
Canadian, and Australian institutes occupied a middle ground by giving a factual
account, the Agreement and Constitution, or both, without making significant
comment.”®

3.5.1. Reactions within the UEC

The swift emergence of the IASC during the spring of 1973 was noted with
particular acuteness within the UEC. As shown in Section 2.7, the UEC had only
just embarked on a programme of issuing recommendations on accounting and
auditing. Moreover, the UEC had done so at the urging of Henry Benson. Some
accountancy bodies who were also members of the UEC reacted to the IASC
proposal with surprise, if not annoyance. In its initial reaction, the IdW wrote
to Morpeth in February 1973 as follows: ‘We do, however, want to convey our
surprise insofar as since Sydney numerous meetings between representatives of
our organisations have taken place, some of them having dealt with partly similar
initiatives in the European area, but at these occasions your plans have neither
been mentioned nor even been hinted at.”*

On 30 April and 1 May 1973, when the IASC was still the subject of intense
discussions between the participating institutes, the UEC executive commit-
tee met in London. Henk Volten reported on this meeting to the NIVRA
board:”’

Last November, the initiative came from England (Sir Henry Benson) to develop U.E.C.
recommendations. As became clear subsequently, the initiator was then already aware of
the preparation of the I.A.S.C.-proposal. Pressure from various sides (Netherlands, Sweden,
but also Scotland) to create clarity in this situation has now led the successor of Sir Henry
in the Executive Committee...to plead in favour of a kind of liaison between I.A.S.C. and
U.E.C.
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Why the Scots would have been upset is not clear, because ICAS had been involved
in all of the talks on the IASC since the Sydney congress. But it is natural that the
other accountancy bodies would have been mystified by what appeared to be a
kind of double dealing on the part of the ICAEW. Given that Benson was heavily
involved with so many of the important developments at this time, such as the
UEC, the IWP and of course the IASC, he must have considered the effects that his
actions in one arena would have in the others. One might speculate, for instance,
that his efforts to develop the UEC were intended to support his argument in
the IWP that an international secretariat would be premature before the regional
bodies had had a chance to develop.”® However, it is likely that the course of
events was influenced less by English deviousness than by the fact that, late in
1972 and early in 1973, the situation was still fluid and it was difficult to see which
route, if any, would lead to effective international standards. This is illustrated
by a discussion at a meeting of the ICAEW’s overseas relations committee on
23 January 1973. The committee was at that time informed for the first time about
the IASC initiative. It also discussed the UEC’s ongoing preparations for drafting
recommendations on accounting and auditing:”’

It was...agreed that the Institute should continue to maintain pressure for the special
[UEC] committee to start work even if this were subsequently to be superseded by the
work of the International Accounting Standards Committee...The committee took the
view that only by continued pressure on a number of fronts was progress likely to be made
in establishing basic international standards.

This last observation was apparently the basis of agreement within the UEC as
well. In fact, it was never likely that the formation of the IASC would be hindered
by the UEC. Apart from the UK and Irish bodies, the only other UEC members
among the proposed IASC members were the IdW and the NIVRA.®® Of these
latter two, the NIVRA was probably the strongest supporter of a more active UEC,
partly because a former NIVRA president, Aad Tempelaar, was president of the
UEC in 1973. Yet there was never any doubt within the NIVRA leadership that
it should join the IASC, even though there were some scruples about possible
reactions of other UEC members.®! Like the ICAEW, the NIVRA had its doubts
whether the UEC could be developed into an effective standard setter, as ‘past
experience with the U.E.C. does provide little ground for optimism’??

A meeting was held in Amsterdam on 19 May of the UEC presidency and the
UEC members that were to be part of the IASC. It was decided that the UEC
would continue ‘on its own” and would act quickly to prepare recommendations.
A technical committee (with representatives from France, Germany, the United
Kingdom, and the Netherlands) would meet on 19 June to discuss two drafts ‘on
the topics suggested in Lisbon (November 1972) by Sir Henry Benson’®* One of
these topics was ‘disclosure of accounting policies, and the other was the ‘object
and content of the auditor’s report’. Progress on the first of these topics was rapid.
A draft recommendation on disclosure of accounting policies was published in
October 1973, followed by a definitive version in January 1974.3¢ The UEC moved
faster than the IASC, which did not publish its first exposure draft, on the same
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topic of disclosure of accounting policies in March 1974, and its standard (IAS 1)
in January 1975 (see Section 5.4). Yet this did little to strengthen the hand of the
UEC. It was fairly obvious that something had to be done to prevent confusion
and duplication of effort, and it was equally obvious that the UEC had to give
way. The Economist had described the UEC’s plan for issuing recommendations as
half-hearted, which was borne out by the fact that the first draft reccommendation
was accompanied by a letter from the UEC secretary-general stating that the
UEC executive commiittee was ‘studying’ the continuation of its programme on
recommendations.?> The UEC did not, in fact, issue any recommendations on
accounting after the first, although it went on to develop a rather elaborate series
of guidance statements on auditing issues. In 1987, the UEC and the Groupe
d’Etudes were combined into the Fédération des Experts Comptables Européens
(FEE). Given that there were grave doubts within the UEC itself about its role as an
accounting standard setter, it can be understood that feelings towards Benson were
not particularly hard. Even though he effectively nipped the UEC’s accounting
recommendations in the bud, after he had been pushing hard to persuade the
UEC to issue such recommendations in the first place, it was recognized that he
should receive credit for attempting to strengthen and activate the UEC. When he
left the UEC executive committee in the spring of 1973, two years before his term
ended, he did not leave under a cloud but received a tribute to his efforts by UEC
President Aad Tempelaar.5®

3.5.2. Impact on the Accountants International Study Group

As indicated above, the earliest plans for the IASC were couched in terms of
expanding the AISG. The London meeting of December 1972, at which the IASC
proposal was discussed, was held one day before a regular meeting of the Study
Group, also in London. At that stage, it was decided that the IASC would be a
new organization, set up apart from the Study Group. Wallace Olson, the AICPA’s
executive vice-president, had attended the meeting on the IASC and also attended
the Study Group’s meeting on the next day. He was reported in the minutes of the
Study Group as saying that, as the IASC would concentrate on basic standards, the
Study Group should continue to work on more sophisticated topics. The delegates
from the American, Canadian, English, and Scottish institutes at the Study Group
meeting ‘strongly recommended’ that the Study Group continue its important
work, ‘while recognizing that its reccommendations would be of interest mainly to
accountants in Canada, the USA and the United Kingdom’.®”

Yet a few years later, in June 1976, the Study Group recommended to its spon-
soring institutes that no new projects be added to its present programme, and said
that it would endeavour to complete its ongoing projects within the next eighteen
months.3 John W. Adams, of Canada, the Study Group’s chairman in 1975-6,
said that this decision was taken to lend ‘moral support to the IASC, which was
struggling to get recognition internationally. We felt that the English-speaking
countries represented by our Group should support them’®* An additional
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consideration was the imminent founding of IFAC in 1977, which would require
a reallocation of resources by the participating institutes.”® Accordingly, at the end
of 1976, the sponsoring institutes voted to disband the Study Group, if the plans
for IFAC were to go ahead. The decision was not announced until September
1977, when the last doubts about the founding of IFAC had been dispelled.”* The
demise of the Study Group was not widely lamented, but some paid tribute to its
pioneering work in comparative studies.”> Joseph Cummings, then the chairman
of the TASC which had effectively taken over the Study Group’s mantle, wrote,
‘The AISG lacked two ingredients of success: one, participation by representative
membership, and two, procedures for enforcing recommendations which were
included in the published studies’*> As shown in subsequent chapters, these issues
remained fundamental to the IASC throughout its life, and they dominated the
restructuring of the IASC at the end of the 1990s (see Chapter 13).
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4

The People and the Structure of the IASC

This chapter discusses the organization of operations and early evolution of
the International Accounting Standards Committee (IASC), paying attention
to its structure, the leadership, the composition of the delegations, and its
finances. The initial structure of the IASC was determined by the 1973 Agree-
ment and Constitution, as discussed in Chapter 3. The Constitution was mod-
ified in 1977 and 1982, on the occasion of the international congresses of
accountants in Munich and Mexico City, respectively. Reference is made to the
impact of these constitutional changes. As is discussed more fully in Chap-
ter 7, the 1982 Constitution was accompanied by a Mutual Commitments pact
between the IASC and the International Federation of Accountants (IFAC),
which contained several important provisions bearing on the organization of the
IASC.

Readers should consult Appendices 1-3 and 5 in conjunction with this chapter:
a reproduction of the 1973 Agreement and Constitution, a chronological list of
IASC chairmen and senior staff, a list of members of delegations, and a list of
venues and dates of IASC Committee/board meetings.

4.1. THE CHAIRMEN

Sir Henry Benson (1910-95), the founding chairman from June 1973 to July
1976, was the senior partner of Coopers & Lybrand, in London, and served as a
path-breaking president of the Institute of Chartered Accountants in England and
Wales (ICAEW) in 1966—7. By all accounts, he was a dominant figure both in his
firm and in professional circles. His considerable public service earned him a life
peerage in 1981." Benson was originally to retire as IASC chairman in 1975, but
the members of the IASC expressed the ‘overwhelming sentiment’ that he should
continue as chairman for a further term of up to two years.?

Joseph P. Cummings (1919-2000), chairman from July 1976 to June 1978,
was deputy senior partner of Peat, Marwick, Mitchell & Co., in New York City,
in charge of the firm’s international operations. He had been a member of the
Accounting Principles Board (APB) of the American Institute of Certified Public
Accountants (AICPA) from 1966 to 1973, serving as its vice-chairman for six
years.

John A. Hepworth (born in 1919), chairman from July 1978 to June 1980,
was a partner in Yarwood, Vane & Co., in Melbourne, which was associated



Figure 4.1. TASC chairmen and secretaries, IASC tenth anniversary dinner, 15 June 1983.
Left to right: Paul Rosenfield, John Hepworth, Sir Henry Benson, Stephen Elliott, Hans
Burggraaff, Washington SyCip (IFAC), Geoffrey Mitchell

Figure 4.2. TASC chairmen and secretary, Toronto, June 1984. Left to right: Stephen Elliott,
John Kirkpatrick, Geoffrey Mitchell, Georges Barthes de Ruyter
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internationally with Deloitte Haskins & Sells. In 1974-5, he was president of the
Institute of Chartered Accountants in Australia (ICAA).

J. A. (Hans) Burggraaff (born in 1920), chairman from July 1980 to October
1982, was a partner in Binder Dijker Otte & Co., in Amsterdam. He chaired the
Dutch Tripartite Study Group on financial reporting from 1972 to 1975, and he
served a two-year term as chairman of the Nederlands Instituut van Registerac-
countants (NIVRA) in 1977-8.

Stephen Elliott (1920-2002), chairman from November 1982 to March 1985,
was born in London and studied in England. He served as the managing partner
for Canada in Arthur Andersen & Co., based in Toronto, for twenty-one years,
retiring in 1982. He chaired the Accounting and Auditing Research Commit-
tee of the Canadian Institute of Chartered Accountants (CICA) from 1970 to
1972.°

John L. Kirkpatrick (1927-2002), chairman from April 1985 to October 1987,
was deputy chairman of the UK firm of KMG Thomson McLintock, in Glasgow.
He was president of the Institute of Chartered Accountants of Scotland (ICAS) in
1977-8.*

Thus, after the Benson’s three-year term, Cummings and Hepworth served
for two years, Burggraaff for two years and three months, and Elliott and
Kirkpatrick for two-and-a-half years, which became the standard term for
the chairman following the approval of the amended Constitution in October
1982.

Henry Benson was designated as the first chairman during the process of orga-
nizing the IASC. His successors were elected by the Committee (or board, as it
was known as a result of the revision of the Constitution in 1977) as chairman
designate between nine and fifteen months before their term as chairman was to
begin, in order to ease the transition. With one exception, all of the chairmen
succeeding Benson were elected by acclamation.

The exception occurred in 1984, when John Kirkpatrick, representing the
UK & Irish delegation, and Rolando Ortega, of the Mexican delegation, vied
for the position. Kirkpatrick, who believed that his name would be the only
one put forward for chairman designate, took a year’s temporary leave from
his delegation beginning in the spring of 1983 in order to manage some pro-
fessional affairs at home prior to his expected ascendancy to the chair. He
was replaced in the delegation by Jeff Pearcy, also a member of the Scottish
Institute. When Kirkpatrick learned that the election would be contested, he
returned to attend part of the October 1983 and March 1984 meetings, held
in Paris and London, respectively.” The election was between a representa-
tive of the IASC’s host country, which was one of dominant members of the
board, and one from a founder country that was not one of the major world
players in standard setting. There was no rancour over the contest; it was
just that there were two candidates for the position. Chairman Stephen Elliott
conducted the election, by secret ballot, at the March 1984 meeting, and he
announced that Kirkpatrick had won. It is believed that the vote was eight to
five.b
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4.2. COMPOSITION OF THE ORIGINAL DELEGATIONS
TO THE IASC

The purpose of this section is to convey an impression of the composition of the
original delegations to the IASC as well as how the members of each delegation
were appointed. A review of the members who attended the first eight meetings,
from June 1973 to April 1975, excluding those who attended only the signing cer-
emony on 29 June 1973, may give some impression of how the several delegations
were constituted (the figure in parentheses is the number of meetings attended):

— Australia
Dick Burgess (3)
Harry Levy (1)

Figure 4.3. IASC delegates and staff, London, January 1975. Front, left to right: Seigo
Nakajima, Sir Henry Benson. Middle, left to right: Howard Lyons, Tony Kewin (behind
Nakajima), Henk Treffers (behind Benson), Robert Mazars (behind Treffers), Wendy Neave,
Alexander Mackenzie. Back, left to right: Doug Thomas, Jeremy Winters, John Hepworth,
Is Kleerekoper, Manuel Galvidn (behind Kleerekoper), Henk Volten, Bob Sempier, Paul
Rosenfield, Joe Cummings, Richard Simmons, Krafft von der Tann
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John Hepworth (5)
Ron Munro (4, of which one meeting as staff observer)
Tony Kewin (staff observer) (4)

— Canada
Howard Lyons (8)
Doug Thomas (8)

— France
Robert Mazars (8)
André Henrot (3)
Alfred Cordoliani (staff observer) (8)

— Germany (Federal Republic)
Krafft Freiherr von der Tann (6)
Hans Havermann (3)
Horst Kaminski (staff observer) (7)

— Japan
Shozo Tatsumi (5)
Junichi Kawaguchi (5)
Seigo Nakajima (staff observer) (6)

— Mexico
Manuel Galvan (8)
Julio Freyssinier (1)
Alfonso Campala (staff observer) (1)

— Netherlands
Henk Treffers (8)
Pieter Louwers (4)
Is Kleerekoper (2)
Henk Volten (staff observer) (8)

— United Kingdom & Ireland
Sir Henry Benson (Chairman) (8)
Alexander Mackenzie (8)
Gerry Slator (staff observer) (1)
Jeremy Winters (staff observer) (6)

— United States
Joseph Cummings (7)
Robert Sempier (staff observer) (8)

Under the Constitution, each country’s accountancy body (or bodies) could select
a maximum of two members of their delegation to the Committee, accompanied
by a staff observer. Until 1984, during Stephen Elliott’s term, the IASC chairman
constituted one of the members of his country’s delegation.
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Only one of the original members was a financial executive: Pieter Louwers, the
chief internal auditor of Philips, who had to withdraw from the Committee in
1974 because of ill health. Virtually all of the other voting members were partners
in accountancy firms.” All of the staff observers but two were employees of the
sponsoring accountancy bodies.?

In the UK & Irish delegation, whose members were chosen by the Consultative
Committee of Accountancy Bodies (CCAB) beginning in 1974, it was for many
years a practice that both the English and Scottish institutes were represented
in the delegation (Benson and Mackenzie, respectively, at the outset).” The ini-
tial staff observers, Gerry Slator and Jeremy Winters, came from the staff of
the Accounting Standards Steering Committee (ASSC), which was renamed the
Accounting Standards Committee (ASC) in 1976.

Joseph Cummings, as noted above, had been vice-chairman of the APB, and
Robert Sempier, the staff observer, was the AICPA’s director of international activ-
ities, later to become executive director (1977-91) of IFAC. As early as 1974, the
National Association of Accountants (NAA), now the Institute of Management
Accountants, complained that the US delegation omitted any representation from
management accountants.!® It was not until 1986 that the NAA became a co-
sponsor with the AICPA of the US delegation, and John F. Chironna, of IBM,
became its first representative on the IASC board in that year.

In the Canadian delegation, Howard Lyons had been chairman of the CICA’s
Accounting and Auditing Research Committee, and Doug Thomas, formerly the
CICA’s executive director, was its general director of research.

In the French delegation, Alfred Cordoliani, the staff observer, was the
secretary-general of the Ordre des Experts Comptables, and Robert Mazars was
a partner in an important accountancy firm bearing his name.

Krafft Freiherr von der Tann was the only member of the Committee who held
a hereditary title (Freiherr is the equivalent of baron). Von der Tann was a sole
practitioner. Hans Havermann was a partner in a major accountancy firm, and
Horst Kaminski was on the staff of the Institut der Wirtschaftspriifer (IdW).

In the Dutch delegation, Henk Treffers was at that time the accounting adviser
to the Ministry of Justice. Previously, he served as chairman of the NIVA (pre-
decessor of the NIVRA) and president of the Union Européenne des Experts
Comptables, Economiques et Financiers (UEC). He was a partner in Moret &
Limperg. Kleerekoper, a partner in Klijnveld, Kraayenhof & Co., had been deputy
chairman of the NIVA. Louwers had also been chairman of the NIVRA.

The Australian delegation was led by members of the Institute of Chartered
Accountants in Australia, but the Australian Society of Accountants, whose mem-
bership was composed mostly of company accountants and small practition-
ers, also participated. The Institute and Society agreed at the outset that the
Institute would compose the IASC delegation and that the Society would look
after the International Co-ordination Committee for the Accountancy Profession
(ICCAP) and then, beginning in 1977, after IFAC. (E. H.) Dick Burgess was the
Institute’s president, but, owing to ill health, his service on the Committee was
short-lived. Harry Levy attended one meeting on behalf of the Society, whose



People and Structure 67

executive director, Ron Munro, attended several. Tony Kewin represented the
Institute.

Both of the voting members of the Japanese delegation were partners in firms.
Seigo Nakajima, a member of the Business Accounting Deliberation Council
(BADC), was the first full-time accounting academic to form part of a delegation
to the IASC. The BADC was the advisory body to the Ministry of Finance on
accounting standards.

In the Mexican delegation, Manuel Galvan, a partner in Gonzalez Vilchis (asso-
ciated with Price Waterhouse & Co.), was chairman or a member of the Comisién
de Principios de Contabilidad (Accounting Principles Committee) of the Insti-
tuto Mexicano de Contadores Publicos (Mexican Institute of Public Accountants)
during his service on the IASC. He served in the Mexican delegation until 1978,
attending all seventeen meetings during his tenure, fourteen of them as the lone
Mexican present.

4.3. EVOLUTION OF THE DELEGATIONS TO 1987

Of all the delegations, the one from the Netherlands had the least amount of
turnover and therefore, on average, the longest terms of service. Henk Volten,
the general director of the NIVRA, served as staff observer for fourteen years,
although he attended less frequently in the later years, when he had become more
active in IFAC. Most of its members were rightly regarded as among the most
respected figures in the accountancy profession: Henk Treffers, Pieter Louwers,
Is Kleerekoper, Hans Burggraaff, Jan Uiterlinden, Herman Marseille, and Frans
Graafstal. Louwers, from Philips, was the only company executive in the Dutch
delegation. Uiterlinden and Graafstal were partners in Klijnveld, Kraayenhof &
Co., and Marseille was a partner in Van Dien & Co., which was affiliated with
Deloitte, Haskins & Sells. Clearly, the Dutch profession and the NIVRA made a
substantial commitment to the IASC.

After Louwers in the Dutch delegation, the US delegation was the next to
appoint a company executive, this time as a matter of policy for the delegation:
Eugene J. Minahan, who was succeeded by company executives Willis A. Smith,
Ralph L. Harris, and John E. Chironna. In 1976, when Minahan was appointed, the
AICPA approached the Financial Executives Institute (FEI) for a nominee who was
also an AICPA member.!! At that time, Minahan, who was about to retire as vice-
president and controller of Atlantic-Richfield, a major oil company, was an active
member of FEI’s Corporate Reporting Committee, which, among its other duties,
responded to Financial Accounting Standards Board (FASB) initiatives. Minahan
had extensive overseas experience with his company.'? Smith was comptroller of
CPC International and had extensive experience in South America; he was also a
member of both the AICPA and the FEI. Subsequent to Smith’s appointment to
the IASC board in 1979, the FEI named him to its Corporate Reporting Commit-
tee. At its March 1980 meeting, the IASC board encouraged the member bodies
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Figure 4.4. TASC delegates, International Congress of Accountants, Munich, October 1977.
Left to right: Horst Kaminsky, Wallace Olson, John Brennan, a Japanese delegate, Geoff
Vincent, Hugh Richardson, Roy Nash, Joe Cummings, Robert Mazars, Hans Havermann,
Masayaki Iwanami, Hans Burggraaff, John Hepworth, Seigo Nakajima, Doug Thomas,
Henk Treffers, Morley Carscallen, Otto Griinewilder, Yukio Fujita, Krafft von der Tann,
Dominique Ledouble, John Grenside, Nick Reece, Henk Volten, Eugene Minahan, Alexan-
der Mackenzie, Reinhard Goerdeler (IFAC), Robert Sempier (IFAC)

represented on the board to consider including an accountant from industry in
their delegations.'?

The succession of practitioner members on the US delegation all came from big
accountancy firms: Cummings (Peat Marwick Mitchell), Donald J. Hayes (Arthur
Young), Roger Cason (Main Hurdman), Dennis R. Beresford (Ernst & Whinney)
and Ralph E. Walters (Touche Ross). Cummings and Hayes had been members of
the APB, and Walters had served for seven years on the FASB.'* Paul Rosenfield,
who distinguished himself as the IASC’s inaugural secretary, having been sec-
onded by the AICPA, returned to the IASC board in 1978 as staff observer to the
US delegation, remaining until 1985. Rosenfield was employed in the accounting
standards division of the AICPA and had previously served on the research staff of
the APB.

The UK & Irish delegation, as indicated above, continued its duality of mem-
bership from the English and Scottish institutes. The string of members from the
ICAEW came from the Big Eight firms: John P. Grenside (Peat Marwick Mitchell),
David C. Hobson (Coopers & Lybrand), and Christopher J. Stronge (Deloittes).
Grenside and Hobson served on the UK & Irish ASC during periods that over-
lapped their service on the IASC board, and Stronge had been an ASC member
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prior to his IASC service. Grenside had been president of the ICAEW in 1975-6.
The Scots who succeeded Alec Mackenzie on the board were John Kirkpatrick
and, briefly, Jeff Pearcy (from ICI), who was a former member of the ASC. The
CCAB selected an Irish banker, Gerard Murphy, to succeed Pearcy. Murphy was
the only Irishman from the Republic ever to serve in the delegation between 1973
and 2000. Ironically, it was during Murphy’s tenure, in 1988, that the UK & Irish
delegation was renamed the UK delegation. The delegation’s staff observers, with
the exception of David Tweedie, who was the technical director of the Scottish
Institute, came from the ASC’s staff at the ICAEW.

In the French delegation, Dominique Ledouble, the secretary-general of the
Ordre, succeeded Alfred Cordoliani as the staff observer. In turn, he was succeeded
as staff observer by Patrice Cardon and then by Jean-Claude Scheid, both of whom
were employees of the Ordre. In 1982, Georges Bartheés de Ruyter, a partner
in Frinault Fiduciaire, joined the delegation, and in 1985 Jean-Luc Dumont, a
partner in the Salustro firm, began twelve years of service in the delegation, one of
the longest in the IASC’s history. Jean-Pierre Lagarrigue’s tenure in the delegation,
begun in 1984, was cut short in 1985 by his death.

In the Canadian delegation, the successors to Howard Lyons (Haskins & Sells)
were Morley Carscallen (Coopers & Lybrand) and Stephen Elliott. In 1981, the
CICA appointed its first financial executive, Douglas R. Hagerman (NOVA Cor-
poration), who had served on the CICA’s Accounting Research Committee. The
Society of Management Accountants of Canada (SMAC) and the Certified General
Accountants’ Association (CGAA) joined the CICA as sponsors of the Canadian
delegation in 1978.!°> Hagerman was succeeded by Bruce Irvine, an accounting
professor, who was the first member appointed by SMAC, and then by another
financial executive, J. Michael Dawson (Consolidated-Bathurst, Inc.); Dawson had
chaired the CICA’s Accounting Standards Committee in 1982—-3. The first CGAA
representative did not join the delegation until 1988. The long-serving members of
the delegation, Doug Thomas and John Denman, both came from the CICA’s full-
time staff; on a few occasions, an incoming member was labelled a staff observer
as he transitioned to membership.

The Australian delegation was hampered by the long distances to attend board
meetings, and several representatives (e.g. John Balmford, Douglas Rickard, and
Rex Thiele) attended because they happened to be near the meeting site on
other business, or they were filling in for a member who could not attend
(such as David Boymal for Kenneth Spencer in June 1984).'° The succession
of members representing the Institute, following John Hepworth, was Phillip
C. E. Cox (a company director), John N. Bishop (Peat Marwick Mitchell), and
Spencer (Peat Marwick Mitchell). By 1985, however, the Institute had come to
regard IFAC as an important force in the international accountancy profession,
and it wanted to appoint one of its members to IFAC Council in succession
to Peter Agars, a past national president of the Society. In an unusual ‘swap’
between the rival bodies, the Institute thereupon named John Bishop, who
was conveniently a member of both bodies, to IFAC Council, and the Society
appointed Ronald J. Cotton (1985-7), a past national president and the first
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financial executive to serve as a regular member of the delegation, to the IASC
board.

It was the practice in Australia for one or both members of the delegation to
the TASC to attend meetings of the Australia’s Accounting Standards Board as
observers. In the 1980s, moreover, there was a trend towards appointing delegates
having standard-setting experience or a technical background. Cotton was, at the
time of his appointment, a member of the Accounting Standards Review Board
(the standards oversight committee), and Boymal (also a member of both accoun-
tancy bodies), who was appointed to the delegation in 1987, had been a member of
the Accounting Standards Board (ASB). Warren McGregor, the technical director—
accounting at the Australian Accounting Research Foundation, became the first
regularly attending staff observer in 1986, following years in which a staff observer
would attend only sporadically, perhaps because of cost.

For the first seven years, the German delegation was composed of Krafft von
der Tann, a founding member who served until his death in 1980, accompanied
by Hans Havermann (1973-5), Otto Griinewilder (1975-80), and a staff observer,
Horst Kaminski succeeded by Peter Marks, from the IdW. From 1980 to 1993,
when the first member from industry was appointed, only one voting member
attended. It was a deliberate policy to leave one seat open for a company executive,
but it was not until the 1990s that company executives evinced any interest in the
work of the TASC.17

The apparent policy of the Japanese delegation was to use the staff observer’s
position as a training ground for future members. Seigo Nakajima and Yukio
Fujita were university accounting professors, while the other members of the
delegation were drawn from accountancy firms. Nakajima became a delega-
tion member in 1975 and remained in the delegation until 1988, having thus
served on the IASC board longer than anyone else in its history, fifteen years in
total.

At most of the meetings during the 1970s, only one member of the Mexican
delegation, Manuel Galvin, was in attendance. All of the members and staff
observers were from accountancy firms. In those years, the Instituto Mexicano de
Contadores Publicos did not employ any technical staff. The members who suc-
ceeded Galvan were Leopoldo Romero (1979-83) of the firm of Galaz, Carstens,
affiliated internationally with Touche Ross & Co., Rolando Ortega (1982-6), of
Coopers & Lybrand, and Jesus Hoyos (1982-7), of Gonzalez, Vilchis, affiliated
with Price Waterhouse. Romero had been a member of the Mexican Institute’s
Comisién de Principios de Contabilidad (Accounting Principles Committee) dur-
ing most of the 1970s. In the 1980s, Hoyos was also a member of the Comision.
Several members of the delegation, including Hoyos, served as the Institute’s vice-
president for legislation, who oversaw the work of the Comisién.

Owing to severe economic problems in Mexico, including a major devaluation
of the peso in 1982 as well as the financial problems that were claimed by the
Mexican Institute, the Mexican delegation requested some financial relief from
its obligations to the IASC so that it might remain on the board. The delegation
members found it difficult to obtain foreign currency to finance overseas travel,
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and the Institute argued, in regard to its annual fee to the IASC, that the IASC
should take the fee out of its surplus, to which the Institute had contributed in
past years.!® Although the IASC board did not want to set a precedent, it did
not want to see the departure of the Mexican delegation before the end of its
term either. At its March 1986 meeting, the board approved a limited financial
concession, being careful not to set a precedent, so that the delegation could
remain on the board to the end of 1987.!° Later in 1986, a desperate board agreed
to an unprecedented decision to waive the Institute’s contributions to the 1986
and 1987 IASC budgets so long as its contributions in arrears were paid.?’ With
this agreement, the Mexican delegation could remain on the board to the end of
1987, when its term expired. In 1988, under the revised Constitution, the Mexican
delegation, as with all founder bodies, had to apply for reappointment to the
board, which, in the end, it elected not do. Beginning in 1988, therefore, Mexico
no longer had a delegation on the board, but the delegation returned to the board
in 1995 (see also Section 8.2.4). Mexico was the only founding member whose
service on the board of the IASC was ever interrupted.

4.4. DELEGATIONS SUBSEQUENTLY ADDED

The 1973 Constitution said that only the nine countries whose accountancy bodies
were signatories to the Agreement and Constitution could be represented on
the Committee. The amended Constitution in 1977 (see Section 4.14) provided
that two additional member countries could appoint representatives to the IASC
board. The board acted promptly to instruct the secretariat to write to the asso-
ciate member bodies for expressions of interest in becoming board members on a
rotation basis.?! At its March 1978 meeting, the board agreed to issue invitations
to Pakistan and South Africa to join as voting members for four-year terms.??
Pakistan, however, withdrew its candidacy, evidently for financial reasons.?? Nige-
ria was swiftly approved for the opening, and its representative attended the next
board meeting, in November 1978, when the three representatives of South Africa
also made their debut.

The South African delegation’s two voting members all came from major
accountancy firms and typically were very senior and influential members of the
National Council of Chartered Accountants (SA). Most of them served for fairly
long terms on the IASC board. Warwick G. Thorby (1978-86), of Peat Marwick
Mitchell, and J. A. (Jock) Porteous (1978-83), of Goldby, Compton & Mackelvie,
which was affiliated with Touche Ross, formed the initial delegation. Thorby was
then the chairman of the National Council, and Porteous was a past chairman. At
the time of his appointment, Porteous chaired the National Council’s Accounting
Practices Committee (APC). The APC drafted the standards, and the Accounting
Practices Board decided whether to confirm them as statements of ‘generally
accepted accounting practice’. Rick G. Cottrell (1983-9), of Coopers & Lybrand,
succeeded Porteous. The staff observers were the successive technical directors
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Figure 4.5. TIASC delegates and staff, Edinburgh, July 1987. Front, left to right: Rick
Cottrell, Peter Wilmot, Ayodeji Oni, John Kirkpatrick, George Barthes de Ruyter, Alfonso
Campana, Jean-Claude Scheid, S. T. Chiang. Middle rows, left to right: Eiichi Shiratori,
David Damant, Gerard Murphy, John Chironna, Wilhelm Tjaden (in front of Chironna),
Christopher Stronge, Herman Marseille, Geoffrey Mitchell, Frans Graafstal, Bruce Irvine,
Michael Dawson (behind Barthés), Ronald Cotton, Olusegun Osunkeye, Gillian Bertol,
Tadaaki Tokunaga, John Denman. Back row, left to right: Jean-Luc Dumont, Giancarlo
Tomasin, Giuseppe Verna, Tom McRae, David Cairns

of the National Council, which became the South African Institute of Chartered
Accountants in 1980.

In the Nigerian delegation, Michael Ayodeji Oni, a partner in a predecessor
firm of Ernst & Young, proved to be a leader during his four-year term (1983-7).
C. Oyeniyi O. Oyediran, a partner in Coopers & Lybrand, had been president of
the Institute of Chartered Accountants of Nigeria in 1976-7, and two other regular
members of the delegation, including Oni, subsequently became presidents of the
Institute.

The Constitution as amended in October 1982 expanded the number of rotat-
ing seats for non-founder members to four. Anticipating this change, the board
agreed in a postal ballot, conducted after its June 1982 meeting, to the nomination
of Chile and Italy as new board members as well as to a re-election of South
Africa and Nigeria to new five-year terms.** Under the 1982 Constitution, new
board members were appointed by IFAC Council, but the IASC/IFAC Mutual
Commitments pact (see Section 4.17) provided that ‘IFAC Council will seek the
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advice of the outgoing [IASC] Board as to all nominations’ (article B8). It turned
out that Chile, ostensibly for financial reasons, had to withdraw.® At the June 1983
board meeting, it was announced that IFAC Council had nominated Taiwan for
the fourth opening, and the selection was ratified by the board.?® Taiwan’s term
was to be only four years, as it was taking its seat a year after the opening arose.
The members of the Italian delegation were all from accountancy firms,?” as was
the sole representative, S. T. Chiang, in the Taiwanese delegation.

Another innovation introduced with the 1982 Constitution was a provision for
up to four organizations ‘with an interest in financial reporting, that is, non-
accountancy bodies, to be elected to board membership. This change marked a
signal departure from the model of the IASC adopted in 1973, when the Agree-
ment and Constitution was signed exclusively by national accountancy bodies.
This facility was first used in October 1985, when an invitation was extended
to the International Co-ordinating Committee of Financial Analysts Associations
(ICCFAA). The ICCFAA accepted forthwith. David C. Damant, the first member
of the financial analysts’ delegation to attend meetings of the board, had been
a leader of the European Federation of Financial Analysts’ Societies as early as
the 1960s. He had actively sought to remain in touch with the IASC ever since it
was founded, and had been one of the initial members of the IASC’s Consultative
Group, created in 1981 (see Section 4.16).

By 1986, the number of delegations had increased to fourteen. Of the delega-
tions added between 1977 and 1986, only South Africa and the financial analysts
were retained as member delegations until 2000. Damant remained a member of
the delegation until 2000, becoming the longest serving voting member of the
board.

The IASC’s leadership would have liked to attract a preparer organization to
board membership as well, the leading candidate being the International Associ-
ation of Financial Executives Institutes (IAFEI). From 1981 onwards, IAFEI did
belong to the Consultative Group, yet by 1987 all of the IASC’s attempts to bring
IAFEI onto the board had failed.?® Chairman Kirkpatrick wrote that the IAFEI’s
‘German brethren are proving a sticking point so far, as they find it difficult to con-
template sitting down with “the auditors”—how sad if the German profession’s
élitism should cause this initiative to fail’?® TAFEI also seemed to be concerned
that its delegation would regularly be outvoted by the delegations dominated by
the practising accountants.*

4.5. INCORPORATION OF ASSOCIATE MEMBERS

Under article 1(b) of the Constitution, the Committee decided to write ‘urgently’
to professional accountancy bodies around the world, inviting them to join
the TASC as associate members.’! In December 1973, a scant five months after
the IASC’s founding, letters were mailed to seventy-four accountancy bodies in
fifty-nine countries. Between 1974 and 1981, a total of forty-six associate members
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were admitted, including some which were invited subsequently.*” In 1982, under
the TASC/IFAC Mutual Commitments pact, all members of IFAC automatically
were enrolled as members of the IASC.

Curiously, of the thirty-six invited accountancy bodies that decided not to
join the IASC by 1981, twenty-one were from the twenty-five that were invited
from Central and South America. The lack of interest by the Central and South
American countries in the IASC is discussed in Section 6.19.

Candidates for associate membership were expected to be capable of meet-
ing the membership fee, which was set originally at £1,000 but then was
scaled down according to the membership size of each body.*®> To be eligible,
they had to be entitled to participate in the quinquennial international con-
gresses of accountants. Like the founder members, all of the associate mem-
bers agreed to undertake the ‘best endeavours’ obligation set out in the IASC
Agreement.

As soon as the accountancy bodies became associate members, their coun-
tries were eligible to be represented on project steering committees, and all of
the associate members were invited to discuss the revised IASC Agreement and
Constitution during the Munich international congress in October 1977, once the
founder members had approved all of the modifications.

4.6. THE TECHNICAL STAFF

Reflecting the ICAEW’s paternal view, the Constitution provided that ‘The
accountancy bodies in the United Kingdom and the Republic of Ireland will
be responsible, subject to the approval of the Committee, for recruiting staff for
the permanent office in London. The Canadian representatives suggested that the
AICPA should select the inaugural secretary.>* In the interests of international
harmony, the ICAEW, one supposes, acceded to this suggestion. Thus, an English
chairman of a body based in London could be balanced with an American head
of staff. The AICPA seconded Paul Rosenfield to be the secretary for two years.
Rosenfield had spent eight years with Price Waterhouse & Co. until 1965, when
he joined the Institute’s Accounting Research Division, servicing the APB. He
was an author of a number of journal articles and was the principal draftsman
of the APB’s Statement No. 4, Basic Concepts and Accounting Principles Under-
lying Financial Statements of Business Enterprises, issued in October 1970. After
interviewing candidates for the two-year position as assistant secretary, Rosenfield
recommended Richard J. Simmons, a manager in the London office of Arthur
Andersen & Co., as his choice, and Benson extended the offer. Both Rosenfield and
Simmons completed their service in June 1975. Rosenfield returned to the AICPA
as director of technical research, and Simmons rejoined his firm. Succeeding
Simmons as assistant secretary was Christopher J. Relleen, who was seconded by
Deloitte & Co., where he was working in both the London and Brussels offices.
Relleen returned to Deloittes in March 1977.
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In 1975, the Canadians were asked to choose the secretary. As the chairman
and the assistant secretary, Chris Relleen, were from the United Kingdom, and
the United States had contributed the first secretary, there was a need to find a
secretary from somewhere else than the United Kingdom and the United States.
Canada had been an active and enthusiastic member and had a candidate: W.
John Brennan, who was seconded by the University of Saskatchewan, where he
was an accounting professor.”> He began as secretary in July. Brennan had served
on the CICA’s Accounting and Auditing Research Committee from 1969 to 1972.
He served for more than two years, until November 1977, when he returned to his
university.

In December 1977, Roy C. Nash, an American who was a principal with Arthur
Young & Company in Madrid, became IASC secretary, returning to his firm as
a partner in September 1979. Prior to 1975, he had worked in the firm’s Boston
office. He was the last North American to head the secretariat. Hugh E. Richardson,
seconded by the London office of Coopers & Lybrand, became assistant secretary
in April 1977, remaining until May 1979, when he returned to his firm.

In October 1979, Allan V. C. Cook became not only the first non-North Amer-
ican secretary but also the first staff member to come from industry. Prior to join-
ing the IASC, he was with Unilever, in London, where ‘He was actively involved in
the development of accounting policies for the Unilever Group and the appraisal
of international accounting developments and their impact on Unilever*® In June
1979, an Australian, E. Peter Akins, of Yarwood, Vane & Co. (Hepworth’s firm),
in Sydney, became assistant secretary. Akins had been director of research and
education in his firm. In December 1981, Cook left to become head of accounting
research at the Royal Dutch/Shell Group of Companies, in London. In May 1981,
Akins returned to his firm in Sydney.

When Cook’s term expired, the board’s leadership considered recruiting a suc-
cessor from a non—English-speaking country but, in the end, concluded that any
such candidate would probably not have a sufficient command of the English
language.” Instead, they turned to Geoffrey B. Mitchell, a reader in accounting
at Flinders University of South Australia, in Adelaide. In January 1982, he became
secretary, being seconded by his university. In March 1985, after more than three
years® service, he left to become the ICAEW’s technical director. It was during
Mitchell’s period of service that the position of secretary became the secretary-
general. It was stated in the minutes of the board’s meeting in June 1983 that
‘While the principle of rotation of secretariat staff on secondment had had much
to recommend it in the early years of IASC, the extensive liaison activities of
IASC today required a continuity in the office of Secretary’*® As Mitchell satisfied
the board’s criteria for the appointment, at the expiry of his secondment he was
offered the position of secretary-general, which he accepted as of January 1984.%

Brian R. Shearer was seconded as assistant secretary by Thornton Baker,
London, where he was a manager. In May 1983, he returned to his firm, by
then known as Grant Thornton, as partner and director of the national technical
department. In June 1983, John R. Bloxsome, an audit manager with Spicer &
Pegler, in London, internationally associated with Spicer & Oppenheim, was
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seconded by his firm to serve as assistant secretary. He returned to his firm in
September 1985.

David H. Cairns, a technical partner in Stoy Hayward, London, became
secretary-general in April 1985. In his firm, he had been chairman of the interna-
tional accounting and auditing committee of Horwath and Horwath International
(HHI), which developed international accounting and auditing standards for HHI
member firms. He had co-authored three major surveys of international financial
reporting practices between 1979 and 1984 (see also Section 6.3). He had, by far,
the longest tenure in the secretariat, serving until the end of 1994.

Brian A. Rutherford, an accounting lecturer at the University of Kent at Can-
terbury, became assistant secretary in October 1985 ‘on a permanent basis’*’ He
returned to his university in March 1987, being the last of the assistant secretaries.
The successor title for this backup to the secretary-general became known as
research manager.*!

Figure 4.6. David Cairns
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Six of the seven secretaries and secretaries-general were British, American, or
Canadian, and all of the assistant secretaries, save one, were British. The two
exceptions were Australian. One could infer that their national backgrounds might
have served to promote an Anglo-American influence in the work of the IASC.

A major function of the technical staff was to assist the project steering com-
mittees with the research and drafting of exposure drafts and standards. But it
also handled the bulk of the IASC’s correspondence, arranged for meetings of the
IASC board and its steering committees, attended the meetings and accompanied
the chairman on official visits, managed the printing and distribution of exposure
drafts and standards, and wrote the periodic IASC News.

The IASC staff produced the English-language version of each standard and
exposure draft, but until 1987, the member bodies and not the IASC were largely
responsible for their circulation. The member bodies were responsible for prepar-
ing and publishing translations into their national languages. The accountancy
bodies also gathered and transmitted to the IASC the comments submitted in their
respective countries on the exposure drafts. More generally, as David Cairns has
written, ‘all contact between the IASC and national standard setting bodies, com-
panies, stock exchanges and regulators had to be made through the appropriate
accountancy bodies—the IASC was not allowed to have direct contact’ with these
entities.*” The practical impact of this restriction probably varied over time and
from country to country. Benson himself set a precedent by seeking to establish
contacts with many organizations, not necessarily through the intervention of the
relevant member bodies.

4.7. THE OFFICIAL LANGUAGE(S)

From the beginning, there was some controversy over the language, or languages,
to be used. The draft Constitution, prepared by the ICAEW after the December
1972 meeting, at which Canadian, UK, and US representatives alone were present,
specified that ‘The Committee shall conduct its discussions and issue its exposure
drafts and statements for publication in the English language’ (article 6(b)). At
the March 1973 meeting, to which all of the founder bodies were invited, the
issue was addressed anew. Although it was then agreed that the Committee’s
discussions should be conducted in English, it was argued that ‘“To confine the
publication of exposure drafts and standards to an English language version would
tend to prejudice and delay the widest dissemination of these documents and it
was accordingly agreed that the Committee should assume responsibility for their
translation into the French, Spanish and German languages so that they could be
published in that form in different countries.*®

At the foundational meeting, on 28 June 1973, the French proposed that
the Committee’s discussion be conducted in French as well as English and that
the definitive text of exposure drafts and standards shall be published in both
languages.** In the end, this proposal was not accepted, although the chairman
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was authorized to accept contributions at meetings made in another language so
long as the statement was translated at the same time by another member of that
delegation. It was again confirmed that the definitive text of exposure drafts and
standards was to be in English. The member bodies were authorized to arrange
for and distribute translations into other languages, at their own expense.*’

At the Committee’s November 1973 meeting, confirming an agreement made
at the planning meeting the previous March, it was agreed that ‘The definitive ver-
sion of each IASC document will be circulated worldwide in English’*® At the July
1974 meeting, however, the French delegation, led by Alfred Cordoliani, pressed
for agreement that ‘the IASC should consider adopting French, German, Spanish,
Japanese, and Dutch in addition to English as official languages, but this was,
again, not accepted.’” Those familiar with the ‘sort of Babel’ encountered during
deliberations in the UEC,*® where all documents had to be rendered in three
languages, presenters at congresses could speak in any of the three languages, and
committee chairmen could adopt their preferred language of the three, wanted to
avoid a similar experience in the IASC.

4.8. LINK WITH THE ICAEW

With help from the ICAEW, the IASC obtained office space at 3 St. Helen’s Place, in
Bishopsgate in the City of London (i.e. London’s financial community), a quarter
of a mile from Chartered Accountants’ Hall, the edifice housing the Institute’s
secretariat, which had been built for the Institute in 1893. The Institute, under
the terms of the 1973 and 1977 Constitutions, paid the rent, rates, and any taxes
on the IASC’s permanent office.*” Hans Burggraaff has written that ‘It was a great
convenience for Board and Chairman that all domestic issues in running a secre-
tariat were taken care of by knowledgeable people who were available on the spot.
For the same reason there was always a seat on the [Organisation and Planning
Committee, see below] for the UK. For the secretary too it was a convenience that
he had a “godfather” next door, especially when that secretary was non-British.
In addition: IASC was, or so I understood, not a legal entity that could enter into
contracts in the UK. We needed the intermediary of ICAEW for such contracts.>

The ICAEW generously made its facilities—library, dining room, meeting
rooms, and Council Chamber—available to the IASC secretariat. The secretaries
also had access to the Institute’s technical staff. For the first three secretaries,
who were North Americans and therefore not members of the Institute, these
privileges, almost as if they were members of the Institute, were welcome indeed.
Roy Nash recalled the splendour of attending the Institute’s annual dinner in the
Guildhall.*!

In 1978, the IASC moved its office outside of the City to a more capacious loca-
tion, 49-51 Bedford Row. Four years later, when the IASC realized that it required
even larger premises for the expanding needs of the secretariat in London, the
UK & Irish delegation made it known that it would continue its rent subsidy at
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the current level, thus obliging the IASC board to budget £5,000 as a supplement
to cover the additional rent for 1983, when the office was moved to 41 Kingsway.>?

4.9. THE EARLY PLAN FOR THE APPROVAL AND PRODUCTION
OF STANDARDS

The Committee’s plan was to issue its first standard by April 1975, ‘with other
standards following at 3 or 4 monthly intervals, in order publicly to demonstrate
the resolve of the profession to make progress on basic international standards’>
In the end, the IASC bettered the deadline for its first standard by three months,
and the completion of the next dozen standards required just under five years,
remarkably close to the average pace envisaged at the inaugural meeting.

The Constitution provided that at least two-thirds of the IASC must vote in
favour of exposure drafts and that at least three quarters must approve the stan-
dards. Each delegation had one vote. These voting thresholds were not changed in
the subsequent revisions of the Constitution. Dissenting views, and even the tally
of the vote, were not to be placed on the public record. A more extensive discussion
of the early plan for the production of standards may be found in Chapter 5.

4.10. COMPOSITION OF THE PROJECT STEERING COMMITTEES

The IASC chose the countries to be represented on the project steering commit-
tees, whose task was to draft the proposed standards, but it fell to the respective
countries’ accountancy bodies to name their representatives. The first half-dozen
project steering committees were composed solely of representatives from the
founder countries. The first associate member to sit on a steering committee
was approved at the April 1974 meeting, the same meeting at which the initial
list of associate members was approved.”* At the following meeting, in July, the
Committee discussed four new steering committees, two to be composed solely
of founder member countries and two that would each consist of two founder
members and one associate member.>®> The first associate member countries to
be represented on steering committees were Israel, South Africa, New Zealand,
Belgium, and India, in that order, all appointed in 1974 or 1975.

The chairmen of the steering committees were always from a country repre-
sented on the Committee. With but one exception, the person chairing the steering
committee was also serving on the board.”® By 1983, the policy was that, in
addition to the chairman, the other two steering committee members were in most
instances from non-board countries, of which one would be from a developing
country.”’

On the projects dealing with some of the more complex and controversial
issues, such as on accounting for inflation and pensions, the board appointed a
larger steering committee.
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As is discussed more extensively in Chapter 5, the membership of the steering
committees was carefully planned to ensure that the founder members all served
on an approximately equal number of committees, as well as to provide opportu-
nities for participation to associate members who expressed an interest to do so.

4.11. COMMUNICATIONS

At the suggestion of Secretary Paul Rosenfield, the IASC began issuing a periodic,
mimeographed IASC News in September 1973. It represented a bulletin board
of information on Committee and steering committee meetings, the names of
new associate members, changes in the chairmanship and the secretariat, news
about the recognition or acceptance of IASC standards in member countries,
and, eventually, extracts from speeches by the chairmen. In 1976, IASC News was
upgraded into a more comprehensive news source.

In 1987, the IASC published the first bound volume of its standards. The
ICAEW also published a volume of the IASC standards in 1987, which included
the prefaces to the standards explaining the applicability of the standards in the
UK and Ireland.”® In following years, such compilations of its standards were
published annually by the IASC. Previously, most of the paper copies of the
IASC’s standards and other publications had been distributed solely by its member
bodies, yielding no income for the IASC itself. The bound volume of standards was
the first publication actually sold by the IASC.>®

The year 1987 also marked the issue of the IASC’s first annual report as a
separate publication, in order to make its presence better known to the worldwide
accountancy profession.®® Following ratification of the IASC/IFAC Mutual Com-
mitments pact during the 1982 international congress in Mexico City, IFAC’s own
annual report had included an elaborate section on the IASC’s activities. From
1988 onward, this section in IFAC’s annual report continued but in an abridged
format.

4.12. MEETINGS OF THE COMMITTEE (FROM 1977 ONWARDS,
THE BOARD)

The Committee (or board) met four times in each of 1974 and 1975, three times a
year from 1976 to 1986, but only twice in 1987. It was decided in late 1973 to hold
one meeting per year outside of London,®! but from 1978 to 1987, except for two
years, the board met twice a year in venues other than London. By 1981, the board
had met at least once in each of the founder members’ countries.

Attendance at the meetings was generally high. Most of the delegations had
two or three members in attendance at most meetings. Yet for long periods,
Mexico, Japan, Australia, and Germany were exceptions. In seven of the eight
board meetings from June 1978 to the end of 1980, Mexico continued to send only
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Figure 4.7. Meeting of IASC board in the Council Chamber of the ICAEW, London, March
1978

one representative, the only exception being the February/March 1978 meeting
held in Mexico City, when there was a full delegation. In 1981, Mexico began a
practice of sending at least two members to each meeting.

Japan sent only one delegate to just over 40 per cent of the meetings from
1973 to 1987. Following John Hepworth’s term as chairman in 1980, only one
Australian delegate attended most meetings during the next five years. During
Taiwan’s brief term on the IASC board, from 1984 to 1987, only one delegate,
always the same person, attended all of the meetings. No one from France attended
the June 1978 meeting in Perth, Australia, and Italy was absent at the March 1987
meeting in Sydney. The long distances may have been a problem.

As mentioned above, from 1980 onwards Germany held one seat open in its
delegation for a financial executive.

At the March 1979 meeting, Chairman Hepworth mentioned that a request
had been received ‘that observers from national and international organizations
be allowed to attend meetings of the Board’, which were always held in camera.®?
Nothing more was reported on this matter until the June 1980 board meeting,
when it was revealed that the board had ‘decided not to invite the FASB as
an observer to IASC Board meetings, and that it had also decided not to seek
observer representation from ‘a group representing EEC interests. The board
decided as well not to invite regional accountancy organizations to be observers at
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its meetings. In March 1981, Chairman Burggraaff persuaded a reluctant board to
authorize the chairman, at his discretion, ‘to invite a limited number of guests to
board meetings), so long as the IASC member body representing the guest’s coun-
try concurs, with the proviso that guests would not normally have the privilege of
the floor.®

The decisions taken in 1980 and 1981 suggest a tension between opening a
window to the outside and keeping it closed. The meetings of the Consultative
Group, also established in 1981, provided a convenient middle ground.

4.13. FINANCES

At the inaugural meeting in June 1973, the Committee set the budget for the
first calendar year, 1974, at £62,400, but by September 1974 the estimate of the
gross expenditure to be incurred during the year had increased by more than
one-third, to £85,000.%* This run-up in cost precipitated a cash shortage, which
was partially relieved in 1974 by a £7,000 grant from the Leverhulme Trust.®> The
Committee boldly agreed a gross expenditure budget of £107,300 for 1975 so that
there would not be ‘a material reduction in the impetus and effectiveness of the
work of TASC’%¢

Under the TASC’s Constitution, each of the nine founder countries was to
contribute one-ninth of the operating cost; hence, the increased financial burden
on each delegation became an immediate issue. In July 1974, the Committee
decided to recommend a two-tier fee structure for the founder members, to take
effect in 1974: (a) all of the nine founder members would bear a ‘fixed basic
charge’ of £7,000 per year, adjusted in later years for inflation, and () the balance
of the TASC’s yearly budget would be covered by the founder members using
a formula based on their respective membership sizes. Under this formula, the
delegations whose accountancy bodies had aggregate membership sizes of under
10,000 would collectively contribute 10 per cent of the balance. The remaining
90 per cent of the balance would be shared by the delegations whose accountancy
bodies had a membership of more than 10,000. The UK & Irish delegation and the
US delegation, whose aggregate membership sizes were by far the largest, would
each bear 36 per cent of the balance, and Australia, Canada, and France would
contribute 16, 8, and 4 per cent, respectively, of the balance.®”

The expenditure incurred to operate the IASC during its first fourteen years was
generally on the rise, initially fuelled by the high inflation in the 1970s and into
the early 1980s, and especially as reflected in international air fares. Other reasons
were not hard to find: the costs of travel for the growing number of steering
committees as well as for the board meetings, which were gradually increasing
in length and at which the number of delegations in attendance was rising from
nine to eleven and then to thirteen and fourteen.®® Even so, a substantial part of
the total travel costs was not borne by the IASC but by the member bodies. The
IASC reimbursed the costs of only one delegate for each country attending a board
or steering committee meeting.®’
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Table 4.1. TASC revenue and expenditure, 1974-87 (£1,000)

Year  Revenue”  Of which: Expenditure?  Surplus
IFAC contribution

1974 89 — 75 13
1975 124 — 110 15
1976 117 — 112 5
1977 122 — 129 (7)
1978 161 — 130 31
1979 170 — 153 17
1980 186 — 146 39
1981 214 —_ 195 19
1982 218 — 203 15
1983 258 27 249 10
1984 304 31 272 32
1985 325 30 331 (5)
1986 325 32 291 33
1987 317 31 350 (33)

%Includes ‘Sale of standards’: £1,647 (1986); £7,868 (1987).
bIncludes ‘Exchange gains and losses’
¢ Differences due to rounding.

Source: IASC’s financial statements included with agenda papers.

The sequence in the figures for annual revenue and expenditures from 1974
to 1987 is shown in Table 4.1. During this period, the IASC secretariat consisted
of but two technical staff (including the secretary or secretary-general) and one
clerical staff, becoming two in 1987.

The IASC’s annual budget for gross expenditure, which rose steadily to
£348,207 by 1987, about one-quarter of which represented the cost of interna-
tional travel to attend board meetings, could be compared with an expenditure
budget of £440,000 for 1989 for the UK & Irish ASC.”® The Dearing Committee,
which in 1988 recommended creation of an ASB, with two of its members to be
full-time and an enlarged staff, proposed an annual budget of £1.5 million for
the new body.”! The 1987 budget for Canada’s Accounting Standards Board and
Advisory Board, summed, was Can$745,000 (£350,000).”> The 1987 budget of
expenditures for the US FASB was US$11 million (£6.9 million), with seven full-
time board members and a full-time research and technical staff of about forty.”
In comparison with these national counterparts, the IASC was a much smaller
enterprise.

The annual fees received from the burgeoning number of associate members
helped to defray the costs of operation. The budgeted income from associate
member fees rose from £4,000 for 1975 to £11,250 for 1977 and finally to £19,000
for 1982, when, beginning in 1983, under the IASC/IFAC Mutual Commit-
ments pact, this fee income was replaced by an annual contribution by IFAC
of 10 per cent of the IASC’s budget to defray the costs of non-board members’
service on the steering committees. The budgeted contribution from IFAC for
1983 was £26,700. Under the Mutual Commitments pact, IFAC’s membership of



84 People and Structure

eighty-eight accountancy bodies representing sixty-four countries automatically
became members of the IASC.7*

The TASC continued to approach charitable foundations for assistance in meet-
ing its escalating costs.”> A number of smaller grants were received from a few
foundations, and the Nuffield Foundation contributed £5,900 towards the IASC’s
project on inflation accounting, payable over three years, 1974 to 1976. Applica-
tions were made to the Ford Foundation and Carnegie Corporation, apparently
without effect.”® In 1975, the Wolfson Foundation promised £21,000 payable over
three years.”” It seems likely that Henry Benson was instrumental in securing a
number of the grants from UK sources.

The Group of Ten Bank Governors, which had approached the IASC in 1976 to
ask that it undertake a project on the minimum disclosures and presentation in
the financial statements of banks, promised a contribution of £10,000 towards the
cost of that project.”® The cheque was received in 1979, a year prior to publication
of the IASC’s discussion paper, Disclosures in the Financial Statements of Banks.

4.14. CHANGES IN 1977 IN THE AGREEMENT
AND CONSTITUTION

At the JASC meeting in July 1974, it was proposed to set up a working party to
‘review the future programme, working procedures, and possible future changes
in the Constitution of the IASC’. Alec Mackenzie was selected to chair the working
party, the other members being representatives from Australia, Germany, and the
United States. The original members representing these countries were John Hep-
worth, Hans Havermann, and Robert Sempier (the staff observer), respectively.
Among the issues it was to consider were the terms of office of the Committee
members and the chairman, the status of associate members, the basis of the
appointments to secretary and assistant secretary, the frequency and length of
Committee meetings, the formation and composition of steering committees, and
the country location of the secretariat, which was a matter of great sensitivity to
the UK & Irish delegation.”

The steering committee (renamed from working party, yet subsequently called
a subcommittee) presented its recommendations to the Committee in October
1975.8% As amended by the Committee in October 1977, at the time of the Munich
international congress, they became part of the IASC’s Agreement and Constitu-
tion by vote of the IASC’s founder bodies.

One consequential recommendation was to delete ‘basic’ from ‘basic standards’
in article 1(a) of the Agreement and in the IASC’s ‘Preface to Statements of Inter-
national Accounting Standards’, published in January 1975. The steering commit-
tee may have believed that the term basic might be misinterpreted as ‘elementary’
or ‘rudimentary’. It was made clear at a later meeting that the change ‘would not,
by itself, indicate any change in the procedures of IASC’8! Yet, by 1975, it was
evident that the IASC was beginning to tackle standards that went beyond basic.
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As mentioned above (Section 4.4) the Committee, now to be called the board,
could have as many as two non-founder members on a rotation basis, but the
founder members themselves were not to be subject to re-election.

The steering committee rejected a proposed change in the best endeavours
clause in the Agreement. In regard to compliance with the IASC’s standards, the
steering committee recommended not to add ‘directors’ and ‘officers’ (of com-
panies) to auditors as the members of the professional accountancy bodies who
were expected to satisfy themselves that the accounts complied with the IASC’s
standards.

The steering committee also recommended that, as a part of the best endeavours
obligation, the auditor need not refer to non-compliance if ‘the circumstances
are adequately explained in the financial statements’ The auditor should refer to
non-compliance, the committee said, in the absence of an adequate explanation
in the financial statements. But the notion of ‘adequate explanation’ was dropped
by the Committee, perhaps because it was too subjective. The Committee decided
to say instead that ‘In the event of non-disclosure [in the financial statements]
reference to non-compliance is [to be] made in the audit report’ The adequacy
of the disclosure in the financial statements was not mentioned. The steering
committee’s recommendation, as modified by the Committee, was approved by
the founder member bodies.

In line with the decision already taken in 1974, the previous provision in the
Constitution that each founder country must contribute one-ninth of the annual
budget each year was changed to authorize the IASC board to determine the
contribution formula.

Also of interest was the amendment to redefine the IASC’s membership as
consisting of all of the professional accountancy bodies that were signatories to
the revised Constitution in 1973 or that subsequently become members. The term
‘associate member’ was dropped.

4.15. THE ORGANISATION AND PLANNING COMMITTEE (OPC)

Following the Munich international congress in October 1977, the steering com-
mittee that had recommended revisions in the Agreement and Constitution pro-
posed to the IASC board that it be reconstituted as an ‘Organisation and Planning
Committee’, with rotating membership, and that it would convene the day before
each board meeting. Its role would be to ‘keep under review the organization,
plans and structure of the IASC’#? The board approved the steering committee’s
proposal with minor changes at the following meeting. One change was that the
board chairman’s country could not serve on the OPC, as it came to be known,
during his term of office, but the chairman attended OPC meetings, and, it was
said, was very influential there.*> The new OPC would be composed of repre-
sentatives from three countries (increased to four in 1982), to become effective
following the March 1978 board meeting.®*
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Whether it was intended or not, the OPC became a kind of executive commit-
tee. At every subsequent board meeting, without fail, a number of agenda items
dealing with ‘the organisation, plans and structure of the IASC” were brought for-
ward by the OPC for discussion.?> Among its responsibilities was to recommend
the country members of the new steering committees, to recommend country
members to fill vacancies on the board, to nominate a chairman-designate of
the IASC board, to recommend the annual budget for approval, and to mon-
itor developments relating to board members’ contacts with governments and
national standard-setting bodies. These were hardly inconsequential matters.

During its first two years, the OPC was chaired by John Grenside, the Peats
senior partner who had replaced Henry Benson in the UK & Irish delegation.
The host country, which was paying the IASC’s rent, proved to be first among
equals in the work of the OPC, for, from 1978 to 1990 but for two years, the
UK & Ireland (renamed the UK delegation in 1988) was always one of the three
delegations represented on the committee. The UK & Irish delegation had to
withdraw from the OPC during 1985-7 during John Kirkpatrick’s chairmanship
according to the board’s agreement that the chairman’s country may not also
sit on the OPC. One consideration for retaining the UK & Irish delegation on
the OPC, it was mentioned, was that there were ‘advantages to the Secretariat of
administrative oversight being exercised by a member [of the OPC] within easy
reach of the IASC offices’?” The chairmen of the OPC, with the names of the other
delegations represented until 1987, were as follows:

1978-9 John Grenside, UK & Ireland; United States, the Netherlands
1979-80 John Grenside, UK & Ireland; Canada, the Netherlands
1980-1 Stephen Elliott, Canada; Japan, UK & Ireland

1981-2 Stephen Elliott, Canada; Japan, France, UK & Ireland

1982-3 Seigo Nakajima, Japan; France, Mexico, UK & Ireland

1983—4 Georges Barthes, France; Mexico, South Africa, UK & Ireland
1984-5 Rolando Ortega, Mexico; South Africa, Nigeria, UK & Ireland
1985-6 Warwick Thorby, South Africa; Nigeria, Italy

1986-7 M. Ayodeji Oni, Nigeria; Germany, Australia, Italy

4.16. THE CONSULTATIVE GROUP

In 1981, the IASC formed a Consultative Group composed of representatives of
various organizations with an interest in financial reporting. This was a major
step towards expanding the IASC’s reach to worldwide bodies beyond the accoun-
tancy profession. The first Consultative Group contained representatives of the
following bodies:

— Fédération Internationale des Bourses de Valeurs (FIBV)
— International Association of Financial Executives Institutes (IAFEI)
— International Chamber of Commerce (ICC)
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— International Confederation of Free Trade Unions
— International Co-ordinating Committee of Financial Analysts’ Associations
— The World Bank

The United Nations (UN) and the Organisation for Economic Co-operation and
Development (OECD) had also been invited to join the Consultative Group, but
both declined to be formal members.2® Representatives of the secretariat of the
OECD and the UN Centre on Transnational Corporations did attend meetings of
the Consultative Group as observers.

The Consultative Group met with the board twice each year, directly preceding
a board meeting, to discuss the agenda papers for the upcoming meeting as well
as any other matters facing the IASC. The Consultative Group held its inaugural
meeting in public, the first time an organ of the IASC had done s0.% In the
years following its initial gathering in June 1981, however, the Consultative Group
conducted all of its meetings in private.

As is discussed more fully in Chapter 7, the Consultative Group was the first
step in a process of opening up the IASC board to participation by organizations
from outside the accountancy profession. The Group was viewed as a kind of
‘training ground’ for future board delegations, and, indeed, the three non-auditor
delegations that eventually joined the board (the financial analysts’ delegation, the
delegation from IAFEI, and the delegation of the Federation of Swiss Industrial
Holding Companies) all had their origins in the Consultative Group.”®

Between 1981 and 1987, other bodies joined the Consultative Group, includ-
ing the International Bar Association, a delegation representing the international
banking associations, and the International Organization of Securities Commis-
sions (IOSCO). At the Mexico City international congress in 1982, Chairman
Elliott said, ‘At the next Congress in 1987, I hope that my successor can report
to you that it is an accomplished fact that International Accounting Standards are
not set in isolation by accountants but in a spirit of partnership with both users
and preparers.®!

Quite apart from its contribution to the standard-setting process, the Con-
sultative Group proved its worth during the OECD Forum on Harmonization
of Accounting Standards in 1985. As it happened, a number of individuals who
expressed their support for the IASC during that conference were also members
of the Consultative Group. In this way, they made a significant contribution to
enhancing the IASC’s legitimacy in the eyes of the OECD.”

4.17. CHANGES IN 1982 IN THE AGREEMENT
AND CONSTITUTION

During the Mexico City international congress in October 1982, not only was the
IASC/TFAC Mutual Commitments pact approved but also the IASC’s Agreement
and Constitution were amended once again.”® The new Constitution eliminated
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the distinction between founder and non-founder members, and ended, at least in
principle, the perpetual board membership of the founder members. Instead, the
new Constitution provided that the IFAC Council was empowered to nominate
and appoint as many as thirteen country members of IFAC to serve on the IASC
board, and that the board itself could co-opt to its membership as many as four
other organizations possessing an interest in financial reporting (article 4). These
changes reflected the desire, in particular of Chairman Burggraaff, to expand the
board’s horizons beyond the accountancy profession and the founder countries.
His aim was to achieve the worldwide adoption, application, and enforcement
of the IASC’s standards, matters which the accountancy profession was largely
powerless to influence.

It was also stated that the term of appointment of all members serving on the
board, including founder members, was five years (Constitution, article 5(a)), and
all of the board members were eligible for reappointment. As this new provision
took effect on 1 January 1983, the founder members knew their reappointment
would come up for discussion in 1987. The Mutual Commitments provided that
that ‘At least 9 countries nominated [by the IFAC Council] will be selected from
among the most significant countries in terms of the status and development of
the accountancy profession or that are of significant importance to international
commerce and trade’ (article 8), thus virtually assuring the reappointment of
the founder members. In the event, all but Mexico renewed their seats at that
time.

The best endeavours clause was moved from the Constitution to the Mutual
Commitments pact and reproduced in the revised Preface to Statements of Inter-
national Accounting Standards. The original best endeavours clause, conceived
in 1973 and reaffirmed as amended in 1977, adjured members ‘to ensure that
published accounts comply with these standards or that there is disclosure of the
extent to which they do not’ In the 1982 revision, the best endeavours obligation
became that of IFAC’s member bodies. As then IASC Chairman Burggraaff has
written, ‘TFAC wanted to appoint the professional members of the IASC Board; in
return, IFAC should undertake, on behalf of the profession, to get the standards
adopted, applied and enforced, in as much as the profession was able to do s0.”*
Under the 1982 revision included in the Mutual Commitments, IFAC member
bodies were charged ‘to ensure that published financial statements comply with
International Accounting Standards in all material respects and disclose the fact
of such compliance’ (article 7). Non-compliance no longer had to be disclosed.
Nobes observed that this ‘gradual weakening of the commitments required from
member bodies’ was a ‘tell-tale sign of the problems of enforcement’” These
problems are discussed more fully in Chapter 6. It was also a sign that the IASC
board was tackling some difficult and controversial issues.

A major change in the new Constitution was that all of the members of IFAC
automatically became members of the IASC (Mutual Commitments, article 3).
And, as noted above, IFAC agreed to contribute 10 per cent of the IASC’s annual
budget (Mutual Commitments, article 14(b)).
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4.18. TASC/IFAC CO-ORDINATING COMMITTEE

One outgrowth of the Mutual Commitments pact was the formation in late 1982
of the IASC/IFAC Co-ordinating Committee. IFAC appointed its president, Wash-
ington SyCip, of the Philippines, and its deputy president, Russell E. Palmer, of
the United States, to the committee. The IASC named as members its chairman,
Stephen Elliott, of Canada, and John Kirkpatrick, of Scotland.”® The committee
was not mentioned in the Mutual Commitments pact or in the revised Agree-
ment and Constitution of the IASC. In the section of IFAC’s 1983 annual report
containing the IASC’s report on its activities for the year, it was stated, immedi-
ately following a reference to the committee, that ‘TFAC and IASC are working
closely together to achieve enhanced compliance with IASC Standards and IFAC
Guidelines.” The committee met once a year; in addition, there was attendance
at each other’s meetings, and there was contact at the secretariat level. In future
years, the IASC’s chairman and secretary-general were joined on the committee
by IFAC’s president and executive director. In each year, the two IASC members
attended a meeting of IFAC’s Council, and the two IFAC members attended a
meeting of the IASC board.

4.19. THE IASC’S MAJOR REASSESSMENT OF ITS FUTURE
PLANS IN 1987

The March 1987 meeting of the IASC board, held in Sydney, represented a water-
shed in the development of its programme to issue standards. (See Chapters 9
and 10 for a more extensive discussion.) The central decision in Sydney was for
the board to begin a process for improving its standards. The board also resolved
to seek closer contact with regulatory authorities and multinational enterprises as
well as with national standard setters, all to promote a greater degree of acceptance
of its standards worldwide. In due course, these decisions would result in impor-
tant consequences for the IASC’s organization and effectiveness. As is described
in Chapter 8, it would lead to a broadening of the composition of the board
delegations beyond an almost exclusive reliance on national accountancy bodies
in order to bring in the representatives of other interested parties. Following the
board’s approval of its new direction in March 1987, together with the more active
involvement in its work by securities market regulators, the IASC entered an era
in which the impact of its standards commanded the attention of a much wider
audience.
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‘Compromise to Harmonise’: Setting the
[ASC’s Early Standards

5.1. OVERVIEW

The International Accounting Standards Committee (IASC) was set up to produce
International Accounting Standards, and it embarked upon its task with alacrity.
Between its founding in 1973 and the end of 1987, it published a total of thirty-one
exposure drafts and two discussion papers. By the end of 1987, the exposure drafts
had resulted in twenty-six standards. No revisions of any of these standards had
been published, but one of them, IAS 6 on price changes, had been superseded by
IAS 15.

The TASC managed to maintain a steady rate of production. New projects
were started at a regular pace, most of which resulted in the publication of a
standard in three to five years’ time (see Appendix 4 for an overview of the IASC’s
technical projects). Between 1975 and 1980, following an inevitable accumulation
of projects, the IASC typically attended to around eight projects simultaneously,
and at any one time some four exposure drafts were outstanding. Around 1980,
the portfolio of projects was reduced, and, with some delay, the number of out-
standing exposure drafts declined as well. For a brief period in 1984, no exposure
drafts were outstanding at all. By 1985, the project portfolio was back at its former
level. This fluctuation in output can partly be related to the greater challenge posed
by some of the subjects taken up by the IASC in the late 1970s, such as segment
reporting, leases, retirement benefits, and business combinations. These projects
led to standards that broke new ground in most countries, including those of
several founder members. In addition, by the early 1980s the IASC began to review
existing standards, but little of this work led to any revised standards.

Throughout this period, the IASC’s operating procedures for developing its
standards changed little. These will be treated first, followed by a discussion of
the standards themselves.

5.2. WORKING ARRANGEMENTS AND COMPOSITION
OF STEERING COMMITTEES

The IASC’s working arrangements were agreed at the Committee’s first meeting
on 29 June 1973. The full Committee (known as the board after the revision of the
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Constitution in 1977) was to choose the subjects on which standards were to be
issued and to determine the objectives and scope of each standard. The Committee
‘should not act as a drafting committee’ but would appoint steering committees
for each subject. Initially, steering committees consisted of three members, all or
most of them members of the full Committee. The steering committee, assisted by
the secretariat, was responsible for producing preliminary drafts. When amended
and approved by the full Committee, these would be published as exposure drafts,
and comments would be invited. Based on these comments, the steering commit-
tee would submit a draft standard to the full Committee for approval.'

This was essentially the procedure followed throughout the period 1973-87,
although in practice the board did get involved in drafting to a considerable extent.
Throughout the 1970s and 1980s, it was customary for the IASC secretary or the
chairman of the steering committee to prepare revised drafts during the board
meetings on the basis of comments by the board. In this way, the board could often
discuss the comment letters on an exposure draft and approve the final standard
for publication during a single board meeting.>

Inevitably, the procedures were modified on the basis of experience. For
instance, in April 1974 it was agreed that henceforth each steering committee
would submit a point outline of the proposed standard before preparing a draft
of the complete standard. Over the next years, as the point outlines became more
and more elaborate and often began to contain large sections of the proposed text,
the original idea behind the point outlines was resurrected in 1981 by introducing
‘issues papers’ to precede the point outlines.” Another elaboration of the proce-
dure, adopted from 1978 onwards, was to circulate ‘preliminary exposure drafts’
for comment among the member bodies during the drafting stage.* As is shown
in Chapter 7, this change was a response to criticism expressed by some associate
members about the lack of opportunities for non-board members to participate
in the IASC’s work.

These procedures probably were drawn from the experience of the American,
Canadian, and UK & Irish delegations, based on the process adopted by their
respective standard-setting bodies. In this regard, Paul Rosenfield, who had served
on the research staff of the US Accounting Principles Board (APB), was probably
influential.

The TASC did not follow American practice in that, unlike the APB or the
Financial Accounting Standards Board (FASB), it did not publish dissenting views
or even make known the vote on each exposure draft and standard. The FASB
opened its meetings to public observation at the beginning of 1978, but the IASC
did not do so until March 1999. In the 1970s, such a degree of openness would
have been unthinkable in member countries other than the United States. Nev-
ertheless, the IASC was hardly a secretive body. As it consisted of a considerable
number of delegations, many with their own support groups at home, its agenda
papers circulated widely. This became even more the case after the creation of the
Consultative Group in 1981.°

The actual as opposed to the intended composition of the steering commit-
tees cannot in all cases be reconstructed with certainty. In some cases, members
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sent replacements, ceased attending, or came accompanied by staff observers.
In the discussion of the standards in this and subsequent chapters, the steering
committee chairmen are indicated in the text. The membership of the steering
committees, to the extent that it can be reconstructed, is in each case indicated in
a note following the first reference to the steering committee chairman.®

Until 1980, the steering committees typically retained their original size of three
members, although one or two members might be added on particularly difficult
topics (inflation accounting, foreign currency translation). In 1980, the steering
committee on related party transactions (IAS 24) was set up with four members
‘to balance developed and developing countries in this project’” But whatever the
particular reason was in this case, all subsequent steering committees consisted of
at least four members.

The board decided on the composition of the steering committees in terms of
countries, and decided which country was to provide the chairman. The chairman
would normally be a board representative. The member bodies that were invited to
contribute the other members of the steering committee selected the individuals
who would serve. From about 1975 onwards they would typically not be board
representatives.

In selecting the member bodies to serve on steering committees, the board
was guided by the secretariat, which would regularly prepare tabulations of the
number of steering committees in which each member body had participated.
The intention was to ensure that all members bodies represented on the board
would take on a roughly equal share of the work, and that the other member
bodies with an interest in steering committee work and with qualified individuals
to serve would have a regular opportunity to participate. Apart from sharing the
workload, this policy might enhance the likelihood of broader acceptance of the
resulting standards, beyond the countries represented by the founder bodies.

With respect to the founder members, the idea of equal participation was
approximately achieved. Between 1973 and 1987, each of the founder members
served on nine (Australia, Mexico) to thirteen (UK & Ireland, the Netherlands)
steering committees, but the United States served on fifteen.

With respect to the associate members, the picture was inevitably more diverse.
Between 1973 and 1987, twenty-nine countries out of a total of at least fifty-five
eligible countries served on at least one steering committee.® The most active were
South Africa (five committees) and Nigeria (four committees), which is clearly
related to the fact that these countries were the first to occupy the rotating board
positions created for non-founder members in 1977.

Typically, the countries serving on steering committees were also the ones that
were most active in sending comment letters on exposure drafts. This was true,
for instance of Denmark, New Zealand, and Sweden. Sweden, which served on
three committees, was a particularly faithful correspondent, as the Foreningen
Auktoriserade Revisorer failed to comment on very few of the exposure drafts
issued by the IASC between 1974 and 1987, or indeed between 1974 and 2000.

The availability of suitable individuals was a limiting factor for some countries,
although it was found that, because of the presence of the international auditing
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firms, many small countries could send well-qualified and knowledgeable people
to the steering committees.’

5.3. REVIEW OF THE TECHNICAL PROJECTS 1973-87

The following sections discuss the technical projects undertaken by the IASC
during the period 1973-87. This discussion must, for each standard, of necessity
be brief and selective. Even though the IASC’s first standards may now appear
to be very simple documents, they were prepared in a quite elaborate process
in which many people had their say and which involved meticulous attention to
detail. We discuss those aspects of the successive standards that throw light on the
way in which the IASC’s agenda, its ambitions, its working arrangements, and the
constraints under which it operated evolved during this period.

5.4. THE FIRST STANDARD: IAS 1

The subject of the IASC’s first standard, ‘disclosure of accounting policies, was
already mentioned as one of the leading candidates for the first standard shortly
after the 1972 Sydney congress.! Its attraction as the first topic must have been
that it was unquestionably ‘basic), in whatever way that phrase from the IASC’s
founding Agreement (article 1) might be interpreted. Moreover, it was unlikely
to be controversial and it could therefore be expected that a standard would be
ready for publication before long.!! Sir Henry Benson believed it was essential to
produce the first standard as soon as possible, to show that the IASC was making
tangible progress, and he started work before the IASC was even founded. In
May 1973, Benson instructed the staff of the Institute of Chartered Accountants
in England and Wales (ICAEW) to write to the proposed member bodies to
send copies of pronouncements, recommendations, legislation, and other rele-
vant materials relating to four topics listed in the ‘Basic Accounting Standards’
document circulated to the invited bodies in February 1973.!2

Alexander Mackenzie, the outgoing president of the Institute of Chartered
Accountants of Scotland, was chosen as chairman of the first steering committee.'
In approaching its topic, the steering committee could obviously draw on the
standards on disclosure of accounting policies issued by the UK & Irish Account-
ing Standards Steering Committee (ASSC) and the US APB in December 1971
and April 1972, respectively. Several other bodies were working on the subject
at the same time as the IASC, suggesting that it may have been basic, but not
trivial or out of date. As described in Section 3.5.1, the Union Européenne des
Experts Comptables (UEC) rushed out a document on the subject in January
1974. Other comparable standards issued around the time of IAS 1 include an
ED on Disclosure of Accounting Policies issued by the Accounting Research Com-
mittee of the Canadian Institute of Chartered Accountants (CICA) in June 1974
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(issued as an unnumbered Research Recommendation in December 1974); the
Australian Statement of Accounting Standards DS11, Disclosure of Accounting
Methods Used in Preparing Financial Statements, issued in November 1973; and
Statement of Standard Accounting Practice 1, Disclosure of Accounting Poli-
cies, issued in October 1974 by the Council of the New Zealand Society of
Accountants.

IAS 1, published in January 1975, had drawn on several of these sources.
It distinguished between fundamental accounting assumptions and accounting
policies. The former were identified as going concern, consistency, and accrual.
As long as these assumptions were followed in the financial statements, this fact
did not need to be disclosed. Accounting policies were defined as the ‘principles,
bases, conventions, rules and procedures’ adopted by management in preparing
and presenting financial statements (paragraph 8). The key recommendation of
IAS 1 was that financial statements should include ‘a clear and concise disclosure
of all significant accounting policies’ (paragraph 18).

During the drafting stage, Benson put his mark on the proceedings by rewriting
the draft prepared by the steering committee and by submitting both versions
simultaneously to the Committee. Although Benson courteously noted that he
had obtained the permission of the chairman of the steering committee, the ges-
ture left little doubt, if any remained, about the proprietary feelings of Benson for
his Committee.'® In general, Benson took great pride in his drafting skills, honed
in his meticulous supervision of the writing of a large number of government and
other reports, and it is apparent that he wanted to follow his customary approach
to collective authorship in the TASC as well.!® The first exposure draft, E1, and
IAS 1 were mainly based on Benson’s draft.

His was not the only influence, however. The Dutch delegate Pieter Louwers
was behind the clause that wrong or inappropriate treatment of items in the
financial statements is not to be rectified by disclosure of accounting policies,
notes or explanatory material (paragraph 20). In this way, Louwers scored a point
in a domestic discussion in the Netherlands, where this position was not yet
generally accepted.!” The French delegation also took an active part and proposed
a considerable number of amendments. Some of these, like the requirement to
disclose post-balance sheet events, were not evidently related to the subject of
the standard, and thus were discarded. Nevertheless, some were adopted, such
as the requirement that ‘Financial statements should show corresponding figures
for the preceding period’ (paragraph 21).!® The Institut der Wirtschaftspriifer
(IdW) argued repeatedly in favour of raising prudence to the status of a fun-
damental concept, to bring IAS 1 in line with the Fourth Directive. This was
not supported, and it caused some annoyance to the IdW that some countries
which had supported prudence in the Groupe d’Etudes and in the UEC now voted
against this proposal.' In the end, though, IAS 1 was unanimously approved for
publication.?

Benson placed his stamp on the publicity surrounding the publication of IAS 1,
just as he had on the text itself. To ensure maximum attention, he orchestrated
a carefully planned press conference, preceded by private meetings with selected

14
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Figure 5.1. Sir Henry Benson presents IAS 1 to the press, London, January 1975

newspapers.’! The IASC press release carried the title, ‘Sir Henry Benson Launches
the First International Accounting Standard.’?* Benson’s prominent role at the
press conference was reflected in some of the media coverage, which, at least in
the UK, was truly extensive. The Times, under the heading of ‘High-Speed Sir
Henry’, wrote that ‘Much of the celerity’ with which IAS 1 was produced ‘must be
credited to the account of Sir Henry Benson, the chairman, who has so vigorously
promoted the IASC around the world’?* The Daily Express did not get all its facts
right, but it captured the flavour of the proceedings when it wrote: ‘There are
23 different nations on the committee and the British are in the lead But when
it came to the question of what it all meant, The Wall Street Journal observed:
‘Most members of the committee said adoption of the new standard wouldn’t
make much difference in their countries. But Robert Mazars, the French delegate,
said it represented a step forward in France’?*

To the English-speaking world, IAS 1 was a symbolic standard, even though
it contained a few elements that went beyond current practice or current
requirements.”> IAS 1 was the IASC’s signal that it had begun its task and was
capable of producing standards within a reasonable time frame.*®

Benson opened his speech at the press conference with the words: ‘When the
history of the accounting profession comes to be written, I think that today
may well be thought to have been a turning point, or epoch, on which the
future depended’?” Yet, in the next sentence, he announced that he was not
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going to discuss the standard itself, and he devoted the remainder of his talk
to the IASC, its organization, and its future plans. Chief among the latter was
the IASC’s intention to issue three or four standards each year. Beyond giving
the title of the standard, the press release announcing IAS 1 did not give a clue
as to its contents. While Benson was active in promoting the IASC in speeches
and articles during 1975, the only comment made with respect to IAS 1 was
to announce the simple but significant fact that it had been published.?® This
was how IAS 1 and the preceding E1 were typically seen in the English-language
press: ‘Tame stuff, but it is the beginning of some hard international give and
take’?

But from a French perspective, IAS 1 was not at all a simple restatement of
the familiar. In a thoughtful essay, Dominique Ledouble, a French auditor who
had assisted Mazars in the work of the steering committee and who was to be
the French staff observer from 1976 to 1981, pointed out that IAS 1 essentially
reflected statements of the US and UK standard setters. Indeed, the very list
of examples of accounting policies showed an ‘exact correspondence’ with the
topics covered in US pronouncements on accounting principles. Therefore, it
was ‘the adaptation of Anglo-Saxon texts to an international level’ This was a
different set of ideas than the French were familiar with, as was brought home
by the fact that it proved difficult to choose the right phrase from the French
accounting vocabulary to translate the ‘accrual concept’ mentioned in IAS 1.
Even more difficult was the idea of substance over form. While not difficult to
translate, it fitted awkwardly in the institutional framework of French financial
accounting. The French Plan Comptable embodied a decidedly legalistic approach
to financial reporting, on the basis that uniformity was worth the price of strict
compliance with occasionally arbitrary rules.*® The French reaction to IAS 1 was
the first in a long line of claims, not without justification, that the IASC’s approach
to standard setting was dominated by the traditions of the Anglo-American
countries.

5.5. TEMPERED AMBITIONS: IAS 2 TO IAS 5

While IAS 1 was moving rapidly and without great problems to completion, the
Committee began to work in earnest on the next standards. IAS 1 was largely
self-evident and did at any rate not have implications for the income or financial
position of reporting enterprises. It could therefore be prepared without raising
many questions about the IASC’s procedures or objectives. But during the work on
the next standards, the IASC was forced to grapple with a number of fundamental
issues. How should a committee composed of leading figures from nine countries’
accountancy bodies, meeting in this way for the first time, proceed to set up and
then to deal with a technical agenda? What topics should it deal with? Should its
standards break new ground? Should they allow alternative accounting treatments
for the same events or transactions? Should decisions be reached by consensus?
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The Constitution and Agreement provided partial answers to these questions.
The TASC was to promulgate basic standards, and approval of a standard for
publication required a vote of at least three quarters of the number of voting
rights. But it was essentially up to the Committee to reach agreement on the kind
of standards it wanted to publish.

In doing so, it also had to take note of the world outside. For outside par-
ties, even after E1 was published, the IASC was an unknown quantity with a
considerable potential influence. The exposure drafts of the first few standards
following IAS 1 were therefore an occasion to gauge the IASC’s intentions and,
where necessary, to inform it of the lines it should not cross or to urge it to take a
firmer stance.

It seems that the work on IAS 2 to IAS 5 brought home to many members of the
Committee and the various subcommittees that setting international accounting
standards required more concessions than they had expected. In order to deal
both with differences of opinion within the Committee and with comments from
outside, it had to be accepted that strongly worded positions found insufficient
support and that minority views could not be ignored. Henk Volten, the Dutch
staff observer, wrote that, by the end of 1975, ‘A period of getting acquainted,
involving inevitable struggles, has led to mutual understanding of the various
points of view.... The emphasizing of conflicting positions has changed to a
large extent into an expressed desire for unanimous acceptance [of proposed
standards].?!

The subjects chosen for the next four standards were inventory valuation
(IAS 2), consolidated statements (IAS 3), depreciation of fixed assets (IAS 4), and
basic disclosure in the financial statements (IAS 5). All were seen as basic rather
than ‘sophisticated’ topics.”> Progress on all four was smooth, so that in 1976
the IASC achieved for the first time its stated goal of publishing ‘three to four
standards a year’ Three standards a year, however, turned out to be the maximum
the IASC could regularly manage prior to 1987. Only in 1983 was it able to publish
four new standards.

It was noted with satisfaction that the exposure drafts attracted a considerable
volume of comment letters.’® As the IASC’s secretariat prepared typewritten ver-
batim transcripts of the contents of the letters, sorted by topic, the volume of
comments can be compared across standards. The comment letters on each of the
four exposure drafts amounted to more than one hundred transcript pages. With
183 pages, E3 set a record that was not to be broken until E32 was published in
1989. From E3 to E32, the only exposure drafts to attract more than one hundred
pages of comment letters were those preceding IAS 12, on accounting for taxes,
and IAS 17, on accounting for leases.**

5.5.1. IAS 2: Inventories

The subject of this standard was originally described as ‘valuation of stock and

work in progress,> yet the language used in the final standard was ‘valuation of
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inventories—the American term, not the British. This potentially wide-ranging
subject was soon brought down to manageable proportions by a proposal from
the steering committee to exclude construction contracts, and by a decision of the
full Committee to limit the standard to the valuation of inventories in the context
of the historical cost system. This last decision was disappointing to the Dutch
delegation, as there was a strong tradition of replacement value accounting in the
Netherlands, and the Nederlands Instituut van Registeraccountants (NIVRA) was
very active in propagating that system abroad.*® Given these limitations, two main
issues remained to be solved between the start of the project and July 1975, when
IAS 2 was approved for publication. The first was the status to be accorded to
alternatives to first-in, first-out (FIFO), in particular last-in, first-out (LIFO) and
the base stock method. The second issue was whether direct costing should be
allowed.

LIFO was used widely in the United States, for tax-related reasons. Internation-
ally, it was often seen as a typically American method even though it was known in
several other countries as a minority practice.’” In 1971, the European Economic
Community (EEC) published a draft of its Fourth Directive, in which LIFO and
FIFO were accorded equal status (article 37). In Continental Europe, however, the
base stock method was traditionally used to achieve results similar to LIFO.

The steering committee, chaired by Howard Lyons (Canada), and the full Com-
mittee wavered on LIFO.?® The steering committee, in which the United States was
not represented, argued for a secondary status for LIFO as an ‘other acceptable
practice’ next to the ‘preferred practice’ of FIFO. The full Committee favoured
a version in which LIFO and FIFO were granted equal status. A compromise
was reached in which LIFO was not explicitly presented as a ‘less preferred’ or
‘other acceptable’ practice, but in which the use of LIFO required some additional
disclosures.*® As pointed out in a Canadian comment letter on the exposure draft
(E2, published in September 1974), ‘It would appear that the inclusion of LIFO
is a concession to our friends to the South who have, of course, embraced LIFO
for tax rather than accounting reasons.*’ While it is true that LIFO was popular
in the United States, so that it is likely that the US delegation would have argued
in its favour, it was not a majority practice for large companies in that country
during the early 1970s.*! Moreover, it was used in other countries as well. For
instance, the Greek and Indian institutes referred to practice in their country when
they expressed support for LIFO in their comment letters. Hence, opponents and
supporters of LIFO were not neatly grouped by country, and opposition to LIFO
was expressed in comment letters from the United States as well.

The steering committee was firm that the base stock method ‘should not be
used’, and this view found its way into the exposure draft. This raised questions
in Germany why LIFO would be allowed but not the base stock method, which
was well known in Germany.* It also proved difficult to swallow for the Dutch
delegation, which regarded the base stock method as a pragmatic approximation
of replacement cost accounting in the income statement. The Dutch therefore
considered voting against the standard. A number of UK companies also lobbied
for the base stock method, not least because its acceptance by the IASC might
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help to overturn the UK standard SSAP 9 on this point.*> Faced with this pres-
sure, the TASC accorded the base stock method the same treatment as LIFO in
IAS 2.

The steering committee preferred absorption costing, with direct costing (also
known as variable costing) mentioned as an acceptable alternative. In Mexico,
represented on the steering committee, direct costing was allowed, as well as
in Australia.** It was prohibited in the United States and in a draft standard
published by the UK and Irish ASSC, and this position was adopted in E2 as well,
which required the use of absorption costing.*> But in May 1975, two months
before IAS 2 was approved, the ASSC had issued SSAP 9, which, in contrast to the
corresponding exposure draft, was silent on the acceptability of direct costing. The
ASSC had changed its position, and the ICAEW now supported the equivalence of
absorption costing and direct costing in its comment letter on the IASC’s E2.
Support for direct costing also came in comment letters from South Africa and
Australia, and in the end, IAS 2 allowed both methods.

5.5.2. IAS 3: Consolidated Financial Statements and the Equity Method

By the mid-1970s, the practice of consolidated financial reporting was by no
means universal among listed companies in all IASC member countries, but it was
clear that the practice was spreading rapidly. With IAS 3, published in 1976, the
IASC could take up a position somewhat ahead of practice on a major accounting
topic, without the risk of backing a wrong horse.

Consolidated reporting had been required of companies subject to the Secu-
rities and Exchange Commission in the United States since the 1930s and in
the United Kingdom since the Companies Act 1947. In other countries consol-
idation had only recently become mandatory (as in Germany in 1965, although
for domestic subsidiaries only, and in the Netherlands in 1971) or was still not
mandatory at all, as in France and Japan.*® A Seventh Directive on consolidated
financial statements was in preparation but would not be published until 1983.
One of the attractions to the IASC of dealing with consolidated financial reporting
atan early stage was that it might hope to have some influence on the development
of the Seventh Directive.

Knowing that in countries like France the adoption of consolidated financial
reporting was only a matter of time, the IASC found it fairly easy to reach
agreement on the central requirement that all parent companies should issue
consolidated financial statements (paragraph 34). While it was clear on this central
issue, IAS 3 was rather flexible on the choice of consolidation principles. There
were two main issues in this regard. The first was whether or not subsidiaries
with ‘dissimilar’ activities might be excluded from the consolidation, as in the
case of a finance subsidiary of an industrial parent. The second was whether a
‘subsidiary’ company was to be defined as one in which the parent had more than
half the voting rights, or whether a more general definition should be used, based
on control of the financial and operational policies of the subsidiary.
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In both cases, the steering committee, chaired by Joe Cummings (United
States), advocated clear rules: no exclusion of dissimilar activities, as this would
lead to subjective interpretation, and subsidiaries defined in terms of voting rights,
as this was considered to be ‘unambiguous’*’ But this would have brought the
standard in conflict with regulations and practice in a number of countries.
Therefore, the full Committee decided that both voting rights and other means
of control be considered in determining which investee companies should be
classified as subsidiaries, in line with practices in several European countries. On
dissimilar activities, the steering committee proposed, and the full Committee
agreed, to require the consolidation of all subsidiaries, regardless of their activities.
This position, which was at variance with US generally accepted accounting prin-
ciples (US GAAP), was included in the exposure draft E3 (published in December
1974).

An interesting feature of E3 was that it required that working capital, long-term
assets, and long-term debt of the group ‘should be analysed by major geographical
areas, by continent or by country’ (paragraph 64). This casual venture into the
area of segment reporting was remarkable. In the United States and the United
Kingdom, mandatory segment reporting had been introduced only recently.® The
1974 draft of the EEC’s Fourth Directive included a requirement for geographical
and line of business segmentation, but this was not unopposed.*’

On the whole, E3 could be expected to draw attention, and it did. As indicated
above, E3 attracted the largest volume of comment letters of all pre-1987 exposure
drafts. The bulk of these came from the UK & Ireland, Australia, Canada, and
South Africa. The United States, the Netherlands, Japan, Sweden, Sri Lanka, and
India also provided extensive comments. Relatively little comment came from
Germany, France, and Mexico. The comments ran the gamut from full approval to
complete rejection. Recurrent criticisms were that E3 was too lengthy, too detailed,
not basic, and in conflict with local standards or law.

The stiffest opposition to E3 came not from countries where consolidation was
not yet part of established practice, but from the United Kingdom and the United
States. The British responses in particular were notable for their almost shocked
reaction to the idea that the IASC might presume to impose changes on UK prac-
tice. The chairman of the UK ASSC, Sir Ronald Leach, wrote in response to E3:

I was urged by my Committee to write to you...to report in the clearest terms that in
our view the paper was not suitable in its present form for publication as an international
standard.... My Committee were also concerned at the inclusion in the exposure draft
of proposals that would deny to companies in the UK the right to avail themselves of
alternative forms of presenting group accounts at present specifically permitted by law.*

Other UK respondents also argued that international standards should not curtail
the flexibility allowed by law. Taken literally, this could not have been acceptable
to the IASC. It might be wise for the IASC to ensure, as it typically would do
over the coming years, that its standards were compatible with at least one option
in each of the various national requirements. But to accept that its standards
had to accommodate all options in all countries would preclude it from issuing
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meaningful standards at all. Some concessions had to be made, however, and the
most contentious issue for the United Kingdom was the mandatory consolidation
of dissimilar activities.

As is discussed more extensively in Section 6.6.2, this aspect of E3 was opposed
in the United States as well. In the words of Cummings, the proposal to require
the consolidation of dissimilar activities ‘hit the fan in the U.S. and alerted many
people to the possible domestic impact of the IASC.! In the end, IAS 3 accommo-
dated the UK and US position by exempting subsidiaries with dissimilar activities
from mandatory consolidation (paragraph 37).

Many respondents commented on the proposed geographical segmentation.
Perhaps surprisingly, rather few rejected segmentation in principle. A typical com-
ment, however, was that this issue should be dealt with in a separate statement.
The IASC acted on that suggestion. The final wording of IAS 3 (approved in March
1976) was much more restricted than E3, merely calling for disclosure if this was
necessary for a ‘fair disclosure of the exposure to exceptional risks of operating
in other countries’ (paragraph 47e). Yet a project to draft a standard on segment
reporting was added to the agenda in July 1976.

In retrospect, IAS 3 stands out as arguably the most important standard issued
by the IASC in the pre-1987 period.>? It was the first standard that tested the will
of the international accounting community to support the IASC’s standards. It
provided clear guidance on a significant issue that was highly topical in many
countries. It has been asserted, for instance, that IAS 3 was frequently consulted
during the preparations for the Seventh Directive. Moreover, by drawing wide-
spread attention, IAS 3 greatly enhanced the IASC’s visibility.

In terms of working arrangements, IAS 3 showed that the IASC already began
to be less dominated by its founder. Henry Benson had personally intervened in
the process of drafting IAS 1, by rewriting the steering committee’s draft. With
IAS 3, which was the second subject in the IASC’s original programme of work,
Benson attempted to do the same. But unlike the chairman of the first steering
committee, Cummings refused to give his permission and thus caused a ‘minor
explosion’. Reportedly, Cummings was the only member of the IASC who could
stand up to Benson. Afterwards, Benson no longer took a hand in the drafting of
standards.>

5.5.3. IAS 4: Depreciation Accounting

Compared to IAS 3, IAS 4, Depreciation Accounting (approved in July 1976) was a
simple standard calling for systematic depreciation of all depreciable assets. It did
not prescribe or discuss particular depreciation methods. In addition, it called for
certain basic disclosures by type of assets, such as the depreciation method and
depreciation rate, the gross book value of assets, and accumulated depreciation.
Initially, IAS 4 was not intended to be such a modest standard. The point outline
proposed that it would deal with depreciable amounts, depreciation methods,
investment grants, tax issues, and changes in depreciation methods.”* The first
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draft specified straight-line depreciation as the standard method, with required
disclosure of the difference if another method were used.>® The Committee agreed,
and ruled in addition that certain depreciation methods would not be allowed at
all, in particular those resulting in increasing charges over time. However, further
reflection led the steering committee, chaired by Tony Kewin (Australia), to the
insight that “To exclude the use of certain methods currently used in practice goes
beyond the brief of the IASC to concern itself with basic standards.”® Hence, the
exposure draft E4 (approved in April 1975) no longer specifically ruled out any
depreciation methods. Moreover, the identification of methods resulting in ‘even
charges’ as a benchmark was dropped, apparently because the Committee was
unable or unwilling to state that straight-line depreciation was superior.

With the comment letters, the first signs came in that some observers thought
the international standards were becoming too basic and that there should be
at least some guidance in the choice of a depreciation method. The Zambian
Association of Accountants wrote that it was ‘disappointed’ because E4 ‘merely
restated the principles which had been applied and implemented by practicing
accountants for a number of years’”” Coming from a country that potentially
would have more use for the IASC’s standards than the founder member countries
themselves, this was a signal to note. On the basis of comments like this, the
steering committee proposed an insertion in the standard gently encouraging
companies to choose ‘a method that most appropriately reflects the expected
consumption of its service potential during each accounting period’®® But this
was not accepted by the Committee. After all, the general nature of E4 could also
be seen as a virtue. A ‘professional organisation’ from the United States wrote:
‘We believe this proposed statement is at a level of generality appropriate to the
objectives of your committee.>

But despite comments that IAS 4 might be too bland, it contained at least one
element that later was to become quite controversial. In December 1977, the UK
standard setter, known since 1976 as the Accounting Standards Committee (ASC),
published SSAP 12, Accounting for Depreciation. Like IAS 4, SSAP 12 considered all
property to be depreciable assets. However, the ASC suspended the application of
SSAP 12 to investment properties. This temporary exemption of investment prop-
erty from the requirement to depreciate was made permanent with the publication
of SSAP 19, Accounting for Investment Properties in September 1980. Hence, from
the end of 1977 onwards, there was a significant conflict between IAS 4 and UK
and Irish accounting standards (see also Section 6.5.1). When it was completing
SSAP 19, the ASC did not fail to inform the IASC of its view that reconsidering
IAS 4 was ‘essential’ and ‘a more vital project than some of the esoteric subjects
which you are now considering’®

5.5.4. IAS 5: Information to be Disclosed in Financial Statements

IAS 5 resembled IAS 4 in that a reasonably ambitious start resulted in a modest
standard, which in turn gave rise to comments that the IASC had swung too far
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in the direction of basic standards. The objective of this project was to create a
standard which listed the basic disclosures in financial statements. The standard
consisted, first, of a general requirement to disclose all material information
‘necessary to make the financial statements clear and understandable’. The British
and the Dutch would have preferred to use ‘true and fair view’” as the central
criterion, but this evidently did not get sufficient support.®! Following the general
requirement, the bulk of the standard consisted of a list of required headings and
subheadings, mainly concerning the balance sheet, as well as additional footnote
disclosures for some items.

The first draft prepared by the steering committee, chaired by Manuel Galvin
(Mexico), was rather more lengthy than the final standard, and it contained some
disclosures that went beyond the self-evident.®* One was, again, a requirement to
break down sales turnover by major classes of business, and another was to give
‘an analysis of taxation on corporate results showing the amount payable currently
and the deferred charge or credit’®® The line of business segmentation require-
ment came up for discussion in November 1974, just weeks after the Committee
had approved E3 on consolidated statements, which contained a requirement to
provide geographical segment information.®* While the Committee cannot, there-
fore, have been opposed to segmentation in principle, it nevertheless removed the
segmentation clause from the draft. The tax disclosure did not appear in E5 either,
which was approved in April 1975.

E5 again proved to be a disappointment to the Zambian Association of Accoun-
tants, which thought it was ‘cautious in the extreme’. Similar criticisms came from
founder member countries. A Canadian body wrote: ‘We are struck by the fact that
in both [E5] and others we have read, the statements seem to be very general and
sweeping and perhaps one is inclined to consider them somewhat insignificant.
From the UK & Ireland came the verdict that E5 was ‘fairly elementary’ and was
characterized by a ‘broad brush approach’ The Society of Investment Analysts
informed the IASC that it was disappointed: ‘[E5] asks far too little and in partic-
ular its treatment of the income statement was so sketchy that we wondered why it
had been included.®> Nevertheless, IAS 5 was approved in July 1976 without major
changes from E5. And despite criticisms that it was too elementary, it was not
altogether without effect. It was noted, for instance, that some of its requirements
led to changes in France’s Plan Comptable.®®

5.5.5. The IASC’s Policy Takes Shape

By the time IAS 5 was published in October 1976, the IASC had started to find its
bearings. Whereas IAS 1 had been non-controversial, the exposure drafts leading
to IAS 2 and especially IAS 3 encountered serious opposition. In the United King-
dom, there had been vocal resistance to the idea that the IASC might curtail some
of the flexibility of local regulations. In the United States, the first exposure drafts
had caused ‘resentment and opposition’ which was not dispelled by the fact that
the standards in the end had accommodated the US position.®” IAS 4 and IAS 5, on
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the other hand, had perhaps not been ambitious enough. Joe Cummings, taking
over the chairmanship of the IASC in November 1976, attempted to summarize
the experience:

One thing we learned quickly is that enthusiasm for straightening out the world has to
be tempered somewhat. An international committee is better off keeping its standards
rather basic, uncomplicated, and probably not beyond the standards that now exist in the
sophisticated market countries.*®

The IASC’s strategy for the 1970s and most of the 1980s began to take shape. It
was, essentially, to eliminate practices that were widely regarded as unacceptable
without trying to choose between practices that were seen as valid alternatives or
that were firmly enshrined in the more advanced accounting environments. The
policy would sometimes be referred to as ‘to cut off the edges of the omelette’.*’

IAS 1 had already laid the basis for this approach, by asserting that “There are
many different accounting policies in use even in relation to the same subject;
judgment is required in selecting and applying those which, in the circumstances
of the enterprise, are best suited to present properly its financial position and the
results of its operations’ (paragraph 8). At this stage, the objective was to limit the
diversity and to make it transparent, but not to impose uniformity.

This policy was most clearly, and most consistently, put forward in many
speeches and articles by Chairman Hans Burggraaff in the early 1980s.”® It was also
expressed, sometimes more tentatively, by several participants in the IASC during
the later 1970s.”! Although some participants would have been comfortable with
a policy of this kind all along, to others it was something of a climbdown. Among
these others was Henry Benson, who observed in 1980:

The device of providing alternatives is in any event contrary to the whole concept of IASC
at least as it existed in its formative stages. The object of IASC was to cut out alternatives
and choices so as to ensure a reasonable degree of uniformity or comparability. I am
an absolutist in this respect. I believe that once the principle of alternatives is admitted,
worthwhile standards go by the board.”

The scope for compromise allowed by the claim of being ‘absolutist’ both in
cutting out alternatives and in aiming for ‘a reasonable degree of uniformity’ pre-
sumably allowed Benson to accept such things as the inclusion of both FIFO and
LIFO in IAS 2. Still, there was a note of disappointment when Benson complained
on the same occasion: ‘I don’t think the determination is there to bring about
comparability.”?

5.6. A NON-STARTER: AUDITING STANDARDS

As noted in Section 3.4.3, the question of whether the IASC should concern itself
with auditing standards had been raised in the preparatory discussions of 1972
and 1973. At that time, the question was left open for future resolution. In the
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founding stage, it was Henry Benson who had advocated the inclusion of auditing
subjects in the IASC’s agenda, and he continued to do so over the following
years. His list of possible topics submitted to the Committee in January 1974
included seven auditing subjects in addition to twenty accounting topics. In the
accompanying note, he advised that it should be decided ‘whether to spill over
into the audit field. There may be divided views on this; for myself I veer in favour
of an audit subject fairly soon.”*

It is likely that one of the reasons why Benson was keen to begin work on
auditing at this time was the same reason why some other IASC members wanted
to defer it. At this stage, negotiations were going on in ICCAP about setting up
a permanent International Secretariat or International Federation of Accountants
(see Section 7.3). If the IASC were to stake out a claim in the auditing field, the
potential significance of the new organization would be substantially reduced.
Similarly, those European IASC members who retained a loyalty to the UEC, or
at least wanted to give it another chance, saw auditing as an area where the UEC
could develop a meaningful presence alongside the IASC. In effect, an agreement
that implied a division of labour along these lines was reached between IASC and
UEC in 1974.7

Nevertheless, Benson did not give up on auditing. Early in 1976, towards the
end of his chairmanship, he conducted informal talks with the Basel Committee of
banking supervisors on a possible role for the IASC in setting standards for banks
(see Section 5.10). The matter was discussed at the March 1976 IASC meeting,
and Benson persuaded an apparently reluctant Committee to let it be known
informally to the Basel Committee that the IASC was willing to carry out work
in auditing.76 But in the summer of 1976, Benson’s term as chairman ended and
he was unable to see the matter to fruition. When, in the autumn of 1976, the
Basel Committee formally wrote to Joe Cummings with reference to Benson’s
encouragement, to invite the IASC to discuss the possibility of setting accounting
and auditing standards for banks, the IASC decided to engage in discussions on
accounting standards only.”” After that, with Benson gone and with the estab-
lishment of IFAC in 1977, the suggestion that the IASC might concern itself with
auditing standards did not recur.

5.7. INFLATION ACCOUNTING: IAS 6 AND IAS 15

Accounting responses to changing prices had received considerable academic
attention in the English-speaking world during the 1960s. In Germany and the
Netherlands, such attention could be traced back to the 1910s and 1920s, and in
the Netherlands replacement value accounting had gained a considerable num-
ber of adherents in practice as well. Yet it was only in the 1970s that inflation
accounting vaulted to the top of the international accounting agenda.”® The reason
was the sharp increase in inflation in 1974 as a result of the first oil shock.
Throughout the 1960s, the rate of general price level increases in the IASC founder
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member countries had gradually crept up to reach an average of around 6-7
per cent in 1970-73.7° In 1974, it jumped to an average of around 15 per cent.
Ironically, inflation rates in countries with a tradition of inflation accounting,
notably Germany and the Netherlands, remained fairly low or returned quickly to
lower levels. But the United Kingdom and Ireland were particularly hard hit with
rates occasionally exceeding 20 per cent in the mid-1970s. In the United Kingdom,
inflation accounting became a matter of serious political attention, epitomized by
the 1975 Sandilands report. Although not quite as severe, inflation was persistent
in Australia, France, and the United States.

5.7.1. IAS 6: Accounting Responses to Changing Prices

Inflation accounting was not mentioned as a potential topic during the founding
stages of the IASC. Even though Henry Benson had been aware of it at least
since 1971, he first brought it up in the IASC in his January 1974 list of possi-
ble subjects for future standards. However, in that list inflation accounting was
included among the sophisticated topics that might be considered after progress
had been made with more basic subjects.®® Yet, in April 1974 the topic had
apparently acquired such urgency that a steering committee on ‘accounting in
the face of inflation” was formed, even though the agenda for that IASC meeting
did not include the choice of a new topic.®! Whereas prior steering committees
had consisted of three members, this was a five-member committee. Apart from
the unavoidable Dutch, the steering committee consisted of representatives from
Canada, the UK & Ireland, and the United States. The Institute of Certified Public
Accountants in Israel (an associate member), a country where inflation was to
reach around 40 per cent in 1974, also nominated a member when it was invited
to do so. The committee’s chairman was Howard Lyons (Canada).®?

At the press conference marking the publication of IAS 1 in January 1975,
Benson mentioned the fact that inflation accounting had risen to the top of
the IASC’s agenda. As a result, Forbes warned against complacency with regard
to the IASC, as ‘It could...turn into a surprising game for U.S. companies. It
pointed out that ‘many Dutch companies’ including Philips were already using
inflation accounting: ‘If the IASC adopted the Dutch replacement-cost approach
and could make it stick, companies all over the world could see their earnings drop
dramatically.3

Although this scenario did not materialize, it was not for want of trying on the
part of the Dutch. The Dutch representative on the steering committee was Wessel
van Bruinessen, a partner in one of the leading Dutch firms who was considered
to be a fervent advocate of replacement value accounting, even by the standards of
the NIVRA at that time. Within the steering committee, he had to ‘fight a tough
battle over principles’ from the first meeting onwards.?* The problem was not so
much that the other steering committee members were less keen on producing
a forceful standard, but rather that they were committed to a different approach.
The US and UK & Irish representatives thought of inflation accounting in terms of
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general price level adjustments, which the Dutch adherents of replacement value
accounting had always rejected as theoretically unsound. In this way, the IASC
steering committee was the stage for a miniature version of the ongoing debate
over these two main approaches to accounting for inflation. The IASC’s challenge
was to find an acceptable position even as accounting standard setters and other
bodies around the world were still coming out in favour of one method or the
other, or were changing their positions.®

To start with, the steering committee presented the IASC with a complex
package, consisting of three draft documents.3® A draft standard on ‘accounting
treatment of changing prices’ would require all enterprises using the historical cost
basis in their financial statements to publish supplementary data or key figures
based on general purchasing power adjustments. However, enterprises recording
specific price changes in their primary financial statements (as some Dutch com-
panies did) should provide a reconciliation to historical cost. They might present
purchasing-power adjusted data as an option. A second draft standard described
in considerable detail how general purchasing power adjustments would have to
be made. The third document was not a draft standard but a draft ‘discussion
memorandum’ on replacement value accounting. This amounted to an exposition
of replacement value theory as traditionally taught in the Netherlands. As a whole,
the package looked more like a reflection of the current battle lines than an
expression of an emerging consensus.

The IASC failed to reach a decision on the package at its April 1975 meeting, and
decided to defer consideration for a year ‘in view of the present uncertainty con-
cerning inflation accounting in many countries’® The steering committee was,
however, united in its view that deferral was unwise, as the present rate of inflation
made financial statements that ignored price changes misleading. It urged the
IASC to reconsider its decision, and submitted a revised draft standard.®® This
draft would require all enterprises to present a systematic response to specific
or general price changes, or both, but did not describe any such responses in
detail. The information could be supplied either in the financial statements or in
a supplement. In October 1975, the IASC approved an exposure draft, E6, along
these lines.

Van Bruinessen described this as a breakthrough. Whereas in the IASC’s previ-
ous thinking replacement value accounting had had the status of an allowed alter-
native, E6 meant the ‘absolute equivalence’ of purchasing power accounting and
replacement value accounting. He ascribed it, apart from Dutch tenacity, to his
perception that internationally the tide was turning away from purchasing power
adjustments.® Late in 1974, the IdW had produced a draft recommendation on
accounting for specific price changes.”® This was followed by a comparable draft
by the Australian Accounting Research Foundation in June 1975.°! Even more
significantly, the SEC issued a draft release favouring the required disclosure of
replacement cost data in August 1975,° while the September 1975 Sandilands
report also came out in favour of current cost.”

As Van Bruinessen put it, the NIVRA was now faced with a tactical choice. It
could be content with E6, or press on, backed up by the ‘moral authority’ of the
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SEC and Sandilands, and accept current cost only. The NIVRA publicly opted for
the latter course.”* As it turned out, this was perhaps not the better choice in terms
of supporting accounting for changing prices in general. When the comments on
E6 came in, they were about evenly divided between favourable reactions and
responses advising that issuing a standard would be premature before a degree
of international consensus on the issue was reached. Allowing both approaches
now, so the argument went, would make it more difficult to reach harmonization
at a later stage. Comments of the latter kind came in particular from Australia,
New Zealand, the UK and Ireland, and the United States, and it would appear
that some respondents were only too happy to emphasize the significance of the
international differences of opinion. By taking an uncompromising stance, the
NIVRA played into the hands of those who argued that the enduring controversy
was sufficient reason to defer an international standard.

And then there was, of course, downright opposition to any form of mandatory
inflation accounting. One group of US respondents warned the IASC that it would
put ‘the growing goodwill and support for IASC in the US business community’
at risk if it were to issue a standard by which that community ‘would be thrown
automatically into a non-compliance posture’. The Japanese Institute of Certified
Public Accountants advised more gently that the IASC was ‘taking a risk and might
lose its prestige’ by ‘being very unrealistic’.®

On the basis of these comments, the steering committee concluded that it
would be ‘inappropriate’ at this time to require enterprises to adopt a systematic
approach to changing prices, that is, one of the two alternatives of current value
accounting and purchasing power accounting. Fear of large-scale non-compliance
with a negative impact on the IASC’s status was a major factor.”® It therefore
recommended a revised draft, which would in essence be accepted for publication
as IAS 6 in March 1977. IAS 6 merely required enterprises to disclose which
procedures had been adopted to reflect the impact of general price rises, specific
price rises, or both. If no such procedures had been adopted, then that fact should
be disclosed. In view of the steering committee’s original enthusiasm, this was a
very weak standard indeed. The NIVRA, whose delegation had accepted the result
with great reluctance, published IAS 6 in the Netherlands with the exhortation
‘that the more advanced national views on the subject should be fully adhered
to’Y’

5.7.2. A Discussion Paper without Discussion

Between the publication of E6 and the approval of IAS 6 (October 1975 to March
1977), the steering committee worked on a discussion paper, intended as a contri-
bution to the ongoing debate on accounting for changing prices. This was the first
publication by the IASC that was neither a standard nor an exposure draft. The
original idea was, rather ambitiously, to prepare ‘a detailed example of a hypo-
thetical company which will be used to demonstrate the essential characteristics
of the many proposals made to solve the problem of accounting for changing
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prices. The example will be based on a set of economic data that covers fifteen
years.”® Yet no such comprehensive example was ever submitted to the board.
The discussion paper, ‘“Treatment of Changing Prices in Financial Statements: A
Summary of Proposals’ (published in March 1977), consisted of a brief treatment
of the main issues involved in accounting for specific price changes and general
price level adjustments. This section was largely taken from earlier drafts of E6. In
addition, the discussion paper contained a lengthy appendix, summarizing recent
standards, discussion drafts, and other guidance on the subject from twelve IASC
member countries.

The discussion paper contained no invitation to submit comments, and it
appears that none were received or at least discussed by the board. Apart from
providing a useful summary of information on national attempts to deal with
inflation accounting, it did not contribute significantly to the international debate.

5.7.3. IAS 15: Accounting Responses to Changing Prices Revisited

The international debate certainly did not subside after IAS 6 was published.
Particularly in the United Kingdom, where inflation remained at a high level, the
drama continued to unfold. Following the Sandilands report, the ASC published
an exposure draft (ED 18) in November 1976, which contained far-reaching
proposals to apply current cost accounting in the primary financial statements.
However, it prompted strong resistance, culminating in the passage of an extraor-
dinary resolution by the membership at a special meeting of the ICAEW in July
1977 that current cost accounting statements should not be made compulsory.
After this setback, the ASC published an ‘interim recommendation’—known as
the Hyde Committee Guidelines—in November 1977, which called merely for
disclosure of current cost adjustments to cost of sales and depreciation, and of
a gearing adjustment. Backed by growing support for current cost accounting
in practice, the ASC published a standard (SSAP 16) in 1980, which required a
current cost balance sheet and income statement, although this might be in the
form of a condensed supplementary presentation.

Outside the United Kingdom and the Netherlands, though, the practice of
inflation accounting made little headway in Europe. National guidance issued in
France and Germany during the 1970s had little if any impact on practice.”® In the
United States, the SEC’s Accounting Series Release No. 190 of March 1976, which
required supplementary information on a current replacement cost basis, led the
FASB to issue Statement of Financial Accounting Standards No. 33 in September
1979. FAS 33 required supplementary disclosure of both price level-adjusted data
and current cost data.

In March 1977, the IASC created a new steering committee charged with ‘main-
taining a watching brief” in the area of inflation accounting. It was to be a small
committee in which the Netherlands, the United Kingdom & Ireland, and the
United States were represented.'?’ The steering committee regularly informed the
board of developments, and in March 1978 it was decided that the time was ripe to
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ask the steering committee for a new draft standard. With a steering committee
that had put itself on a ‘pragmatic rather than theoretical basis), the atmosphere
was rather different than during the preparation of IAS 6.!°! In a succession of
drafts, the board and the steering committee carefully crafted an exposure draft
that would be compatible with both the US and UK approaches.'?* E17 (approved
in March 1980) and the resulting IAS 15 (approved in June 1981) were relatively
simple documents. Yet IAS 15 did go a step beyond IAS 6, which it replaced. It
required disclosure of adjusted depreciation and cost of sales, and of adjustments
relating to monetary items if these were part of the accounting method adopted.
The standard avoided stating a preference for a current cost approach or the use
of price level adjustments.

In view of the heated debates on inflation accounting in the 1970s, it is striking
to see that the response to E17 bordered on indifference. The volume of comment
letters (thirty-three transcript pages) was the lowest of any exposure draft issued
prior to 1987, and it came from an unusually narrow range of respondents.
Whereas it was usual for most founder member countries to send in a reaction,
this time responses were received from Germany, the Netherlands, the UK &
Ireland, and the United States only, as well as from four other countries. Appar-
ently, interest in inflation accounting was dying out except in the small number
of countries where it was actively practiced. Given the fact that the standard had
been tailored to the UK and US situations, it is not surprising that most responses
from these countries, which made up the bulk of the total, were positive. The most
common negative comment was the warning that, without further guidance, the
standard was likely to remain ‘academic’ in countries with little or no practical
experience in this area.

It is doubtful whether IAS 15 made any serious impact anywhere. Not long after
it was published, inflation accounting disappeared as a major issue in the United
States, the United Kingdom, and other countries as a result of falling inflation
rates. In the United Kingdom, current cost accounting was characterized as a ‘dead
duck’ by 1983.1%° SSAP 16 was suspended in June 1985, after several years of large-
scale non-compliance, and was withdrawn in April 1988. In the United States,
the requirement to disclose price level-adjusted data was withdrawn in 1985, and
disclosures on inflation accounting were made voluntary in 1986.!% By 1987,
only a handful of Canadian companies still provided the supplementary current
cost data called for by the CICA Handbook.'*> In 1989, the IASC recognized that
inflation accounting was a ‘lost cause’'% and inserted a revised preface in IAS 15
which made its application non-mandatory.'%’

5.8. STOCKING THE SHOP: IAS 7 TO IAS 13

Even though inflation accounting was the most glamorous topic of the late 1970s,
it was not where the IASC would build its reputation. Rather, the IASC earned its
place in the sun by issuing in rapid succession a series of standards on relatively
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elementary subjects. The successive chairmen of the IASC, at least up to Stephen
Elliott in the early 1980s, were keen to increase the number of extant standards. As
the public face of the IASC, travelling the world to urge endorsement and adoption
of international standards, they wanted to have a ‘product to sell) rather than the
mere promise of future standards.'® With IAS 7 through 13, issued between 1977
and 1979, the body of IASC standards grew too large to be ignored.

5.8.1. IAS 7: Statement of Changes in Financial Position

The topic of ‘source and application of funds’ was presented to the Committee
in a secretariat note as a ‘relatively straightforward subject’!” And indeed, the
development of the standard proceeded very smoothly, taking somewhat less than
three years from the decision to start the project in November 1974. The funds
statement had rapidly been adopted during the 1960s on a largely voluntary basis
in Canada and the United States, and a similar adoption process was going on in
France, Germany, and the Netherlands in the mid-1970s.!1° There were few diffi-
cult decisions for the steering committee, chaired by Alfred Cordoliani (France),
or the IASC to take.!!'! One of the significant issues relating to the funds statement,
whether to define funds in terms of cash and cash equivalents or working capital,
was resolved by prescribing no funds concept at all.!'> As in the case of IAS 2, the
IASC had some difficulty whether to choose UK or US terminology for the title of
the statement: Statement of Source and Application of Funds (Canada and United
Kingdom), or Statement of Changes in Financial Position (United States). In the
end, as in IAS 2, it chose the American wording.

The exposure draft E7, approved in March 1976, was well received. Most
comment letters were favourable or very favourable. A number of UK & Irish
respondents declared that E7 presented the matter better than the ASC’s SSAP 10
(published in 1975).

IAS 7 (approved in July 1977 and essentially similar to E7) required that a
statement of changes in financial position should be included as an integral part
of the financial statements. Within the statement, funds from operations should
be presented separately from other sources, and unusual items should be disclosed
separately.

5.8.2. IAS 8: Unusual Items and Accounting Changes

In the early years of the IASC, the procedures for choosing new topics were not
very elaborate. The secretariat would prepare a list of possible topics for the full
Committee to choose from, but it was free to modify topics on the spot or even to
come up with completely new ones during its meetings. In November 1974, at the
start of the project leading to IAS 8, the Committee chose to combine two topics
suggested by the secretariat, extraordinary items and accounting changes, and to
entrust them to a single steering committee. A third topic, prior period items,
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was added, and the entire package was described as ‘presentation of the income
statement’.!!?

The US chairman of the steering committee, Joe Cummings, had been involved
with the subject during his years as a member of the APB.!'* He knew from expe-
rience how controversial income statement presentation, with its direct impact on
‘headline’ earnings, could be.!'®

As with other standards, the steering committee’s first pass at the subject was
more wide-ranging and bolder than the final standard. In its point outline, the
committee had considered the issue of unrealized surpluses (revaluations) and was
groping for what might be called, with hindsight, a statement of comprehensive
income.!'® The Committee did not follow this lead, and unrealized gains and
losses were left outside the scope of IAS 8.

Another issue on which the standard was not so forthright as the steering
committee had intended was direct charges to equity. In its first draft submitted
to the full Committee, the steering committee included a discussion of the differ-
ence between the all-inclusive and the current operating performance concepts
of income, and the proposed standard announced that the income statement
should include all changes in equity apart from transactions with owners and
two other exceptions.!'” The full Committee did not want to go as far as that,
and it took the sting out of the proposal by an expedient that it was to use on
other occasions as well. Until a new format was adopted in 1991, all ‘Statements
of International Accounting Standards’ consisted of two sections. One section,
headed ‘International Accounting Standard’, was printed in bold type. This section
was the accounting standard proper in that it stated the allowed or prescribed
treatments and the required disclosures. This section was preceded by a section in
normal type, headed ‘Explanation) in which the issues covered in the standard
were discussed and some of the choices made in drafting the standard were
explained. The relation between the boldfaced standard section and the preced-
ing explanation was somewhat ambiguous, and this allowed the IASC to make
pronouncements on contentious issues without clearly committing itself. When
approving E8 (July 1976), the Committee eliminated the reference to the all-
inclusive concept of income from the boldfaced standard, while maintaining the
discussion of the all-inclusive and current operating concepts of income in the
explanation. As with other standards, the lack of a clear link between the standard
and the explanation puzzled some comment letter writers.!!8

On accounting changes, E8 introduced the criterion that non-mandatory
accounting changes might be made only when they gave rise to a ‘fairer presen-
tation’. Possibly, this reflected the influence of Joe Cummings. If accepted, this
would have been the first appearance of a general ‘fairness’ criterion in the IASC’s
standards. However, respondents from Canada and the United States pointed out
that, in the context of financial statements, ‘fair’ did not allow a distinction of
degrees, and that audit reports could state only whether something was fair or
not. Therefore, in IAS 8, the wording ‘more appropriate presentation’ was used.!"’

Although some respondents criticized E8 as vague and representing ‘the lowest
common denominator, the desirability of a standard on these issues was not
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questioned.'?® E8 and IAS 8 did indeed allow a number of options, notably
in regard to accounting changes, but they also included several straightforward
requirements or prohibitions. Following IAS 8, enterprises would have to show
income from ordinary activities as a line item in the financial statements, and
would not be allowed to take unusual items directly to equity.

5.8.3. TAS 9: Research and Development

In the free style of its early days, the IASC decided to add accounting for research
and development costs to its agenda in November 1974 without any prompting
from the secretariat. Progress was swift, and the resulting standard, IAS 9, was
approved for publication in March 1978. IAS 9 provides a good illustration of the
pragmatic approach by which the IASC was quite willing to change its views in
order to ensure compatibility with requirements in the founder member coun-
tries. As would have been clear to the steering committee’s Canadian chairman,
Doug Thomas, the countries to be kept particularly in mind were the United
Kingdom and the United States.!?!

The main issue was whether to allow or require the capitalization of develop-
ment costs. Initially, the steering committee proposed to allow no capitalization
at all, with the possible exception of expenditures on tangible assets such as lab-
oratory buildings and equipment. If these could be used for other purposes than
research and development, the expenditures might be capitalized and depreciated.
In this, the steering committee suggested that it followed the line of both the
United States (FAS 2) and the UK & Ireland (ED 14).'2> However, the ASC’s ED
14, published in January 1975, ran into considerable opposition. The influential
British aerospace industry in particular argued that the capitalization of develop-
ment expenditure was appropriate in certain circumstances. Yielding to this pres-
sure, the ASC issued a new exposure draft, ED 17, in April 1976, which required
capitalization of development expenditures in certain cases.!?> This happened a
month after the IASC’s steering committee had presented its own first draft, reject-
ing capitalization, to the full Committee. The need for a change of position was
evident, and by November 1976 the steering committee had produced a draft that
allowed, but did not require, the capitalization of development expenditures when
certain stated conditions were met. For good measure, the steering committee
also produced a table showing that the draft was essentially compatible with draft
or final requirements in the United States, the United Kingdom, Australia, and
France, as well as with the draft Fourth Directive.'** The steering committee’s draft
was, with some modifications, approved as E9 (November 1976). E9 did go further
than the UK standard and the Fourth Directive in that it required disclosure of the
amount of research and development costs whereas the latter two did not.

Given that E9 was drafted with a close eye on the major national requirements,
it comes as no surprise to find that most of the respondents to E9 thought the
draft was at least acceptable. The most significant negative comment came from
Denmark and Belgium. In two identical reactions, foreshadowing the asset-based
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approach of the IASC’s Framework, it was pointed out that ‘Only resources that
[are] exchangeable (i.e. are separable from a business and have value in and
of themselves) should be reported as assets.!?> Many UK & Irish respondents
objected to the required disclosure of research and development costs, but the
general tone of their reactions was positive. Hence, E9 was made final with minor
changes as IAS 9 in March 1978.

5.8.4. IAS 10: Contingencies and Events after the Balance Sheet Date

By July 1975, the IASC was in the midst of the inflation accounting debate, and
it was getting bogged down on the issue of foreign currency translation (see
Section 5.9). It is therefore understandable that the secretariat was cautious when
it recommended three new topics. It commented: ‘The subjects suggested are
ones on which it should be relatively easy for IASC to reach agreement at this
stage in its development. Subjects in which serious differences exist on matters
of principle within or between countries have been avoided.'?® The Committee
showed more confidence in its own capabilities than the secretariat by combining
two topics, ‘accounting for contingencies’ and ‘events occurring after the balance
sheet date’ into one. It also chose, on its own initiative and without prompting
by the secretariat, to start a project on the non-trivial subject of ‘accounting for
taxation’ The third topic, ‘accounting for long-term contracts, was chosen on the
recommendation of the secretariat (the last two subjects are discussed in the next
subsections).!?’

Contingencies and events after the balance sheet date did in fact turn out to be
an area where agreement was easily reached. The exposure draft, E10 (approved
in March 1977), was well received, and no respondents opposed the publication
of the standard.!?®

Even though the steering committee did not include any North Americans,
IAS 10, approved for publication in June 1978, clearly echoed FAS 5, Accounting
for Contingencies, issued by the FASB in March 1975."%° Using by and large the
same wording as FAS 5, IAS 10 stated that contingent losses should be accrued
if it is probable that future events will confirm that an asset has been impaired
or a liability incurred at balance sheet date, and that a reasonable estimate of
the resulting loss can be made. Again in keeping with FAS 5, contingent gains
should not be accrued, and provisions for general or unspecified business risks
were ruled out.’>® On events after the balance sheet date, IAS 10 ruled that assets
and liabilities should be adjusted in so far as these events provided additional
evidence of conditions on the balance sheet date.

5.8.5. IAS 11: Construction Contracts

In accounting for construction contracts, the main issue was the choice between
the completed contract method, where all profits are deferred until the end of the
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project, and the percentage of completion method, in which profits are recognized
as the work progresses. In the early 1970s, the more conservative completed
contract method appears to have been dominant in Continental Europe, if only
for income tax reasons. While the percentage of completion method was not
unknown in Europe, it was associated with US financial reporting practice.!’!
In the United States, Accounting Research Bulletin No. 45 (1955) expressed a
mildly worded preference for percentage of completion when there are dependable
estimates. The UK’s SSAP 9 (1975) came out more clearly in favour of percentage
of completion.

The steering committee, which was the first to be composed wholly of ‘non
Anglo-Saxons'—Mexico, France, and India'*>—proposed to require application
of the percentage of completion method, except in ‘circumstances where depend-
able estimates of future costs cannot be made, or there are significant unresolved
factors in the nature of the work to be performed or the revenue attributable to
the contract’ In its first drafts, the steering committee used a mode of argument
that would become common in the IASC only after the adoption of its conceptual
framework in 1989. The steering committee stated confidently that the accrual
assumption of IAS 1 ‘requires the use of the percentage of completion method’.!*}
At this point, though, the full Committee was not yet prepared to accept this
deductive approach. ‘Because of the opinions expressed by several members of the
Committee), the steering committee had to revise its proposals considerably. In
E12, approved for publication in July 1977, the choice of methods was left to the
reporting enterprise, with the single limitation that the percentage of completion
method could be used only in case of sufficient certainty about the outcome of the
project.!3

E12 attracted the largest volume of comments since E3. But, although the large
volume might suggest controversy, the majority of the responses were favourable,
not least because E12 was again compatible with UK and US requirements.!*
Many UK respondents, both from business and the accountancy profession, com-
pared E12 favourably with SSAP 9, and expressed the hope that the UK standard
would be brought into line with the international standard. On the other hand,
one UK respondent thought E12 was ‘a masterpiece of compromise’. The authors
of another UK letter wrote that they were ‘of course, aware of the political reasons
for this approach, but we repeat our dislike for any proposed standard offering a
choice of two quite different methods’!*® These respondents would have preferred
the steering committee’s original approach, but at this stage the IASC was not yet
prepared to eliminate options that had strong support in the home countries of its
member bodies. IAS 11, published in March 1979, was similar to E12 on the issue
of completed contract versus percentage of completion.

5.8.6. IAS 12: Accounting for Income Tax

The problems of the IASC’s strategy of cutting off the ‘bad’ edges while retaining
the acceptable practices of most major countries came to light with the standard
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on accounting for income taxation. On this issue, the United Kingdom stood alone
in espousing partial allocation. By this approach to accounting for the difference
between taxable and reported income, only those differences that are expected to
reverse in the near future are accounted for as deferred taxes. In the other IASC
member countries that were familiar with deferred taxation, partial allocation was
considered to be conceptually unsound. In these countries, comprehensive alloca-
tion was the norm, as in APB Opinion No. 11, Accounting for Income Taxes (1967).
The IASC could not afford to reject a prominent feature of UK practice, but could
only include it as an acceptable alternative at a considerable risk to its credibility.

Just how tightly the IASC’s deliberations were tied to developments in the
United Kingdom is shown by a chronological comparison. When the IASC’s steer-
ing committee on accounting for taxation was set up in July 1975, the UK’s ASSC
was about to issue SSAP 11, Accounting for Deferred Tax (August 1975). In line with
the preceding exposure draft, SSAP 11 required comprehensive tax allocation. The
IASC steering committee’s first drafts, submitted up to March 1977, therefore did
not mention partial allocation, except in dismissing it as ‘too detailed a point’ for
inclusion in the proposed standard.'*” But following the publication of SSAP 11,
rather intense pressure by business and the UK government led the ASC to publish
ED 19 in May 1977, which allowed partial tax allocation as well as comprehensive
allocation.!®® In the words of steering committee member Hans Burggraaff, this
presented the IASC with ‘no small difficulty’!*® Over the summer, the steering
committee had to prepare a revised draft that allowed partial allocation as well.
The steering committee, which did not include any UK representatives, observed
in October 1977, when it presented the revised draft to the board: ‘The Steering
Committee did not support the idea underlying this concept but recognised that
its acceptance in some countries required its recognition in the international
standard.!*°

The steering committee did attempt to limit the application of the partial
method by requiring ‘assurance beyond reasonable doubt that the timing differ-
ences not accounted for will result in no payment or reduction of taxes in the
foreseeable future’. Under these conditions, partial allocation was introduced as
an allowed alternative in E13 (approved for publication in October 1977).

Quite apart from the issue of partial allocation, E13 and the resulting IAS 12
were complicated documents, the longest issued by the IASC until then. The
fact that it unambiguously required tax effect accounting was by itself seen as a
major step forwards. In some member countries it was not uncommon to treat
taxes as a form of profit distribution rather than as an expense item, and, even
where it was treated as an expense the taxes payable, or ‘flow through’, method
was often used.!*! Other substantial issues addressed were: the choice between
the deferral method, common in the United States, and the liability method,
common in the United Kingdom, to determine the tax expense for the period
(in the end, both were allowed); whether deferred receivables might be accrued
(only in case of ‘reasonable expectation of realisation’); the treatment of loss carry-
forwards; the disclosure of tax expenses relating to accounting changes, unusual
items and prior period adjustments; the tax effects of the revaluation of assets, and



‘Compromise to Harmonise’ 117

the reconciliation of the reported and effective tax rates. IAS 12 was therefore no
insignificant standard, and hardly basic. Particularly with respect to disclosure, it
probably went beyond the majority practice in most member countries.

Primarily because it allowed partial allocation, E13 came in for considerable
criticism in the comment letters and the press.!*> One US respondent observed
that “To propose widely differing options for similar situations tends to make a
mockery of the entire standards setting process.” Another US respondent, equally
unconcerned by the fact that the IASC had accommodated the United States over
LIFO not all that long ago, was ‘disillusioned by the fact that the Committee
provides a choice of accounting methods’. Similarly critical comments came from
Canada, the Netherlands, Singapore, and even the United Kingdom.

Yet most respondents from the United Kingdom and Ireland were positive, even
though some demanded that the criterion of ‘assurance beyond reasonable doubt’
be relaxed. One respondent objected to the fact that E13 considered comprehen-
sive allocation as the normal method: “The U.K. would not wish to be seen as
adopting as a standard an “abnormal” method. The steering committee allowed
itself to refuse this final concession to UK sensibilities, but it felt it had to give way
on the criterion for applying partial allocation. IAS 12 required no more than ‘rea-
sonable evidence’ that unrecognized timing differences would not reverse within
a three-year period. After mentioning the criticisms that E13 allowed too many
options, the steering committee observed resignedly: ‘The Steering Committee
believes that the IASC has to allow all of these options, in the light of current
world practice regarding tax effect accounting, even the option of allowing the
partial concept under both the deferral and liability methods.!*?

One notable innovation in IAS 12 was that it contained a transitional provision.
In order to make the standard more palatable, reporting enterprises that had not
previously recorded accumulated tax balances were given the option either to
follow the provisions on accounting changes in IAS 8 or to charge (credit) these
items directly to retained earnings when the timing differences reversed. For these
items, the income statement, but not the balance sheet, would be based on IAS 12.
Once a precedent had been created by IAS 12, transitional provisions of this kind
would appear in other standards as well.

5.8.7. IAS 13: Presentation of Current Assets and Current Liabilities

The topic of ‘accounting for working capital’ was not intended to be controver-
sial. The issue was essentially whether enterprises should group current assets
and current liabilities in the balance sheet and, if so, what criterion should be
used to distinguish current from non-current assets and liabilities. An expo-
sure draft, E14, was approved for publication in March 1978. Exceptionally, the
draft was approved for publication at the same board meeting where it was first
tabled.'**

Although relatively few comment letters were received, the steering committee
felt obliged to conclude that “There was no broad general support for the Exposure
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Draft!*> ED 14 had recommended, but not required, that enterprises apply the
current—non-current distinction in their balance sheets, and that, in general, the
distinction should be made by grouping items with a duration or time to conver-
sion into cash or cash equivalents of one year or less. From the comment letters,
it appeared that outside Europe, the need for a standard on this issue was not
widely felt. Some even opposed it for perpetuating a ‘meaningless’ distinction that
could be positively harmful if it led investors to incorrect conclusions about an
enterprise’s liquidity. Respondents from Continental Europe showed themselves
more receptive to the notion of mandatory balance sheet classifications. However,
this created problems as well, as these respondents pointed out conflicts with the
balance sheet schedules that formed the core of the Fourth Directive.

The steering committee, chaired by the Canadian Morley Carscallen but with a
majority of European members, put the question of whether a standard should be
issued at all before the board, accompanied by a positive recommendation.'* It
made the best of the criticisms by arguing that ‘If we issue the Statement we will
be the first major accountancy body to officially raise the conceptual problems of
making the distinction.!*” The board agreed, and IAS 13 was approved in June
1979 after the general one-year criterion and possible conflicts with the Fourth
Directive had been eliminated.

5.8.8. IAS 7-13: Concluding Remarks

A few months after IAS 13 was published, former IASC Secretary Roy C. Nash
wrote:

At first glance, it would appear that tremendous progress has been made in harmonising
international accounting and reporting standards.... In a relatively short time, the IASC
has issued 13 international accounting standards and two discussion papers, and it has 11
more topics under study as possible future standards. However, in reality, universally agreed
accounting and reporting standards are far from fruition.!*®

Nash mentioned the lack of support for international standards in IASC member
countries as a significant problem. Another major problem noted by Nash was
that the IASC ‘has found it increasingly difficult to achieve agreement on basic
principles’ This appears to be belied by the fact that all of the exposure drafts
and standards discussed in this section were approved by a unanimous vote.'*’
But the voting record may in several cases not reflect the remaining differences
of opinion. Apparently, delegations would drop their opposition when it became
clear that a standard had gathered sufficient support to be passed in a formal
vote.'® To the outside world, it could still be argued that the unanimous support
of the delegations enhanced the credibility of the standards.

As the preceding discussion of IAS 7-13 has shown, there were several instances
of strong differences of opinion that could be resolved only by compromise.
Even on relatively uncontroversial topics like the funds statement or the defin-
ition of current assets and current liabilities, the IASC was unable to come up
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with unequivocal guidance. The need to accommodate both the UK and the US
positions was an important reason for this, and the board was not oblivious
of requirements in other board member countries either.!>! The preponderant
influence of the British point of view became evident in particular in the case of
IAS 9 and IAS 12. What is notable is that the other board members were willing
to go to great lengths to adjust the IASC’s standards to the requirements of the
United Kingdom and the United States.

5.9. FOREIGN CURRENCY TRANSLATION: THE LONG
ROAD TO IAS 21

In 1976, Alister Mason, a research officer at the University of Lancaster, conducted
a survey to elicit the views of informed respondents on international financial
reporting standards. One anonymous US respondent commented on the agenda
of the TASC: ‘Some topics should be avoided like the plague. Issuance of our
Statement of Financial Accounting Standards No. 8—“Accounting for Transla-
tion” has resulted in irreconcilable differences between accounting in the US and
elsewhere, differences that defy standardization unless somebody changes his local
rules’!>?

The advice, if it ever did reach the IASC, came too late. In January 1974,
the IASC decided to set up a steering committee on ‘translation (conversion) of
foreign accounts in financial statements’ It was to become the most intractable
topic on the IASC’s pre-1987 agenda. It was not until March 1983 that IAS 21,
Accounting for the Effects of Changes in Foreign Exchange Rates, was approved for
publication. As predicted, the US position on the issue turned out to be a critical
piece in the puzzle.

5.9.1. E11: An Unsuccessful Attempt

The steering committee, initially consisting of Chairman Henk Treffers (the
Netherlands) and representatives from Japan and the United States, ran into
difficulties almost from the start.'>® In its first draft, submitted in July 1974, it
distinguished between accounting for transactions in foreign currency on the one
hand and the translation of the financial statements of subsidiaries expressed in
foreign currency, for the purposes of consolidation or application of the equity
method, on the other. For transactions, it advocated conversion at closing rates,
with the differences taken to income. Although this conflicted with the traditions
of some countries (in particular Germany, where strict observance of the realiza-
tion convention was given much weight), this position was adopted at an early
stage of the project and was not seriously challenged afterwards. However, the
steering committee was unable to recommend a single approach to translating
long-term balance-sheet items associated with transactions: it could not decide
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on the exchange rate to be used, nor could it agree on the treatment of any of the
resulting translation differences. The committee was also divided on the transla-
tion of the financial statements of foreign subsidiaries and associates. It recognized
the existence of two methods. The ‘historical rate approach’, essentially similar to
what would become known as the temporal method, required the conversion of
amounts stated at historical costs against historical exchange rates. Alternatively,
the closing rate method involved conversion of all balance-sheet items at current
exchange rates. There was support for both methods in the steering committee,
and it could not agree on recommending a single method nor on criteria to signify
when one or the other should be used. The only conclusion on which the steering
committee could agree was that to leave the matter undecided ‘tends to destroy the
usefulness of the proposed standard’, and it therefore asked the full Committee for
guidance.!>*

The full Committee found it as difficult to choose as had the steering commit-
tee. The treatment of long-term items and the translation of financial statements
in foreign currency were debated in a series of inconclusive discussions between
1974 and 1977. The only result was that the discussions became evermore intricate
and complicated. On the translation of financial statements, the choice between
the temporal method and the closing rate method became entangled in debates
about whether all or some translation differences resulting from either or both
methods should go through income or be taken directly to equity. Matters were
further confused by the introduction of variants of the historical rate method,
such as the current-non-current and the monetary—non-monetary methods.
Moreover, by March 1976, the steering committee had discovered forward con-
tracts, which it saw as a ‘very difficult’ topic.!>> For some time, the steering
committee grappled with the issue that would afterwards become known as hedge
accounting and was tentatively finding its way in and around issues like hedge
effectiveness. Several expedients were tried in order to move matters forward, but
to no avail. !>

Meanwhile, in October 1975, the FASB had nailed its colours to the mast by
issuing FAS 8, Accounting for the Translation of Foreign Currency Transactions
and Foreign Currency Financial Statements, which firmly embraced the temporal
method as the only allowed approach to translating financial statements in foreign
currency. FAS 8 required that translation differences be taken to income, which led
to large swings in reported income. As the closing rate method was used to varying
degrees in other countries, and as few companies anywhere would have liked to see
the TASC follow the FASB on the treatment of translation differences, the IASC’s
dilemma became even harder to resolve.'>’

The obvious way out was to allow both the temporal and closing rate methods,
and this approach was in fact chosen in E11 (approved in July 1977). What is less
obvious, but more interesting, is that it took the IASC a number of years to reach
this conclusion. In 1974 or 1975, the idea that the IASC should publish standards
with unambiguous guidance was still held by at least some members of the
Committee and some of the steering committees. But by 1977, most members of
the Committee seem to have accepted the view that the IASC did not necessarily
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have to make a choice among alternatives that all received substantial support in
practice.

The draft on which E11 was based was not prepared by the steering committee,
but by the secretariat, IASC Chairman Joe Cummings, and the US representative
on the steering committee, Bob Sempier.!® E11 left almost all of the major issues
unresolved. Not only did it allow a choice between the closing rate and temporal
methods, but it also gave no firm prescriptions on how translation differences
arising out of both methods should be handled. E11 was equally unclear about
the treatment of translation differences on long-term balance sheet items. The
steering committee’s excursion into hedge accounting was cut short by a simple
statement that forward rates ‘may’ be used to record transactions if the amount
of foreign currency at settlement date has been established by a forward contract
(paragraph 28).

Predictably, many of the respondents to E11 took issue with the almost com-
plete lack of guidance provided by the draft standard, even though some recog-
nized that the IASC could do little else under the circumstances. The IASC could
perhaps draw some comfort from the fact that a number of respondents observed
that E11 had at least set out the issues more clearly than, for example, FAS 8 or the
UK’s ED 21.1%°

The steering committee attempted to address the criticisms of E11. It placed
a revised draft before the board, which ruled out some options in dealing with
translation differences and tentatively linked the choice between the temporal and
closing rate methods to the nature of the subsidiary, along the lines subsequently
followed in IAS 21.!° But this merely reopened the previous, inconclusive dis-
cussions, and in November 1978 the board sent the draft back to the steering
committee, which it expanded with one member.'®!

5.9.2. A Breakthrough and a Crisis

In the spring of 1979, events took a different turn. The FASB announced that it
would reconsider the much-criticized FAS 8, which led the IASC to suspend its
work on currency translation.!®?> Meanwhile, the standard setters in Canada, the
UK & Ireland, and the United States agreed that UK and Canadian representatives
would be added to the FASB task force charged with reconsidering FAS 8. On
behalf of the IASC, Secretary Allan Cook participated in the task force as well, and,
as he believed that the JASC would gain much from the publicity, he agreed that
the FASB would mention the cooperation with the IASC in its publication.!®® The
task force laid the basis for FAS 52, for which a first exposure draft was published
in August 1980. FAS 52 prescribed the closing rate method for most subsidiaries,
with most translation differences taken directly to equity.!®* An essentially similar
exposure draft (ED 27) was published in the United Kingdom in October 1980,
leading to SSAP 20 in April 1983.

The IASC’s steering committee had been well aware of these developments
and in the course of 1980 the committee prepared a draft that closely followed
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the newly emerging consensus. This draft was circulated with the agenda papers
for the November 1980 board meeting in Dublin. At that point, the French
and German member bodies lodged a strongly worded protest, claiming that
the IASC was presented with a fait accompli. Prior to the November meet-
ing, the Ordre des Experts Comptables, the Wirtschaftspriiferkammer, and the
IdW wrote to IASC Chairman Burggraaff that it was ‘extremely regrettable’ that
the agreement on currency translation had been reached outside the IASC’s
normal procedures. The Ordre remarked that ‘Such a separate initiative gives
credit to those who see I.A.S.C. as a mere channel for world implementation
of “anglosaxon standards”’, and it threatened that ‘Any other move of the same
kind would definitely ruin the credibility of this committee. It would regretfully
lead the French Ordre to consider whether its membership is still appropriate.
The German bodies intimated that they did not want to continue their partici-
pation in the IASC if decisions were reached outside the board and the remain-
ing IASC members ‘are merely charged with the translation into their national
languages’.!®®

The issue raised by the French and German reaction was not seen as a minor
dispute but as a serious threat to the very existence of the IASC.'%® An indignant
Dominique Ledouble, secretary of the Ordre, was quoted in the press as saying,
‘T wonder why the IASC exists if such negotiations take place independently of it.
France’s Commission des Opérations de Bourse called for a European accounting
standard setter to counter US dominance.'®” Yet one might ask why the French
and the German member bodies were so incensed in this case. As discussed earlier
in this chapter, the French and German delegations had acquiesced throughout
the 1970s in the dominance of the IASC’s standard-setting process by develop-
ments in US and UK domestic standards. The fact that the IASC had to bend
over backwards to accommodate the UK position on deferred taxation could
hardly have been any less damaging to the IASC’s credibility than the tripartite
agreement between Canada, the United Kingdom, and the United States on cur-
rency translation. This agreement could even be seen as a cause for rejoicing,
because it opened the way for the IASC to produce a stronger standard than
E11.168

One aspect that played a role was that Canada, the United Kingdom, and the
United States had collaborated in the Accountants International Study Group,
which had only recently been disbanded. It was therefore easy to suspect that
a structural rather than an incidental cooperation among these countries was
intended.'® The chairman of the UK ASC, Tom Watts, certainly helped to fuel
such concerns. Apart from making disparaging remarks about the IASC in the
press, Watts personally and rather publicly approached the European Commission
to present the newly developed approach to currency translation and to offer his
services to the Commission as interlocutor on international cooperation in setting
accounting standards.!”°

A related cause for annoyance was that the cooperation among the three
English-speaking countries led to press comments that the IASC consisted of first-
and second-rate members. The September 1980 issue of World Accounting Report
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put the matter in such a way that it could hardly be ignored by the countries
involved:

Anyone reading the reports that accounting standard-setters in the USA, the UK and
Canada have agreed a common approach to the problem of currency translation might
be forgiven for imagining that these were the only countries that mattered in the field of
international accounting. This is far from the truth.

It is regrettable that the international accounting world still splits all too easily in the Anglo-
Saxons and the rest. Language and history are the main reasons for this. ... And there is that
all too popular belief that the continental Europeans—barring the Dutch, of course—are
far too backward to be considered in these matters.'”!

At the November 1980 board meeting, the French and German delegations
insisted that their complaint be resolved before the draft could be discussed at all.
Thereupon, the board passed a resolution that its ‘members have agreed that IASC
is the appropriate forum for the development and publication of International
Accounting Standards. Moreover, it was agreed that ‘When any discussions on
accounting standards are proposed between two or more countries that do not
share common legislation, IASC is invited to participate therein on the under-
standing that any such participant does not have the authority to commit IASC in
such discussions without the express authority of the Board of IASC.!72

The French and German member bodies had no objections to the over-
all approach of the proposed standard. Once their procedural complaint was
addressed, the IASC could proceed. Although no major disagreements were left,
the TASC waited until October 1981 to approve its exposure draft, E23. The main
reason was that the FASB’s draft had been approved by a narrow four votes to
three, and the TASC did not want to expose itself to the risk of another switch
in the FASB’s position.!”® Shortly before FAS 52 was issued in December 1981, the
IASC approved its exposure draft, followed by the final standard, IAS 21, approved
in March 1983. Both E23 and IAS 21 were largely in agreement with FAS 52.

Quite apart from the French and German complaints, IAS 21 provided a straw
in the wind, showing that the mood at the IASC was gradually changing, and that
its members set less store by unanimity. E23 was the first exposure draft for which
a dissenting vote was recorded, in this case cast by Mexico. The reasons for Mex-
ico’s objection were not recorded.!’# TAS 21 was also approved with one dissenting
vote, not by Mexico but by Germany, which objected to a perceived violation of the
prudence principle in the treatment of unrealized translation gains and losses.!”®

5.10. A COURAGEOUS DISCUSSION PAPER ON BANKS

As mentioned above in relation to the subject of auditing standards, Henry Benson
was informally approached in February 1976 through the Bank of England by
the Basel Committee on Banking Regulation and Supervisory Practices. The Basel
Committee had been set up in 1974 by the central banks of the so-called Group of
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Ten industrialized countries and Switzerland in response to several bank failures
which showed the need for international cooperation in banking supervision. As it
informed Benson, the Basel Committee saw the promotion of the standardization
of accounting and auditing standards for banks as one of its possible tasks.!”® In
September 1976, the Basel Committee made a formal request for assistance in the
area of the ‘contents of bank’s financial statements’, and this led to the creation
of a steering committee in March 1977. The steering committee, composed of
representatives from Germany, the Netherlands, the UK & Ireland, and the United
States, was notable for being the first to contain no individuals who also served
simultaneously on the full Committee.!”” The Group of Ten central banks agreed
to make a substantial contribution of £10,000 to the IASC’s budget.

With this project, the IASC embarked on its first attempt to issue a standard for
a specific industry. The idea of issuing industry standards resurfaced periodically
in the IASC’s discussions during the 1970s and the 1980s, and it was never ruled
out altogether. Yet apart from its work on banks and its projects on extractive
industries, insurance, and agriculture during the 1990s, the IASC preferred to
focus on standards for general application.

The original intention of the project on banks was that it should result in an
IASC standard on disclosure in the financial statements of banks. Moreover, it was
to be a standard that would be ahead of practice, rather than following it. The
steering committee was aware that some of its proposals would be controversial,
and it included with one of its earlier drafts a list of the ‘areas in the proposed draft
Statement which are likely to encounter the greatest resistance’. These included
sensitive items like a paragraph in the Explanation section declaring that undis-
closed reserves were ‘unacceptable’ if financial statements were to give a true
and fair view, disclosure of a substantial concentration of assets and liabilities
with single debtors or creditors, disclosure of the amount of, and movements in,
provisions, and disclosure of the amount of uncovered dealing positions.!”® The
board supported this approach but thought it necessary to ensure the backing of
the Basel Committee. The Basel Committee was therefore asked whether it would
be willing to lend its name as a ‘co-promotor’ to the proposed exposure draft.
However, after considering the draft, the Basel Committee informed the IASC in
July 1978 ‘that the proposed statement was not one which they could formally
endorse as a basis for an accounting standard but that they were pleased to see the
IASC addressing themselves to this subject and consider the paper, as a discussion
document, to be a useful contribution to the general debate on these matters’!”’
This reply was disappointing, even though the IASC had already received earlier
signals of reservations from within the Basel Committee, emanating apparently
from some of the EEC Central Banks.!® And although the steering committee
had suggested that the IASC might go it alone and issue an exposure draft for a
standard without the backing of the Basel Committee, the board opted instead for
a discussion paper which was approved for publication in October 1979.

Presumably because it was merely a discussion paper, it retained most of the
controversial disclosures initially proposed by the steering committee. Regarding
undisclosed reserves, it was stated that financial statements ‘cannot present a true
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and fair view...if there are undisclosed overstatements of liabilities, undisclosed
understatements of assets or undisclosed accrual of amounts for general or
unspecified business risks’!8! The IASC kept its options open by noting in the
preface to the discussion paper that it might in due course issue a standard on the
subject.

The discussion paper did attract attention, but perhaps not as much as desired.
One observer commented that “Very few banks...appeared to have heard of the
IASC discussion paper.'8? Yet World Accounting Report, never averse to stirring
up controversy, described it as a ‘surprise attack on leading banks’ accounting)
and it was noted that the recommendations did not merely go beyond customary
practices in countries like Switzerland, but also went beyond practices in the
United Kingdom and the United States.'®> WAR also obtained a copy of the
transcribed comment letters and took the unusual step of publishing an extensive
report on them. '3 It commented in shocked tones that, given the number of banks
that were potentially affected by the discussion paper, the response rate had been
‘ridiculously low”. Only thirty-three comment letters had been received, of which
three were from banks. In fact, the response rate was not at all unusual for the
IASC at that time, and Secretary Allan Cook declared that the IASC was quite
satisfied.'® But even if the IASC itself might have grown accustomed to this level
of response, it should have been clear that the excitement with which some of
the IASC’s earlier exposure drafts, such as E3, had been received had worn off.
WAR’s reaction underlined that the IASC still had some way to go in attract-
ing the attention commensurate to its aspirations as an international standard
setter.!8

Perhaps surprisingly, the general tone of the responses was positive, even
though there were some defenders of hidden reserves. Many respondents praised
the quality of the IASC’s discussion paper and expressed their sympathy with the
notion of international harmonization. But a common theme was that the IASC
should not proceed to develop a standard without the cooperation of national
legislators and the Group of Ten. The IASC should also await the completion of
the EEC’s banking Directive. Given the evident reluctance of the Group of Ten
to endorse the IASC’s proposals, and the fact that an EEC directive was hardly
imminent, this could not be construed as an encouragement to proceed. The IASC
board, following the recommendation of the steering committee, concluded that
the time was not yet ripe for a standard. It did decide to publish a ‘Summary of
Responses’ in order to do justice to the comment letter writers and to announce
its general intention to ‘review the situation from time to time’'¥” As is discussed
in Section 9.4.3, the IASC resumed work on financial reporting by banks in 1984,
leading ultimately to the publication of a standard (IAS 30) in 1990.

5.11. SHOWING LEADERSHIP: IAS 14, 17, AND 19

In the early 1980s, the IASC reached the high-water mark of its performance
during the pre-1987 phase. Quantitatively, there was a surge of output culminating
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in a record of four new standards published in 1983. In terms of quality, a number
of the standards published around this time were ahead of practice in many
countries. These standards dealt with topics on which, in most countries, there
was little or no guidance and on which a clear international consensus was lacking.
Nevertheless, the IASC managed to produce standards that, unlike the standard
on inflation accounting, contained some firm guidance to practice.'®® While the
drafting process of these standards was lengthier than that of most previous
standards, there was nothing like the inordinate delay seen in the production of
the standard on currency translation (IAS 21).

5.11.1. IAS 14: Segment Reporting

The idea of providing information by line of business and geographical areas
was not altogether new when, in 1976, the IASC placed segment reporting on
its agenda. In several countries, such as France, Sweden, and the United Kingdom,
there were generally worded legal requirements for companies that were active in
more than one line of business to provide additional information.'® As indicated
above, the IASC’s own E3 (published in 1974) had contained a loosely worded
segmentation requirement. But stricter standards, specifying the nature of the
information to be disclosed and the determination of segments were only a very
recent phenomenon. In the United States, the SEC had required segment reporting
in annual reports to stockholders since 1974, and the first accounting standard on
the issue, FAS 14, was published in December 1976.!%° Perhaps to draw on the US
experience, Eugene Minahan, a financial executive in the US delegation, was made
steering committee chairman.!?!

Against this background, and perhaps with the recent barrage of comment
letters on E3 fresh in their minds, the steering committee began on a cau-
tious note. The first question it raised in its issues paper to the full Commit-
tee was: ‘Are current requirements and current practices in IASC countries on
the reporting of Diversified Operations...such that an IASC standard can be
devised and issued without undue shock?’'*> Apparently, the full Committee
answered in the affirmative, and the steering committee produced its first draft.
But it described its proposal as ‘a modest “entry-level” standard’, which would
do no more than require diversified companies to provide unspecified infor-
mation about segments of their business, without clear guidance in identifying
segments.'*®> The full Committee was no more keen than the steering committee
to move forward, and both seemed happy to put the project on hold for a year
while a survey was carried out on the reporting practices in thirty-five countries
where segment reporting was said to be at least a minority practice. When the
project was taken up again in June 1978, Minahan reported his impression of
an ‘emerging IASC consensus that the world is not ready for a full-blown stan-
dard’, and again offered the alternative of ‘a “soft” introductory standard’'** But
time had done its work, and the full Committee, now known as the board, had
emboldened itself. If nothing else, the entry of the Oganisation for Economic
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Co-operation and Development (OECD) and the United Nations (UN) into the
area of accounting standards during the later 1970s helped push matters along.
The publications by both bodies on information disclosure by multinational
companies, discussed more fully in Chapter 7, made segment reporting a very
topical and unavoidable issue. IASC Chairman Cummings had, as a member of
the UN’s Group of Experts, assisted in the preparation of one of these publications
and would have been as aware as anyone of the need to move forward on this
issue.

Hence, without specifying in so many words whether it wanted a ‘full-blown’
or an ‘introductory’ standard, the board agreed in October 1979 to an exposure
draft (E15) which was loosely modelled on FAS 14. The exposure draft called for
segment reporting along both industry and geographical lines. Although E15 did
not go beyond timid suggestions on the identification of reportable segments,
it did require, for each segment, disclosure of sales, segment results, and seg-
ment assets employed, as well as the basis for inter-segment pricing. In contrast,
the revised draft of the Fourth Directive published in July 1978 had included
a limited segmentation of sales only, as the segmentation of operating profit,
included in earlier drafts, had been eliminated. When the comment letters came
in, those from Europe tended to warn that compliance with this standard ‘might
not be as general as usual in the EEC countries’'® Some of the respondents
called for an ‘escape clause’ for cases where the disclosure of segment informa-
tion might be detrimental to the reporting enterprise. The steering committee
observed that the insertion of such a clause ‘would not enhance the image of
IASC in the eyes of such bodies as UN and OECD’, and advised against it.
As a result, IAS 14 was approved in March 1981 without major changes from
E15.

Despite the fact that IAS 14 was subsequently much criticized for containing a
fair amount of soft language, it was welcomed at the time as ‘a bold move’, which
showed that the IASC began to attach more weight to showing leadership than
to obtaining consensus.!”® Henry Gold, Shell’s head of accounting research and
a member of the IASC’s Consultative Group, noted that ‘“This would perhaps
be the first time that an international standard has run ahead of UK practice
in such a significant way.'®’ In a reversal of roles, the ASC set up a working
party to consider a standard that would bring United Kingdom reporting in line
with IAS 14."® Yet a comparable UK standard, SSAP 25, was not approved until
1990. Presumably because of the absence of a UK standard, the London Stock
Exchange, in 1983, excluded IAS 14 from its general requirement that foreign listed
companies comply with IASC standards (see Section 6.5.2).

5.11.2. IAS 17: Accounting for Leases

A simple but telling indication that, with lease accounting, the IASC was definitely
moving into ‘non-basic’ areas is provided by the number of definitions in the
opening paragraphs of the final standard. Whereas previous standards typically
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had no more than two or three definitions, IAS 17 contained seventeen definitions,
including highly technical items such as ‘contingent rental’ and ‘unearned finance
income’!” A recurring complaint in the comment letters on the preceding expo-
sure draft, E19, was that the draft was complex and required repeated reading.
Another indicator that leasing was an unusual subject was that the chairman
of the steering committee, Paul Rutteman, was simultaneously chairing a UK
steering committee that prepared SSAP 21, Accounting for Leases and Hire Purchase
Contracts (issued in August 1984).20 As IASC Secretary John Brennan observed
in 1977, the fact that the IASC started to address issues at the same time that the
national standard-setting bodies were taking them up provided new possibilities
for the TASC to act ‘as a catalyst in the harmonisation of domestic standards’!
Yet, although IAS 17 and SSAP 21 had much in common, and progress on SSAP 21
was said to have benefited from the prior publication of IAS 17, they were not
identical, and their publication was not synchronized.?%?

Although IAS 17, Accounting for Leases dealt with a range of issues, including
the treatment of sale and leaseback transactions and accounting by lessors, the
fundamental issue was whether certain assets should be capitalized or not in the
financial statements of lessees. The steering committee consistently advocated
that a distinction be made between finance leases and operating leases and that
capitalization of the former should be required. This approach was finally adopted
in IAS 17 (approved in February 1982).”%% In this way, the steering committee
followed the approach of FAS 13, Accounting for Leases (issued in November 1976).
Yet both the steering committee and the board were aware that FAS 13 was a
contested standard, and that capitalization was still unusual or unknown in many
other countries. It was still fiercely debated in the United Kingdom, where the
leasing industry vociferously opposed the ASC on this issue.’’* Therefore, the
question of how to make capitalization palatable continued to be discussed in
the TASC until the very end of the project. Part of the solution was the well-
tried expedient of moving controversial material to the explanatory section of the
standard.

In line with FAS 13, the steering committee had favoured quantitative criteria to
distinguish between finance and operating leases (particularly a rule that a lease
should be classified as a finance lease if the present value of the minimum lease
payments is equal to or greater than 90% of the fair value of the leased object).
Yet the board preferred a ‘substance over form approach’ and, in the end, the
criteria, shorn of their quantitative thresholds, were relegated to a footnote in the
explanatory section as ‘examples of situations where a lease would normally be
classified as a finance lease’. Following the precedent set by IAS 12, the standard
was also made more acceptable by a four-year transitional period, during which
enterprises might opt not to apply the standard in its entirety, provided that cer-
tain disclosures were given. That such measures were not superfluous was shown
by the large volume of comment letters. Many of these, particularly the unusually
large number of letters from Germany and the reaction by the industry association
Leaseurope, were distinctly hostile.?%® Yet the IASC stuck to its position, and
its resolve was strengthened by support from its newly established Consultative
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Group.2% Clearly, it was believed in the board at this point that producing a
good standard was more important than gaining maximum compliance. An IASC
spokesman was quoted in the press saying that the IASC was aware that ‘Some EEC
states won’t be able to implement the standard since it will be in flat contradiction
to their legislation, but it will be up to the accountancy bodies in those countries
to use their “best endeavours”...to bring their governments into agreement in
the long term.?”” The result was a standard that proved to be remarkably robust.
IAS 17 was not revised until 1997, and even after the revision it still bore a strong
resemblance to the original standard.

5.11.3. IAS 19: Retirement Benefits

When, in 1977, the IASC added the subject of accounting for retirement benefits
in the financial statements of employers to its agenda, it entered unsettled and to
some extent uncharted waters. As was the case with other issues, the United States
was at that time the only significant country where a standard with more than just
disclosure requirements was in force.?’® But even APB Opinion No. 8, Accounting
for the Costs of Pension Plans (issued in 1966) did not provide a stable point of
reference. In 1974, the FASB had begun a massive project on accounting for pen-
sions which, after more than a decade, was provisionally concluded with FAS 87,
Employers’ Accounting for Pensions (issued in 1985). The intervening period wit-
nessed a succession of discussion papers, exposure drafts, re-exposure drafts, and
interim standards, including FAS 36, Disclosure of Pension Information (issued
in 1980). The Fourth Directive wisely said very little on the subject, given the
considerable diversity of institutional arrangements concerning pensions within
Europe.”” The first UK standard on the subject, SSAP 24, was issued in 1988 after
a gestation period of about ten years.

Hence, pensions was a subject, like leasing, on which the IASC could cooperate
with national standard setters who were developing new standards in the area. The
steering committee chairman was Doug Thomas, the CICA’s general director of
research, who ensured that the IASC project was coordinated informally with the
CICA’s own project on pensions.?!® Highlighting the specific nature of the project
was the fact that the steering committee consulted closely with the Consultative
Group of Actuarial Associations from the European Community Countries during
the course of the project.

Conceptually, IAS 19 shaped the issues in terms that had become customary
in the United States. It distinguished between defined benefit plans and defined
contribution plans. For the former, it required that current service costs be
charged systematically to the expected remaining working lives of the employ-
ees. The costs were to be determined on the basis of either an accrued benefit
valuation method or a projected benefit valuation method. For defined contribu-
tion plans, the required contribution should be charged against income for the
period.
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As seen from the United States, IAS 19 was broadly in line with current account-
ing standards, and for that reason it suffered from some of the deficiencies that
had prompted the FASB to start a revision of these standards: IAS 19 accepted a
variety of actuarial methods, it offered little guidance on actuarial assumptions,
and it did not call for the recognition in the balance sheet of unfunded vested
benefits.

In contrast, by explicitly ruling out the pay-as-you-go and terminal funding
approaches to determining periodic costs, IAS 19 conflicted with practice in many
countries, particularly in Europe. In that light, the reactions to the exposure
draft (E16, approved in October 1979) coming from Europe were remarkably
restrained. Not only was the volume of comment letters fairly low, there were
also few outright negative reactions.”!' One reason for this may have been the
generous proposed transitional provision, which allowed first-time adopters to
accrue any previously unrecorded liability gradually. The steering committee had
observed that it ‘would have preferred not to have any transitional provisions,
but believes that the precedent of IAS 12...gives us no alternative in order to
encourage adoption of the Statement’?'? But another factor was that, by 1980, if
not before, a more relaxed attitude towards ‘best endeavours’ and compliance with
international standards seems to have become prevalent in a number of countries.
Such an attitude was at any rate shown by the Danish reaction, which was quite
positive about the standard but noted dryly that ‘We foresee that it will be some
time before the proposed standard will be generally accepted, not only by the
profession but also by the business community.!?

Even though IAS 19 was a fairly flexible standard, it was significant in that it
was published well before the major national standard setters had completed their
own projects on this issue.?!* As if in recognition of this leadership, the IASC was
asked a few years later to play a coordinating role during the closing stages of
the Canadian, UK, and US projects on pensions. At an April 1985 OECD forum
on accounting harmonization (see also Section 7.2), the three national standard
setters were called upon to harmonize their efforts on pensions. Heeding this
call, Peter Godfrey, the chairman of the UK Accounting Standards Committee,
asked the IASC to set up a working party.?!> The IASC secretariat, apparently
still remembering the ruffled feathers over the Canadian, UK, and US initiative
on currency translation, approached the French and German member bodies for
a chairman. When they declined, the Dutchman Herman Marseille (who had
been a member of the IAS 19 steering committee) was made chairman.?'® As
it happened, the working party met only once. It appeared that, particularly,
Canada and the United States were not keen to change their approach.?!” The
working party diplomatically concluded that there had been ‘some reduction in
the degree of conflict, so that bilateral contacts and monitoring by the IASC would
henceforth be sufficient. Despite this limited result, the IASC board concluded
that ‘Tt was a good and positive thing to have done. If nothing else, the working
party was a signal that the TASC might move away from a role in which it essen-
tially followed the existing accounting standards of the leading national standard
setters.?1
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5.12. ANTECEDENTS OF A CONCEPTUAL FRAMEWORK:
IAS 16, 17, AND 18

In three standards published in 1982—IAS 16, Accounting for Property, Plant and
Equipment; 1AS 17, Accounting for Leases (already discussed above), and IAS 18,
Revenue Recognition—the IASC attempted to define more general concepts that
could be used across several standards. In that way, they foreshadowed the IASC’s
1989 Framework for the Preparation and Presentation of Financial Statements,
although it must be emphasized that, in the early 1980s, there was as yet no
conscious effort to develop such a Framework.

5.12.1. Fair Value

The element that all three standards had in common was the notion of ‘fair value’,
which during the 1990s was to play an increasingly prominent role in the standards
of the JIASC and several national standard setters. According to IAS 16, assets
acquired in exchange for other assets might be recorded at the fair value of the
assets given up, and a similar requirement applied to assets acquired in exchange
for shares. In IAS 17, fair value played a role in determining the classification of a
lease as a finance or an operating lease, as well as in the determination of profit or
loss in sale and leaseback transactions. Finally, IAS 18 observed that the amount of
revenue in an exchange of non-monetary assets is normally determined using the
fair value of the assets exchanged. Fair value was first mentioned in 1977, in drafts
of TAS 17. As the drafting of the other standards (and of IAS 22, Accounting for
Business Combinations, which also included a reference to fair value) proceeded, it
was noted by the secretariat that they all referred to fair value. In March 1980, it
therefore put a proposal to the board to agree on a definition that could be used
in all future standards.

The fact that fair value appeared more or less simultaneously in four different
projects is less miraculous than it might seem at first sight. Typically, all steering
committees would pay close attention to the relevant US accounting standards,
and in these cases they all found references to fair value. In this case, the rele-
vant standards were FAS 13, Accounting for Leases (1976), APB Opinion No. 29,
Accounting for Nonmonetary Transactions (1973, with regard to property, plant,
and equipment, as well as revenue recognition), and APB Opinion 16, Business
Combinations (1970). Of these US standards, only FAS 13 contained a definition
of fair value: ‘the price for which the property could be sold in an arm’s length
transaction between unrelated parties. Among the IASC steering committees
there were differences of opinion about the definition to adopt. Some wanted
a reference to ‘open and unrestricted markets’ as a reference point, while others
wanted to elaborate on the required qualities of the buyer and the seller by such
adjectives as ‘willing, ‘knowledgeable] ‘not anxious to buy (sell)’?!® In the end,
the board agreed on the definition that, in substance, was used by the IASC since
then: ‘Fair value is the amount for which an asset could be exchanged between
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a knowledgeable, willing buyer and a knowledgeable, willing seller in an arm’s
length transaction’?2°

E18, on property, plant, and equipment was the first exposure draft to be
published with the new definition, and the reactions were awaited with interest.
But it turned out that the only substantial comment came from the European
Group of Valuers of Fixed Assets, a regional association representing the profes-
sional property valuation industry. Its response to E18 touched on a sore point
that had already been raised within the IASC: the definition was not specific on
the kind of market conditions it assumed to prevail and could therefore lead to
undesirable outcomes in the case of weak demand or demand by buyers with a
special interest. After further deliberation, however, the board decided to leave the
definition unchanged. It followed the lead of the IASC secretariat, which observed
that, so far, the objective of using fair value in IASC standards was to provide a
reasonable basis for a journal entry in case of non-cash transaction or in case a
transaction needed to be divided up. Unlike valuers, accountants did not seek to
establish potential disposal proceeds or the cost of potential replacements.??!

E18 led to an increasingly close relationship between the IASC and the property
valuation industry. Copying the IASC’s model, the International Assets Valuation
Standards Committee was formed in 1981, and it became a member of the IASC’s
Consultative Group in 1990.222

5.12.2. Other Issues in IAS 16

Fair value was a relatively subordinate element of IAS 16, which was prepared by a
steering committee chaired by Leopoldo Romero (Mexico).?>> Because deprecia-
tion had already been treated in IAS 4, the main focus of IAS 16 was on determin-
ing the depreciable amount and accounting for the disposal of fixed assets. The
scope of IAS 16 was further restricted as the project continued. The treatment of
government grants and the capitalization of interest costs were taken out, as they
were to be dealt with in separate standards (IAS 20 and IAS 23, respectively).?2*
The exposure draft (E18, approved for publication in March 1980) intended
the standard to be applied both in historical cost and in current cost financial
statements, but the final standard was limited to historical cost systems only.

In other respects, IAS 16 (approved in October 1981) again displayed a desire
to accommodate a wide range of national practices. It allowed the revaluation
of property, plant, and equipment (still within the overall context of a histori-
cal cost system). In this respect, IAS 16 reflected practice in countries like the
United Kingdom and the Netherlands, where revaluations, particularly of land
and buildings, were rather common. IAS 16 did impose some limitations, in
particular that revaluations should be systematic, that the net carrying amount
should not exceed the recoverable amount, and that upward revaluations should
be credited directly to equity under the heading of revaluation surplus. IAS 16 also
reflected the practices of countries, such as Germany, where revaluations were
rare. In particular, it allowed enterprises to state assets acquired in exchange for
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other assets at the book value of the assets given up, rather than at the fair value of
the assets exchanged. This option, which allowed the perpetuation of conservative
valuations, was criticized in comment letters from Canada, Sweden, the United
Kingdom, and the United States, but was retained in the final standard.

5.12.3. IAS 18: Revenue Recognition

The IASC’s standard on revenue recognition was smoothly produced between
1979 and 1982, without noticeable controversy. This may have been due to the
capable hand of Stephen Elliott, the future IASC chairman, who chaired the
steering committee.’?> It was perhaps also due to the fact that the board had
instructed the steering committee to follow ‘a basic approach’??® In other words,
the standard did not deal in a detailed and potentially controversial way with
specific types of transactions or with conventions in specific industries. IAS 18
did include a lengthy appendix discussing the appropriate accounting treatment
for a wide range of specific situations, such as consignment sales, subscriptions,
and financial services, but it was firmly indicated that the appendix was illustrative
only and not part of the accounting standard.

The standard itself dealt with revenue recognition at a fairly high level of
abstraction. Its chief feature was that it identified the transfer of ‘the significant
risks and rewards of ownership’ as the main criterion for the recognition of
revenue, supplemented with criteria concerning uncertainty regarding collection,
associated costs, and possible returns (paragraph 23). The steering committee was
aware that it was moving away from a ‘traditional’ approach based on the passing
of legal title, to a ‘broader’ approach having regard to ‘commercial substance
and financial reality’*?” In the exposure draft (E20, approved in November 1980)
and in IAS 18 (approved in June 1982), no explicit attention was drawn to this
shift in emphasis, although it was observed rather neutrally that the passing of
risks and rewards might occur at a different time than the passing of legal title
(paragraph 7). This break with tradition was commented upon in a few comment
letters, but not in the letters from Germany and Austria, where substance over
form was traditionally not strongly established.?”® The volume of comment let-
ters, most of which were favourable, was almost at a record low, so the steering
committee advised to make only minor changes in the final standard.?”

The significance of IAS 18 should not be judged by the somewhat desultory
response to the exposure draft. After it was completed, it helped to bring about
the idea within the IASC that it should develop a set of building-block standards
on basic elements of financial statements, such as assets, expenses, liabilities, and
equity. Having such building blocks would ultimately provide the IASC with a
more conceptually sound basis for standard setting, compared to its approach
so far of eliminating the evidently bad practices while allowing several that each
had widespread support. A series of projects to draft such standards started in
1982, which ended with the publication of the IASC’s Framework in 1989. This
development is discussed more fully in Section 9.1.
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5.13. THE END OF THE BEGINNING: IAS 20, 22, AND 23-6

From 1983 onwards, the IASC’s productivity as measured by the number of com-
pleted standards began to fall. Whereas four standards were published in 1983,
only two were published in 1984, none in 1985, one each in 1986 and 1987, and
none in 1988. In at least one sense, the IASC was reaching the natural end of
a cycle, as it began to run out of basic topics. Although the secretariat had never
found it very easy to elicit suggestions for topics from the member bodies, it always
managed to compile long- and shortlists of topics for consideration by the board.
But by the end of 1983, the most obvious or pressing topics had been covered or
were being dealt with, as the secretariat noted in a reflective agenda paper for the
October 1983 board meeting.>**

The secretariat supported its view by drawing on an academic research study by
Frederick Choi and Vinod Bavishi, who had empirically demonstrated which areas
of financial reporting were most in need of harmonization, and who had urged
the TASC to take a leadership role.?! The researchers had identified consolida-
tion practices, goodwill, deferred taxes, long-term leases, discretionary reserves,
inflation, and foreign currency translation as areas in which major differences
existed. But, as the secretariat observed, almost all of these topics had already
been addressed. The secretariat therefore advised the board to shift its attention to
reviews of existing standards, to the building-block standards mentioned above,
and to standards for specialized areas, notably those dealing with issues relevant
to developing countries, and occasional industry standards. Essentially, this was
the course adopted by the board during the next few years, although it remained
reluctant to issue industry standards and did not, during this period, deal specifi-
cally with developing country problems.

In addition, it was recognized within the IASC that another possible approach
was to shift to a lower gear. This possibility was suggested by an ad hoc committee
created in 1983 to consider the development of the TASC in the medium term.?3
The suggestion also came from some member bodies which were concerned
about the costs of participation in international organizations, as well as about
the accumulation of international norms and standards, not just from the IASC,
but also from the UN, the OECD, and the EEC.** Reflecting these views, IASC
Chairman John Kirkpatrick summarized the resulting IASC position in 1985 as
follows: ‘There will be a change of emphasis. We have covered a vast area in our
standards. We will slow down now. The world does not need more standards than
are absolutely necessary, although we will produce them in areas where there is
demand.?** That, of course, was one way of putting it. It was put another way by
the veteran Dutch staff observer Henk Volten, who complained around the same
time to Secretary David Cairns about the ‘light agenda’ for the board meetings in
October 1984 and March 1985, and suggested that the NIVRA had begun to see the
TIASC as less interesting and relevant.?* In fact, the NIVRA had recently decided
that it would no longer publish translations of exposure drafts and standards,
something which it had done faithfully since 1974. One of the reasons it cited
was that the costs were no longer justified by ‘decreased interest, reflected by a
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sharp decline in the number of reactions from individual members, firms and
[companies’] accounting staff’2%

This is the background against which the declining number of standards were
produced during the mid-1980s. It is also the background that shows why these
standards, which are discussed in the next paragraphs, tended to deal with rela-
tively specialized issues, excepting of course of the perennially controversial sub-
ject of business combinations.

But these standards also show how the IASC was reaching the end of an era
in another sense. Several board delegations showed themselves more willing to
vote against proposed exposure drafts or standards, and sometimes because the
standards contained too many rather than too few options.

5.13.1. IAS 20: Government Grants

IAS 20, Accounting for Government Grants and Disclosure of Government Assistance,
was an uncontroversial standard that was produced relatively swiftly in slightly
over three years. What helped was that several potentially difficult issues related to
tax-based assistance were excluded from the scope of the standard.

The topic came to the IASC’s agenda when the steering committee on account-
ing for property, plant, and equipment (IAS 16) proposed to deal with it in the
context of its standard. In June 1979, the board decided instead to set up a separate
project.”” At that time, there was a tentative understanding that the FASB might
consider approving a standard identical to the eventual IASC standard. In the
end, the FASB decided against this, contrary to the recommendation of its own
staff (see also Section 6.6.5).2%% TAS 20 (unanimously approved in November 1982
after generally supportive reactions to E21, approved in March 1981) required
government grants to be recognized in income on the basis of a matching with the
costs which they were intended to compensate. Crediting such grants directly to
equity was ruled out, as well as recognition as income in the period in which the
grant became receivable, unless it related to past losses or expenses. On this point,
the project was a good example of the generally weak link between the com-
position of steering committees and the contents of the standards. Apart from
Warwick Thorby, the South African chairman, the steering committee consisted
of Wilhelm Tjaden (Germany) and M. Drake (Norway). When it recommended
to prohibit the direct recognition of tax-free grants in income, the steering com-
mittee noted that this method was usual in both Germany and Norway.**

5.13.2. IAS 22: Business Combinations?4°

The topic of business combinations was placed on the agenda in June 1978 with
some apprehension that it would be a difficult project, but in the belief that it
could no longer be postponed.?*! The project was complicated by a simultaneous
and tortuous attempt to develop a UK accounting standard. The IASC also had
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to take account of the hard-won compromise position that had been reached
in the United States in 1970 with APB Opinions No. 16, Business Combinations,
and No. 17, Intangible Assets.**? And then there were various European traditions
to accommodate, as well as the forthcoming Seventh EEC Directive. The IASC
steering committee, chaired by the Australian John Bishop, had its work cut out.**

There were two main issues. The first was, under what conditions, if any, should
pooling of interests accounting be allowed. The other was the accounting treat-
ment of goodwill arising upon application of purchase or acquisition accounting.
In the United States, APB Opinion No. 16 had reduced but by no means eliminated
the situations in which pooling of interests might be applied, after earlier attempts
to eliminate pooling altogether had been opposed by the business community.
In Europe, pooling was rare in practice, as far as the steering committee could
ascertain, and it was believed that the Seventh Directive would allow purchase
accounting only.?** In the United Kingdom, the ASSC’s ED 3 (1971) would have
required pooling in some instances, but before ED 3 could be turned into a final
standard, doubts emerged whether pooling was allowed by law. ED 3 was allowed
to lapse, and the uncertainty was not resolved until pooling (or merger accounting
as it was known in the United Kingdom) was legalized by the Companies Act 1981
(section 37).

On accounting for goodwill, positions were even more diverse. APB Opinion
No. 17 required capitalization and amortization over a period not exceeding
forty years. The Fourth Directive, on the other hand, included a rebuttable pre-
sumption that the useful economic life would not exceed five years. The Seventh
Directive, still in the drafting stage, allowed goodwill to be charged directly to
retained earnings. The latter practice was common in the United Kingdom and the
Netherlands.

In tackling this difficult subject, the steering committee recognized that com-
promise was inevitable.’*> Although it was not keen on pooling of interests, it
never proposed to rule it out altogether, not least because pooling was introduced
into the Seventh Directive as a result of strong UK pressure.?*® Throughout
the drafting process, it was recognized that there was a subgroup of business
combinations, referred to as a ‘uniting of interests’, for which pooling might be
appropriate. Initially, the steering committee sought to limit the number of such
cases by a strict definition of uniting of interests. Then, the committee gradually
discovered the merits of a third method of accounting known as the new entity
approach (in which the assets and liabilities of both entities are revalued to fair
value).?*” By restricting pooling to a group of rare ‘unitings of equal interests’
and allowing a choice between purchase accounting and new entity accounting
for other ‘unitings of interest), the steering committee thought to save pooling in
principle while virtually eliminating it in practice.*® But the board did not accept
this. E22 (approved for publication in March 1981) veered the other way. Rather
than imposing strict conditions to determine whether a business combination
was a uniting of interests, the board ruled that it was sufficient if a business
combination was effected by an exchange of shares. In that case, E22 allowed a
choice between purchase, pooling, and new entity accounting.
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It is interesting to note that new entity accounting figured so prominently
in the TASC’s considerations, given that it was not a part of regulation or
practice in any country represented on the IASC board.?*® For that reason, it
was not enthusiastically received by the respondents to E22, who thought that
including a third approach was unlikely to contribute to harmonization. The
steering committee thereupon proposed to de-emphasize it by presenting it as
an extension of the pooling method, but the board removed it from IAS 22
altogether.?>

On the core issue of pooling itself, the reactions were mixed. The US respon-
dents used E22 to continue their domestic discussion as to whether pooling
was fundamentally unsound. Reactions from Continental Europe warned against
possible conflicts with the forthcoming Seventh Directive. Reactions from the
United Kingdom showed anxiety that the recently achieved legal recognition of
merger accounting in the Companies Act 1981 might be curtailed by the different
definition of uniting of interests in E22.

In the end, TIAS 22 contained ostensibly tightened criteria for the application
of pooling of interests accounting in order to reduce the possibility that a com-
bination of companies of very unequal size would be classified as a uniting of
interests. But although it was asserted that a uniting of interests was likely in
‘rare circumstances’ only (paragraph 36), the criteria used to define a uniting of
interests allowed a wide range for interpretation.?!

In regard to goodwill, the steering committee was distinctly averse to the option
of charging it directly to equity. Initially, it wanted to allow immediate expensing
or amortization only. However, the UK & Irish and Dutch delegations, supported
by South Africa and Italy, made it clear that they would not support a standard that
did not allow charging goodwill to equity. The option was duly introduced into
the exposure draft, but with the restriction that it was allowed only when there
was uncertainty over whether, and to what extent, goodwill represented future
profits.?>

The steering committee preferred a five-year limit to amortization in order
to bring the standard in line with the Fourth Directive.?>* The board, however,
decided that no time limit should be specified apart from the general requirement
to amortize over the useful life of the goodwill.?>*

The treatment of goodwill was the issue that exercised the respondents to E22
the most, but their reactions were by no means unanimous. Almost every con-
ceivable position on capitalization, amortization periods, and charging to equity
was forcefully advocated. Although the conditions imposed by E22 on charging
goodwill directly to equity were hardly restrictive, the steering committee felt it
had to go one step further by including it as a free option in the final standard.
A clearly reluctant steering committee advised the board to make this change
‘because many wanted this treatment, although the Steering Committee could not
see any good arguments in support of the practice’ It underlined its distaste by
stating that the revised draft ‘presents such arguments as can be put in its favour.
[If the option is permitted] the Board may wish to supply arguments to support
such a practice.
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In June 1983, IAS 22 was approved with nine votes in favour, the smallest
possible majority and the most divided vote so far. That the standard passed
at all was due only to the inconsistency of the Mexican delegation. When the
option to charge goodwill to equity had been inserted, Germany and Mexico
had indicated they would vote against the final standard for this reason. In the
final vote, Germany abstained, Canada voted against, and the Italian delegation,
according to its pattern of erratic attendance at board meetings, was absent. The
Mexicans, however, voted in favour.?>

5.13.3. IAS 23: Capitalization of Borrowing Costs

Following on the heels of IAS 22, IAS 23 also scraped through with three dissenting
votes in October 1983.2%¢ The no-votes can hardly have been inspired by conflicts
with national practices or requirements, because few of the more outspoken sug-
gestions made during the drafting stage had survived in the final standard.

On the most basic issue, the steering committee had suggested in its point out-
line that, subject to conditions, interest costs should be capitalized. The steering
committee, chaired by Willis Smith (a financial executive and member of the US
delegation), had the recently issued FAS 34, Capitalization of Interest Cost (October
1979), in mind.?»” However, this proposal was modified by the board on the first
possible occasion, when it laid down the rule, subsequently included in IAS 23,
that enterprises should adopt a consistent policy of either capitalizing or not
capitalizing borrowing costs associated with assets that take a long time to get
ready for intended use or sale.

Another issue were the board did not take a clear position was whether cap-
italization should also apply to inventories. This was thought to be particularly
relevant in developing countries, but it was objected to by the UK & Irish delega-
tion. As a result, attempts to distinguish between various classes of assets in the
boldfaced standards section of IAS 23 were dropped, although the Explanation
did discuss interest costs related to inventories in a tentative way. The UK & Irish
delegation also objected to a proposal which would have required enterprises
that expensed their interest costs to disclose the amounts that would have been
capitalized under the alternative treatment. This disclosure did not make it into
IAS 23 either.?

The result of the whittling away of the more salient features of the pro-
posed standards was predictable. Some comment letter writers urged the IASC
to come out clearly in favour of capitalization, some argued the same for non-
capitalization, and others wished the IASC would just choose any of the two as
long as a clear choice was made.?> Most likely, the three no-votes against IAS 23
indicated concerns that the standard was too permissive.

5.13.4. IAS 24: Related Party Transactions

Like IAS 14 on segment reporting, IAS 24 was developed partly in response to
concerns originating among developing countries about financial reporting by
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multinational enterprises. For that reason, the steering committee consisted of
four rather than the usual three members, in order to balance the developed
(Germany and the Netherlands) and developing countries (Brazil and Nigeria)
on the committee.?®® Against this background, it was clear that there were expec-
tations to meet on the user side, but there were few precedents that could be
followed to determine a level of disclosure that might be acceptable to report-
ing companies. The steering committee noted that only Canada had issued
guidance in the area (CICA Handbook, section 3840). The steering committee
observed:

The Steering Committee is therefore inclined to be cautious in its approach to this subject
and not to go too far in its proposals. Nevertheless, it is recognised that the document
produced will need to meet an adequate standard so as to be in keeping with other
International Accounting Standards and acceptable to such bodies as OECD and UN, who
no doubt will be invited to comment on the paper at an early stage in its development.*®!

As TAS 24 was to be a disclosure standard, the main task before the IASC was to
define, in carefully crafted language, the circumstances in which the disclosure of
related party transactions was to be required and which information was to be
disclosed. In the process, most of the substantial content proposed by the steering
committee was transferred to the Explanation section, making the boldfaced stan-
dard, with just over a hundred words, one of the shortest ever to be issued by the
IASC. One of the key items that was eliminated from the text altogether was the
idea, let alone the requirement, that related party transactions should be restated
to arm’s length conditions. The steering committee concluded this would be ‘too
radical’ as a requirement, even though it was reluctant to remove all references
to the notion.?®? The standard merely required that ‘related party relationships’
should be disclosed where control exists, regardless of whether actual transactions
have taken place. In addition, where transactions have taken place, the nature of
the relationship, the type of transactions, and other information ‘necessary for
an understanding of the financial statements’ should be disclosed (paragraph 26).
The Explanation section included a definition of related parties taken from the
CICA Handbook.>® 1t also contained a discussion of the information that ‘nor-
mally’ would have to be disclosed in the case of related party transactions, such
as the volume of the transactions, the outstanding items, and pricing policies.
This information was labelled as ‘elements necessary for an understanding of the
financial statements’ after the wording ‘effects of transactions’ was found to be too
suggestive of quantified information.?*

The exposure draft was not particularly liked by the writers of comment letters,
either because it was too vague or because it imposed too great a burden on
companies. A UK respondent characterized the proposed standard as ‘creating
work for those who have nothing to hide, while having no impact on those who
do’ A number of respondents pointed out that the matter might better be left
to a political organization such as the OECD or the UN, and that the OECD’s
Guidelines on International Investment and Multinational Enterprises did in fact
already take it up.?®® In the end, the board was not quite comfortable with the
standard, either. After extensive editing, it was approved with two votes against.?6®
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5.13.5. IAS 25: Investments

If one standard is to be chosen to mark the end of the IASC’s first phase, it
would probably be the unloved IAS 25. That it was unloved was not because
the steering committee that produced it lacked talent. It contained no less than
two future IASC chairmen. But one of them, Georges Barthes, who also chaired
the committee, recalled the experience as ‘awful’?®” 1AS 25 illustrated how the
IASC’s customary approach to harmonization was breaking down, an approach
that was summed up by the steering committee itself as ‘to prohibit accounting
treatments that are generally agreed to be bad, and to permit alternatives where
there is no general consensus as to the most appropriate method’?%® The problem
with investments, and more generally with valuation of assets and the treatment
of gains and losses on revaluation, was that there was no consensus on what was
bad, and that the range of possible alternatives was wide indeed.

IAS 25 started out in 1981 as a not-too-ambitious project on accounting for
marketable securities. But on the recommendation of the steering committee, the
scope was soon expanded to include all investments, including investments in
subsidiaries and investment properties.?®® This decision introduced insuperable
complications, and, after a few years, the board decided, against the wishes of the
steering committee, to refer accounting for subsidiaries to the steering committee
that was reviewing IAS 3 on consolidated financial statements and the equity
method (see Section 9.2.2). Nevertheless, investment properties remained within
the scope of the investments project, and this meant that the simmering conflict
between IAS 4, Depreciation Accounting, and the UK accounting standards over
whether investment properties were depreciable assets had to be confronted (see
the discussion of IAS 4, above). The steering committee was quite clear in its
preference for internal consistency. It argued that because investments, including
investment properties, were typically held with a view to expected appreciation
in value, it made sense to choose an accounting treatment that showed such
value changes in income when they occurred. However, neither the board nor
the member bodies, which were consulted in a postal ballot, were convinced. E26
(approved in June 1984) allowed investment properties to be treated either as
properties (and depreciated) or as investments (at market value).

As the exposure draft neared completion, more and more options were added,
not just with regard to investment properties. In the end, E26 would allow invest-
ments classified as current assets to be valued either at market value or at the
lower of cost and market value. If the latter, there was a choice between a portfolio
approach or an approach based on the valuation of individual assets. Long-term
investments were to be valued at cost or at revalued amounts, with the lower of
cost or market value a third option in the case of marketable securities. Investment
properties might be treated either according to IAS 4 and IAS 16, or as long-term
investments. It would be incorrect to say that all conceivable treatments of realized
and unrealized gains and losses were acceptable, but for certain classes of assets
there were major options that allowed a choice between including value changes
in income or applying them directly to owners’ equity. Despite, or because of, the
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options, E26 was approved with the votes of Australia, Mexico, and South Africa
against, making it the least supported exposure draft so far.2”

The good news on E26 was that it attracted a fair number of comments, most of
which were in favour of an international standard on the issue. The problem was,
as the steering committee noted, that many respondents wanted a reduction in
options but they did not agree among each other on which options to remove.?’!
As the board could not agree on substantial changes either, IAS 25 (approved in
October 1985 with the US voting against),”’? did not differ greatly from E26. But
against the wishes of the steering committee, yet another option was introduced.
If investment properties were treated as long-term investments, the full range of
treatments for long-term investments applied, including valuation at cost without
depreciation. The steering committee argued in vain that this was inconsistent
with the main argument advanced for not charging depreciation, that is, that
changes in the fair value of such investments were more significant than their
depreciation.

So, in the end, IAS 25 came to include a very wide range of options. To US
delegate Ralph Walters, who was later to chair the Comparability steering com-
mittee that was to prepare the way for a reduction of options, IAS 25 symbolized
the weakness of the IASC’s traditional approach. He commented: ‘We really shot
ourselves in the foot with that one’*”? Other board members also cited IAS 25
as an important factor in bringing about a change of approach in the IASC that
began with the start of the Comparability project.?’*

5.13.6. IAS 26: Retirement Benefit Plans

The subject of ‘accounting for pension plans’ was one of the last to be chosen by
the ad hoc approach occasionally used by the IASC, when it had not yet developed
more elaborate procedures to set its agenda. It was decided in March 1982 to set
up a steering committee on this topic even though it was not included in the
secretariat’s list of possible topics that was on the table for that meeting.?’> IAS
26 was also reminiscent of earlier standards because it was heavily influenced by
UK concerns. It was unusual, however, for being applicable to a different type of
entity than the previous standards. With the exception of its limited foray into
bank accounting, the ITASC had so far eschewed ‘industry’ standards.

In general, views on reporting by defined benefit plans—defined contribution
plans provided few difficulties—could be characterized by reference to two poles.
On the one hand were those who thought that the reporting should focus on the
‘fund;, that is, on showing the assets and changes in assets and thus giving a report
on the management of the plan assets. On the other hand, there were those who
wanted to report on the ‘plan, that is, the plan assets and the obligations under the
pension plan, thought of as a single reporting entity. The most extreme plan posi-
tion was that both the plan assets and obligations should be reported in a single
balance sheet. Intermediate positions included showing obligations in a footnote
to the financial statements or in an actuarial report attached to the financial
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statements. The extreme fund position was not to disclose obligations, or more
specifically, the actuarial present value of promised retirement benefits (APVPRB)
altogether. The latter view was motivated by a concern that an APVPRB based
on projected salaries was not strictly speaking a liability, while a disclosure of
APVPRB on the basis of current salaries might incorrectly suggest the existence
of a surplus. Roughly speaking, most interested parties in the United Kingdom
(including the insurance industry and the Institute of Actuaries) favoured a fund
approach. On the other hand, FAS 35, Accounting and Reporting by Defined Benefit
Pension Plans (1980), prescribed a plan approach, but a dissenting opinion in
the US standard along fund lines was a reminder that this conclusion had been
contested.

The problem for the IASC was that there was not much common ground and
no consensus on unacceptable practices to be eliminated. Instead, advocates of
the more extreme versions of each approach considered the opposite approach to
be wholly unacceptable. Even though the steering committee’s chairman, Ralph
Harris, came from the United States, it favoured the view prevalent in the United
Kingdom.?’® It was supported by a vociferous response from the United Kingdom
to the preliminary exposure draft and to E27 (approved in March 1985).%”7 The
rest of the board was willing to look for a compromise, but it drew the line when
the steering committee proposed to make APVPRB disclosure optional, in evident
deference to the UK position.?’”® On the other hand, a plainly reluctant steering
committee had to accept that most variants of the plan approach were allowed in
IAS 26.%7° Hence, almost anyone could find something objectionable in IAS 26
(approved in June 1986), as it allowed APVPRB to be calculated both on the basis
of current and projected salaries, and allowed it to be included in the financial
statements, the notes, or a separate actuarial report. It passed with one vote against
and one abstention.

5.14. CONCLUSION

An oft-repeated characterization of the pre-1987 standards was that the IASC
was seeking the ‘lowest common denominator’.?®® This chapter suggests that such
a dismissive assessment is not justified. Obviously, the IASC’s first twenty-six
standards did contain many options on important accounting issues. Yet these
standards also ruled out practices that were by no means uncommon in sev-
eral member countries. Examples included: not presenting consolidated financial
statements, the taxes payable method, and not capitalizing leases at all. Moreover,
several of the standards called unambiguously for significant disclosures. Had
the TASC truly sought the lowest common denominator, there would have been
no serious concerns over non-compliance with its standards (as is discussed in
Chapter 6).

One reason why the standards had to include options was because the IASC’s
Constitution ruled that at least three quarters of the delegations had to vote for
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the publication of a standard. Including options was a way to secure sufficient
votes, a process summarized by Chairman Hans Burggraaff as ‘compromise to
harmonise’?®! But a more fundamental reason was simply that, at the time,
options as such were acceptable. Domestic accounting standards or laws in most
board member countries were by no means free of options in the 1970s and
1980s. Some of the IASC’s early standards included options even though they
were approved unanimously. So when the IASC did begin to eliminate options
after 1987, it was not because the voting arrangements had been altered. It was
because views on the acceptability of options had changed.

Before 1987, the IASC’s strategy was not to seek uniformity. It was ‘to outlaw the
unacceptable, and allow the acceptable’?®? It should be recalled that, during this
period, before the development of its conceptual framework, the IASC did not
have a clearly articulated set of criteria for eliminating accounting alternatives,
had it wanted to do so. As long as some board members, most of whom were
well-qualified individuals holding senior positions in their home countries, were
willing to advance serious arguments in support of, say, partial tax allocation, the
board was not inclined to make arbitrary decisions in favour of one particular
approach.

This policy was not always understood by the IASC’s outside critics and respon-
dents to exposure drafts, who continued to berate the IASC for allowing a range
of choices for most accounting issues. Within the IASC itself, there was occasional
disappointment, and to some extent, expectations really had to be lowered. When
the TASC was founded, Henry Benson’s public utterances if not his personality
suggested that the IASC would be aiming for more clear-cut and less ambiguous
guidance.

But by 1987, the IASC’s first phase was passing. That it was a first phase, and
that there were to be other phases ahead, had been understood ever since the
days of Henry Benson. Burggraaff, who had been the most eloquent defender of
the IASC’s initial strategy, remarked in 1982 that “‘We are not writing standards
for eternity; we may come back to existing standards when the time is right.%
Chairman John Kirkpatrick captured most of the history of the IASC when he said
in 1986: ‘T would say that harmonization means compatibility today. Tomorrow
it means comparability. The day after tomorrow, conformity.?®* He may not have
been aware how soon tomorrow was to begin.
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The IASC Labours to Gain Recognition

The purpose of this chapter is twofold: to review the disappointing perfor-
mance, on the whole, of the members and associate members of the International
Accounting Standards Committee (IASC) in fulfilling their ‘best endeavours’
undertaking, and to trace the efforts of the IASC to secure recognition and, even
more important, acceptance of its standards by national regulators and standard-
setting bodies.

The chapter begins by reviewing the IASC’s best endeavours undertaking and
then proceeds to present evidence of progress towards fulfilling this obligation
in board-member countries and in a sampling of other countries. The chapter
concludes by discussing the IASC board’s efforts to improve its liaison with
accountancy bodies, other organizations interested in financial reporting, and
securities market regulators.

6.1. THE BEST ENDEAVOURS UNDERTAKING

One of the key planks in Sir Henry Benson’s platform for the IASC was that a
means be found for securing compliance with the Committee’s standards. Apart
from the United States, where the Securities and Exchange Commission (SEC) rig-
orously enforced compliance with the pronouncements of the national standard
setter, in other countries compliance was largely left to each company’s external
auditor. In the light of this state of affairs, the IASC Agreement and Constitution
was boldly ambitious. The sixteen sponsoring (or founder) accountancy bodies,
as signatories to the Agreement and Constitution, undertook

(a) to support the standards promulgated by the Committee;
(b) to use their best endeavours:

(i) to ensure that published accounts comply with these standards or that there
is disclosure of the extent to which they do not and to persuade governments,
the authorities controlling securities markets and the industrial and business
community that published accounts should comply with these standards;

(ii) to ensure that the auditors satisfy themselves that the accounts comply with
these standards. If the accounts do not comply with these standards the audit
report should either refer to the disclosure of non-compliance in the accounts
or should state the extent to which they do not comply;
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(iii) to ensure that, as soon as practicable, appropriate action is taken in respect of
auditors whose audit reports do not meet the requirements of (ii) above;

(c) to seek to secure similar general acceptance and observance of these standards
internationally.

Each founder body, as well as each body subsequently admitted as an associate
member, was left to decide how it would implement the best endeavours clause in
the IASC Agreement and Constitution. An IASC explanatory statement, Commen-
tary on the Statements of International Accounting Standards, issued on 6 March
1974 together with its first exposure draft, emphasized that ‘the most important
and serious obligation which Founder and Associate Members of IASC have
undertaken’ was stated in (b)(ii) and (iii), above (paragraph 17). This point was
repeated in a subsequent brochure, The Work and Purpose of the International
Accounting Standards Committee, issued in January 1975. Yet, by the latter part of
the 1980s, as will be seen, none of the accountancy bodies in the countries repre-
sented on the IASC board could affirm that they had imposed such an obligation,
with any significant amount of enforcement follow-up, on members who were
auditors. Two stock exchanges, in London and Amsterdam, stated an expectation
that listed companies disclose their compliance with IASC standards, but neither
exchange offered a plan for securing compliance, and their stated expectation was
itself rescinded only a few years later. Canada was alone in successfully persuading
a significant number of companies on the Toronto Stock Exchange to disclose
whether they complied with IASC standards.

For listed companies on the Toronto Stock Exchange, as well as on the London
and Amsterdam exchanges, the requirement to disclose conformity with IASC
standards was more symbolic than a challenge to the companies, because the IASC
standards issued during the years of the exchanges’ respective requirements or
recommendations were largely compatible with national standards. Nonetheless,
the IASC would have welcomed these endorsements of its standards by the three
important stock exchanges.

Less than two years after the IASC was founded, Benson began to exhibit a
degree of impatience with the slow pace at which some of the founder bodies were
fulfilling their best endeavours undertaking. The following passage appears in the
minutes of the April 1975 IASC meeting:

The Chairman appreciated that [some founder members] were facing various difficulties
[in their home countries]. However, he pointed out that the words ‘best endeavours’
in the Agreement to establish IASC were not put in as an excuse for inaction. He also
stated that sooner or later the press or public will inquire as to the extent to which IASC
standards are being enforced by the participating bodies. Furthermore smaller countries
want international accounting standards and wish to enforce them but before doing so
they will want to be sure that the major countries are enforcing them.!

Benson took an uncompromising view of the position IASC standards should
occupy in relation to national standards. The minutes of the IASC’s April 1975
meeting report his opinion that ‘A national standard should be withdrawn in cases
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in which it is less restrictive than an international accounting standard dealing
with the same subject.? This is not a view that would have gone down well with
national standard setters in the major countries, especially at a time when the
reputation of the IASC rested only on one published standard, on the disclosure
of accounting policies. In an agenda paper for the November 1974 board meeting,
Benson wrote, ‘Our International Standards will be made a laughing stock if they
are not enforced.”

Yet Benson and his colleagues knew, or should have known, that the signato-
ries could have done little more than launch a process of promoting awareness
of the IASC’s standards in their respective countries. Of the founder countries
having an accounting standard setter, only the United States had an effective
process for securing compliance with the standards. In countries such as the
United States and Canada, a body of well-developed standards already existed,
and a new set of IASC standards could not have easily competed with them for
national acceptance. In the United Kingdom, the first genuine standard-setting
body had been set up only three years earlier, and it was proceeding about its work
earnestly. In other countries, such as France and Germany, the financial reporting
culture was not yet attuned to the need to provide equity investors with financial
information. And, above all, each country’s accountancy body, or bodies, may
have possessed limited, if any, legal authority to change the map of accounting
practice.

Henk Volten, the staff observer to the Netherlands delegation from 1973 to
1987, pungently characterized the original best endeavours clause as follows:

This statement of the objectives is of a pure principled beauty, but it appeared that it could
not be realized in the rough and tumble of practice. The negative approach did not work.
In no country did enterprises show themselves willing to proclaim their departures from
IAS, not least because they would as a rule consider that they had good grounds for their
departures. The accountancy bodies, let alone the individual auditors, did not insist.*

6.2. AN IMPORTANT ENDORSEMENT FROM THE FIBV

Henry Benson believed that the stock exchanges could provide critical support
for the IASC standards. An early endorsement came from the Fédération Interna-
tionale des Bourses de Valeurs (FIBV, International Federation of Stock Exchanges,
currently known as the World Federation of Exchanges). Its general assembly, held
in Madrid on 8-10 October 1974, passed the following resolution:

Member Exchanges of the Fédération Internationale des Bourses de Valeurs situated in
countries whose professional accountancy bodies are either Founder or Associate members
of the International Accounting Standards Committee should take steps to include in their
listing requirements reference to compliance with Standards issued by the International
Accounting Standards Committee.’
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An TASC discussion paper said that the FIBV’s action resulted from ‘discussions
with the stock exchanges in the major business centres of the world’® Although
the resolution was jointly sponsored by the London Stock Exchange and the Ams-
terdamse Effectenbeurs (Amsterdam Stock Exchange),” it was Henry Benson who,
as early as January 1974, wrote the president of the FIBV about ‘co-ordinating the
work of the Federation and IASC in the area of disclosure’®

Although it was reported in 1978 that the majority of IASC member bodies were
‘involved in consultations with stock exchanges in their own countries, seeking
to achieve requirements that financial statements filed with those exchanges be
prepared in conformity with TASC standards)’ as noted above only two stock
exchanges had done so, and then only for a few years, prior to 1987.

6.3. EUROPEAN AND WORLD SURVEYS OF FINANCIAL
REPORTING: A BOON FOR THE IASC

Six European and world surveys of company financial reporting yield an interest-
ing overview of the degree to which IASC standards were having an impact.

6.3.1. The Lafferty/Financial Times Volumes

The IASC received an unexpected boost from Michael Lafferty, who, until 1981,
was the banking and accounting correspondent of the Financial Times. Between
1979 and 1984, Lafferty, assisted by colleagues, published three volumes surveying
the financial reports of, successively, 100 major European companies, 200 major
world companies, and 250 major world companies.'? In each of these substantial
volumes, the authors selected IASC standards as the yardstick against which to
gauge the adequacy of company financial statements, which would have done
much to promote the work of the IASC in the eyes of company chief financial
officers and CEOs around Europe and the rest of the world.!! Indeed, the 1980
volume contained a short article by IASC Chairman John Hepworth, as well as
short articles by Eng Howe Wong, of the United Nations Centre on Transnational
Corporations; Charles G. Wootton, deputy secretary-general of the Organisation
for Economic Co-operation and Development (OECD); and Robert Coleman, of
the European Commission.

The 1983—4 volume reproduced the following quotation from remarks made
by Henry Benson at the IASC’s tenth anniversary celebration in 1983, in which he
repeated his prophetic outlook for the IASC (see also Section 3.2):

I hope that by the year 2000, the impact of the IASC will be of dominating importance
in the presentation of financial statements. The first and immediate task is to ensure that
all listed companies state affirmatively whether their statements comply with international
standards, and that this be made a condition of listing on stock exchanges and bourses.!?
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The authors of the survey thereupon remarked: ‘As the survey shows, there are
several countries where the first task is well on its way to being achieved. Unfor-
tunately, the United Kingdom (Lord Benson’s own country) is not one of them.!
By 1983, as will be noted below (see Section 6.5.2), the London Stock Exchange
had rescinded its requirement that listed companies disclose their non-compliance
with any TASC standards. Yet Italy’s Commissione Nazionale per le Societa e la
Borsa (Consob) had ‘signed on’ to IASC standards, and it was reported that no
fewer than eighty-seven Canadian companies had signified their adherence to
TASC standards in their 1981 annual reports.*

The Financial Times also began publishing a monthly news bulletin, World
Accounting Report, in 1976, which proceeded to give extensive coverage to interna-
tional accounting issues, including the work of the IASC. Benson wrote a letter to
Michael Lafferty, its editor, for publication in the first issue in which he welcomed
the new venture.'

After Lafferty left the Financial Times, the newspaper sponsored a survey in
1984 of some 175 companies of ‘international importance’, also using IASC stan-
dards to frame the analysis, because, as the authors wrote, ‘We believe the stan-
dards provide an independent and skilfully developed set of yardsticks’!'®

6.3.2. Two Further Surveys

In 1979, Price Waterhouse International published a survey of financial reporting
practices in sixty-four countries. On compliance with IASC standards, it con-
cluded as follows:

There are nine countries included in this survey which can be classified [as ones where IASC
standards are accorded the same status as domestic standards] and where compliance can
be deemed mandatory, although the situation in each is not identical. These are Bahamas,
Fiji, France, Malaysia, Nigeria, Pakistan, Singapore, Trinidad and Zimbabwe Rhodesia. In
the tabulations, these nine countries have cited IASC Standards, where appropriate, as the
authority for requirements or prohibitions. In some of these countries, however, practice
is in an evolutionary stage and the Standards may not always be followed in every detail in
every case.!”

This quotation from the Price Waterhouse survey is diplomatically phrased, as it
seems improbable that compliance was actually mandatory in any of the listed
countries. France was a founder member and Nigeria was a member of the IASC
board from 1978 to 1987. They are both discussed below.

In a 1984 survey of thirty countries’ financial reporting practices, Gray, Camp-
bell, and Shaw found that five countries (Malaysia, Mexico, Thailand, Zambia,
and Zimbabwe) responded that the IASC had ‘significant influence’ on exter-
nal financial reporting, while a dozen reporting jurisdictions (Belgium, Channel
Islands, Denmark, France, Hong Kong, Indonesia, Ireland, Italy, New Zealand,
Philippines, South Africa, and the United Kingdom) reported that the IASC had
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‘moderate influence’.!® The following countries represented on the IASC board
reported no influence: Australia, Japan, and the United States.

Until the latter part of the 1980s, as will be seen below, the major impact of
IASC standards on financial reporting occurred in developing countries in Africa
and Asia. For reasons that are unclear, there was no reported impact in Central
and South America (see Section 6.19).

Another point worth noting is that few companies mentioned compliance or
non-compliance with IASC standards in their annual reports, at least until the
early 1980s, and they were mostly in Canada, as will be seen. The 1979 survey
of 100 European company annual reports, cited above, found that ‘References to
IASC are few and far between’!® The world survey in 1980 of 200 major quoted
companies, also cited above, observed that ‘Only a handful of annual reports
include reference to IASC.?°

When interpreting the results of surveys such as those by Price Waterhouse and
Gray, Campbell, and Shaw, which was based on data supplied by the accounting
firm of Deloitte Haskins & Sells, one must appreciate that, in every country, it
is impossible to know what practices are followed by all companies, including
the large number of companies whose financial statements are not deposited
in a public registry. The weighting of preponderant practice in a country (e.g.
by number of companies, relative sales volume of companies, total asset value
of companies) is entirely subjective. Moreover, it is implausible to believe that
the country reporters personally examined hundreds or thousands of company
annual reports; instead, the data are most likely the impressions held by informed
observers, such as accounting firm partners in each country.

6.4. IMPACT ON COUNTRY MEMBERS OF THE TASC BOARD

In the following sections, we discuss the impact of the IASC and its standards
on accounting developments, first, in the countries represented on the board
and, second, on a sampling of non-board countries both in the developed and
developing world.

From the very outset, the secretariat regularly surveyed IASC members on the
steps that had been taken to incorporate IASC standards into national norms
and practice. The most extensive survey, including replies from board and non-
board members around the world, was conducted in 1988, although others, to
which only the board members responded, occurred in other years, especially in
1979 and 1983—4. Extracts from these surveys are reported below, in the country
sections.

When interpreting the results of these surveys, one must take into account that
all of the data were self-reported by the several accountancy bodies and were
therefore subject to several forms of reporter bias, including the care with which
each responding body gathered and classified the data as well as any desire by a
body to impress the IASC with the fulfilment of its best endeavours obligation.
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Also, the fact that many of the IASC standards permitted optional treatments
facilitated a conformity with national requirements or practice even in areas where
the TASC standards were not consulted for either.

The IASC’s survey in 1979 of the eleven board-member countries found that
every one of the sponsoring accountancy bodies had adopted a plan for dissem-
inating standards, as well as exposure drafts, to its members.?! Indeed, as early
as February 1978, the IASC secretary confirmed that IASC exposure drafts and
standards were being published in thirty countries, including those of the founder
members.??

In non-English-speaking countries, the drafts and standards were translated
into the local language. By 1987, IASC standards had been translated into twenty
languages: Arabic, Chinese, Danish, Dutch, French (different versions produced
in Canada and France), German, Greek, Hebrew, Indonesian, Italian, Japanese,
Korean, Malay, Norwegian, Portuguese, Serbo-Croat, Spanish, Swedish, Thai, and
Turkish.??> Some bodies reproduced the drafts or standards in their membership
magazine or in a bound volume, while others distributed them, free or at a price,
to selected parties and to those requesting copies. The bodies’ general response to
a question concerning the authority of IASC standards in their country was that
they were not equal in standing to the national guidance or the law, as the case
may be, but that they recommended that the national standard setter take account
of the IASC standards in their deliberations.

The following is a review of the steps taken in countries represented on the
IASC board between 1973 and 1987, by which their professional accountancy
bodies carried out their best endeavours undertaking. Apart from the American
Institute of Certified Public Accountants (AICPA), all of the professional accoun-
tancy bodies in the founder countries actually distributed IASC standards in one
form or another. The professional accountancy bodies in several of the coun-
tries, including Australia, Canada, Germany, Mexico, and the United Kingdom,
periodically published comparisons between their national standards and IASC
standards. This review also recites initiatives taken by securities market regulators
and stock exchanges to encourage compliance with IASC standards; in some cases,
these initiatives may have been precipitated by professional accountancy bodies.

6.5. UNITED KINGDOM & IRELAND

Standard setting in the United Kingdom and Ireland had begun in 1970, with
the founding by the Institute of Chartered Accountants in England and Wales
(ICAEW) of the Accounting Standards Steering Committee (ASSC), which pro-
ceeded to draft Statements of Standard Accounting Practice (SSAPs).>* Subse-
quently, the Institute of Chartered Accountants of Scotland (ICAS) and the Insti-
tute of Chartered Accountants in Ireland (ICAI), as well as the Association of
Certified Accountants, the Institute of Cost and Management Accountants, and
the Institute of Municipal Treasurers and Accountants,? joined the committee,
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and all six bodies formed the Consultative Committee of Accountancy Bodies
(CCAB), an umbrella group, in 1974. These were the same six bodies that signed
the IASC Agreement and Constitution in 1973. The SSAPs were formally issued
once approval had been given by the governing Councils of the six bodies.

There was no statutory requirement until 1989 that UK companies disclose that
they had not complied with applicable accounting standards. The overriding legal
obligation on the auditor was, and is today, to affirm that the accounts give a ‘true
and fair view’.

6.5.1. Action Taken by the CCAB

In December 1974, the ICAEW, together with the other UK and Irish accountancy
bodies that had formed the CCAB, approved an ‘Introduction to Statements of
International Accounting Standards’. The ICAEW’s version said, ‘The Council
expects members to observe International Accounting Standards.” It added that
the provisions of the Explanatory Foreword to the UK and Irish SSAPs ‘apply
equally’ to IASC standards. This meant that, ‘If the accounts do not comply with
International Accounting Standards the audit report should either refer to the
disclosure of non-compliance in the accounts or should state in the audit report
the extent to which they do not comply?® Yet Michael Renshall, the ICAEW’s
technical director during the first half of the 1970s and chairman of the Account-
ing Standards Committee (ASC) during its concluding years, from 1986 to 1990,
has written, ‘So far as I know, no member [of the ICAEW] was disciplined for
breaching accounting standards per se during the ASC’s 20 year existence.’

When IAS 1 was issued in January 1975, the CCAB began a practice of pub-
lishing a Preface to each IASC standard when it was distributed in the UK and
Ireland by the CCAB bodies. The Preface explained the applicability of the IASC
standard in the UK and Ireland. The CCAB’s general policy on IASC standards in
the UK and Ireland, which was repeated in its Preface to each standard, was stated
as follows:

International Accounting Standards (to the extent they are not already covered by legal
requirements or national standards) come into effect when their provisions are incorpo-
rated into SSAPs issued by the Councils of the UK and Irish bodies: they do not override
UK and Irish law and SSAPs.?

The CCAB then proceeded to advise whether, and to what extent, compliance
with company law and the SSAPs would automatically ensure compliance with
the IASC standard.

Beginning with SSAP 14, on group accounts, issued in 1978, the SSAPs regularly
contained a note comparing the SSAP with the corresponding IASC standard.
Perhaps it was not a coincidence that IAS 3 was said to be ‘a major influence on
the development of SSAP 14°%°

The new UK and Irish standard-setting programme suffered a number of
embarrassing reversals during the 1970s, as a result of which Edward Stamp wrote
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in 1979: ‘“The whole accounting standards programme is now bogged down in
confusion, acrimony, and dissent.... In fact, the output of the ASC does not
compare very favourably with that of [the IASC] . . . the IASC has often been much
quicker in producing standards on the more important subjects’*® Already in
1978, a committee was looking into possible improvements in the effectiveness
of the ASC.

Bearing out Stamp’s observation, by 1985 the IASC had issued standards on
seven subjects for which there were no equivalent UK and Irish standards: pre-
sentation of current assets and current liabilities (IAS 13), segment reporting
(IAS 14), accounting for property, plant, and equipment (IAS 16), revenue recog-
nition (IAS 18), accounting for retirement benefits by employers (IAS 19), cap-
italization of borrowing costs (IAS 23), and related party disclosures (IAS 24).%!
When Ian Hay Davison became ASC chairman in July 1982, he concluded that
‘The efforts of the [IASC] were in danger of outrunning our work at home and
indeed there were one or two topics where the IASC had already issued Exposure
Drafts which had not yet been touched upon by us in the UK. He said that his
policy was ‘to encourage the TASC to hasten slowly and to give more time to
persuading member bodies to implement their proposals’>?

Of the first twenty-six IASC standards, issued through 1987, only one, IAS 4
on depreciation, published in October 1976, created a serious conflict with UK
and Irish practice, which was that annual valuations, not annual depreciation
charges, should be recorded on investment properties, while IAS 4 required that
depreciation be recorded on all properties.’

In March 1978, the CCAB replaced its ‘Introduction’ of December 1974 with
an almost identical version of the IASC’s ‘Preface to Statements of International
Accounting Standards’, which had just been approved by the IASC.** As with the
previous Introduction, the ‘Preface’ reproduced the IASC members’ best endeav-
ours obligation. Evidently, the auditor’s obligation to disclose non-compliance
was the same as before, because an ICAEW publication asserted in 1979 that
‘It is required that non-compliance with international standards should be dis-
closed in the financial statements or, if not disclosed, should be referred to in
the audit report, but there is no requirement to quantify the effect of non-
compliance.* But actual compliance with this obligation by auditors was another
matter. In the ICAEW’s Survey of Published Accounts 1978, it was reported that
forty-nine companies to which IAS 4, Depreciation Accounting, was applicable
had provided no depreciation on some or all of their properties, thus not com-
plying with the standard. Yet, of the forty-nine companies, only twenty-three
specifically referred to their non-compliance with IAS 4. None of the auditors
of the other twenty-six companies disclosed the fact of non-compliance in their
report.*

In 1981, the ASC issued SSAP 19, Accounting for Investment Properties, which
stated that investment properties should not be subject to periodic charges for
depreciation. SSAP 19, therefore, was in conflict with IAS 4. Paul Rutteman,
a partner in the UK firm of Arthur Young, has written, ‘When we introduced
a standard saying that investment properties should not be depreciated, we
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immediately sought and won a change in TASs to accept our practice.”” That UK
victory occurred in 1986, when the IASC acknowledged in IAS 25, Accounting for
Investments, that investment properties did not have to be depreciated. Rutteman’s
point was that ‘As individual countries develop their standards in isolation, the
pressures for dilution of IASs will increase. There will be more options, not
less.®

In 1986, the position of the CCAB bodies towards IASC standards was still very
much like it was in 1975. The ‘Explanatory Foreword’ to the SSAPs, which had
previously been silent on the standing of IASC standards in the United Kingdom
and Ireland, was revised in August of that year to state, in somewhat restrained
language, that ‘The accountancy bodies attach importance to fostering the har-
monisation of accounting standards internationally. To this end, they have collec-
tively undertaken to support the work of the International Accounting Standards
Committee. But, it added, ‘If, in rare cases, [an SSAP and an IASC standard] were
to differ significantly, the United Kingdom and Irish accounting standard would
prevail.*

During the last two years of John Grenside’s term (1976-80) on the IASC board,
he was also a member of the ASC. David Hobson, who succeeded Grenside on the
board in 1980 and remained until 1985, served on the ASC from 1970 to 1982,
and Ian Hay Davison, who became the ASC chairman in 1982, asked Hobson
to continue to attend ASC meetings as an observer.*’ Christopher Stronge, who
succeeded Hobson in 1985, also attended ASC meetings as observer until 1990.
Hence, there was an attempt by the ASC chairman to manage relations between
the two bodies. But Tom Watts, of Price Waterhouse & Co., the ASC chairman
from 1978 to 1982, was decidedly pessimistic about the prospects for interna-
tional harmonization. Although conceding that TASC has done, and is still doing,
sterling work, he said, ‘I am personally doubtful about its ability to procure the
harmonization of standards among those countries and areas which already have
established machinery for setting standards. . . . There is a tremendous difference
between a direct responsibility for setting standards in a territory and propos-
ing solutions without having that responsibility’*! In another interview, he said
prophetically, ‘The only way to get international harmonisation is by agreement
between the national Standards-setting bodies.*?

A minor crisis occurred in 1980, when IASC Secretary Allan Cook was taken
aback to discover that the ICAEW, which had the responsibility for distributing
IASC standards in the United Kingdom, had stopped publishing the standards
when there was no UK and Irish SSAP on the same subject. He learned from
a remark made by Tom Watts at a recent conference that, as the UK policy on
IASC standards was that they ‘have no status within the UK until they are adopted
by incorporation into a domestic standard}*® it was decided not to publish those
standards until they had been incorporated in the ASC’s standards. Cook there-
upon reminded the ICAEW’s staff of the need to get out the backlog of undistrib-
uted standards.** This change in policy may well have been precipitated by the
conflict with IAS 4. Perhaps as an act of expiation, the ICAEW published a bound
volume in 1981 of IASC standards 1-13.%°
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6.5.2. Action Taken by the London Stock Exchange

During the 1970s, the London Stock Exchange acted to lend support to the IASC.
In 1972, the Exchange had already given backing to the UK and Irish SSAPs in its
booklet, Admission of Shares to Listing, two years after the ASSC began operations,
when it said that it ‘will expect the accounts of listed companies to be drawn up in
accordance with the standards approved by these [five] accountancy bodies; any
departure from these standards must be disclosed and explained.*® On 23 October
1974, at the urging of Henry Benson and less than two weeks after promulgation
of the FIBV’s recommendation to its members, the Exchange extended its sup-
port to the JASC and announced that UK listed companies must prepare their
accounts also in conformity with IASC standards. The eventual provision said that
‘Any significant departure from or non-compliance with these standards [IASC
standards as well as SSAPs] must be disclosed and explained.*’ Listed companies
incorporated outside the United Kingdom did not need to comply with SSAPs but
were expected to have their accounts prepared in conformity with IASC standards.
Any significant departure from, or non-compliance with, the applicable IASC
standards was to be disclosed and explained.*®

The Exchange’s decision to require its companies to disclose departures from
two different sets of accounting standards would not have gone down well with
Sir Ronald Leach, the chairman of the ASSC. In April 1977, Leach’s successor as
chairman, Sir William Slimmings, said, ‘I think it is quite clear that we must aim
to have only one “book of rules” to which reference need be made in ensuring that
accounts comply with all relevant standards.*’ Benson had apparently approached
the Exchange without consulting the ASSC or the ICAEW in advance, which
would not have been well received by those who were turning out SSAPs.>

In April 1979, the London Stock Exchange retreated from its strong position on
compliance by UK listed companies with both IASC standards and SSAPs. Gavin
Fryer, then the head of the quotations department at the Exchange, recalled that
companies complained that it was an unreasonable burden to have to disclose
departures from both SSAPs and IASC standards, especially as there had recently
been some divergences between the two. In 1974, he said, the Exchange’s decision
was taken to show support for the IASC, but by 1979 it was evident that UK
standards were stronger than IASC standards.’! Although it continued to express
support for the IASC’s programme of formulating and publishing standards, the
Exchange announced that it would no longer expect UK companies to comply
with TASC standards or to disclose instances of non-compliance. Its expectation
with respect to listed companies incorporated outside the United Kingdom was
retained without change.>? In the space of just six years, therefore, the Exchange
first imposed and then rescinded its stated expectation that UK listed companies
adhere to IASC standards. The Exchange offered no explanation for its volte-face,
although one supposes that the ASC and the ICAEW, as well as some of its listed
companies, had lodged a complaint with the Exchange.

Reliance on a stock exchange for securing compliance with accounting stan-
dards can lead to disappointment. The London Stock Exchange’s expression of
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support for IASC standards probably had more value as an exhortation than as an
instrument of proactive oversight. In 1979, several of the major UK accountancy
firms remarked that the Exchange had done little to enforce compliance with the
UK and Irish SSAPs;>® the Exchange must have done even less on compliance
with IASC standards. Indeed, the Exchange registered its opposition to IAS 14,
Reporting Financial Information by Segment, issued in 1981, apparently because
companies incorporated outside the United Kingdom and Ireland found some of
the required disclosures, including ‘the basis of inter-segment pricing), to be anath-
ema. In 1983, the Exchange acted to exempt non-UK companies from compliance
with IAS 14.>*

6.5.3. Responses to the IASC’s Surveys

In early 1975, all six accountancy bodies in the United Kingdom and Ireland
replied to the IASC, mostly with similar responses. Members had already been,
or shortly would be, notified that their compliance with IASC standards was
expected. The body would communicate with members who audited, or were
officers or board members of, companies where non-compliance with standards
was evident.” In the IASC’s 1988 survey of the use and application of its standards,
the United Kingdom replied that its national requirements, developed separately,
conformed in all material respects to twenty extant IASC standards, while four
standards dealt with subjects for which there were no national requirements but
agreed with practice, one (segment reporting) disagreed with national require-
ments, and one disagreed with practice (effects of changing prices).>

6.6. UNITED STATES

The best endeavours undertaking by the IASC’s founder members was awkward,
to say the least, for the US sponsoring organization, the AICPA, because the SEC,
not the AICPA, was the body authorized by law to secure compliance with US
accounting norms, and the independent Financial Accounting Standards Board
(FASB), not the AICPA, would be setting US standards beginning on 1 July 1973,
two days after the IASC Agreement and Constitution was signed and went into
effect. There was no point in asking the New York Stock Exchange to modify its
listing agreement in regard to IASC standards, because the ultimate decision on
such matters belonged to the SEC, which regulates the US securities exchanges
and possesses statutory authority to establish accounting standards. In Accounting
Series Release No. 150, issued in December 1973, the SEC recognized the FASB
as the principal private-sector accounting standard setter in the United States.
Wallace E. Olson, the AICPA’s full-time chief staff officer in the 1970s, recalls
that he apprised those attending the IASC’s organizational meeting in March
1973 that, because of the institutional structure for standard setting and securing
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compliance in the United States, the Institute was in a position only to do its best
‘to coordinate with the ITASC’> If an IASC standard were to be in conflict with an
FASB standard, the Institute could hardly counsel its members to adopt the IASC
standard.

In fact, a search of the Fortune 500 companies’ financial statements between
1978 and 1980 turned up no references to the IASC or to its standards.’® But
in 1984, General Electric Company (GE) affirmed in its annual report to share
owners that the accounting principles used in the company’s financial statements
‘are consistent in most important respects’ with IASC standards. GE opted to make
this disclosure in order to give a boost to the cause of international harmonization.
It discontinued making this affirmation in 1991. A factor in its decision was that
a year earlier, the IASC proposed to eliminate last-in, first-out (LIFO), which GE
was using, as an allowed alternative treatment.” Although LIFO was not, in fact,
disallowed, GE did not resume its reference to IASC standards. In 1986, IASC
Secretary-General David Cairns wrote, ‘There are, in fact, no material respects
in which the standards issued by the FASB do not conform with international
accounting standards. As a result, all US listed companies comply with all inter-
national accounting standards. Unfortunately, only one, GE, says s0.°°

In fact, unknown to Cairns, Exxon Corporation had, five months earlier, in its
1985 annual report, inserted the following passage in its ‘Summary of Accounting
Policies’

The corporation’s financial reporting is in alignment with the Organization for Economic
Cooperation and Development guidelines for multinational enterprises and with the stan-
dards of the International Accounting Standards Committee.

Beginning in its 1986 annual report, Exxon appended ‘with minor exceptions’
at the end of its reference to IASC standards (which it called ‘guidelines’) and
it dropped the reference to the OECD’s guidelines. Exxon continued to affirm that
its financial statements were ‘consistent’ with IASC standards through its 1991
annual report, following which the reference disappeared. Exxon also used LIFO.

FMC Corporation, also a LIFO user, referred to consistency with IASC stan-
dards from its 1986 to 1998 annual reports to shareholders (omitting 1994). From
1987 to 1991, CPC International, another user of LIFO, stated that its financial
statements were drawn up in conformity with IASC standards. Salomon Inc.
referred to compliance with IASC standards from 1988 to 1993. Moreover, Arthur
Andersen & Co., its auditors, said in its opinion that the financial statements were
fairly presented in conformity with both US generally accepted accounting prin-
ciples (GAAP) and IASC standards, which was a rarity. Salomon’s chief financial
officer, Donald S. Howard, had joined the IASC’s Consultative Group in June 1987
to represent the International Banking Associations. He was a staunch supporter
of IASC standards. The Salomon reference to IASC standards was discontinued
once he retired from the company in 1994.%!

These were the only major US companies that mentioned IASC standards in
their annual reports during the 1980s. There was at least one other reference to
IASC standards in a set of financial statements prepared in the United States.
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Beginning in the 1986 annual report of the International Federation of
Accountants (IFAC), the local firm in the United States that audited its financial
statements affirmed that they were prepared in conformity with both US GAAP
and IASC standards. That may have been a ‘“first’ in the United States. In IFAC’s
1991 annual report, the auditor said that its financial statements were in con-
formity with IASC standards alone, with no reference at all to US GAAP. This
reference to IASC standards continued in the auditor’s report until 2001, when
the reference was changed to international public sector accounting standards.

6.6.1. AICPA’s Responses to the IASC’s Surveys

In early 1975, the AICPA said that, under existing policy, it would not distribute
copies of the Preface and IASC standards to each member of the AICPA; nor
did it say it would publish them in its journal. It would, however, give them
considerable publicity.® It observed that it treats many other AICPA publications
and the FASB’s standards in the same manner. When the IASC standards were
‘significantly different’ from US GAAP, the AICPA would ‘exhort’ the FASB, the
SEC, and the stock exchanges ‘to give early consideration to such differences with
aview to achieving to the extent practicable harmonization of those areas in which
a significant difference exists’.®*

In the IASC’s 1988 survey of the use and application of its standards, the United
States replied that its national requirements, developed separately, conform, in
all material respects, to twenty-three of the twenty-five extant IASC standards,
the exceptions being IAS 12, Accounting for Taxes on Income, and IAS 15, on
accounting for price changes.®*

6.6.2. A Conflict between the FASB, FEI, and the SEC over the IASC’s E3

There was an interesting contretemps between the FASB, the Financial Executives
Institute (FEI), and the SEC over the SEC’s support of a recommendation in an
IASC exposure draft that was at variance with US GAAP. It occurred in 1975 and
well demonstrates the fervour of a national standard setter to defend its turf from
an outside challenger.

In this unusual episode, the IASC’s effort to develop and issue even a ‘basic’
accounting standard led to strong reactions in the United States. In December
1974, the IASC issued E3, ‘Consolidated Financial Statements’, which implied that
all subsidiaries, not excepting the banking, insurance, and finance subsidiaries of
industrial parents, be consolidated (see also Section 5.5.2). Accounting Research
Bulletin No. 51, Consolidated Financial Statements, issued in 1959, had counte-
nanced an exception for dissimilar subsidiaries. On 10 June 1975, John C. Burton,
the SEC chief accountant, writing to the AICPA on behalf of the Commission,
praised the IASC’s proposal, saying,
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The principles set forth [in E3] are not inconsistent with generally accepted accounting
principles in this country and do reflect what we believe to be preferable accounting
practice. . .. If the International Accounting Standards Committee issues a final statement
embodying these principles and if no contrary statement has been issued by the Financial
Accounting Standards Board, the Commission will propose for comment amendments
to its Regulation S-X which will conform its consolidation rules to those set forth in the
statement.%

Marshall S. Armstrong, the FASB chairman, upon seeing Burton’s letter, protested
to Ray Garrett, Jr., the SEC chairman, on behalf of the FASB:

The Board is greatly concerned about the consequences of the action proposed in that
letter. . .. If carried out, the proposed action could seriously undermine the effectiveness
of the Board as a significant factor in the improvement of financial reporting. The organi-
zations sponsoring the Board and their membership may well view the proposed action as
circumvention of the Board, the standards-setting group they have pledged to support. The
result would be a weakening in the generally recognized authority of the Board to establish
accounting standards and more than likely a loss in more financial support for the board.®

The FASB was not quite two years old, as was the IASC, when Armstrong wrote
the letter.

Two months before Armstrong had written his letter, the FEI, one of the FASB’s
sponsoring organizations, had expressed anxiety at the possible role of the IASC
in influencing US GAAP. The FEDs full-time president, Charles C. Hornbostel,
wrote to Philip L. Defliese, chairman of the board of directors of the AICPA, the
US signatory of the IASC agreement, as follows:

We understand consideration has been or is being given to the issuance of a Statement
on Auditing Standards which would require disclosure of non-compliance with TASC
Standards. Any such requirement or similar recognition of IASC pronouncements would
present clients of U.S. accounting firms with potentially serious problems. ... Given the
circumstances existing in the United States, we think the commitment of the AICPA to
support the implementation of IASC standards should be explicitly limited to circum-
stances where such standards coincide with generally accepted accounting principles in this
country, as recognized by the FASB.®

Hornbostel’s concerns were based on a decision by the AICPA’s board of directors
in December 1974,

to recommend to the Auditing Standards Executive Committee that it consider adopting
a standard imposing an obligation on auditors either to require disclosure or to disclose
in their opinions noncompliance with pronouncements of the International Accounting
Standards Committee in financial reports destined for international use, provided the
Financial Accounting Standards Board takes no exception to such action.®

In another pre-emptive strike, Hornbostel inserted the following sentence in the
28 May 1975 issue of the FEI Bulletin, its membership newsletter: ‘Standards
promulgated by the IASC which are inconsistent with or beyond the scope of
FASB standards cannot be accepted by U.S. enterprises or by their independent

accountants.®
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In reply to Hornbostel, Defliese assured him that the question of conformity
with TASC standards was not on the active agenda of the Institute’s Auditing
Standards Division. He added, in line with the AICPA’s recent response to the
IASC’s survey,

Where pronouncements of the IASC are significantly different from effective pronounce-
ments (or established practice) in the United States, the AICPA (which no longer has the
power to set accounting standards) will urge those organizations involved in setting U.S.
standards, principally the Financial Accounting Standards Board, to give early considera-
tion to such differences with a view to achieving, to the extent practicable, harmonization
of those areas in which a significant difference exists.”

This reply satisfied Hornbostel,”! but just before answering Defliese’s letter he
had written to SEC Chairman Garrett, endorsing the position expressed in Arm-
strong’s letter, and added:

The transition from a general proposition that the need for international standards has
wide support to specific statements and proposed actions to support the IASC, as indicated
in the June 10 letter [from Burton], fails to comprehend the fact that the IASC is an
unsanctioned body with little general acceptance by its constituency. On the contrary,
due to TASC operating methods, there is strong evidence that the initial support for the
Committee has decreased.”

Although Henry Benson, the IASC’s chairman, had not been copied on Horn-
bostel’s letter to Garrett, a copy of the letter came to his attention, and he pointed
out in a letter to Garrett, with copies sent to Hornbostel and Armstrong (among
others), that the IASC’s Agreement and Constitution was ‘signed by and on behalf
of sixteen of the leading professional accountancy bodies of the world’ and that
twenty-three other accountancy bodies had since endorsed the agreement.”® He
took issue with the assertion that the IASC was an ‘unsanctioned body’. In his
letter, Benson also defended the IASC’s operating methods.
In his reply to Armstrong, SEC Chairman Garrett wrote as follows:

It seems clear that all efforts at an international level cannot be expected to adopt an
American solution. It seems even clearer that proposed solutions at such a level may be
considered for possible adoption [in the US] without upsetting the authority of the Board
when the Board has not yet decided to deal with the issue. In this regard we believe that
there is enough work for everybody and that efforts by both bodies can be combined to
the benefit of world capital markets in general and U.S. shareholders in particular without
jeopardizing the authority of either body.”*

Armstrong and his FASB colleagues would not have been pleased with this advice
from the SEC chairman, as they probably had believed that the IASC would not
be competing with the board for primacy in setting US accounting standards.

In the same letter, Garrett revealed the SEC’s strong interest in the international
harmonization of accounting standards’> and its support of the IASC:

The Commission believes that the articulation of meaningful international accounting and
disclosure standards is a matter of great importance in improving international capital
markets. We are witnessing an influx of foreign registrants at the Commission and the
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adoption of international standards will achieve improved comparability in an environ-
ment which is currently riddled with exceptions. We therefore have viewed with great
favor the development of the IASC and our letter [of 10 June] was designed to express
our support for their international objectives.

Garrett replied to the FEI as follows, supporting the position espoused by Benson:

Inasmuch as the leading professional accounting organizations of most major free-world
countries have formally agreed to make their best effort to support the work of the IASC,
it is far from evident that the IASC lacks standing although it is equally evident that the
nature of that standing has not been determined in detail at this time. Accordingly, we are
not prepared to conclude that the IASC is an unsanctioned body nor that it has little general
acceptance by the international financial community.”®

AICPA Chairman Defliese, who was a partner in Coopers & Lybrand (Benson’s
firm), advised Benson that the reaction by the major accountancy firms and by
industry to the SEC chief accountant’s letter of 10 June 1975 ‘has been quite unfa-
vorable from all directions’. But he added that, while he himself had originally been
in favour of full consolidated statements ‘from a theoretical point of view’, he now
believed that the inclusion of banks, insurance companies, and finance companies
‘would be undesirable because from a practical standpoint, the resources of these
companies are not readily available to the consolidated group, and their debts are
usually not assessible against the group. In my view, consolidated accounts infer
such availability.”” It would seem as if Defliese and his firm had heard from some
of their clients.

In the end, the IASC modified its final statement, IAS 3, issued in June 1976,
to provide that ‘A subsidiary may be excluded from consolidation if its activities
are so dissimilar from those of the other companies in the group that better infor-
mation for the parent company shareholders and other users of the statements
would be provided by presenting separate financial statements in respect of such
subsidiary’ (paragraph 37). In a letter to Robert Sempier dated 19 December 1975,
Chief Accountant Burton expressed his disappointment with the changes reflected
in the final standard.

This episode may have served to sensitize the FASB, the SEC, the major accoun-
tancy firms, and the FEI to the possible implications for US GAAP of the AICPA’s
best endeavours agreement with the IASC.

6.6.3. Criticism of the IASC by Two US Big Eight Accountancy Firms

Early in 1975, both Price Waterhouse & Co. (PW) and the chairman of Arthur
Andersen & Co. warned that the IASC’s standards would not be well received in
the United States. A third firm, Touche Ross & Co., worried over the proliferation
of standard setters.”® Under the title ‘One Cook Too Many?’ the editor of PW’s
newsletter asserted that any requirement for US companies to disclose depar-
tures from IASC standards ‘would be so disruptive and unpopular with business
and the profession alike as to be unenforceable.. .. Even if conflicts [between
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IASC and FASB standards] do not arise, we will resist strongly any attempt in
this country to require disclosure of departures from IASC pronouncements.”’
Harvey E. Kapnick, the Andersen chairman, said in a speech on 2 May 1975
that, once the IASC begins issuing standards that differ from US requirements,
‘Utter chaos will occur. Why? Because business will start to react with horror at
how such new requirements could be established without their knowledge and
participation. . .. How can one person [in the US delegation] represent all of the
diverse business, professional and governmental interests in this country?’3

Like the FEI’s Hornbostel in his letter to AICPA Chairman Defliese, they both
were probably reacting to the suggestion by the AICPA’s board of directors in
December 1974 of an auditing standard requiring an opinion on compliance with
International Accounting Standards. In the event, no such auditing standard was
ever issued. Instead, on 24 July 1975, the AICPA’s board of directors reacted to
the controversy, recited above, over the IASC’s exposure draft on consolidated
financial statements. It proceeded to tone down its support for IASC standards
by formally resolving—as the AICPA had already written to the IASC and to
Hornbostel—that ‘“To achieve acceptance of international accounting standards in
the United States will require their specific adoption by the Financial Accounting
Standards Board. . . . If there is a significant difference between [an IASC standard
and US practice], the Institute will urge the FASB to give early consideration to
such difference with a view to achieving harmonization of those areas in which
the difference exists.®! Such was the intensity of concern over the prospect of an
auditing standard on the disclosure of non-compliance with IASC standards that
‘The heads of major CPA firms discussed the [AICPA] resolution . . . and agreed to
support it and future activities of the IASC, provided it continues along the mod-
erate path it seems to be currently following.8?> The AICPA’s modified position
was apparently enough to satisfy the critics, and shortly afterwards Defliese could
write to John Grenside that ‘All major firm leaders agreed to refrain from publicly
opposing the aims of IASC. To Benson, Defliese wrote: ‘This is the best that can
be done at the moment, at least until we can persuade the FASB to become more
involved with IASC.® But, as was noted above, the FASB in 1975 did not evince
much interest in international harmonization.

By 1986, however, Arthur Andersen & Co.’s Public Review Board did not merely
refrain from criticism, but opined that ‘It is desirable for the standard-setting bod-
ies in individual countries to work closely with IASC as they develop the standards
applicable in their countries.’ It added that ‘Another positive role for the IASC may
be to serve as codifier of the best of present international practices’® Hence, the
view coming from Arthur Andersen & Co. had changed, perhaps influenced by
the IASC’s record of progress since 1975.

6.6.4. Approaches to the FASB Relating to IASC Standards

The IASC’s first official contact with the FASB was on 23 March 1976, when Alec
Mackenzie, who was chairing a special steering committee on the organization
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and structure of the TASC (see Section 4.14), met in the FASB’s offices with
two staff members and had lunch with the members of the board. Macken-
zie reported that FASB Chairman Marshall Armstrong had said, ‘As regards
the problem of reconciling domestic and international standards his approach
was “conference and not confrontation”.’® Nonetheless, Henry P. Hill, a senior
technical partner at Price Waterhouse & Co., could say in May 1976 that
‘The FASB has made no pledge to support [the IASC’s] pronouncements as has
the AICPA, and has been unwilling to subordinate its agenda priorities to those of
the IASC.%¢

Yet the wheels began turning at the FASB and at the AICPA in 1976. In
November 1976, the FASB’s director of research and technical activities performed
an analysis for the board of the differences between US GAAP and IASC stan-
dards 1-5 and IASC exposure drafts 6-8. In July 1977, William P. Hauworth,
II, the chairman of the AICPA’s international technical standards subcommittee
(which regularly met with the US delegation to the IASC board), dutifully wrote
a four-page letter to the FASB, reciting the differences between US GAAP and
IASC standards 1-6, and asked the board to consider taking steps with a view
towards harmonizing the differences.®” Following a meeting in November 1977
between FASB and IASC representatives, FASB Chairman Armstrong sent a con-
structive reply to Hauworth on 9 December 1977, saying that the meeting was
helpful and that the positions reflected in IASC standards 1-6 ‘and the under-
lying reasoning will be considered whenever the Board undertakes a project in
which those positions are relevant. As reported in the FASB’s newsletter, how-
ever, the purport of Armstrong’s letter was to decline to take any action on the
differences.®

6.6.5. FASB’s Ambivalence towards International Standards under Kirk

Donald J. Kirk, who succeeded Armstrong as FASB chairman in January 1978,
seemed to be less interested than even Armstrong in the work of the IASC. In the
next several years, the IASC was rarely mentioned in Status Report, the FASB’s
newsletter. Yet in 1979, the FASB did name an IASC representative, probably the
first such appointment, to be an observer on its advisory task force on foreign
currency translation (see Section 5.9.2).%% Also in 1979, Donald J. Hayes, an Arthur
Young & Company partner who had joined the US delegation to the IASC board
in 1978, was named to the FASB’s advisory council. It is not known if this was a
coincidence or an endeavour to open a line of communication.

In 1981, when the IASC issued E21, ‘Accounting for Government Grants and
Disclosure of Government Assistance’, the AICPA’s international technical stan-
dards subcommittee ‘urged the FASB to address the topic and to issue a pro-
nouncement similar to any final IASC standard’ But the FASB decided that any
possible differences with US GAAP did not justify adding the subject to its agenda
(see also Section 5.13.1).
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So long as, in Kirk’s perception, the SEC, to which the FASB looked for the
enforcement of its standards, had not marked out ‘international’ as an important
issue for the board to take up, Kirk and his board colleagues concentrated on
producing standards for domestic use. In an interview in late 1983, he said, with
finality,

We have our plate full with the problems just in this country. I personally am very pes-
simistic about any super-national [sic] standard setting. It’s just beyond my term of office,
that’s for sure, and I'll leave that to my successor to struggle with.”

Cairns, Lafferty, and Mantle—two Britons and an Irishman—have remarked,
‘The American coolness [towards the IASC] is, perhaps, understandable given
the frequently parochial attitude of companies and standard setters in the United
States”®! On the other hand, one could argue that, as the differences between US
GAAP and the early IASC standards were largely inconsequential, there was little
reason for the FASB to attend to the deliberations of the IASC board. This was the
task of the AICPA’s delegates to the board.

Kirk’s view was not shared by all of the members of the FASB. One of his
colleagues on the board, Ralph E. Walters, a former partner in Touche Ross & Co.
and an FASB member since 1978, complained in 1984 that “The FASB’s attitude
toward the TASC has been a mixture of unofficial encouragement, moral support,
and benign neglect. ... International harmonization has a low priority at the
FASB.? In reply, Kirk wrote, ‘Because of legal requirements and the expectations
of the American community, the FASB must concentrate on its mission to develop
standards for entities that issue financial reports in accordance with generally
accepted accounting principles in the U.S.. .. It would be awkward at [the] least,
in view of the FASB’s responsibilities in the U.S., for the Board to participate in
setting standards that inevitably would differ in important respects from our own
standards.”?

A reason for Kirk’s reluctance to become involved at that time with the work
of the IASC might well have been his anxiety over the criticisms in the United
States of the slow progress of the FASB in addressing issues. These criticisms led
to reform measures taken in 1977 by the board of trustees of the foundation
overseeing the FASB. Kirk, therefore, would have been preoccupied with the need
for the FASB to demonstrate the effectiveness of its new procedures.’*

A search of the annual reports of the FASB and of its advisory council from
1973 onwards shows that their first reference to the IASC did not appear until
1985. This mention in 1985 related to the FASB’s participation with the IASC
at a major OECD forum on international harmonization (see Section 7.2), as
well as to recent instances of liaison between the two bodies at the FASB’s offices
in Stamford, Connecticut. At the forum, Kirk gave a talk in which he did not
seem to foresee a day when the FASB might reconsider one of its standards in
the light of an TASC standard.”® One participant recalled Kirk’s speech as ‘prob-
ably the most negative about the IASC by any national standards setter at that

: >96
symposium.
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Interestingly, FASB Vice-Chairman Robert T. Sprouse served on an informal
IASC working party beginning in 1982 to enable the standard setters in the United
States, United Kingdom, and the Netherlands ‘to seek a common approach’ to
accounting for deferred income tax.”” The working party’s report, completed in
1984, would, it was decided, ‘be taken into account’ when IAS 12 is reviewed (see
Section 11.4).%®

6.7. AUSTRALIA

In Australia, the Councils of the Institute of Chartered Accountants in Australia
and the Australian Society of Accountants (known today as CPA Australia), the
sponsors of the Australian delegation to the IASC board, jointly promulgated
Statements of Accounting Standards (each known as an AAS). The Councils’
general policy beginning in 1976 and continuing into the 1980s was that the two
bodies’ members should refer only to Australian standards in company annual
reports, but there was an exception, noted below. Conformity with Australian
standards was presumed to imply compliance with IASC standards.

The essential position of the two Councils was that IASC standards not con-
forming to Australian standards would be referred to the two bodies’ drafting
committee for its consideration. Each AAS would disclose how it compared with
the corresponding IASC standard.” When an IASC standard did not conform
to an AAS, and the Councils concluded that the former was not appropriate
for Australian practice, auditors were expected to disclose a departure from the
IASC standard at the same time as affirming adherence to the AAS. The Councils
reached such a conclusion only once: when AAS 13, on research and development
costs, was issued in 1983, they stated that ‘TAS 9 is not appropriate for Australian
practice at the present time’. In the addendum to a number of other Australian
Standards, substantive differences with the corresponding IASC standard were
duly noted.

Yet an active participant in Australian standard setting has advised, ‘T don’t ever
recall members disclosing departures from IASs prior to 1987, nor do I recall the
local standard setting body modifying its standards because of differences with
IASs’1% It has been suggested by some that the Councils really did not contem-
plate that auditors would need to disclose deviations from IASC standards.'?!
None of the stock exchanges or state registrars of companies had taken a position
on IASC standards, and Australia did not then have a securities commission.

In the TASC’s 1988 survey of the use and application of its standards, Australia
replied that sixteen of the IASC’s extant standards conformed to national require-
ments, while seven dealt with topics on which there were no national requirements
but nonetheless agreed with practice, and two did not agree with practice in areas
where there were no national requirements.'’> Curiously, Australia affirmed that
the national requirement on research and development costs conformed, in all
material respects, to the corresponding IASC standard.
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6.8. CANADA

In the 1970s, Canadian accounting principles came under explicit govern-
ment regulation. In December 1972, Canada’s provincial securities commis-
sions announced that they would recognize the Canadian Institute of Chartered
Accountants’ (CICA) accounting Recommendations as constituting ‘generally
accepted accounting principles’ (GAAP) when applying the terms of provincial
laws and regulations.!®® By 1987, this policy that the CICA’s accounting Recom-
mendations would constitute GAAP in Canada had been endorsed in Regulation
44 under the Canada Business Corporations Act 1975 (for federally chartered
corporations) and by the Corporations or Securities Acts in eight of the ten
provinces.! Hence, this legal authority conferred on the CICA’s accounting Rec-
ommendations meant that, for IASC standards to find legal acceptance in Canada,
they had to be incorporated in the pronouncements issued by the CICA. This
meant that the CICA was the only one of the IASC’s founder members which had
the legal authority to shape its national GAAP, and therefore could have acted to
incorporate IASC standards into Canadian practice.

By 1977, the CICA had established an elaborate process for dealing with new
IASC projects and exposure drafts, which could lead either to changes in its
accounting Recommendations or in the advice given to the Canadian repre-
sentatives on the IASC board.!?> Indeed, in the late 1970s and into the 1980s
the CICA’s Accounting Research Committee (renamed the Accounting Standards
Committee in 1982) ‘streamed’ the drafts on a few of its standards projects with
comparable IASC exposure drafts so as to minimize differences between the two,
as far as practicable.!® An example was the impact of the IASC’s E9, on research
and development costs, on Canadian GAAP. Even before E9, issued in February
1977, led to the publication in 1979 of IAS 9, the CICA’s Accounting Research
Committee incorporated the essence of E9’s paragraph 18 on the criteria to be
met for capitalizing certain development costs in its accounting Recommendation,
issued in August 1978. E9’s paragraph 18 was equivalent to IAS 9’s paragraph 17.
Another example was IAS 18, Revenue Recognition, upon which the CICA said
it drew ‘extensively’ in the preparation of its own exposure draft on Revenue in
1985.197 In 1984, the CICA issued a loose-leaf publication that, with periodic
supplements, compared IASC standards with Canadian GAAP.!%

As suggested above, the CICA’s accounting staff was in touch with the Canadian
delegation to the IASC board to ask that it try to remove any incompatibilities
between evolving IASC standards and Canadian GAAP.'” The active attempt to
align Canadian GAAP with the JASC standards would have been welcome to the
IASC, but it could also be yet another source of the ‘free choices’ that populated
quite a few of TASC’s standards, as Paul Rutteman suggested earlier in the case
of the United Kingdom. This was most notably the case with the deferral and
amortization of foreign currency gains and losses on long-term debt.

Moreover, in December 1975, the CICAs Accounting Research Commit-
tee issued guidance to the effect that, for companies reporting ‘in an inter-
national environment, it is desirable...that they disclose conformity with or
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identify deviations from’ IASC standards.!'’ But this action did not lead to any
actual disclosures in company annual reports.!!! The provincial institutes, not
the CICA, were, and are, responsible for enforcing the Rules of Professional
Conduct.

By 1980, the view was held within the IASC that compliance with IASC stan-
dards needed strengthening, and the board resolved in June 1980 that the member
bodies should contact multinational companies and urge them to disclose com-
pliance with the IASC’s standards.!'? Of all the members, the CICA was the most
active, and the most successful, in carrying out this resolution. In November 1980,
Stephen Elliott and Douglas R. Hagerman, the members of the Canadian delega-
tion to the IASC board, wrote to the CEOs of companies in the Toronto Stock
Exchange’s 300 Index, asking them to support the IASC by referring to its stan-
dards in their annual report. Annually thereafter, until at least 1987, the Exchange’s
president and CEO wrote a similar letter to the CEOs of listed companies.!' It was
reported in 1988 that the chairman of the ASC ‘also writes to the senior partners
of all major accounting firms urging them to encourage their audit clients to
comply with International Accounting Standards and disclose the fact of such
compliance in their financial statements’.''* As a result of these initiatives, the
CICA reported that ninety-two companies in 1981 and 105 companies in 1982
referred to IASC standards in their annual report to shareholders.!'> The CICA’s
biennial survey of 325 companies’ financial statements reported that only a few of
these companies signified a departure from IASC standards.''® In 1987, Canada
reported that 102 out of a sample of 129 of the larger Canadian companies listed
on the Toronto Stock Exchange reported compliance with IASC standards in their
1986 annual report.!’” No other country matched Canada’s record in persuading
domestic companies to refer to their compliance with TASC standards in their
annual report to shareholders. Of course, as borne out in the IASC’s 1988 survey
of the use and application of its standards, IASC standards largely conformed to
national requirements; hence, a company’s reference to IASC standards came at a
low cost.!!8

6.9. FRANCE

Between 1973 and the mid-1980s, efforts to further the cause of IASC standards in
France were a part of wider moves to redefine and modernize French accounting.
Traditionally, accounting had been seen primarily in terms of its legal functions
concerning dividends and taxes, and in terms of generating statistics for govern-
ment use. Gradually, however, the emphasis was shifted to providing information
for investors. An early sign of this development was the creation of a securities
regulator, the Commission des Opérations de Bourse (COB), in 1967. From the
start, the COB emphasized the importance of financial information, for instance
by strongly encouraging the publication of consolidated financial statements.!!?
The movement continued with revisions of the Plan Comptable in 1979 and 1982,
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and the accounting laws of 1983 and 1985 implementing the Fourth and Seventh
Directives.!?

In general, the leadership of the Ordre des Experts Comptables et des Compta-
bles Agréés supported the change towards investor-oriented financial reporting,
and it saw its participation in the IASC as a means of changing attitudes in
France.!?! Robert Mazars, a member of the French IASC delegation, explained
in 1976 to an audience of French auditors:

One of the most interesting contributions of the IASC has been to restore our confidence,
of us, Frenchmen, in the role and significance of accounting. The negative attitude towards
accounting that we have in France does not exist in most other member countries of the
I.A.S.C., and particularly not in the Anglo-Saxon countries where there is great respect for
accounting. . . . What we can conclude is that these [International Accounting Standards]
will modify the spirit in which we, in France, all too often look at accounting, that is to
say, in a rigid framework, tied to taxation or to the obligations of national accounting and
statistics. What is needed is to put accounting back into its natural sphere, which is to
provide information on the situation of an enterprise to third parties.'??

Apart from this educational approach, the Ordre had limited opportunities to
promote the use of IASC standards directly. In its reply to the IASC’s survey in
1979, the Ordre reported that it had not issued any official statement on the status
of IASC standards. Like the domestic documents issued by the Ordre, the interna-
tional standards were in general considered as recommendations.!? It might have
added that even its own recommendations ‘were not very frequently followed’.!**
One reason for this was that statutory audits were not the preserve of the Ordre
but of the Compagnie des Commissaires aux Comptes. The Compagnie was not a
signatory of the IASC Agreement and was not represented on the IASC board until
1983. The Ordre therefore focused its attention on the indirect application of IASC
standards, by advocating that the legislator adopt the standards or at least their
essentials in law or in the ongoing project to revise the Plan Comptable.!?> The
‘legislator’ in this case was the Conseil National de la Comptabilité (CNC, National
Accounting Council), the standard-setting body affiliated with the French Min-
istry of Economics and Finance. In 1976, it was reported that the CNC, ‘accepted
the need to study the first five International Accounting Standards with a view to
identifying differences with the national Plan Comptable’!?®

The Ordre had an ally in the COB which was sympathetic to the aims of the
IASC.'?7 Like the Ordre, the COB also had limited power to set reporting require-
ments, and had to rely mainly on persuasion.'?® In 1976, the COB declared its
support for the work of the IASC, and, referring to IAS 1, Disclosure of Accounting
Policies, issued in January 1975, counselled that a ‘positive attitude by French
companies is desirable’!* World Accounting Report said that the COB reminded
French accountants that ‘“They are now required to refer in their audit reports
to any departures from IASC standards) and that ‘It will attentively observe the
manner in which IAS 1 is applied in 1976 In 1979, the Price Waterhouse
International survey report said that the COB ‘has reccommended compliance with
IASC Standards but at present the Commission does not insist on disclosure of
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departures from certain of these standards. The degree of compliance was weak at
first but is strengthening. %!

Apart from limitations to its formal powers, the Ordre had to contend with
a sceptical attitude among both auditors and companies. A significant issue was
that the IASC was clearly seen as an Anglo-American body. This was admitted,
for instance by Mazars, who tried to present the fact in a positive light. He
pointed out that it was useful to take a different angle to familiar accounting
issues, and that, after all, France had arrived on the scene rather late so that it
would be ‘absurd’ not to profit from the experience of Anglo-American standard
setters.!3

The notion of Anglo-American domination was always present as a potential
source of irritation, although the Ordre ‘accepted the principle that we were
playing a game where we were clearly a minority’!* The issue flared up in 1980,
when both the COB and the Ordre publicly criticized the IASC. As discussed more
fully in Section 5.9.2, the Ordre was offended by the fact that a working party
formed by Canada, the United Kingdom, and the United States had worked out a
common approach to foreign currency translation, and in particular that consid-
erable publicity had been given to the result before it had been discussed within
the JASC. Referring to this development, Dominique Ledouble, the secretary of
the Ordre, publicly called into question whether the IASC should continue to
exist.!3*

In July 1980, the monthly bulletin of the COB contained an overview of interna-
tional efforts to harmonize financial reporting.!*®> After discussing the efforts by
the United Nations (UN), the OECD, and the European Economic Community
(EEC) as the most important initiatives, the unsigned article turned to the IASC.
It commented on the ‘very unequal’ effectiveness of its standards across countries,
and construed the IASC’s 1979 survey as a recognition by the IASC that it had
a serious compliance problem. As a diagnosis, the article observed that ‘While,
moreover, the harmonisation sought is very much impregnated with American
methods and ideas, sharply different from those that are current in the majority
of European countries, difficulties are inevitable. In order to prevent the gradual
global imposition of US accounting standards through the mechanism of the
IASC, the EEC member states were called upon to develop a ‘European model
of company accounts’ so that the IASC could limit itself to the task of developing
a system of reconciliations between the US and European systems.

Exactly why the COB and the Ordre chose to take a critical attitude towards
the TASC at this time is not clear. Playing to the domestic political galleries may
have been part of the explanation.'*® It should also be borne in mind that the
legitimacy of the IASC was quite widely challenged around 1980, not just in France
(see Chapter 7). But perhaps it is best to see these incidents, which in the end
did not affect the relations between the Ordre and the IASC, as not significant
in themselves. Rather, they might be seen as indications of regained confidence
in French accounting, a belief that France had learned the lessons that needed to
be learned from abroad, and that the French institutional framework was now
capable of producing high-quality, informative accounting on its own.'’
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This attitude is shown most clearly on the subject of consolidated financial
statements, where, it was said, France could pride itself on rapidly having closed
a wide gap.!*® In October 1983, the French accountancy bodies held a seminar on
consolidated financial statements to coincide with a meeting of the IASC board
in Paris, so that all of the board members could attend.!*® While the timing
of the seminar was a sign that relations between the French profession and the
IASC were cordial enough, the seminar also made it evident that the IASC had
had relatively little impact on French financial reporting. Despite IAS 3 (issued
in 1976), approximately 25 per cent of listed companies did not publish con-
solidated statements in their annual reports by 1983. Moreover, the substantial
rise in consolidated reporting that had taken place over the previous decade
was attributed to the influence of the COB rather than to the IASC."? Until
1985, when the Seventh Directive on group accounts was adapted into French
law, there was no legal requirement to publish consolidated financial statements.
The CNC’s president, Jean Dupont, acknowledged later in 1983 that the CNC
‘prepares comparisons between International Accounting Standards and French
Accounting Law with a view to harmonisation’!*! But the CNC did, in the end,
prefer to make up its own mind. It had never issued an ‘opinion of confor-
mity’ as between the Plan Comptable and IAS 3, and there was no doubt that
it was the Seventh Directive rather than IAS 3 that shaped the French law on
consolidation.!4?

By the mid-1980s, the situation in France might be characterized as one of mild
interest in the IASC. There was little coverage in the literature, but there were some
signs that companies were beginning to apply IASC standards.!*® In 1984, the
international accountancy firm of Ernst & Whinney reported that ‘multinational
groups follow US GAAP or IASC standards while medium-sized groups generally
have a preference for the 1968 recommendations of the CNC.'** In 1986, it was
reported that an increasing number of French companies, including the recently
denationalized Saint-Gobain, were publishing consolidated statements that dis-
close conformity with IASC standards.'** In the IASC’s 1988 survey of the use and
application of its standards, France replied that national requirements accord with
eighteen of the then extant IASC standards, while three of the standards are ones
on which there are no national requirements but agree with practice, three do not
correspond with national requirements or practice, and one differs from national
requirements. !4

6.10. GERMANY

Early in 1975, when the IASC’s first standard had just been published, it
was already pointed out that the Institut der Wirtschaftspriifer (IdW) and the
Wirtschaftspriiferkammer, the two German bodies that appointed the delegation
to the IASC board, had very little scope for using their best endeavours to promote
the application of IASC standards. Hans Havermann, the German delegation’s
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staff observer, wrote that it had to be expected that the IASC’s standards would
depart in ‘not a few’ respects from German law and practice. But, he added, “There
can be no doubt that in such cases of collision, national rules take precedence
over IASC standards.’ It was true, Havermann conceded, that the IdW was bound
by the IASC’s Constitution to encourage German auditors to mention departures
from IASC standards in their report, but as the wording of published audit reports
and the reasons for issuing modified reports were closely circumscribed by law,
non-compliance with TASC standards could in practice only be reported in the
management letter.!*” Perhaps because of this expectation of limited practical sig-
nificance, interest in the IASC in Germany was not strong, and Havermann called
on his colleagues to increase the apparently disappointing number of comment
letters on IASC exposure drafts written from Germany.'*® Yet the IdW itself was
also slow to draw attention to the IASC in its comprehensive annual reference
work, the Wirtschaftspriiferhandbuch. The first reference to the IASC did not
appear until the 1977 edition, and it was only from 1981 onwards that a section
on the IASC and its standards was included on a regular basis.'*’

In 1978, Havermann reported that the German business world had ‘not at
all responded to the TASC and its standards with enthusiasm or unconditional
approval’ According to Havermann, businesses were not prepared to accept stan-
dards produced in a process in which they were not represented. The possibility
of commenting on exposure drafts did not make up for this deficiency, and
therefore German enterprises had sent in only very few comment letters.!*® But
this procedural objection may merely have been a symptom of a more general
lack of interest. From 1983 onwards, the German IASC member bodies left one of
the two seats in their delegation vacant as a standing invitation to send an industry
representative. The offer was not taken up, however, until 1993.13!

While the reporting companies were not responsive, the IdW and the
Wirtschaftspriiferkammer also had to report in their reply to the IASC survey
in 1979 that their best endeavours to persuade the authorities that published
financial statements should comply with IASC standards had been without success
so far. The two bodies said that “The German stock exchange is not inclined
to advocate unilaterally on the national level compliance with IASC Standards.
They would, however, prefer if this question could be resolved also by the stock
exchanges in the international field) that is, by the FIBV. Evidently, the German
stock exchange did not regard the FIBV’s resolution of October 1974 (see Section
6.2) as sufficiently authoritative.!>

In short, despite the IdW’s efforts, the IASC’s standards were seen by many
in Germany as ‘merely of a theoretical nature’'> During the first half of the
1980s, as measured by coverage in the professional journals, interest in the IASC
ran at a very low level. This situation lasted as long as the legal framework
imposed tight restrictions on the applicability of international standards.!>* In the
IASC’s 1988 survey of the use and application of its standards, Germany was the
‘extreme value), as it reported that seventeen of the twenty-five extant IASC stan-
dards conflicted with its national requirements.'>> Germany was the only founder
member of the IASC to report that none of the financial statements of listed
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enterprises conformed, in all material respects, to IASC standards. Thirty-three
of the thirty-seven other responding countries with stock exchanges reported that
‘all or most’ listed companies, or ‘a majority’ of listed companies, conformed.!>°
One is inclined to discount this comparatively unfavourable picture of Germany;
it seems likely that the other member bodies, when formulating their replies to
the TASC’s surveys, may not have taken as strict a view of compliance as the
IdW.

6.11. JAPAN

In June 1976, the Business Accounting Deliberation Council, an advisory body
to the Ministry of Finance, issued a Financial Accounting Standard on con-
solidated financial statements which, it was said, ‘takes into consideration the
requirements of International Accounting Standard No. 3, “Consolidated Financial
Statements” .'>” However, the pressing need to enable Japanese companies to list
in New York, where consolidated statements were required, and to allow US
multinationals to list on the Tokyo Stock Exchange by publishing consolidated
statements, which were previously illegal in Japan, was a much more powerful
influence on this development than was IAS 3.!%8

In its reply to the IASC’s survey in 1975, the Japanese Institute of Certified
Public Accountants (JICPA) said that it had established a special committee ‘to
discuss and to advise on problems related to IASC, and has been very active in
every aspect of its service’!® When departures from IASC standards come to
the Institute’s attention, it would send a letter to the member who served as the
company’s auditor.

In its reply to the IASC’s survey in 1979, the JICPA reported that the Tokyo
Stock Exchange had amended its listing requirements on 28 February 1979 to
allow foreign companies to prepare their financial statements on the basis of IASC
standards instead of in accordance with Japanese regulations.'®

In 1985, Sasebo Heavy Industries Co., a major shipbuilding and marine engi-
neering company, included a disclosure in its annual report which was written
in English and prepared for users abroad that its consolidated statements were in
conformity with IASC standards. Sasebo appears to have been the first Japanese
company to apply IASC standards in its English language financial statements. In
1985, the JICPA affirmed that it had issued a report on the differences between
the first twenty-one IASC standards and Japanese GAAP ‘together with proposals
for the adoption of International Accounting Standards’. It was affirmed that the
JICPA’s ASC had been active in promoting the acceptance of IASC standards in
Japan.!6!

In the TASC’s 1988 survey of the use and application of its standards, Japan
replied that its national requirements conformed to the extant IASC standards on
seventeen issues but that five of the standards differed from national requirements,
and three corresponded with practice but were on topics on which there were no
national requirements.'%?
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As late as 1991, Campbell wrote, ‘Although Japan is represented on the Inter-
national Accounting Standards Committee (IASC), the latter is considered to
have had little influence on Japanese financial reporting. The primary reason for
this is that the IASC seeks to implement its standards through the efforts of the
national professional accounting bodies and, as mentioned earlier, the JICPA has

a relatively weak influence on the standard-setting process in Japan.!%*

6.12. MEXICO

In 1975, the Instituto Mexicano de Contadores Publicos (Mexican Institute of
Public Accountants) reported that it had created an ad hoc committee to study
the status of IASC standards in relation to the Institute’s requirement that its
members comply with Mexican accounting pronouncements. The Bolsa de Val-
ores de México (Mexico Stock Exchange) had already acted to require listed
companies to comply with the Institute’s pronouncements, and the Institute
added, ‘If and when IAS’s have equal force as Mexican pronouncements, depar-
tures observed would be communicated to the Exchange’. As with the Canadian
provincial institutes, disciplinary action against auditors breaching the code of
conduct was, and is, taken by the affiliated colegios around the country, not by the
Institute.!6*

In 1979, the Institute reported that its approach was gradually to eliminate the
differences between Mexican GAAP and IASC standards, and that its represen-
tative on the IASC board met regularly with a subcommittee of the Institute’s
accounting principles committee to discuss the drafts. In general, the Institute said
that its disclosure requirements were not as ample as those of the IASC, but there
was, with a few exceptions, a compatibility between the Mexican pronouncements
and TASC standards.'

Mexico replied to the IASC’s 1988 survey of the use and application of its stan-
dards that nine of the extant IASC standards conformed to national requirements,
yet ten differed from national requirements; three were on topics for which there
were no national requirements, but they nonetheless agreed with practice, and
three were at odds with national requirements and practice.!®® Mexico replied that
only a ‘majority’, not ‘all or most’ of the financial statements of enterprises listed
on the country’s stock exchange generally conformed in all material respects to
IASC standards. !¢’

6.13. THE NETHERLANDS

In 1976, the management board of the Nederlands Instituut van Registeraccoun-
tants (NIVRA, Dutch Institute of Registered Auditors) boldly announced a proce-
dure by which IASC standards would become binding in the Netherlands. The first
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step in the procedure would be adoption of a standard by the Tripartiete Overleg
(TSG, Tripartite Study Group), an independent body composed of representatives
of financial statement preparers, auditors, and users. The NIVRA contributed the
delegation of auditors to the TSG. Henk Volten, the long-time staff observer of the
Dutch delegation to the IASC board, wrote, ‘In 1977, the Tripartite Study Group
stated publicly that it was of the opinion that IAS 1 through 6 conformed with
Dutch regulations as comprised in the law or in the Considerations [the TSG’s
guidance statements]; later IAS 7 through 12 were also deemed acceptable’!® The
second step in the procedure was acceptance by the NIVRA itself. The NIVRA
would ‘accept’ IASC standards only after they had been found to be acceptable by
the TSG or its successor, the Raad voor de Jaarverslaggeving (CAR, Council on
Annual Reporting).

The Amsterdam Stock Exchange had been one of the sponsors of the FIBV’s
1974 resolution, discussed above, but the Exchange required several years to give
effect to it. In August 1978, the Exchange amended its rules to require listed com-
panies to prepare their financial statements in conformity with IASC standards
to the extent that they had been accepted by the NIVRA.'® By July 1983, when
the Stock Exchange rescinded this requirement (very much as the London Stock
Exchange had done four years earlier), the NIVRA had not formally accepted any
of the TASC’s standards.'”® In fact, the NIVRA never did accept any IASC stan-
dards. Instead, beginning in 1980, the TSG and then the CAR regularly disclosed
which TASC standards were at variance with their recommendations.!”! They also
reviewed their own recommendations, where appropriate, to bring them into line
with the TASC standards. In the IASC’s 1988 survey of the use and application of
its standards, the Netherlands replied that sixteen of the extant IASC standards
conform to national requirements, but that three IASC standards are ones on
which there are no national requirements but nonetheless agree with practice, and
four do not conform to national requirements.!”?

Hans Burggraaff and Jan Uiterlinden, both members of the Dutch delegation
to the IASC board, persuaded a very limited number of Dutch companies to
state in their annual report that they complied with IASC standards. But Royal
Dutch/Shell would not agree to do so, because, so it was said, it wanted its annual
report to be comparable with those of the important sisters in the oil industry, all
of which were using US GAAP.'”

In its survey of the annual accounts of 120 quoted companies for 1981, the
NIVRA found only four references to IASC standards.!”* In each of two subse-
quent surveys covering 1984 and 1986, only one company out of 120 was found
to refer to IASC standards.!”> The NIVRA had taken no steps to oblige audi-
tors to disclose departures from, let alone follow, the recommendations issued
by the TSG and the CAR. As a result, references to these national recommen-
dations in companies’ annual reports were almost as scarce as those to IASC
standards.

In 1984, the NIVRA announced that it would no longer prepare translations of
IASC exposure drafts and would no longer print both the IASC’s exposure drafts
and standards in its journal because of its cost and because ‘A lack of interest was
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indicated by a strongly decreased number of reactions from individual members
and firms to international exposure drafts.17®

In 1986, the Dutch government introduced a minor reference to IASC stan-
dards into Dutch law.!”” The European Seventh Directive (1983) on consolidated
financial statements included an exemption for intermediate holding compa-
nies. These did not have to prepare consolidated financial statements provided
that, among other things, the ultimate parent company prepared consolidated
financial statements in accordance with the Seventh Directive. In a 1986 legal
interpretation, the Dutch government expanded the coverage of this clause to
parent companies from outside the European Community and declared that, for
the purpose of applying this clause, IASC standards were seen as equivalent to
the Seventh Directive. The Dutch board member Herman Marseille had been
instrumental in preparing this policy, and when the IASC board was informed in
March 1986, it congratulated the NIVRA ‘on its achievements in this respect’!”®
David Cairns made sure the new Dutch policy was prominently reported in IASC
News.'” The European Commission, however, was not pleased. As is discussed
in Section 12.3.1, by 1986 it was not yet prepared to recognize the IASC as a
body of equal standing. Nor did it want member states to develop their own
policies in this respect. The Commission put considerable pressure on the Dutch
government, including the threat of legal action.'®® The Dutch government there-
fore rescinded the decree in 1988, citing as the main reason that virtually all
of the differences between the Seventh Directive and the IASC’s standards on
consolidation had been eliminated, so that there was no need for an additional
interpretation. '8!

6.14. NIGERIA

The Institute of Chartered Accountants of Nigeria became an associate member
of the IASC in 1976 and was a member of the IASC board from 1978 to 1987.
In its 1979 reply to the IASC survey, the Institute reported that it had not issued
standards but instead adopted IASC standards. It added that it had directed its
members to observe these standards.'® On the initiative of the Institute, the
independent Nigerian Accounting Standards Board (NASB) was set up in 1982,
and IASC standards were, together with those of a number of countries, examined
by the board when it drafted its standards. By 1987, the NASB had issued six
standards, which were said to conform to the corresponding IASC standards. The
NASB had no means for securing compliance with its standards, and it appeared
that the general level of compliance was low.'83

The first chairman of the NASB, from 1982 to 1985, was Adedoyin Ogunde,
who served in the Nigerian delegation to the IASC board from 1979 to 1983.
Ogunde’s successor as NASB chairman was Oyeniyi Oyediran, who served on the
IASC board from 1979 to 1982.'%* Hence, the NASB was well connected with the
work of the IASC.
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In the IASC’s 1988 survey of the use and application of its standards, Nigeria
replied that five IASC standards had been used as the basis for national require-
ments, and it ventured the view, perhaps a shade hopefully, that, for thirteen of
the extant IASC standards, there were no national requirements but that national
practice generally conformed with the standards.'®

6.15. SOUTH AFRICA

The National Council of Chartered Accountants (SA) became an associate mem-
ber of the TASC in 1974 and joined the IASC board in 1978. It was stated in
1975 that, to carry out its best endeavours, the National Council anticipated
that, ‘Although the development, exposure and acceptance of [the Accounting
Practices Committee’s and Accounting Practices Board’s] statements will continue
as before, they will, so far as practicable, be developed in parallel with those of the
IASC.18

In its reply to the IASC’s survey in 1979, the National Council reported that
IASC standards were compatible, with only a few exceptions, with South African
accounting pronouncements. The Companies Act 1973 stipulated that financial
statements shall be prepared ‘in conformity with generally accepted accounting
practice’. The Council ventured the view that, ‘In the absence of a codified domes-
tic standard it is considered that codified International Accounting Standards
would constitute persuasive evidence of a “generally accepted accounting practice”
unless the preparer could establish otherwise on a domestic basis’!3” In 1980, the
National Council was renamed the South African Institute of Chartered Accoun-
tants (SAICA).

In 1984, South African Breweries said in its annual report that its principal
accounting policies ‘conform in all material respects’ to IASC standards. It con-
tinued to make this affirmation for at least the next ten years. It was the first
major South African company to do so. The company’s finance director, Selwyn
MacFarlane, a chartered accountant who subsequently became chairman of the
Accounting Practices Board and president of SAICA, is credited with giving this
early boost to IASC standards in South Africa.'8®

It was reported in 1986 that one of the members of the South African dele-
gation to the IASC board ‘personally contacted the senior partners of the major
professional firms in South Africa and has impressed upon them the desirability of
financial statements making reference to compliance with International Account-
ing Standards’ ¥’

In the IASC’s 1988 survey of the use and application of IASC standards, South
Africa reported that it had used as many as eight of the twenty-five extant IASC
standards as the basis for its national requirements.!* Like Mexico, South Africa
replied that a ‘majority’, not ‘all or most’ of the financial statements of enterprises
listed on the country’s stock exchange generally conformed in all material respects
to IASC standards.'"!
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6.16. ITALY

The Consiglio Nazionale dei Dottori Commercialisti joined the IASC board in
1983 and remained until 1995.

In 1984, Cairns, Lafferty, and Mantle asserted that “The IASC’s biggest success is
in Italy’'* This referred to an ordinance issued in April 1982 by the Commissione
Nazionale per le Societa e la Borsa (Consob, National Commission on Companies
and the Stock Exchange), which stipulated: ‘In areas where [Italian accounting]
standards are incomplete or have yet to be issued, the principles established by
the TASC constitute the basic terms of reference for listed companies, unless they
clash with Italian law.'®® This decision by the Italian stock exchange regulatory
body represented, until then, the strongest official support for IASC standards in
any country.

The Consiglio Nazionale insisted that external auditors refer to IASC standards
in their report on companies’ statutory financial statements, and it was reported
that this practice was being followed.!%*

In its reply to the IASC’s 1988 survey of the use and application of its standards,
Italy said that fourteen of the extant IASC standards corresponded with national
requirements, while two agreed with practice but were not subjects on which
there were national requirements, two differed from national requirements, and
six were at odds with practice but were not subjects on which there were national
requirements. Italy said that IAS 21, Accounting for the Effects of Changes in Foreign
Exchange Rates, served as the basis for a national requirement.'> Like Mexico and
South Africa, Italy replied that a majority of, not all or most, the financial state-
ments of enterprises listed on the country’s stock exchange generally conformed,
in all material respects to IASC standards.'*®

6.17. TATWAN

The National Federation of Certified Public Accountants Associations of the
Republic of China became a member of IFAC Council in 1983 and in 1984 began
a three-year term as the second accountancy body from East Asia, after Japan,
represented on the IASC board.

S. T. Chiang, the lone Taiwanese delegate to the IASC board, reported in
1985 that the IASC was ‘little known’ in his country prior to the signing of
the TASC/IFAC Mutual Commitments pact in October 1982, when the National
Federation automatically became a member of the IASC. He continued to report
a number of interventions he had made to bring IASC standards very much to the
fore in his country.'”’

By 1987, the independent Financial Accounting Standards Committee had
issued twelve Statements of Financial Accounting Standards (SFASs), and they
have generally conformed to IASC standards.'”® Nonetheless, as borne out in the
IASC’s 1988 survey of the use and application of its standards, Taiwanese standards
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had not been issued on most of the subjects taken up in IASC standards. Taiwan
replied that ten of the IASC’s extant standards conform to its SFASs, but for most
of the subjects on which Taiwan had no national requirements, the IASC standards
agreed with practice.!” Like Mexico, South Africa, and Italy, Taiwan replied that
a ‘majority,, not ‘all or most’ of the financial statements of enterprises listed on
the country’s stock exchange generally conformed in all material respects to ITASC
standards.?®

6.18. DISCUSSION OF SELECTED ASSOCIATE MEMBERS NOT
SERVING ON THE IASC BOARD

Several of the early associate members of the IASC actively drew on its standards in
their respective countries. Allan Cook, the IASC secretary from 1979 to 1981, has
said that some associate members ‘showed a huge interest, and he cited Pakistan,
India, Singapore, Hong Kong, and especially Malaysia.”’! While many associate
members responded to the IASC’s series of surveys, these five countries and New
Zealand will be treated here. A final observation will be made about the absence,
in large measure, of Central and South American countries from the work of the
IASC.

6.18.1. Pakistan

The Institute of Chartered Accountants of Pakistan and the Pakistan Institute of
Industrial Accountants (now the Institute of Cost and Management Accountants
of Pakistan) both became associate members in 1974. They were invited to spon-
sor a delegation to the IASC board in 1978 but had to withdraw ‘due to factors
unforeseen at the time they had expressed an interest in joining the Board’*** As
discussed in Section 4.4, the problem was that the two bodies were unable to raise
the significant financial contribution expected from board members.

The two bodies co-sponsored a seminar on International Accounting Standards
in May 1976 in Karachi, followed by the publication of articles discussing IAS 1
and IAS 2 in The Pakistan Accountant. In a speech at the seminar, the president
of the Karachi Stock Exchange confidently predicted that the first two IASC
standards ‘will receive the approval of our Government, and if necessary, suitable
provisions will be introduced in the Companies’ Act or Securities & Exchange
Ordinance, to make the application of these Standards obligatory’?%

The same two bodies held a professional development seminar in January 1980
on IASC standards, at which one speaker said that “The financial statements
of Pakistan companies were now being submitted to international agencies and
that for this reason it was essential that they should comply with international

accounting standards.2*
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Pakistan’s Companies Ordinance, 1984 required listed companies to follow
those IASC standards in their financial statements that were notified for the
purpose by the federal Corporate Law Authority.?”> With only three exceptions,
all of the IASC’s first twenty-four standards were adopted in Pakistan.2

The Pakistan Accountant regularly reprinted the contents of IASC News.

The TASC’s 1988 survey of the use and application of its standards reported
that Pakistan had adopted twenty-four of the twenty-five standards as its national
requirement.?%” It is interesting to note that, in the IASC’s 1988 survey, Botswana,
Cyprus, Malawi, Malaysia, Oman, and Zimbabwe also reported strong records of
adoption of IASC standards, which were comparable to that of Pakistan.

6.18.2. India

The Institute of Chartered Accountants of India (ICAI), which became an
associate member in 1974, decided two years later ‘because of membership
of IASC...to seriously undertake the task of setting accounting standards in
India’?*®® Kamal Gupta, the ICAT’s technical director, has said, ‘Apart from pro-
viding this basic impetus for [Indian] standard setting, the work of the IASC has
also proved to be of great assistance in formulating individual standards.?%

The ICAD’s Accounting Standards Board, established in 1977, proceeded to issue
a series of ‘recommendatory’ standards. Its first ten standards, completed by 1985,
closely followed the topics on which the IASC had issued standards, and it has
been reported that the ICAI used the IASC standards as a basis for formulating
them. With respect to the IASC standards for which there were no Indian equiv-
alents, the ICAI encouraged companies to adopt them.?!® The Institute organized
a series of seminars and workshops to discuss the IASC’s exposure drafts and
standards.?!! Yet, in the IASC’s 1988 survey of the use and application of its
standards, India reported that it had used only one IASC standard as the basis for
one of its own, and that ten of the twenty-five extant IASC standards did not agree
with practice and were topics on which there were no national requirements.*

6.18.3. Singapore

In 1975, the Singapore Society of Accountants (today part of the Institute of
Certified Public Accountants of Singapore) became an associate member, and,
beginning in 1977, the Society relied heavily on IASC standards when issuing
Singaporean standards.’’> By 1 January 1987, twenty-two of the first twenty-
four IASC standards (all but IAS 5 and IAS 15), as modified to suit local con-
ditions, were approved as standards in Singapore.?!* In the IASC’s 1988 survey
of the use and application of its standards, Singapore reported that it had used
twenty-four of the twenty-five extant IASC standards as the basis for its national
requirements.?'> David Cairns has written, ‘In practice, the Singapore standards
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were identical to IAS, but the Society objected to our saying that it used IAS as

national standards. It adopted the identical text as Singapore standards.”*!¢

6.18.4. Hong Kong

Beginning in 1983, it was the practice of the technical director of the Hong Kong
Society of Accountants, an associate member since 1975, to prepare draft account-
ing standards ‘on the basis of a brief provided by the [Accounting Standards
Committee] which is usually to “Hongkongize” an 1AS’?!7 The SSAPs largely
conformed to TASC standards, but with fewer free choices than in the latter.?!8
Yet, in the TASC’s 1988 survey, Hong Kong replied that there were no national
requirements corresponding to twelve of the IASC’s extant standards, of which
eight were in conformity with practice and three differed from practice. Only one
IASC standard was used as the basis of the Hong Kong standard.?"”

6.18.5. Malaysia

The Malaysian Association (now Institute) of Certified Public Accountants (Insti-
tut Akauntan Awan Bertauliah Malaysia) became an associate member in 1975
(later joined by the Institut Akauntan Malaysia, the Malaysian Institute of Accoun-
tants), and by 1978, 1AS 1 to 4 had become approved accounting standards in
Malaysia. Ten of the next twelve IASC standards became operative in Malaysia by
1983.220

In March 1980, the Malaysian Association of CPAs held a professional develop-
ment seminar on IASC standards.??! In 1986, it was said that IASC standards were
the ‘backbone of standard setting in Malaysia’??> The Malaysian standard setter
would ‘top and tail’ each IASC standard by writing a Malaysian introduction and
noting at the end any paragraphs that did not apply because they contravened
Malaysian law.??> The IASC’s 1988 survey of the use and application of IASC
standards reported that Malaysia had adopted eighteen of the twenty-five extant
IASC standards as it national requirements.??*

6.18.6. New Zealand

In New Zealand, the Financial Accounting Subcommittee of the New Zealand
Society of Accountants (today the Institute of Chartered Accountants of New
Zealand), an associate member since 1974, concluded in 1975 that IAS 2, on
inventories, represented a better draft than its own subcommittee on inventories
had prepared. Consequently, the Society’s Board of Research and Council adopted
IAS 2 in full as the New Zealand standard.??

In its response to the IASC’s survey in 1975, the Society said it had ‘written
to Government, Stock Exchanges, [the] Bankers Association, Financial Executives
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Institute, and other similar organisations, drawing attention to IASC, the Society’s
obligations in relation thereto and seeking their support for the adoption of the
International Standards’ It also said that its Professional Standards Committee
will write to auditors in regard to any lack of disclosures of non-compliance
with TASC standards.??® In the IASC’s 1988 survey, New Zealand replied that
its national requirements conformed to sixteen of the IASC’s extant standards,
while four of the standards agreed with practice but were not treated in national
requirements, and five differed from practice and were not the subjects of national
requirements.??’

6.19. NON-PARTICIPATION BY CENTRAL AND SOUTH
AMERICAN COUNTRIES

The general disinterest in the IASC by the professional accountancy bodies in
Central and South America has been a puzzle.””® When it became clear in 1974
that most of the invited South American bodies did not respond to the invita-
tion, or declined to apply for associate membership, Henry Benson, as well Joe
Cummings (of the US delegation) and Manuel Galvén (of the Mexican dele-
gation), sought to discuss the matter with their contacts in the region. Galvan
agreed to confer with those active in the Inter-American Accounting Conference
with a view towards securing a country member from South America, preferably
Argentina or Brazil.?? Finally, after numerous entreaties, the Instituto dos Audi-
tores Independentes do Brasil joined in 1977. By March 1978, of the forty-one
countries whose accountancy bodies were IASC members, only one, Brazil, was
from South America.?*°

In the Gray, Campbell, and Shaw world survey conducted in 1984, mentioned
above, Brazil, Chile, and Uruguay reported no IASC influence.?*! The afore-
mentioned 1979 survey conducted by Price Waterhouse covered the following
seventeen Latin American countries, none of which was singled out by the firm
as ones where ‘compliance [with TASC standards] can be deemed mandatory’:
Argentina, Bolivia, Brazil, Chile, Colombia, Dominican Republic, Ecuador, El
Salvador, Guatemala, Honduras, Mexico, Nicaragua, Panama, Paraguay, Peru,
Uruguay, and Venezuela.?*?

After the TASC/IFAC Mutual Commitments pact went into effect in 1982,
all IFAC members, including seven from South America, automatically became
members of the IASC. Yet only one South American country, Brazil, participated
in the IASC’s 1988 survey on the use and application of its standards around
the world. While Brazil reported that nineteen IASC standards conformed to
its national requirements, it said that no national requirements corresponded to
five of the IASC standards. No replies were received from non-board members
Chile, Colombia, Ecuador, and Paraguay.?*® Argentina and Uruguay had been
members of IFAC, and therefore also of the IASC, but they were suspended from
IFAC in 1986 because of the non-payment of their contributions.** Venezuela,
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also a member of IFAC, allowed its membership to lapse in 1988. Among the
possible reasons for the lack of participation by South America may have been
the professional institutes’ straitened financial condition, as well as language and
culture, including a perception that the IASC (and IFAC) were the domain of the
English-speaking countries.**

6.20. GENERAL ASSESSMENT OF THE IMPACT OF THE IASC’S
STANDARDS UP TO 1987

None of the founder members of the IASC reported in 1988 having adopted any
of the IASC’s standards as their national requirement, and only Canada, in one
instance, reported that it had used an IASC standard as the basis for fashioning its
national standard.?*® The founder countries with active equity capital markets—
Australia, Canada, the United Kingdom, and the United States—also had well-
established national standard setters, and they may have felt that they had little
to learn from the IASC. Among those four countries, Ralph E. Walters, a long-
time FASB member and a member of the US delegation to the IASC board from
1984 to 1987, said, ‘The Canadians, in particular, were the most dedicated to the
harmonization theme.?*’ This was illustrated clearly by the CICA’s prompt action
following the board’s June 1980 decision to approach multinational companies in
the member bodies’ home countries about disclosing compliance with the IASC’s
standards. In contrast, it was reported in March 1981 that in six out of eleven
countries represented on the board, no action had yet been taken.?*® The generally
limited impact of the IASC’s standards in the founder members’ countries may
probably be ascribed in part to a certain reticence on the part of some of the
member bodies in advocating the cause of the IASC in their home countries.
However, it should be noted that the formal powers of most member bodies to
ensure compliance with the IASC’s standards, or to incorporate these standards
into national standards, was limited.

Apart from the limited powers of the member bodies, the generally muted
impact of the IASC’s standards was due to coolness on the part of companies. In
countries with developed financial reporting standards, such as the United States
and the United Kingdom, companies were understandably wary of submitting
themselves to another layer of standards. In respect of other countries, the IASC
was supplying a product for which there was as yet little demand. Most European
countries had equity capital markets, but during the 1970s and the early 1980s
companies typically did not rely on these markets as their main source of finance;
instead, they looked to banks, families, and the state. Candid reporting was for
insiders, and the financial reports to be filed in a public record office were prepared
strictly in accordance with the law, which, depending on the country, protected
various needs for non-transparency.

In 1976, when he stepped down as IASC chairman, Henry Benson drew on his
three years’ experience to characterize the challenge as follows:



182 Gaining Recognition

The step from national standards to international standards looks to be a short one but it
has grievous pitfalls. Nationals of every country prefer their own ways just as they prefer
their own food, wine and customs. There is an even more formidable obstacle: national
governments. No government will willingly give up its sovereignty and yield the right to
decide what will happen in its own country.*

In developing countries, the IASC was rather more successful. In 1986, Secretary-
General David Cairns reported that TASC standards ‘are used as national standards
in Malawi and Zimbabwe and as the basis for standard-setting programmes in
Nigeria and Kenya, which he learned during visits to those countries.*** Many
developing countries were borrowing from development banks and thus were
required to file periodic reports reflecting high standards of accounting and
auditing (see Section 12.5.1). The World Bank’s need for reliable information on
projects it was financing was the main reason for its decision to join the IASC’s
Consultative Group in 1981.2*! In 1983, the International Finance Corporation
(IFC), which is affiliated with the World Bank, made it known that borrowers from
the IFC should, in the summary of accounting policies presented in the opening
note to their financial statements, refer, wherever applicable and practicable, to
IASC standards.?*? Because of this pressure from the development banks, the
possible influence of IASC standards may have percolated into the private sector
and thus into the agenda of the national accountancy bodies. Richard Simmons,
the IASC’s first assistant secretary, aptly observed that the associate members were,
in many ways, much stronger advocates of international accounting standards
than the founder members.?*?

In 1987, the board received a reminder of how its relatively modest success so far
had heightened expectations about its future role in the process of harmonization.
Paul Rutteman, an Arthur Young partner in London and the former chairman of
the Groupe d’Etudes, wrote (prophetically) as follows:

IASC’s work and standards have already acquired a reputation that ensures that it cannot be
ignored. But harmonisation must be achieved internationally and success must be judged
in terms of harmonisation between the major capital markets—rather than by the number
of countries with relatively small capital markets that have adopted IASs as their own. There
is still a long way to go and, in the long term, the IASC itself will have to be modified so that
it comprises the organizations responsible for setting the standards in different countries,
rather than just the accounting profession.?*

6.21. THE IASC SEEKS SUPPORT THROUGH VISITS AND LIAISON

IASC Chairmen Henry Benson, Joseph Cummings, and John Hepworth promoted
the TASC around the world at meetings and in frequent speeches and published
articles. On one evening, following a board meeting, the chairman would typically
invite local executives, regulators, and leaders of the accountancy profession to
a dinner.”®> In 1978, Secretary Roy Nash paid calls on IASC associate member
bodies in Southeast Asia and New Zealand in connection with his attendance
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at IASC meetings.?*® This process of outreach accelerated in 1980 under the
chairmanship of Hans Burggraaff. Beginning with Burggraaff, the chairman and
secretary undertook a series of visits to the professional accountancy bodies,
standard setters, government regulators, and major corporations in IASC member
countries, as well as to national and regional accounting congresses.?*

In response to criticism by the OECD and others that the IASC board was
‘too narrowly based in that it represents only the accounting profession}**® the
IASC in 1981 launched a Consultative Group, also a Burggraaff innovation, with
membership drawn from the preparers and users of financial statements (see
Section 4.16).

By 1984, the IASC chairman or secretary, or both, had visited national standard-
setting bodies in the Netherlands, Canada, France, Australia, New Zealand,
Mexico, and South Africa, and plans were laid for visits to Nigeria, Italy, the
United Kingdom, Ireland, and Japan.?*’ In 1985-6, visits were made to India and
Pakistan.”®® During 1986 and 1987, Secretary-General David Cairns undertook
an extensive tour of Africa.”>! Cairns made these stops on trips he had already
arranged to attend board and steering group meetings.*>*

Burggraaff began to give talks at an array of international and national con-
ferences, using these platforms to explain the objectives and operation of the
IASC to a wider range of audiences. He also began a practice, continued by his
successors, of inviting important figures in the accounting world to be guests at
board meetings, beginning with the FASB chairman, Donald J. Kirk, in June 1981
(again in June 1985); Tom Watts, chairman of the UK ASC, in March 1982; and
Jan Schoonderbeek, chairman of the Netherlands Council on Annual Reporting,
in June 1982. Typically, the guests were invited to make a short presentation to the
board during the meeting. Further invitations were extended to the following:

¢ JFAC President Washington SyCip and IFAC Executive Director Robert N.
Sempier (June 1983 and June 1984)

¢ Professor M. N. K. Kinzonzi, secretary-general of the African Accounting
Council (October 1983)

¢ Raymond C. Lauver, FASB member (June 1984)

e Hermann Niessen, of the European Commission, and Herbert Biener, of the
German Justice Ministry (October 1984)

® JFAC President Robert L. May and IFAC Executive Director Robert N. Sem-
pier (June 1985 and June 1986)

® Peter Godfrey, chairman of the UK ASC (October 1985)

® Robert C. Spinosa Cattela, finance director of Philips’ Gloeilampenfabrieken,
of the Netherlands (June 1986)

¢ John Miles, chairman of the Australian Accounting Standards Board (March
1987)%>

The IASC did not overlook the influence of educators. At the board’s June 1983
meeting, ‘It was agreed that the Secretariat should write to member bodies asking
them to make contact with universities and colleges in their own country and to
ensure that all universities and colleges have adequate copies of IASC material>>*
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The idea for this initiative may well have come from Secretary Geoffrey Mitchell,
who was himself an accounting academic on leave from his university in
Australia.

6.22. THE IASC’S CONTACTS AT THE EUROPEAN LEVEL

Despite the alleged importance of the EEC’s programme of Directives as a factor
in its establishment, the IASC promoted only sporadic contacts during the 1970s
with bodies active at the European level. In 1974, Benson met a few times with
the chairmen of the Union Européenne des Experts Comptables Economiques et
Financiers (UEC), E. Pougin, and of the Groupe d’Etudes, A. Reydel,>® but it
appears that, after Benson left, these relationships were allowed to lapse, perhaps
because the IASC’s next two chairmen were not Europeans. In February 1980,
Allan Cook, the first secretary who was a European, wrote to the then chairman of
the Groupe d’Etudes, G. J. Kramer, in line with the board’s October 1979 decision
to involve other organizations at the start of new projects, but Kramer declined
other than on an ad hoc basis owing to a lack of resources.?

In its June 1980 meeting, when the board held a lengthy discussion of its future,
including its outside relationships, Secretary Cook recommended that it seek an
observer ‘representing EEC interests’ to attend board meetings. Seigo Nakajima,
the senior board member from Japan, said, however, that such an invitation would
not be favourably received in Japan. Accordingly, the invitation was not extended.
The EEC was not, unlike the UN and the OECD, invited to join the Consultative
Group, because it was envisaged at the time that only worldwide organizations
would be eligible for participation.?*’

This did not mean that the IASC neglected the European Commission. In
December 1981, IASC Chairman Hans Burggraaff, accompanied by Secretary
Cook and Secretary Designate Geoffrey Mitchell, met with Hermann Niessen
and members of his staff in Brussels. Niessen was the top official dealing with
accounting matters in the Commission’s Directorate-General for Internal Mar-
ket and Industrial Affairs. Owing to the pertinacity of Secretary Mitchell, the
IASC held follow-up meetings with Niessen and his staff on a six-monthly basis
during the next few years. Mitchell prepared detailed minutes of the meetings,
and IASC drafts were regularly supplied to Niessen. The topics discussed at the
meetings covered a wide range.””® In 1984, Chairman Stephen Elliott invited
Niessen to attend the October board meeting as a guest, which, as indicated
above, he did. The next meeting between the IASC and the European Commis-
sion did not occur until eighteen months later, again at the suggestion of the
IASC. None of the IASC’s contacts with the Commission were initiated by the
latter.

In May 1986, IASC Chairman John Kirkpatrick and Secretary-General David
Cairns met with Niessen and Karel Van Hulle at the European Commission. They
discussed two proposed European Community Directives, the Dutch initiative to
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declare the IASC’s standards equivalent to the Seventh Directive on consolidated
accounts (see Section 6.13), and IASC’s work programme. JASC News carried the
following conclusion from the meeting: ‘It was generally agreed that although dif-
ferences between European Community Directives and International Accounting

Standards are small, greater conformity was a desirable objective.?*

6.23. THE TIASC’S CONTACTS WITH THE SEC

In 1980, John L. Kirkpatrick, then a member of the UK & Irish delegation to the
IASC board, displayed his awareness of the significance of the US SEC to the IASC,
when he said in a speech: ‘If the IASC’s worldwide accounting standards seriously
transgressed the SEC’s rules as to what should, and what should not, appear in
financial statements, the value of the IASC, and its work, could be so severely
damaged as to render it a body not entitled to use the word “international” in its
name. 2%

Several years later, in March 1984, the IASC established its first formal contact
with the SEC in an open meeting in Washington on 26 March. IASC Chairman
Stephen Elliott was accompanied by IASC Secretary-General Geoffrey Mitchell;
FASB Chairman Kirk; AICPA President Philip B. Chenok; Ralph L. Harris (of
IBM), a member of the US delegation to the IASC board; and Willis A. Smith (of
CPC International), the chairman of the AICPA’s international technical standards
subcommittee and a former IASC board member. They met with the members
of the Commission, Chief Accountant Clarence Sampson, and Assistant Chief
Accountant Clarence Staubs. The agenda covered a broad array of issues, including
the case for international harmonization, the IASC’s operating procedures and the
role played by its member bodies, the differences between IASC standards and
US GAAP, the possible acceptance of IASC standards for securities registration
purposes, and the role of intergovernmental bodies (such as the UN and the
OECD). It was reported that SEC Chairman John S. R. Shad had recently testified
that the SEC ‘is interested in, and supportive of, the development of international
standards of accounting and auditing’?¢!

In his prepared remarks at the meeting, Kirk gave the JASC no more than
tepid support, pointing out that international harmonization was, as Shad had
said in recent Congressional testimony, a ‘long-term process’. He cited some of
the obstacles to harmonization (repeated from an earlier paper®®?), and he drew
attention to the fact that the AICPA, not the FASB, was the US member of the
IASC. At the close of his remarks, he reiterated his view that the mission of
the FASB was to attend to financial information that is relevant to users in the
United States.?®® The lack of enthusiasm on the part of the FASB was subsequently
confirmed by an FASB spokesman: ‘We were invited and couldn’t really decline.
But [FASB] felt like a fifth wheel at the meeting.?%*

During the meeting, Elliott invited Shad ‘to consider ways in which your sup-
port could be made more manifest to the world of international accounting’. It
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was reported that, at the meeting, ‘Shad asked SEC Chief Accountant Sampson to
look into whether the SEC could give greater support to the efforts of the IASC.?6
One of the SEC’s self-imposed norms, namely, that it did not comment formally
on drafts, whether issued by the FASB or the IASC, may have hampered its ability
to give explicit support to the IASC.?” The meeting with the SEC was a valuable
opportunity for the Commission and its senior staff to ‘get acquainted” with the
leaders of the IASC, and vice versa.

A year after the meeting with the SEC, the IASC commented on the SEC’s con-
cept release 33-6568 on Facilitation of Multinational Securities Offerings, issued
on 28 February 1985. The SEC had sought views on how best to harmonize the
disclosure and distribution practices for offerings of securities by multinational
corporations in the United States, the United Kingdom, and Canada. The options
were a ‘reciprocal approach) by which the offering document in one country
would be accepted in the others, or a ‘common prospectus approach’, by securing
an international agreement on the disclosures and distribution standards. The
IASC recommended that ‘A “common prospectus approach” based on conformity
with International Accounting Standards should be the ultimate objective. But in
the short and medium runs, the IASC said, practicalities would require use of a
reciprocal approach.?®®

Curiously, the SEC’s accounting staff concluded from a review of the comments
received on the SEC’s February 1985 concept release that ‘There is little evidence
to suggest that the reconciliation requirement [i.e., to US GAAP] has provided a
serious obstacle to foreign issuers entering U.S. markets’?* The New York Stock
Exchange Advisory Committee on International Capital Markets was among the
commentators which, it said, ‘envisioned the necessity for a reconciliation’2”°
In the 1990s, the Exchange tried in vain to persuade the SEC to eliminate the
reconciliation requirement (see Section 10.16).

In 1987, the SEC’s Office of the Chief Accountant published a descriptive chap-
ter entitled ‘Accounting and Auditing Standards in Relation to Multinational and
International Issues of Securities’, as part of a report to Congress on the interna-
tionalization of the securities markets.?”! The chapter included several pages on
the work and impact of the IASC, but the staff study, which was not a statement
of the Commission’s views, offered no policy recommendations.

6.24. THE IASC’S INITIAL CONTACT WITH IOSCO
AND ITS PORTENT

SEC Commissioner Charles C. Cox, who attended the March 1984 meeting with
the TASC representatives, took the initiative at a meeting three years later to bring
the TASC into contact with the International Organization of Securities Commis-
sions (IOSCO), which proved to be a turning point in the IASC’s relations with
securities market regulators, including the SEC. This meeting and its profound
implications for the work of the IASC are discussed in Chapter 10.
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The IASC Copes with Its
Political Environment

The International Accounting Standards Committee (IASC) had been formed as
a purely private-sector initiative by an exclusive group of accountancy bodies.
With the arguable exception of Mexico, these bodies represented the developed
world only. The early years of the IASC were a time when the idea of expanding
political or social control over business was in the ascendancy in most countries. In
many developing countries, this idea was reinforced by a desire to assert national
independence. Against this background, it is not surprising that the IASC was
subjected to critical scrutiny from various quarters.

During the 1970s and early 1980s, the IASC had to deal with a number of
challenges. These were various expressions of a single underlying notion, which
was that the IASC’s composition and procedures did not allow all of those with an
interest in international accounting standards an appropriate participation. The
parties taking an interest in the work of the IASC were by no means homogeneous.
They divided along the lines of developed versus developing nations, governments
versus the private sector, and accountants versus the users and preparers of finan-
cial statements. Another line of tension was that between accountancy bodies that
were represented on the IASC board and those that were not. This was a sensitive
division, as bodies that were left out sensed quite rightly that this was not merely a
matter of restricting the board to a manageable size, but also related to perceptions
of their quality.

This chapter deals with the course the IASC tried to steer among these conflict-
ing forces. The story in this chapter is structured around three developments that
were closely interconnected: relations with the United Nations (UN), relations
with the Organisation for Economic Co-operation and Development (OECD),
and attempts to bring IASC under the control of the International Federation of
Accountants (IFAC).

7.1. THE DEVELOPING WORLD AND THE UNITED NATIONS

The possibility that the UN might play a role in the setting of international
accounting standards had already been voiced before the IASC was founded.
During the October 1971 Jerusalem Conference on Accounting, Edward Stamp,
a prominent British accounting academic, had suggested that the UN should be
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approached with a proposal for a ‘world consultative body of accountants’ to
develop accounting standards.! In fact, the issue of international accounting stan-
dards had already surfaced at the UN. In December 1971, the International Labour
Organisation (ILO) organized a conference in Turin on universal standards and
conventions in accounting, and the UN was said to consider a ‘summit of leading
accountants’ for 1972 to discuss ‘the chaos of international accounting methods’?
But when the UN did take action, it was not through the ILO, and it was with a
somewhat different emphasis. In 1972, a Group of Eminent Persons was appointed
by the UN secretary-general to study the impact of multinational corporations on
development and international relations. Behind the creation of the Group were
concerns on the part of developing countries about loss of sovereignty because of
the operations of multinationals in their midst.

The Group’s report, published in 1974, concluded in general that ‘Host coun-
try bargaining power should be increased” A conclusion with potential rele-
vance to accounting and financial reporting was that ‘Developing countries need
to develop the capacity to monitor the pattern of the distribution of bene-
fits between themselves and the multinational corporations which operate in
their economies.® The report also recommended the continuous involvement of
the UN with issues involving the activities of multinational corporations. As a
result, the UN set up a Commission on Transnational Corporations, as well as
a Centre on Transnational Corporations, with the task of collecting data. The
Group of Eminent Persons emphasized the ‘pivotal importance of information
disclosure’ and recommended developing an ‘international standard’ for com-
pany reporting. This standard should lead to internationally comparable infor-
mation, geared in particular to the information needs of governments. The inter-
national standard might therefore coexist with existing national standards for
reporting to shareholders. The Group of Eminent Persons recommended the cre-
ation of an expert group on international accounting standards to determine the
information on multinational corporations required by host and home country
governments.*

The Group of Eminent Persons did its work during the fall of 1973 and the
early months of 1974, and it may not have been aware of the recently founded
IASC. No representative of the IASC testified before the Group. Yet, by November
1974, the UN had been in touch with the IASC to discuss the possibility ‘of
the U.N. entrusting the setting of accounting valuation rules to IASC and the
payment of a grant by the U.N. towards the work of the IASC’” These discussions
apparently came to naught, because in March 1975 the UN Commission on
Transnational Corporations decided to form its own Group of Experts in line with
the recommendation of the Eminent Persons.® This created a potential problem
for the IASC, as the Group of Experts might become active in setting accounting
standards itself.” The IASC therefore took the initiative to create a liaison with
the Group of Experts, with the result that Joe Cummings, the IASC chairman-
designate, was appointed as a member of the Group of Experts.?

The Group of Experts met twice during 1976 and 1977, after which it submitted
a report to the Commission on Transnational Corporations.” The report was



Political Environment 189

perhaps reassuring to the IASC in that it mentioned the ‘valuable work being
carried out by IASC in developing international standards in respect of valuation
and other standards”. It mentioned the work of the IASC as one of the reasons why
the Group had decided to limit itself to the question of disclosure. The report also
concentrated on general purpose financial reports, so that the issue of separate
reporting standards for reporting to governments had disappeared. Nevertheless,
the report was controversial in its recommendation that standards be developed
for the disclosure of a wide range of financial and non-financial information.!'
The International Chamber of Commerce and the International Organisation of
Employers mounted a campaign against the report, and several multinational
enterprises expressed concern about the difficulties of implementing the proposals
and their possible political ramifications.!!

Sir Henry Benson clearly saw the proposals in a political light and went on
the attack in an article in the Financial Times of 22 March 1978. According to
Benson, the presence in the UN of a wide range of countries, including ‘far-Left
Communist republics’ ensured that the project was ‘fraught with political danger’.
There was a real danger, he said, that states with no commitment to transparency
‘will support proposals for increased corporate disclosure in order to use them as
a political weapon, either against mixed economies in general or in order to obtain
particular advantages’ Moreover, ‘The task of drawing up long lists of disclosure
requirements is easy work but doctrinaire proposals which take no account of
realities are more likely to invoke ridicule than compliance. In contrast, Benson
lauded the ‘short, clear and uncomplicated’ standards published by the IASC and
suggested that the UN ask the IASC to incorporate the UN’s concerns in its own
programme of work.!?

The IASC did not follow the lead of its former chairman. It preferred to follow
the line of Edward Stamp who, in a rebuttal of Benson’s views, had expressed
the hope for a ‘fruitful partnership’ between the IASC and the UN.!> When the
UN established a successor committee, the ‘Ad Hoc Intergovernmental Working
Group on International Standards of Accounting and Reporting), in May 1979, the
TASC offered its cooperation.'*

7.1.1. Sensitivity to the Aspirations of Developing Countries

It is possible that, by 1979, the IASC had become more sensitized to the demands
of developing nations than it had been in the days of Benson. The dissatisfaction
of the developing countries with their lack of representation in the IASC had
come to the surface during the Eleventh International Congress of Accountants
in Munich, in 1977. The presentation of the IASC’s revised Constitution had
been somewhat marred by the criticism from some associate members that they
had had no voice in the revision. During the congress, Dr. O. Van der Meulen,
the president of the Belgian Institut des Réviseurs d’Entreprises, coordinated a
more general protest against the dominance of the IASC by the founder members.
Although the discontent was probably most keenly felt by some associate members
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in developed countries, such as Belgium and the Scandinavian countries, the issue
of the developing countries was raised as well. It was argued that, because of the
activities of multinational corporations in their countries, they had a particular
interest in international standards, but that their specific economic and social
circumstances were typically not taken into account by the IASC."

Around the same time, the IASC was rather embarrassed by the failure of
Pakistan to take up the rotating seat offered to it with the implementation of the
Constitution of 1977 (see Section 6.18.1). The two Pakistani bodies that were to
occupy the seat jointly discovered too late that they would be unable to pay the fee
expected from board member bodies, and they had to withdraw their acceptance
of the seat offered to them.!® In a confidential report, Secretary Roy Nash observed
that “The IASC could be subject to criticism for changing its Constitution to allow
more Board memberships but effectively eliminating most Members from Board
positions because of the financial requirements’!” Fortunately for the IASC, it
turned out that the Institute of Chartered Accountants of Nigeria, which was
offered the Pakistani seat after a secret ballot, had understood the financial impli-
cations when it applied for a board seat.!®

Developing-country participation remained a sensitive issue during the next
few years. When a steering committee was set up to review the existing IASC
standards in March 1982, the Organisation and Planning Committee (OPC)
observed that, ‘from a public relations point of view’ it would be useful if the
composition of the new steering committee indicated ‘to the outside world that
an independent review was being commenced. Thus, the appointment of two
non-board member countries [to the steering committee], one being a developing
country, is essential’. The OPC recommended this policy even though it noted that
board member countries might be able to contribute well-experienced members
or staff observers to the review steering committee, whose help would have been
welcome."?

7.1.2. The Ad Hoc Working Group and ISAR

Meanwhile, the UN’s Ad Hoc Working Group met six times between March 1980
and April 1982. The IASC, which was allowed to send an observer, was represented
during most meetings by one or two board members, the secretary, and occasion-
ally its chairman. The political dimension of international accounting standards
emerged more clearly in the thirty-four-member Ad Hoc Working Group than
it had in the thirteen-member Group of Experts. The Group was deeply divided
between the developing countries, which made up the majority of the Group, and
the member states of the OECD. In general, the developing countries (organized in
the UN as the Group of 77) pressed for wide-ranging financial and non-financial
disclosures, which the OECD countries tended to resist.?

The position of the IASC in this dispute was somewhat delicate. On the one
hand, it had to be sufficiently responsive to the views of the developing countries,
because an aloof attitude on the part of the IASC might lead to calls for the UN
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to develop a fully fledged international accounting standard-setting arm. This
remained a possibility for so long as the TASC could be criticized for having an
inadequate number of developing countries on its board.?! As discussed above,
the TASC was aware of this weakness. Therefore, Chairman Hans Burggraaff gave
a commitment to the UN that, of the four seats on the IASC board becoming
available in 1982, three would be allocated to developing countries.?? In 1982,
Nigeria and South Africa were reappointed, while Italy and Taiwan were appointed
for the first time.

On the other hand, the IASC could not afford to antagonize the developed
countries forming the OECD. As is discussed below, the OECD was also becoming
active in the area of international accounting standards around 1980, and it might
well take action that would undermine the position of the IASC.

In trying to remain in good standing with both sides, the IASC seems to
have succeeded somewhat better with the developing than with the developed
countries. The Canadian representative on the Ad Hoc Group of Experts, John
Denman, observed that, ‘In general, this group [of developing countries] is much
more receptive than the OECD Group to the work of the IASC’?® In September
1982, the IASC came under attack when an article in World Accounting Report
charged the IASC with being ‘extremely naive’ in letting themselves be used for
the political purposes of some of the developing countries. The IASC, it was said,
‘has attempted to upgrade its own status by getting in on the act but has succeeded
only in incurring the wrath of governments of all political persuasions’** This
caused some soul-searching at the IASC, and some national representatives on
the Ad Hoc Working Group were consulted to gain another perspective on events.
The UK representative, George Smith, commented that the IASC ‘went overboard’
at the Group’s second meeting [November 1980] by asking ‘that the UN give its
seal of approval to IASC standards’ At that time, the IASC ‘was thought to be
buttering up to the Group of 77’. However, Smith noted that, in later meetings of
the Ad Hoc Working Group, the IASC had gained credit with its ‘helpful inter-
ventions of an authoritative and professional nature’? Canadian representative
John Denman conceded that “To some, the IASC did appear to be turning itself
into the conscience of the Third World, but he defended Burggraaff and Secretary
Allan Cook, who ‘had achieved a great deal, particularly by their frankness, clarity
of expression and obvious technical expertise’?® Fortified by these comments,
Secretary Geoffrey Mitchell wrote a reply appearing in World Accounting Report
that the IASC ‘has not been able to find one country whose wrath it has incurred,
and that it welcomed the support for its work in the report of the Ad Hoc Working
Group.?

The Ad Hoc Working Group remained divided until the end. Its final report,
submitted to the Commission on Transnational Corporations after its last meet-
ing in April 1982, did contain a guideline on reporting, including lists of min-
imal disclosures.?® But the report was ‘marred by the evident lack of unity
in the group’® The group was unable to present a unanimous recommenda-
tion on whether it should continue to meet, and, if so, when. Nevertheless, in
October 1982 the Economic and Social Council created a successor group, the
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Intergovernmental Working Group of Experts on International Standards of
Accounting and Reporting (also known as ISAR).

So far, ISAR has proven to be the most long-lived UN group in the area of finan-
cial reporting. It was set up to meet annually, initially for three years, but in 2005
it held its twenty-second meeting. It was established with wide-ranging terms of
reference: to review, consider, and recommend on issues of accounting and report-
ing. However, its mandate did not include the setting of accounting standards.
The founding resolution recognized that ‘The process of setting standards for
accounting and reporting...takes place primarily at the national and sometimes
regional levels.*® This reticence effectively removed any threat to the IASC.*!

Although the split between the OECD countries and the Group of 77 reap-
peared at ISAR’s first meeting, its members found sufficient common ground to
agree on a programme of studying topics such as transfer pricing, goodwill, depre-
ciation, and provisions.>> While the IASC continued to maintain good relations
with ISAR and the UN Centre on Transnational Corporations, the UN gradually
figured less prominently in the IASC’s activities as the 1980s progressed. Through-
out the 1980s, the IASC was represented at all the meetings of ISAR, typically by its
chairman or secretary-general. But ‘liaison with the UN’ was dropped as a regular
item on the IASC agenda in 1985, and there were occasional concerns about the
costs of the IASC’s involvement with ISAR.*

7.2. THE OECD

The Paris-based OECD entered the area of financial reporting in 1976, and like the
UN it threatened to develop into a possible rival of the IASC. Yet, when the IASC
was being founded, the suggestion had been made by the Nederlands Instituut van
Registeraccountants (NIVRA) to involve the OECD as an ally. In March 1973, the
NIVRA had, on its own initiative, discussed the matter with the Dutch Foreign
Ministry, which expressed its willingness to instruct its permanent representative
to the OECD to ‘put out his feelers’>* There are no indications that further steps
were taken, and it is not known whether this was because of reluctance on the part
of the OECD or on the part of the other IASC members.

Probably independently of any steps taken by the Dutch, the OECD took an
interest in international financial reporting as early as 1973.%° In June 1976, the
OECD adopted a ‘Declaration on International Investment and Multinational
Enterprises;, which included a set of ‘Guidelines for International Enterprises: Dis-
closure of Information’. Among the recommended disclosures were the expendi-
ture on research and development for the enterprise as a whole and sales turnover
and operating results segmented by geographical area. In July 1978, the OECD set
up an ‘Ad Hoc Working Group on Accounting Standards’. This was a time when
the business world was waking up to the implications of the report of the UN
Group of Experts, and the OECD shared some of the concerns.*® The Working
Group was to report in the fall of 1979 on the need to undertake further work in
the area of accounting standards. In particular, it was to review the work of the UN
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and the IASC and to report on whether the OECD should become permanently
involved in establishing accounting and disclosure standards.

From the late 1970s onwards, expressing one’s bewilderment or annoyance with
the proliferation of organizations involved with accounting standards became
a staple of the literature.”” The UN, the OECD, the IASC, and the EEC were
frequently mentioned together with the implied or explicit recommendation that
one or more of these bodies should cease their activities in this area. Moreover,
it was not evident to everyone that the IASC should or would take the lead in
international standards.*® As discussed above, the business world was not enthu-
siastic about the work of the UN Group of Experts, and some might have seen
the OECD as a more dependable counterweight to the UN than the IASC.*
Moreover, in many Continental European countries there was a strong tradition to
see accounting regulation as a government responsibility. From that perspective,
the OECD, as a body whose membership consisted of governments, was a more
natural alternative than the private-sector IASC, not least because the difficulties
of the IASC in ensuring compliance were becoming more and more evident (see
Chapter 6).%° Because of the prevalence of this attitude, there was a ‘genuine fear’
in the IASC that the OECD, even if it did not set standards itself, might seriously
interfere with the IASC’s work.*!

Against this background, the invitation to the IASC to present its work to the
Ad Hoc Working Group was of great importance. The presentation was made
on 4 April 1979 by John Grenside, the OPC chairman, standing in for IASC
Chairman John Hepworth. In his presentation, Grenside emphasized the expertise
and apolitical nature of the IASC, and the problems the OECD would face if it
were to involve itself in setting accounting standards. It was a frank presentation,
in which Grenside did not gloss over the weaknesses of the IASC, such as the
flexibility of its standards and the problem of ensuring compliance.*? It appears
that the presentation was quite effective. Hans Burggraaff and Doug Thomas
(Canadian TASC staff observer), who represented their respective countries in the
Working Group, reported back to the IASC on the ‘favourable impression’ made
by Grenside.*> Meanwhile, some IASC delegations successfully tried to enlist the
support of their national governments.** The result was that, in October 1979,
Burggraaff could report that, although the Ad Hoc Working Group was to be
succeeded by a permanent OECD Working Group on Accounting Standards, this
new body was not to set accounting standards itself.*>

While this must have been gratifying to the IASC, it did by no means imply that
it could henceforth ignore the OECD. As Burggraaff continued to report, the Ad
Hoc Working Group believed ‘that the exclusion of governments and governmen-
tal standard setting bodies from membership of IASC weakened the effectiveness
of the International Accounting Standards. The OECD therefore saw a role for
itself in ‘energizing’ international standard setting by ensuring that the views of
governments, the international business community, national and international
standard setting bodies, as well as those of the accountancy profession would be
taken into account.*® The permanent OECD Working Group was therefore set up
as a kind of permanent coordination committee in which the IASC would be just
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one participant, representing the accountancy profession, next to representatives
from governments, business, and trade unions.*’

Put differently, the OECD’s willingness to recognize the IASC as a leading
force in the area of international accounting standards was conditional on the
willingness of the latter to broaden its base and to give up the idea that setting
accounting standards was the preserve of the accountancy profession. The IASC,
of course, sought to defend itself publicly against criticism of its working pro-
cedures and to present itself as the most suitable body to work for international
harmonization.® But the OECD’s pressure nevertheless led the IASC to make a
number of significant changes in its operations. As early as June 1980, the IASC
adopted a policy of developing contacts with national standard setters by means
of a series of visits (see Section 6.21).%° The secretariat observed:

This decision must be seen in the context of the comments by the OECD Working Group
on Accounting Standards, which concluded that the present Constitution of IASC, as an
organisation of professional accounting bodies, presents significant difficulties to the task
of setting international accounting standards as many of the members of IASC are not
directly responsible for implementing and enforcing national standards.™

Other changes that were related to the OECD’s pressure included the establish-
ment of the IASC’s Consultative Group in 1981 and the allocation of board seats to
organizations other than professional accountancy bodies, starting in 1986. Both
developments are discussed more fully below.

The Ad Hoc Working Group’s report had more or less instructed the IASC
to participate in the work of the successor Working Group.®! Careful to heed
that call, the IASC maintained regular contacts with the OECD and its Working
Group on Accounting Standards throughout the 1980s and into the early 1990s.
Initially, there was some concern on the part of the IASC that the Working Group’s
review of the OECD’s Guidelines for Multinational Enterprises might evolve into
standard setting.”? But these fears proved unfounded. The Working Group or
its subgroups discussed accounting topics such as the relationship between tax
accounting and financial reporting, foreign currency translation, and consoli-
dation. It published a series of reports and incidental papers, and it organized
conferences and round tables. The reports of the OECD Working Group drew
quite heavily on the IASC standards, and the IASC believed that this provided
a welcome advertisement and enhanced its authority.>® Hence, successive IASC
chairmen and secretaries invested a considerable amount of time in contacts with
the OECD.

Over time, the OECD clearly moved to a more peripheral position, as seen from
the IASC’s perspective. If there was any single event that marked this development,
it was the ‘Forum on Harmonization of Accounting Standards) hosted by the
OECD in Paris on 23 and 24 April 1985.>* At the conference, participants from
a wide range of backgrounds expressed support for the IASC to play a leading
role in international harmonization. By that time, the original reason for the
OECD’s involvement with accounting standards had by and large disappeared,
as the possibility that the UN would be able to develop into a significant force
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had diminished. This fact, in conjunction with the positive views on the IASC
expressed by many at the conference, allowed the OECD to relax its attention
to international accounting standards. After 1985, therefore, the OECD began
to recede more into the background from the point of view of the IASC. But its
continuing significance can be seen from the fact that an OECD symposium on
financial instruments in 1988 was instrumental in bringing that important topic
onto the agenda of the IASC (see Section 11.5.1).

7.3. INTEGRATION WITH IFAC: 1973-82

The TASC’s relations with the UN and the OECD, and in particular the under-
lying issues of developing country representation and the participation of non-
accountants in the work of the board, were key factors in discussions over a possi-
ble integration of the IASC with IFAC, formed in 1977. The less the IASC would be
an organization of accountants only, the more difficult it would be to integrate it
with IFAC. IFAC was a relatively open organization in which accountancy bodies
from developing countries played a significant role. The IASC, on the other hand,
was controlled by its founder members from developed countries, and aligning
the two organizations in this respect would not be easy.

As discussed above, these two factors came into play during the late 1970s. But,
by then, the relationship between the IASC and IFAC was already burdened by
quite a long history of struggles within the worldwide accountancy profession,
going back to the Ninth International Congress of Accountants (1967) in Paris (see
Section 2.6). Against this background, it is not surprising that the IASC/IFAC rela-
tionship was one of the most complex issues confronting the IASC around 1980.

7.3.1. The Founding of IFAC

As discussed more fully in Section 3.4.2, one of the major difficulties faced by
the founders of the IASC was to define its relationship to the International Co-
ordination Committee of the Accountancy Profession (ICCAP). ICCAP had been
founded at the international congress of 1972, in Sydney, as an interim step
towards the creation of a permanent international secretariat for the accoun-
tancy profession. The creation of such a secretariat was supported by the US,
German, and French accountancy bodies, who also argued in favour of a close
relation between the IASC and ICCAP. The Institute of Chartered Accountants
in England and Wales (ICAEW) and the Institute of Chartered Accountants of
Scotland (ICAS) were opposed to the creation of a secretariat and, if one were
to be created, they certainly wanted the IASC to remain independent of it. In
1973, a compromise had been reached which, in effect, deferred the creation of
a secretariat by calling for further study of the issue by ICCAP, while on the
other hand the IASC Agreement acknowledged in somewhat ambiguous wording
that IASC was ‘part of” ICCAP but ‘autonomous in the issue of exposure drafts
and standards’ (paragraph 2).> The same paragraph also linked the IASC with
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ICCAP by an even more ambiguous clause that the Constitution of the IASC ‘shall
not be reviewed until the end of 1976 without the agreement of the [IASC] and
[ICCAP].

Within ICCAP, troublesome negotiations took place between the spring of 1973
and the middle of 1975 about the creation of a permanent organization which,
from this stage onwards, was referred to as an ‘International Federation’ rather
than an ‘International Secretariat. Douglas Morpeth, representing the ICAEW,
strongly but single-handedly opposed such a move, in line with the position taken
by Henry Benson ever since the Paris congress of 1967. The other members of
ICCAP, in particular Wallace Olson, the AICPA’s chief staff officer, argued in
favour. In June 1975, agreement was reached in principle that an International
Federation would be created at the international congress of 1977, to be held in
Munich. The agreement could be reached because the AICPA gave assurances with
respect to two major British concerns: the International Federation would be run
on a limited budget, and the IASC secretariat in London was not expected to be
combined with the secretariat of the Federation in New York.>®

Up to this point, the possible relations between the IASC and the proposed Fed-
eration, apart from the location of the secretariat, did not figure prominently in
the discussions within ICCAP. Nor was the issue actively considered by the IASC.
But between July 1975 and March 1976 the relationship between the new Feder-
ation and the IASC had to be worked out, in order to enable ICCAP to present
a complete proposal for the new Federation in an interim report. It appears that
Benson, in consultation with Morpeth, attempted to gain the initiative by schedul-
ing a discussion of a possible revision of the IASC’s Constitution for the October
1975 meeting of the IASC. In a note to the IASC, Benson argued for a close liaison
with IFAC while maintaining the independence of the IASC: ‘There is nothing to
be gained by altering something which is working satisfactorily.>” When ICCAP’s
chairman, Reinhard Goerdeler, learned that the IASC was starting to reconsider its
Constitution, he wrote to Benson prior to the October meeting to remind him that
revisions of the IASC Constitution required the agreement of ICCAP.>® Goerdeler,
who was to become IFAC’s first chairman, was in favour of the closest possible
relationship between the IASC and IFAC, or even an amalgamation of the two
bodies. In fact, this position was shared to some extent by all members of ICCAP,
except for the United Kingdom.

To Benson, the integration of ‘his’ IASC with IFAC, whose founding he had
strongly opposed, was anathema. He clung tenaciously to the apparent right of
the IASC to exercise a veto over changes in its own Constitution.”® He obtained
the IASC’s agreement to the position that the relationship between the IASC and
IFAC ‘should be maintained on the same general basis as that which currently
exists between IASC and ICCAP’, and the Commiittee authorized him to negotiate
with ICCAP on this basis.®

Lengthy discussions in ICCAP followed, as well as between Benson and
Goerdeler.%! The final result was that the ICCAP Interim Report of March 1976
and the Final Report of March 1977 declared that ‘[ICCAP’s] relationship with
IASC should be carried forward to IFAC on the same general basis’ Benson’s views
prevailed even to the extent that the Interim and Final Reports did not explicitly
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repeat that the IASC was part of ICCAP. Nor did they reflect Goerdeler’s wish that
the membership of the IASC and IFAC should be identical.®?

The outcome was another illustration of Benson’s formidable qualities as a
negotiator. But he was greatly assisted by the unwillingness of the other members
of ICCAP to put the grudging acceptance of IFAC by the ICAEW at risk by
insisting on subordination of the IASC to IFAC.**

It is noteworthy that the other delegates on the IASC generally supported Ben-
son, even though their national organizations might be in favour of integration
of TASC and IFAC. They drew the line, however, when Benson and Alexander
Mackenzie (IASC member for the UK & Ireland) attempted to weaken the link
between IFAC and the IASC beyond the text of the ICCAP Interim Report. Since
1974, Mackenzie had chaired a working party on the ‘Organisation and Future’
of the IASC (see Section 4.14), and in that capacity he had prepared a draft of a
revised Constitution.®* In his draft, Mackenzie had merely written that the signa-
tories ‘recommend that arrangements should be made to establish and maintain a
continuing liaison between the two bodies’*®> He motivated this by stating:

I would be very reluctant to incorporate in [the] Agreement words which could be inter-
preted differently on such an important matter as whether IASC is or is not part of IFAC.
It is already clear that one interpretation of ‘the existing relationship’ is that IASC will be ‘a
part of” IFAC, and I think we must clarify once and for all that, initially at any rate, IASC is
not part of IFAC.%

This gave rise to protests from the French Ordre and, when this had no great effect,
from the German delegation as well. Joe Cummings, who had succeeded Benson as
chairman in July 1976, joined in by declaring that he was ‘bothered’ by the fact that
the precise wording agreed to in the ICCAP Interim Report had not been used.®’
In the end, despite protests by Mackenzie, the 1977 Agreement and Constitution
included the phrase that the existing relationship between ICCAP and the IASC
would be ‘carried forward’ to IFAC. Whether or not this meant that the IASC was
part of IFAC was not spelled out.

7.3.2. Failure of a Proposed Integration Agreement

The relation between the IASC and the newly created IFAC was given shape in
1978 by means of a high-level liaison committee which would become known as
the Joint Working Party (JWP). Apart from secretaries, its initial members were
Reinhard Goerdeler and Gordon Cowperthwaite for IFAC and John Hepworth
and John Grenside for the TASC.%® Cowperthwaite was a past president of the
Canadian Institute of Chartered Accountants (CICA) and a senior partner of Peat
Marwick in Toronto, who was to become chairman of IFAC in 1980. He became a
staunch advocate of the integration of [FAC and the IASC.

After an uneventful first year in the relations between the IASC and IFAC, the
question of integration was brought onto the agenda again when, in June 1979, the
IASC members of the JWP expressed their surprise on learning that IFAC had con-
ducted a straw poll among its members about merging IFAC and the IASC. The
timing was significant because, as discussed above, in April 1979 John Grenside
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Figure 7.1. TASC chairmen and IFAC presidents at the Arthur Young Professors’ Round-
table, London, May 1980. Left to right: Washington SyCip (IFAC), John Hepworth, Joe
Cummings, Reinhard Goerdeler (IFAC), Sir Henry Benson, Hans Burggraaff, Gordon Cow-
perthwaite (IFAC).

had given a presentation on the IASC before the OECD’s Working Group, and
had been interrogated about the lack of involvement of non-accountants in the
IASC’s work. This was echoed in the reaction by the IASC members in the JWP.
They stressed the need for an independent IASC and remarked that ‘If IASC were
being set up ab initio today, it would probably incorporate non-accountants.®

But IFAC pressed for progress on a closer relationship, and the IASC members
on the JWP seemed disposed to cooperate. Initially, relatively modest plans were
discussed, such as common membership and more formalized liaison procedures.
But evidently the IASC members on the JWP were unable to resist pressure from
the IFAC members to accept more radical proposals.”’ The result was a draft
‘integration agreement,, to be put before the IASC board and the IFAC Council
in October and November 1979 for preliminary discussion.

The draft integration agreement intended to end the IASC’s independent exis-
tence on the occasion of the international congress in Mexico City in 1982. The
IASC would be reconstituted as the ‘accounting standards setting arm’ of IFAC.
One of the main arguments put forward to support this move was that contacts
with the UN, the OECD, and other organizations had shown that the outside
world was ‘confused’ about the relations between the IASC and IFAC.”! Even
though there does not appear to have been much evidence that the outside world
was in fact very confused, the argument was often used over the next few years,
also couched in terms of the need for the ‘profession to speak with one voice’.
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When the draft was discussed at the IASC board and the IFAC Council, two
issues arose.

First, the Dutch delegations at both meetings strongly opposed the proposal,
because it would tend to preclude the participation of non-accountants in the
IASC’s work. In the Netherlands, there was a general tradition of broad-based
cooperation in social and economic life. When a Dutch body charged with rec-
ommending accounting norms, the Tripartite Study Group (TSG), was set up in
1970, it was only natural that the body would represent the interests of employers’
organizations, the trade unions, and the NIVRA.”> The Dutch had questioned
the dominance of the IASC by accountants already in 1973, when the IASC was
founded (see Section 3.4.4), but now they insisted even more strongly. Their
argument was reinforced by the fact that Hans Burggraaff, who had been elected
chairman-designate of the IASC at the same October 1979 meeting, had been
the chairman of the TSG from 1972 to 1975. Moreover, because Burggraaff was
also a member of the OECD Working Party, he could speak with authority on
the urgency of acting on the OECD’s suggestions to broaden the base of the
IASC beyond accountants. Nevertheless, the other IASC members did not see this
as a reason to reject the integration agreement even though the UK & Ireland,
Germany, France, and Mexico made their agreement conditional on keeping the
option open to involve other parties in the work of the IASC.”?

The second issue was raised at the IFAC Council by Washington SyCip, of
the Philippines. The draft integration agreement intended to leave control over
the composition of the IASC board in the hands of the founder members, all
from developed countries. SyCip drew attention to the increasing criticism by the
developing countries of the TASC’s ‘undemocratic structure’’® On a subsequent
occasion, Gordon Cowperthwaite would observe:

There is a feeling of distrust amongst developing nations towards I.A.S.C., because it is
dominated by the developed nations and not by the ‘worldwide profession’ The L.D.C’s
[less-developed countries] should not be tempted to draw away from 1.A.S.C. and support
instead a U.N.-sponsored body.”

The JWP attempted to deal with these comments and presented a revised integra-
tion agreement to IFAC and the IASC for discussion in March 1980. A key element
of the proposal was that founder members would continue to serve, but only until
1987. After that, the composition of the board would be gradually changed, as all
seats would be held on a rotating basis. The two seats for non-founder members,
created in 1977, would be continued, and, starting in 1982, up to four seats might
be made available to ‘non-accounting organisations’.”®

At the March 1980 meeting of the IASC board, however, integration was halted
in its tracks. A blocking minority emerged, as the UK & Ireland, Australia, and
South Africa joined the Netherlands in rejecting the JWP’s revised proposals.
Formally, the board decided to ‘defer’ further consideration of the proposals
‘pending exploration of the possibilities for restructuring the Board to include
other parties’”” This had been the issue on which the Netherlands had rejected an
earlier version, and, as is discussed more fully below, the IASC board had in fact
begun considering participation by non-accountants in the later part of 1979.



200 Political Environment

For the UK & Irish delegation, participation by non-accountants was not the
critical issue. On that score, the original proposal had been acceptable in principle.
Their main objection was to the new possibility that founder members might be
rotated off the board:

[W1hile the preservation of the nine reserved seats on the Board of IASC may no longer
be acceptable, any alternative arrangements must reflect the dependence of IASC upon the
active participation firstly of countries which have experience of, and a capability in, stan-
dard setting and secondly of countries which could exercise influence on the recognition of
international standards in the major regions of the world.”®

Although there was no formal vote on a UK & Irish resolution to defer consid-
eration of the integration agreement, this was in fact decided as it became clear
that the draft integration agreement was not supported by the required qualified
majority of the IASC board. At the JWP meeting held the day after the IASC’s
board meeting, Gordon Cowperthwaite summed up the position: “‘We seem to be

back at square one.”’

7.3.3. Towards the Mutual Commitments

It was not perhaps as dramatic as Cowperthwaite suggested. But the initiative had
clearly shifted from IFAC to the IASC. The series of draft integration agreements
had been driven by IFAC’s strong push towards amalgamation. But after March
1980, the next major step in the negotiations would be taken only when the IASC
had made up its mind.

The IASC’s self-declared time out lasted until January 1981, when the JWP
reconvened to discuss new proposals. In the meantime, the IASC did indeed
proceed with considering the involvement of non-accountants, which was the
stated reason for deferring talks on integration. Work proceeded on proposals for
a Consultative Group. Under the influence of Burggraaff, the idea of integration
was discarded to avoid criticisms that the IASC would become even more
dominated by the accountancy profession.?® Even Gordon Cowperthwaite, with
whom Burggraaff stayed in close touch during this period, was willing to concede
this point:

G. C. admitted that we were looking for something like a chameleon: IFAC and IASC
should be capable of being seen united by those who want so, and at the same time as
being separate by those who prefer it that way. G. C. was prepared to consider a better word
than ‘integration), but so far had not discovered one.?'

But an acceptable phrase was found by Secretary Allan Cook, who developed the
idea of ‘mutual commitments’. Under this formula, the IASC and IFAC would each
retain their independent existence and their respective Constitutions but would
bind themselves by a written agreement that specified the obligations both bodies
would undertake towards each other. Any suggestion of subordination or takeover
was thereby avoided.
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This proved to be a fruitful approach to defining the relationship between the
IASC and the accountancy profession. But it left the contentious issue of control
over IASC board seats undecided. The positions of various member bodies on
this point were made clear at the June 1980 board meeting.3? Nigeria was the
strongest proponent of rotation, or the required re-election, of all members. The
Netherlands declared that it was not keen on rotation but that it would be prepared
to be rotated off the board to address the complaints of countries like Denmark
and New Zealand which believed that they did not have a significant opportunity
to participate. For similar reasons, South Africa was in favour of rotation. The
opposite point of view was expressed by Seigo Nakajima of Japan: ‘The only reason
for rotation is to introduce a new viewpoint, a new capacity or experience....
Experts should not be selected on a democratic basis.” John Grenside for the UK
& Ireland insisted that ‘Present founder members should remain because some of
them are key accounting nations.... IASC will lose credibility if it drops certain
core countries. Burggraaff attempted to counter this by arguing that the IASC’s
credibility would also be impaired if no rotation was introduced. But Chairman
John Hepworth addressed the essence of Grenside’s concerns: ‘T don’t believe that
TASC could afford to lose the US and the UK, and that for technical reasons, not
political or commercial ones’

The result of these discussions was that the board agreed, with Nigeria dis-
senting, that ‘Tt did not wish to agree to a re-election requirement for founder
members.®* On this basis, a proposal structured according to the concept of
mutual commitments was prepared in which the IASC went no further than
including as one of the commitments that it would ‘undertake to reconsider’ its
election procedure.

This document was discussed by the JWP at its meeting of 14 January 1981, in
Toronto. This was the first meeting of the JWP since discussion of the integration
agreements had been called off, and it was regarded as ‘critical’®* On the table
were the mutual commitments proposal from the IASC, as well as a revised
integration proposal prepared by Cowperthwaite. As it happened, none of those
present remembered whose turn it was to chair the meeting, so a coin was tossed to
determine the chairman. Burggraaff won. So he was able to decide that the mutual
commitments proposal would be discussed first. This had a major influence on the
course of the meeting.*®

At first, though, the meeting threatened to become acrimonious when the
IFAC delegation declared that the IASC’s mutual commitments proposal was
unacceptable.’® According to Cowperthwaite, the proposal ‘appears to go back
beyond 1973 and casts in stone the position that IASC is not a part of IFAC’¥’
Burggraaft reiterated the essential element of his position:

that there had been one major change to the environment since the arrangements about
integration that took place in 1973. It was the criticism that was developing from OECD
and to a lesser extent the UN, from FEI [Financial Executives Institute®], and to a lesser
extent the business community generally that accounting standards were too important to
be left to the experts.
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When the issue of rotating the founder members was brought up again, the
meeting appeared to be heading for a deadlock. However, Burggraaff created a
breakthrough by venturing a personal suggestion that had not been discussed
in the IASC. He asked whether IFAC would accept an arrangement by which all
IASC board members would be appointed by the IFAC Council, with safeguards
in the Mutual Commitments pact that the founder members could retain their
seats. This cleared the air immediately as Cowperthwaite ‘welcomed the proposal
heartily’.

This comparatively simple formula proved to be a framework within which the
complex set of issues facing the IASC could be solved.?’ The continued existence
of the IASC as a separate body, coupled with the possibility of board seats for non-
accountants, made the IASC less of an instrument of the accountancy profession.
On the other hand, the right of IFAC to appoint board members went some
distance towards satisfying those who favoured integration of the two bodies. As to
founder member rotation, it was agreed in the Mutual Commitments that founder
members would continue until 1987 and that subsequently at least nine members
would be ‘the most significant countries in terms of the status and development
of the accounting profession or that are of significant importance to international
commerce and trade’”® The wording was deliberately chosen to allay any doubts
that not only the United States and the United Kingdom, but also countries
like Japan, France, and Germany would retain their seats. The aspirations of
the developing countries were addressed by the commitment that ‘preferably not
less than three’ board seats would be given to developing countries. In addition,
a clause was inserted in the IASC’s Constitution that IFAC would contribute
10 per cent of the IASC’s budget to defray the costs of the participation in steering
committees by members who were not represented on the board. It was under-
stood that this contribution was intended to help the developing countries in
particular.

Although it required extensive consultations to agree the details of the new
TASC Constitution and the Mutual Commitments, the essentials of the accord
reached by the JWP in January 1981 were accepted without great difficulty by
the IASC and IFAC. The new Constitution was formally approved by the original
founder members at the Mexico City congress of October 1982.

7.4. ORIGINS OF THE CONSULTATIVE GROUP AND
OUTSIDE BOARD MEMBERS

From the previous discussion, it is evident that the effort to involve non-
accountants in the IASC’s work was partly a tactical response to political pressures
facing the IASC around 1980.%! Yet, the loosening of the ties between the IASC and
the accountancy profession, which started with the formation of the Consultative
Group and the subsequent allocation of board seats to other organizations, was
a more fundamental process, that went on long after the pressures that set it in
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motion had fallen away. It is therefore instructive to consider the origins of this
development in some detail.

7.4.1. Early Stirrings

When the IASC was founded, the ICAEW probably took it for granted, on the
analogy with its Accounting Standards Steering Committee, that the individuals
on the IASC should all be members of the founder accountancy bodies. The
AICPA, which had just lost the task of setting domestic standards to the inde-
pendent FASB, preferred to keep the IASC under the control of the accountancy
profession. But as indicated above, it was self-evident to the Dutch delegation
that other parties should be involved, in keeping with their national background.
When the NIVRA received the invitation to join the IASC, one element of its reac-
tion was to argue that ‘Auditors cannot lay down the law for society.® It apparently
informed the Dutch trade unions about the IASC initiative, because these in their
turn wrote to the International Confederation of Free Trade Unions and the World
Confederation of Labour to suggest that these bodies should approach the IASC in
order to be invited to participate in standard setting.93 There is no sign, however,
that these international labour organizations actually took any steps towards the
IASC.

The NIVRA did achieve some result, though. It was behind the insertion of a
clause in the IASC Agreement which expanded the ‘best endeavours’ undertak-
ing to persuading governments and the industrial and business community that
published accounts should comply with the IASC’s standards (paragraph 1(c)(i)).

Another initiative in this area was taken by the Mexican delegate Manuel
Galvan. In 1974, he arranged a meeting between Henry Benson and his compa-
triot Alfredo Améscua, who was the chairman of the International Association
of Financial Executives Institutes (IAFEI). The IAFEI had set up a committee on
international financial reporting in 1973 as a reaction to the establishment of
the IASC, and it expressed a desire for coordination with the TASC.* Although
Benson expressed the view that “The more people think about international stan-
dards and work on the subject the better, he did not expect much from the IAFEI
initiative.”> Contacts with IAFEI did indeed lapse shortly afterwards.

When the TASC’s first exposure draft was published in 1974, some efforts were
made to compile a list of about twenty international organizations that were added
to the mailing list.”® As discussed in Chapter 6, Henry Benson and the succeeding
IASC chairmen devoted considerable energy to stimulating the interest of other
organizations in the work of the IASC. However, these efforts were directed
towards gaining recognition of IASC standards rather than direct participation in
standard setting. Moreover, although contacts were developed with some of these
organizations, many were infrequent and informal, some lapsed, and in other
cases the contacts remained limited to a mere inclusion in the mailing list.”” As
shown in Chapter 5, a variety of individuals and organizations in the member
countries commented on IASC exposure drafts, but these were indirect contacts,
funneled through the member bodies.
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7.4.2. Formation of the Consultative Group

Throughout the 1970s, most member bodies seem to have been content with this
situation, even though the NIVRA occasionally raised the point of participation by
other than accountancy bodies.”® The Dutchman Hans Burggraaff, who succeeded
to the chairmanship in July 1980, was personally convinced of the need to provide
the TASC with a broader basis, but it required pressure from the outside, in
particular from the OECD, to prod the IASC into action.

In October 1979, following the IASC’s presentation before the OECD Working
Group in April that year, the board began to discuss the involvement of other
organizations in earnest. Initially, the board was not keen to make drastic changes.
It preferred to work within the limits of the present Constitution, and it was
reluctant to take measures that would inhibit free discussion at board meetings.
After reviewing its existing contacts, the board agreed that it was important to
‘monitor’ developments at organizations such as the UN, the OECD, the EEC,
and national standard setters. Of the other contacts, only the ICC was considered
sufficiently close to the IASC in its views on international accounting standards
to warrant closer ties. This belief was largely inspired by the public stance taken
by the ICC over the report of the UN Group of Experts in 1978 (see above).”® But
even in the case of the ICC, no closer ties were envisaged than consultation on
responses to UN initiatives or encouraging coordinated responses to IASC drafts
by ICC members. In the case of other organizations, invitations to discuss point
outlines or drafts would be sent out on a case by case basis, depending on the
nature of the standards projects at hand.'®

But after March 1980, when the IASC decided to defer discussions with IFAC
over integration, more radical changes in the IASC’s procedures began to be dis-
cussed, including group consultations with interested parties, observers at board
meetings, more outsider participation in steering committees, and the allocation
of board seats to other organizations.!®! At that time, France, the Netherlands, and
the United States had accounting standard setters which were not controlled by the
accountancy profession, and which included non-accountants. The UK and Irish
Accounting Standards Committee was, until 1982, composed exclusively of nomi-
nees of its accountancy body members, but in 1982 its membership arrangements
were completely overhauled. The new focus was on seeking a balance between
preparers, auditors, and users of accounts.'!?? Although there were therefore prece-
dents for opening the IASC to non-accountants, the IASC’s member bodies did
not necessarily wish to copy their national situation to an international level.
As Frangois-Maurice Richard, representing the French profession on the IFAC
Council, expressed it, the IASC should remain ‘of the profession, for the
profession’!% On balance, the IASC board was not immediately willing to adopt
the most far-reaching change, the involvement of outside parties as board mem-
bers. Apart from reservations on the part of the member bodies, there was also
the practical problem that the IASC had in fact very little information about the
extent to which outside parties actually wanted to be involved with the IASC. In
June 1980, it was therefore agreed to sound out a number of organizations about
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the possibility of setting up a consultative group. A list of eight potential members
was compiled, consisting mainly of those organizations from the 1974 mailing list
with which the IASC had maintained some form of contact.!®* Burggraaff and
Cook visited these organizations in person and found that the idea was favourably
received.!% In March 1981, it was therefore decided to establish the Group, and it
was convened for the first time on 13 October of that year. The composition and
subsequent operations of the Consultative Group are discussed in Section 4.16.
The idea of a consultative group, while it was an important step for the IASC
in opening to the outside world, was not without precedent. In 1972, the Wheat
Study, which recommended the establishment of the Financial Accounting Stan-
dards Board in the United States, proposed that it works closely with a Financial
Accounting Standards Advisory Council (FASAC), which was to be composed
of representatives from a wide range of organizations interested in financial
reporting.'% From the beginning, FASAC has met quarterly in joint sessions with
the board and its technical staff. In the United Kingdom, the Accounting Standards
Committee had set up a Consultative Group in 1976 with ‘representatives of
finance, commerce, industry and government and other persons concerned with

financial reporting’!?’

7.4.3. Financial Analysts, but Not Financial Executives, Join the Board

For the time being, setting up a consultative group was as far as the IASC would
go. When it was decided to discuss the idea of such a group with outside organi-
zations, it was agreed that these organizations would not be involved as full board
members. However, Burggraaff believed that ‘TASC should have non accountants
on its Board.!% In the Mutual Commitments proposal developed towards the end
of 1980 this idea was put before the board again. By that time the board members
had apparently become more receptive to the idea. Therefore, the 1982 Consti-
tution did indeed allow the board to invite up to four organizations ‘having an
interest in financial reporting’ to be represented on the board (paragraph 12(a)).

When the IASC began to give effect to this clause, it did not directly consider the
financial analysts as the most likely candidate. Initially, it was believed that the ICC
was the most promising organization with which to develop further contacts, but,
in the end, the ICC did not wish to extend its participation beyond membership
of the Consultative Group. Like other Consultative Group members, the ICC
believed that it was not authorized to commit its members and that it did not have
adequate arrangements for consultation and debate.! When, in 1980, the list was
drawn up of organizations to be approached for developing further contacts, the
financial analysts were ranked last and were subject to the proviso that none of the
other organizations could be assumed to represent them.!!°

However, the IASC might have known better. As early as November 1973, David
C. Damant, the vice-president of the European Federation of Financial Analysts’
Societies, had written to Secretary Paul Rosenfield to express his interest in the
work of the IASC.!"'! Over the next years, Damant continued to write to, and call
on, the IASC secretariat, attempting in various ways to establish a liaison between
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the TASC and the International Co-ordinating Committee of Financial Analysts’
Associations (ICCFAA, established in 1974). It is not surprising that the ICCFAA
was the first to respond, and with great enthusiasm, to the IASC’s invitation to
join the Consultative Group.''?

In June 1984, the IASC decided to invite ICCFAA and the IAFEI to join the
IASC board. The ICCFAA accepted forthwith.!'* Damant, according to Secretary-
General David Cairns, ‘was totally committed to the thing, very supportive,
wanted it to happen, made it happen, as a result of which the board made the
decision, and they came on with effect from 1 January 1986’ IAFEI was, Cairns
said, more difficult: ‘Part of the problem was that the FEI institutes in France and
Germany perceived the IASC as a body of auditors, because the institutes that were
members of IASC in their countries were also auditors, and they had picked only
auditors as members of their delegations. Also, finance was a problem, which was
not solved until 1996, when the IAFEI finally joined the IASC board.!!*

7.5. THE LAST ATTEMPT AT A MERGER WITH IFAC:
THE BISHOP WORKING PARTY

Following the signing of the 1982 Constitution and the Mutual Commitments,
relations between the IASC and IFAC settled down to a largely uneventful rou-
tine. The chairmen of both bodies occasionally attended meetings of the other
body and an exchange of information was maintained. IASC annual reports were
included in the IFAC annual report beginning in 1983. As specified in the Mutual
Commitments, a high-level Co-ordinating Committee was set up which met, as a
rule, once a year. Its main task, as stated in its terms of reference, was to monitor
the progress made in gaining compliance with IASC standards, and to develop
plans to further promote acceptance and compliance.!'> As shown in Chapter 6,
compliance with IASC standards, or rather the increasingly evident lack of it, had
become an important topic for the IASC in the early 1980s. Yet it seems that the
Co-ordinating Committee achieved little more than an exchange of information
on efforts taken by each of the two bodies individually.

But the idea of a merger did not go away. Although IFAC, and in particular its
Executive Director Robert Sempier, denied that it was aiming for a merger, IFAC
continued to express its concern over the confusion that the separate existence
of IFAC and the IASC was said to be causing in the outside world.!'® The idea
of a merger was effectively brought back on the agenda in the run-up to the
Thirteenth World Congress of Accountants!!” in Tokyo by Raymond G. Harris.
In August 1987, Harris, a partner in Deloitte Haskins & Sells Samson Belair and
the Canadian representative on the IFAC Council, circulated a letter calling for a
meeting during the upcoming Tokyo congress to discuss a review of the Mutual
Commitments. He cited the concern of a number of unspecified IFAC member
bodies about the representation of the accountancy profession by two organiza-
tions and the confusion which this had caused. In addition, Harris pointed out the
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possibility of cost savings by combining the operations of the two bodies.!!® The
meeting did take place on 13 October and discussed Harris’ proposal to establish a
review working party with terms of reference clearly pointing towards a merger.'"”

Harris® letter was, on the face of it, a private initiative, but subsequently he
claimed that he had obtained prior informal agreement from the Canadian,
Australian, UK, and US accountancy bodies.'?® He must have been aware that
some of the forces that had blocked a merger in 1980 had been weakened since
then. In 1980, the Netherlands and the United Kingdom led the opposition to
the integration proposals. But in 1987, the incoming IFAC chairman was a past
president of the ICAEW, Price Waterhouse partner Richard Wilkes, who was
greatly in favour of a merger. This would make it difficult for the ICAEW to put
up strong opposition. Given that, in the context of a merger, the location of the
IASC secretariat might well come up for discussion, the ICAEW still favoured the
IASC’s independence.!?!

In the Netherlands, the NIVRA’s influential General Director Henk Volten had,
by 1986, come to the conclusion that there were no objections for the IASC and
IFAC to share a secretariat. Volten was also dissatisfied with the strategic choices
made by the IASC in March 1987, when the board agreed to reduce the number
of options in its standards (see Section 9.3). According to Volten, if the IASC
had indeed largely completed a set of basic standards, the proper response would
be to reduce the staff and the frequency of meetings, not to seek new tasks. In
particular, he thought the IASC, as a ‘technical committee’ should not have much
to do with encouraging compliance with the standards. This was a task for the
‘administrative’ body, IFAC. During the spring of 1987, Volten persuaded the
NIVRA to encourage international initiatives in this direction. Naturally, Volten
welcomed Harris’ letter and replied that his Council had decided ‘that it would be
highly desirable to investigate the possibility of a merger’.!?2

Those who wanted to maintain the independence of the IASC took the Harris
initiative very seriously. During August and September 1987, IASC Secretary-
General David Cairns actively sought declarations of support for the IASC’s
independence from IASC board member bodies and members of its Consultative
Group. By the time of the Tokyo congress, both the advocates and opponents
of a merger were mobilized, and the congress was said to be the scene of some
quite intense political activity.!** In the end, the twenty member bodies that
met at Harris’ invitation agreed to set up a working party to review the aims,
effectiveness, and relationship of IFAC and the IASC. But the terms of reference
actually given to the working party, as opposed to those proposed by Harris,
focused mainly on improving the cost-effectiveness and financing arrangements
of both organizations, and placed little emphasis on the possibility of a merger.'**
The choice of John Bishop, a former IASC board member for Australia as well as
a former member of the IFAC Council, did not predispose the working party to
press for a merger, either. In Bishop’s view, controlling the costs of the profession’s
international activities was the real issue, not merger.'?*> The outcome of the Tokyo
congress was therefore seen as a compromise, if not an actual victory for those who
advocated the IASC’s independence.'2°
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As is discussed in Chapter 8, financing was indeed a serious concern for the
IASC by the late 1980s. But these concerns were not such that they could be
alleviated by cost savings following from joint activities or a merger with IFAC.
Compared with IFAC, the IASC was already a highly efficient organization which
achieved much with a small staff. Rather, the IASC’s financial problems were
caused by the increase in the volume and pace of its work that was the result
of its strategic reorientation during 1987 and 1988. Assisted by its new links
with the International Organization of Securities Commission (I0SCO), the IASC
was finally beginning to be seen as the potential accounting standard setter for
international financial markets (see Chapter 10). This change in the work and the
position of the IASC was going on while the Bishop Working Party went about its
work, and the change made the working party seem increasingly anachronistic.

John Bishop saw the question of the IASC’s autonomy as a key issue, and also a
sensitive one. As he wanted to have the IASC’s views at the earliest opportunity, he
met with members of its board and with the Consultative Group in June 1988.%
In the Consultative Group, he was given to understand in no uncertain terms that
areview of the relations between the IASC and IFAC was very inappropriate at that
juncture. In particular, the representatives from IOSCO, Paul Guy and Bertrand
d’Illiers, made it clear that it was incompatible with the IASC’s new ambitions and
work programme to be moved back into the fold of the accountancy profession.'?®
Not least because of the strong support of the Consultative Group, Cairns felt
confident to conclude in September 1988 ‘that the threat of merger, or perhaps
takeover, has disappeared. This will allow us to concentrate on the far more
important matters ahead of us.'?

From this point onwards, the IASC essentially went on to pursue its own
agenda, including its plans to set up a fund-raising foundation (discussed in
Section 8.15). From the IASC’s point of view, the main function of the working
party was now to endorse this suggestion. In May 1989 Chairman Georges Barthes
de Ruyter wrote somewhat impatiently to John Bishop that, while the IASC had
decided to wait with a decision on the planned foundation until the working
party had reported: ‘The Board needs to know, and know fast, whether additional
funding will be available from 1990—or whether it has to slow down at the very
moment that it is achieving greater recognition and success than ever before. 13

The final report of the working party, bearing a December 1989 date, was highly
satisfactory to the IASC. The working party concluded that ‘Any development in
this direction [of emphasizing or increasing the dominance of the accounting
profession over IASC’s activities] would be highly undesirable and should be
avoided if at all possible] Moreover, the working party concluded on the basis
of a survey that the IASC was a well-run and highly regarded organization, and it
welcomed the IASC’s own plans for obtaining more funding.!*! That the relation
between the IASC and IFAC was no longer the burning issue as it had been in
the 1970s and early 1980s is suggested by the tepid reactions to the report. It
appeared to be impossible to convene a meeting of the commissioning bodies to
receive and discuss the report, and therefore it was agreed, rather weakly, that the
IASC and IFAC would make presentations during the 1992 international congress
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in Washington on the steps they had taken, or would take, to implement ‘those
recommendations made by Bishop with which they were in agreement’.!*? The
knotty question of relations between the IASC and IFAC had not so much been
resolved as simply overtaken by events.

The final severing of the link between the IASC and IFAC occurred in May 2000,
when IFAC’s member bodies approved a restructuring of the IASC to become a
body independent of the accountancy profession (see Chapter 13).
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The Changing Look of the IASC:
People, Structure, and Funding

This chapter focuses on issues relating to the operation of the International
Accounting Standards Committee (IASC). Considerable attention is devoted to
the TASC’s leading figures, the broadening composition of the board delegations,
the conduct of board meetings, the IASC’s finances, and the organizational units
that complemented the work of the board. As in Chapter 4, readers may wish to
consult Appendices 2, 3, and 5 in conjunction with this chapter.

8.1. CHAIRMEN AND VICE-CHAIRMEN

The IASC continued its practice of having each chairman serve for two-and-a-half
years.

Georges Barthes de Ruyter (born in 1931) became IASC chairman in October
1987, succeeding John Kirkpatrick, and he served until June 1990. He had joined
the TASC board in 1982. Barthés was an audit partner of Arthur Andersen & Co.
in Paris.! He was a member of the French standard-setting body, the Conseil
National de la Comptabilité. Kirkpatrick, who had won his chairmanship in a
contested election, counselled Barthes to choose his successor at an early stage.
Because of his belief that the chairmanship should reflect a diversity of accounting
cultures, Barthes with support from John Kirkpatrick devised a policy, carried
forward by successive boards, of rotation between Anglo-American chairmen and
non—Anglo-American chairmen,? which proceeded as follows:

John Kirkpatrick, United Kingdom (1985-7)

Georges Barthes de Ruyter, France (1987-90)

Arthur Wyatt, United States (1990-2)

Eiichi Shiratori, Japan (1993-5)

Michael Sharpe, Australia (1995-7)

Stig Enevoldsen, Nordic Federation (1998-2000)

Thomas Jones, International Association of Financial Executives Institutes
(2000-1)

Arthur R. Wyatt (born in 1927) was the chairman from July 1990 until December
1992. He joined the US delegation to the IASC board on 1 January 1988. In
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Figure 8.1. TASC Chairmen Eiichi Shiratori and Arthur Wyatt at the World Congress of
Accountants, Washington DC, October 1992

1953, he received a Ph.D. in Accountancy from the University of Illinois and thus
became the only IASC chairman with an earned doctorate. He was a principal in
the Accounting Principles Group of Arthur Andersen, in Chicago. Previously, he
had been a full-time accounting professor at the University of Illinois, a technical
partner in Arthur Andersen, chairman of the Accounting Standards Executive
Committee of the American Institute of Certified Public Accountants (AICPA),
a member of the AICPA’s board of directors, and, from 1985 to 1987, a member
of the Financial Accounting Standards Board (FASB). Following his surprise res-
ignation from the FASB, Wyatt was appointed to the IASC board in 1988 with
the intention that he might succeed to the chairmanship two years later. But his
was not the shortest board service prior to becoming chairman. Hans Burggraaff
became chairman in July 1980 only sixteen months after his first board meeting.

Eiichi Shiratori (1934-98) became chairman in January 1993 and served until
June 1995. He was a member of the IASC board from 1983 to 1988 and rejoined
it in 1990. After attending graduate school at Northwestern University, near
Chicago, he returned to Japan in 1962 to help open Arthur Andersen & Co.s
office there. He became a partner in the worldwide firm in 1971. After spending
most of his career in the Arthur Andersen & Co. organization, he left in 1990
to become chief executive officer of IONA International Corporation, based in
Japan. From 1976 to 1980, he was a member of the Business Accounting Delib-
eration Council, which was the accounting standards adviser to the Ministry of
Finance.
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Figure 8.2. TASC chairmen, IASC twentieth anniversary conference, 29 June 1993. Left to
right: Eiichi Shiratori, Sir Henry Benson, John Hepworth, Georges Barthés de Ruyter

Michael J. Sharpe (born in 1937) was chairman from July 1995 to December
1997. He was national audit partner and a member of the executive committee
of the Australian firm of Coopers & Lybrand, in Sydney, and was senior tech-
nical partner (accounting and auditing) for Coopers & Lybrand International.
He joined the IASC board in 1990. Sharpe was president of the Institute of
Chartered Accountants in Australia and a member of the Australian Securities
and Investments Commission’s Takeover Panel. He was a director of State Super,
which was Australia’s largest superannuation fund, and served on the board of the
Australian Stock Exchange. Henry Benson, under whom he worked in the firm’s
London office in the 1960s, was his mentor over many years, and it was Benson
who urged Sharpe to accept the invitation to represent Australia on the IASC
board.?

Stig Enevoldsen (born in 1950) served as chairman from January 1998 to June
2000.* He was an audit partner in Deloitte & Touche, Copenhagen. He joined
the TASC board in 1989, first as a member of the Danish delegation and then
representing the Nordic Federation of Public Accountants, serving until 2000.
From 1987 to 1996, he was a member of the Regnskabsteknisk Udvalg (Danish
Accounting Standards Committee), serving as chairman the last six years. He was
an adviser to the Danish government on the implementation of the European
Economic Community’s Seventh Directive.
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Figure 8.3. Michael Sharpe

Thomas E. Jones (born in 1938) became the chairman during the second half
of 2000, awaiting implementation of the decision to restructure the IASC board.
He joined the IASC board in 1996, representing the International Association of
Financial Executives Institutes (IAFEI). A Briton by birth and a member of the
Institute of Chartered Accountants in England and Wales (ICAEW), he had held
positions in Italy and Belgium before joining Citicorp, in New York City, where
he was successively the chief financial officer and an executive vice-president.®
Jones was a member of the board of trustees, 1991-8, including service as its
vice-president in 1996-8, of the Financial Accounting Foundation (FAF), which
oversees the FASB. He served on the FASB’s Emerging Issues Task Force from
1985 to 1989. He had been chairman of the Committee on Corporate Reporting
of the Financial Executives Institute (FEI), and he also chaired the Chief Financial
Officers Committee of the American Bankers Association. Jones was the only IASC
chairman not to have been a partner in an accountancy firm.

Eiichi Shiratori, Michael Sharpe, and Stig Enevoldsen were elected as chairmen-
designate between twenty-three and thirty-two months before the beginning
of their respective terms as chairman, the election of Sharpe and Enevoldsen
even preceding the installation of their predecessor. Unlike the earlier chairmen-
designates, Sharpe and Enevoldsen also carried the title of deputy chairman,
which implied no additional duties, yet they were participants in virtually all of the
correspondence between the secretary-general and the chairman.” Hence, Sharpe
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Figure 8.4. Stig Enevoldsen

and Enevoldsen, compared to the earlier chairmen, had a smooth transition into
the chairmanship. In previous years, the chairman-designate had been elected
nine to fifteen months before the beginning of their term.

At the IASC board’s October—November 1997 meeting, held in Paris, it elected
two vice-chairmen: Patricia McConnell, a member of the financial analysts” del-
egation, and Thomas Jones, from the financial executives delegation. Both were
based in the United States. Their terms began in January 1998, coincident with
Stig Enevoldsen becoming chairman. Hence, the elected deputy chairman was
replaced by two elected vice-chairmen. The reason given for this departure was
the board’s reluctance to elect a new chairman-designate cum deputy chairman
because of the uncertainty over the future role of the chairman in the light of the
ongoing strategy review and possible restructuring of the IASC.® Both McConnell
and Jones were widely respected members of the board.
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Figure 8.5. Thomas Jones

8.2. CHANGING COMPOSITION OF BOARD MEMBERSHIP

As with the chairmen, the board delegates continued to be appointed for two-
and-a-half-year terms. In 1987, the board was composed of thirteen country
delegations and the financial analysts’ delegation. Under article 4 of the IASC’s
Constitution, approved in 1982, the board could co-opt to its membership as
many as four organizations possessing an interest in financial reporting. As will
be seen, the IASC added two such organizations to the board in 1995-6, bringing
its total membership to sixteen.

The sponsor of each delegation to the board had the unfettered right to select
the members of the delegation, subject to the limit on the number who could
attend. There is no evidence that questions arose over the identity or background
of any of the delegates.
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Figure 8.6. IASC delegates and staff, Singapore, November 1990. Front, left to right: Patricia
McConnell, Eiichi Shiratori, Peter Wilmot, Gillian Bertol, Christopher Stronge, Arthur
Wyatt, David Cairns, Giuseppe Verna, Ambrogio Picolli, Jean-Luc Dumont. Middle, left
to right: Johan van Helleman, Raymond Béthoux, Michael Sharpe, John Hudson, Dietz
Mertin, John Chironna, Yukio Ono, Brigid Curran, David Damant, Erik Mamelund,
Geoffrey Mitchell, Ron Murray. Back, left to right: Richard Golikoski, Cor Regoort, Doug
Brooking, Herman Marseille, Gilbert Gélard, Rolf Rundfelt, Paul Cherry, Fouad Allaeddin,
Art Guthrie, In Ki Joo, John Denman, John Carchrae

8.2.1. Involvement of National Standard Setters

Encouraged by a recommendation of the IASC’s Foundation Working Party in
1994 (see Section 8.15), the leadership of the board, especially Chairman Michael
Sharpe, actively sought to encourage the accountancy bodies to nominate a mem-
ber of their national standard setter to the board, so as to take advantage of their
technical expertise as well as enlist their support.” The following newly appointed
board members, by year, reflected that policy:

1995 David Tweedie, chairman of the UK Accounting Standards Board (ASB);
Ian Hammond, member of the Australian Accounting Standards Board
(AASB); Rafael Gomez Eng, retiring chairman of Mexico’s Accounting
Principles Committee; Reyaz Mihular, chairman of Sri Lanka’s Account-
ing Standards Committee; and Alex Milburn, immediate past chairman
of Canada’s Accounting Standards Board
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1996 Per Gunslev, chairman of Denmark’s Accounting Standards Committee

1997 Peter Wilmot, chairman of South Africa’s Accounting Practices Board;
Leslie Anderson, member of Zimbabwe’s Accounting Practices Board;
and Michael Crooch, retiring chairman of the AICPA’s Accounting Stan-
dards Executive Committee

1998 Kenneth Spencer, chairman of the Australian Accounting Standards
Board; and Jean den Hoed, chairman of the preparers” delegation of the
Netherlands” Council on Annual Reporting

The most pivotal of these appointments was David Tweedie. Michael Sharpe inter-
vened personally to persuade the president of the ICAEW to arrange Tweedie’s
appointment to the IASC board.!°

Throughout the 1990s, a member of the FASB attended board meetings as a
guest and then as an observer (see below).

To be sure, a number of members of the board appointed in prior years,
such as Seigo Nakajima, Joe Cummings, Hans Burggraaff, David Hobson, Doug
Hagerman, Stephen Elliott, Ralph Walters, Peter Stilling, Stig Enevoldsen, Sigvard
Heurlin, and Chris Nobes were either current or former members or chairmen of
national standard setters. Several of the staff observers, including Doug Thomas,
John Denman, Paul Rosenfield, and Warren McGregor, were at the same time
providing technical support for national standard setters. But by the middle of the
1990s, when the board had risen to the challenge set by the International Organi-
zation of Securities Commissions (IOSCO) to fashion standards on complex and
controversial subjects, a policy of tapping such expertise and collaboration became
all the more important.

8.2.2. Financial Analysts

The financial analysts’ delegation continued to be very active on the board, and, as
mentioned above, one of its members, Patricia McConnell, became vice-chairman
in 1998. With David Cairns’s encouragement, David Damant often invited one or
more local analysts to attend board meetings as part of the delegation.!! From
1991 onwards, it was usual for the financial analysts to have a delegation of four to
six persons at board meetings. Among other things, this practice helped the IASC
spread the word about its work, and Damant raised the funds necessary to pay the
analysts’ board contribution.

The members of the delegation were very active in board discussions, and
considerable attention was paid to their views. The lone financial analyst to serve
in a country delegation, Doug Brooking of South Africa, was also a chartered
accountant. He joined the board in time to chair the steering committee on
earnings per share, leading to IAS 33.

8.2.3. Financial Executives

The US delegation included a preparer without interruption from 1976 to 2000,
a record not even approached by any other delegation. Preparers began to appear
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Figure 8.7. TASC delegates, observers, and staff, Amsterdam, May 1995. Front, left to right:
Terry Harding, Arlene Rodda Thomas, Albrecht Ruppel, Bernard Jaudeau, Jim Leisenring,
Jean-Luc Dumont, Roberto Tizzano, Hank Howarth, Liesel Knorr, Eiichi Shiratori, Monica
Singer, Judith Cunningham, Jan McCahey, Narendra Sarda, Munir Al-Borno. Back, left to
right: Cees Dubbeld, Paul Pacter, Karel Van Hulle, Barry Robbins, Sigvard Heurlin, Harald
Brandsés (behind Heurlin), Peter Stilling, Rolf Rundfelt, Gilbert Gélard, Jan Klaassen, Heinz
Kleekdmper, Ian Somerville, Ray De Angelo, Patricia McConnell, Etsuo Sawa, Jay Perrell
(behind Sawa), Michael Sharpe (in front of Sawa), John Denman, David Damant, Bruce
Picking (in front of Damant), Stig Enevoldsen (next to Damant), Christopher Nobes (next
to Enevoldsen), Paul Cherry, Yukio Ono, Johan van Helleman, Herbert Biener

in delegations that previously had had only partners of accountancy firms or rep-
resentatives of the professional institutes. In 1992, Bernard Jaudeau, of Thomson,
became the first preparer to form part of the French delegation. In 1993, Bernd-
Joachim Menn, the chief accountant at Bayer, became the first to occupy the seat
set aside for a preparer almost ten years previously in the German delegation. Also
in 1993, Ian Somerville, of South African Breweries, became the first preparer in
the South African delegation. In 1995, Geoff Heeley, of Broken Hill Proprietary,
became the first preparer in the Australian delegation since 1987. As the IASC was
recording improvements in its standards during the 1990s and had begun to com-
mand the attention of the world’s securities market regulators, listed companies
began to take its work seriously.

In 1995-6, the IASC secured two preparer delegations for the board, increasing
the size of the board to sixteen delegations. In 1995, the Federation of Swiss Indus-
trial Holding Companies became the board’s second delegation, after the analysts,
not representing one or more professional accountancy bodies. The IASC had
invited the Schweizerische Kammer der Biicher-, Steuer- und Treuhandexperten
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(Swiss Institute of Certified Accountants and Tax Consultants) to send a delega-
tion to the board, but it declined, much to the annoyance of a number of the large
Swiss multinational companies. More and more of these companies were using
IASC standards (see Section 12.2.5) but complained that they were not involved
in the process.!> Probably because of the active role that Harry K. Schmid, of
Nestlé, played in the delegation of the International Chamber of Commerce (ICC)
in meetings of the Consultative Group, the IASC then turned to the Federation,
whose members accounted for about half of the total capitalization of the Swiss
stock market, and it accepted the invitation to send a delegation to the board
formed around Schmid.!* The Swiss accounting Institute agreed to fund one-third
of the delegation’s costs, and it supplied the technical adviser to the delegation, a
partner in KPMG. The IASC explained that the appointment of the Federation
to a board seat was ‘in recognition of the great interest’ by Swiss companies in
the use of IASC standards.!* Peter Zurbriigg, of Hoffmann-La Roche, followed by
Malcolm Cheetham, of Novartis, accompanied Schmid in the Swiss delegation.

In 1996, following ten years of spurned invitations (see Section 7.4.3), the IASC
finally succeeded in persuading the TAFEI to join the board.!® It is interesting
to note, however, that the German multinational, Siemens, attended meetings of
the IASC’s Consultative Group (see below) in the IAFEI delegation from 1988
to 1992. Attitudes had changed, the stakes were higher for industry in the mid-
1990s, and, owing to the initiative of Thomas Jones, Citicorp provided funding to
support IAFED’s participation. Jones, as noted above, was elected vice-chairman
in 1998 and was elected chairman in 2000 to serve until the IASC was succeeded
by the International Accounting Standards Board in early 2001. David C. Potter,
of British American Tobacco, and L. Nelson Carvalho, of the Universidade de Sao
Paulo, Brazil, also formed part of the delegation.

By 1996, the number of preparers in board delegations had increased markedly,
which meant that the burden on company executives of proposed new disclosure
requirements was discussed with greater feeling. Harry Schmid, together with
Bernd-Joachim Menn, the financial executive in the German delegation, became
the most active critics of proposed new disclosures. Schmid, in particular, carried
weight because he represented the biggest constituency of users of IASC standards.
But the addition of the Swiss preparer delegation and the financial executives
delegation was important in terms of their impact on the voting, because a single
preparer in a country delegation might not always have significant influence on
the vote cast by the delegation.'®

8.2.4. Other Delegations

The South African delegation, which had joined the board in 1978, remained
through 2000 and was by far the longest-serving non-founder delegation. Because
of the country’s international isolation until the early 1990s, and even afterwards,
the South African Institute of Chartered Accountants (SAICA) believed it was
important to retain its seat on the board and not lose touch with international
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developments in accounting. SAICA therefore regularly sent a highly qualified del-
egation, which behaved in a non-confrontational manner during board meetings
s0 as not to give offence.!” In 1995, the South Africans began sharing their repre-
sentation on the board with the Institute of Chartered Accountants of Zimbabwe.

In 1990, the Nordic Federation of Public Accountants became a member, fol-
lowing two years in which Denmark served under its own flag. The delegation
was always composed of Danes, Swedes, and Norwegians, because the Finns, also
a member of the Federation, never evinced an interest in participating. Iceland,
also a member of the Nordic Federation, never participated. An original member
of the delegation, Stig Enevoldsen, became IASC chairman in 1998.

A delegation from India joined the board in 1993. The sponsoring body, the
Institute of Chartered Accountants of India, sent one representative only, either
the current or immediate past president of the Institute. In 1995, India began
sharing the delegation with Sri Lanka, and the Institute of Chartered Accoun-
tants of Sri Lanka contributed one member, Reyaz Mihular, who remained in the
delegation until 2000.

The inclusion of Zimbabwe and Sri Lanka in shared delegations was intended
to diversify the board’s membership in the developing world.!® Delegations repre-
senting Jordan, Korea, and Malaysia (see below) were similarly intended to expand
the reach of the board into the Middle East and Asia, and to encompass emerging
economies. The TASC was never successful in attracting a delegation from the
Americas south of Mexico, although Peru was considered as a candidate in 1994.19
As noted in Section 4.4, Chile had been invited to send a delegation in 1982, but
declined. The board did not get round to holding a meeting in South America
until March 2000, when it met in Sao Paulo, Brazil.

A Jordanian delegation served on the board from 1988 to 1995, which was con-
stituted by the Arab Society of Certified Accountants, a body based in London but,
at the request of Council of the International Federation of Accountants (IFAC),
established a base also in Jordan.?® The leading figure in the delegation during
the first two years was Talal Abu-Ghazaleh. At the beginning of the board’s April
1989 meeting in Brussels, he read a strongly worded statement to the board in
which he complained that the IASC had spurned Jordan’s invitation that the board
hold a meeting in an Arab country. The country in question was Bahrain, and the
leadership decided that it could not meet in a country whose member body had
not issued the invitation and was not the ‘home’ country of the Arab Society.?!
Abu-Ghazaleh also argued for the appointment of members of his delegation to
steering committees and to the Organisation and Planning Committee (OPC),
and that a member of his delegation be elected to a new post, vice-chairman of the
TASC.?? He pleaded the case of developing countries and specifically of the Arab
world. His oration was not well received,” yet Jordan was appointed to the OPC
in 1990, and members of the Jordanian delegation were promptly named to two
steering commiittees, including one on the development of accounting standards
for developing and newly industrialized countries. The board held a meeting in
Amman in June 1992. Creation of the position of vice-chairman at that time was
not seriously considered.
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Figure 8.8. TASC delegates, observers, and staff, London, December 2000. Front, left to
right: Sir Bryan Carsberg, Thomas Jones, Patricia McConnell. Middle row, left to right:
Magnus Orrell, Peter Clark, Angus Thomson, Ruud Vergoossen (in front of Thomson),
Helmut Berndt, Makoto Shinohara, Christophe Patrier, Brian Morris, Toshihiko Amano,
Tony Seah Cheo Wah, Jim Saloman, Jim Gaa, Elizabeth Fender (in front of Gaa), Kurt
Ramin, Paul Cherry, Colin Fleming, Carlos Buenfil, Luis Moirén (behind Buenfil), Frank
Palmer, Rieko Yanou, Shozo Yamazaki, Francis Desmarchelier, Patricia Walters, Narain
Gupta, Susan Koski-Grafer, Leslie Anderson, Erna Swart, Kathryn McArdle. Back, left to
right: Martin Noordzij, Jean den Hoed, Bob Rutherford, Christopher Nobes, Jean Keller,
Sigvard Heurlin, Philipp Hallauer, Anthony Carey, Rolf Rundfelt, Tatsumi Yamada, John
Smith, Nelson Carvalho, Harry Schmid, Jerry Edwards, Tony Cope, Per Gunslev, Peter
Wilmot, David Damant, Malcolm Cheetham, Reyaz Mihular, Jochen Pape, Jan Klaassen,
Karel Van Hulle, Gilbert Gélard, Martin Faarborg, Klaus-Peter Naumann
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Korea sent a delegation from 1988 to 1992, but its senior member, who decided
on how the delegation would vote, apparently had no facility with spoken English,
and he had to rely on a younger colleague for translations during the board
meetings.?*

The IASC leadership was periodically concerned about the lack of full partic-
ipation by the Italian delegation, which had joined the board in 1983.°> No one
from the Italian delegation turned up at the March 1987 board meeting in Sydney,
where the board’s future strategy was approved, or at the March 1993 meeting in
Tokyo, where decisions were made on the drafts of several Improvements projects
and on financial instruments. By the board’s rules, an absence was the same as
a ‘no’ vote. At only one other board meeting in the history of the IASC had a
delegation been absent (France, in June 1978). It was not uncommon for some
members of the Italian delegation to attend for only part of a board meeting. The
delegation was removed from the OPC in 1986 after only two years, apparently
because of poor attendance. The delegation came close to being rotated off the
board in 1988.2° In 1995, it was succeeded on the board by Malaysia.

Malaysia’s delegation continued on the board until 2000, in which Tony Seah
was a particularly active member. In 1997-8, the Securities Commission of
Malaysia seconded a staff member, Azizah Mohd Jaafar, to the IASC research staff,
which was arranged by Secretary-General Bryan Carsberg.?’

The Mexicans, who were required to withdraw from the board at the end of
1987 for non-payment of dues, resumed sending a delegation in 1995. In order to
raise the funds necessary to settle its unpaid dues of about £27,000, the Mexican
Institute’s Accounting Principles Committee held a major conference in 1994, at
which representatives from the US Securities and Exchange Commission (SEC)
and the FASB attended. The conference attracted a large attendance of accounting
practitioners as well as companies thinking of listing in the United States. The
conference succeeded in raising more funds than were necessary, and the Institute
accepted an invitation received the following year to resume sending a delegation
to the IASC board. Financial executives were invited to be part of the Mexican del-
egation, but they declined.?® In the end, the IASC forgave Mexico’s unpaid dues.?’

Other countries that applied for board membership ‘were not appointed
because they had not demonstrated their interest in the work of the IASC by,
for example, commenting on IASC exposure drafts or volunteering for steering

committee membership’*

8.2.5. Staff Observers/Technical Advisers

Each delegation was entitled to have a staff observer in addition to two voting
members. The title of staff observer was changed to technical adviser in Novem-
ber 1990.>! Even though they were known as observers, several distinguished
themselves over long periods by the contributions they made at board meetings
and their service on key steering committees, including John Denman (1983-95),
of Canada; Gilbert Gélard (1988-97), of France; Warren McGregor (1986-99),
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of Australia; and Etsuo Sawa (1992-9), of Japan. Denman was instrumental in
arranging the active collaboration of the Canadian Institute of Chartered Accoun-
tants (CICA) in the IASC’s major project on financial instruments.

8.3. CHALLENGES FACING SOME DELEGATIONS DURING
THE ACTIVIST 1990s

As the IASC’s standards were being improved so as to be more prescriptive and
less flexible, and as globalization began to change the business and economic
conditions in which accounting functioned in some countries, the members of
some delegations had to come to terms with a new reality in their deliberations
and voting in the IASC. A question that was answered differently by different
delegations, and sometimes differently by different members of the same dele-
gation, was whether their mission was to vote at board meetings to defend their
country’s accepted accounting practice or, if it were different, whether they should
instead vote for what they regarded, in the light of the board’s technical papers and
discussions, as being in the public interest. Furthermore, differences in culture
and accounting traditions placed some delegations at a disadvantage during the
discussions in board meetings.

In twenty votes on final standards or revisions of standards between 1995 and
2000, the US delegation voted twice against and abstained six times, which under
the TASC’s rules had the effect of a no-vote.>* No other delegation cast fewer yes-
votes during the same period. Yet the US delegation was not simply blocking
departures from US generally accepted accounting principles (GAAP). At the
October 1992 board meeting, as is discussed in Section 9.3.6, the US delegation
had to decide whether to support the Improvements steering committee’s pro-
posed elimination of last-in, first-out (LIFO) as an allowed alternative treatment
in the revision of IAS 2 despite its entrenched position in US GAAP. In the end,
the US delegation surprised many by voting with the steering committee. The US
delegation faced a confrontation with the FASB at the IASC board’s April 1998
meeting, when its members had been urged by the FASB chairman to vote against
E62 on financial instruments. Instead, the delegation decided to vote in favour
of the draft. In March 2000, the US delegation agreed to the use of fair value in
IAS 40, on investment property, even though this was contrary to US GAAP (see
Section 11.9.1).

In contrast, the leadership of the Japanese Institute of Certified Public Accoun-
tants (JICPA) was of the view that its delegation was there to protect Japanese
interests, that is, not to vote for the elimination of accounting practices from IASC
standards that were accepted in Japan.>® For that reason, the Japanese delegation
was one of those which, in 1992, voted against the elimination of LIFO. Yet the
Japanese delegation voted for all but one of the standards and exposure drafts
approved by the board since 1995, even though several standards must have been
at variance with Japanese regulation or accounting practice.**
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For the Germans, as perhaps also for some other delegations, service on the
IASC board was a challenge in several dimensions.> One was language. Those
who dominated the board’s fast-paced discussions tended to be the Americans, the
Canadians, the British, the Australians, the South Africans, and even the Dutch,
who had an Anglo-American outlook and could speak fluent English.*® These
countries all had national standard setters, and most had an agreed conceptual
framework, as the IASC board had its own Anglo-American Framework, put
in place in 1989. The members of their delegations usually could understand
the accounting and financial jargon, such as that relating to securitization and
other financial instruments, which was regularly being spewed forth in their richly
inventive equity capital markets. Their standard setters spoke the language of US
GAAP even if they did not follow US GAAP. Yet the Germans had no standard
setter until 1998. Their accounting norms were laid down in statute law and were
traditionally geared to the needs of income taxation and dividend distributions. A
hierarchy of interpretive literature, ranging from court opinions to treatises and
journal articles written by acknowledged experts, had come into existence to deal
with the many practical issues not covered by the statutory norms.”’” And the
German equity capital market was not a factor in financing the needs of major
enterprise.

When, in the early 1990s, the German delegation to the IASC board raised
objections during board discussions by citing German law, their arguments were
often seen as reflecting the values of a self-contained world having few points of
contact with Anglo-American accounting. As the IASC had, in effect, commit-
ted itself to Anglo-American accounting, other board members saw little to be
gained by a closer scrutiny of the German system. Within Germany, on the other
hand, the Ministry of Justice, industry, the major accountancy firms, and leading
academics were still strongly committed in the early 1990s to maintaining their
national approach. Thus, the German delegation found itself caught in the middle.

In 1993, there was a major breakthrough in Germany. Daimler-Benz negotiated
a surprise listing on the New York Stock Exchange (NYSE)—the first German
company ever to do so—and German industry was shocked into realizing that
it had to begin taking the IASC seriously, if only as a line of defence against an
invasion of US GAAP. German industry promptly appointed a representative,
Bernd-Joachim Menn, of Bayer, to the German delegation to the IASC board. In
1994, Bayer, along with Schering and Heidelberger Zement, began using IASC
standards in their consolidated accounts, thus leading to a quickened pace of a
movement towards a dilution in the impact of German GAAP on financial report-
ing by listed companies. By 1995, the gathering change in posture of industry
towards the need to reform German financial reporting influenced the Ministry
of Justice, the accountancy firms, and academics to warm to the work of the
IASC, believing that its standards were preferable to a submission to US GAAP.
The European Commission’s decision in November 1995 to sign on to the IASC’s
standards programme confirmed the momentum (see Sections 12.2.2 and 12.3.3).
In the 1990s, as is noted in Section 10.8, globalization was enveloping Germany,
and at the IASC board the German delegation was hurrying to catch up with



228 Changing Look of the IASC

this new reality, in effect undergoing a crash course in internationalization. Their
traditional accounting system was being displaced before their eyes.

8.4. VOTING PRACTICES OF THE BOARD DELEGATIONS

One can only generalize about how the various board delegations cast their votes
on all or parts of standards. Their practices may have changed over time with
the changing composition of their membership. Some delegations were instructed
on how to vote, on some or all issues, by their sponsoring professional body or
by their Ministry of Finance. Others were advised by a committee in their home
country but were left free to vote their convictions. Most delegations, it seems,
decided themselves on their vote.

How did the delegations vote when the views of their two voting members
differed? The IASC’s Constitution specified that each delegation had one vote,
but there was no rule on how the delegations should decide on their vote. Some
delegations left the voting decision in such cases to the senior member. Others,
such as the US delegation, abstained in the event of a disagreement. An abstention
was, in effect, a negative vote. In some delegations composed of one member from
an accountancy firm and another from industry, the former could overrule the
latter. At least one delegation rotated the vote: on one issue, member 1 casts the
vote, and on the next issue member 2 casts the vote.

8.5. GUESTS AND OBSERVERS AT BOARD MEETINGS

In 1988, the FASB accepted IASC Chairman Georges Barthées de Ruyter’s invitation
and began attending as a guest at board meetings.*® Ray Lauver, a member of the
FASB, attended until March 1990, when he retired from the FASB. He was suc-
ceeded at the following meeting by the FASB’s vice-chairman, James Leisenring,
and in 1996 by FASB Member Anthony Cope. Leisenring earned a formidable
reputation as an incisive interlocutor during the meetings and breaks, and his
pointed remarks (and those of Michael Crooch, a member of the US delegation)
during meetings often provoked quick-witted ripostes from David Tweedie. Not
all of this verbal jousting was comprehended by board members and observers
whose first language was not English.

In 1989, the IASC board invited Japan’s Business Accounting Deliberation
Council, which advised the Ministry of Finance, to join the Consultative Group
and attend board meetings as a guest, but the invitation was declined.*

In 1990, after some initial reluctance, the European Commission accepted
Chairman Barthes’ invitation to begin attending board meetings as a guest.*
Hermann Niessen attended two meetings in 1990, just prior to his retirement
from the Commission’s staff, and he was succeeded the following year by Karel
Van Hulle. With effect from the beginning of 1992, the status of the FASB and
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European Commission representatives was upgraded to observer, with the right
to join in the board’s discussions. IASC Chairman Arthur Wyatt said, ‘Initially
[the FASB and European Commission representatives] were invited to listen but
we gradually realised that we could benefit from their observations so now they are
active participants.*! Allister Wilson began accompanying Van Hulle as an adviser
to board meetings in 1996.

In 1996, IOSCO began sending an observer delegation to the board. IOSCO
apparently had been approached earlier to send a delegation, but declined.*? It was
already sending observers to virtually all of the IASC’s steering committees, which
may have been seen as sufficient involvement in the board’s work. In February
1996, when the SEC approached Bryan Carsberg to give strong encouragement
to the board to accelerate its core standards programme while maintaining high
quality, Carsberg replied that IOSCO could send an internationally representa-
tive observer delegation to board meetings so that its members could see for
themselves how the board maintained high quality.*’ The offer was accepted, and
the IOSCO delegation attended for the first time in June 1996. The delegation
from IOSCO regularly ranged between three and six members, by far the largest
of any observer delegation. It always included representatives from the SEC’s
Office of the Chief Accountant (Mary Tokar occasionally accompanied by Chief
Accountant Michael Sutton, followed by D. J. Gannon), France’s Commission des
Opérations de Bourse (Francis Desmarchelier), and Japan’s Ministry of Finance
(Mikio Nakaune and Toshiyuki Kenmochi, followed by others). Until the end of
1998, the German Ministry of Justice (Herbert Biener) and the Ontario Securities
Commission (OSC)(James Saloman succeeded by John Carchrae) also formed
part of the delegation, but they stopped attending once the core standards were
completed in December 1998.

At the board meeting in July 1997, held in Beijing, an observer delegation from
the Chinese Institute of Certified Public Accountants (CICPA) began attending,
the culmination of efforts by Secretary-General Cairns and Chairmen Wyatt and
Shiratori, who attended major international conferences in China in 1992 and
1995.4 China could not be invited to send a delegation, because it was not a
member of IFAC. It was not until May 1997 that the CICPA joined IFAC. The
CICPA had declined IFAC membership until Taiwan, an IFAC member since 1988,
was renamed Chinese Taiwan. This was a sensitive and contentious issue, but in
the end Taiwan agreed to this change.*> Once the CICPA joined IFAC, Chairman
Michael Sharpe acted to engage China in the IASC’s work. Sharpe knew that China
had been experimenting with IASC standards but was not yet prepared to make
a commitment. He believed that China was too important an economic power to
be left outside the tent.*® In March 1996, when the executive committee discussed
the proposal to invite China to become an observer, it also considered extending
a similar invitation to Russia.*’ At the board meeting in June 1996, the proposal
to invite China was approved by a bare majority (nine votes for, none against, and
seven abstentions), but a similar proposal to invite Russia was defeated (six votes
for, eight against, and two abstentions).*® The members of the Chinese delegation
spoke very little during meetings.
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From 1998 to 2000, the Basel Committee on Banking Supervision attended
most board meetings as a guest. IFAC was entitled to attend as an observer and
occasionally sent a representative. The Basel Committee had also been involved in
topics of special interest to it, notably IAS 30 on bank disclosures and IAS 39 on
financial instruments. It even provided funding for the early work on IAS 30 (see
Section 5.10).

With this considerable increase in the number of observers, meeting in a large
room also occupied by as many as three persons in each of sixteen delegations,
and the chairman, the secretary-general, any guests, one or more consultants
from the collaborating standard setters, and the IASC staff, the number of those
in attendance, many obliged to listen and speak in a second language, exceeded
seventy.? The sheer size of these meetings, usually lasting four to five days,
became a challenge to all in attendance, especially the chairman. It was one of the
factors propelling the establishment of a Strategy Working Party (SWP) in 1997
to recommend a better structure for the IASC (see Chapter 13).

8.6. VENUES, FREQUENCY, AND LENGTH OF BOARD MEETINGS

The venues of board meetings were rotated around the world. Of the forty-four
meetings held by the board from 1987 to 2000, only five were held in London. All
told, twenty-eight meetings were held in Europe, five took place in North America,
two were held in each of Sydney and Tokyo, and single meetings occurred in
Amman, Beijing, Johannesburg, Kuala Lumpur, Sdo Paulo, Seoul, and Singapore.
Typically at board meetings, the board members and senior staff would meet
with the local representatives of the international organizations serving on the
Consultative Group as well as with leaders of the national accountancy body and
other entities of strategic importance in the country.*

As the pressure began to build on the IASC to provide IOSCO with standards it
could endorse, the frequency and length of board meetings increased in the 1990s.
The number of meeting days ascended to a peak of twenty-five in 1998, the year
in which the board rushed to complete the core standards. The trend from 1987
to 2000 is shown below:

1987 2 meetings, 7 days 1994 2 meetings, 8 days

1988 3 meetings, 9 days 1995 3 meetings, 11 days
1989 2 meetings, 5 days 1996 3 meetings, 14 days
1990 3 meetings, 9 days 1997 4 meetings, 20 days
1991 3 meetings, 9 days 1998 5 meetings, 25 days
1992 3 meetings, 9 days 1999 4 meetings, 18 days
1993 3 meetings, 9 days 2000 4 meetings, 18 days

Board members recall the seven-day meeting in April 1998 in Kuala Lumpur,
when the more than sixty persons in attendance debated a large number of draft



Changing Look of the IASC 231

Figure 8.9. Meeting of IASC board in Sao Paulo, March 2000

standards under difficult conditions. Chris Nobes, a member of the UK delega-
tion, reported on the meeting with some feeling:

This was the Board’s longest meeting in history: seven days, with extra meetings before and
after for many Board representatives. There were other unusual elements. The venue was
arranged at short notice, the IASC having earlier cancelled its plans to meet in Tel Aviv when
Israel was preparing for war. The Malaysians were well-organised and hospitable, but seven
hours of jet lag were compounded by an element of surreality by our being in an enormous
freezing hotel surrounded alternately by tropical sun and tropical storms, and by having to
work long hours in sight of one of the world’s largest artificial beaches. Added to the strain
of this, the official evening receptions were non-alcoholic, given Malaysia’s state religion.”!

Moreover, Chairman Stig Enevoldsen was so adversely affected by the conditions
that he fell ill and was incapacitated for twenty-four hours.*?

8.7. OPENING BOARD MEETINGS TO THE PUBLIC

As early as January 1996, Secretary-General Carsberg posed the question of
whether board meetings should be held in public.>® Until then, only the FASB,
among national standard setters, held its meetings ‘in the sunshine’ In March
1997, the G4+1 began opening its meetings to the public so long as the host
country’s facilities enabled such attendance.>
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In 1998, the IASC decided to become the second standard setter to do so. The
previous year, the board had formed a SWP to review and make recommendations
on the IASC’s strategy and structure (see Chapter 13). In an early draft of its
discussion paper, circulated internally in October 1997 and reaffirmed in the
widely circulated draft of 17 November, the working party made known its belief
that board meetings should be open to the public.® During 1998, the executive
committee unanimously agreed to recommend adoption of this view to the board,
and the Advisory Council expressed strong support.”® At its November 1998
meeting, the board unanimously voted to open its meetings to the public,”” which
became effective with the March 1999 meeting in Washington, DC.?® The IASC
thus responded to a criticism of the IASC’s due process by former FASB Chairman
Dennis R. Beresford: ‘Perhaps the most fundamental difference [between the FASB
and the TASC] is that the FASB’s deliberations are open to public observation
and the IASC’s are not”*® In May 1997, SEC Chairman Arthur Levitt struck the
same chord: ‘We expect the IASC to conduct its dialogue in the most open way
possible®0
Chris Nobes reported on the first experience of an open meeting:

About 20 observers attended the four-day meeting, although not all at the same time. They
were a mixture of Big Five accountants, journalists and regulators. Their presence seemed
to make little difference to the willingness of the Board to engage in detailed arguments or
to the willingness of the Americans, Australians and British to amuse the rest by being rude
to each other.*!

The IASC’s decision to conduct its meetings in the sunshine was important in
persuading the AASB to do likewise in October 1999. The Australian Urgent Issues
Task Force had been holding open meetings since its establishment in 1995.52

8.8. OBSERVERS ON STEERING COMMITTEES

As is mentioned in Sections 10.3 and 10.7, IOSCO sent as many as four repre-
sentatives to the Comparability and Improvements steering committee meetings
from 1987 to 1993, and they participated actively in the debate and even voted
on the drafts. They were the first officially designated observers to attend steering
committee meetings.®> In October 1994, the IASC’s executive committee formally
invited IOSCO to send one observer to all steering committee meetings.®* The
practice of inviting observers expanded in the mid-1990s, as part of the board’s
outreach to interested parties, especially those with specialist knowledge. From
1995 onwards, such bodies as the ICC, the World Bank, the Basel Committee on
Banking Supervision, the Fédération des Experts Comptables Européens (FEE),
the Fédération Internationale des Bourses de Valeurs, the European Federation of
Equipment Leasing Company Associations, UNCTAD, the International Finance
Corporation (IFC), the International Actuarial Association, and the International
Association of Insurance Supervisors (IAIS)—in addition to IOSCO and the Euro-
pean Commission—attended steering committee meetings as observers. Almost
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all of these organizations were also members of the IASC’s Consultative Group.
The IASC believed that it was essential to tap the expertise and gain the support
of these influential bodies.

8.9. SIR BRYAN CARSBERG SUCCEEDS DAVID CAIRNS AS
SECRETARY-GENERAL

David Cairns became the secretary-general in 1985, at a time when the board was
disposed to allow the secretariat to drive most of its initiatives. Cairns managed the
transition from the board’s initial programme of issuing a steady stream of mostly
permissive standards to a phase where it began tightening and improving the stan-
dards. He also strongly supported the need for a conceptual framework. Cairns
immersed himself in all aspects of the IASC’s work, and he emphasized the impor-
tance of developing and adhering to a strategic plan. He wrote and spoke exten-
sively on behalf of the IASC. He travelled the world to tell the ITASC’s story and to
secure support for its standards, both in developed and developing countries.

Cairns’s tireless dedication to the cause of international accounting harmoniza-
tion and to the aims of the IASC was second to none. During his almost ten years
as secretary-general, Cairns, with only a slender full-time staff at his command,
enabled the IASC to take major strides towards achieving its objectives. The high
level of the productivity of the research staff was traceable mainly to his strong
hand. He was the force behind the launching of the Annual Review, the conversion
of the modest JASC News into the richly informative IASC Insight and IASC
Update, and the major expansion of the IASC’s publications. These included the
annual handbook containing all of the board’s standards as well as the innovative
subscription package for IASC publications, which became profitable ventures. He
warned of the need for a significant fund-raising initiative to support the IASC’s
heightened aspirations. He also pushed hard for a closer involvement between the
IASC and national standard setters, in the face of opposition by some professional
accountancy bodies that were concerned about the preservation of their turf.

With the board’s major effort to pursue its Comparability and Improvements
projects, spanning 1987 to 1993, and its increasing determination to persuade
IOSCO and the SEC that it was developing sound standards, an increasing number
of other strong figures with their own visions and independent wills assumed
major roles within the IASC. Inevitably, there was a clash of styles and person-
alities. There was also some tension between Cairns and some members of board
delegations. Perhaps his long tenure as secretary-general imbued him with a sense
of ownership of the process and its aspirations. At a time of difficult relations with
the leadership, in March 1994, he resigned from the IASC but remained in his
capacity of secretary-general until the end of December 1994. At the time of his
departure, Cairns wrote, with full justification, ‘We have built an IASC which has
a well earned place at the top table with other standard setting bodies and other
organisations around the world.®®
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Following an extensive search process, Cairns was succeeded in May 1995 by
Sir Bryan Carsberg, who had been the UK’s first director-general of the Office
of Telecommunications (a regulatory body known as Oftel) from 1984 to 1992,
and since 1992 was director-general of the UK’s Office of Fair Trading. He had
previously been an accounting professor at both the University of Manchester and
the London School of Economics. From 1978 to 1981, he was an academic fellow
and assistant director of research and technical activities for the FASB. He served
as a member of the UK ASB Board from 1990 to 1994 and was its vice-chairman
between 1990 and 1992.56

Between 1995 and 1997, Carsberg and Chairman Michael Sharpe worked as
a team to give innumerable speeches and confer with important figures in the
accounting, financial, and regulatory arenas around the world. They were on the
road incessantly. Sharpe has written that his partnership with Carsberg ‘was one

Figure 8.10. Sir Bryan Carsberg
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in which we both rejoiced’.®” Carsberg was often invited to meetings of IOSCO’s
Working Party 1. His background as a regulator enabled him to relate well to
IOSCO and other regulatory bodies.

Stig Enevoldsen’s working relationship with Carsberg was more difficult. Lan-
guage was a problem, and they differed in manner and in their approach towards
leading the board. During the taut negotiations over the restructuring of the IASC
in 1999, Enevoldsen defended the model favoured by the Continental Europeans,
while Carsberg was more preoccupied with the need to keep the SEC on board
and with the importance of developing a working relationship between the IASC
and the FASB (see Chapter 13).

8.10. THE IASC AUGMENTS ITS RESEARCH STAFF

In April 1987, after Assistant Secretary Brian Rutherford returned to the Univer-
sity of Kent, Secretary-General David Cairns abandoned the practice of having
an assistant secretary, who, except for Rutherford, had always come on a two-
year secondment.®® The assistant secretaries had handled administrative tasks and
had been assigned to steering committees to incorporate the members’ views into
draft standards following their meetings. Cairns wanted the staff to be project
managers rather than note-takers at steering committee meetings. Not all board
members agreed with this enhancement in the role of the staff; some believed
that the staff should attend to administration and not engage in technical work
at all.%? Beginning in 1987, Cairns gradually managed this shift towards research
management. Between 1987 and 1990, a total of four staff members served on
secondment, never more than two simultaneously. Of these four, Angus Thomson,
who was seconded by the Australian Accounting Research Foundation (AARF),
came with direct experience of research for standard setting. Cairns had to deal
with a budget that did not allow much expansion in the size of staff. To be sure,
the salaries of seconded staff might be partially, or perhaps even totally, covered by
their employers. Such staff also had the advantage of their acknowledged technical
competence, but their short terms of service, usually no more than two years, had
the disadvantage of disrupting the continuity of some projects.

In 1990, Cairns advertised for a technical director. From the middle of 1991 to
the end of 1992, Robert Langford and then Brigid Curran, the latter seconded
by AARE? served successive terms as technical director, Langford for a much
shorter period than Curran. Brigid Curran served for about fifteen months, as
it was always her plan to return to Australia by the end of 1992. Some six other
appointments were made to the research staff between 1991 and 1993, usually on
secondments, and most of them remained for about a year to fifteen months for a
variety of reasons, including the lack by some of any standard-setting experience
and a tight budget.”! Cairns himself was apparently responsible for some of the
turnover, because he was not an easy supervisor. Not all of the staff were willing
or able to work to his exacting standards.
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There was no technical director again until July 1994, when Liesel Knorr,
a partner in the Koln office of KPMG Deutsche Treuhand, was seconded
to the position by her firm for a five-year term. She left in June 1999 to
become secretary-general of the Deutsche Rechnungslegungs Standards Com-
mittee, the newly established German Accounting Standards Board. During May
and June 1994, there was a dearth of research staff support. Upon her arrival,
Knorr found that the full-time research staff consisted of one person, Terry
Harding.”

From 1994 onwards, aided by the success in raising funds, the research staff
gradually rose to six and seven. In addition to a number of staff seconded from
accountancy firms and other employers, the senior staff included Peter Clark,
who joined in September 1994 and remained through 2000 and beyond with
the International Accounting Standards Board, Laurence Rivat (seconded by the
Paris office of Deloitte Touche Tohmatsu) from December 1995 until September
1998, and Paul Pacter from July 1996 to 2000. From 1993 to 1996, Pacter, a
freelancer who had formerly worked on the FASB’s technical staff, had managed
the TASC’s segment reporting project on a part-time basis. Thus, as the work
of the TASC picked up pace in the middle and latter 1990s, the number of
research staff eventually grew with it. In addition, during the 1990s the board
benefited from research staff, including importantly John Carchrae and then
Ian Hague loaned by the CICA, as well as from the UK ASB, on collaborative
projects.”

Knorr was succeeded in September 1999 by James S. Saloman, who was sec-
onded to the TASC from PricewaterhouseCoopers, in Toronto, where he was a
partner in the national accounting and auditing services group. He had served
as chief accountant of the Ontario Securities Commission from 1994 to 1996.
In that capacity, he had been a member of IOSCO’s Working Party 1 on multi-
national disclosures and accounting and chaired its Accounting and Auditing
Subcommittee.”*

8.11. THE TASC EXPANDS ITS SUPPORT STAFF AND REQUIRES
MORE OFFICE SPACE

During the 1990s, the range of activities requiring attention at the IASC increased.
In 1991, Gillian Bertol, who had been David Cairns’s executive assistant, was
appointed to the new position of publications director. In January 1997, Kurt
Ramin joined the IASC in the new position of commercial director, on a two-year
secondment from the New York City office of Coopers & Lybrand. He began deal-
ing with a host of issues, including expanding the sale of publications, developing
new products, managing the development of the IASC’s infrastructure, arranging
for the translation of IASC publications, and licensing the IASC’s copyrighted
publications to accountancy firms and other organizations. Sales of translations of
the IASC publications had the potential of being a major source of receipts. Paul
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Pacter created and managed a website for the IASC. In 1999, Ramin extended his
secondment for another two years.

Because of its expanding activities, the IASC twice sought a more capacious
suite of offices. Moves to larger quarters occurred in 1991 and again in 1997,
from space in Kingsway to two successive suites in Fleet Street, one next door
to the other. The IASC’s revised Constitution in October 1992 stipulated that the
secretariat could be located elsewhere than in London, but no other venue was
ever seriously considered.

It was always necessary for the IASC to persuade the English Institute to
sign as lessee on its office space, as the IASC itself was an unincorporated
association.

8.12. EXECUTIVE COMMITTEE REPLACES THE ORGANISATION
AND PLANNING COMMITTEE

From 1978 to 1993, when it was replaced by an executive committee, the OPC
had steered the affairs of the IASC board. Beginning in 1987, it was ordinarily
composed of four of the board’s delegations (but five in 1988-90), with a yearly
rotation on and off the OPC of two delegations, respectively; the IASC chairman
was an ex officio member. For most years from 1978 to 1990, the UK & Irish
delegation (the UK delegation since 1988) held permanent membership on the
OPC, mainly because of the proximity of members of that delegation to the IASC
office in London. Also until 1990, the OPC chairman was drawn from a different
delegation each year. Beginning in 1990, the IASC chairman also chaired the OPC.
The composition of the OPC from 1987 to 1993, including the OPC chairman
each year until 1990, was as follows:

1987-8 Wilhelm Tjaden, Germany; Australia, United States, UK & Ireland

1988-9 David Boymal, Australia; United States, Netherlands, Canada,
Germany, United Kingdom

1989-90 John Chironna, United States; Netherlands, Canada, Germany,

United Kingdom
1990-1 Netherlands, Canada, Jordan, Japan
1991-2 Canada, Jordan, France, Financial Analysts
1992-3 Jordan, France, Financial Analysts, Nordic Federation

For some years, the board and the OPC had reconsidered the role of the OPC
in relation to the board. In 1991, the secretariat suggested, as one option, the
creation of an ‘Executive Group) similar to one installed by IFAC in succession
to its planning committee.” The IASC secretariat said that the current system was
‘inefficient and unbusinessmanlike’, because virtually all matters taken up by the
OPC were reconsidered anew by the board; and, as members of the delegations
represented on the OPC did not feel bound by its recommendations, they would
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feel at liberty to speak against them in board meetings. The OPC was also reluc-
tant, it was said, to ‘deal with substantial issues.”®

After October 1992, when Michael Sharpe was named the deputy chairman
as well as chairman-designate, he, Chairman Shiratori, and Secretary-General
Cairns began meeting on a regular basis, and it apparently seemed wise to bring
those meetings within the frame of an executive committee. Finally, at the board’s
June 1993 meeting, it decided that the OPC should be replaced by an exec-
utive committee composed of the three senior officers and three members of
the board.”” Its initial composition was of Chairman Shiratori, Deputy Chair-
man Sharpe, Secretary-General Cairns, and individuals from three delegations:
Fouad Alaeddin, of Jordan; Stig Enevoldsen, of the Nordic Federation of Pub-
lic Accountants; and Peter Stilling, of the United Kingdom. The new executive
committee commenced operations on 1 July 1993, and the OPC went out of
existence.

8.13. THE BOARD ESTABLISHES THE STANDING
INTERPRETATIONS COMMITTEE

For reasons discussed in Section 10.14, the board voted in September 1996 to set
up a Standing Interpretations Committee (SIC).”8 IOSCO, and in particular the
SEC, believed a procedure to deal with interpretations was needed. At the board’s
meeting in January 1997, it approved the twelve members of the SIC, representing
users, preparers, and auditors of financial statements. Paul Cherry, until 1995 a
member of the Canadian delegation to the board, was named the chairman.” A
staff member was assigned to support the SIC’s work.

All but two of the SIC’s twelve members were from accountancy firms. In
addition, representatives of IOSCO and the European Commission, as well as the
IASC chairman, attended as observers. Harry Schmid, a member of the Federation
of Swiss Industrial Holding Companies’ delegation, was the only board member
to be appointed to the SIC in 1997. In subsequent years, two additional board
members, Patricia McQueen and John T. Smith, also served on the SIC, and
another board member, Peter Wilmot, attended SIC meetings as an observer to
liaise with the board.

Under the arrangement approved by the board, the SIC submitted proposed
interpretations to the board following an exposure process. The board voted on
the text as put forward by the SIC. Approval of an interpretation required that
three quarters of the delegations vote in favour, just as was required for the
approval of an IASC standard.

In July 1997, the IASC began publishing a two-page update, News from the SIC,
immediately following every SIC meeting. The IASC then began selling a loose-
leaf binder containing draft and final SIC Interpretations.

When the board revised IAS 1, Presentation of Financial Statements, in 1997, it
inserted a provision stating that compliance with IASC standards was intended to
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mean compliance with each applicable standard as well as with each applicable
SIC interpretation, thus endowing the interpretations with official recognition.

8.14. SIGNIFICANT GROWTH IN THE IASC’S BUDGET

Chairman-Designate Arthur Wyatt said in 1989 that ‘People are always amazed at
how much IASC achieves with so little’® A comparison between the IASC’s total
expenditures (figures are rounded to the nearest £1,000) with those of the FASB
and the UK ASB in 1992 and 1995 is instructive:®!

IASC (£) FASB (£) ASB (£)

1992 975,000 7,184,000 1,893,000
1995 1,259,000 9,834,000 2,247,000

When interpreting these comparisons, one must factor in the international travel
cost incurred by the IASC. Each delegation paid for the travel of two of its
members, while the IASC covered the cost for the third. The ASB compensated
its part-time members a modest amount, and it paid full salaries to its chairman
and technical director. For the IASC, unlike the FASB, the time spent by the board
members, all of whom served on a part-time basis, was not compensated for by
the standard-setting body. The ASB had two paid board members in 1992 and
1995. The IASC had no paid board members.

The IASC’s burgeoning responsibilities from 1987 onwards, driven mainly by
the challenge laid before it by IOSCO and the SEC, inevitably meant the incur-
rence of additional costs, chiefly for the increased number of steering committee
meetings, the more frequent and longer board meetings (see Section 8.6), the
enhanced technical and support staff, and the growing number of publications
(the newsletters, draft statements of principles, exposure drafts, and the standards
themselves). In 1988 and 1989, the number of pages in IASC News expanded
considerably. In 1991, David Cairns replaced it with a more substantial periodical,
IASC Insight. He added IASC Update, which was sent out following each board
meeting, because of a growing number of requests for the prompt communication
of board decisions. The increasing pace and scope of board activity led to a consid-
erable expansion of the number of pages in IASC Insight and thus required more
editorial attention by the IASC’s small research staff. In 1995, the draft statements
of principles, exposure drafts, and final standards began being published in glossy
covers, thereby taking on a more professional appearance. Moreover, in the mid-
1990s there was a substantial increase in the number, extent of circulation, and
number of pages in the discussion papers and issues papers.

The TASC had been distributing JASC News as well as the exposure drafts and
final standards gratis to its member bodies, which had the right and obligation to
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publish and distribute IASC standards in their respective countries. In 1987, the
IASC’s leadership began looking for ways and means of generating publication
revenues for the IASC. In that year, David Cairns arranged for the publication
and sale of the first bound volume of IASC standards, which the IASC began
producing and selling annually. In 1991, the IASC announced a subscription
scheme by which subscribers would pay in advance to receive all of the IASC’s
publications at a package price. Beginning with E32 in 1990, the board also began
selling the sets of comment letters received on exposure drafts and issues papers.
These developments from 1987 onwards, both on the cost and revenue sides, were
also intended to raise the profile of the IASC.2? The new publications programme,
under the direction of Gillian Bertol, began raising significant revenues by 1991,
as shown in Table 8.1.

Because of the expanded scale of the IASC’s operations since the late 1980s,
there emerged a great need for aggressive fund raising, which eventually became
the major assignment entrusted to the Advisory Council, which was formed in
1995 (and discussed below).

8.15. THE IASC’S FOUNDATION WORKING PARTY: CHARTING
THE COURSE TOWARDS A VEHICLE FOR FUND-RAISING

In June 1988, the OPC asked the secretariat ‘to prepare a paper on the establish-
ment of a Foundation that would obtain financial contributions from accoun-
tancy firms, the business community, financial institutions and other interested
organizations’ In April 1989, the secretary-general prepared and submitted that
memorandum. He said that, for 1989, the budgeted amount to be funded by
the TASC’s member bodies and IFAC was £376,000. This amount represented the
excess of expenditures over revenues (mostly from publications), and, accord-
ing to the IASC’s Constitution, 90 percent was to be borne in equal shares
by the thirteen countries and the one organization represented on the board.
The remainder was covered by the annual contribution from IFAC. In view of
the board’s ambitious plan to move its standards programme to the next level,
Cairns foresaw that it would require an additional £200,000 a year until 1995 to
enable the IASC to recruit additional staff, pay for research assistance on specific
projects, and cover the cost of the necessary steering committee meetings. On
the assumption that the member bodies would be unwilling or unable to provide
this additional funding, he advanced a proposal that the IASC, an unincorporated
association, should establish an ‘International Accounting Research Foundation’
to raise the necessary funds with effect from 1990. Cairns recommended in his
memorandum that the Foundation should be organized so that contributors
could obtain tax relief on their contributions and that the Foundation not be taxed
on the contributions received or on any interest or other investment income it
receives.



Table 8.1. TASC revenue and expenses, 1988-2000 (£1,000)

Revenue Expenses

Board IFAC  Other Publication ~ Other® Total  Secretariat ~Other’  Total Surplus

members contributions or deficit
1988 316 35 0 10 18 379 217 164 381 -2
1989 338 38 3 33 23 435 252 167 419 16
1990 359 40 142 27 36 604 350 200 550 54
1991 388 43 219 84 28 762 571 244 815 —53
1992 484 54 279 124 46 987 670 305 975 12
1993 504 56 306 267 13 1,146 672 481 1,153 -7
1994 522 58 296 407 14 1,297 735 470 1,205 92
1995 555 60 284 294 129 1,322 720 539 1,259 63
1996 631 70 932 384 189 2,206 1,170 653 1,823 383
1997 653 72 742 588 149 2,204 1,249 768 2,017 187
1998 674 75 820 884 167 2,620 1,362 740 2,102 518
1999 694 77 663 1,026 177 2,637 1,322 746 2,068 569
2000  929¢ — — 1,111 161 2,201 1,823 1,2764 3,099 —898

“Mainly interest income after tax and, after 1995, World Bank grant for project on agriculture.

¥Mainly cost of meetings of IASC board and the various committees.
¢Combined figure for contributions from all sources.
4Includes costs of trustees and fund-raising for restructured IASC.

Source: TASC financial statements as included with board agenda papers.
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The Bishop Working Party, which had been studying the relationship between
IFAC and the IASC (see Section 7.5), had been apprised of the proposal for a
foundation and had informally signified its support. When it rendered its report
in December 1989, the working party said it was ‘most supportive of the funding
initiatives being considered by IASC, and in particular the concept of the Inter-
national Accounting Research Foundation (IARF)’®® Progress had been delayed
because the IFAC member bodies wanted to see the Bishop report before acting
on the initiative.

Cairns strongly favoured the setting up of a foundation, but the board was
reluctant. The IASC continued to debate the proposal for a foundation in 1990, by
which time it was renamed the International Accounting Standards Foundation. A
critical funding initiative was taken at the board’s March 1990 meeting in Amster-
dam. Chairman Georges Barthes decided that the IASC could wait no longer. As
aresult, Arthur Wyatt, the chairman-designate and member of the US delegation,
got in touch with Robert Mednick, a senior partner in the Chicago executive office
of Arthur Andersen, about making an approach to the Big Six accountancy firms
for funding support. Mednick invited Wyatt to make a presentation at the next
meeting of the Big Six firms’ chief executives. His request was quickly agreed,
and the TASC received a substantial contribution, £25,000 from each of the firms,
almost immediately.®* The firms continued making the same contribution on an
annual basis.

At its November 1990 meeting, perhaps to see if an alternative to a foundation
could be devised, the board set up a high level Funding steering committee, which
was chaired by Georges Barthes de Ruyter, the immediate past IASC chairman.
Its dual task was to raise finance as well as to decide whether to proceed with
forming a foundation. All of its members were currently serving on the board
or had recently retired from the board, and included Arthur Wyatt, the current
IASC chairman. The steering committee’s vice-chairman, Christopher Stronge,
who retired as a member of the UK delegation to the board in November, agreed
to organize and coordinate the fund-raising activity in the United Kingdom, which
he did until at least 1992.%

In July 1991, the Funding steering committee decided against moving ahead
with a foundation and instead continued its fund-raising activities.® It appeared
to some that the idea of a foundation was dead. To some, the envisaged foundation
might have brought IFAC, the spokesman for the world accountancy profession,
too centrally into the affairs of an IASC that, since the early 1980s, had been bring-
ing non-accountancy bodies into its orbit. Rather than risk a closer association
between IFAC Council and the IASC, some board members preferred instead to
emphasize the IASC’s links with its member bodies.

While the Funding steering committee did not believe that the TASC’s Con-
stitution needed to be changed in order that the JASC might obtain external
funding, it concluded that it may be desirable to do so.®” There was no actual
provision to authorize outside funding in the IASC’s Constitution, which had last
been amended in 1982. Secretary-General Cairns obtained advice from a solicitor
that the Constitution did, in fact, give the board the power to raise external
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funds, but some board members did not accept this interpretation.®® A process
began of amending the Constitution to deal with a number of issues, and at
the World Congress of Accountants held in October 1992 in Washington, DC,
the IASC member bodies approved a revised Constitution, which, among other
things, contained the following new paragraph under the head of the board’s
responsibilities and powers:

The Board shall have the power to:

(h) seek and obtain funds from Members of IASC and non-members which are interested
in supporting the objectives of IASC provided that such funding is organised in such a way
that it does not impair the independence, or the appearance of independence, of IASC.

It is not clear how long the Funding steering committee continued in operation. It
was reported in January 1993 that the IASC had approached accountancy firms
and the business community for additional funding, and it received £150,000
in 1990, £219,000 in 1991, and an expected £300,000 for 1992.% The IASC’s
Annual Review for 1991-2 identifies the financial contributors by magnitude of
contribution.

Cairns persisted in his belief that the IASC required a foundation to coordinate
the fund-raising effort, and he believed that it should be considered as part of a
general restructuring of the IASC to meet the heightened challenges it was facing
from IOSCO and regulatory bodies such as the SEC and the OSC. In October
1992, acting on the basis of the secretariat’s submission, the board agreed to set up
a working party on the establishment of an International Accounting Standards
Foundation and on the future structure and organization of the IASC. It had the
following terms of reference:”

The Working Party should review the structure and organisation of IASC in order to ensure
that:

® JASC has the right structure and organisation to maintain and enhance its role as [the]
recognised body for the development of International Accounting Standards;

® the accountancy profession, through IFAC and its Member Bodies and through the
regional bodies, continues to recognise and support IASC and play a full part in the
work of IASC;

® the preparers and users of financial statements, national standard setting bodies and
other interested organisations play an appropriate and full part in the work of IASC;
and

® JASC has sufficient funding to carry out the necessary research and consultations that
are essential to its work and recruit and retain high quality staff.

The Working Party will also consider IASC’s earlier proposal to establish an Interna-
tional Accounting Standards Foundation. This proposal was supported by the IASC/IFAC
(Bishop) Working Party which reported in 1989. The review will consider the role of that
Foundation and its relationship with the IASC Board. In particular, the review will consider
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whether any responsibilities should be transferred from the Board (or elsewhere) to the
Foundation.

The Working Party will make recommendations to the Board of IASC by the end of 1993.
Any consequential changes in the IASC Constitution will be dealt with at a meeting of
Member Bodies in mid-1995.

The members of the working party were promptly appointed, and its first meeting
was held in January 1993. The chairman, as with the Funding steering committee,
was Georges Barthes de Ruyter. The other eight members were Ger Verhagen, of
the Netherlands; Ulyesse LeGrange, of the United States; Jens Rader, of Denmark
and incoming vice-president of FEE; Juan Herrera, of the Dominican Repub-
lic and deputy president of IFAC; Frank Harding, of the United Kingdom and
a member of IFAC Council; Michael Sharpe, an IASC board member from
Australia and deputy chairman of the IASC; John Denman, technical adviser
of the board’s Canadian delegation; and Tsuguoki Fujinuma, of Japan. Herrera
and Harding were appointed by IFAC, and the other members were named by
the IASC.

The working party held three meetings during 1993. Its initial recommendation
was that a Foundation or Council would oversee the work of the IASC board
as well as raise funds. An alternate version of the recommendation was that the
new body’s oversight function would require a Constitutional change, as it would
empower the Foundation or Council to select the members of the IASC board. The
working party agreed at its first meeting that each country sending a delegation
to the board should be encouraged to include at least one person who is directly
involved in the work of the national standard setter. The working party’s tentative
recommendations were discussed at the board meeting in March 1993 in Tokyo.
There was reluctance to accept the alternate version because of the risk that the
accountancy profession would lose control of the IASC. Views were expressed
on both sides of bringing national standard-setting bodies, or members of those
bodies, more closely into the work of the IASC. Christopher Nobes, of the UK
delegation, advanced a suggestion which was minuted as counselling ‘a need for
delicacy in dealing with those standard-setting bodies that are part of national
governments’’!

The working party completed its assignment by the end of 1993, and its final
recommendations were reported in February 1994.%% It proposed creation of ‘a
high level, international Advisory Council consisting of outstanding individuals
in senior positions from the accountancy profession, the business community, the
other users of financial statements and other backgrounds’ The overall objective
of the Council was ‘to promote the acceptability of International Accounting
Standards, enhance the credibility of the work of the IASC and ensure that the
necessary level of funding is available for IASC’s work’. The Council’s functions
were, in addition to raising funds, (a) to review and comment on the board’s
strategy ‘so as to satisfy itself that the needs of IASC’s constituencies are being met),
(b) to prepare ‘an annual report (which would be included in the IASC’s Annual
Review) on the effectiveness of the Board in achieving its objectives and in carrying



Changing Look of the IASC 245

out its due process, (¢) to promote ‘participation in, and acceptance of, the work
of TASC by the accountancy profession, the business community, the users of
financial statements and other interested parties, and (d) to review the IASC’s
budget and financial statements. The working party also recommended that the
Council be consulted on the appointment of the country members of the board.

The working party recommended that, where practicable, each board member
country include at least one person who is directly active with national standard
setting and at least one from the business community. It also recommended a
closer involvement between the board and national standard setters,”® by sponsor-
ing annual meetings of standard-setting bodies, encouraging cooperation between
such bodies and with the IASC, and by encouraging ‘direct involvement of
standard-setting bodies in the work of IASC..

Finally, the working party envisaged a ‘further evolution’ in which the Advisory
Council would be replaced by a Foundation having certain powers and respon-
sibilities even more extensive than those delegated to the Council, including the
selection and appointment of board members, which would require a revision of
the IASC’s Constitution.

The Council was to be composed of three representatives drawn from differ-
ent backgrounds in the worldwide accountancy profession ‘and proposed by the
Council of IFAC, three representatives of the international business community,
and a financial analyst, a stock exchange official, a lawyer, and a securities regulator
from an IOSCO member body.

Secretary-General Cairns sent the working party’s report to board members
for their comments as well as to all of the IASC’s member bodies and to the
Consultative Group.94 At the June 1994 meeting of the executive committee,
Cairns reported that the written responses received ‘support the appointment of
an Advisory Council, and the main thrust of the Report, but some concerns have
been raised about the role of the Advisory Council, in particular its involvement
in the appointment of Board Representatives and Technical Advisers’®® Some
members of the board, at its July 1994 meeting in Edinburgh, were not ready for
the creation of an oversight body.”® In the absence of the working party chairman,
Michael Sharpe presented its report at the board meeting. Cairns has written that
Sharpe ‘made a significant attempt to water down the proposals.’’ According to
Cairns, Sharpe proposed:*®

® greater emphasis should be given to the fund raising role and less emphasis should be
given to the other activities of the advisory council;

® board member countries and organizations should be ‘free to consult’ rather than
‘should consult’ the advisory council about the composition of their delegations;

® the advisory council should ‘monitor’ the work of the board rather than ‘prepare an
annual report on’ the work of the board; and

® the number of business representatives on the council should be reduced.

The board approved the appointment of an Advisory Council and the other
recommendations in the working party’s report, subject to three amendments.
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Mainly, the board stipulated that ‘Each country on the Board should not be
required to include at least one person who is directly involved in the work
of the national standards setting body”* Cairns has written that several board
members attempted to delete the ‘further evolution’ section of the working party’s
report. He said, ‘Many board representatives wanted nothing to do with a proposal
that may result in their own demise as well as a reduction in the powers of the
accountancy bodies and other organizations which they represented.!?

As is seen in Chapter 13, some of the proposals of the Foundation Working
Party and the reaction they evoked in the board foreshadowed the subsequent
debate over the restructuring of the IASC. This debate was concluded in December
1999 with the approval by the IASC board of a far more radical restructuring than
envisaged by the Foundation Working Party.

8.16. THE ADVISORY COUNCIL

To implement the recommendation of its Foundation Working Party, the IASC
board set up an Advisory Council with effect from 1 July 1995. Its functions were

set out as follows:!0!

® to review and comment on the strategy of the IASC Board, to ensure that the needs of
its constituencies are being met;

® to prepare an annual report for publication in the TASC Annual Review on the
effectiveness of the Board;

® to promote participation in and acceptance of the work of IASC by all interested
parties;

® to review IASC’s budget and financial statements; and

® to assist with the raising of finance to enable IASC to carry out its activities, while
ensuring IASC’s independence.

The Advisory Council was seen within the IASC as ‘a high level’ body ‘to promote
the acceptability of International Accounting Standards, enhance the credibility
of IASC and provide the funding that IASC requires’'”> The report and mem-
bership of the Council were prominently displayed in the IASC’s Annual Review
each year.

Fund-raising was arguably the most important function because of the increas-
ing demands of the IASC’s work programme. The Advisory Council’s chairman,
Stephen Eccles, a Briton who had worked at the World Bank for twenty-eight years
and eventually became the Bank’s vice-president and controller, was resourceful
and pertinacious in leading the fund-raising effort. It was Eccles, with the support
of Randolph Andersen, who was responsible for a $531,000 (£350,000) World
Bank grant in 1994 to the IASC for a project on agricultural issues. The members
of the Council were drawn preponderantly from the user community. The other

members were as follows:!0?
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Richard Grasso*—chairman of the New York Stock Exchange (Grasso never
attended any of the meetings, and James L. Cochrane, senior vice-president
of the Exchange, attended in his place)

Frank Harding—vice-president of IFAC and partner in KPMG, London
Juan Herrera*—president of IFAC and partner in KPMG, Santo Domingo

Boudewijn E. Baron van Ittersum* — chairman of the Amsterdam Stock
Exchange

Jirgen Krumnow—member of the board of managing directors, Deutsche
Bank

Jean Saint-Geours*—former president of France’s Commission des
Opérations de Bourse

Eiichi Shiratori*—the immediate past IASC chairman

Al Sommer Jr.*—former member of the US Securities and Exchange
Commission, chairman of the US Public Oversight Board, and securities

lawyer
Jean-Guy de Wael*—chairman of the European Federation of Financial
Analysts’ Societies and chairman of Paribas Group

The members whose names are followed by an asterisk served on the Council only
until the end of 1997, following which they were succeeded by James Cochrane;
Michael Cook of the US firm of Deloitte & Touche and former chairman of the US
FAF; Linda Quinn of the law firm of Shearman & Sterling, New York, and former
director of the SEC’s Division of Corporation Finance; Gérard Worms, partner of
Rothschild Bank, France; Antonio Zoido, president of the Madrid Stock Exchange;
Stig Enevoldsen, IASC chairman; and Michael Sharpe, the immediate past IASC
chairman. During 1998, Kimiaki Nakajima, of the Corporation Finance Research
Institute (COFRI), Japan, was added to the Council.!*

The Advisory Council met twice yearly through June 1999. The IASC’s chair-
man, deputy chairman, and secretary-general regularly attended the Council’s
meetings as observers or members. At each meeting, it heard and discussed
reports on the IASC’s strategy, plans, activities, and financing, and it discussed
the progress on fund-raising. Each year the Advisory Council rendered a report,
describing how it carried out its functions and expressing support for the IASC’s
objectives and aims, which was published in the Annual Review. The Council was
peremptorily terminated in the second half of 1999, when it became evident that
a decision to restructure the IASC board was imminent. There was no mention of
the Advisory Council in IASC’s Annual Review for 2000.

8.17. FUND-RAISING

The IASC had begun its fund-raising in earnest in 1990, six years before the
Advisory Council was formed. In that year, the Big Six international public
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accountancy firms gave £25,000 each to the IASC, a contribution they continued
to make in every year through 1998. Following the merger of Price Waterhouse
and Coopers & Lybrand in 1998, the Big Six became the Big Five, and contribu-
tions of £25,000 arrived from each of the five remaining firms during 1999 and
2000.

From 1993 to 1999, the IASC’s fund-raising efforts produced the following
receipts (rounded to £1,000):1%

1993 £306,000 1997 £742,000
1994 £296,000 1998 £820,000
1995 £284,000 1999 £663,000

1996 £932,000

It would appear as if the fund-raising initiatives of the Advisory Council, which
commenced during the second half of 1995, had an effect. Over the seven-
year period, the leading countries by percentages of total contributions were
the United Kingdom, 19 per cent; United States, 14 per cent; Germany, 8 per cent;
Switzerland, 6 per cent; Australia and France, 5 per cent each; and Japan and the
Netherlands, 4 per cent each. The vast majority of the UK contributions were from
companies, usually around £5,000 each, while in the US financial firms and secu-
rities exchanges were significant sources. In 1996, when the total US contribution
according to the IASC’s fund-raising report was £279,000, which was 35 per cent
of the sum received that year by the IASC, more than £230,000 came from the
financial community, notably the investment banks, with an additional £16,000
coming from the Inter-American Development Bank (based in Washington). The
NYSE contributed £45,000 over a three-year period.

Contributions from Germany were virtually nil until 1997, when they vaulted
to £100,000 per year, with most companies or commercial banks giving £5,000
each. Jirgen Krumnow, of Deutsche Bank, was instrumental in the German fund-
raising.!°® More than half of the contributions from Japan came from the JICPA,
which gave £15,000 a year for six years. The total contributions over the period
from Italy and Denmark almost doubled those from Canada and South Africa.
The only contribution from Singapore, £15,000, came from the national accoun-
tancy body. The balance of funding among countries varied significantly over the
years.

The United Kingdom was a negligible contributor in the early years, but, mainly
because of the efforts of Secretary-General Carsberg, who led the fund-raising
in the United Kingdom, it became the largest contributor in the later years. He
sent out a joint letter with Frank Harding to the top 250 companies by London
Stock Exchange quotation. They requested a commitment of £10,000 for five
years. The success of UK fund-raising was, in part, because the IASC was bet-
ter known than in other countries and the contacts were already established.!?’
Council Chairman Stephen Eccles believed that a different approach was needed
in the United State, where the IASC was hardly known among companies and
the financial institutions. In general, he focused on the firms and companies that
would view the development of International Accounting Standards as being in
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their interest. This meant financial firms, especially the investment banks, which,
as noted above, became major contributors, chiefly because of the efforts of Jim
Cochrane. Eccles undertook to exploit his contacts with the international devel-
opment banks, although the results were disappointing. Cochrane and Richard
Grasso, at the NYSE, used their contacts as well. At Eccles’ request, Carsberg
produced a promotional brochure that described the work of the IASC. Plans were
laid as well for fund-raising in other parts of the world, but the results were, in
general, not up to expectations.

US corporations and mutual funds, as it happened, saw little reason to con-
tribute. Among the more generous companies, but still less than £5,000 per year,
were Johnson & Johnson and General Electric. Both companies had referred in
their annual report to compliance with IASC standards, the latter from 1984 to
1990 and the former from 1991 to 1993. Other companies that had made such
references (see Section 6.6), as Exxon, FMC, and CPC, contributed a very small
amount or nothing at all. Salomon, which had also made such a reference, con-
tributed £46,000 in the banner year of 1996. Eccles encountered one mutual fund
executive in New York City who professed no interest in International Accounting
Standards, because he wanted his firm to continue to take advantage of its pri-
vate access to financial information of Japanese companies that other investors
could not decipher from the companies’ obscure financial statements. Greater
transparency in financial reporting would lose the firm its competitive edge when
making investments.

When the IASC announced in March 1996 that it was accelerating its process of
issuing standards (see Section 10.13), which would add about £700,000 per year
to its costs, the Advisory Council, led by Eccles, promptly assured Carsberg that it
would raise the needed funds and that the board should ‘get on with it.

8.18. AMENDING THE TASC CONSTITUTION IN 1992

Several issues arose that seemed to call for amendments to the IASC’s Consti-
tution, which dated from 1982. The most important of the amendments, which
granted explicit power to the IASC to raise funds, was discussed in Section 8.15.

One inconsequential amendment, mentioned above, had been suggested by the
Bishop Working Party: the stipulation that the TASC’s administrative office is to
be located in London ‘should be removed to overcome any constraint on future
consideration’ (paragraph 18).1%8

The previous reference that up to thirteen countries may be nominated and
appointed by IFAC Council and shall be representatives of ‘the professional
accountancy bodies that are members of IFAC in these countries’ was changed to
‘Members of IASC in these countries’ (paragraph 5(a)). Thus, the notion that the
countries represented on the IASC were drawn from IFAC’s membership, which
was introduced in the 1982 Constitution, now reverted to members of IASC itself.
The number of country members was unchanged. The term ‘staff observer’ in
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board delegations was changed to ‘technical adviser’ (paragraph 6). It was also
made clear that, at plenary meetings of the members of the IASC, each member
body will have one vote, which can be cast by proxy (paragraph 17).

At the meeting of member bodies of the IASC held on 11 October 1992 in
Washington, DC, the proposed Constitution ‘was approved on a show of hands
without a dissenting vote’.!% This was the IASC’s fourth Constitution, following
those approved upon its inception in 1973 and at the international congresses of
accountants in 1977 and 1982.

8.19. RELATIONS WITH IFAC

Once or twice a year, the IASC/IFAC Co-ordinating Committee met in order to
exchange information and views on issues of common interest, including espe-
cially IFAC’s nominations of new or modified delegations to the IASC board.
The members of the committee were the chairmen of the two bodies, the IASC
secretary-general, and the IFAC secretary.

In 1993-4, a sensitive subject arose. IFAC’s International Auditing Practices
Committee (IAPC) proposed to change its name to the International Auditing
Standards Board (IASB), and IFAC sought the IASC’s views. The new initials,
some thought, could be confused with the IASC. In February 1994, David Cairns
surveyed the views of the IASC board, and eight of the ten delegations that
responded opposed the change. Only Canada and South Africa supported it.
Three of those who opposed the change—Michael Sharpe, Stig Enevoldsen, and
Sigvard Heurlin (Swedish delegation)—envisaged that one day the IASC might
well change its name to the International Accounting Standards Board (IASB).!!
In the end, the IAPC did not change its name to IASB. In July 1995, the IASC’s
executive committee contemplated a possible change in name to IASB, but the
matter died for lack of sufficient support.!!!

8.20. CONSULTATIVE GROUP

The Consultative Group, founded in 1981, was part of the IASC’s ongoing pro-
gramme for meeting with international organizations of users, preparers, stan-
dard setters, regulators, and other interested parties. The aim was to obtain
the advice and support of these influential bodies. There is no doubt that the
Group was important to the IASC during the 1980s and into the 1990s. In
the 1980s, Group members did provide considerable advice during meetings
on both technical and strategic matters.!'? But gradually doubts about its use-
fulness began to surface.!'® In 1996, Secretary-General Carsberg observed that
‘the members of the Consultative Group are not the kind of people who are
practised in the business of discussing technical accounting issues. They may
occasionally be able to alert us to concerns of a broad strategic nature. But it
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is unlikely that we would not have heard of these through other channels—
comments on Exposure Drafts and so on—and the main benefit of our Con-
sultative Group is in fostering a relationship with other important international
organizations.!!*

Consultative Group members were also tapped to provide specialist assistance
in some of the technical projects.

Between the founding of the Group and the time of Carsberg’s comments,
two members of the group—the international organizations of financial analysts
and financial executives—had taken seats on the board. Harry Schmid, who had
represented the ICC, had moved to the board on an individual basis, as the leader
of the delegation of the Federation of Swiss Industrial Holding Companies. The
European Commission, the FASB, and IOSCO had begun as members of the
Consultative Group, but soon began to make technical contributions as observers
at board or steering committee meetings. Other members of the Consultative
Group also served as observers on steering committees in their area of expertise.
In this way, the Consultative Group was drained of some of its most active and
technically competent members, while those who remained did not necessarily
have to rely on the joint meetings of the Consultative Group with the board to
convey their views.

When Carsberg made his remarks in 1996, there was more general agreement
that simply going over the agenda for the coming board meeting was no longer the
most effective use of the time of either the board or the Consultative Group, and
there was some experimentation with different formats for the meetings. Until
1997, the Group typically met twice a year for one day each with the board and
its senior staff. But in 1997, the meetings began to be held once a year with only
a subset of the board. Yet this did not make the meetings more effective, and in
2000, the final year of the IASC, no meeting was called at all.''?

From 1987 onwards, the following members were added to the Group:

1987 International Bar Association
International Banking Associations
International Organization of Securities Commissions (I0SCO)
International Finance Corporation

1988 Financial Accounting Standards Board (FASB)

1990 European Commission
International Assets Valuation Standards Committee
Basel Committee on Banking Supervision

1991 Fédération Bancaire de la Communauté Européenne

1996  International Association for Accounting Education and Research
(IAAER)

1997 International Association of Insurance Supervisors
International Forum of Actuarial Associations

In November 1995, when the board voted to invite the IAAER, a worldwide asso-
ciation of accounting academics, to join the Group,!'¢ it was minuted that ‘The
Board also decided that although consideration may be given to granting IAAER



252 Changing Look of the IASC

observer membership of the Board after three years, no commitment should be
given at this stage’!'” No such further consideration was given, and it is supposed
that the cost of serving as an observer at board meetings prevented the academic
body from pursuing such a suggestion.

The original role of the Consultative Group was to stimulate interest in the
work of the JASC among major international organizations in the private and
public sectors. That the role of the Group diminished in importance somewhat
in the 1990s is explained by the increasing prominence of the IASC in the eyes of
most of the interested parties. The IASC no longer found it necessary to stimulate
interest by international organizations in its work, because they were knocking on
its door.
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The IASC Fortifies Its Standards: The
Framework, and the Comparability
and Improvements Projects

The technical work of the IASC (International Accounting Standards Committee)
from the late 1980s onwards was different from that during the 1970s and early
1980s. As noted in Chapter 5, the IASC certainly showed leadership in some of its
early standards, but, on the whole, its approach to standard setting had been to
eliminate practices that were generally agreed to be unacceptable, and to accept
all those practices which one or more board member bodies were prepared to
defend with plausible arguments. Both the IASC’s leadership and most members
of the board were willing to accept—at least for the time being—that this led to
the inclusion of numerous options in the IASC’s standards. It was also accepted
that the JASC often made its choices on a pragmatic basis in which compromise
played an important role.

But from 1987 onwards, the reduction of options in order to further the cause
of international harmonization became the primary focus of the IASC. The Com-
parability and Improvements projects dominated the IASC’s agenda between 1987
and the end of 1993. Another important change was that, from 1989 onwards, the
IASC could refer to its Framework for the Preparation and Presentation of Financial
Statements as a basis for deciding which options should be removed or retained,
and for developing new standards.

As is detailed in Chapter 10, these changes were closely related to the coop-
eration that grew up since 1987 between the IASC and the International Orga-
nization of Securities Commissions (IOSCO), in the sense that a reduction of
options was a central criterion in determining the acceptability of IASC stan-
dards for cross-border securities offerings. Yet, as will be seen, the reduction of
options had already become an important theme within the IASC prior to its
first contacts with IOSCO. This theme had emerged from the reviews of earlier
standards, carried out by the IASC from 1982 onwards. Similarly, the idea of a
conceptual framework can also be traced back to the IASC’s agenda of the early
1980s.

The main sections of this chapter discuss, first, the Framework project and its
antecedents, second, the reviews of standards during the 1980s and early 1990s,
followed by the Comparability and Improvements projects, concluded in Novem-
ber 1993. The chapter concludes with a discussion of a small number of other
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projects taken up by the IASC during this period (see Appendix 4 for an overview
of the IASC’s technical projects).

Obviously, the IASC’s standard-setting activity cannot be divided into neat
chronological stages. This chapter therefore partly deals with events prior to 1987.
Similarly, some of the IASC’s standards published after 1993 had their origins
prior to that year, but are discussed in Chapter 11.

During the period discussed in this chapter, the IASC’s working arrangements,
such as the role of steering committees and the steps taken in the production of
each standard, were largely similar to the arrangements of the 1970s and early
1980s discussed at the beginning of Chapter 5. Naturally, there were gradual
changes, and some are noted in the course of this chapter. Section 11.3 contains a
more extensive discussion of the standard-setting process as it evolved from 1987
onwards.

9.1. THE BUILDING BLOCKS AND THE FRAMEWORK

9.1.1. Hesitant Steps towards a Framework

In 1978, when the IASC was deeply mired in its project on foreign currency
translation, a US comment letter on the exposure draft (E11) pointed out that the
IASC was unlikely to make headway ‘without some explicit or implicit framework
of objectives for the financial statements. Such a framework is missing in the delib-
erations of the IASC, as well as the deliberations of the FASB! At that time, the
Financial Accounting Standards Board (FASB) was about to publish its Statement
of Financial Accounting Concepts (SFAC) No. 1, Objectives of Financial Reporting
by Business Enterprises (November 1978). No other standard-setting body, or
legislator, had developed a complete and operational conceptual framework, and
it was probably too early for the IASC to contemplate doing so. The comment was
passed over without apparent discussion.

Yet the question did not go away. When, in April 1979, John Grenside made a
presentation on the IASC to the critical Ad Hoc Working Group of the Organi-
sation for Economic Co-operation and Development (OECD, see Section 7.2), he
was asked if the IASC had a conceptual framework project on its agenda. Grenside
replied that this was not the case, and that the IASC was waiting to see how the
FASB’s framework project would develop.? Yet it was realized within the IASC that
this might not be good enough. Later that year, Chairman John Hepworth went
on record saying that ‘Possibly, the Board will consider a conceptual framework
project on an international level.* Early in 1980, the lack of a conceptual frame-
work was already recognized as a recurring, although perhaps unfair, criticism of
the IASC.*

The topic of ‘objectives of financial statements’ began to appear in 1979 in
the lists of possible topics which the secretariat prepared when the board had to
choose new projects, but it was not adopted until November 1982.° This decision
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was made without evident enthusiasm on the part of the board, and certainly not
with the idea that the IASC was entering a new chapter in its history. In a postal
ballot among members of the board and the Consultative Group prior to the
November 1982 meeting of both groups, ‘Objectives’ ranked ninth in importance
out of twelve possible topics, and two respondents had indicated the topic was
not suitable for study by the IASC.® That it was nonetheless chosen was not least
because Chairman Stephen Elliott and Secretary Geoffrey Mitchell were able to
point out that this topic had attracted the support of the Consultative Group.’
Yet both the Consultative Group and the board agreed that the project, modestly
entitled ‘Aspects of the Objectives of Financial Statements) ‘should be a limited
study and not lead to an international “conceptual framework”’?

In the face of the hesitant attitude of the board, the idea of a framework
did not go away, but it took on a subtly different form. A concept that floated
around during 1983 and 1984 was that of the ‘framework of Standards’ This
did not refer to a separate document, such as the FASB’s Statements of Financial
Accounting Concepts, but to the implicit structure and internal consistency of
the extant IASC standards. The idea originated in an October 1983 paper by the
secretariat in which it discussed the selection of new topics for the next years. It
proposed a strategy by which the board would select topics that would “fill in the
gaps in the existing standards as they relate to a typical income statement and
balance sheet. Major gaps which currently exist are: Owners’ Equity, Liabilities,
Assets/Expenses—Definition and Recognition, Purchased Goodwill? This idea
was picked up by an ad hoc advisory committee to the Organisation and Planning
Committee (OPC), which had been set up in June 1983 to consider the work of
the JASC in the medium term (1985-90).'° The views of two committee members,
Kenneth Spencer (Australia) and Dennis Beresford (United States), were echoed
in the committee’s report, when it advised that:

The first priority of IASC in adopting new topics for study should be to fill the gap in
the existing framework of Standards, such as ‘liabilities’ and ‘shareholders’ interests’. The
Committee recommends that a review of the existing framework be undertaken, both to
confirm what the gaps are and to determine whether the Standards in issue form a cohesive
whole—that is, whether there is an overall logic and consistency of approach that underlies
them.!!

The idea of filling in the gaps was innocuous enough. But by introducing the
notion of cohesiveness or consistency, potentially more far-reaching changes to
the IASC’s customary approach were intimated. Yet, by suggesting that the IASC
already had a framework, one that was implicit in the existing standards, the
objections of some board members to a conceptual framework project were cir-
cumvented.

The ad hoc committee, supported if not encouraged by Secretary Mitchell, took
a leaf from the book of the Australian Accounting Research Foundation (AARF),
which had deliberately embarked in a low-key fashion on a conceptual framework
project in 1980. The AARF’s approach had been to start with research on the ‘key
elements’ of financial statements such as assets, liabilities, and revenues, before
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announcing publicly that it was working on a conceptual framework. Mitchell
himself, before he joined the IASC, had agreed to write a monograph on ‘liabili-
ties” for the AARE.!?

On a suggestion by the secretariat, the IASC board agreed to set up steering
committees on liabilities and on owners’ equity in March and June 1984, respec-
tively. In both cases, the secretariat explained its recommendation in terms of
‘filling in the gaps in the existing framework of standards’ In both cases, the
proposal was not presented as a novelty but as of one kind with the recently
published IAS 18 on revenue recognition which, it was observed, had attracted
‘widespread favourable comment’ (see Section 5.12.3).!3

By the end of 1984, partly as a result of the work of the objectives steering
committee, the idea of ‘filling in the gaps’ had evolved into one of developing
a series of ‘building blocks’ The idea was that the statements or standards on
objectives, liabilities, and owners’ equity, together with IAS 18, would contain
the basic concepts that would be used in the drafting of other standards on more
specialized topics.!* Following this line of thought, a fourth, and, as it turned out,
last ‘building block’ project on assets and expenses was started in June 1985 at the
urging of Spencer.' As discussed below, the next step would be taken in November
1986, when the building block projects were combined into a single project to
prepare a Framework document.

9.1.2. The Building Block Projects

9.1.2.1. Objectives of Financial Statements

The steering committee on objectives of financial statements, the first of the
building block projects, was chaired by M. A. Oni (Nigeria).'® The project moved
on at a measured pace between November 1982 and November 1986. The steering
committee presented a point outline to the board in March 1984, in which it
proposed a document on Objectives of Financial Statements which would stand
apart from the other IASC standards, and which was to deal with the users of
financial statements, the fundamental objectives of accounting, and the qualitative
characteristics of accounting information.'”

In drafting this document, the steering committee had clearly drawn on the
FASB’s Statements of Financial Accounting Concepts (SFAC). The steering com-
mittee’s proposal to define the basic qualitative characteristics of accounting as
‘relevance’ and ‘reliability’ was an evident reflection of SFAC 2, Qualitative Char-
acteristics of Accounting Information, issued in 1980. Yet the steering committee
had adapted the FASB’s ideas to suit the range of views represented in the IASC.
For instance, the dominant concern for the information needs of investors in the
FASB’s Conceptual Framework was modified by the steering committee, which
prominently included ‘accountability’ as a fundamental objective of financial
reporting, next to ‘economic decision-making’. This suggested a broader range of
users, or stakeholders, and different kinds of information needs.
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This March 1984 point outline set the terms for ongoing discussions in the
board and the steering committee during 1984 and 1985. Despite extensive adjust-
ments and modifications, the basic structure of the point outline remained visible.
The editing process is illustrated by the peregrination of ‘prudence’ Reflecting
fundamental differences of opinion in which the Continental Europeans were
traditionally ranged against the English-speaking delegations, prudence was in
various stages considered as a fundamental accounting assumption, as an element
of reliability, taken out altogether because it was seen to conflict with neutrality
and fair presentation, and put back in as a factor contributing towards reliability.'®

As the project progressed, the steering committee advised that work should be
started on a revision of IAS 1, on disclosure of accounting policies, to bring it
in line with the draft on objectives. The board charged the objectives steering
committee with this task, and this produced a draft standard on ‘Objectives of
General Purpose Financial Statements and the Disclosure of Accounting Policies),
which was circulated as a preliminary exposure draft among the member bodies
during the latter part of 1985." In general, the responses were favourable to
the idea of issuing an exposure draft. The National Association of Accountants
(United States) observed that the draft ‘quite closely tracks the concepts statements
issued by our FASB over the years, but this was not intended as a criticism.?

Despite the positive response, the board started to doubt the wisdom of aiming
to issue the material in the form of an International Accounting Standard. These
doubts were resolved in November 1986, when the project was transferred to the
newly formed Framework steering committee.

9.1.2.2. Liabilities

Meanwhile, the project on liabilities had started in March 1984 on the basis of the
recommendations of the objectives steering committee. It was seen as a compan-
ion project to IAS 18 on revenue recognition. In contrast to the objectives project,
it was the intention from the start to produce a regular standard. The steering
committee, chaired by the South African Rick Cottrell, put forward a draft that
dealt extensively with definitions, recognition, measurement, and disclosure.?!
One of the main problems that the steering committee ran into, and one that
was highly significant for the work of the IASC during the 1990s, arose from the
fact that it was seeking to define liabilities in terms of obligations. But in that
case, what should be done with items such as provisions for repairs and deferred
credits, which were not obligations? Should these be considered as a separate class
of elements, or building blocks, of financial statements, next to liabilities? The
board ruled that there should not be a separate class of elements and ordered
the steering committee to liaise with the recently created steering committee on
owners’ equity, in the apparent hope that the two committees, which between
them were to cover the entire right-hand or credit side of the balance sheet, could
find a place for deferred credits. However, by deciding that provisions for major
repairs should be allowed, the board ruled out a pure obligations-only approach
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to liabilities.?? Before this discussion could be carried to completion, the project
was handed over to the Framework steering committee in November 1986.

9.1.2.3. Owners’ Equity

The project on owners’ equity was taken up shortly after the project on liabilities,
but it encountered more difficulties in coming to grips with the subject matter. For
one thing, the steering committee (chaired by Giancarlo Tomasin, Italy) observed
that the impact of accounting laws was greater for equity than for many other
topics.?? Another problem was how to define equity. The steering committee pro-
posed to define equity independently, that is, without referring to other balance
sheet elements. But the board, perhaps alerted by the discussion about deferred
credits a few months earlier, ruled that equity should be defined as a residual
(assets minus liabilities).>* One of their concerns was that, with independent
definitions of both equity and liabilities, items might come up that fitted neither
definition. Once this fundamental decision was taken, there was little left for
the steering committee to do but to consider the classification and presentation
of various items within equity. Although it came up with a number of specific
proposals (such as allowing treasury stock to be treated as an asset governed by
IAS 25, Accounting for Investments), none of these were carried forward to either
the Framework project or subsequent standards. The project on owners’ equity
was therefore one of the few IASC projects not to result in any publication.

9.1.2.4. Assets and Expenses

In contrast to the project on owners’ equity, the assets and expenses project was
of major significance for the subsequent Framework. This was true even though
it was the last of the building block projects to be launched, and the board had
merely discussed a point outline when the board decided to merge the building
blocks into a single Framework. The steering committee on assets and expenses
was chaired by Ron Cotton (Australia), who was heavily assisted by Warren
McGregor.2> McGregor, who produced the point outline, had served with the
AAREF since 1980 and was a ‘real convert’ to the idea of conceptual frameworks.2®
In writing the point outline, McGregor was apparently drawing on ongoing
research in Australia, on behalf of the AARF, on the definition and recognition
of assets. The point outline was a memo of twenty-eight pages containing an
anthology of definitions of assets and expenses taken from the English-language
accounting literature, from Sprague’s Philosophy of Accounts (1907) onwards.”” On
the basis of this review, McGregor, with the assent of the steering committee, went
right to the essentials of the definitions adopted in the subsequent Framework.
Assets were defined as ‘expected future economic benefits controlled by the enter-
prise as a result of past transactions and events’. An item was to be recognized
as an asset if it meets this definition, if it is probable that the future economic
benefits will arise, and if it has a cost or other value which can be quantified
with sufficient reliability. Expenses and losses were defined in terms of using up
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an asset or incurring a liability, and the steering committee proposed not to give
separate recognition criteria for expenses or losses, as they ‘flow directly from the
definitions of an expense and a loss and the recognition criteria for assets and
liabilities’?® The board agreed with this approach but made sure that potentially
radical conflicts with current practice would be muffled by deciding that ‘Debit
balances that do not meet the definition of an asset but are not recognized, for the
time being, as expenses should be discussed but not explicitly defined or given a

name.’?

9.1.3. From Building Blocks to the Framework

By the summer of 1986, it had become clear that decisions had to be taken on the
way forward for the four building block projects. One problem was that these four
projects—especially the three on assets, liabilities, and equity—required careful
coordination, because it was hard to deal with any one of the three without ref-
erence to the other.’® The board therefore agreed during its meeting of June 1986
to delay any publication until all four exposure drafts were approved. But there
were also other, more fundamental concerns expressed during the June meeting.
Particularly with regard to the draft on objectives, it was seen as a problem that the
draft contained material that was unsuitable for inclusion in a standard, because
it would be difficult to write it in terms with which a preparer could comply.
In addition, it was noted that the definitions of elements of financial statements
conflicted with some treatments prescribed in extant standards. It was possi-
ble, for instance, that research costs might meet the general recognition criteria
in the proposed standard on assets, yet IAS 9 prohibited capitalization.>! There-
fore, the board agreed to conduct a review of the building block projects. Members
of the board who had serious concerns with the proposed documents could attend
the November 1986 meeting of the OPC where the matter would be discussed.

Attendance at the November 1986 OPC meeting showed that concerns over the
building blocks were mainly held by the representatives of the English-speaking
countries. If the JASC ever lived up to its reputation as an Anglo-American orga-
nization, it was surely during this meeting. Australia, Canada, South Africa, the
UK & Ireland, and the United States all attended. The secretariat was represented
by two Britons. No other countries were there, except France and Nigeria (whose
representatives attended ex officio).*?

Some of those present were clearly in favour of a conceptual framework. These
included not only Warren McGregor but also Secretary-General David Cairns.
Cairns had succeeded Geoffrey Mitchell as secretary-general in 1985 and was
willing to push more openly towards such a framework than Mitchell had done.*
As early as August 1986, well before the board had had a chance to discuss the
matter, Cairns publicly expressed his hope that an exposure draft of a single
framework document, resulting from a combination of the building blocks, might
be published sometime in 1987.3
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And indeed, at the November 1986 OPC meeting and at the follow-on board
meeting, it was agreed to accept a proposal prepared by Cairns to create a new
steering committee to draw up a conceptual framework that would include the
materials covered by the building block projects. The framework was to be a
separate document, with a different status both from the ‘Preface to Statements
of International Accounting Standards’ and from the standards themselves. In its
proposal to the board, the secretariat suggested a modest role for the proposed
framework: ‘A frame of reference for the board in its thinking but which is not
a Standard. The Framework should not bind the board to adopt conceptual
solutions. The board should be able to adopt practical or politically acceptable
solutions rather than those required by the Framework*®> Both the OPC and the
board made sure that the minutes recorded that the Framework would not bind
the board to particular solutions.*® Given the nature of the proposed Framework,
the revision of IAS 1 was taken out of the brief of the new steering committee and
placed on hold until completion of the Framework.

Unlike all but the earliest IASC steering committees, the Framework steering
committee was to be composed of board members only. While this suggests
that this was an unusually significant project, it was in fact primarily a practical
measure that would allow the steering committee to respond quickly to board
decisions.”” The committee consisted of the chairmen of the four disbanded build-
ing block steering committees, to which David Damant, of the financial analysts’
delegation, was added. It fell to Canada to chair the committee, and Michael
Dawson, an English-born Montrealer from industry who was attending his first
board meeting in November 1986, was its choice as chairman. Dawson had served
on the Accounting Research Committee of the Canadian Institute of Chartered
Accountants (CICA) from 1977 to 1983 and became its chairman during 1983.%%
Warren McGregor served as the principal draughtsman of the steering committee,
supported by Kevin Stevenson, the director of the AARE* As the building block
committees had already prepared the ground, the Framework project was able to
proceed rapidly. In little over a year, the board was able to approve an exposure
draft with a unanimous vote (March 1988).

The first drafts of the Framework foreshadowed the final (1989) version to a
considerable extent, with main sections on the objectives of financial statements,
qualitative characteristics of financial statements, elements of financial statements,
recognition of elements, and measurement of elements. With this structure, the
IASC Framework was strongly reminiscent of the FASB’s Statements of Financial
Accounting Concepts No. 1, 2, 3, and 5 (1978-84).40 Because of this, but also
because of the nationality of its supporters within the IASC, the Framework
project had an undeniable Anglo-American flavour about it. The secretariat had
already shown its awareness of this when it suggested that the Framework could
‘reflect the different influences on financial reporting around the world and so
help rebut the criticisms that IASC is biased in favour of both Anglo-Saxon and
developed countries’*! A French member was added to the Framework steer-
ing committee in March 1987 ‘in order to increase the representation on the

Committee of countries from outside the Anglo-Saxon tradition of accounting’.*?
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This was Francis Bastien who, notwithstanding the general policy in regard to
this committee, was not a board member, but who was put forward because he
had been an active member of the steering committee on assets and expenses.*}
Bastien, a former chief accountant of the French Commission des Opérations de
Bourse (COB), did not share the French delegation’s scepticism concerning the
need for a conceptual framework.*

The steering committee did its best to avoid the impression of depending too
much on the US Conceptual Framework by including elements drawn from differ-
ent accounting traditions.*” This resulted in differences of emphasis given to such
topics as reporting on stewardship, the true and fair view, prudence, and mainte-
nance of physical capital. On the whole, however, the similarities with the US Con-
ceptual Framework were more apparent than the differences, as was pointed out
repeatedly after the Framework was published.*® And even if the IASC Framework
was not a linear descendant of the US Framework, it was clearly a member of a
family of kindred documents that appeared more or less simultaneously at the end
of the 1980s in Australia, Canada, and the United Kingdom.*” These projects were
linked through individuals who participated in more than one of them, such as
Warren McGregor who was closely involved in the Australian Framework project.
David Solomons, an emeritus professor of the Wharton School, University of
Pennsylvania, served as a consultant to the IASC project.*® Solomons had drafted
the FASB’s SFAC 2 and he prepared the report Guidelines for Financial Reporting
Standards (1989) for the ICAEW. Michael Dawson, the chairman of the IASC’s
Framework steering committee, had acted as an adviser to the CICA project that
added elements of a conceptual framework to the CICA Handbook.*’

By association, if nothing else, the IASC Framework could not fail to be seen
as representing the Anglo-American element within the IASC. Nevertheless, the
French delegation was able to accept the Framework after some debate. In the
French tradition, accounting regulation was part of the general hierarchy of legal
texts, with general laws creating the legal framework for more specific laws, regu-
lations, and decrees. In this line of thinking, a Framework that was drafted after a
number of standards had already been completed and with which these standards
were not necessarily in agreement was somewhat odd. Nevertheless, the delegation
was able to see that, in the future, the Framework might play a role that was
familiar to them, as the basis for a deductive approach to standard setting.>

The German delegation, and its home constituency, had different concerns.
While they were quite comfortable with the idea of a Conceptual Framework,
they found that the contents of the IASC Framework differed from the frame-
work implicit in German accounting. In general, it was believed that the IASC’s
Framework focused mainly on providing useful information to equity investors,
while German accounting was grounded in accountability and creditor protection.
While this view led to criticism of the IASC Framework in Germany, it did not
prevent the German delegation from voting for the exposure draft and the final
Framework.”! Similarly, the Dutch delegation voted in favour, despite concerns
in its home constituency that the Framework offered insufficient scope for the
application of the matching principle.>?
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Despite reservations of various kinds, the responses to the exposure draft of
the Framework were generally positive and supportive. Successive drafts were also
favourably received by the Consultative Group. As a result, the Framework was
approved unanimously by the board in April 1989.3

9.1.4. The Framework and the Reduction of Options

In March 1987, shortly after the building blocks were combined into a single
Framework project, the IASC launched its Comparability project, aimed at reduc-
ing the number of options in its extant standards (discussed more fully below). As
the Comparability project got under way, the idea emerged that the Framework
might have an important role to play in the elimination of options. This idea
was not clearly associated with the Framework project from the beginning. As
discussed above, the original idea behind the building block projects was to fill in
the gaps between the standards rather than to close the options in the standards.
Although it is true that Spencer and Beresford had emphasized, in 1983, the need
to review the ‘overall logic’ and ‘coherence’ of the standards, these notions were
only indirectly related to a reduction of options and were, at any rate, only loosely
attached to the building block projects. But with the transition to the consolidated
Framework project, the idea of reducing options moved quickly to the foreground.
The secretariat paper of November 1986, which proposed the Framework project,
tentatively suggested that the building blocks ‘might help reduce the number of
options in Standards’ But the March 1987 secretariat paper, which proposed the
Comparability project, stated more confidently: “The development of the Frame-
work for Financial Reporting should help to reduce options.** A corollary of this
view was that the Framework had to be finished as soon as possible once the
Comparability project had started.”

The March 1988 exposure draft and the final version of the Framework
described the purpose of the Framework as ‘providing a basis for reducing the
number of alternative accounting treatments permitted by International Account-
ing Standards’ (paragraph 1(b)). But the exposure draft did go a step further.
It identified a final objective by stating that “The reduction, and ultimately the
elimination, of free choices of accounting treatments for like transactions and
other events in national and International Accounting Standards will improve the
comparability of financial statements’ (paragraph 41). This last sentence proved
too much for some respondents, notably some Dutch industry associations, Royal
Dutch/Shell, and the American Institute of Certified Public Accountants (AICPA).
It was therefore removed even though the US Financial Executives Institute agreed
that an elimination of options would ‘substantially improve the utility and value
of international financial statements’>®

The expected ‘major’ role of the Framework in reducing options was com-
mented on more than once around the publication of the Framework by David
Cairns and others.””
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9.1.5. The Balance-Sheet Approach

An aspect of the Framework that gained increasing importance during the 1990s
and beyond was its balance-sheet approach (also known as asset and liability
approach). That is, the Framework was seen to support a shift away from a
traditional emphasis on income determination based on realization and matching,
towards an approach in which income was considered as a derivative of changes
in assets and liabilities. The Framework did not address this explicitly, but in its
section on the elements of financial statements, the balance sheet elements (assets,
liabilities, and equity) were discussed first, while the elements of performance
(income and expenses) were defined in terms of changes in assets and liabilities.

In this respect, the IASC’s Framework clearly mirrored the FASB’s SFAC No. 3,
Elements of Financial Statements of Business Enterprises (1980), which also shifted
the emphasis to a balance sheet, or asset and liability, view of accounting.’® Yet
to some extent, the balance-sheet orientation of the Framework flowed naturally
from the building blocks on liabilities, equity, and assets. There was no separate
building block project for expenses, as it was included in the project on assets.
As discussed above, the liabilities and assets steering committees were thinking of
definitions in terms of ‘obligations’ and ‘expected future economic benefits, and
it was recognized that a strict application of such definitions would eliminate a
number of items from the balance sheet, such as deferred revenues and expenses,
which were associated with an income statement approach to financial account-
ing. Yet, during the building blocks phase, the question of a balance-sheet versus
income statement approach was not explicitly raised. It should be kept in mind
that, during this phase, IAS 18 on revenue recognition was seen as one of the
building blocks. As IAS 18 had a clear income statement orientation, there was
no reason at that time to think of the building block projects as a whole having a
pronounced balance-sheet orientation.

However, with the transition to a single Framework, the issue became clearer.
At one point, the steering committee proposed, with reference to the elements
of assets, liabilities, and equity, the inclusion of a sentence, ‘The balance sheet
is composed of these, and only these, elements.”® While this sentence did not
appear in the exposure draft or the Framework, the thinking was clear enough.
The exposure draft and the Framework did serve notice that, while balance sheets
drawn up in accordance with current standards might include items that did not
satisfy the definitions of the elements of financial statements, these definitions
would underlie new standards and future reviews of existing standards (Frame-
work, paragraph 52).

On the basis of the IASC’s discussions of early 1987, Peter Wilmot (a member
of the South African delegation) welcomed the IASC’s decision to base its Frame-
work on the fundamental accounting equation (assets minus liabilities equals
shareholders’ funds), and wrote that ‘The so-called fourth element of balance
sheets representing deferred gains and losses has no conceptual validity. Although
he expected only a ‘minimal’ impact of the Framework on financial reporting in
the short term, he suggested an increasingly significant impact in the future.®
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The same point was also made in a few of the comment letters on the expo-
sure draft of the Framework, but, unlike Wilmot, in a cautionary rather than
welcoming tone. Royal Dutch/Shell noted that, if the balance-sheet approach of
the Framework were ‘applied in an unbending fashion to such difficult areas
as accounting for pensions, this new approach could have troublesome conse-
quences for the realistic and relevant reporting of results’®! Similar comments
were made by the Accounting Standards Committee (United Kingdom), Arthur
Young (United Kingdom), and the Financial Executives Institute (United States).®*
The latter observed that the IASC exposure draft ‘continues the balance sheet bias
that pervades the U.S. conceptual framework, which we continue to have serious
reservations about; however, in the interest of harmonization, we do not [object]
to issuance of this Exposure Draft.%® Responding to these comments, the steer-
ing committee replied with the hardly reassuring observation that the proposed
framework was consistent with other frameworks in this respect. On the whole,
the steering committee concluded that the Framework ‘has respect for the balance
sheet but not a balance sheet bias, and therefore, the definitions of elements are
appropriate’®* This was apparently enough to remove any reservations there may
have been in the board.

9.2. THE IASC REVIEWS ITS PREVIOUS INTERNATIONAL
ACCOUNTING STANDARDS

9.2.1. Reluctance to Revise Existing Standards

By the middle of 1979, the IASC had produced about a dozen standards, and
the idea of reviewing them began to be mooted. From June 1979, the secretariat
routinely included ‘review of existing standards’ in the lists of potential new topics
it prepared for the board. Yet, until 1982, no action was taken despite occasional
urging from the outside. In their 1980 Financial Times survey, Michael Lafferty
and David Cairns recommended that the IASC review all of its existing standards
and that ‘It should commit itself to developing more precise standards in the areas
of consolidation, depreciation and inventories within two years.’65

In March 1982, the board selected the review of existing standards as one of
its new projects, with strong support from the IASC’s Consultative Group.*® The
steering committee to review the first standards consisted of Jesis Hoyos Rolddn
(chairman, Mexico), A. B. Frielink (the Netherlands), Rick Cottrell (South Africa),
and Khoo Eng Choo (Malaysia).%’ Its initial task was to review IAS 1, Disclosure
of Accounting Policies, IAS 2, Valuation and Presentation of Inventories under the
Historical Cost System, 1AS 4, Depreciation Accounting, and 1IAS 5, Information to
be Disclosed in Financial Statements. Subsequently, it was asked to review IAS 7,
Statement of Changes in Financial Position, and IAS 8, Unusual and Prior Period
Items and Changes in Accounting Policies as well. (IAS 6, Accounting Responses
to Changing Prices, had already been replaced by IAS 15.) The review of IAS 3,
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Consolidated Financial Statements, was entrusted to a separate steering committee
in 1983. TAS 3 was easily the most significant of the IASC’s early standards, and
surveys had shown a considerable number of problems in compliance and in
incorporation in local law or standards. As is discussed later in this chapter, the
review of IAS 3 turned out to be a major project, resulting in three new standards.

The review of IAS 1, 2, 4 5, 7, and 8, however, did not lead to any changes.
This was not because the steering committee did not identify any meaningful
potential changes. On the contrary, in June 1983 it presented a formidable list
of possible modifications. Apart from many editorial changes, these included the
radical proposal to consider ‘whether a narrowing of options previously given may
be appropriate’ As a first step, it might be desirable to ‘invite countries whose
practice was different from the substantial majority practice to justify their posi-
tions’ Specifically, the steering committee proposed to eliminate the base stock
method from IAS 2 (on inventories) and to reconsider the permission to use the
last-in, first-out (LIFO) method of inventory valuation. A fundamental sugges-
tion, carefully phrased as a question, was ‘Whether the overriding concept that
financial statements should show a true and fair view (or similar wording) should
be articulated somewhere in the IASC literature. IAS 1, Disclosure of Accounting
Policies, might be a possible place to do so. The steering committee also proposed
to settle a long-standing conflict between IAS 4, Depreciation Accounting, and UK
accounting standards (see Sections 5.5.3 and 6.5.1) by allowing exceptions to the
general requirement to depreciate in the case of investment properties.*®

In the end, the board struck out the idea of a true and fair override and the
elimination of LIFO. It also decided that it wanted to proceed with revisions
only ‘where there were changes of major importance’ and that the remaining
changes proposed by the steering committee ‘did not present a prima facie case
for amending those standards’®® An important argument was that re-exposure
would be quite costly. For several member bodies, each standard and exposure
draft entailed translation costs.”’ The board ordered the steering committee to
reconsider whether there were in fact major amendments to be made. Before the
steering committee could report, the review of IAS 1 was handed over to the
steering committee on objectives (discussed above).”!

The review steering committee made a second attempt in March 1985. It con-
cluded with apparent regret that there was as yet insufficient international support
for ‘outlawing’ LIFO and the base stock method, so that a revision of IAS 2 was
not appropriate. It did propose ‘substantive changes’ to IAS 4 and IAS 5, but the
board again concluded that these changes were not required at this time.”?

The steering committee had, to no avail, prefaced its proposals with a note of
urgency. It expressed appreciation for ‘the Board’s concern that revisions to Inter-
national Accounting Standards will result in much additional work and expense
for Member Bodies and users, but it advised nevertheless that ‘If International
Accounting Standards are not kept relevant and up-to-date there will be increasing
danger of interference by government and intergovernmental organisations in the
setting of accounting standards’”® As discussed in Chapter 7, the possibility that
the OECD or the United Nations would seriously interfere with the IASC’s work
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was beginning to become quite remote by the mid-1980s. The board may therefore
have been less impressed with this threat than with its own apprehensions about
the costs of reviews. In June 1985, the board decided not to revise IAS 2, 4, and 5.74

Similarly, the board saw no need to revise IAS 7, Statement of Changes in Finan-
cial Position, even though, in March 1985, the steering committee had pointed
out that this was a good opportunity for the IASC to ‘take a leadership role in
the setting of Standards’ The steering committee noted that a cash approach to
preparing statements of changes in financial position was gaining ground and
that IAS 7 should be revised accordingly. The FASB added a project on cash flow
reporting to its agenda in April 1985, but the IASC board declined to do so.”® The
steering committee and the board agreed that there was no need to revise IAS 8,
Unusual and Prior Period Items and Changes in Accounting Policies, at this time.

Other standards were reviewed by a different procedure, adopted by the OPC
in October 1983.7° Five years after the publication of a standard, the secretariat
would send out a questionnaire to the member bodies seeking opinions about the
standard in question. A board member would be asked to review the responses
and make a recommendation to the board as to whether a project should be
initiated to revise the standard. During 1986 and 1987, IAS 9 through 13 were
subjected to this procedure. Only in the case of IAS 12, Accounting for Taxes on
Income, did this lead to a decision, in March 1987, to set up a steering committee to
prepare a revised standard. As this turned out to be a lengthy project that was not
completed until the approval of a revised IAS 12 in October 1996, it is discussed
in Section 11.4.

The member bodies were generally in agreement that there was no need to
revise IAS 9, 10, and 13. They were divided over IAS 11, Accounting for Con-
struction Contracts. About half indicated that it would be appropriate to require
the application of the percentage of completion method in certain circumstances,
instead of allowing a free choice between the percentage of completion and com-
pleted contract methods. Canadian board member Bruce Irvine, who reported to
the board concerning the responses, noted that this, again, would be an oppor-
tunity for the IASC to show ‘leadership. However, it would create problems in
terms of acceptability, as it would not reflect accepted practice in many countries.
On balance, he made a ‘marginal’ recommendation not to revise IAS 11, and the
board followed his advice.””

9.2.2. Group Accounting: The Revision of IAS 3 Leads
to IAS 27, 28, and 31

Apart from IAS 12, the only standard which the IASC agreed to revise prior to
its Comparability and Improvements projects, was IAS 3, Consolidated Finan-
cial Statements. IAS 3 was replaced by three closely related standards: IAS 27,
Consolidated Financial Statements and Accounting for Investments in Subsidiaries
(approved in June 1988); IAS 28, Accounting for Investments in Associates
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(November 1988); and IAS 31, Financial Reporting of Interests in Joint Ventures
(November 1990).

The drafting process for IAS 27, 28, and 31 was quite complicated. Initially,
in March and June 1983, two steering committees were set up. One, chaired by
Seigo Nakajima (Japan), was to deal with the review and revision of IAS 3.7
The other, chaired by Doug Hagerman (Canada), was to prepare a standard on
accounting for joint ventures.”” Subsequently, it was decided to add the treat-
ment of subsidiaries and associates in parent company financial statements to
the revision of IAS 3. Still later, the treatment of associates was transferred to the
steering committee on joint ventures. The exposure draft produced by this latter
committee, E28 (approved in March 1986) dealt with both associates and joint
ventures, but the board then decided to separate the two subjects. In November
1988, it approved IAS 28 (Associates) based on E28, and installed a new steering
committee to deal with joint ventures. This steering committee prepared the way
for TAS 31 with an exposure draft (E35) approved in October 1989. These three
standards are discussed below.

9.2.2.1. IAS 27: Consolidated Financial Statements

IAS 3 had been one of the most successful early standards, at least in terms of
attracting attention and generating controversy. In particular, the IASC’s original
proposal to require the consolidation of all subsidiaries, including those with
dissimilar activities, was badly received in the United States. In the end, IAS 3
allowed such subsidiaries to be excluded from consolidation. To see whether this
exception could be removed or limited was one of the objectives when the board
agreed in principle, in June 1982, to review IAS 3.0 The IASC was probably
encouraged by the fact that, in January 1982, the FASB had decided to begin a
project on the reporting entity, including consolidation, partly in response to a
proliferation of unconsolidated finance subsidiaries. This resulted in the publica-
tion of Statement of Financial Accounting Standards (FAS) No. 94, Consolidation
of All Majority-Owned Subsidiaries (October 1987), which opened the way for the
IASC to eliminate the exception for dissimilar activities in IAS 27.

While the IASC kept one eye on the United States, it kept another one on Europe
while it was reviewing IAS 3. IAS 3 had also been a successful standard in that it
was used as an important point of reference for the European Seventh Directive on
consolidated financial statements.®! 1AS 3 included a ‘group’ concept that allowed,
albeit as an exception, to use criteria other than voting rights in determining which
companies were controlled by the parent and therefore had to be included in
the consolidation. ‘In rare circumstances’ it might be appropriate, according to
IAS 3, to consolidate companies where the parent has a statutory or contractual
right to control the operating and financial policies, even though it does not have
more than one half of the voting rights in that company. The Seventh Directive,
approved in 1983, took this a step further by basing consolidation on a generalized
control concept in which ownership of more than half the voting rights was just
one of the possible means of realizing control. Adjusting IAS 3, in turn, to the
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Seventh Directive was an important reason for the IASC to revise the standard.?
There were close contacts between the IASC and the European Commission while
work on IAS 27 was in progress, much closer than on any previous standard.®?
Reflecting these consultations, the definition of a subsidiary in IAS 27 was based
on a control concept that referred to the power to govern operating and financial
policies, rather than voting rights.®*

Given that the exposure draft (E30, approved in March 1987) was in line
with European and US developments, it was generally well received. IAS 27 was
approved with one abstention.

9.2.2.2. IAS 28: Accounting for Associates

IAS 3 required the use of the equity method to account for investments in asso-
ciated companies, and IAS 28 did not change this. The improvement brought by
IAS 28 was that it refined the guidance (for instance, by specifying more clearly
when application of the equity method had to begin and end). As did IAS 27
regarding subsidiaries, IAS 28 addressed the treatment of associates in both the
consolidated and in the parent company financial statements. This extension to
the parent financial statements came at the cost of more options. In order to
accommodate the different legal requirements in different countries, both IAS
27 and IAS 28 allowed a choice between the equity method, cost, or revalued
amounts.®> At this stage, with the Comparability project barely under way, this
was apparently not yet seen as problematic. The parts of the exposure draft (E28)
dealing with associates attracted few comments, and IAS 28 was approved unani-
mously.

9.2.2.3. IAS 31: Joint Ventures

Compared to the well-known concept of associates, joint ventures were a novel
phenomenon in the mid-1980s. As the steering committee observed at the outset,
the practice of using joint ventures was still developing rapidly, and a diversity
of meanings was attached to the term ‘joint venture’® It took the IASC several
years to work out the classification of the various forms of joint ventures that
finally appeared in IAS 31 (jointly controlled operations, jointly controlled assets,
and jointly controlled entities). To understand the subject, the IASC engaged
in extensive consultations with joint venture operators.” The main question,
however, was whether jointly controlled entities should be accounted for by the
equity method or by means of proportional consolidation. For incorporated joint
ventures, the equity method was the preferred or required method in Canada,
the United Kingdom, and the United States, while proportional consolidation
was allowed in several European countries and Canada, and required in France.®
Initially, the IASC tended towards the equity method. E28 (approved in March
1986) required the equity method, although proportional consolidation might be
used as well under rather vaguely defined circumstances. But, following a slim set
of comment letters, the board and the steering committee began to move towards
the opposite position.®
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At this point, it was decided to set up a new steering committee on joint
ventures, chaired by Arthur Guthrie (Canada). This committee turned out to be
highly critical of the equity method.”® Hence, E35 (approved in October 1989)
required the use of proportional consolidation, as this was believed to reflect
the substance and economic reality of the joint venture.”! This gave rise to a
considerable volume of comments from UK and US companies, but also from the
AICPA, the US Securities and Exchange Commission (SEC), and the UK Account-
ing Standards Committee (ASC), all of which advocated the equity method. The
IASC thereupon modified its position by making the equity method an allowed
alternative next to the benchmark method of proportional consolidation.”? The
steering committee remained unconvinced of the merits of the equity method, yet
it accepted that the fact that it was used and required in many countries needed to
be taken into account.” That this created another substantial option contributed
to the steering committee’s lack of enthusiasm. Nevertheless, it was also possible to
put a more cheerful face on the matter. The French delegation’s technical adviser,
Gilbert Gélard, presented the fact that the standard, in its choice of benchmark,
was at odds with the traditional UK and US position as evidence that the IASC
was ‘a truly international body’*

9.3. COMPARABILITY AND IMPROVEMENTS

As discussed in the previous section in connection with IAS 31, the IASC still
found it necessary to include options in its standards, even as it entered the 1990s.
Yet dissatisfaction with options had begun to make itself felt long before. One
milestone along that road was IAS 25, Accounting for Investments (approved in
October 1985), with its plethora of options (see Section 5.13.5). The building
block projects were seen by some as steps towards a conceptual framework that
might provide a basis for clear choices among alternatives, but this was not yet the
IASC’s stated policy. In the short term, there was frustration on the part of at least
some board members that the substantial effort of reviewing the earlier standards
had so far left most standards, and their options, unaffected.”® Moreover, there
was a growing realization that the IASC had dealt with most of the basic topics.

Towards the end of 1986, these issues were drawn together in a comprehensive
review of the future work of the IASC. Successive versions of a strategic discussion
paper were tabled during the board and OPC meetings in November 1986 (Lon-
don) and March 1987 (Sydney).”® During the pivotal Sydney meeting, the board
made a number of key decisions concerning its standard-setting agenda:

Firstly, the board agreed that it had completed ‘the substantial majority of basic
Standards and, hence, it will spend less time in developing new Standards’

Secondly, the board agreed to continue its policy of reviewing existing stan-
dards, and to spend more time doing so.

Thirdly, the board would set out to reduce the number of options, or to elimi-
nate options, in the existing standards. This task should be given a ‘high priority,
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and it was agreed that ‘No new topics should be selected at the present time in
order that energies may be directed towards the reduction of options.”’

These decisions marked the start of the Comparability project which, together
with the subsequent Improvements project, was to dominate the IASC’s agenda
until the end of 1993. Although it has sometimes been surmised that these projects
were started at the request of IOSCO, it can be seen from the preceding discussion
that they had their origins within the IASC itself. Nevertheless, it is true that
in March 1987, a process was in train to bring the IASC in touch with IOSCO,
which coalesced with the internally generated discussion about the IASC’s future
direction. Although no agreements of any kind had so far been reached with
IOSCO, the IASC had been informed by the SEC, IOSCO’s leading member, that a
reduction of options in the standards would be important in gaining recognition
for the IASC from securities regulators.”® The contacts with I0SCO, discussed
more fully in Chapter 10, came therefore at a very opportune moment.

9.3.1. The Comparability Project: Towards E32

At the same meeting of March 1987, when it was agreed to reduce the number of
options, the board set up a steering committee for this task. This Comparability
steering committee was chaired by Ralph Walters (United States), a former mem-
ber of the FASB. The other members were Jean-Luc Dumont (France), Herman
Marseille (the Netherlands), Eiichi Shiratori (Japan), and Peter Wilmot (South
Africa), all of whom were at that time members of the TASC board. In October
1987, a few months after the steering committee’s first meeting in July, relations
with IOSCO had developed to such a point that it was agreed that [OSCO would
send representatives to attend the meetings of the Comparability steering commit-
tee. As its representatives, IOSCO chose three chief accountants: Bertrand d’Illiers
(COB, France), Paul Cherry (Ontario Securities Commission, OSC), and Edmund
Coulson (SEC).

The steering committee set itself a tight deadline by aiming for approval of an
exposure draft by the board in November 1988. This deadline was achieved when,
at that meeting, the exposure draft E32, ‘Comparability of Financial Statements’
was approved. The swift progress reflected the high priority given to the project
by the board, but also Walters’ personal commitment.”® Walters was strongly
dissatisfied with some of the standards issued by the IASC, in particular IAS
25, Accounting for Investments. It was known that IOSCO would hold its annual
conference in Melbourne in November 1988, just after the IASC’s board meeting,
and that it would be very helpful if the IASC could announce substantial progress
in reducing options.'%

Research published in the late 1980s probably served to embolden the IASC
to rid its standards of optional treatments. An article published in December
1987, which David Cairns had seen, calculated the net incomes for a hypothetical
company according to the prevailing US, UK, Australian, or German account-
ing standards for the treatment of extraordinary items, discontinued operations,
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changes in accounting policies or principles, and changes in estimates and errors.
The range of resulting net incomes by use of the four countries’ accounting norms
was $35,000, $261,000, $241,000, and $10,000, respectively, thus rendering com-
parisons difficult.!’! In 1989, Touche Ross Europe published a case study in which
it recast the financial statements of a multinational group using the prevailing
accounting practices of seven countries in the European Economic Community
(EEC), and concluded that the resulting financial statements could hardly be
compared. The range of ‘maximum achievable’ and ‘minimum achievable’ net
incomes, as well as the ‘most likely’ net income, varied significantly from country
to country.!?2

Prior to the steering committee’s first meeting, Cairns provided it with an
extensive analysis of the thirty-five major options in IAS 1 through 25. In the
note, Cairns gave information on which options were allowed or required in a
wide range of countries, and he added summaries of comments received during
earlier reviews of these standards.!®® The steering committee’s task was to go
through the list and decide on a recommendation in each case. Chairman Walters
observed that ‘His favoured approach was to eliminate an option where two or
more alternatives existed. He suggested that this might only be [feasible in] the
minority of cases. [An a]lternative would be to identify one option as a benchmark
or as a preferred treatment.'* A third alternative would be, of course, not to make
arecommendation at all. The steering committee considered this possibility in the
case of IAS 25, ‘as these [options] had recently been discussed and agreed by the
Board’, and some were reluctant to reopen the somewhat painful discussions. But
for others, IAS 25 epitomized the need for change, and so IAS 25 was included
within the scope of the Comparability project.'%®

In going through the list of options, the steering committee was able to reach
agreement fairly easily on which options it preferred. The members understood,
as Walters emphasized, that a willingness to compromise was indispensable to
the success of the project.!® But it also turned out that the committee mem-
bers shared a reasonably similar view of trends in accounting practice and on
which practices would, in the long run, be untenable.!”” They differed, how-
ever, in their estimates of the feasibility of banning certain options immediately.
So when, for instance, Walters proposed to eliminate pooling of interests alto-
gether, his view was sympathetically received by the steering committee, but not
supported.'® What also proved difficult, both in the steering committee and in the
board, was agreeing on the designation of alternative treatments, and on whether
the effect of alternative treatments and the reasons for using them should be
disclosed.

On the whole, Walters and Wilmot preferred to be bold by eliminating options
wherever possible, and, as a second-best alternative, to express a preference where
alternatives were to be allowed. The IOSCO observers—but not necessarily all of
the IOSCO member bodies—were also strong supporters of the drive to eliminate
options.'” The Dutch, on the other hand, came from a background where flexibil-
ity was valued and seen as a sine qua non of sound financial reporting. They were
not keen on eliminating options altogether and were against onerous disclosure
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requirements for companies choosing alternative treatments.''” The Japanese had
a similar point of view.!!!

In cases where a choice between treatments was to be preserved, the board
vacillated on whether it should express a preference, or use neutral wording to
designate the two treatments. In the end it decided to use the terms ‘preferred
treatment’ and ‘allowed alternative treatment’ in E32.!'2 Although Walters had
suggested the word ‘benchmark’, his proposal was not adopted, partly because
several delegations had indicated that it might be a difficult term to translate into
their own languages.!!® Benchmark may also have been seen as a too emphatic
expression of superiority. The board carefully avoided the suggestion that the
‘preferred’ treatment was superior by explaining that the preferred treatments
had been chosen on pragmatic grounds, as ‘the most likely and practicable way
of achieving greater comparability of financial reporting on a timely basis’ (E32,
paragraph 21).!'* E32 contained a proposed requirement to reconcile balance
sheet and income statement amounts based on an allowed alternative treatment
to the amounts that would have resulted from the application of corresponding
preferred treatment.

In preparing E32, the IASC’s draft Framework played a modest role.!'> E32
probably reflected the steering committee’s genuine priorities when it mentioned
conformity with the Framework as the second criterion used as the basis for select-
ing among alternatives. The first was ‘current worldwide practice and trends in
national accounting standards, law and generally accepted accounting principles’
(paragraph 19).!'® E32 acknowledged that in some cases, a preferred treatment
was chosen that did not fully conform with the definitions or recognition criteria
in the draft Framework. This was the case, for instance, with IAS 23, Capitalisation
of Borrowing Costs. The immediate expensing of interest costs was chosen as the
preferred treatment, even though such costs might meet the recognition criteria
for assets. The general reason given for departures from the Framework was
pragmatic: the board believed that the objective of ‘comparability on a timely
basis’ would be better achieved by following current practice in such cases (para-
graph 20). In the case of IAS 23, a further pragmatic reason was that reconciliation
from capitalization to expensing was easier than the other way round. Within the
board, the main objections to this pragmatic approach came from the Australian
delegation, which had been one of the strongest advocates of embarking on a
Framework project.!”

E32 as published in January 1989 proposed amendments to thirteen of the
IASC’s standards. These proposals, and their subsequent results, are summarized
in Table 9.1. Of the twenty-eight standards published to date, IAS 26-28 were
considered too recent for inclusion in the Comparability project. Three standards
(IAS 3, 12, and 15) were the subject of separate reviews when the Comparability
project began. One standard (IAS 6) had already been replaced, and eight stan-
dards (IAS 1, 4, 7, 10, 13, 14, 20, and 24) were judged to have no major options
affecting net income or equity. Of these, however, IAS 7 was shortly afterwards to
be the subject of a separate revision. In twelve of the thirteen standards affected by
E32, the proposed changes had the effect of curtailing the number of options. The



Table 9.1. Revisions of International Accounting Standards during the Comparability and Improvements Projects

Standard/topic Status at start of E32 recommendation Statement of Intent Status end of 1994
Comparability project (1987)  (1989) (1990)

IAS 1 Accounting Policies No major options Reformatted

IAS 2 Inventories™® Revise Revise but reconsider ~ Revised

IAS 3 Consolidation Already replaced

IAS 4 Depreciation No major options Reformatted

IAS 5 Disclosure Revise Do not revise Reformatted

IAS 6 Inflation Already replaced

IAS 7 Funds Statement Separate revision Revised

IAS 8 Accounting Changes* Revise Revise Revised

IAS 9 Research and Development* Revise Revise but reconsider ~ Revised

IAS 10 Contingencies No major options Reformatted

IAS 11 Construction Contracts* Revise Revise as in E32 Revised

IAS 12 Income Tax Separate revision in progress Reformatted, revision in progress

IAS 13 Current Assets and Liabilities No major options Reformatted

IAS 14 Segment Reporting No major options Reformatted, revision in progress

IAS 15 Inflation Separate revision in progress Reformatted, application optional

IAS 16 Property, Plant, and Equipment* Revise Revise as in E32 Revised

IAS 17 Leases Revise Defer revision Reformatted

IAS 18 Revenue* Revise Revise as in E32 Revised

IAS 19 Retirement Benefits* Revise Revise as in E32 Revised

IAS 20 Government Grants No major options Reformatted

IAS 21 Currency Translation™ Revise Revise as in E32 Revised

IAS 22 Business Combinations* Revise Revise as in E32 Revised

IAS 23 Borrowing Costs* Revise Revise but reconsider ~ Revised

IAS 24 Related Party Transactions No major options Reformatted

IAS 25 Investments Revise Defer revision Reformatted, revision suspended

IAS 26 Retirement Benefit Funds
IAS 27 Consolidation

IAS 28 Associates

IAS 29 Hyperinflation
IAS 30 Disclosure by Banks
IAS 31 Joint Ventures

Not yet approved
Not yet approved
Not yet approved
Not yet approved
Not yet approved

Excluded as too recent
Excluded as too recent
Excluded as too recent

Not yet approved
Not yet approved
Not yet approved

Reformatted
Reformatted
Reformatted
Reformatted
Reformatted
Reformatted

* The package of ten standards revised as part of the Improvements project.
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thirteenth standard, IAS 5, Information to be Disclosed in Financial Statements,
would not be changed because it included significant options, but in order to
introduce the reconciliation requirement, applying to all standards with allowed
alternative treatments.

In all, E32 dealt with twenty-nine situations where the standards allowed a
choice between two or more alternatives. In fourteen situations, E32 proposed
to leave a choice between a preferred and an allowed alternative treatment, and
in fifteen situations it proposed a single treatment. Inevitably, given the number
of topics involved, there had been many differences of opinion within the board
on individual issues. Some of the options nominated for elimination were still
widely used in some countries, or had been inserted as hard-won compromises in
the IASC’s original standards. These included the option to choose the completed
contract method for the recognition of revenue on all construction contracts and
transactions involving the rendering of services (IAS 11 and 18), the deferral of
foreign exchange gains and losses on long-term monetary items (IAS 21), charging
goodwill directly to equity (IAS 22), and taking changes in the market value of
current investments directly to equity (IAS 25). In some cases, E32 did not merely
propose to eliminate options but also proposed restrictions on the remaining
options. The most conspicuous instance of this was the insertion of a maximum
amortization period for goodwill. IAS 22 had merely required that goodwill be
amortized over its useful life. E32, in line with the Fourth Directive, now proposed
a default amortization period of five years, to be extended to a maximum of twenty
years if a longer period was justified.!'®

But despite the significant potential for disagreement, and the serious debate
on many issues, E32 was approved unanimously for publication.!'? Looking back,
steering committee Chairman Ralph Walters said:

I am so proud of the performance of the Steering Committee and the Board. The Com-
mittee met just four times for a total of eight days, and just 20 months elapsed from the
approval of the idea to approval for public exposure. It's most significant to note that no
single member of the Steering Committee and no member of the IASC Board agreed with
all the proposals, yet each member of the Committee and all 13 countries represented on
the TASC voted to approve the ED. We all realized that in order to harmonize each must
sacrifice for the greater good of all.'?

The board realized that, with E32, it would send an important signal to the world
that it intended to seek a new and more significant role for itself. If possible, the
signal should be free from the noise of dissenting opinions.!?!

9.3.2. The IASC Seeks the Limelight with E32

Before the start of the Comparability project, public interest in the IASC was
flagging somewhat. As documented in Chapter 5, the number of responses to
exposure drafts had declined after the first standards of the mid-1970s. While
some exposure drafts, like that on leasing, attracted somewhat wider attention, the
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response on others had been limited. The publication of the draft Framework had
rekindled some interest in wider circles, but by and large the IASC’s discussion
papers circulated within a comparatively narrow group in which the member
bodies dominated. With E32, the IASC made a determined and successful effort
to attract the attention of a wider audience, in particular financial executives. The
publicity surrounding E32 was carefully planned, and much energy was invested
in providing information and encouraging debate.

Another reason to pay careful attention to publicity was that E32, with fifty
A4-pages, was a complex document, far longer than any of the IASC’s preceding
A5-booklets. There was a risk that the message about the IASC’s new strategy
might be obscured, and the response rate lowered, if the world were to get the
impression that all the IASC had to offer was a mass of accounting detail. At the
request of the steering committee, Cairns approached two academics, Christopher
Napier and Michael Bromwich, of the London School of Economics, to comment
on the clarity and consistency of the draft.'?> Moreover, a firm of public relations
consultants was retained to advise on the format and style of the exposure draft,
its distribution, and the media strategy.

While the Comparability steering committee was at work, the IASC board
members and staff already tried to draw attention to the venture in speeches,
articles, and in the IASC’s first published annual report, for 1987.'% In January
1989, when E32 was published, the effort to reach out was intensified. Hundreds
of ‘key people’ in a number of countries, particularly the members of the boards of
directors of listed companies, were identified with the help of the member bodies,
and copies of E32 were sent to them.'?* JASC News was restyled with higher quality
paper and a more professional layout. David Cairns embarked on a series of trips
taking him all over the world to give speeches and discuss E32 with a wide range
of audiences. These included stock exchanges, national standard setters, member
bodies, and financial executives institutes, as well as multinational bodies such
as the OECD and the European Commission. IASC Chairman Georges Barthes,
Ralph Walters, and other members of the Comparability steering committee did
their part in this extensive round of consultations.'?

9.3.3. From E32 to the Statement of Intent

In terms of attracting attention, the publicity surrounding E32 was highly success-
ful. The volume of comment letters received greatly exceeded the previous record
set by E3, on consolidated financial statements, in 1975.'26 The IASC staff was
overwhelmed by the response, even though two audit firms had made extra staff
available to assist in reviewing the letters. Cairns warned the steering committee
that it might not be possible to review the letters with the customary care.!?” As
will be seen, this was but one element of concern over the IASC’s ‘due process’ that
emerged in the course of the Comparability and Improvements projects.

In all, over 160 comment letters were received, including forty-one from
member bodies and accountancy firms, forty-nine from individual enterprises,
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seventeen from industry associations and financial executives institutes, and
the remainder from stock exchanges, regulators, professional associations, and
individuals.!?® To the IASC, this marked a real turning point, as it had succeeded
in attracting the serious attention of the business world.'?’

With E32, the IASC embarked upon a new policy of publishing the comment
letters it received. The steering committee had proposed that the IASC publish
a summary of the responses. Reacting to some of the due process concerns, the
steering committee argued that this would ‘help demonstrate the efforts that the
Board has undertaken and the difficulties that it has faced’!*® In July 1990, the
board decided to go one step further by making photocopies of the responses
available, to the extent that the respondents gave their permission. The board also
agreed that a similar policy would be followed with future exposure drafts.!*!

9.3.3.1. General Nature of the Reactions to E32

In general, the IASC’s intention to reduce the number of options in its standards
was favourably received, and agreement on the objective of greater comparability
was ‘virtually unanimous’.!*?

Nevertheless, there were some critical comments on this basic level as well,
notably from the Netherlands and Japan. Both the Dutch standard setter, the
Council on Annual Reporting, and the Japanese Institute of Certified Public
Accountants questioned what they saw as the overriding priority given to com-
parability in E32. They argued that fair presentation, taking into account the
circumstances of the individual enterprise, or specific national environments,
should be the paramount consideration. Both organizations warned that enforced
uniformity of method does not necessarily yield comparability.'*?

Obviously, respondents who agreed with the general approach of E32 could
still find fault with the board’s choices on individual issues, and many, often
conflicting, comments of this nature were received. These might take the form
of a general unease that E32 seemed to be biased in favour of Anglo-American
options, or against Continental European traditions.!** However, as responses
from the Anglo-American world outnumbered those from Continental Europe
by four to one, this opinion was expressed by a minority of respondents only.!*
To the extent that respondents from the English-speaking world commented on
the general drift of the proposals, a recurring complaint was that E32 gave too
much weight to the status quo. The apparent low priority given to the IASC’s own
Framework in deciding on preferred or alternative treatments also came in for
substantial criticism.

9.3.3.2. Charting the Way Forward

By July 1989, six months after the publication of E32, the IASC had committed
itself in public to taking the next step in the Comparability project by June
1990. However, it had not yet specified clearly what that step would be.!*® As the
deadline for comment letters had been extended from 30 September to, in effect,
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the end of 1989, it had to make up its mind under considerable time pressure.
E32 (paragraph 9) had suggested that the board might proceed to reissue revised
standards on the basis of E32 and the comments received, without re-exposure.
This raised a considerable volume of criticism and due process concerns, both in
the comment letters and during the various visits and conferences attended by
IASC representatives during 1989. From several quarters, it was pointed out that
there had been no preliminary exposure draft, that it was improper to approve
changes on so many issues in one package, and that E32 did not show the pro-
posed changes to the explanation sections of the affected standards. The IASC was
therefore asked to re-expose all of the standards affected by E32.1%7

During 1989 and into 1990, several ways forward were discussed in the board.
One possibility was to implement E32 by issuing an international accounting
standard on ‘Financial Statements of Multinationally Listed Enterprises. This
would leave the extant standards intact but would specify which options from
these standards had to be chosen by enterprises with international listings.'*®
Another option, favoured by some board members, was to issue an ‘TAS 32’, that is,
a standard modelled after E32 which would be directly binding on all enterprises.
In the end, the board followed the preference of the steering committee, which
advocated issuing a ‘statement of amendments’ This would list all agreed amend-
ments of the standards as a package. It would be binding on the board in revising
the affected standards, but, until the standards were revised, reporting companies
would not need to take the amendments into account in order to report in con-
formity with the IASC’s standards."*® The discussion on how to proceed with the
Comparability project was complicated by the fact that the board wished to recon-
sider some issues in E32. Moreover, the board began to realize that an endorse-
ment by IOSCO would require more changes to the standards than envisaged
by E32, and that for these additional changes some form of exposure would be
required.!4

It was not until March 1990 that the board finally agreed on the procedure to be
followed.'! At its next meeting, in June, it accordingly approved for publication
the Statement of Intent: Comparability of Financial Statements. This was a docu-
ment showing how the IASC meant to deal with the twenty-nine options covered
by E32. For most options, the Statement of Intent confirmed the position in E32.
On some, it indicated a new tentative position by the board, and in some cases it
announced that the matter was being deferred for later consideration. Except for
these latter cases, the Statement of Intent announced that exposure drafts would be
issued for all standards affected by E32, and that the board considered itself bound
by the position taken in the Statement of Intent if this confirmed the position
of E32. In other words, the exposure of the draft standards was not meant to
reopen the debate on the decisions confirmed by the Statement of Intent. Expo-
sure would allow the IASC to make additional changes which were considered
necessary to improve the standards to a level acceptable to IOSCO. Any revisions
would take effect only when the standards themselves were revised. The State-
ment was silent on whether or not the revised standards would be voted on as a
package.
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9.3.3.3. The IASC Changes Its Position on Some of the E32 Issues

As might be expected, several of the E32 proposals attracted widespread disap-
proval. Generally speaking, the IASC did not allow itself to be swayed from its
chosen course by these criticisms. It acted in line with the advice given by Morley
Carscallen, a member of the Canadian delegation to the IASC from 1976 to 1979.
Recalling the IASC’s earlier days, Carscallen wrote to the board on E32: ‘“There
will be comments that the proposed approach will discourage enterprises from
attempting to comply with International Accounting Standards and thus be a Bad
Thing. I suggest you ignore such comments. .. .I think that the IASC has done
well, and is certainly past the stage when it has to consider making its standards
acceptable by trying to keep everybody happy. 42

In particular, the proposal to eliminate the direct charging of goodwill to equity
drew strong dissents from many respondents from Continental Europe and the
United Kingdom, where it was accepted practice.'*> Of all the E32 proposals,
this was probably the one with the greatest potential impact on reported profits.
As Carscallen predicted, several companies threatened or hinted that this would
prevent them from adopting or continuing to use IASC standards.'** But within
the steering committee and the board there was general support for requiring the
capitalization of goodwill, although there was much ‘wringing of hands’ over the
appropriate length of the amortization period.!* In the end, the position of E32
was maintained (a five-year amortization period, unless a longer period can be
justified, but never more than twenty years).

Similarly, the IASC maintained the position of E32 on most other issues. But
there were some where it either deferred a decision or changed its position.

On leasing, there was considerable opposition from the United Kingdom,
focused on the somewhat specific point of recognition of finance income by
lessors. This had already been a point of UK concern when IAS 17 was approved
in 1982. The board still found the issue difficult to grasp, and it agreed to defer a
conclusion until further study could be made.!*® Similarly, there was opposition,
particularly from the banking and insurance sector, on the proposals for IAS
25, Accounting for Investments. By early 1990, the IASC’s project on financial
instruments was well on its way. The board was aware that this was going to cover
not just ‘new’ financial instruments, but also the more traditional investments
covered by IAS 25.147 It therefore made sense to postpone a decision on revising
IAS 25 until the completion of the financial instruments project, which at that
time was expected to happen within a few years (see Section 11.5.1).

There were three issues on which the IASC changed its position between E32
and the Statement of Intent. With all three the effect was to restrict the options
open to enterprises even further. The most controversial decision was made on
LIFO. The board proposed in the Statement of Intent to eliminate LIFO altogether,
while in E32 it had been an allowed alternative. LIFO had already been contro-
versial when the original IAS 2 was prepared. The method was seen by many as
conceptually unsound, and its acceptance in IAS 2 was perceived as a concession to
the United States, where the acceptability of LIFO for tax purposes was conditional
on its application in the financial statements (see Section 5.5.1). Similar reactions
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were received on E32. Hence, the secretariat had concluded in its summary of
comment letters on E32 that the reactions justified the elimination of LIFO. This
proposal was carried by a vote of four to three in the Comparability steering
committee.!*® However, the secretariat may have overstated the case somewhat.
Paul Cherry, one of the IOSCO observers on the steering committee had advised
in favour of eliminating LIFO. Yet he began to waver after a second reading of the
comment letters had revealed to him that ‘Support for LIFO is more widespread
geographically than I thought and may well increase.'*’ There were in fact only
about twenty comment letters that were unambiguously critical of LIFO, and one-
third of these expressed a willingness to accept that the United States might have
to be accommodated. Almost half of the letters that were critical of LIFO came
from Australia, and all but a few of the remainder came from English-speaking
countries other than the United States.!® In contrast, about ten responses from
the United States, Germany, and Japan argued that LIFO and FIFO should be seen
as equally valid alternatives. Most other US respondents did not raise the issue
and appeared to be content with the fact that E32 recognized LIFO as an allowed
alternative. In all, it could hardly be said that the comment letters showed that
there was a strong call for the abolition of LIFO. Nonetheless, the board decided to
propose the elimination of LIFO, even though a significant number of delegations
had misgivings. In a March 1990 straw poll in the board, the proposal was carried
by seven votes to five.!>!

The other two points on which the Statement of Intent differed from E32
were less controversial, at least in the board. On IAS 9, Accounting for Research
and Development Costs, and IAS 23, Capitalisation of Borrowing Costs, E32 had
proposed immediate expensing—of development costs and borrowing costs,
respectively—as the preferred treatment, with recognition as assets allowed as
alternative treatment for qualifying items. On both issues, the board was attacked
from two sides. From the more principled side it was argued that this recommen-
dation was inconsistent with the IASC’s own Framework, and that a conceptually
sound approach would be not merely to allow but to require capitalization if
an item met the relevant conditions. From the pragmatic side, the proposal was
criticized by enterprises with high levels of development cost or high levels of
investment in self-constructed assets.!>> As criticism on both counts was not
restricted to particular geographical areas, and as the conceptual arguments were
not easy to ignore, the board changed its position. But whereas many respon-
dents had merely wanted a reversal of the preferred and alternative treatments,
the steering committee and the board went further by eliminating the option of
immediately expensing items that qualified for recognition as assets.!**

9.3.3.4. Other Changes in the Statement of Intent

E32 would require companies using an allowed alternative treatment to disclose
the difference between the preferred and alternative treatments for the affected
balance sheet and income statement items. That this point was untenable became
clear during the extensive consultations on E32 which the IASC organized around
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the world during 1989. It was also made clear by the comment letters.!>* During
the October 1989 board meeting, several delegations including the Dutch, the Ger-
mans, and the French reported strong opposition in their countries to reconcilia-
tion. Moreover, it was argued that reconciliation was really a matter for securities
market regulators, not standard setters. The IOSCO representatives agreed. They
pointed out that IOSCO’s members, when and if I[OSCO were to endorse the
IASC’s standards, could themselves require reconciliation if the preferred treat-
ments were not used.'> Having the reconciliation requirement in the standard
itself would be helpful, but ‘If. . . the reconciliation in E32 hinders its acceptance,
IOSCO would not be concerned if it was dropped provided IASC identified the
benchmark treatments.!>® With this encouragement, the board agreed in March
1990 to eliminate the reconciliation requirement.!*”

Many respondents to E32 took issue with the ‘preferred treatment’/‘allowed
alternative treatment’ wording. The statement in E32 that the preferred treatments
were not necessarily better than the alternatives was not always understood or
accepted. Some companies complained that their practices would be stigmatized
as second-rate, and other respondents argued that many of the preferred treat-
ments were not better.'*® Responding to Cairns’ suggestion, the board decided in
March 1990 to revert to the word benchmark, as had been advocated by Walters
at the start of the Comparability project.'>

As a result of the various changes made to the E32 proposals, the Statement of
Intent was not approved unanimously, as E32 had been. The Italian, Japanese, and
Korean delegations voted against, or abstained. As will be seen, this proved to be a
signal of further difficulties ahead.

9.3.4. Start of the Improvements Project

In the early stages of the Comparability project, many within the IASC believed
that eliminating most of the options from the existing standards would be suffi-
cient to make them acceptable to IOSCO. Yet, as the project progressed, as the con-
tacts with IOSCO and individual securities regulators intensified, and as IOSCO’s
own views on the subject began to be better articulated, it became clear that
completing the Comparability project would not be enough to persuade IOSCO
to accept the IASC’s standards. A particularly clear signal came from IOSCO’s
Annual Conference in November 1988 (see Section 10.4). A resolution was passed
encouraging the IASC ‘to pursue its project to eliminate accounting alternatives
and to ensure that its standards are sufficiently detailed and complete, contain
adequate disclosure requirements, and are prepared with a visible commitment to
the needs of users of financial statements’.!®®

Taking this and other signals into account, not least those emanating from the
SEC, the IASC discussed its work programme in depth during the board meeting
of April 1989 in Brussels.'! Based on a lengthy paper by David Cairns, the board
agreed that it had to do three things. Firstly, it had to implement the Comparability
proposals. Secondly, taking its cue from the IOSCO resolution, it had to improve
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all of the existing standards, not just those affected by E32, to ensure that they were
‘sufficiently detailed and complete and contain adequate disclosure requirements’.
Finally, it had to fill the major gaps by addressing issues not yet covered by the
set of IASC Standards.'®? The board agreed to entrust the first two tasks to a new
steering committee. This project became known as the ‘Improvements’ project,
which is discussed in this chapter. The attempt to fill the remaining gaps in the set
of standards dominated the IASC’s technical agenda during the remainder of the
1990s. The resulting new standards are discussed in Chapter 11.

Although it was agreed in April 1989 that the Improvements project was to
be completed by the end of 1992, the steering committee did not actually begin
its work until September 1990, that is, after the publication of the Statement of
Intent.'®®> Ralph Walters was to chair the Improvements steering committee, but
the chairmanship passed instead to Paul Cherry (Canada) well before September
1990. Cherry had by then returned to Coopers & Lybrand from the OSC and
had become a member of the Canadian IASC delegation. Apart from Cherry, the
steering committee consisted of Tadaaki Tokunaga and Etsuo Sawa (Japan), Fouad
Alaeddin (Jordan), Johan van Helleman (the Netherlands), and Ron Paterson
(United Kingdom), as well as their technical advisers. IOSCO was represented
by a large contingent of up to five observers. The European Commission, which
had not had an observer on the Comparability steering committee, was also
represented.'®*

9.3.5. Scope of the Improvements Project

In November 1990, the board discussed and agreed the Improvements commit-
tee’s ambitious work programme.!® Its most straightforward task was to imple-
ment the changes envisaged in the Statement of Intent. Its second, and more
difficult, task was to reconsider all standards and, where necessary, to clarify and
expand the implementation guidance provided by the standard, ‘so that different
enterprises applying the Standard achieve substantially similar accounting results
for like transactions and events. This was one of IOSCO’s major concerns, but,
being essentially open-ended, it was not easy to deal with. Finally, the steering
committee was asked to revise all standards in terms of format and style in order to
eliminate inconsistencies and to bring the standards in line with the wording used
in the Framework. The style revision was also intended to eliminate the remnants
of the IASC’s previous, more circumspect approach. Wording such as ‘desirable’
and ‘commonly used’ were to be replaced by clear prescriptions.

In November 1990, the board agreed to revise nineteen standards before April
1993. The other extant standards were either very recent (such as IAS 29), not
directly relevant for companies with multinational listings (such as IAS 26 on
retirement benefit plans), or would be dealt with in due course, for instance as
part of the financial instruments project (IAS 25, on investments). To complete
the revision of nineteen standards, including an exposure draft stage for each
standard, in the course of seven board meetings between February 1991 and
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April 1993 was a huge challenge. The steering committee’s work plan envisaged
several board meetings during which no fewer than seven exposure drafts or final
standards had to be debated and, more critically, approved. It soon became clear
that this was impossible. In January 1991, Cairns informed the board that ‘The
amount and complexity of the work on the Improvements project is far greater
than expected, and that revisions of all standards would ‘take much longer than
we originally envisaged. Staff work on all projects other than Improvements was
suspended, with the exception of financial instruments, where the staff work was
being done by the CICA."% Still, the Improvements project quickly fell far behind
the original schedule, prompting repeated changes in the timetable.!®” Revision of
the standards not covered by the Statement of Intent was first postponed, and then
removed from the scope of the Improvements project altogether. Ultimately, the
project was limited to revising ten standards covered by the Statement of Intent,
and the IASC had to work very hard just to complete this smaller task by the end
of 1993.

9.3.6. Closing the ‘Package’

The TASC had dealt with E32 and the Statement of Intent as a package. Chairman
Wyatt in particular had insisted on this approach, and it turned out to be vital.!®®
In this way, the delegations disciplined themselves to make the concessions on
individual standards that were necessary to achieve a significant reduction of
options. The same logic required that the final revised standards should also
be approved as a package. However, given that three issues were left open for
reconsideration by the Statement of Intent, the board had to decide at some point
what the package exactly contained by taking a final position on each of these
issues.'®?

Between February 1991 and March 1992, the board approved and issued expo-
sure drafts for eight of the ten standards affected by the Statement of Intent. All,
including the three exposure drafts dealing with the issues to be reconsidered, were
in agreement with the positions in the Statement of Intent. However, at the June
1992 meeting it became clear that the standards on inventories and borrowing
costs were running into difficulties. The reservations about these standards shared
by the German, Italian, Japanese, and Korean delegations began to coalesce into
serious opposition. The four delegations came from countries where prudence in
accounting was traditionally valued, not least because of links between financial
reporting and taxation.

The board had been aware of these reservations, but the voting pattern so far
had shown that these delegations were, as all other delegations, to some extent
prepared to put their objections aside in the light of the overall objectives of
the Comparability and Improvements projects. Italy, Japan, and Korea had voted
against the Statement of Intent, or had abstained, for reasons related to the three
reconsidered standards. Korea and Japan had voted against the exposure draft
on inventories (E38). One delegation, probably Japan, voted against the exposure
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draft on interest costs (E39). In the case of development costs (E37) the vote had
been unanimous. Germany—where LIFO had become generally acceptable for tax
purposes only as recently as 1990—had confined itself to stating its objections, but
had voted in favour in all cases.!”

However, in April 1992 it suddenly became known that IOSCO favoured the
retention of LIFO (see Section 10.7), which probably encouraged the four delega-
tions.!”! In June 1992, preliminary votes showed that the standards on inventories
and borrowing costs could not count on the required number of eleven votes
of fourteen.!”? Therefore, at its next meeting in October 1992, the board had to
reconsider the Improvements package.

Because of what was at stake, and because of the uncertainty of the vote, the
October 1992 board meeting was awaited with some suspense.'”® Particularly in
the case of LIFO, the position of the US delegation was watched with some interest.
It was well known that, in the United States, LIFO had similar tax consequences
as in Germany. Even though the US delegation to the IASC had not indicated that
it would vote against the abolition of LIFO, not everyone was prepared to predict
confidently that it would indeed acquiesce in its removal as an option. In March
1992, FASB Chairman Beresford had pointed out that doing away with LIFO
‘would be devastating to the U.S. ... Particularly in the United States, companies
may decide that harmonization isn’t worth the costs of losing LIFO tax benefits.
As the IASC needed the votes of all but three of its members to issue a standard,
Beresford predicted that “They will have a hard time doing away with LIFO.!7* The
AICPA, in its comment letter on E38, had written that it had been unable to reach
a consensus on whether the final standard should prohibit LIFO, and it confined
itself to noting the ‘considerable implementation difficulties for United States
companies’ that would result from such a prohibition.!”> The financial analysts’
delegation supported the elimination of LIFO but observed that this was against
the wishes of US financial analysts, who believed that earnings based on LIFO were
more useful for predicting cash flows.!”®

At the October board meeting, though, it was not the US but the German
delegation which joined forces with the Italian, Japanese, and Korean delegations
to block the abolition of LIFO. The German position was not only that taxes
were an issue, but also that the required disclosure of the difference between
the LIFO effects and the benchmark treatment meant that, from an investor
point of view, there was no urgent reason for eliminating LIFO. Moreover,
there was a more general feeling of disaffection in the German delegation that
E32 and the Statement of Intent showed a one-sided disposition in favour of
Anglo-American accounting practices.!”” It is possible to question this view, for
instance in the light of utterances by FASB Chairman Dennis Beresford that
E32 would, for the first time, establish international standards that conflicted
significantly with US standards.!”® But what mattered was the perception, and
this led the German delegation to seize the opportunity and to help in the forma-
tion of a blocking coalition. As a result, the board approved, in October 1992,
a revised version of IAS 2, which gave LIFO the status of allowed alternative
treatment.
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The backtracking on LIFO was highly visible because it was a well-known
and clear-cut issue, with the added interest of the unusual US position. But it
differed in degree rather than kind from the IASC’s decisions on capitalizing
borrowing and development costs. At the same October 1992 board meeting, it
became clear that there was also insufficient support for eliminating the option of
immediately expensing borrowing costs. A revised version of IAS 23, Borrowing
Costs, was therefore approved. It identified immediate expensing of all borrowing
costs as the benchmark treatment and capitalization of qualifying costs as allowed
alternative. This was directly opposite to the position in the Statement of Intent,
which had proposed the elimination of immediate expensing as an option. But,
unlike LIFO, there was intermediate ground between the two positions. Before
it agreed to the final position in October 1992, the board had already agreed in
June that the criteria for ‘qualifying costs’ should be modified to emphasize that
capitalization would be exceptional.!”® As on LIFO, Germany and Japan supported
the proposed move away from capitalization, because it would be more in line with
their domestic practices. This time, they received support from the delegations
of the Nordic Federation and the United Kingdom. The United States opposed
the proposal because it would maintain the free choice on capitalization in
IAS 23.1%

Even less conspicuous was the way the IASC dealt with capitalization of devel-
opment costs. On this issue, the IASC ostensibly maintained the position of the
Statement of Intent. IAS 9 (revised), Research and Development Costs, required
the capitalization of development costs meeting certain criteria. Germany, which
opposed capitalization on the grounds that this was not prudent, felt free to agree
with the standard because it had helped to ensure that the criteria were sufficiently
strict.!®! It could be argued that, in essence, reporting enterprises still had a largely
free choice, as they had under the previous version of IAS 9. It was, after all, up
to the reporting company to make and support the claim that the criteria for
capitalization had been met.

Formally, the board agreed in October to revise the package of changes listed in
the Statement of Intent on LIFO and borrowing costs, and then recommitted itself
to the revised package. This time, the United Kingdom voted against, because of
the retention of LIFO.!32 The board also agreed that all of the ten standards would
need eleven votes in favour, and would not come into effect until all ten would be
approved.!®

In a way, the dealings over E37, E38, and E39 were simply a continuation of the
IASC’s tradition of compromising and adjusting to obtain the necessary support.
But there was a certain symbolic quality about the three standards that made it
more than business as usual. Because the three standards had been singled out as
a group in the Statement of Intent, because the discussions on all three came to
a head in the same board meeting of October 1992, in Chicago, and because the
nucleus of opposition was in all three cases formed within the same group of non—
English-speaking countries, it was easy to see the decisions on the three standards
as a significant turning point. As the German delegate, Heinz Kleekdmper, put it,
Germany and ‘a small group of allies’ had ‘succeeded one last time’ to ‘save LIFO’
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and stem the tide on capitalization of development and borrowing costs. But he
knew that, already with the publication of E32, “The power of the fact, that is, the
comfortable Anglo-Saxon majority in the places where the decisions are made,
had won the battle!8

9.3.7. The Ten Revised Standards

The Improvements project was completed in November 1993, when the last of
the ten revised standards was approved and the package was put to a final vote.
In this final vote, the Japanese delegation voted against. It emphasized, however,
its support for the revised standards, and it pledged once more to use its best
endeavours to ensure that published financial statements conform with these
standards.'® The ten revised standards were IAS 2 (inventories), IAS 8 (unusual
and prior period items and changes in accounting policies), IAS 9 (research and
development costs), IAS 11 (construction contracts), IAS 16 (property, plant,
and equipment), IAS 18 (revenue recognition), IAS 19 (retirement benefit costs),
IAS 21 (foreign exchange rate changes), IAS 22 (business combinations), and
IAS 23 (borrowing costs).

The main changes, of course, were the elimination of options, or the desig-
nation of some options as allowed alternative treatments, in line with the posi-
tions in the Statement of Intent, as modified by board’s decisions of October
1992. Another significant change, called for by IOSCO, was an expansion of the
disclosure requirements included in the standards. In addition, the format of
the standards had been revised. Until then, the IASC’s standards had consisted
of two separate sections: an ‘explanation’ section in normal type, containing
definitions, background material, and sometimes implementation guidance, fol-
lowed by the ‘standard’ section in bold type. In the new format, the distinction
between the boldfaced standard and explanation was retained, but the explana-
tory material was now printed directly behind the corresponding boldfaced
paragraphs.

The explanatory material was expanded to include guidance on a range of issues
that had not been dealt with by the original standards. For instance, IAS 21, The
Effects of Changes in Foreign Exchange Rates, now dealt with the treatment of
goodwill arising on the acquisition of foreign entities, and 1AS 22, Business Com-
binations, now discussed the treatment of stepwise acquisitions. Many of these
additions had been suggested by the IOSCO representatives on the Improvements
steering committee.'3® Some had a European origin, such as the requirement to
reverse the write-down of inventory to net realizable value when the net realizable
value subsequently increases.'®” However, because all these additions were printed
in normal rather than bold type, differences of view concerning their status
could persist. IOSCO, and the SEC in particular, insisted that compliance with
IASC standards included compliance with both the ‘grey-lettered” and the ‘black-
lettered’ sections, a point of view shared by the IASC staff, whereas several delega-
tions assumed a difference in status between the two.'3 The IASC refrained from
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mentioning the difference in type in its Preface to Statements of International
Accounting Standards. Users of the standards continued to express uncertainty
over the significance of the distinction until the dissolution of the IASC.'%’

During 1994, the IASC reformatted its remaining standards, not covered by the
Improvements project. This was a limited operation to ensure that all standards
followed the same style of boldfaced paragraphs interspersed with explanations
and further guidance in normal type. Cairns sternly warned the board members
that they should resist any temptation to ‘tinkering’ with the substance of the
standards on this occasion.!”

Mainly because of an expansion of the explanatory material and the inclu-
sion of appendices with illustrative examples, the total length of the ten revised
standards increased by 70 per cent compared to their predecessors.!®! Whether
that provided enough implementation guidance to satisfy IOSCO was an open
question. In 1991, Brigid Curran, the IASC’s technical director, had summarized
the key difficulty of the Improvements project for the benefit of the board: ‘Tt is
impossible to know when to cease work on an amendment of a Standard since
we have been formally advised by IOSCO that the adoption of International
Accounting Standards requires a certain quality to be attained. Unfortunately,
there remains significant ambiguity as to what quality is necessary.'*? The IOSCO
representatives, particularly those from North America, were respected for their
technical expertise, and their views on what would be acceptable to the securities
regulators in their countries could not be dismissed lightly. Yet there was awareness
within the IASC that, in the end, they were speaking on a personal basis rather
than with clear instructions from IOSCO.'*?

9.3.8. Muted Reactions to the Completion of the Improvements Project

For a project that, together with the Comparability project, had been at the centre
of the IASC’s activities for almost seven years, the end of the Improvements project
was announced by the IASC in a rather low-key fashion. The December 1993 issue
of IASC Insight, which was published after the final approval of the package of ten
revised standards, briefly mentioned the completion of the project on page 2 in the
list of items dealt with at the last board meeting, and again on page 8 in a matter-
of-fact statement preceding a summary of the last two standards to be approved.!**
Nor did the professional press devote extensive coverage to the completion of
the project. It was duly reported but hardly with the sense that a milestone had
been reached.!” By late 1993 and early 1994, it was widely realized that it was
not so much the completion of the Improvements project that was decisive, but
IOSCO’s endorsement of the IASC’s standards, and that the latter was by no means
guaranteed by the former.!?® Nevertheless, Arthur Wyatt had been right when, as
IASC chairman-designate, he had written in 1989 that the Comparability project
‘will likely come to be seen as the watershed event in the history of the IASC’.'”
But it was the beginning rather than the end of the project that marked the turning
point.
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9.4. OTHER PROJECTS

The following sections discuss the IASC’s remaining projects from the late 1980s
and early 1990s that were not directly related to the Comparability and Improve-
ments projects.

9.4.1. Cash Flow Statements: The Revision of IAS 7

As shown in Section 9.2.1, the IASC had seen no need in 1985 to revise IAS 7,
Statement of Changes in Financial Position. However, during the Comparability
project it changed its view. When the Comparability steering committee deter-
mined its position on each of the substantial options in the extant standards, it
found that IAS 7 was essentially a single large option. The key phrase of that
standard (paragraph 22) read: ‘Each enterprise or group of enterprises should
adopt the form of presentation for the statement of changes in financial position
which is most informative in the circumstances. While this degree of flexibility
might have been acceptable to the board as late as 1985, in the new perspective
of the Comparability project it was decidedly anachronistic. The Comparability
committee advised the board that IAS 7 should be dealt with, but also indicated
that it could not do so itself. The removal of this option would require a com-
plete rewriting of the standard, which was not an appropriate task for a steering
committee charged solely with identifying options for removal.!?

Hence, the board set up a separate steering committee for the revision of IAS 7
in April 1989, chaired by Peter Wilmot (South Africa).!”” An exposure draft, E36,
was soon agreed (February 1991, with publication following in July), and a revised
standard was unanimously approved in October 1992.2%

Since the publication of the original IAS 7 in 1977, there had been a move-
ment, particularly in the English-speaking countries, away from a statement of
changes in financial position (or statement of sources and application of funds)
based on working capital, and towards a statement based on cash flows.2’! The
most prominent, although not the first, milestone in this movement was FAS 95,
Statement of Cash Flows (November 1987).2°2 FAS 95 introduced a cash-based
rather than a working-capital-based statement, as well as a division of the state-
ment into sections on cash flows from operating, investing, and financing activ-
ities. By the early 1990s, comparable cash-based standards were issued or in
preparation in other countries as well. Like FAS 95, the revised IAS 7 prescribed a
cash flow statement based on cash and cash equivalents, with the same tripartite
classification. Beyond these main features, different views continued to be held.
This was true within countries, as shown for instance by the fact that FAS 95
allowed a choice between the direct and indirect methods of presenting operating
cash flows. Between countries, there were differences on the type of activity with
which dividends paid should be classified. IAS 7 reflected these differences by
allowing enterprises a choice on several of these issues. Apart from these options,
IAS 7 contained unambiguous guidance on many points. In this respect, it was
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radically different from the original IAS 7, and was a good example of the way
the TASC was changing. That IAS 7 (revised) was a much more rigorous standard
than its predecessor, and in fact rather close to FAS 95, was confirmed when, in
October 1993, IAS 7 became the first of the IASC’s standards to be endorsed by
IOSCO for use by internationally listed companies (see Section 10.8.4).

9.4.2. Developing Country Issues

Almost from its inception, the IASC was criticized for issuing standards with-
out regard for the needs of the developing world. The criticism was somewhat
inappropriate, because in practice developing countries were more eager to adopt
the IASC’s standards than the developed countries represented on the board. The
criticism nonetheless resurfaced periodically. In this section, two of the IASC’s
responses are discussed: first, its standard on financial reporting in hyperinflation-
ary economies (IAS 29), and, second, its aborted project on the reporting needs of
developing and newly industrialized countries.

9.4.2.1. IAS 29: Hyperinflation

The TASC board decided in October 1983 to add a project on ‘accounting in
high inflation economies’ to its agenda. It did so in response to requests from
developing countries, particularly from Latin America.?®> During the course of
the project, the World Bank also expressed a strong interest, as the Bank was
under some pressure to provide guidance in this area.?* The five-member steering
committee was composed largely of countries that had experienced high inflation,
although in the case of Germany the experience was rather distant. Apart from
Wilhelm Tjaden, the German chairman, the steering committee included repre-
sentatives from Argentina, Israel, and Mexico. The United States was added, not
because it was experiencing high inflation, but presumably in order to ensure that
the committee could draw on the required technical expertise.?%®

The project resulted in a standard, IAS 29, Financial Reporting in Hyperinfla-
tionary Economies, which was approved for publication in April 1989. IAS 29
required that the primary financial statements of an enterprise reporting in the
currency of a hyperinflationary economy should be stated in terms of monetary
units current at the balance sheet date. To this end, the amounts for non-monetary
items in financial statements should be restated by applying a general price index.
IAS 29 also provided more specific guidance on issues such as the choice of index,
corresponding figures for prior periods, and the treatment of gains and losses on
the net monetary position.

The practical significance of IAS 29 must have varied considerably across the
developing world. In the exposure stage, it was confirmed that the approach of the
standard was in keeping with national requirements or approaches in many Latin
American countries, especially Argentina and Brazil. However, it also became clear
that several of these countries had already developed more elaborate guidance
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themselves, while it was feared that other countries would lack the expertise to
apply the rather general prescriptions of IAS 29 in practice.?’

IAS 29 was of some significance for the IASC itself in laying to rest the ghost of
its difficult and ultimately fruitless efforts on accounting for inflation. As discussed
in Section 5.7, these efforts had culminated in 1981 with the publication of IAS 15,
Information Reflecting the Effects of Changing Prices. This standard required eco-
nomically significant enterprises to provide certain minimum disclosures based
on either a current cost or a general purchasing power approach. IAS 15 reflected
an uneasy compromise among three groups: the proponents of the two main
approaches to accounting for inflation (current cost accounting and the general
purchasing power approach) and those who were not convinced that the IASC
ought to issue a standard on the issue at all. Because, at a conceptual level, there
was no clear partition separating accounting for inflation from accounting for
high inflation, the new project threatened to reopen some of the old discussions.
Indeed, some members of the board believed that the IASC should issue a revised
version of IAS 15 dealing with all levels of inflation. Others, however, pointed
out the low levels of compliance with the original IAS 15, and they warned of the
risk that international corporations would not be able to disclose compliance with
IASC standards solely because of IAS 15.27 By 1987, when the IASC was focusing
its strategy on this type of company, that must have been an unbearable prospect.
The board therefore gradually disconnected IAS 15 from what was to become IAS
29. In the end, IAS 29 contained no direct references to IAS 15, even though
the basic approach of IAS 29 was essentially identical to what was described, in
IAS 15, as the general purchasing power approach. In the title of the standard,
‘high inflation’ was replaced by ‘hyperinflation’, presumably to underscore that the
standard was applicable in the most exceptional circumstances only.?% As a result,
shortly after it had approved IAS 29, the board was free to decide in October 1989
that application of IAS 15 was no longer mandatory.

IAS 29 was clearly intended as a more peripheral element in the IASC’s collec-
tion of standards. Nevertheless, it acquired some additional significance when it
was included in the small set of IASC standards accepted by the SEC in 1994 (see
Section 10.8.7).

9.4.2.2. Reporting Needs of Developing Countries

In April 1989, the same meeting at which IAS 29 was approved, the board
agreed to set up a steering committee to undertake a ‘comprehensive review of
the financial reporting needs of developing and newly industrialized countries
and the way which IASC can help meet these needs’*®” The board appointed
Talal Abu-Ghazaleh (Jordan) as chairman of the steering committee. The other
members represented a mixture of developed and developing countries, as well
as international organizations such as the United Nations and the World Bank.2!?
R. S. Olusegun Wallace, a Nigerian academic at the University of Exeter, was hired
as an ‘International Research Fellow’ to assist the steering committee.
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On earlier occasions, Abu-Ghazaleh had shown himself ready to question the
IASC’s established ways, and the draft working programme for his steering com-
mittee reflected a similar drive to move beyond the status quo. According to
this proposal,circulated early in 1990, the committee was to deal not only with
financial reporting, but also with the organization of the accountancy profession
and with professional education in developing countries.?!! Not surprisingly, Abu
Ghazaleh’s proposal—which may not have had the full support of the steering
committee’!>—provoked considerable resistance, both in the International Fed-
eration of Accountants (IFAC) and in the TASC. It was remarked that this would
bring about the merger between IFAC and the IASC by the back door, just after the
Bishop Working Party had put an end to discussions of a merger (see Section 7.5).
Eyebrows were also raised by the proposals to set separate standards for developing
countries and to include the People’s Republic of China in the steering committee,
even though that country was a member of neither IFAC nor the IASC.?!?

In the light of reactions in IFAC and the informal comments from the IASC’s
member bodies prior to the IASC board meeting of March 1990, the draft working
programme was withdrawn. It was replaced by a proposal from the Jordanian
delegation that the IASC should take the initiative to set up an independent
advisory board on the reporting needs of developing and newly industrialized
countries. This board would be sponsored by the IASC and other organizations,
such as IFAC and the United Nations. The board would consist of the members
of the IASC steering committee, with the addition of other international organi-
zations and accountancy bodies from developing countries.?'* Although the IASC
board approved the project in principle, it was effectively put on hold indefinitely,
pending the results of consultations between IFAC and other potential sponsors.
As advised by IFAC, the IASC board decided that its own steering committee
on developing countries should meanwhile continue under its original terms of
reference.’’> Abu-Ghazaleh thereupon resigned, in June 1990, both as chairman
of the steering committee and as a member of the Jordanian delegation to the
IASC.216

The steering committee continued to function, first under Jordanian, then
under French chairmanship. But the project languished because staff resources
were withdrawn to concentrate on the Improvements project. Although a fresh
start was attempted in 1992, and the board agreed that the project had a high
priority, little progress was made.?!” In July 1993, the project was abruptly termi-
nated.

A major weakness of the project throughout its life was that many in the board
were not convinced that developing countries had reporting needs that should be
addressed by separate standards.?'® It was agreed, though, that small companies or
specific industries might have reporting needs where the IASC could play a useful
role. In this respect, the project would bear fruit later in the 1990s. In the course of
consultations with regional accountancy bodies and other organizations that arose
out of the project on financial reporting in developing countries, David Cairns
noted that there would be great support for IASC projects on agriculture and
extractive industries.?!® As is discussed in Chapter 11, these issues were taken up
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by the IASC. Nevertheless, for the rest of its life, the IASC had to endure sporadic
criticism that it ‘ignored’ the developing nations.??°

9.4.3. IAS 30: Bank Disclosures

In 1981, the IASC had decided to put on hold its project on disclosures in the
financial statements of banks, in order to await developments in the official reg-
ulation of bank accounting, particularly in the EEC (see Section 5.10). The IASC
resumed work on banking in 1984, encouraged by progress on a European Direc-
tive on financial reporting by banks.??! The European Directive was approved in
1986, and it was an important point of reference for the IASC, although, of course,
it also paid attention to best practices and regulations in countries such as the
United States and Australia.’*?

The IASC appointed a new steering committee for the revived banking project,
chaired initially by David Hobson and subsequently by Gerard Murphy, of Anglo
Irish Bank, Dublin.??* An accountant from industry, Murphy presided over the
completion of the IASC’s first industry standard. In this way, he symbolized how
the TASC in the second half of the 1980s was broadening its base beyond the
accountancy profession and was beginning to move beyond basic standards. The
Basel Committee, which in 1976 had invited the IASC to take its first steps in the
area of bank accounting, showed a strong interest during this second phase. By
1988, it had set up its own task force on accounting, one of its representatives par-
ticipated in the work of the steering committee, and in 1990 the Basel Committee
joined the IASC’s Consultative Group.?**

It took two exposure drafts (E29, approved in November 1986, and E34,
approved in April 1989) before the IASC could complete IAS 30, Disclosures in
the Financial Statements of Banks and Similar Institutions (approved in June 1990).
Although the first exposure draft was generally well received, it was felt within the
IASC that substantial revisions were in order to address concerns that national
regulations in various countries might hinder the application of the standard in
practice.??®

The most sensitive element of the standard was that it banned, in effect, secret
and hidden reserves.??® TAS 30 prevented the overstatement of liabilities, as it
required that charges for expected losses on loans in excess of specifically iden-
tified probable losses should be presented as appropriations of retained earnings
(paragraph 58). So, even though IAS 30 was ostensibly concerned with disclosure,
it did have important consequences for the determination of income.

During the 1980s and early 1990s, support for the traditional use of secret
reserves by European banks was eroding. According to the European bank
accounting Directive of 1986, EEC member states could still allow secret reserves
in the form of undervaluation of certain assets, but only within the limits pre-
scribed by the Directive.??” At the time that the IASC was completing TAS 30,
it was not clear how many member states would actually use this option, but
there were signs that only a minority, consisting of Germany, Luxembourg, and



292 IASC Fortifies Its Standards

the Netherlands, might do so. Within the IASC, the German delegation took the
position that the exception that allowed banks to form undisclosed reserves was no
longer tenable, and it voted in favour of IAS 30. This isolated the Dutch delegation
both in the board, where all other delegations voted in favour, and at home, where
the Dutch banks and many auditors wanted to retain the secret reserves or at
least to delay their abolition. In the end, the Dutch delegation abstained from
voting, but it defended the standard in public and called upon Dutch banks to
follow it.>*®

When E29, the first exposure draft on banks, was approved, the IASC board
instructed the steering committee to continue work on recognition and measure-
ment issues for banks. However, it soon became clear that these issues were insep-
arably linked to the problem of accounting for what were known as ‘new financial
instruments. When the second exposure draft, E34, was approved, the IASC had
just embarked on a financial instruments project, and it therefore decided to defer
work on recognition and measurement issues for banks. In June 2000 the IASC set
up a new steering committee to work on bank disclosures and presentation, but
this was too near the IASC’s dissolution to have any practical consequences (see
Section 11.9.2).2%°
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Raising the Stakes: The IASC Responds
to IOSCO and the SEC

At its meeting in March 1987 in Sydney, discussed below and in Chapter 9, the
IASC board took stock of its standards programme and proceeded to develop a
strategic plan. The leaders of the board were troubled that the IASC’s standards
were, for the most part, being adopted or adapted only in developing coun-
tries. The board’s standards were registering very little impact in the developed,
industrialized countries, especially in those with well-developed equity securities
markets. The leaders felt it was essential that, to have any real impact in the
developed world, the board had to establish a closer relationship with securities
market regulators, national standard setters, and major preparers. They also came
to believe, with a nudge from the US Securities and Exchange Commission (SEC),
that real progress towards international harmonization would not occur until
most of the optional treatments in the board’s standards were removed.! This
chapter shows how the International Organization of Securities Commissions
(IOSCO) occupied the centre stage in the IASC’s aims and deliberations between
1987 and 2000. A first phase in the relationship between the two organizations
ended in a difficult period during the second half of 1994. The relationship
was then set on a new footing in 1995, and a more promising phase began.
These two distinct phases are covered in Sections 10.1-10.11 and 10.12-10.21,
respectively.

10.1. THE EMERGENCE OF IOSCO

The prospects for the IASC establishing closer contact with securities market
regulators took on a new dimension on 17 July 1986, when an article and
editorial appearing in the Financial Times* disclosed the existence of a hitherto
obscure body known also as the IASC, the International Association of Securities
Commissions. The body had just begun its annual conference in Paris, which
was its first such meeting held outside the Americas. It was founded in Caracas
in 1974 as the Interamerican Conference of Securities Commissions and
Similar Organizations (Conferencia Interamericana de Comisiones de Valores y
Organizaciones Similares), and its sole activity was to hold annual conferences.
During the body’s conference in April 1983 held in Quito, Ecuador, the by-laws
were changed to adopt a new name, the International Organization of Securities
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Commissions and Similar Entities (Organizacién Internacional de Comisiones de
Valores y Entidades Similares), and it began admitting members from outside of
the Americas.® Prior to its 1986 conference, the body’s only European involvement
was the London Stock Exchange and France’s Commission des Opérations de
Bourse (COB).* The Financial Times reporter said that the body ‘has always had
the reputation of being a rather sleepy organization whose annual get-togethers
gave the opportunity for jamborees rather than jaw-boning’ and that it ‘has
traditionally been dominated’ by the SEC. But it awakened with a start in Paris.

One can only surmise that the Paris hosts in July 1986 chose the name, Inter-
national Association of Securities Commissions (IASC), for their conference as an
improvement over the cumbersome name selected in 1983, yet the by-laws were
not changed accordingly. Hence, the official name adopted in 1983 remained in
effect. In 1987, the by-laws were changed to drop the appendage, ‘and Similar
Entities’ and the body became known as I0SCO.°

On the first day of its conference in Paris, ‘Delegates agreed on a fundamental
reform of the organisation’s structures destined to turn it into a genuine inter-
national securities watchdog’® At the conference, the body agreed to establish a
permanent secretariat in Montréal. It was reported that Yves Le Portz, chairman
of the COB and also chairman of the conference, ‘has played an important part in
steering the IASC towards a more effective role’ Both SEC Chairman John S. R.
Shad and SEC Commissioner Charles C. Cox addressed the conference. Le Portz
performed a key role in energizing the body, and Shad committed the SEC to be
an active player.’

This ‘other’ IASC’s awakening occurred at a time of growing international
capital movements. Between 1980 and 1985, cross-border transactions in bonds
and equities had increased, as percentage of gross domestic product, from 9 to
35 per cent in the United States, and from 7 to 33 per cent in Germany. Although
these were seen at the time as sizeable changes, they were, as it turned out, merely
the first stirrings of a spectacular and sustained increase in cross-border invest-
ment, lasting throughout the 1980s and into 1990s. By 1997, these percentages
had become 213 and 253 per cent, respectively. Other countries registered even
larger increases.®

After seeing the Financial Times article, Secretary-General David Cairns began
making enquiries about this other IASC. On 28 July, he wrote Chairman-
Designate Georges Barthés de Ruyter that “This is an organization [with] which
we ought to have contact. He asked Barthes, based in Paris, whether he knew Le
Portz and if he could facilitate a meeting between him and Cairns.” Apparently,
this meeting did not occur.

During the latter 1980s, both the IASC and IOSCO had small secretariats and
were only beginning to make an impact. David Cairns, in London, and Paul Guy,
in Montréal, were the embodiment of their respective secretariats.'’ Both bodies
made extensive use of volunteers as members of their committees. As shown in
Chapter 6, the IASC’s some two dozen accounting standards had gained degrees of
acceptance only in a number of developing countries. Of the countries represented
on the IASC’s board, virtually none of the Anglo-American countries and only a
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few of the other developed countries were importing any of its standards into its
national accounting standards or laws.

IOSCO’s membership rose from twenty in 1983 to fifty-six in 1990 and to
seventy-three in 1995.!" The SEC was by far the most powerful regulator among
IOSCO’s members. Perhaps no other country had a securities market regulator
with a sizeable technical staff or one that was so undeviatingly attentive the setting
of, and compliance with, accounting standards.

Both the TASC and IOSCO became much more consequential in the 1990s.
By stages, the IASC intensified its standard-setting programme so as to elevate its
standards to a level of quality that might secure the endorsement of IOSCO, which,
as a practical matter, meant endorsement also by the SEC. The IASC secretariat
expanded its technical staff to achieve that aim. For its part, IOSCO received fresh
impetus and enhanced gravitas by the reorganization of its Technical Committee
in 1990 under the leadership of SEC Chairman Richard C. Breeden, which is
discussed in Section 10.6.

10.2. THE IASC ESTABLISHES CONTACT WITH
IOSCO VIA THE SEC

In August 1986, Chairman John L. Kirkpatrick and Secretary-General Cairns
spoke at a major international conference in Princeton, New Jersey, bringing
together some sixty accounting policymakers, including national standard set-
ters, from twenty-three developed and developing countries and from interna-
tional organizations such as the United Nations (UN) and the Organisation for
Economic Co-operation and Development (OECD).!? The three-day conference
would have enabled Kirkpatrick and Cairns to have useful conversations with a
wide range of individuals interested in the board’s programme or work. Following
the conference, Cairns went to Washington for an informal meeting with SEC
officials, including a chat with Commissioner Cox.

A motive behind the SEC’s interest in harmonizing international accounting
standards was expressed by Chief Accountant Clarence Sampson in a speech in
1987: ‘Are US investors deprived of investment opportunities because more strin-
gent accounting, auditing and disclosure requirements in the US act as a deterrent
to capital raising efforts of foreign issuers?’!® The standards of accounting, audit-
ing, and disclosure in other countries were also a concern to the SEC’s Division of
Enforcement.!*

En route to the board’s March 1987 meeting in Sydney, Kirkpatrick and Cairns
stopped in Washington to meet with the SEC on 11 March. Clarence Sampson,
Clarence Staubs, and Edmund Coulson, all staff members of the SEC’s Office of
the Chief Accountant, as well as Commissioner Cox, attended the meeting. After
hearing from Kirkpatrick about the recent work of the IASC, Chief Accountant
Sampson pointedly referred to the optional treatments in the IASC’s standards.
He asked whether they could be narrowed, and, if so, how fast. He asked whether
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the TASC could identify one option as a ‘reconciling method’ so that differ-
ent companies around the world could reconcile to that treatment. Cox added
that this would be better than reconciling to the requirements of one coun-
try, the evident reference being to US generally accepted accounting principles
(US GAAP). Kirkpatrick readily agreed and said that there would be an instant
reaction against such a reconciliation, and he undertook to explain the reasons
for options in the IASC standards. Staubs said that the reconciling standard
could become a common frame of reference for international capital markets.
Kirkpatrick added that the reconciling standard might be seen as the preferable
standard."®

During the meeting, Commissioner Cox said that it would be useful for the
IASC to work closely with IOSCO and participate in its meetings, as it had
begun to deal with such topics as accounting and enforcement. Such partici-
pation would, he said, enable the IASC to become acquainted with securities
market regulators from around the world and to discuss accounting problems and
related issues. He said that he would arrange for the IASC to be issued an invi-
tation to attend IOSCO’s next annual conference, in Rio de Janeiro in September
1987.1¢

A month after the meeting with the IASC, Sampson went public with his
concern about the number of options in IASC standards. In an interview with the
Bureau of National Affairs, published on 10 April 1987, Sampson said, ‘Until the
IASC reaches the point where they can have a set of standards which eliminates
most of the alternatives, I don’t think they will be accepted as an international
accounting standard body—a body of standards that [would] .. .be sufficient for
an offering anywhere in the world...and which can give you some assurance of
comparable reporting.’'’

The enquiry by the SEC chief accountant about optional treatments lent a
degree of urgency to a discussion held at a meeting the previous October of
the IASC’s Organisation and Planning Committee (OPC) about whether to
launch a project that would reduce or eliminate options in existing IASC stan-
dards. As viewed from the SEC, the IASC was seeking to be recognized as a
‘player’, but the SEC was not about to confer such recognition until its standards
were revised and strengthened; they had too many options, and they were too
general.'8

Also en route to the board’s Sydney meeting, Kirkpatrick and Cairns attended
a UN meeting in New York City and then paid a call on the Financial Accounting
Standards Board (FASB), where they ‘discussed the possibility of regular gath-
erings of standard-setters in conjunction with IASC Board meetings’ and also
‘considered ways in which IASC and the FASB could work closer together, possibly
through international task forces on emerging topics of international interest’.!”
The renewed effort to promote closer contacts with national standard setters was
beginning.

At its meeting in Sydney, the IASC board devoted a full day to devising a
strategic plan for its future work, thus building on the OPC’s discussion of the
previous October. Cairns had sent a substantial memorandum on strategy to the
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board members prior to the meeting. Also included in the agenda papers was
a memorandum written by Cairns on his and Kirkpatrick’s meeting earlier that
month at the SEC. It stated, ‘If consensus could be achieved on a single basis for
“reconciliation” the SEC would be receptive to a proposal to allow foreign com-
panies to reconcile to that standard rather than US generally accepted accounting
principles.?’ This was the carrot.

The board decided that, as it had completed ‘the substantial majority of basic
Standards, it will spend less time in developing new Standards’?! Instead, the
board accorded a ‘high priority’ to reducing or eliminating the number of options
in existing standards. It voted to set up a steering committee composed solely
of board members to ‘examine each option and recommend whether it could be
eliminated or some preference indicated”

Obviously concerned about the need for a greater impact in developed, indus-
trialized countries, the board decided that it should ‘hold discussions with regu-
latory authorities and multinational enterprises and so achieve a greater influence
with national standard-setting bodies’. It also favoured greater contact with the
standard-setting bodies themselves. These positions stood in stark contrast to
the long-standing view within the board that the IASC was not to have any
direct contacts with regulators, companies, and national standard-setting bodies
without first obtaining permission from the country’s one or more accountancy
bodies.

Following the Sydney meeting, Ralph Walters, a former FASB member who was
to retire from the IASC board in July after three years of service, agreed to chair the
IASC’s newly established ‘Comparability’ steering committee, which was charged
with reducing or eliminating the options in the IASC standards. Others observed
that he was the ‘driving force’ in this endeavour.?> Walters has characterized the
temper of the times as follows:

The purpose of the IASC is to improve the usefulness of accounting internationally. To
succeed in this, one needs to harmonize existing national standards to eliminate, or at
least minimize, free choice alternatives. Pressure was building from IOSCO, in which the
SEC was most influential. Both the UN and OECD were making noises about getting
involved, and I think most thoughtful people wanted to head them off. It was clear that
if the IASC was to have any effect on this area, because it had no authority or powers of
enforcement, it would be necessary to obtain the recognition and acceptance of the IOSCO
group (e.g., SEC). The US delegation was exerting much pressure to move ahead with the
Comparability project. I agreed to accept the chairmanship only with the understanding
that representatives of IOSCO be included on the steering committee, because I knew that
if our recommendations were not acceptable to the controlling bodies, the whole project
would be simply an exercise in futility.”®

In Sydney, the IASC board also decided, on Chairman Kirkpatrick’s recommen-
dation, to invite IOSCO to join its Consultative Group ‘and so build a bridge
with regulators’?* IOSCO promptly accepted the invitation® in time for it to be
represented at the next meeting of the Group in Edinburgh on 30 June 1987. In
accepting the IASC’s invitation to join its Consultative Group, Paul Guy, IOSCO’s
secretary—general, wrote,



298 Raising the Stakes

Provided some important changes could be made to the international standards, they could
eventually be accepted in prospectuses of multinational offerings. It is therefore essential
that a close association be put in place between IOSCO and your committee.?

At the IASC’s suggestion, IOSCO named three representatives, mentioned below,
to attend the meetings of its Comparability steering committee. For their part,
Kirkpatrick and Cairns attended IOSCO’s annual conference in Rio de Janeiro in
September, at which the members in attendance ‘recommended that regulatory
authorities should examine practical means of promoting the use of common
standards of accounting in prospectuses.?” With strong interest thus expressed on
both sides, the IASC and IOSCO began to forge a working relationship that would
lift the IASC’s aspirations and lay the groundwork for a number of ambitious
initiatives during the final decade of the century.

In May 1987, IOSCO’s Executive Committee agreed to set up a Technical
Committee,”® which included representatives from the thirteen largest capital
markets in the world.? According to IOSCO’s 1991 annual report, ‘Representa-
tives from securities commissions, governments and self-regulatory organizations
(“SROs”) from the following jurisdictions comprise the Technical Committee:
Australia, France, Germany, Hong Kong, Italy, Japan, Ontario, Québec, Spain,
Sweden, Switzerland, The Netherlands, the United Kingdom, and the United
States.30 By 1993, the Technical Committee had sixteen members, as Mexico and
the US Commodity Futures Trading Commission had been added.

The Technical Committee in turn created a working party on accounting and
auditing,’! chaired by Paul G. Cherry, the chief accountant of the Ontario Secu-
rities Commission (OSC). It came to be numbered as Working Party 2, and its
members began attending meetings of the IASC’s Comparability steering com-
mittee as observers.

With these steps, the IASC and IOSCO launched thirteen years of intense
and sometimes difficult discussions and negotiations, eventually leading up to
IOSCO’s endorsement of a core set of IASC standards in May 2000.

10.3. THE COMPARABILITY STEERING COMMITTEE: E32

During 1988, the IASC’s Comparability steering committee, chaired by Ralph
Walters, held a series of ‘fast track’ meetings to produce a major draft that
would cut back significantly on the number of permitted options. (See Section
9.3.1 for a more extensive treatment of the Comparability committee.) The three
chief accountants constituting IOSCO’s Working Party 2 on accounting and
auditing standards—Paul Cherry, of the OSC, Edmund Coulson, of the SEC,
and Bertrand d’Illiers, of the COB*?—attended meetings of the steering com-
mittee as observers on behalf of IOSCO, yet they participated in the meetings
as if they were full members, Cherry being outspoken on the need to elim-
inate alternative treatments. During the committee’s deliberations, the chief
accountants made it clear that the committee’s proposal for an exposure draft
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represents a useful first step, provided that there is agreement in principle on the ultimate
objective:

- completeness of general principles (short-term)

- key disclosure items (medium-term)

- supplementary guidance/interpretation on implementation matters (medium/ long-
term).>*

As will be seen, the ‘ultimate objective’ was a comprehensive set of standards with
enhanced disclosures and ample interpretive guidelines.

The Comparability committee held four meetings from July 1987 to September
1988, when it completed its proposal for an exposure draft.*> Coulson’s strategy,
he said, was ‘to get them to come up with the toughest standards they possibly
could. One of the concerns I had, and I laid this out to the Commission, if this
[set of TASC standards] was ever accepted and the standards were somehow viewed
to be weak, then all the US companies would want to use all these perceived weak
standards.”*® This has always been a fundamental issue in the eyes of the SEC: there
must be equitable treatment for all companies in the US capital market. In June
1989, Linda Quinn, the director of the SEC’s Division of Corporation Finance,
said, ‘If domestic companies must account on a more stringent, burdensome,
costly basis, how can you say that a foreign issuer can come to the United States
using a system that the US companies would love to use and sell to exactly the same
investor?”?” This argument has been a principal reason that the SEC has insisted
that foreign registrants not using US GAAP must reconcile their earnings and
shareholders’ equity to US GAAP.

OSC Chief Accountant Cherry waxed optimistic with the progress he had wit-
nessed in the Comparability steering committee. In September 1988, just prior to
returning to his accountancy firm, Coopers & Lybrand, he drafted a proposed
four-page statement of ‘endorsement’ by the Technical Committee that would
urge IOSCO’s member organizations ‘to accept compliance with or reconciliation
to IASC standards’*® SEC Chief Accountant Ed Coulson disagreed, writing to
Cherry, ‘I believe that [your] draft is much too detailed and premature given the
relatively early stage of the IASC project.’ In his own redraft, Coulson bespoke cau-
tion, proposing that the Technical Committee say in one page only that the Com-
parability committee’s exposure draft ‘represents an important first step in assess-
ing the feasibility of the IASC project’® So, in October 1988, even before the IASC
board could consider the steering committee’s proposal at its November meeting,
IOSCO’s Technical Committee jumped the gun by issuing a guarded statement of
support for the committee’s draft, using Coulson’s proposed wording.*

At its meeting, the IASC board made only minor changes in the draft before
approving it unanimously for exposure as E32, ‘Comparability of Financial State-
ments), to be published on 1 January 1989.*! E32 proposed to eliminate twenty-
three alternative treatments, by now labelled ‘free choices), in twelve of the IASC’s
previously issued standards. It apportioned the allowed treatments into two cat-
egories: required or preferred treatment, and ‘allowed alternative treatment’. The
importance to the steering committee of the SEC’s and IOSCO’s views is made
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clear in the following list of four criteria that the board said were used to decide
which of the alternative treatments should be designated as required or preferred:

(a) current worldwide practice and trends in national accounting standards, law and
generally accepted accounting principles;

(b) conformity with the proposed IASC Framework for the Preparation and Presenta-
tion of Financial Statements (‘proposed Framework’);

(c) the views of regulators and their representative organizations, such as the Interna-
tional Organisation of Securities Commissions; and

(d) consistency within an International Accounting Standard and with other Interna-
tional Accounting Standards.*?

An important proviso in E32 was the following: ‘An enterprise that presents finan-
cial statements which use allowed alternative accounting treatments but purport
to conform with International Accounting Standards should reconcile its reported
net income and shareholders’ interests to those amounts determined using the
preferred treatment’ (paragraph 22). The Comparability committee’s decision to
create the classification of preferred and allowed alternative treatments was in
response to the disclosure at the board’s March 1987 meeting in Sydney that the
SEC sought a reconciliation to a single standard.*®

The most critical of the letters of comment received from securities market
regulators came not from the SEC but from the OSC. The OSC’s new chief
accountant, Michael Meagher, wrote that, ‘At this time we would not accept finan-
cial statements prepared in accordance with IASC standards in lieu of financial
statements prepared in accordance with Canadian standards. But he held out
the hope that ‘Filling in the gaps, eliminating alternatives in like situations and
providing more detailed guidance is an approach that eventually should allow
us to accept financial statements prepared according to IASC standards as the
primary financial statements for certain classes of foreign companies.’** One
notes that neither the SEC nor the OSC was contemplating the use of IASC
standards by domestic companies in their primary financial statements. Evidently,
Meagher was more cautious than his predecessor as OSC chief accountant, Paul
Cherry, in characterizing the support that should be given at this stage to the
IASC.

10.4. THE RESOLUTIONS TAKEN AT IOSCO’S 1988
ANNUAL CONFERENCE

As the Comparability committee was pursuing its agenda, an obvious need arose
to secure an official statement from IOSCO on its expectations for the IASC’s
revised standards. IOSCO had not yet formally articulated the qualities it was
seeking in the TASC’s revised standards except for the expectation that fewer
options be permitted, although, as noted, above, the three chief accountants had
outlined the ultimate objective in June 1988.
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IOSCO had held its 1987 annual conference in Rio de Janeiro. No one from
the senior staff of the SEC’s Office of the Chief Accountant or Division of Corpo-
ration Finance had attended the 1985 through 1987 conferences, and, while the
harmonization of accounting and auditing standards was discussed, no progress
towards an articulated consensus was made.*> At the 1987 conference, the Pres-
idents Committee adopted an important recommendation: ‘They [i.e., securities
administrators] should examine practical means of promoting the use of common
standards and auditing procedures’*® This was a start, but it did not point to an
agreed source of ‘common’ accounting standards.

IOSCO held its 1988 annual conference on 14—17 November in Melbourne,
Australia, which occurred a week after the IASC board approved E32, its first
utterance on the elimination of optional accounting methods. At that conference,
Donald J. Moulin, a partner in the Washington office of KPMG Peat Marwick
and chairman of the SEC Regulations Committee of the American Institute of
Certified Public Accountants (AICPA) since 1987, presented an important paper
at Workshop No. 4 on Harmonization of Accounting and Auditing Standards.
At the previous conferences he had attended, Moulin was troubled that ‘The
accounting discussions lacked direction and a sense of purpose.*” That no senior
representative from the SEC’s accounting staff had attended previous IOSCO
conferences had been a contributing factor to this lack of progress. He sensed that
a disagreement within the SEC had been an obstacle. He recalls as follows:

The US SEC was sending mixed signals because the Commissioners and the staff had not
agreed on a single approach. The SEC would accept international accounting standards
(IASs) if the IASs conformed to US GAAP. Yes, IASs were incomplete, were not sufficiently
detailed, and allowed alternatives that limited comparability. However, it appeared that
some persons at the SEC were using these reasons, perhaps disingenuously, to justify their
opinion that only US GAAP was acceptable.*®

Reacting to Moulin’s recollection, the then SEC chief accountant, Edmund
Coulson writes as follows:

However, it was clear that at the present time and for the foreseeable future, that in fact
was the case given the state of affairs with respect to the set of IAS that existed. And
the SEC understood that even with the plans for improvement, much work remained in
order to develop a sufficiently robust set of standards that could even be considered in an
environment that commanded investor protection. At the SEC, it was unclear whether the
IASC was up to that task, given their past history of compromise and developing standards
that embraced virtually all practices. The attitude was ‘show us you can do it} and then we
will consider it.*

At the Rio conference, Moulin approached Henry Bosch, the chairman of
Australia’s National Companies and Securities Commission, who was to be the
host for the 1988 conference, and secured approval to prepare and present a
paper in a workshop that would recommend using the standards of the IASC
and the International Auditing Practices Committee (IAPC) of the International
Federation of Accountants (IFAC). Bosch reacted positively, but he deferred for-
mal acceptance of Moulin’s proposal until after an exchange of correspondence.
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Moulin informed Edmund Coulson, the SEC chief accountant, of his plan. He
also discussed his initiative with IASC Chairman John Kirkpatrick and IASC
Secretary-General David Cairns, as well as with Robert Sempier, the IFAC exec-
utive director, and he received their support. In June 1988, he completed the
first draft of his paper, and he sought comments from a wide circle of interested
parties, including Bosch, Cairns, Ralph Walters, Paul Cherry, and Coulson. The
recommendations in Moulin’s paper were therefore widely known before it was
presented in Melbourne.

Moulin’s paper, entitled ‘Practical Means of Promoting Common Accounting
and Auditing Standards), led to the adoption by IOSCO of its first resolutions on
accounting and auditing standards. He was, in effect, serving as an ‘honest broker’
between SEC/IOSCO and the IASC and as the catalyst to elicit an articulation from
IOSCO of what qualities it sought in the IASC’s revised standards and thus apprise
the IASC of how to proceed to gain support from the regulator community. In the
final version of his paper, he proposed several key prerequisites for revised IASC
standards so that they might serve as a ‘reconciliation benchmark’ in multina-
tional prospectuses or be used to prepare financial statements in multinational
prospectuses, paraphrased as follows:

¢ They must provide sufficiently detailed guidance so that different preparers’
interpretations of the standards do not lead to non-comparable financial
statements.

¢ They must be sufficiently complete so that multinational preparers do not
rely heavily on individual country guidance on subjects not covered by IASC
standards, thus impeding comparability.

¢ They must contain sufficient disclosure requirements that would provide
information on material issues that may bear on the use, understanding, and
interpretation of the financial statements.

A fourth prerequisite, more a matter of process than content, was that the revised
standards ‘must be perceived as developed with sufficient mindfulness of the needs
of users of financial statements’*°

Moulin closed his paper of twenty double-spaced pages by proposing two reso-
lutions for the Workshop panel to consider, and he included references as well to

the IAPC of IFAC:

® [OSCO encourages the IASC to improve International Accounting Standards and
pursue its project to eliminate accounting alternatives with an agenda to ensure that its
standards are sufficiently detailed and complete, contain adequate disclosure require-
ments, and are prepared with a visible commitment to the needs of users of financial
statements; and encourages the IAPC to develop guidance on the independence of
auditors and common requirements for auditor’s opinions for use in audits of multi-
national issuers.

® [A]ssuming that international accounting and auditing standards are appropriately
improved by the IASC and IAPC, respectively, IOSCO member governments should,
by the year 1994, permit financial statements in multinational prospectuses and
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subsequent periodic financial reports that are audited in accordance with IAPC audit-
ing standards and that are prepared either (a) in accordance with the standards of
the country in which the company is domiciled and reconciled to IASC standards or
(b) solely in accordance with IASC standards.

This second of the two draft resolutions clearly established Moulin as an enthusiast
for the work of the IASC and the IAPC, and, as will be seen, his intervention at the
IOSCO conference had a positive effect.

Henry Bosch selected the panel for Workshop No. 4, at which Moulin presented
his paper, and his choices virtually assured that the panel would be sympathetic to
Moulin’s message. He chose Georges Barthes de Ruyter (by then the IASC chair-
man) to chair the panel; together with Ralph Walters, Paul Cherry, and Kenneth
Spencer, of Australia (a former IASC board member and a former member of
Australia’s Accounting Standards Review Board).”! After hearing and discussing
Moulin’s paper, the panel issued its report to the Presidents Committee. In a
decisive tone, it said, ‘“The panel agreed that IASC and IAPC are the appropriate
bodies [to set international standards] ...and strongly urged IOSCO to support
and endorse these bodies as the appropriate standard setters and to support their
acceptance by IOSCO’s members.’ It added, ‘The panel stressed the urgency of
the matter. The [European Economic Community’s] free flow of capital by July 1,
1990, and a single market by January 1, 1993, were described as examples of the
need for prompt action.>?

The panel proposed two formal resolutions for adoption by the Presidents
Committee. The first resolution was virtually identical to Moulin’s first resolution,
reproduced above. The second resolution was as follows:

IOSCO continues to strongly support the work of both the IASC and IAPC by providing
assistance through working groups in their respective projects that affect the development
of common accounting and auditing standards.>®

This second resolution fell well short of Moulin’s proposed second resolution.
Moulin’s recommendation of an endorsement (without actually using that term)
if the standards are suitably improved by 1994 was dropped entirely.

Of the four resolutions adopted by the Presidents Committee, reproduced
below, the first was added by the Committee but was entirely consistent with
the report of Workshop No. 4, and the remaining three were the same, word for
word, as the Workshop’s two but were reorganized into three points. But there
was no hint of a possible future endorsement of the standards by IOSCO. The
four resolutions by the Presidents Committee were as follows:

® JOSCO encourages the IASC (International Accounting Standards Committee) and
IAPC (International Auditing Practices Committee) to act promptly to facilitate the
establishment of improved international accounting and auditing standards.

® [OSCO encourages the IASC to improve International Accounting Standards and
pursue its project to eliminate accounting alternatives and to ensure that its standards
are sufficiently detailed and complete, contain adequate disclosure requirements, and
are prepared with a visible commitment to the needs of users of financial statements.
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® JOSCO encourages the IAPC to improve international auditing standards including
requirements on the independence of auditors and on auditor’s opinions.

® [OSCO continues to strongly support the work of both the IASC and IAPC by pro-
viding assistance through working groups in their respective projects that affect the
development of common accounting and auditing standards.>*

Why was the second of the panel’s resolutions a retreat from the one recom-
mended by Moulin? David S. Ruder, the SEC chairman, served on the Presidents
Committee, and it was reported that he was not willing to accept the idea of an
endorsement, as was implied in the second of Moulin’s draft resolutions.” During
the conference, IOSCO Secretary-General Paul Guy discussed Workshop No. 4’s
draft conclusions with Ruder and learned of his aversion to an endorsement. Even
though it was clear that the Workshop panel strongly favoured an endorsement,
it was reported that the intervention of ‘some influential members of the Presi-
dents Committee’ led to a toning down of the conclusions so that the Presidents
Committee could accept them in toto.>® Representatives of the IASC attending the
conference were disappointed that IOSCO was unwilling to go as far as to support
a ‘prospective’ endorsement.’’ The ever-cautious SEC, which had legal responsi-
bility for assuring a high standard of quality in US financial reporting standards,
preferred to render its own assessment of the IASC’s improved standards, once
they were completed, before it could support a decision by IOSCO to issue an
endorsement.

While Moulin did not obtain the approval of his visionary second resolution,
his paper did contribute importantly to the start of the process by which IOSCO
formally looked to the IASC for progress towards the international harmonization
of accounting standards.

Less than a week after the IOSCO conference, the SEC went on record to sup-
port the movement towards international accounting standards. In its first official
utterance on international accounting standards, the SEC said, ‘Mutually accept-
able international accounting standards are a critical goal because they will reduce
the unnecessary regulatory burdens resulting from current disparities between the
various national accounting standards’*® The SEC had a clear motivation to push
for the harmonization of accounting standards: the challenge of regulating in a
market that was increasingly becoming global.

In September 1989, I0OSCO’s Technical Committee published a 103-page
report, International Equity Offers. It had been prepared by Working Party 1
on multinational securities offerings, chaired by Stewart Douglas-Mann, of the
London Stock Exchange, and it was accepted and approved by the Technical
Committee, which endorsed its recommendations. The report encouraged regula-
tors to enable issuers to use one disclosure document for all jurisdictions in which
they elect to sell securities, and it concluded that a ‘critical factor’ towards this end
‘is the acceptability of financial statements in multiple jurisdictions. Development,
or recognition, of adequate internationally acceptable accounting, auditing and
independence standards would greatly facilitate the development of the use of a

single disclosure document.
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10.5. THE INCEPTION OF THE IASC’S IMPROVEMENTS
STEERING COMMITTEE

The Comparability steering committee continued its deliberations, taking note of
the letters of comment received on E32 as well as other feedback (e.g. from the SEC
and I0SCO). In July 1990, the IASC board voted to publish its follow-up report,
labelled Statement of Intent: Comparability of Financial Statements. In this State-
ment of Intent, the board reaffirmed most of the recommended proposals in E32,
made a number of modifications, and formally proposed that ten standards be
revised. Reacting to the many critical comments received, the board also decided
that companies adopting an allowed alternative treatment in financial statements
purporting to conform to IASC standards should not be required to reconcile their
net income and shareholders’ interests to those amounts using the ‘benchmark’
treatment (as the ‘preferred’ treatments had become known).®® Cherry has written
that ‘Part of the problem was that [OSCO members were divided, and they needed
unanimous agreement; so acceptance by IOSCO seemed very problematic. This
way, individual IOSCO members could choose which “benchmarks” [they would
use] for national reconciliation purposes”®!

In its Statement of Intent, the board declared that it would disallow a further
alternative treatment, last-in, first-out (LIFO), which was permitted in IAS 2.
E32 had already recommended that the base stock method be disallowed. As is
discussed below, the disallowance of LIFO became a matter of controversy in
October 1992, when the board adopted the revision of IAS 2.

The implementation of the positions enunciated in the Statement of Intent was
assigned to an Improvements steering committee. This committee had already
been created by the board in its April 1989 meeting, in response to the mes-
sage received from IOSCO’s November 1988 conference. SEC Chief Accountant
Edmund Coulson had made the point repeatedly that getting rid of options was
not enough; another problem was the absence of implementation guidance. His
insistence on the need for explicit guidance, he said, was not well received by
the leadership of the IASC, as it was felt that reducing or eliminating options
would be enough to move the revised standards to the level of recognition and
endorsement.®? Nevertheless, the charge of the Improvements steering committee
was to revise most of the IASC standards before the end of 1992 by building on
E32 and to ensure that the revised standards ‘are sufficiently detailed and complete
and contain adequate disclosure requirements’®’ As discussed in Section 9.3.4, the
Improvements committee did not begin its work until 1990, and its charge was
soon limited to revising the ten standards proposed for revision by the Statement
of Intent.

In International Equity Offers, IOSCO set out its expectation for the work of the

Improvements committee:
This Improvements Project will attempt to respond to the concerns expressed by [IOSCO’s]
Working Party No. 2 that the present IAS are incomplete and do not provide sufficient
detailed guidance on the implementation of certain principles. The objective is that they
should stand on their own as a comprehensive set of accounting standards.®*
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In an article published in 1991, Paul Cherry, who had been a major participant in
the Comparability project, sought to allay fears that ‘International harmonization
must necessarily lead to U.S.-style reporting practices, or to ‘a codification or rule
book style of standardization’, which typified US GAAP.%> Anxiety was apparently
palpable that the FASB’s pronouncements would become the template for the
revised IASC standards.

10.6. DEVELOPMENTS AT IOSCO

By the middle of 1989, Paul Cherry had resigned from the IOSCO working party,
and his place was taken by Michael Meagher, his successor as OSC chief accountant
in September 1988, on a two-year secondment from Thorne Ernst & Whinney.

In October 1989, Richard Breeden succeeded David Ruder as SEC chairman.
Breeden viewed the Commission as having been overwhelmingly focused on
domestic concerns. He believed that the growth in international markets and the
pace of globalization should be reflected in the SEC’s policies, and he communi-
cated this view forcefully to the staff.® Previously, the SEC had sent staff members
to attend meetings of IOSCO’s Technical Committee, but Breeden attended the
Committee’s February 1990 meeting himself and did not miss a meeting during
his SEC chairmanship. He wanted to send a signal that the SEC regarded the
Committee’s work as important, thus making it harder for other country members
of the Committee to send staff if the SEC chairman was sitting at the table. Breeden
became immediately concerned that the Technical Committee did not exist as a
functioning deliberative body of securities market supervisors. Half of its mem-
bers, including those representing the Germans, the British, and the Swiss, were
trade associations with no governmental power at all. He wanted to see it become
the counterpart for securities market regulators of the Basel Committee on Bank-
ing Supervision.®” At his direction and with the cooperation of other key agencies
in IOSCO, the SEC wrote a Strategic Assessment of the Technical Committee’s
role in IOSCO, which led to a major reorganization of the Committee.’® Breeden
thereupon became chairman of the Technical Committee.®® Under the new plan
of organization, only securities market supervisors could serve on the Committee,
and Working Party 2 on accounting and auditing was merged into Working Party
1 (WP1), on multinational securities offerings under the chairmanship of Linda
C. Quinn, the powerful director of the SEC’s Division of Corporation Finance.”
The title of WP1 was referred to variously as ‘multinational securities offerings’
(by the TASC) or ‘multinational disclosures and accounting’ (by the SEC).”!
Quinn’s background was as a securities lawyer, and she had joined the SEC’s staff
in 1980. She became director of Corp Fin (as the division was known) in 1986.
As the TASC’s Improvements committee was moving ahead with the process of
proposing revisions in IASC standards, the SEC wanted its own person to chair
IOSCO’s oversight committee. WP1 then set up an Accounting and Auditing
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Subcommittee, whose chairman has always been the current or immediate past
chief accountant of the OSC,”> initially Michael Meagher, with a member of SEC’s
Office of the Chief Accountant, at the outset Richard Reinhard, also sitting on
the committee. Since 1990, WP1 itself has always been chaired by an SEC staff
member, and Linda Quinn held that position until February 1996, when she
resigned from the SEC to enter law practice. Breeden put the SEC’s best people
at the disposal of IOSCO.

For his part, Breeden expressed optimism about the IASC’s productivity. At
a Congressional hearing in May 1991, he said, ‘I do believe that we will have a
nucleus of international accounting standards sometime in 1992.73

Changes during 1989 in the membership of IOSCO’s Working Party 2 on
accounting and auditing standards (that is, prior to the reorganization) raised
a question of whether members who at the time were employed in the private
sector could truly convey the views of public-sector regulators that had chosen
them as their representatives. One would expect that IOSCO, being a federation
of securities market regulators, would compose its working parties with the mem-
bers or staff of the regulators themselves, or at least those who had previously
been regulators. But in 1989, the UK Securities and Investments Board (SIB), a
government body whose remit did not include accounting or auditing and did not
oversee foreign companies listed on the London Stock Exchange,”* nonetheless
wanted to become a member of the working party and to attend meetings of
IASC’s Comparability steering committee and later its Improvements committee.
A country as important as the United Kingdom could hardly be ignored, but
the SIB realized that its representative had to be someone with an accounting or
auditing background. The SIB chose Kenneth Wild, a London partner in Touche
Ross & Co., and he was to be assisted by Geoffrey Mitchell, then the technical
director of the Institute of Chartered Accountants in England and Wales, and also
the staff observer to the UK delegation to the IASC board. Moreover, Paul Cherry
continued to chair the working party even though he was no longer the OSC chief
accountant; in September 1988 he had completed his secondment and returned
to his accountancy firm, Coopers & Lybrand. Between 1991 and 1993 (during a
critical period), Michael Meagher continued as chairman of Working Party 1’s
Accounting and Auditing Subcommittee after he had returned to his accoun-
tancy firm following two years’ service as OSC chief accountant. But Cherry and
Meagher had previously been regulators. David Cairns raised a question of the
propriety of these appointments, especially those made by the SIB; his expressed
concern did not allude to the technical competence of the people involved but
only to the authority they would carry, or at least the regulatory experience
upon which they could draw, when speaking on behalf of the regulatory bodies
they were representing.”> The practice of regulators appointing representatives
from outside of the regulatory body was not limited to these instances. A pre-
cipitating problem was that a number of national regulators, as with the SIB,
did not have accounting staff, or if they did, they could not be made available
to IOSCO.
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During the first half of the 1990s, WP1 and its Accounting and Auditing
Subcommittee played the decisive roles in IOSCO’s communications with the
IASC. In both the working party and the Subcommittee, the SEC and OSC
representatives were clearly the most active and influential, as will be seen. In
addition to the United States and Canada, other countries represented on the
Subcommittee during 1993, a pivotal year, were the United Kingdom and France,
the members being Geoffrey Mitchell on behalf of the SIB and Pierre Chaput
(Bertrand d’lliers’ successor at the COB), respectively. The countries other than
the United States, Canada, the United Kingdom, and France that were repre-
sented on WP1 were Australia, Belgium, Germany, Hong Kong, Italy, Japan,
Luxembourg, the Netherlands, Spain, and Switzerland. Herbert Biener, repre-
senting the German Ministry of Justice, and Carlo Biancheri, of Italy’s Com-
missione Nazionale per le Societa e la Bolsa (Consob), played active roles in
the deliberations. WP1 made its decisions by consensus, without taking actual
votes. The members of WP1 represented their national regulators, and most
were not especially versed in accounting and auditing.”® The representatives
of Japan’s Ministry of Finance were accompanied by an accounting adviser,
Atsushi Kato, a partner in Chuo Audit Corporation, affiliated with Coopers &
Lybrand.

WP1 relied heavily on its Accounting and Auditing Subcommittee. The Sub-
committee reviewed the IASC’s work on its ongoing projects in considerable
depth. In July 1993, its chairman, Michael Meagher, requested that the IASC
furnish the Subcommittee with an extensive list of internal board documents: all
technical papers, background matter, and responses to exposure drafts that were
circulated to individual steering committees, all IASC board papers, and copies
of all IASC board minutes.”” Clearly, the Subcommittee proposed to oversee the
IASC board’s every step instead of being content with vetting the IASC’s process
and allowing it to produce the final standards. The leadership of the IASC believed
that this request was excessive and unnecessary, but in the end it agreed on a
compromise that seemed to satisfy both parties.”®

In 1994, Edward Waitzer, the chairman of the OSC, said that he believed
that IOSCO should be endorsing the IASC’s process, rather than endorsing the
particular positions taken in its standards.”® Stuart Grant, the executive director
for accounting policy of the Australian Securities Commission and a member of
WP1, agreed.*® But he was in a small minority on WP1.8! WP1’s Accounting
and Auditing Subcommittee, whose chairman represented the OSC, had taken
a markedly different tack. Indeed, the Subcommittee went so far as to second-
guess the JASC board even on whether revised exposure drafts should be re-
exposed.® At a meeting of WP1 in December 1993, which David Cairns attended
by invitation, both Linda Quinn and Michael Meagher complained that the IASC
was too secretive, making it difficult for IOSCO to learn the reasons for the
decisions reflected in the IASC’s draft standards as well as for IOSCO to acquaint
TASC steering committee members with IOSCO’s views at an early stage.® It was
evident that both Quinn and Meagher sought an even closer oversight of the
IASC’s standard-setting process.
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10.7. THE ROLE OF IOSCO IN THE IMPROVEMENTS
STEERING COMMITTEE

Paul Cherry became chairman of the Improvements steering committee, which
held its first meeting in September 1990. Its deliberations proceeded apace on
revising ten IASC standards with a view towards securing IOSCO’s endorsement.
After Cherry had returned to his accountancy firm in late 1988, he was working
full-time as a special adviser to the chairman of the OSC as well as continuing to
chair IOSCO’s Working Party 2 on accounting and auditing standards until the
middle of 1989. Then, in mid-1989, he became even more active in the work of
the IASC: he replaced Michael Dawson as a board member from Canada.

As discussed in Chapter 9, the steering committee embarked upon its work
diligently to enhance the implementation guidance and expand the disclo-
sure requirements in the designated set of ten previously issued standards. As
occurred in the Comparability phase, representatives from the SEC, OSC, and the
COB—Richard Reinhard, Michael Meagher, and Bertrand d’Illiers, respectively—
attended the meetings of the Improvements committee as observers but partici-
pated fully in the discussions. As noted in the Section 10.6, the UK SIB also began
sending observers to the committee’s meetings.

Linda Quinn wanted to see the IASC move swiftly. In response to her urging,
the IASC leadership tried, albeit ultimately without success, to accelerate the
timetable by which the Improvements project would be completed.3* She was a
major supporter of the IASC’s standards programme and hoped to see the revised
standards through to their eventual endorsement as soon as practicable.?

Yet the Improvements steering committee had difficulty interpreting the signals
from WPI. Accounting standards were not the only item on WP1’s agenda, and
the working party seemed to be falling behind in its work. There was a growing
concern that WP1 was holding the IASC to a higher standard than it expected of
itself and that it was setting a constantly moving target. The big impediment was
WP1’s need for unanimous agreement on any official positions; so that any official
communications were lengthy and very carefully worded, taking into account
all of the disparate views of the fourteen members on WP1. Often, what WP1
did not say in its communications seemed to be more important than what it
did say.%

Revised drafts of the ten standards resulting from the work of the Improve-
ments committee were exposed for comment by the board in 1991 and 1992
and, after amendments were made in the light of the comments received, were
approved by the board in stages in 1992 and 1993. They were published by
the TASC in a 209-page volume, Comparability of Financial Statements: Revised
International Accounting Standards 1993. The following were the ten revised
standards:

IAS 2, Inventories
IAS 8, Net Profit or Loss for the Period, Fundamental Errors and Changes in
Accounting Policies
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IAS 9, Research and Development Costs

IAS 11, Construction Contracts

IAS 16, Property, Plant and Equipment

IAS 18, Revenue

IAS 19, Retirement Benefit Costs

IAS 21, The Effects of Changes in Foreign Exchange Rates
1AS 22, Business Combinations

IAS 23, Borrowing Costs

One of the standards, IAS 2 on inventories, provided the occasion for a notable
misreading by the IASC of IOSCO’s intentions. E32 proposed that LIFO should
be retained as an allowed alternative treatment. After reviewing the comment
letters on E32 in January 1990, the Comparability steering committee agreed to
recommend to the board that LIFO should be eliminated, and no objections were
raised by IOSCO at that meeting. The board approved this decision, and the
Statement of Intent specified that LIFO should be removed from the list of allowed
alternative treatments.

The Improvements steering committee duly recommended in its draft revision
of IAS 2 that LIFO should be eliminated, and the board approved a corresponding
exposure draft in June 1991. Yet at the April 1992 meeting of the Improvements
steering committee, Michael Meagher announced that IOSCO believed that the
steering committee had gone too far by eliminating LIFO.¥” To everyone’s surprise,
the body that had been pressing the IASC to remove alternatives was arguing for
the retention of an option.

At the board’s October 1992 meeting in Chicago, when it was taking final action
on IAS 2, four country delegations—Germany, Italy, Japan, and Korea—voted
against the elimination of LIFO. The four negative votes were sufficient to prevent
a three-fourths vote in favour of elimination.®® David Cairns wrote, “Those who
obstructed the removal of the choice did so because companies were allowed the
same choice in their own countries (often by tax law).% Ever since the first version
of IAS 2 (in 1975), the United States had been seen as the major obstacle to the
elimination of LIFO. In the United States, companies were permitted to enjoy the
tax benefits of LIFO only if they used it in their published financial statements.
Yet to the pleasant surprise of the other board members, the US delegation had
decided that it would vote for the elimination of LIFO, to demonstrate its support
of harmonization.”

This was an embarrassing setback for the IASC board. But it was also an
embarrassment for IOSCO. It was IOSCO, after all, that had been prodding the
IASC to reduce the number of alternative accounting treatments. The IASC had
approved a conceptual framework, and it was working assiduously to respond
to IOSCO’s demands on behalf of investors. One might have expected that the
taxation implications of financial reporting norms would no longer govern the
board’s decisions. The October 1992 meeting of the board was Arthur Wyatt’s
last as chairman, and in a speech at the 14th World Congress of Accountants,
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held in Washington just afterwards, he emphasized the difficulties facing the
‘internationalization of accounting standards’ Incoming IASC Chairman Eiichi
Shiratori spoke more hopefully but also warned that the process had a long way
to go.”!

10.8. THE SEC’S CAUTIOUS RESPONSE TO CAPITAL
MARKET PRESSURES

Within IOSCO, the SEC clearly occupied a unique position. Not only did it super-
vise the capital market which was the most attractive destination for many major
companies seeking an international listing, it also imposed the most stringent
financial reporting requirements which it expected both domestic and foreign
issuers to observe. Foreign companies were expected to report on the basis of US
GAAP or to provide a Form 20-F reconciliation of their earnings and shareholders’
equity to US GAAP. In most other countries, foreign companies from devel-
oped countries could obtain listings on the basis of financial statements prepared
according to the GAAP of their country of origin with no, or few, requirements
for additional information. Throughout the 1990s, the key question was whether
and when the SEC would allow foreign companies to list on a basis other than US
GAAP. This section considers the SEC’s policy on this point during the early 1990s,
before continuing the discussion of the relation between the IASC and IOSCO in
Section 10.9.

10.8.1. Acceleration in the New York Stock Exchange Listings
of Overseas Companies

When, in the late 1980s, as a result of its collaboration with IOSCO, the IASC
sought to become much more responsive to the needs of internationally listed
companies, the number of foreign companies listed in the United States was still
relatively small.> The United Kingdom traditionally was the most important mar-
ket for international listings. In 1988, there were 526 foreign companies listed on
the London Stock Exchange, which was 26 per cent of 2,054 domestic companies.
In absolute numbers, this made London the most important international market.
In contrast, the New York Stock Exchange (NYSE) counted seventy-seven foreign
listings (5 per cent of domestic listings), rather less than the number of foreign
companies listed on the Tokyo (112) or Paris (221) stock exchanges. The bulk of
the foreign companies listed in New York were from Canada, with UK companies
making up most of the rest. This situation changed dramatically during the early
1990s, as the US capital markets became attractive to many of the world’s leading
companies. From 1988 to 1992, the number of foreign companies listed on the
NYSE gradually rose from 77 to 120, and the number of countries represented
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on the exchange increased to more than thirty. In 1993 alone, the Exchange
listed another forty-five companies. Several of these were flagship companies in
their home countries, including Ahold, Argentaria, Australia and New Zealand
Banking Group, Daimler-Benz, Fletcher Challenge, Midland Bank, and Zeneca.
The Exchange aggressively sought to increase the number of world-class foreign
companies in its list.

The SEC was aware of the concern expressed by companies and regulators
overseas about the restrictions it placed on the financial reporting by foreign com-
panies. In 1990—4, the SEC announced several concessions for foreign companies
issuing securities in the United States.

10.8.2. Rule 144A: SEC Waives Disclosure Requirements for Private
Placements of Securities by Foreign Companies

In April 1990, the SEC adopted Rule 144A under the Securities Act 1933, which,
among other things, exempted foreign companies from the costly disclosures
required when registering securities with the SEC, so long as they place their secu-
rities privately with major financial institutions, such as the large pension funds.
The institutions, in turn, could resell the securities to other qualifying institutions,
thus enhancing the liquidity for privately placed securities in the United States.
In this way, foreign issuers of securities could raise capital in the United States
without submitting to the SEC’s accounting and disclosure requirements if they
were to sell only to qualifying institutions and not to retail investors. Rule 144A,
which has been adjudged to be a success, was intended to make the US capital
market more easily accessible to foreign issuers.”?

10.8.3. SEC’s Unprecedented MJDS Arrangement with Canada

In June 1991, the SEC announced an arrangement with Canada’s provincial secu-
rities regulators for a ‘multijurisdictional disclosure system’ (known as MJDS),**
allowing companies in both countries to issue securities in the other by using their
home country prospectus, without reconciliation except for common equity and
non-investment grade securities. This historic arrangement could be consum-
mated only because of the close comparability of US and Canadian accounting
and disclosure norms. In 1985, when the SEC had made known its intention to
harmonize with other countries’ disclosure and distribution practices for offerings
of securities by multinational corporations, the United Kingdom was mentioned
along with Canada. But after a considerable period of discussion and extended
consideration, the SEC could see that, together with other problems, the UK’s
membership in the European Economic Community (EEC) precluded it from
entering into such an agreement unilaterally.”® Any such arrangement involving
the United Kingdom would perforce need to apply to all countries in the EEC,
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and that, to the SEC, would have gone far beyond what it was prepared to do.
Consequently, the proposal, issued in 1989,”® was limited to Canada. The SEC’s
proposal did not contemplate a reconciliation requirement for either debt or
equity securities, but Linda Quinn, a cautious policymaker on accounting and
disclosure issues, imposed one for equity in the agreement announced in 1991.%7

The MJDS represented the SEC’s only foray into the sphere of ‘mutual recog-
nition’ between countries, at least as regards accounting and disclosure norms.
In 1992, the Japanese Ministry of Finance approached the SEC to accept mutual
recognition on accounting issues, but the discussions led to naught.”® As is noted
below, in 1993 the German Finance Minister pressed the US Secretary of the
Treasury to accept mutual recognition on accounting, but the offer was firmly
declined.

This MJDS evinced the SEC’s desire, at a time of the increasing globalization
of capital markets, to promote a limited harmonization of accounting and dis-
closure without sacrificing its principles. As will be seen in its communications
to the IASC board, the SEC was committed to the aim of harmonization, but it
proceeded, as always, by cautious steps.

10.8.4. IOSCO and SEC Endorse IAS 7

In December 1992, the IASC issued a revised IAS 7, on cash flow statements, which
did not form part of the set of standards on which the Improvements steering
committee was working. The revised standard supplanted its predecessor, issued
in 1977, which called for the mandatory publication of a funds statement. IOSCO
took advantage of the revised standard to announce at its eighteenth annual
conference in Mexico City in October 1993 its endorsement of IAS 7 for use by
its regulator members.”” In November 1993, the SEC, under newly appointed
Chairman Arthur Levitt, announced a number of accommodations, including
IAS 7, for foreign companies.!%

IAS 7 was the first IASC standard to be formally embraced by IOSCO. The
initiative that led to the endorsement was taken early in 1993 under SEC Chairman
Breeden’s watch, jointly by the SEC’s Division of Corporation Finance and Office
of International Affairs, headed by Linda Quinn and Michael Mann, respectively.
It was intended as a confidence-building measure, as an incentive to the IASC to
continue to improve its standards.!’! Breeden believed that, if regulators wanted
bodies like the IASC to get greater resources and more talented people, they had
to be perceived as institutions that mattered.'”> The decision was a sign of the
SEC’s and IOSCO’s willingness to reach out. The IASC welcomed the decision,
and it led the IASC to believe that IOSCO would, in future, endorse its revised
standards one at a time, which, as will be seen, was not at all the intention of the
SEC.

For the SEC, the decision to urge IOSCO to endorse IAS 7 for foreign registrants
was not a difficult one to make. It was a matter of disclosure, not measurement or
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recognition. IAS 7 closely paralleled FAS 95, issued by the FASB in 1987. And,
importantly, it had no bearing on the SEC’s required reconciliation of earnings
and shareholders’ equity. It was viewed as a stand-alone standard, and in many
countries there was not a requirement for a cash flow statement.!> Nonetheless,
IOSCO’s action, which could not have been done without the backing of the SEC,
was a signal event. SEC Chairman Arthur Levitt described it as a ‘landmark step
of accepting, without supplement, modification or reconciliation, cash flow state-
ments prepared in accordance with International Accounting Standard number 7
for use by foreign companies’.!* Levitt said that the acceptance of IAS 7 for use
by foreign registrants was one of several initiatives the SEC had just taken that
will ‘lower regulatory costs, facilitate the transition into the US disclosure sys-
tem and accommodate foreign practices, without compromising the fundamental
principle of full disclosure and investor protection mandated by federal securities
laws’ 10

Trevor Harris, a Columbia University accounting professor and a close student
of international accounting developments, was reported to say that ‘{The SEC’s
action on IAS 7] was no big deal, other than as a token gesture, because the
standard is essentially the same as US GAAP’ He added, ‘From a signaling point
of view, it was good, but in terms of substance, it’s not going to make much

difference.'%

10.8.5. Daimler-Benz Becomes the First German Company
to List in New York

In 1991, a group of major German companies—BASEF, Bayer, Daimler-Benz, and
Hoechst—met with the SEC to seek approval for a New York listing based on
their German GAAP financial statements, without a reconciliation to US GAAP.
Somewhat earlier, Volkswagen had approached the SEC on similar terms. But
the SEC was adamant that it would not waive the reconciliation requirement.!?’
Then in March 1993, the SEC approved the NYSE listing of Daimler-Benz, which
became the first German company to list in the US market and therefore was
required to reconcile to US GAAP. Linda Quinn recalled that ‘[Daimler’s listing]
was a huge, huge event in Germany’ as well as being important to the SEC, to show
that it was not impossible for a company to do this.!% It met with ‘angry reaction’
from other German multinationals, which accused Daimler of ‘surrendering’ to
Anglo-US accounting practices.'® It meant that German companies lost what-
ever leverage they had in seeking SEC recognition for German GAAP. Daimler,
according to the requirement of German law, used German GAAP in its annual
financial statements, and it submitted to the SEC’s requirement to reconcile its
earnings and shareholders’ equity to US GAAP.!!°

The Daimler listing came after several years of persistent pressure on the SEC
from the NYSE to relax its accounting requirements in order to enable more
foreign multinationals to obtain listings without the need to reconcile their earn-
ings and shareholders’ equity to US GAAP equivalents. SEC Chairman Breeden
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regarded these efforts as an ‘outrageous’ attempt to ‘eviscerate the disclosure
system in the United States and the protection of American investors, in order to
enhance the profits of the traders on the Stock Exchange’.111 At a 1993 conference,
James Cochrane, senior vice-president and chief economist of the NYSE, said that
the Exchange ‘has had some difficult discussions’ with the SEC in the past few
years ‘on the issue of requiring foreign companies to quantitatively reconcile their
financial statements’ to US GAAP.!? The then SEC chief accountant, Edmund
Coulson, has said, “There was an absolute battle.’!"?

After the SEC had approved the listing of Daimler-Benz, the German Finance
Minister, Theo Waigel, called upon the US Secretary of the Treasury, Lloyd
Bentsen, to agree to mutual recognition between US and German accounting
standards. He said that other German companies, unlike Daimler-Benz, would not
agree to produce financial statements according to both US and German GAAP in
order to be listed in US markets.''* When the same issue was raised in April 1992,
SEC Chairman Breeden was quoted as saying, ‘It is inconceivable that we would
have mutual recognition with Germany.'!> For her part, SEC Commissioner Mary
L. Schapiro was quoted as saying in September 1993 that the SEC would insist
that foreign companies conform with US GAAP when seeking a listing in US
markets.!'® The entreaty from Waigel went nowhere.

For his part, William Donaldson, then the chairman and CEO of the NYSE,
took advantage of the listing to call for flexibility so as to enable other major multi-
nationals to list in New York. His undisguised purpose was to press the SEC to be
more relenting when meeting with any of the ‘more than 2,000 companies around
the world that meet the NYSE standards of size, share ownership and earnings’!!’
A few months after he departed as SEC chairman, Richard Breeden characterized
the Exchange’s high-pressure campaign ‘to give a “free pass” exempting all so-
called “world class” companies from all U.S. disclosure, accounting and auditing
standards’ as ‘a serious mistake’.!8

Partly as a result of this pressure, SEC Chairman Breeden, as well as his pre-
decessor and successor as SEC chairmen, David S. Ruder and Arthur Levitt,
took a number of senior SEC staff members on tours around the world to meet
with major banks and companies, to discuss the SEC’s regulations in relation
to possible listings in the United States. The SEC’s then director of the Office
of International Affairs, Michael Mann, recalls that Linda Quinn and he tried
to communicate the SEC’s ‘openness to flexibly applying its requirements. Our
goal was to demonstrate to companies seeking U.S. registration that the SEC
would take a principled approach to applying its rules. We needed to show that
we were reasonable and that, where comparability between differing standards
could be achieved, accommodations could be worked out and therefore compro-
mise would be possible’!!? In the early 1990s, the SEC made a number of ‘ad
hoc accommodations’ to non-US issuers,'2° but Chairman Breeden insisted that
US GAAP be the required standard for foreign companies listing in the United
States.!?!

While the Daimler listing did not have a direct impact on the work of the IASC,
it was nonetheless an important turning point in the development of European
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financial reporting. It eventually led other Continental European companies to
reassess their own interest in a New York listing, which in turn led the European
Commission to support the IASC, as a counterweight to US GAAP (see Sec-
tion 12.3). David Cairns, the IASC’s secretary-general, drew attention to the great
disparity between Daimler’s German and US GAAP profits (which turned out to
be a DM 615 million profit according to German GAAP and a DM 1,839 million
loss by use of US GAAP) to press the point that the adoption of IASC standards
by securities market regulators without reconciliation to another GAAP, which
he expected would occur ‘very soon), would obviate the need for investors to

understand such ‘inexplicable differences’.!??

10.8.6. The New York Stock Exchange Supports IASC Standards

As aresult of the NYSE’s frustrations in trying to persuade the SEC, and especially
Chairman Breeden, to accept their home country financial statements for world-
class multinationals based overseas, the Exchange began warming to the use of
IASC standards as, ‘perhaps, the most promising route’ by which to overcome the
SEC’s US GAAP reconciliation obstacle to the attraction of foreign listings.'** Ata
conference in November 1993, the NYSE’s James Cochrane spoke glowingly about
the promise of IASC standards:

IASC has demonstrated a tremendous amount of leadership and is beginning to make real
progress. The IASC progress now has momentum behind it under the new SEC Chairman,
Arthur Levitt. The SEC’s recent acceptance of International Accounting Standard No. 7 on
cash flow was a symbolic gesture on the part of the SEC that there is a serious effort under-
way to move towards International Accounting Standards. We take that as a very strong
sign of encouragement. As IASC principles are adopted by more major non-U.S. issuers—
and as these principles get closer to U.S. GAAP—financials done by a foreign issuer using
them will be sufficient for U.S. investors to make completely informed judgments about
the issuer’s state of health. European companies have indicated that all they need is U.S.
acceptance of IASC principles and they’ll be knocking down the door of the NYSE and U.S.
capital markets.!?*

In March 1995, the Exchange and Coopers & Lybrand co-sponsored a major
conference in New York City at which the promise of using IASC standards was
explored. At the conference, Trevor Harris presented his findings from a study of
the differences for eight companies based in seven countries between their use of
the JIASC’s revised standards and the requirements of US GAAP.'?> He found that,
‘At least for firms utilising the IASC’s revised international accounting standards,
there are few instances, especially from an investor’s perspective as opposed to
a technical accounting perspective, where the companies’ compliance with IASs
would not meet US GAAP’ !¢ His conclusion was that the differences were not as
problematic as was commonly believed, a finding that would have been welcomed
at the Exchange. As noted in Section 8.16, in 1995 the Exchange signed on to the
IASC’s new Advisory Council, and James Cochrane helped with fund-raising in
the United States.
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10.8.7. SEC Allows Foreign Registrants to Adopt Parts
of Three IASC Standards'?’

In April 1994, the SEC issued rule proposals to allow foreign registrants to
use portions of three IASC standards: IAS 21, The Effects of Changes in For-
eign Exchange Rates (revised in 1993), IAS 22, Business Combinations (revised
in 1993), and IAS 29, Financial Reporting in Hyperinflationary Economies (issued
in 1989).12 The final rules were approved in December 1994. Again, this deci-
sion gave evidence of the SEC’s willingness to acknowledge areas of agreement
between IASC standards and US GAAP, but, as with IAS 7, which did not rep-
resent much of a departure from US GAAP, the portions of these three stan-
dards were also compatible with the policies of the SEC’s accounting staff. Even
before this action, the SEC had allowed foreign registrants in highly inflationary
economies to use their general-price-level (GPL) restated financial statements,
without modification, in their filings with the Commission. The SEC’s acceptance
of portions of IAS 21 and 29 applied this policy as well to foreign registrants
with subsidiaries operating in hyperinflationary economies, in effect allowing the
restate-translate procedure in place of translate-restate.'” But the SEC rejected
the option in IAS 29 that current cost be accepted in lieu of GPL-restated historical
cost. 130

In regard to business combinations, for both domestic and foreign registrants
the SEC’s accounting staff had already favoured a more limited availability of the
‘pooling of interests’ treatment than under Accounting Principles Board (APB)
Opinion 16, and the more restrictive ‘uniting of interests’ approach of IAS 22 was
compatible with that position. On goodwill, also taken up in IAS 22, the SEC’s
accounting staff had informally come to favour a maximum useful life closer to
twenty years, believing that it was the judgement being made by the securities
market; therefore, IAS 22’s limit of twenty years, compared to the protracted term
of forty years allowed by APB Opinion 17, would have been compatible with this
position.!?!

Trevor Harris, who had played a key role in advising Daimler-Benz on the
accounting aspects of its 1993 listing in New York, said that the SEC’s acceptance
‘of the use of IAS 21 and IAS 22 by non-US registrants is truly significant, because
‘In those cases, there are significant differences from US GAAP.'* Yet Michael
Sutton, the SEC chief accountant from June 1995 to January 1998, said that the
SEC’s actions on IAS 21 and 22 were ‘a non-event in the US community’, that
US companies did not feel they were disadvantaged by those concessions. They
were Linda Quinn’s way, he said, of tossing the foreign companies a bone.!*
Quinn’s view was that these were ‘big cost’ issues or were otherwise troublesome
to foreign issuers, and she felt that the IASC standards would serve just as well as
US GAAP.!*

It was only the SEC, not also IOSCO, which accepted the portions of the three
standards. By doing so, the SEC wanted to demonstrate that it was supportive of
the IASC’s process, as two of the standards had recently been revised, but also
to help foreign issuers reduce the cost of keeping two sets of books, especially
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in regard to accounting for business combinations and with respect to hyper-
inflationary economies.!* As far as is known, the issue of accepting portions of
the three standards never came before IOSCO for its consideration.

Another accommodation conceded by the SEC in 1994 was, like the SEC’s
acceptance of IAS 7 for foreign registrants, made easier because it did not alter
earnings or shareholders’ equity: ‘Foreign private issuers that prepare finan-
cial statements on a basis of accounting other than U.S. GAAP using propor-
tionate consolidation for investments in joint ventures may, in certain cases,
omit differences from U.S. GAAP in classification or display if the investment
would be accounted for using the equity method under U.S. GAAP!3® This
accommodation was not limited to foreign registrants using IASC standards.
In IAS 31, issued in 1990, proportionate consolidation was set as the bench-
mark method when accounting for joint ventures, with the equity method as
the allowed alternative treatment. Proportionate consolidation was an option to
the equity method in Canadian GAAP but has never been acceptable under US
GAAP.

10.9. IOSCO OFFICIAL DEFINES THE QUALITIES REQUIRED
IN THE IASC’S REVISED STANDARDS

Linda Quinn and others from the SEC did not elaborate in speeches and other
public utterances on their expectations of the IASC. Michael Meagher, the chair-
man of WP1’s Accounting and Auditing Subcommittee, did make such a presen-
tation in March 1993, although it was not published. It is important to examine
the contents of Meagher’s presentation carefully, as it was the only written record
of a significant public utterance during the first half of the 1990s by an IOSCO
official who was vetting the IASC’s revised standards. The last official statement
by IOSCO on its expectations of the IASC had been made at its November 1988
conference in Melbourne.

Meagher was the OSC chief accountant from September 1988 until December
1990, when he returned to his Toronto firm of Peat Marwick Thorne, as its name
had become. But he carried on as chairman of the subcommittee, and in his speech
he drew attention to the essential qualities that IOSCO was seeking in the IASC’s
revised standards:'¥’

Such standards must ensure there is a high level of consistency in accounting treat-
ment for like transactions.

Such a set of international accounting standards must be sufficiently complete and
detailed to achieve the overriding requirement of consistency and comparability in
accounting treatment for like transactions.
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‘The overriding principle}, he said, ‘is that financial statements must fairly portray
like transactions in a relevant and reliable manner. In regard to completeness, he
identified a number of ‘mainstream accounting issues, which, he said, may not be
completed by the IASC for some time. Standards on such subjects as accounting
for segment reporting, earnings per share, financial instruments, intangible assets,
and income taxes, he said, might well need to be completed before IOSCO can
give its endorsement to the product of the board’s work. (See Section 10.10 for a
treatment of IOSCO’s expanded list of standards.)

While Meagher said that he himself favoured a piecemeal acceptance of the
IASC’s standards, others, he said, would delay any further endorsement until all
of the requirements were satisfied. Meagher believed that IOSCO should consider
accepting all of the IASC’s revised standards resulting from its Improvements
project, once it is concluded. ‘Thereafter’, he added, ‘as new or revised standards
are issued, these standards should also be subject to review and acceptance by
IOSCO! As will be seen, Meagher’s preference for a piecemeal approach towards
the standards was decidedly not shared by the SEC, which was the dominant player
in WP1 and its subcommittee.

In his speech, Meagher complained that the IASC, in its past standards, had
designated the section entitled ‘Explanation’ as guidance that was not mandatory.
In the drafts of the newly revised standards, he said, the board had intermingled
the explanatory paragraphs with the exposition of the standard itself, but only the
material in bold typeface was said to be mandatory. Meagher said that ‘No real
measure of reliability and consistency of accounting treatment will be obtained
unless the explanatory material must also be followed” He pointedly said that
unless the IASC makes the explanatory material mandatory, ‘Individual securities
regulators may be forced to make adherence to all explanatory material a pre-
condition to their acceptance of the accounting standards. IOSCO, and especially
the SEC, were adamant from the outset that compliance with IASC standards
meant all of it, including the explanatory material in light face.!*® In May 2000,
Paul Pacter, a senior member of the IASC’s research staff, wrote, ‘Since the IASC
Standards were reformatted in the early 1990s, the Board has used bold type to
express matters of general principle. ... Normal type has been used to express finer
points of detail. Both, however, are part of the International Accounting Standard.
And, he added, ‘The IASC Board votes on the Standard in its entirety’. He said that
the secretariat regards paragraphs written in both the bold and normal types to
possess ‘equal authoritativeness’.!*’

Recognizing that the IASC’s Comparability project had not been able to elim-
inate all optional treatments, Meagher said that the IASC board’s decision in its
Statement of Intent not to impose a requirement on companies to reconcile the
results obtained by adopting an allowed alternative treatment to the benchmark
treatment ‘has not been entirely satisfactory for securities regulators’ In E32, the
IASC had said that companies would be obliged to present such a reconciliation
in their financial statements. Yet, as noted in Section 10.5, the IASC’s decision to
dispense with a reconciliation requirement had been taken with the acquiescence
of IOSCO.
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10.10. IOSCO IDENTIFIES THE CORE STANDARDS IT
EXPECTS FROM THE TASC

The IASC leadership met in May 1993 with SEC representatives and became aware
of a tentative list of core standards that was being compiled so as to constitute a
complete set of accounting standards. To their consternation, the list included a
number of specialized projects such as accounting for commodities, environmen-
tal issues, and special purpose entities as well as for the accounting issues in certain
industries.!*® In June 1993, IASC Chairman Shiratori wrote an anguished letter to
SEC Chief Accountant Walter Schuetze and Linda Quinn. In the letter, he argued
that the SEC’s list of proposed standards represented an unreasonable request.
Schuetze replied that the staff study had in mind only the IASC’s completed
standards and ongoing standards projects, plus an expected project on interim
reporting.'*! The IASC leadership must have been relieved upon receiving this
response. If the SEC was actually thinking of imposing a requirement that such
specialized standards should be included in the core set, Shiratori’s letter sought
to urge them not to do so.

In August 1993, WP1 informed the IASC of an extensive list of forty-one
topics which it expected the IASC to address as ‘the necessary components of
a reasonably complete set of accounting standards (core standards) that would
comprise a comprehensive body of principles for enterprises undertaking cross-
border offerings and listings’'*> WP1 had accepted the list in June, and it was
announced at IOSCO’s annual conference in October. By announcing this list
of topics, IOSCO for the first time specified the scope of coverage it expected
in any set of accounting standards proposed for its endorsement. It was made
known to the IASC that the list of core standards had its origin in an SEC staff
report.!®

Upon receiving the recommended list of core standards from WP1 in August
1993, David Cairns wrote to Eiichi Shiratori and Michael Sharpe, “The list is
interesting in that it contains little that is not covered by existing International
Accounting Standards or by our current work programme. This is encouraging. 144
At JIOSCO’s annual conference in Mexico City in October 1993, Cairns, in a
speech, enthusiastically welcomed Linda Quinn’s announcement at the congress
of IOSCO’s endorsement of IAS 7, on cash flow statements, and of the list of nec-
essary components of a core set of standards, as ‘a necessary step’ towards getting
its standards accepted worldwide.'*> In her own remarks, Quinn was reported
to have expressed IOSCO’s ‘concerns’ about the draft of IAS 9, on research and
development, which the IASC board was set to approve, and did, in a few weeks’
time.!*® The concern, which Cairns said had not previously been communicated,
apparently was over the draft’s requirement for the capitalization, in certain con-
ditions, of development costs.

In his speech, Cairns expressed confidence ‘that further progress can be
announced in Tokyo next year—that progress will be significant, even if it does
not take us to the end of our journey. As is noted in Section 10.11, Jean
Saint-Geours, the chairman of IOSCQO’s Technical Committee, had told Shiratori
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that he favoured a staged endorsement process, rather than delaying any fur-
ther endorsement until all of the core standards were revised to IOSCO’s sat-
isfaction. But, as will be seen, this did not correspond with the view from the
SEC.

In December 1993, after the secretariat had conducted an extensive analysis, the
IASC concluded that nineteen of IOSCO?s forty-one topics were covered by the ten
revised standards in its Comparability/Improvements projects which the board
approved in November 1993 (on three of these topics the IASC said that further
work was indicated), eleven were treated in other standards issued previously,
and one was dealt with by the recently revised IAS 7. The remaining ten topics,
with one exception, were the subjects of the IASC’s ongoing standards projects.
Only one topic, on interim reporting, had not yet been addressed by any com-
pleted or ongoing project.!?

10.11. IOSCO’S REBUFF TO THE IASC

Prior to the arrival of two fateful letters from IOSCO in June 1994, the IASC
had received mixed signals from IOSCO representatives about whether further
endorsements would be made on a piecemeal or rolling basis or would not be
made until the entire set of core standards were completed to IOSCO?s satisfaction.
In October 1993, I0OSCO’s endorsement of IAS 7, with identical action by the SEC,
created an impression that IOSCO would follow the former of the two approaches.
Then, in April 1994, the SEC announced its intention to endorse portions of three
other IASC standards (see Section 10.8.7), but without IOSCO collaboration.
At the World Congress of Accountants in October 1992 in Washington, IOSCO
Secretary-General Paul Guy said that he favoured an endorsement by stages.!*®
Michael Meagher, in his March 1993 speech at Fordham, had said, ‘T favor a
piecemeal acceptance of the IAS’s’ He recommended that, following completion
of the IASC’s Improvements project, IOSCO should consider accepting all the
revised standards from that specific project.!*’ Jean Saint-Geours, the chairman
of the COB and of IOSCO’s Technical Committee, favoured a seriatim, or staged,
endorsement process, a view which he conveyed in two meetings during 1993
with Chairman Shiratori.'>® Early in 1994, Edward Waitzer, the chairman of the
OSC and a member of IOSCO’s Technical Committee, said that he favoured
a step-by-step endorsement process by IOSCO.'*! Because of these statements
from authoritative figures in IOSCO, IASC board members expected a stepwise
endorsement process.'>?

One of the difficulties in interpreting the signs coming from the Technical
Committee was that most of its members were lawyers who had little accounting
background. During his work on the Improvements project, Paul Cherry was con-
cerned that most members of the Technical Committee seemed not to understand
his briefings on the revised standards, which, he believed, may have impeded

progress.'>



322 Raising the Stakes

It was reported that a lobby in France was writing members of IOSCO’s
Technical Committee to urge endorsement of the revised IASC standards as early
as its annual conference in October 1993.1%* Indeed, several European countries
on WP1—France, Germany, and Italy—favoured a step-by-step endorsement
process.'>> Yet word had reached David Cairns as early as April 1993 that Linda
Quinn was ‘fairly negative’ towards endorsement in the short term and felt that
‘It would not be until 1996, 1997 or even 2000 before IOSCO was able to endorse
International Accounting Standards’!*® In January 1994, Quinn told Cairns
during a conversation in Washington that there would be no further IOSCO
endorsement of IASC standards until the entire core set were produced and
approved as a package.!”’

For his part, Eiichi Shiratori had made it known in early 1993, upon becoming
IASC chairman, that he wanted to see an endorsement from IOSCO ‘as soon as
possible}!® one reason being that such an imprimatur would better enable the
board to raise needed finance from companies around the world.

During the early months of 1994, the IASC’s leadership anxiously awaited
the news from I0SCO’s working party. IASC Deputy Chairman Michael Sharpe
had actually seen a draft of the letter from WP1 to IASC Chairman Shiratori
but was not allowed to keep a copy.!® Finally, two lengthy letters dated 17
June 1994 to IASC Chairman Shiratori and signed by Linda Quinn and Michael
Meagher (known as the ‘Shiratori letters’) conveyed the assessment by WP1 and
its Accounting and Auditing Subcommittee of the IASC’s work thus far, including
the ten revised standards that had emerged from the Improvements project.!®
The letters represented a setback for the IASC. They reported that eight of the ten
revised standards (all but IAS 9, on research and development, and TAS 19, on
retirement benefits costs) were found to be acceptable. On IAS 9, WP1 said that
it could not reach a consensus on the acceptability of the required capitalization
of development costs when certain criteria were met, a treatment to which the
SEC would certainly have objected. WP1 did, however, identify ‘suspense issues’
on all ten of the revised standards. In the letter, WP1 said that suspense issues
‘include items that generally are encountered infrequently, often are complex, and
would not need to be addressed before IOSCO would consider recommending
acceptance of IASC standards’.

Of the IASC’s other published standards, Quinn and Meagher did not raise any
‘essential’ issues (that is, ones that must be resolved prior to endorsement), on the
following;:!6!

IAS 20, Accounting for Government Grants and Disclosure of Government
Assistance

IAS 24, Related Party Disclosures

IAS 27, Consolidated Financial Statements and Accounting for Investments in
Subsidiaries

IAS 28, Accounting for Investments in Associates

IAS 29, Financial Reporting in Hyperinflationary Economies

IAS 31, Financial Reporting of Interests in Joint Ventures
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On all of the foregoing six, except for IAS 29, ‘suspense’ or other issues were
raised. On a further eight standards (IAS 1, 5, 10, 12, 13, 14, 17, and 25), they
either gave encouragement for the efforts currently in train to develop revisions
or made specific suggestions for improvement. Three standards were not consid-
ered by IOSCO: IAS 15 on the effects of changing prices; IAS 26, on accounting
and reporting by retirement benefit plans; and IAS 30, on financial statement
disclosures by banks. Quinn and Meagher advised the IASC that ‘the necessary
components of a core set of standards’ identified by WP1 in its letter of 16 August
1993 included certain topics that were not yet covered by the IASC’s existing stan-
dards: most financial instruments, intangible assets, earnings per share, employee
benefits, and interim reporting. In addition, they said that ‘Recognition and
measurement issues for discontinued operations and hedging for commodities
have not been addressed in a comprehensive manner in any existing standard.
TASC Chairman Shiratori later said, ‘In broad terms, 14 of the 24 Standards are
acceptable, four Standards are unacceptable to varying degrees, and six Standards
are already subject to review by IASC.!%2

David Cairns, Paul Cherry, and IASC Deputy Chairman Michael Sharpe
believed that the letters from Quinn and Meagher were encouraging, especially
compared to what they had feared.'®® Indeed, at a conference they both attended
in September 1994, Quinn told Cairns that the Shiratori letters should be regarded
as ‘good news letters. The suspense issues, she said, were necessary to get EU
and Japanese approval to the letters.!®* Yet there were a number on the board
who mistrusted the SEC, if only because of the Shiratori letters. Would the SEC
ever deliver? In the Shiratori letters, the SEC had clearly prevailed within WP1.
As indicated above, IOSCO’s decision not to move towards endorsement of any
further standards at this time, while a keen disappointment, did not come as a
surprise. Yet the IASC’s leadership had hoped that IOSCO would endorse the
IASC’s process, not each of its standards one by one. The major task facing the
board was to address the topics on which standards had not yet been issued, by far
the most daunting of which was financial instruments.

World Accounting Report described IOSCO’s unwillingness to endorse any fur-
ther IASC standards until the entire core set is complete as a ‘blow’ to the IASC.1%
And, to be sure, the IASC leadership was disappointed that WP1 would not
proceed to recommend endorsement of the standards it found to be acceptable.

Chairman Shiratori was the most keenly disappointed of all. At IOSCO’s annual
conference in October 1994 in Tokyo, he gave a ‘hard-hitting’ address, drafted
by David Cairns,'®® which was critical of IOSCO’s endorsement process.'®” He
said that IOSCO’s approach to the further endorsement of IASC standards was
‘unsatisfactory’, in part because it ‘implies that IOSCO expects IASC to have
dealt with issues that have not been, and perhaps cannot be, resolved by national
standard setting bodies’ and he referred specifically to financial instruments. He
pointed out that the SEC continues to ‘endorse’ FASB pronouncements ‘even
though the FASB is a long way from completing its Financial Instruments project’
He argued that IOSCO should endorse the IASC’s process and not review each
standard in detail, ‘something which most of its members do not do in their
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own jurisdictions’ He pointed out that IOSCO had been a member of the IASC’s
Consultative Group since 1987, and that its representatives have regularly taken
part in the meetings of the IASC’s steering committees and have been invited to
comment on all of the IASC’s exposure drafts and draft statements of principles.
He was annoyed that IOSCO had raised the spectre of suspense issues on the ten
revised standards even though IOSCO’s views ‘were taken into account at every
stage’ of the IASC’s deliberations on those standards. TOSCO;, he said, ‘should
accept all the revised Standards without qualification.

Clearly, Shiratori was exasperated, and this airing of his views at IOSCO’s
annual conference may, in the eyes of some, not have made relations between the
two bodies any easier. Cairns recalls that “The speech was widely supported by
regulators and other participants although there were clearly some who disagreed
with its aggressive tone.!®®

Many of Shiratori’s points were understandable and well taken. IOSCO had
indeed set the bar very high for the IASC to surmount. WP1’s endorsement of
its standards required the unanimous consent of all of its—by then—fourteen
members,'® who represented the very different regulatory cultures and experi-
ences of their countries. Unanimity was essential to the SEC, because it would
not accept being outvoted by other regulators. Furthermore, the SEC was not
prepared to support a prospective endorsement, but insisted that no judgement
could be rendered until the entire core set of standards were completed and could
be evaluated in regard to all of the qualities that the SEC believed they must
possess, in terms of the number of options, the degree of specificity, the adequacy
of the required disclosures, and the breadth of coverage. To the SEC, this was a sub-
stantive policy issue.!”? As noted above, the SEC was especially guarded because it
knew that, if it were to allow foreign registrants to adopt IASC standards that were
more flexible and yielding (for example, with more options and fewer required
disclosures) than US GAAP without a reconciliation requirement, it could not
prevent US registrants from likewise adopting IASC standards by switching from
US GAAP.'”! Linda Quinn herself expressed this anxiety as far back as 1989.!72
In such an event, if US GAAP were to become markedly less pervasive among
US registrants, questions could be raised about the future viability of the FASB as
the purveyor of US GAAP. The SEC had no intention of swapping its ‘oversight
authority’ over the FASB for a more uncertain relationship with an international
standard setter based in London.

Shiratori’s speech in Tokyo notwithstanding, Secretary-General Cairns led an
effort to re-establish a positive dialogue with Working Party 1. In September
1994, he communicated Shiratori’s request to all of the IASC board members and
technical advisers ‘to contact the members of IOSCO Working Party 1 in your
country to discuss the [Shiratori letters] and their attitude to further endorsement
of International Accounting Standards by I0SCO’.!7?

The secretariat conducted an extensive analysis of the Shiratori letters and
especially WP1’s conclusions. In close coordination with Shiratori, it devised a
new work programme that, it was believed, would be acceptable to WP1 in the
light of its demands, in order to contribute constructively to cooperation between
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the IASC and IOSCO towards an eventual endorsement of the IASC standards.
At its meeting in November 1994 in Budapest, the IASC board approved the
revised work programme and authorized Shiratori and Cairns to respond to the
Shiratori letters ‘along the lines set out in the Chairman’s paper for the IOSCO
Annual Meeting in Tokyo in October 1994 This was done in a letter signed by
Shiratori, dated 28 December 1994, to Linda Quinn and James Saloman, who had
just succeeded Michael Meagher as chairman of WP1’s Accounting and Auditing
Subcommittee.!”* The letter, which would have been developed and drafted by the
secretariat, was sent three days before David Cairns’ last day at the IASC. While
it repeated the criticisms of IOSCO’s current approach and his proposed reforms
of this approach contained in Shiratori’s speech, it presented and explained its
revised work programme and proposed steps to ‘open channels of communica-
tion’ between the IASC and WP1. Shiratori concluded the latter by saying, ‘We
look forward to discussing these and other issues at our meeting on 2 February in
Zurich’

10.12. THE IASC AND I0SCO CHART THE WAY FORWARD

Following receipt of the two Shiratori letters of 17 June 1994 and Shiratori’s critical
speech at IOSCO’s annual conference in October 1994, it became necessary to
agree a plan with WP1 under which the IASC could formulate a programme of
work to fulfil the expectations of IOSCO within a time frame satisfactory to both
bodies. The first step had been taken by Shiratori in his letter of 28 December
1994. At the IASC, there were bruised feelings and even some antagonism towards
IOSCO, which the latter believed were due to faulty communications.!”> Although
there was no disruption in the work programme of either body, the principals
wanted to reach an understanding on where everything stood and how to make
the relationship work better.!”®

The search for agreement may have been eased by a changing of the guard at the
senior levels of both bodies in 1994-5. At the end of 1994, David Cairns, the IASC’s
secretary-general, departed. He was succeeded in May 1995 by Sir Bryan Carsberg,
who brought valuable experience as a regulator to the IASC. Eiichi Shiratori’s
term as IASC chairman was to end in June 1995, and he would be succeeded by
Michael Sharpe, of Australia, who had been the IASC’s deputy chairman as well as
chairman-designate—and thus very active in the IASC’s leadership affairs—since
October 1992.

After Edward Waitzer, the OSC’s chairman, succeeded the Frenchman, Jean
Saint-Geours, as chairman of IOSCO’s Technical Committee at the Tokyo confer-
ence in October 1994, he was quoted as saying that ‘I sat down with Shiratori and
his successor, Michael Sharpe, and we talked about how to get the relationship
on a more constructive footing.!’” One of Sharpe’s first tasks, as he saw it, was
to reach an agreement with WP1 on the way forward towards securing IOSCO’s
endorsement of the IASC’s standards.
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Sharpe’s opportunity came early in 1995, several months before he became
chairman. At IOSCO’s Tokyo conference, Sharpe, Shiratori, and several mem-
bers of the European delegations to the IASC were invited to attend a meeting
on 2 February of WP1 in Zurich (mentioned at the end of Shiratori’s letter of
28 December). On the morning of the meeting, prior to the arrival of the IASC
delegation, WP1 Chairman Linda Quinn and James Saloman, the chairman of
WP1’s Accounting and Auditing Subcommittee, agreed on the idea of proposing
a phased work plan for the IASC to complete the remaining core standards within
a determinable period, leading to endorsement by IOSCO and the SEC. Linda
Quinn was committed to moving the process forward. During the morning ses-
sion with the IASC delegation, Sharpe tried to argue, without success, that WP1
should reconsider its position on the standards. Then, on the way to the luncheon
venue, Saloman floated the idea of the work plan with Sharpe, knowing that the
strategy was that Sharpe and Quinn would be seated next to each other at lunch.'”8
Sharpe recalls the lunch conversation, during which he and Quinn agreed a way
forward, which contemplated a work plan leading to the eventual endorsement of
the core standards. She thereupon wrote out the basis of this agreement on a linen
napkin, or serviette. Sharpe refers to it as the ‘Zurich napkin’ agreement.'”® Sharpe
proposed to complete the remaining core standards in the next several years, and
Quinn assured him of a close working relationship towards that end. To Quinn, it
was important to inform the public that IOSCO and the IASC were continuing to
work together and that there had not been a fracture in the relationship. The work
plan would give the public an idea of the time frame, which, she believed, ‘also gave
real visibility and credibility to the IASC process, in that this was being dealt with
substantively’,!8°

After endorsing the idea of the work plan, WP1 proposed a press release for the
approval of IOSCO’s Technical Committee, which was to meet in mid-March in
Sydney. But the Technical Committee balked.!'®! The issue was highly controversial
in the Technical Committee, as a number of its members were not confident they
could gain acceptance for such a commitment in their home countries.'®? In the
end, the Technical Committee reached agreement that a press release should be
deferred until the IASC and IOSCO were in a position to announce an actual
work plan, or programme, to accompany it. The work plan was to be based on
the Shiratori letters, with eventual completion in three to five years. The Technical
Committee wanted the press release and the agreed work plan to be announced
following its next meeting, to be held in July during IOSCO’s annual conference
in Paris. The news of this decision did not allow the IASC much time to elaborate
the work plan. As it happened, the IASC’s board and executive committee were
to meet at the end of March and again in May. During its meeting at the end of
March, the executive committee agreed that such a work plan should be developed
in time for a press release to be issued in July, and it was agreed to enlist Paul
Cherry’s assistance in developing the work plan.!®3 Cherry and James Saloman,
the chairman of WP1’s Accounting and Auditing Subcommittee, knew each other
well and were both resident in Toronto, which facilitated a rapid resolution of
differences. Cherry and Technical Director Liesel Knorr, who was also serving
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as acting secretary-general until Bryan Carsberg’s arrival on 22 May, exchanged
drafts of the proposed work plan. John Denman, the long-time technical adviser in
the Canadian delegation, joined Cherry in his meetings with Saloman. Chairman
Shiratori, the executive committee, and Carsberg monitored developments in May
and June, and the proposed work plan was completed to Saloman’s satisfaction in
time for the IOSCO conference. In May, Shiratori pointedly wrote to Saloman that
the IASC’s position was that IOSCO should endorse at least the fourteen standards
which were acceptable.'® But Sharpe was aware that, while many, if not most,
members of WP1 favoured a step-by-step process of endorsement, the SEC was
opposed.

The IASC scheduled a meeting of its executive committee in Paris to coincide
with IOSCO’s conference in July, and they were both in the same hotel. It was
Sharpe’s first month as IASC chairman. Negotiations over the final terms of the
agreement were still being conducted between the two bodies at the eleventh
hour."®® In the end, Bryan Carsberg secured the executive committee’s approval
of the work plan, with completion scheduled for June 1999, carrying forward the
agreement in principle between Sharpe and Quinn in Zurich.'®¢ On 11 July, both
bodies issued a joint press release and held a news conference. In the release it was
stated that “The Board has developed a work plan that the Technical Committee
agrees will result, upon successful completion, in IAS comprising a comprehen-
sive core set of standards. Completion of comprehensive core standards that are
acceptable to the Technical Committee will allow the Technical Committee to rec-
ommend endorsement of IAS for cross-border capital raising and listing purposes
in all global markets.'®” In the release, Sharpe was quoted as saying, ‘Companies
should now feel confident the IASC and IOSCO are fully committed to developing
IAS that will be acceptable everywhere in the world and recognize the efficiencies
that may be obtained from using IAS” Edward Waitzer, the chairman of IOSCO’s
Technical Committee, was quoted as saying, IOSCO is committed to working
with the IASC to ensure a successful completion of the work plan on a timely
basis. 18 The IASC’s ‘Work Programme 1995-1999” was attached to the release (see
also Table 11.1). Yet Bryan Carsberg’s minuted remark at the meeting of IASC’s
Advisory Council on 8 July 1995 betrays a residue of a distrust of IOSCO: ‘The
press release has been drafted by IOSCO, and it will be very difficult for IOSCO
to renege on endorsement in 1999 after such publicity.!®® Carsberg realized that
to push for immediate IOSCO endorsement, as Shiratori had urged, would have
led to an internal split in WP1, between the SEC and other regulators. He said, ‘I
decided that the right thing to do was to go for the 1999 target rather than press
for immediate recognition. It seemed to me that having the IOSCO agreement
based on that work programme would provide the signal to companies that was
needed. They could sensibly start using international standards now because the
path is clear and eventual recognition is now virtually certain.'* He was minuted
as saying that, as a result of the agreement, ‘The relationship between IASC and
IOSCO has greatly improved. !

The agreement between the IASC and IOSCO represented more than a reaffir-
mation of cooperation between the two. World Accounting Report said,
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The ‘new deal’ [announced by IOSCO and IASC in July] is a typically bold move by the
fairly formidable IASC team of Sharpe and Carsberg. It puts the IOSCO/IASC alliance
back on the rails; it sets a timetable leading to worldwide use of IASC standards; by clear
IOSCO endorsement it implies a major breakthrough in gaining US acceptance of IASC
standards—and challenges the SEC to deny this; it tells multinationals looking for access
to use of financial markets that a move to use of IASC standards will provide access in
the medium term, without the embarrassments suffered by Daimler Benz of US GAAP
reconciliations.... And certainly this is a way for the IASC to emerge into the twenty-first
century as a dominant force in world standard-setting.'*?

Michael Sutton, the SEC’s chief accountant, called the agreement a ‘major
milestone’!®® Paul Leder, the deputy director of the SEC’s Office of International
Affairs who became chairman of WP1 in 1997, said that the latter’s work on the
IASC’s standards ‘began in earnest’ upon the signing of the agreement.!”* The
focus shifted from the strategic to the technical issues.!”> And, as is brought out
in Section 12.3, the July 1995 agreement prompted the European Commission to
look to the IASC as the source of a comprehensive set of international accounting
standards. For his part, Sharpe was reported as saying that he was confident that
the revised standards would be approved by IOSCO in 1999. Sensing the acceler-
ating globalization of the capital markets, especially on the European Continent,
Sharpe said, “The pressure from the marketplace is on our side. One business
language is so important when everybody seems to want access to world capital
markets. Ever the enthusiast for IASC standards, he said that ‘“The whole matter
of the [TASC-IOSCO] announcement really says that the IASC is going to be the
leading standard-setting body in the world. And we have to behave like that to
deliver the goods. We are going to need a lot of help from other standard setters
and a lot of support generally—including financial support.1?®

Former IASC Secretary-General David Cairns characterized the challenge that
lay ahead of the IASC as follows:

In practical terms, to win IOSCO’s endorsement of the core standards, the IASC has to
do enough to satisfy Canada, Japan and the USA, the three countries which opposed the
further endorsement of IASs in [July] 1995. At the same time, the IASC has to avoid doing
so much that it loses the support of those who favoured further endorsement or even
endorsement of the process of setting [ASs—Australia, Europe and Hong Kong.'"’

10.13. THE TASC ACCELERATES ITS TARGET DATE TO MARCH
1998 FOR COMPLETING ITS CORE STANDARDS

There were those who expressed scepticism that the IASC could complete the
core standards as soon as the middle of 1999. It was a daunting task for a part-
time body with a fairly small technical staff to produce the standards to IOSCO’s
satisfaction in a scant four years. Therefore, the IASC’s announcement in April
1996, nine months into the four-year period, that the target date was being accel-
erated to March 1998 came as a surprise to many. This was, in Bryan Carsberg’s
view, the ‘shortest feasible time for completion of the projects required by IOSCO;,
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which was fifteen months earlier than the programme approved by the board at
its November 1995 meeting in Sydney.!”® An IASC press release said that the IASC
board’s approval of the ‘fast track work programme’ was ‘contingent upon IASC’s
success in raising additional funds with a target of about £700,000 per year for two
years. The additional funds were to cover the costs of extra board meetings and
meetings of the steering committees, as well as ‘the extra staff required to enable
us to handle more projects simultaneously’.!” The acceleration in its pace of work
was also facilitated by cutting back on the number of steps required by the board’s
‘due process’ procedures.??

In an April 1996 press release, the IASC explained that a major reason why
it opted to advance its already tight schedule was to accommodate the financial
reporting needs of major multinationals, especially a number based on the Euro-
pean Continent, that ‘foresee the desirability of having additional stock market
quotations and will face additional costs if they are not able to use International
Accounting Standards for all their reporting purposes’. ‘Significant encourage-
ment to accelerate the work programme), the press release continued, ‘also came
from members of IOSCO, including the European members, the Canadian mem-
bers and the US SEC.?%! Bryan Carsberg reported to the board in March 1996 that
the requests from Canada and the SEC originated with OSC Chairman Edward
Waitzer and SEC Chairman Arthur Levitt, evidently because European companies
were pointing towards listings in Canada, Japan, and the United States. If the
companies were to list in the United States soon and adopt US GAAP as an interim
solution until IASC standards were accepted by the SEC for foreign registrants,
they would face transition costs in later switching to IASC standards, or they
might postpone seeking a listing. Furthermore, to European companies and their
governments the use of US GAAP was politically indefensible, if only because
they were set entirely in the United States with no participation in the process
of interested parties overseas.?’?

Despite the barrier of the reconciliation to US GAAP, the number of foreign
companies listed on the NYSE almost doubled, from 165 to 304, between the end
of 1993 and the end of 1996. New listings included such high-profile European
companies as AXA, Cadbury Schweppes, Deutsche Telekom, Elsevier, ENI, Gucci,
Jefferson Smurfit, Nokia, Pechiney, Scania, and SGS-Thomson.?%* Over the same
period, the total number of foreign companies registered with the SEC increased
from 588 to 1,019.%

Among the reasons was the gathering pace of globalization, leading executives
to come to the belief that a listing in New York raises a company’s stature to one
of worldwide prominence. The Wall Street Journal editorialized that ‘[Foreign]
companies want not just exposure to U.S. money that a [New York] listing would
bring, but the imprimatur of the NYSE for all it means to investors the world
over,?%

New York’s deep and liquid capital market for public offerings must have been
a significant draw in itself. Deutsche Telekom was one such company, a recently
privatized segment of Deutsche Bundespost, which announced in February 1996
its plan for an initial public offering of US$13 billion (the largest IPO ever in
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Europe), about one-fourth of which was destined for the US capital market. In
November 1995, the European Commission wrote, ‘As more and more Member
States are implementing important privatisation programmes and as the capital
needs of the companies concerned are increasing, the number companies facing
[the need to conform with US GAAP] is growing. 2%

Allister Wilson, of Ernst & Young UK, took note of the changing capital market
scene on the European Continent:

the traditional sources of finance for continental European companies—for example, banks
and private investors—are no longer able to fully satisfy multinational companies’ capital
requirements. As a result, more and more European companies are having to look to the
international capital markets for their funding. This, in turn, has been facilitated by the
creation of a European capital market by means of simplified listing procedures aimed at
encouraging companies to seek multiple listings in the [European Union].>"”

The growing interest of European multinationals in the US capital market devel-
oped against a background of a general surge in capital market activity. Between
1993 and 1997, the market value of the world’s stock markets approximately
doubled.?® All the major Continental European markets shared in this trend,
but the changes in Germany amounted to nothing less than a revolution in the
thinking of major multinationals and banks. The big (‘universal’) banks that
traditionally sat on the multinationals’ supervisory boards had suffered a drop
in their lendable funds owing to their increasing loan activity in the former
East Germany.?”” Former SEC Chairman Richard Breeden said the following at
a conference in 1993:

Even in Germany and Japan (though for very different reasons), the traditional system
of relationships is changing between a universal bank in Germany, and the companies
in which it holds stakes, and the ‘main bank’ in Japan and its relationship to a group
of companies within a keiretsu. The German banks have been fairly quiet about it, but
nonetheless the steps of Deutsche Bank and others to reduce the size of their industrial
equity holdings suggests the beginning of a profound change in the capital market systems
in Germany.*'’

Furthermore, by the beginning of the 1990s the big private German banks began
to see their future less as Hausbanken and more in investment banking.?!! An
active equity capital market was finally coming to Germany, as some two million
Germans purchased Deutsche Telekom shares in November 1996, which must
have been a signal occurrence in German stock market history: the large-scale
emergence of retail equity investors.

Even if a company did not need to raise capital overseas, a US listing was viewed
by major German companies as strategically important, especially for making
acquisitions through exchanges of shares.?!? After having vilified Daimler’s exec-
utive management for submitting to a US GAAP reconciliation in 1993,%% a
number of the very same German multinationals began to use US GAAP or IASC
standards themselves.?'* From 1996 onwards, other German companies followed
Daimler to the NYSE.
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Whatever the reasons for these fundamental changes in the European capital
markets, major European multinationals in several countries shortly found it
necessary to become well acquainted with US GAAP, if only to prepare their Form
20-F reconciliation on instruction of the SEC—the ‘additional costs’ mentioned in
the IASC’s April 1996 press release. If, by the time they went to New York, IOSCO
had endorsed TASC standards and thus the SEC had signified its acceptance of
the standards for use by foreign registrants without the need for a reconciliation,
the multinationals could lower their cost of entry into the US market. The IASC’s
leadership did not want to risk ‘losing’ these major multinationals to US GAAP,
for once they were to come to know and use US GAAP, they might not want to
shift again to IASC standards. Hence, it became essential to accelerate its agreed
deadline for completing the core standards and thus secure IOSCO’s endorsement
more quickly. From the point of view of the SEC, which was forced to deal with
a rapidly increasing number of different national GAAPs, the apparent surge of
interest in a US listing on the part of European companies increased the potential
usefulness of the IASC’s standards.

The OSC’s Waitzer and the SEC’s Levitt were apparently willing to help the
IASC board raise the additional funds it would need to accelerate its schedule.?!
If the IASC were to accelerate its pace, Levitt said that the SEC would increase
the resources it devotes to international accounting matters.?'® Accordingly, SEC
Chief Accountant Michael Sutton promptly designated Mary Tokar as the member
of his staff to devote all of her time to international accounting issues. In Septem-
ber 1997, she was promoted to senior associate chief accountant for international
accounting and auditing standards, a new position.?!” In May 1996, furthermore,
the SEC announced that Arthur Wyatt, a former IASC chairman, would begin
serving as special advisor to the SEC on international accounting.?'®

The political climate had changed from the early 1990s, when SEC Chairman
Breeden took an uncompromising stance with respect to the applicability of US
GAAP to foreign registrants. In 1996, the NYSE, under Chairman and Chief Exec-
utive Richard Grasso, was actively lobbying both the SEC and the Congress, and
conservative members of Congress, such as Phil Gramm (Republican of Texas),
chairman of the Senate securities subcommittee, were receptive to arguments to
open up the US capital market. Foreign securities regulators, through I0SCO,
were also applying pressure on the SEC to be more flexible in its requirements
(see Section 10.16).2"°

10.14. THE SEC ANNOUNCES THE ‘THREE KEY ELEMENTS’ TO
BE REFLECTED IN ACCEPTABLE IASC STANDARDS

The TASC-IOSCO agreement signed in July 1995, foreshadowed by the entente
between Michael Sharpe and Linda Quinn five months earlier in Zurich,
meant that the SEC would soon be facing a decision about implementing
an IOSCO endorsement of the IASC’s core standards. Furthermore, with SEC
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encouragement, the IASC had just announced a fifteen-month acceleration in

its target date for completing the core standards. It was time for the SEC to

make known its own expectations for the IASC’s revised standards. It did so

in an important press release issued on 11 April 1996. In the release, the SEC

affirmed that it ‘supports the IASC’s objective to develop, as expeditiously as

possible, accounting standards that could be used for preparing financial state-

ments used in cross-border offerings. From the Commission’s perspective, there

are three key elements to this program and the Commission’s acceptance of its

results’:?2

® The standards must include a core set of accounting pronouncements that constitutes
a comprehensive, generally accepted basis of accounting;

® The standards must be of high quality—they must result in comparability and trans-
parency, and they must provide for full disclosure; and

® The standards must be rigorously interpreted and applied.

When the SEC’s press release appeared, Bryan Carsberg wrote to the members of
the TASC Advisory Council and executive committee, ‘T understand that its genesis
was in discussions between our US Advisory Council [members] and the SEC
officials which noted that it would be useful to have a statement which we could
quote about SEC support for our activities.??! This view is not confirmed by SEC
Chief Accountant Sutton, who recalls that the release was originally developed by
Michael Mann, director of the Office of International Affairs, and that he himself
drafted the ‘the three key elements’. Sutton writes, ‘It was a way to frame the debate
and also make clear that the Commission would be unwilling to compromise the
integrity of financial reporting in the US capital markets.?*?

The first of the three elements in the SEC’s release, completeness of coverage,
had already been mentioned several times recently by IOSCO officials. The second
element introduced the term ‘high quality’ into the discourse over the setting of
accounting standards.??* In expanding on this term, the SEC referred to the three
qualities, ‘transparency, comparability and full disclosure, which it has regularly
cited over the years as the hallmarks of sound financial reporting. The third ele-
ment, that the standards should be ‘rigorously interpreted and applied’, addressed
the SEC’s concern that the interpretations and applications might vary across
countries. As is mentioned below, this third element played a role in prompting
the TASC board to create a committee to give interpretive advice. As to ‘applied,
the IASC probably thought that the issue of companies’ compliance with its
standards fell within the province of auditors and regulators, not its own. As is
brought out in Section 10.20, the SEC raised this issue again, with even greater
emphasis, in its concept release of February 2000.

The SEC’s news release concluded with the following assurance: ‘As soon as the
IASC completes its project, accomplishing each of the noted key elements, it is
the Commission’s intention to consider allowing the utilization of the resulting
standards by foreign issuers offering securities in the U.S.??* The term ‘consider
allowing’ bespeaks the SEC’s characteristic caution. The agency concedes very
little. Observe also that the SEC did not propose to extend the use of acceptable
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IASC standards to domestic issuers. US GAAP would continue to apply to US
companies whose securities are publicly traded in US capital markets that are
subject to the SEC’s jurisdiction.

What criteria would the SEC invoke when assessing whether the revised IASC
standards possess high quality? SEC Chairman Arthur Levitt said in a December
1996 speech, ‘There’s no doubt in my mind that [the IASC standards’] accept-
ability to US investors will depend on how well those standards measure up to
our own. This remark tended to support the view of some Europeans that the
SEC was comfortable only with US GAAP. In the same speech, Levitt said that
an important message in the SEC’s April press release was that ‘Acceptance of
IASC standards by the SEC is not a foregone conclusion.??> This remark may
have been intended to respond to the statement attributed to IASC Secretary-
General Carsberg three months earlier that the IASC is ‘fairly confident’ of
the SEC’s support of its standards for use by foreign companies listing on the
NYSE.?2® The SEC continued to make this point: in October 1997, it wrote,
referring to the prospect of eventual endorsement, ‘At this point, the resolution
of the core standards project remains uncertain’?*’ At a meeting in June 1997
at the SEC offices in Washington, Chief Accountant Sutton remonstrated with
Carsberg for taking the SEC’s eventual endorsement of the IASC standards for
granted.??

Sutton amplified on Levitt’s characterization of high quality standards by say-
ing, ‘SEC acceptance of IASC standards has not already been agreed to.... We
need to be willing to evaluate the [IASC’s] proposals objectively, measuring them
not by whether they are identical to US GAAP, but rather by how well they would
resolve problems that we have experienced.... We remain firmly committed,
however, to the proposition that, to be accepted in US markets, international
standards should result in the same credibility and integrity that are produced by
US standards. As the IASC goes through its standard-setting process, the staff will
continue to express reservations about provisions that we feel are not appropriate,
or when we feel that the coverage is not adequate.?* Sutton made it clear that the
FASB would continue to play a leading role in the setting of ‘conceptually sound
accounting standards for US issuers’ as well as play an active role in the dialogue
over the setting of international standards. He emphasized that the SEC was doing
no more than considering the use of acceptable IASC standards by foreign issuers
only.??

At its June 1996 meeting in Stockholm, the IASC board decided to establish
a procedure for issuing interpretations of its standards.?*! Bryan Carsberg, upon
becoming secretary-general in May 1995, believed that the IASC should, like other
standard setters, have an interpretations committee, but resources were a limiting
factor.?*? By the middle of 1996, such a committee became inevitable. At the June
meeting, Carsberg informed the board that TOSCO strongly want us to establish
[a system for issuing interpretations] and members of the IOSCO Working Party 1
said, at my meeting with them in January, that their experience of our operating
such a system could be a material factor in contributing to their confidence in
us and therefore influencing their decision on endorsing our standards when we
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have completed the work programme.?** The third of the SEC’s three key elements
conveyed its own view, and the SEC was, of course, a force within WP1.2%*

The proposal for an interpretations committee was heavily controversial at the
board, especially among the Europeans. Some members worried that it would
become another standard setter. Yet the clear desire by IOSCO for a procedure
to deal with interpretations won the day.?*> In September, the board set up the
Standing Interpretations Committee (SIC), whose recommendations were to be
subject to board approval. Paul Cherry, who had retired from the Canadian del-
egation to the IASC board the year before, became its chairman and remained in
that capacity until 2001. Further discussion of the SIC appeared in Section 8.13.

10.15. A CLOSER WORKING RELATIONSHIP BETWEEN
THE IASC AND I0SCO

In 1996, it became evident that the relations between the IASC and IOSCO were
warming. This development owed its genesis to the July 1995 announcement by
the IASC and IOSCO that pointed towards an eventual decision by IOSCO on
the acceptability of the IASC’s core standards, once they were completed. Edward
Waitzer, chairman of IOSCO’s Technical Committee, wrote in May 1996:

At the IOSCO annual meeting in Tokyo, not quite two years ago, the then Chairman of
the TASC [Eiichi Shiratori] delivered a scathing keynote address, entirely uncharacteristic
of his usual manner, but reflecting IASC’s cumulative frustration of dealing with a process
that they perceived to be characterized more by anti-responses than productive dialogue.
Rather than deny or escalate the conflict, we set about to develop a workplan that would
focus on core international accounting standards and a reasonable timeframe for devising
them.>¢

Also, in 1996, there was a change in SEC personnel who were involved with
IOSCO. In February 1996, Linda Quinn left the SEC,*” and the SEC’s principal
liaison with IOSCO shifted from the Division of Corporation Finance to the
Office of the Chief Accountant, as the remaining issues were less strategic and
tactical than technical.?*® By then, Michael Sutton was the SEC chief accountant.
In June 1996, at the IASC’s invitation, IOSCO began sending observers to board
meetings. WP1 decided that, of its some seventeen member jurisdictions, only
the United States, France, Germany, Japan, and Ontario could send observers to
board meetings. Paradoxically, the United Kingdom and Italy, which were both
represented on WP1’s Accounting and Auditing Subcommittee, did not go to the
board meetings. Germany and Japan went to the board meetings but were not on
the Subcommittee.?*’

The regular attendance at board meetings by the SEC observer, Mary Tokar,
promoted a better understanding on both sides. Tokar, a member of the staff of the
SEC’s Office of the Chief Accountant, had just been assigned full-time responsibil-
ity for developments on international accounting matters, and she began serving
on both Working Party 1 and its Accounting and Auditing Subcommittee, thus
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becoming the principal staff link between the SEC and both IOSCO and the IASC.
In 1999, she became the chairman of WP1.

Unlike his predecessor, IASC Secretary-General Bryan Carsberg was regularly
invited to attend meetings of IOSCO’s Working Party 1. At a meeting of the IASC’s
Advisory Council in June 1996, it was noted in the minutes that Carsberg had
also attended a meeting of IOSCO’s Technical Committee, ‘and this had demon-
strated good communication and warm support from IOSCO for the objectives
of TASC.... In discussion, it was noted that the working relationship between
IASC and IOSCO, particularly IOSCO’s acceptance of observer membership of the
Board, provided a basis for confidence about the prospects. The formal statement
made by the SEC [in April 1996] was strong evidence of their position as was their
appointment of Art Wyatt as an adviser on International Accounting Standards.
The US members confirmed their view that there had been a genuine change in
attitudes in the United States. 20

10.16. THE NEW YORK STOCK EXCHANGE PRESSURES THE SEC
TO ACCEPT THE IASC’S STANDARDS

As has already been noted, the NYSE had been urging the SEC to be more “flexible’
so as to enable more world-class multinationals to seek a listing. The pace of
increase in foreign listings on the NYSE during the 1980s was slow, and it retarded
the Exchange’s ambition to be known as the premier international capital market
in the world. As noted earlier, the number of foreign listings on the Exchange
was growing rapidly during the 1990s, and by the end of 1997 as many as 343, or
11 per cent, of its 3,046 listed companies were of foreign origin.?*! Yet this still
placed the NYSE behind the London Stock Exchange’s main market which, at the
end of 1997, had 526 foreign listings, which represented 20 per cent of the 2,683
total listed companies.?*> A comparison of the total market value of the equity
capital of domestic and foreign companies listed on the two exchanges at the end
of 1997 reveals the relative dominance of foreign listings in London compared to
New York as well as London’s larger market capitalization for foreign companies
(amounts in billions):?*

New York London

Domestic US$8,900 £1,300 (US$2,100)
Foreign US$2,800 £2,400 (US$3,800)

The NYSE believed for some time that one of the obstacles to attracting more
foreign multinationals to its list was the SEC’s Form 20-F reconciliation, which
obliged the companies to report two measures of earnings, according to their
national GAAP and by US GAAP, which was believed to confuse investors and
the press.** The London Stock Exchange accepted IASC standards, US GAAP,
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and, because of the principle of mutual recognition, also the GAAPs of the other
fourteen member states in the European Union. The London Exchange did not
require non-UK companies using their own country’s GAAP or IASC standards
to reconcile to UK GAAP. The NYSE sought a means of placing pressure on
the SEC to move faster towards acceptance of the revised IASC standards for
use by foreign registrants in US capital markets without the need to reconcile
to US GAAP. Because it viewed the SEC as no more than a cautious participant
in the international harmonization process, the Exchange turned to Congress.
During 1996, a bill entitled the National Securities Markets Improvement Act was
being considered by Congress. It contained no provisions dealing with financial
reporting. The Exchange got in touch with Senator Phil Gramm, who chaired the
securities subcommittee, which oversees the SEC, and persuaded him to introduce
a provision on financial reporting in the bill,>*> which eventually formed part
of the final legislation approved by Congress and signed by the President. The
provision added by the senator charged the SEC to move forward with its support
for international accounting standards with greater alacrity. This was Congress’
first utterance on the subject of international accounting standards, and the main
thrust of the provision was as follows:

It is the sense of the Congress that...the [Securities and Exchange] Commission should
enhance its vigorous support for the development of high-quality international account-
ing standards as soon as practicable...[and should report to Congress within a year]
on progress in the development of international accounting standards and the outlook
for successful completion of a set of international accounting standards that would be
acceptable to the Commission for offerings and listings by foreign corporations in United
States markets.?*

The SEC’s report to Congress in October 1997, which was mandated by the 1996
Act, contained a narrative summary of the SEC’s efforts to achieve international
harmonization and a series of documentary appendices.?*’ Echoing, but slightly
softening the remark made by SEC Chairman Levitt in December 1996 (see Sec-
tion 10.14), the SEC said, ‘One important, though not determinative, issue [in the
SEC’s consideration of the IASC’s revised standards] will be differences between
international accounting standards and U.S. accounting standards.?*®

The SEC’s October 1997 report pointed out why its cautious approach to vetting
the IASC’s standards was justified:**’

If TASC standards are not judged, either in principle or in application, to be of comparable
quality to U.S. standards, adoption of those standards for use by foreign registrants without
reconciliation or supplemental disclosure could have the following results:

® investors may begin to question the transparency of financial reporting in U.S. mar-
kets, with a resulting reduction in the stability of the markets or efficiency of pricing
of capital for both domestic and cross-border issuers; and

® domestic registrants would be put at a competitive disadvantage because applica-
tion of U.S. accounting and reporting requirements would impose higher disclosure
requirements on them than on foreign enterprises competing for capital in the same
markets.
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Therefore, the Commission will have to consider carefully the extent to which current
requirements for presentation of U.S. GAAP information by foreign private registrants
should be modified.

One observes, again, that the SEC did not propose to consider changing the
current reporting requirements for domestic registrants.

In its 1997 report to Congress, the SEC gave a rare glimpse into the magnitude
of its dedication to international accounting and auditing. In the Office of the
Chief Accountant alone, it said, three accountants—a fourth was just added—
focus primarily on international accounting, reporting, and auditing issues, rep-
resenting more than 4,000 hours during the financial year ending 30 September
1997. It pointed out that ‘Staff members from the Division of Corporation Finance
and the Office of International Affairs are also active participants in Working Party
No. 120

In the report, the SEC evinced a degree of frustration in working with the
IASC. It pointed out that the advice received from TOSCO and its members’
(i.e. including the SEC) on draft standards ‘is not determinative in any of the
IASC’s decisions’ and that ‘neither IOSCO nor any individual regulatory group has
oversight authority over the IASC’?*! This relationship differs very much from the
one to which the SEC has long been accustomed with the FASB, where the former
has exercised what it terms oversight authority over the latter as well as over its
predecessor bodies, the AICPA’s Committee on Accounting Procedure and APB.
Implied in these relationships has been a continual process of communication
between the SEC’s accounting staff and the standard setter. In rare instances, the
SEC or its staff or the Commission itself has imposed its own view on the standard
setter.?>?

The SEC itself obeys elaborate procedures, dictated by the relevant federal
legislation, when making changes in its rules, such as a change in the Form
20-F reconciliation requirement for certain foreign registrants. In 1994, it took
the SEC eight months to compose, expose for comment, and finally formulate
and approve rules on the portions of the three IASC standards that were to be
accepted for use by foreign registrants without the need to reconcile to US GAAP
(see Section 10.8.7). Mary Tokar outlined the procedure that must be followed
once IOSCO were to endorse the IASC’s core standards:*>®

If, after assessment of the completed core standards, the SEC staff concludes that the
current reconciliation requirements should be reduced or removed, the staff will need
to bring a rule proposal to the Commission to amend the current filing requirements
for foreign private issuers. If the Commission supports the staff’s recommendations it
would publish proposed amendments for public comment. The staff would then analyse
the comments received and make final recommendations to the Commission, which would
then be included, if approved by the Commission, in an adopting release. This procedure of
announcing proposed rule changes, allowing time for public comment and then publishing
final rules is mandated by US law and applies to any SEC rules and regulations.

When one judges the IASC’s standards approved between 1973 and 1992 as well
as the ten revised standards approved by the IASC board in 1993, which still
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contained a number of allowed alternative treatments, it is well to remember
that flexible standards with more than one option were prevalent in US GAAP
as recently as the 1960s, and quite a number of options continue to be found in
today’s US GAAP. Prior to the issue of a series of APB Opinions in 1966-70, US
GAAP allowed optional treatments in a rather flexible format on accounting for
business combinations, intangibles, leases, deferred taxes, pensions, and extraor-
dinary items, as well as on funds statements. Moreover, the SEC did not support
the APB’s valiant attempt in 1962 to prescribe only one method of accounting
for the investment tax credit. In early 1963, after the APB had approved only a
single accounting treatment for the tax credit, the SEC insisted that an alternative
treatment be allowed. It is easy to forget that the widespread availability of options
and flexible formats, with comparatively little interpretive guidance, was once the
norm in US GAAP.>*

10.17. THE FASB QUESTIONS THE IASC’S DUE PROCESS

As the TASC was constantly aware of its need to obtain the SEC’s approval, it must
have been a matter of concern that the US national standard setter, the FASB,
repeatedly and publicly questioned the quality of the IASC’s procedures and its
standards.

In 1995, FASB Chairman Beresford was pointedly critical of the IASC because
‘Some issues have been dealt with at a more superficial level than we believe
is appropriate.] He urged the IASC to deal explicitly with detailed implementa-
tion issues. He said that many IASC standards ‘are so broad that they wouldn’t
be considered operational in the US.>* The following year, after the IASC
announced an acceleration of the target date for completing the core standards,
Beresford, speaking at the third annual conference of world standard setters in
Copenhagen, criticized the IASC’s new target date as ‘highly unrealistic’ and
‘hopelessly optimistic’ in view of the heavy workload, including financial instru-
ments, which lay ahead.”*® He was reported to have ‘lambasted’ the board’s due
process.>” Beresford seemed to be saying that the IASC board was placing speed
ahead of quality. Barry Robbins, a member the US delegation from 1994 to 1997,
indeed said that speed was being placed ahead of due process, as the board’s lead-
ership, Sharpe and Carsberg, rushed the drafts into standards before the steering
committees could run their course.?*

FASB Vice-Chairman Jim Leisenring was also critical of the IASC, and was
quoted in September 1996 as saying, ‘We’ve often complained to the IASC about
loose drafting. We are concerned that these standards are not being scrutinised
properly’? In March 1998, he said, ‘While the lowest common denominator is
not the target of IASC standards, the standards often contain so much purposeful
ambiguity that when applied, they will not enhance comparability.?*® Indeed, in
a tense meeting in June 1997 at the SEC offices in Washington with Carsberg, SEC
Chief Accountant Michael Sutton said he had a concern that the IASC was making
compromises which produced weak standards.?%!
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In December 1996, the FASB published a voluminous and detailed analysis of
the ‘variations’ between IASC standards and US GAAP. The FASB’s 426-page study
referred to 255 variations on matters of approach and/or guidance, which, it said,
‘will be an important tool for [the SEC’s] assessment of the completed core set
of standards’*®? The FASB study indeed contained a thorough and useful exam-
ination of the variations, so that ‘an enhanced understanding of the differences’
between IASC standards and US GAAP could ‘guide future efforts toward greater
comparability of accounting standards and financial reporting worldwide’®* Yet
it almost seemed designed to catalogue every conceivable difference, major and
minor, between the two GAAPs, as if to suggest that the IASC had a very long way
to go. For its part, the IASC preferred to cite the opinion of Morgan Stanley Dean
Witter’s equity research group that ‘Many investors would find most of [the 255
differences] meaningless. For reflecting economic substance in most industries,
IAS is easily of comparable quality to US GAAP, if auditors do their jobs.’2%
Trevor Harris, who wrote the Morgan Stanley report, had conducted a series of
case studies, cited above, in which he found that non-US companies’ use of the
revised TASC standards did not produce differences from US GAAP that should
have troubled investors.

IASC Technical Director Liesel Knorr said, ‘255 is a lot of differences but it is
not meaningful to number them), as they were a mixture of substantive and minor
differences, some the IASC would defend and others it would not.2%®

At a meeting of the IASC’s Advisory Council in January 1997, Secretary-General
Carsberg emphasized the positive side of the FASB’s comparative study. It was
noted in the minutes that he ‘said that he did not see [the study] as a reason for
great concern. The SEC had long been aware that IASC’s standards would not
be as detailed as those of FASB. The position was that IOSCO had accepted that
some JASC standards were satisfactory without further improvement and other
specialised industry standards covered by FASB were not on our work programme
and not part of the IOSCO requirement. The other standards covered by the study
were under review in IASC and the study would be helpful in providing a checklist
of issues which should be considered by IASC.2% For its part, IASC Insight did not
publish any comment on the FASB study.

The press continued to draw attention to the FASB’s sour view of the IASC.
In January 1998, The Economist reported that officials at the FASB ‘are privately
scathing about the work of the IASC. They accuse its secretary-general, Sir Bryan
Carsberg, of “manipulating the press” into thinking that the SEC has agreed to the
new standards. The FASB claims that the standards are too flexible, giving firms
too much discretion over what they report; that their meaning is often ambiguous;
and that there are big uncertainties about how—if at all—they will be enforced. >’
It was a time when some at the FASB may have viewed the IASC as a competitor,
perhaps even threatening its survival.

Jim Leisenring was reported as saying at a conference in late 1998 that he did
not think that IASC standards made the grade as ‘global standards’. He suggested
that the IASC is ‘sacrificing quality for the sake of convergence’. The article went
on,
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Global standards should meet four key criteria, delegates were told. They should be con-
sistent with the framework; offer minimum alternative accounting procedures (‘because
comparability is crucial’); be unambiguous and comprehensible; and be capable of rigorous
interpretation and application.

‘In my opinion [Leisenring said], there are no international standards that meet these

requirements—nor are there likely to be in the near future’*%®

Yet the IASC moved more swiftly on some issues than the FASB because the latter
was, inevitably, slowed by the very size of its operations and its elaborate due
process. Sometimes the less expensive system can overtake the more expensive
system. Peter Zurbriigg, of Hoffmann/La Roche and a member of the Federation
of Swiss Industrial Holding Companies’ delegation to the IASC board, said in
January 1998, ‘In two and a half years [the IASC] has accomplished something
that would have taken the FASB at least a decade’?®® Ralph Walters, a former
member of the FASB who joined the IASC in 1984, reflected in a similar vein
about his experience at the board in the 1980s:

I thought [the IASC] did a remarkable job with a three- or four-person staff. I came from
[the FASB] where we had this staff in the neighbourhood of a hundred people, changing
all the time, and it took them forever to get anything to us. Yet [David Cairns and] three or
four people were churning out stuff, and most of it was high quality.?”

10.18. THE TASC BOARD COMPLETES THE CORE STANDARDS

At its December 1998 meeting in Frankfurt, the IASC completed the last of the
core standards, IAS 39 on the recognition and measurement of financial instru-
ments, and transmitted the entire set to IOSCO in the hope that they would all be
endorsed for use by securities market regulators around the world.?”! Although
the board had set March 1998 as the target date for completing the standards, it
had to be delayed by nine months in order to deal with all of the complicated
and controversial issues on the intractable subject of financial instruments.?’
At its meeting in November 1997, IOSCO’s Technical Committee, recognizing
the difficulty of the financial instruments project, confirmed the IASC’s revised
timetable.?”?

There was a time in 1997 when a concern over how long it might take the IASC
to deal with financial instruments led the Europeans, keen to defend themselves
against an invasion of US GAAP, to give some thought to breaking ranks and
endorsing the IASC’s standards ahead of the other IOSCO members, but this
split within IOSCO never eventuated.””* In 1996, Veba and Deutsche Telekom had
decided to reconcile to US GAAP, and in 1997 a considerable number of emerging
technology companies listed on Germany’s newly created Neuer Markt adopted
US GAAP.*

The board held five meetings in 1998, the most in any year, in order to assure
completion of the core standards by the end of the year. During its December
meeting, the board received a facsimile message from Gordon Brown, the UK
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Chancellor of the Exchequer, reminding it of the declaration by the G7 finance
ministers and central bankers of 30 October 1998, calling on the IASC ‘to finalise
by early 1999 a proposal for the full range of international agreed accounting
standards’, and that TOSCO and the Basle Committee should complete a timely
review of these standards’ (see also Section 12.5.2).27¢

Warren McGregor, the long-time technical adviser of the Australian delega-
tion, wrote, ‘There is no doubt that the IASC has performed a small miracle
in completing its core standards program in the short period of time it allowed
itself. And it is fair to say that the body of standards now comprising IASs is a
significant improvement over those in place prior to the commencement of the
improvements program.?”’

A full discussion of the board’s work on the development and completion of its
standards from 1987 to 2000 may be found in Chapters 9 and 11.

10.19. IOSCO ENDORSES THE IASC’S CORE STANDARDS

WP1’s formal process of assessing the core standards began in January 1999 and
entailed a thorough examination over the course of many meetings.?’® The process
began under the chairmanship of Paul Leder, who was succeeded as chairman in
July 1999 by Mary Tokar, both of the SEC. IOSCO’s publication which it issued to
support the endorsement was a 126-page report by its Technical Committee.?”® Tt
summarized the recommendations of WP1, which was by then composed of rep-
resentatives from seventeen jurisdictions, but whose identities were not disclosed
in the report.28

WP1 began its assessment ‘by considering over 850 issues that had been raised
over the course of the core standards project’. It was stated in the assessment report
that ‘Supporting material includes over 700 pages of comment letters prepared
by the Working Party, as well as other correspondence with the IASC about the
components of the core standards work program.!

Following the evaluation, the working party concluded that ‘The majority of
their concerns had been addressed and the range of concerns had been narrowed
significantly.?®? The bulk of the report consisted of an extensive enumeration of
about 120 substantive issues which was what was left of the 850 issues raised by
WP1 over the years in its correspondence with the IASC. For each of the 120 issues,
one or more jurisdictions believed that their concerns had not been completely
removed by the IASC’s core standards programme and therefore justified a sup-
plementary treatment. At a late stage, WP1 decided not to show for each issue
which jurisdictions maintained their objections. It is understood that the SEC
above all, but also the OSC, France’s COB, Italy’s Consob, and Japan’s Financial
Services Agency, were the sources of most of the substantive issues raised, and that
one or more of them did not want to be identified as such. The other jurisdic-
tions had comparatively few reservations about the endorsement. Germany, the
Netherlands, and the United Kingdom reportedly had none.?®> No substantive
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issues were raised for six standards, and a further six standards attracted only one
substantive issue each. Not surprisingly, IAS 39, on financial instruments, had by
far the greatest number of issues raised by the working party.

The report was received at IOSCO’s annual conference in May 2000 in Sydney,
and a resolution was passed that IOSCO recommend ‘that its members allow
multinational issuers to use 30 IASC standards, as supplemented by reconciliation,
disclosure and interpretation where necessary to address outstanding substantive
issues at a national or regional level’?®* Of the thirty standards, fourteen were
‘new or substantially revised as a result of the core standards work program,
with effective dates ranging from 1998 to 2001.%8% The thirty standards encom-
passed the following (in their latest revisions, where applicable): IAS 1, 2, 4, 7,
8, 10-12, 14, 16-24, 27-9, and 31-9. Seventeen SIC Interpretations, produced
by the IASC’s Standing Interpretations Committee, were comprehended in the
endorsement.

IAS 40, on investment properties, was one of the core standards, but it could
not be completed in time. The Technical Committee said, ‘The Working Party
intends to assess the investment properties standard as soon as possible after its
completion.?8

The ‘supplemental treatments’, which enabled the national regulators to deal in
their own way with the outstanding substantive issues, were set out as follows:

® reconciliation: requiring reconciliation of certain items to show the effect of applying
a different accounting method, in contrast with the method applied under IASC
standards;

® disclosure: requiring additional disclosures, either in the presentation of the financial
statements or in the footnotes; and

® interpretation: specifying use of a particular alternative provided in an IASC standard,
or a particular interpretation in cases where the IASC standard is unclear or silent.?’

These supplemental treatments were already what the SEC had been insisting
upon in the financial statements of foreign registrants for all material departures
from US GAAP, and it is clear that IOSCO could not have secured the SEC’s
support for its endorsement without stipulating these exceptions. It is known
that the SEC insisted on the reconciliation.”®® While Tokar made it clear that
the TASC had made progress by completing the core standards, she cautioned
that TASC standards still need improvement before they are accepted without
supplemental treatments.”®® Yet one member of the working party recalls that the
reconciliation was not meant to be a reaffirmation of what the SEC was already
doing. Not all the ‘outstanding substantive issues’ qualifying for supplementary
treatment came from the SEC, and, critically, the SEC committed itself to move
from full to partial reconciliation, that is, for the outstanding substantive issues
only.?

To some, IOSCO’s endorsement decision disproved the belief that it was inca-
pable of committing itself to anything. The decision gave heart to its members,
because it was seen as an action that, finally, had ‘bite’*' Yet some regarded
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IOSCO’s endorsement as ‘hollow’, especially as the SEC did not retreat from
requiring a full reconciliation for all material deviations from US GAAP.

10.20. THE SEC ISSUES A MAJOR ‘CONCEPT RELEASFE’
IN FEBRUARY 2000

The TASC was first informed that the SEC was planning to issue a concept release
on international accounting standards at a meeting on 2 September 1998 between
Bryan Carsberg and SEC staff members Paul Leder, then the chairman of IOSCO’s
Working Party 1, and Mary Tokar, then a member of WP1’s Accounting and
Auditing Subcommittee.?> Leder and Tokar explained that the SEC’s purpose in
issuing the release, which was timed for the first quarter of 1999, was to assure
itself that, by participating in an endorsement of the IASC’s core standards, it
would not be moving too far ahead of, that is be out of touch with, the views
of users, preparers, and auditors in the United States. If the reaction from within
the United States were positive to such an endorsement, the SEC could eventually
move ahead with rulemaking to meet the formal requirements of accepting the
standards for cross-border listings.

The concept release was to be a further stage in an evolution from the SEC’s
April 1996 news release, which called for a comprehensive set of high qual-
ity accounting standards that could be rigorously interpreted and applied, con-
stituting the three key elements which the SEC expected to find in the IASC
standards.

In a speech on 10 February 1999, SEC Chief Accountant Lynn E. Turner
unveiled the proposal for a concept release as follows:

If, after assessment of the completed core standards, the SEC staff concludes that the current
reconciliation requirements should be reduced or removed, the staff will need to bring
a rule proposal to the Commission to amend the current filing requirements for foreign
private issuers.

The Commission then could publish proposed amendments for public comment. If it did
so, the staff would analyse the comments received and develop final recommendations
for the Commission, which then would be issued, if approved by the Commission, in an
adopting release.

This procedure is mandated by U.S. law and applies to any SEC rules or regulations.

One step that is being planned, is a concept release to seek public input regarding some of
the key issues that have been identified to date. Let me talk for a few moments about some
of those issues.

When the Commission considers changes to its accounting and disclosure requirements, it
must evaluate the impact of potential changes on capital formation, including the possible
impact on the cost of capital for domestic companies, and, critically, on investor protection.
These basic concerns helped shape the three criteria for assessment of the completed
standards identified in the SEC’s April 1996 press release.”
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He then referred to the need to build an international financial reporting
‘infrastructure’ comparable to the one that supports the high quality of finan-
cial reporting in the United States. He signalled the need for regulatory over-
sight of the setting of accounting standards and for regulatory involvement
in enforcing compliance with the standards. Included in the infrastructure, he
said, were ‘auditing, quality control and independence standards that will result
in high quality audits on a worldwide basis, which he linked to the concerns
recently raised by the World Bank. In a speech in December 1998, Turner had
said,

I must mention the concerns that have been expressed by the World Bank with respect
to the quality of audits in some foreign countries. They are concerned that if a major
accounting firm uses its own name on the audit opinion of a foreign company’s financial
statements, but has not applied rigorous audit standards indicative of a high quality audit,
investors and lenders may be misled. I share the concern of the World Bank regarding this
issue.**

Turner alluded not only to the Asian financial crisis of 1997 but also to the Russian
and Brazilian financial crises of 1998 and 1999, respectively, which raised serious
questions of transparency in international financial markets.?> A study conducted
for the United Nations Conference on Trade and Development (UNCTAD) also
dealt with the criticisms raised about the lack of transparency.?*® Thus, in addition
to treating in the concept release the issue of a US GAAP reconciliation if foreign
company financial statements were prepared in accordance with IASC standards,
it was also evident, partly influenced by a series of world financial crises, that other
issues, such as auditing standards, worldwide quality control in the major audit
firms, and regulatory enforcement, could not be divorced from the question of
the acceptability of international accounting standards.?”’ Also, it became clear
that it was integral to the endorsement of the IASC’s core standards that, going
forward, the IASC was restructured in such a way that it could be counted upon
to continue to issue high quality accounting standards. All of these matters came
under the head of the financial accounting infrastructure.

Mary Tokar began drafting the concept release in early 1999,® but its comple-
tion was put off until after the IASC board had completed action on its restruc-
turing (see Chapter 13). If the IASC board had opted to restructure itself along
lines that were not acceptable to the SEC, the concept release might well not have
viewed the board as a source of high-quality standards.*® Once the IASC board
had, in November 1999, approved a restructuring plan that satisfied the SEC, the
concept release could be readied to solicit the views of commentators on whether,
and to what degree, reliance should be placed on IASC standards and on the IASC
as a high-quality standard setter. All that remained for the restructuring plan to
become final was the approval by the IASC’s member bodies, which occurred in
May 2000.

The concept release was issued on 16 February 2000.%° The basic issue raised in
the release was whether there exists a ‘supporting infrastructure’ to assure that the
IASC standards would be rigorously interpreted and applied, which was the third
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element in the SEC’s April 1996 news release. In the release, the SEC argued that
high-quality accounting standards must be supported by an infrastructure that
ensures that the standards are rigorously interpreted and applied, and that issues
and problematic practices are identified and resolved in a timely fashion. Elements
of this infrastructure include:

o effective, independent and high-quality accounting and auditing standard
setters;

high-quality auditing standards;

audit firms with effective quality controls worldwide;

profession-wide quality assurance; and

active regulatory oversight.*°!

When composing the release, the SEC was troubled by evidence of a wide-ranging
lack of compliance with IASC standards. Among non-US companies that claimed
they were using IASC standards, many were found not to be following all of the
standards, and often their auditors did not disclose this deviation. An extensive
survey of 125 adopters of IASC standards conducted by David Cairns, which was
cited in the release, depicted the extreme variability of such compliance by com-
panies and their auditors.’*®> In a March 2000 speech, SEC Commissioner Isaac
C. Hunt, Jr. struck a cautionary note. He said that the SEC itself had ‘identified
a number of situations involving inconsistent application of IASC standards, and
even misapplication of the standards. This history’, he added, ‘raises the possibility
that even the most comprehensive, consistent set of accounting standards can still
result in poor quality financial reporting.?%

During 1999, the SEC may have acquired first-hand evidence of the lack of regu-
latory oversight and auditor compliance even with national accounting standards
in a major European country. The Economist reported that Hans Havermann, the
chairman of the German Accounting Standards Board (DRSC), made a special
trip to the SEC in 1999 to complain ‘that German companies and their auditors
were ignoring domestic standards. When the companies listed in America, he
asked plaintively, could the SEC please try to get them to behave?’*** Lynn Turner,
who said he met with Havermann and with Karl-Hermann Baumann, the deputy
chairman of the DRSC and chairman of Siemens’ supervisory board, recalls assur-
ing them that the SEC would ‘absolutely and unequivocally’ support the DRSC
and enforce its standards.’®> Havermann denies that the purpose of the visit was
other than to acquaint the SEC with the recently founded DRSC.>%

An unchecked discretion by companies in their adoption of IASC standards and
even of national standards was, in the SEC’s view, an obstacle to comparability,
thus justifying the need for its multifaceted financial reporting infrastructure.

In the concept release, the SEC posed twenty-six questions on which it sought
comments from companies, investors, securities professionals, accountancy firms,
and other interested parties. Twelve were questions addressing whether the IASC
standards constituted a comprehensive set, were of high quality, and could be
rigorously interpreted and applied. Most of the remaining questions dealt with
a series of auditing and regulatory issues, including the usefulness of the SEC’s
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reconciliation requirement. No. 14 in the list asked whether the SEC’s acceptance
of TASC standards should be predicated on the IASC’s successful restructuring in
line with the SEC’s expectations. In the discussion leading up to the question, the
SEC said:

At this time, we do not anticipate adopting a process-oriented approach (like our approach
to the FASB) to IASC standards. Instead, we expect to continue a product-oriented
approach, assessing each IASC standard after its completion. Nonetheless, the quality of
the standard-setter has relevance to our consideration of the IASC standards, particularly
with respect to implementation and interpretation questions. [footnote omitted]

The key question, No. 4, was, ‘Are the IASC standards of sufficiently high quality to
be used without reconciliation to U.S. GAAP in cross-border filings in the United
States?’

As always, the SEC was a reluctant partner. IASC Insight observed that ‘The
SEC is venturing into what are, for it, unfamiliar waters . .. [and is] understandably
wary of opening the door to any system where its responsibilities to the US capital
markets might be compromised.?%”

In his March 2000 speech, SEC Commissioner Hunt emphasized a view that
Chief Accountant Michael Sutton had expressed in 1996: “To be acceptable [to the
SEC], the IASC standards must be able to require the same quality of reporting
as U.S. GAAP, but need not mirror U.S. GAAP.*® JASC Insight reported in 2000,
‘When replying to Invitations to Comment during the core standards project, the
SEC staft’s comments to IASC have tended to focus on the quality of the proposed
standards rather than the differences between the proposed standards and US
G AAR)309

After the comments on the release were received and analysed, an SEC deputy
chief accountant, John M. Morrissey, reported the following summary of the range
of views expressed:

On the issues of whether or not IAS are now of sufficiently high quality and whether the
SEC should accept IAS without reconciliation to U.S. GAAP, most Europeans say ‘yes,
definitely’ while most U.S. respondents say ‘not yet.

Inside the U.S., the Business Roundtable and several large and prominent U.S. registrants
cited the strength of the U.S. capital markets and the importance of high quality informa-
tion in preserving investor confidence. They reiterated the need to maintain high quality
standards to ensure the success of our markets, and said that international accounting
standards have improved, but are ‘not there yet. They urged that the existing requirements
for reconciliation be continued until the international accounting standards—and the
necessary interpretation and auditing infrastructure—reach a higher level of quality.*!’

The FASB and its oversight body, the Financial Accounting Foundation, in their
joint letter of comment, urged a continuation of the reconciliation requirement.*!!
Even the president and chairman of the AICPA, a founder member of the IASC,
wrote, ‘Although individual IAS may be of high quality, we do not believe the
body of TAS is of sufficiently high quality to be used without reconciliation to U.S.
GAAP in cross-border filings in the U.S at this time.?!2
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The concept release has not led to further SEC rule making on international
accounting standards. For its part, the SEC has encouraged the International
Accounting Standards Board (the restructured IASC, renamed in January 2001)
and the FASB to converge their standards at a high level of quality.’!® As a result,
one day, there might be no material differences to be reconciled.

Within the IASC, Europeans viewed the concept release as evidence that the
SEC will never be satisfied.>'* It was seen as a sign that the SEC was imposing even
more conditions.>"”

10.21. THE EUROPEAN COMMISSION PROPOSES TO REQUIRE
EU LISTED COMPANIES TO ADOPT IASC STANDARDS

Coming on the heels of IOSCO’s endorsement decision, the European Com-
mission announced in June 2000 its surprise recommendation that all listed
companies in the European Union adopt IASC standards in their consolidated
statements. As a result of this action, IOSCO’s endorsement of the IASC standards
lost most of its relevance for the European members of IOSCO. The European
Commission’s recommendation is treated in Section 12.3.7. The coincidence of
these two historic decisions, together with the SEC’s concept release and the
ratification by the IASC member bodies of the restructuring of the IASC (reported
in Chapter 13), made 2000 a pivotal year in the history of the IASC. The old era
was ending, and a new one was about to begin.
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Putting Teeth in Harmonization: The IASC
Completes Its Core Standards

11.1. INTRODUCTION

Continuing the theme of Chapters 5 and 9, this chapter concludes the discus-
sion of the technical work of the International Accounting Standards Commit-
tee (IASC) by treating the standards completed after 1993. That year marked
the end of the Comparability and Improvements projects, which had shaped
the TASC’s agenda from 1987 onwards. As described in Section 10.12, the
IASC’s failure to obtain the endorsement of the standards revised under the
Comparability and Improvements projects by the International Organization
of Securities Commissions (IOSCO) was followed by an agreement between
the TASC and IOSCO on an IASC work programme that might in due course
lead to the desired endorsement. Most of the standards covered in this chap-
ter were part of this ‘core’ standards agreement of July 1995. The agree-
ment was a turning point in the IASC’s history, but important elements of
the work programme underlying the agreement had already been in place
for some years. For several standards covered in this chapter the discus-
sion will start well before 1993. The treatment of the individual standards in
Sections 11.4—11.9 is preceded by an overview of the development of the technical
agenda (Section 11.2), and by general comments on the standard-setting process
during this period (Section 11.3).

11.2. DEVELOPMENT OF THE TECHNICAL AGENDA

The starting point for all of the IASC’s technical work during the 1990s was the
review of its strategy conducted at the board meeting of March 1987, in Sydney.
This pivotal meeting has already been taken up in Chapters 9 and 10. At that
meeting, it was decided that the revision of the IASC’s existing standards, rather
than issuing standards on new topics, was henceforth to be an important part
of its work. The immediate results of that decision were the Comparability and
Improvements projects, resulting in the revision of ten standards by the end of
1993.

Apart from the Comparability and Improvements projects, the work of the
IASC can be summarized in the following round numbers. Between 1988 and
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2000, the TASC initiated twenty-five projects. Of these, one-third consisted of
revisions of existing standards, and two-thirds dealt with new topics or with the
expanded topical coverage of existing standards. Most of these topical areas were,
at least in part, already envisaged in the discussion paper tabled at the March
1987 board meeting.! This paper contained a list of topics based on suggestions
made by board representatives at various times. The major exception that was not
already contemplated in 1987 was the project on intangibles other than goodwill,
and the related project on impairment of assets (resulting in IAS 38 and IAS 36,
respectively).?

The secretariat’s agenda paper for the March 1987 meeting also listed some
topics that were not subsequently adopted by the IASC. The apparent reason was
that these topics were at best peripheral to financial reporting practice in the 1990s
(costing, value-added statements, and forecast statements), or dealt with public-
sector and not-for-profit accounting. The IASC had never seriously considered
not-for-profit accounting. It had indeed been represented by Secretary-General
David Cairns on the Public Sector Committee of the International Federation
of Accountants (IFAC), since that committee was founded in 1986. The Bishop
Working Party (see Section 7.5) had recommended in 1989 that the IASC should
take over responsibility for public sector accounting from IFAC, a point of view
that several Australians who were active in the IASC or in IFAC urged the IASC
to accept.” Cairns was heavily involved in the preparation of International Public
Sector Guideline 1, Financial Reporting by Government Business Enterprises (issued
in 1989).* This Guideline required government business enterprises to use the
same accounting standards as private-sector business enterprises. Yet for practical
purposes the TASC left the public sector area to IFAC during the 1990s.’

The close correlation between the 1987 proposals and the actual work com-
pleted during the 1990s was related to the persistent efforts of David Cairns to
convince the board of the need for systematic planning of its work programme.
From March 1987 onwards, Cairns repeatedly urged the Organisation and Plan-
ning Committee (OPC) and the board to approve a multi-year plan of its activities,
and he provided a series of draft business plans and five-year plans, all tracing their
origin to the March 1987 strategy review. The board did approve a five-year plan
in June 1990, but felt so little committed to it that Cairns concluded that the plan
had already been effectively abandoned by 1991.° Nevertheless, his efforts brought
a degree of continuity to the IASC’s planning that contrasts strongly with the ad
hoc choice of topics characteristic of the IASC’s early years. Cairns continued
to supply the OPC (subsequently the executive committee) and the board with
frequently updated plans for the technical work, and this practice was continued
by his successor, Sir Bryan Carsberg.

The need to satisfy IOSCO exerted a crucial influence over the IASC’s planning
during the 1990s. In August 1993, Chairman Eiichi Shiratori was informed that
IOSCO’s Working Party 1 (WP1) had agreed on the necessary components of a
core set of standards (see Section 10.10). Although IOSCO’s list of thirty-seven
topics was not keyed to specific IASC standards, it would have been clear that all
but a few of the topics were to some degree covered either by existing standards,
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current projects, or by projects marked for future action by the board. At a general
level, the core standards list was in harmony with the IASC’s own planning.
The list did not indicate whether IOSCO was prepared to endorse the existing
standards on core topics, or the ones about to be finished with the conclusion
of the Improvements project in November 1993 but, at the IASC it was expected
that IOSCO would endorse some of these standards in 1994.” For this reason,
and also because the IASC’s limited resources were fully tied up in a number of
major projects that would continue to run for several years (in particular, financial
instruments, intangibles, and income taxes, but also segment reporting, earnings
per share, and presentation of financial statements), the August 1993 advice from
WP1 on the core standards list had no immediate impact on the IASC’s work
programme.?

This changed following the so-called ‘Shiratori letters), sent by IOSCO to the
IASC in June 1994. These letters specified in far greater detail than the August
1993 communication what the deficiencies, from IOSCO’s point of view, in the
extant JASC standards were. It became clear that the IASC would have to revisit
some of the recently revised standards, as well as to complete its ongoing projects.
As detailed in Section 10.10, the IASC prepared a revised work programme on the
basis of the ‘Shiratori’ letters during the second half of 1994. After some modi-
fications, this formed the basis of an agreement between the IASC and IOSCO,
announced in July 1995, that successful completion of this work programme
would result in ‘a comprehensive set of standards’ which IOSCO would consider
for endorsement.’

The programme on which the agreement was based listed sixteen projects to
be completed by June 1999 (see Table 11.1, as well as the listing of projects in
Appendix 4). The relation of these projects to the IASC’s ongoing work at the
time can be summarized as follows:°

Three difficult and complex projects (financial instruments, income taxes, and
intangibles) had already been on the IASC’s active agenda since the late 1980s.
These projects are discussed in Sections 11.4-11.6. As will be seen, the IASC com-
bined its project on intangibles with the required revisions to existing standards on
research and development, impairment, and goodwill, which were listed as three
separate projects in the core standards work programme.

Five projects dealt with topics not yet covered by existing standards. Projects on
earnings per share and agriculture were already under way. Projects on interim
reporting, discontinued operations, and provisions and contingencies still had
to be initiated. It may be noted that agriculture and provisions were included in
the work plan even though IOSCO had not asked for these projects. The project
on agriculture grew out of the IASC’s own wish to do something of particular
relevance to developing countries. In practical terms, the project resulted from an
agreement between the IASC and the World Bank. Provisions had been added at
the initiative of the IASC itself, and it was combined with IOSCO’s request for a
revision of the standard on contingencies (IAS 10). Provisions, interim reporting,
and discontinued operations had been on the IASCs lists of possible future topics
since 1987. Apart from agriculture (Section 11.9.2), these new projects are treated
in Section 11.7.
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Table 11.1. The core standards work programme

Topic® Start date’ End date Impact on standards

Planned® Actual? Revised Withdrawn New

A. Projects in progress by July 1995

Income taxes 3/1987 11/1995  9/1996 IAS 12

Financial instruments 6/1988 11/1997 12/1998 IAS 32, IAS 39
Intangibles 4/1989 6/1996  7/1998 1AS22 TAS4,IAS9 IAS 36, IAS 38
Earnings per share 3/1990 3/1997  1/1997 IAS 33
Segments 3/1992 3/1997 1/1997 1AS 14

Presentation 3/1993 11/1997 7/1997 I1AS1

Agriculture 6/1994 11/1998  12/2000 1AS 41

Retirement benefit costs, etc. 11/1994 3/1999 1/1998 IAS 19
B. Projects started after July 1995

Interim reporting 11/1995 3/1999  1/1998 IAS 34
Discontinued operations 11/1995 11/1998  4/1998 IAS 35
Provisioning & contingencies  3/1996 6/1999  7/1998 IAS 37
Leases 6/1996 6/1999 11/1997 I1AS 17

Research & development 6/1996 6/1998  7/1998 combined with intangible assets

revision

Impairment revision 6/1996 6/1998  7/1998 combined with intangible assets
Goodwill revision 6/1996 6/1999  7/1998 combined with intangible assets
Investments revision 11/1997 6/1999  3/2000 IAS 25 IAS 40

“Topic descriptions as in ‘Draft IASC Work Plan—1995-1999 attached to TASC and IOSCO Reach Agreement,
TASC press release, 11 July 1995.

¥Board meeting (month/year) in which project was added to agenda.
¢Planned end dates as in ‘Draft IASC Work Plan—1995-1999’, 11 July 1995.
4Board meeting in which final standard was approved for publication.

The remaining projects were revisions of existing standards. Of these, the revi-
sions of the standards on segment reporting (IAS 14) and retirement benefits
(IAS 19) were seen as more challenging than the revision of IAS 1, Presenta-
tion of Financial Statements, and the limited revision of IAS 17, Accounting for
Leases. By July 1995, the revisions of IAS 1 and IAS 14 were already in progress.
These revision projects are discussed in Section 11.8. The required revision of
IAS 25, Accounting for Investments, was initially seen as a limited revision following
completion of the financial instruments project. It would subsequently develop
into a major separate standard on investment properties (IAS 40, discussed in
Section 11.9.1), but by that time the standard was no longer regarded by IOSCO
as an indispensable component of the core package.

In sum, the core standards agreement did not dramatically alter the direction
of the IASC’s work. Nor, as shown by the standards on agriculture and provisions,
did it dominate the agenda to the exclusion of all other concerns. Yet it was
undoubtedly of great significance for setting a specific target date for completion.
To complete the core standards on time, or rather to obtain IOSCO’s endorsement
as soon as possible, became urgent as more and more multinational companies
were seen to adopt US generally accepted accounting principles (US GAAP)
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rather than TASC standards. As discussed more fully in Section 10.13, the IASC
responded to this pressure by accelerating its work programme in March 1996,
when it shifted the planned completion of the core standards from mid-1999 to
March 1998. In the end, the last standard of the core package was completed in
December 1998. This was a miraculous achievement for a part-time board with
limited staff support.

From the middle of 1997 onwards, the IASC began to prepare for the post-
core period. It gradually began to add projects to its agenda that were outside
the core, beginning with a project on insurance. This was followed by projects
on discounting, emerging markets, extractive industries, business combinations,
reporting financial performance, and bank disclosures. Apart from discussion
papers on insurance and extractive industries, none of these projects, discussed
in Section 11.9.3, resulted in IASC publications.

11.3. THE STANDARD-SETTING PROCESS

During the 1990s, the IASC’s standard-setting process was in essence still based
on the procedures described in the 1973 Constitution. Standards were approved
for publication by a vote of at least three-quarters of the delegations. Standards
were preceded by the publication of an exposure draft, approved by at least two-
thirds of the delegations. Although not envisaged in the 1973 Constitution, the
IASC had begun in 1978 to precede exposure drafts by the limited circulation of
preliminary exposure drafts (see Section 5.2). Starting with the project on financial
instruments, this stage was replaced by the circulation of a (draft) statement of
principles, as used by the Canadian Institute of Charted Accountants (CICA).!!
Once approved by the board, a statement of principles became the basis for
preparing an exposure draft.

All drafts were prepared by steering committees, of which often only the chair-
man was a member of a board delegation, and which were supported by IASC
staff. Despite the basic continuity in procedures, the way this basic framework was
put to use during the 1990s differed in several respects from earlier periods. The
differences were partly the result of gradual evolution, and partly of deliberate
decisions. Chapter 8 described important aspects of these changes, in particular
the growing size and changing composition of the IASC board and the increase in
the TASC’s technical staff. This section comments on some of the more specific
features of the IASC’s standard-setting process during the 1990s that, together
with the discussions in Chapter 8, serve as a common background to the indi-
vidual standards discussed in this chapter.

11.3.1. Due Process and Short Cuts

One characteristic of the IASC during the 1990s was a greater awareness of the
significance of defining its own due process, and of adhering to it. The heightened
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interest in due process was inspired at least in part by the growing importance
to the TASC of gaining recognition in the United States. As viewed by Arthur
Wryatt, just before he assumed the IASC’s chairmanship in 1990, the IASC’s
operating procedures were not unlike those of the Accounting Principles Board
(APB) (1959-73), the predecessor of the Financial Accounting Standards Board
(FASB),'? which may well have been a gentle way of saying that there was scope for
improvement. Growing contacts with the North American securities regulators in
IOSCO also made the staff and at least some board members more conscious that
the IASC’s procedures resembled the more relaxed approach to standard setting
found in most board member countries rather than the more rigorous North
American tradition.!® But the increasing workload and greater time pressure on
the IASC also raised due-process questions. Whereas during the 1970s and 1980s it
had not mattered greatly whether a standard was delayed for half a year or more,
in the context of the Improvements project, and even more so during the core
standards phase, it was vital that the IASC adhered to its tight schedule. A decision,
for instance, whether changes to a draft were significant enough to require another
round of exposure demanded a careful evaluation of what exactly the TASC owed
its constituents in terms of the opportunity to comment on drafts.

Hence, the same factors that made the IJASC more aware of the importance
of due process also tempted it to simplify its procedures. The board’s decision
of March 1996 to advance the planned completion date of the core standards
included the adoption of a ‘fast-track’ procedure. Following this procedure, all
revision projects would move directly to an exposure draft, without a preliminary
discussion document such as a draft statement of principles. All other projects
would be limited to one preliminary discussion document (in some earlier cases
both an issues paper and a draft statement of principles had been circulated) and
an exposure draft. The exposure period for preliminary documents and exposure
drafts—which in the previous years had ranged from three to eight months for
exposure drafts, depending on the complexity of the topic, was limited to three
months."* When the IASC published its proposals, it was careful to anticipate
criticism and to emphasize that the fast-track procedure did not impair its due
process.'> Nevertheless, the IASC remained vulnerable on this issue, and criticism
continued to emanate both from Europe and the United States, as well as from the
board delegations themselves.'®

11.3.2. Steering Committees and Technical Staff

The trend towards larger steering committees, which gradually began in the 1980s,
continued in the 1990s. The IASC’s first steering committees had consisted of
three members, including the chairman. From 1990 onwards, steering committees
had at least five members. When IOSCO and the European Commission began to
send observers to steering committee meetings, the number of people attending
could exceed fifteen. As in Chapters 5 and 9, the members of the various steering
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committees are mentioned in the notes following the first reference to each steer-
ing committee chairman in the text.

Service on steering committees became more popular as the IASC gained in
visibility, and by 1996 the IASC’s staff had some difficulty in handling the large
numbers of nominations for steering committee membership.!” Prior to 1994, the
IASC selected the member bodies to be represented on the steering committees,
and left the selection of the individuals to these member bodies. From 1994
onwards, the IASC allowed all member bodies to nominate individuals for each
steering committee. The executive committee would then make a recommenda-
tion on the composition of the steering committee for approval by the board.'®
For the steering committee on provisions, no fewer than thirty-eight individuals
were nominated by the various member bodies.!’

Despite this popularity, the usefulness of steering committees was occasionally
called into question. Throughout his period of service, Secretary-General David
Cairns played a prominent role in the IASC’s technical work. Gradually, other
staff members, including Peter Clark, Terry Harding, Liesel Knorr, Paul Pacter,
Laurence Rivat, Paul Sutcliffe, and others were indispensable as project managers
to bring the increasingly complex standards projects to completion. The idea that
the staff might take over a larger part of the drafting role or even make steer-
ing committees redundant had its supporters. In addition, there was occasional
friction over the degree to which steering committees were authorized to issue
preliminary documents, such as draft statements of principle, without approval
by the board or clearance by the technical staff.”’ During the early 1990s, when
the TASC’s staff was still quite small, ideas about an enhanced role for the staff
were perhaps somewhat premature. Nevertheless, Cairns raised these issues with
the executive committee and the board in 1994. Apart from minor modifications
of procedures, the result was a confirmation of the general principles that steering
committees would as a rule be appointed for all projects.?!

Cairns’ successor Carsberg also favoured a strengthening of the staff relative
to the steering committees, and he had more staff at his disposal than Cairns
ever had. Although this did not lead to major changes in the formal definition
of steering committee roles and procedures, it did mean that he was not reluctant
to economize on steering committee work in order to meet the tight deadline
of the core standards programme. The most notable instance, to be discussed
below, was the final stage of the financial instruments project, when the staff
completely supplanted the steering committee and worked directly with the board.
As some board delegations set much store by the steering committee system, there
were occasional tensions when it was believed that steering committees were not
allowed to play their proper role.

11.3.3. Involvement of National Standard Setters

As discussed in Section 8.2.1, the 1990s saw a growing involvement by national
standard setters in the work of the IASC. A member of the FASB attended board
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meetings from 1988 onwards, first as a guest and then as an observer. The number
of representatives from national standard setters in country delegations increased
over time. It was generally agreed by board members and staff that the direct par-
ticipation of the members of national standard setters in board meetings helped
to bring the level of technical discussions, although not necessarily low to begin
with, to very respectable heights.

The enhanced ties with standard setters also took the shape of a number of
collaborative projects. The project on financial instruments was, in its early stages,
undertaken in cooperation with the CICA, which provided the staff resources. The
project on earnings per share was carried out in cooperation with the FASB. The
project on provisions ran parallel with a similar project of the UK Accounting
Standards Board (ASB), and the ASB again provided most of the staff work. The
revision of IAS 14, Reporting Financial Information by Segment, was coordinated
with a subsequently started project of the FASB and the CICA.

Despite the significance of other national standard setters, in particular from
Australia and Canada, it is fair to say that the most persistently influential standard
setters during the later 1990s were the FASB and the ASB. The FASB’s significance,
as always, was based on its unquestioned superiority over all others in terms
of resources, experience, and the volume and rigour of its extant accounting
standards. In comparison, the ASB was a recent creation which was still reshaping
financial reporting in the United Kingdom. Its influence in the TASC was perhaps
less due to its accumulated body of standards than to the fertility of its thinking
and the debating skills of the UK delegation.

As is seen in this chapter, in several of the IASC’s technical discussions during
this period the UK and the US delegations, or the ASB and the FASB, took
different positions, and the IASC sometimes veered towards the one, and some-
times towards the other. Whenever discussions about the alleged Anglo-American
dominance of the IASC flared up, the frequent differences of opinion between the
United Kingdom and the United States would be cited to reassure the sceptics that
there was no such thing as a unified Anglo-American bloc, or Anglo-American
accounting. To the sceptics, of course, this was beside the point, as divisions
among the United States and the United Kingdom did not prevent that, together,
the English-speaking delegations made a disproportionately large contribution to
the debates in the board.?

11.3.4. Comment Letters

An analysis of the comment letters received by the IASC on its exposure drafts
of the 1990s illustrates the growing interest in the IASC’s activities in widening
circles.?® As noted in Chapter 5, the volume of comment letters had settled at the
modest level of thirty to forty for each exposure draft during the 1980s. The bulk of
the responses typically came from the national accountancy bodies that made up
the membership of the IASC, although in some countries there were consultative
arrangements to ensure that the comments from the accountancy bodies reflected
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a wider range of views. E32, ‘Comparability of Financial Statements’ (published in
1989), broke that pattern by attracting more than 160 comment letters, including
many from companies and other business organizations. That level would never
be reached again by the IASC. The next fifteen exposure drafts (E33—E47), issued
between 1988 and 1992 and which included the ten exposure drafts of the IASC’s
flagship Improvements project, resulted in between thirty and fifty-five comment
letters each. In that sense, E32 had not immediately set off a sustained wider
interest in the work of the IASC. The exception was E40 on financial instruments
on which the IASC received more than seventy comment letters (not counting the
more than 110 letters received by the CICA from Canadian respondents). With the
second exposure draft on financial instruments, E48 (1994), there was a definitive
shift to a higher volume of responses. The IASC and the CICA each received about
eighty comment letters, and for the IASC’s remaining twenty exposure drafts
(E49-E68), the amount of comment letters typically was between seventy and one
hundred.?* Although the IASC staff would have appreciated a greater number of
comments as vindication of the IASC’s aspiration to be a world-wide standard
setter, it was generally felt that the comments it did receive provided sufficient
input for the board’s deliberations. No systematic attempts were made to increase
the number of responses.?

Throughout the 1990s, the accountancy bodies remained the most reliable
respondents to the IASC’s exposure drafts, providing, on average, above a quarter
of all comments. Financial analysts’ organizations, particularly the Security Ana-
lysts Association of Japan and the Association for Investment Management and
Research (AIMR), made up a small but faithful group of respondents. The dele-
gation of financial analysts had been the first board delegation not representing a
national accountancy body. From the early 1990s onwards, after they had accepted
observer status, the European Commission and the FASB also regularly provided
comments.

Over time, responses from the business community (individual companies
and representative organizations) increased from about 25 to 50 per cent of the
responses. Until 1994, a large proportion of business comments came from US
companies, many of which commented only once or sporadically. After 1994,
however, responses from individual US companies all but ceased, in marked
contrast to the increasing interest in the IASC in the rest of the world.

Of the handful of companies that commented regularly on the IASC’s expo-
sure drafts during the early 1990s, most were represented on the board or the
Consultative Group. Staff of the Royal Dutch/Shell Group (the Netherlands and
the United Kingdom), including former IASC Secretary Allan Cook, were mem-
bers of the IASC’s Consultative Group for most of the 1980s and 1990s. Nestlé
(Switzerland) also became a regular respondent when it was represented in the
Consultative Group by Harry Schmid. BHP (Australia) was among the earliest
corporate contributors to the IASC. In 1995, one of its directors, Geoffrey Heeley,
became a member of the Australian delegation. From 1993 to 1997, South African
Breweries, another regular respondent, enabled Ian Somerville to serve as a mem-
ber of the South African delegation.
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After 1994, the pattern of comments from business began to correspond more
closely with their actual application of international standards, or with the specific
issues at stake. The exposure drafts on financial instruments, employee benefits,
and leases brought predictable concentrations of responses from banks and insur-
ance companies, from leasing associations, and from actuarial bodies and firms.
The Swiss multinationals formed a distinct group of consistent respondents from
business. Since 1995, they were directly represented on the board through the
Federation of Swiss Industrial Holding Companies, and, as a group, they were
for some years among the most prominent users of IASC standards.

11.4. INCOME TAX: REVISION OF IAS 12

The remainder of this chapter discusses the IASC’s standard-setting activity in
more detail.?® An appropriate start is the revision of IAS 12, Accounting for Taxes
on Income (published in 1979). This revision had its origins in the early 1980s, was
actively begun in 1987, and resulted in a new standard, IAS 12, Income Taxes, in
1996. This long and difficult project provides a good illustration of the changes in
the TASC’s standard-setting process as it began to transform itself into a standard
setter for global capital markets.?”

11.4.1. Eliminating the Deferral Option

As discussed in Section 9.2, the IASC followed a policy of periodically reviewing
its published standards from the early 1980s to 1987. These reviews did not
convince the board of the need to revise any standards, with the exception of
IAS 3, Consolidated Financial Statements, and IAS 12. At the same board meeting,
in March 1987, when the revision of IAS 12 was agreed, the board set out on a new
course by launching the Comparability project in which all of its other standards
would be revised in order to eliminate options.

It would perhaps have been more logical to include IAS 12 in the Comparability
project, but the revision of IAS 12 had probably already established itself in the
minds of the board members as a distinct project.?® Nonetheless, in the initial
stages, the revision of IAS 12 was simply aimed at eliminating options, and the
approach taken was indistinguishable from that of the parallel Comparability
project.

IAS 12 as approved in 1979 did contain several major options (see Section 5.8.6).
The most important was that reporting companies had a choice between the defer-
ral method, required in the United States and Canada, and the liability method,
which was commonly used or required in most other countries with a published
norm on the subject. In addition, IAS 12 allowed a choice between comprehensive
and partial tax allocation. The United Kingdom in particular had insisted on the
inclusion of partial allocation. When a questionnaire on IAS 12 was sent out in
1986, when it was due for periodic review, nineteen out of twenty-two member
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bodies, including the American Institute of Certified Public Accountants (AICPA),
had indicated that IAS 12 should allow the liability method only. Apparently,
a belief that the time had come for the IASC to begin reducing options was
widely shared by the member bodies. Only the Dutch took the position that had
hitherto prevailed in the IASC. The NIVRA, in words reminiscent of former IASC
Chairman Hans Burggraaff, wanted to retain both methods, ‘as good reasons
can be given for different methods and, depending on circumstances, the most
appropriate method may differ’?® The comments from the member bodies had
indicated rather less support for the elimination of partial allocation. Not just
the United Kingdom, but also others, including France, the Netherlands, New
Zealand, and Hong Kong, wanted to retain a choice even though they might prefer
comprehensive allocation.*

The steering committee, initially chaired by the French delegate Raymond
Béthoux, succeeded in 1994 by Bernard Jaudeau, developed proposals that closely
matched the views expressed by the member bodies.’! In a short time, it prepared
an exposure draft which was approved by a unanimous vote of the board in
November 1988 as E33, ‘Accounting for Taxes on Income’. This exposure draft
was an edited version of the old IAS 12, but with the deferral method eliminated.
Partial allocation would still be allowed, but only if additional disclosures were
provided.

The steering committee cited two main considerations underlying the proposal
that led to E33.>2 One was in line with the IASC’s traditional approach of ensuring
compatibility with the most important national standards: the steering committee
noted that the FASB had abandoned the deferral method, implying that this
removed an important reason for maintaining the option. In December 1987, the
FASB had issued FAS 96, Accounting for Income Taxes, to replace APB Opinion
No. 11, which had mandated the deferral method.

The second reason was representative of the IASC’s new approach: the steering
committee argued that the liability method was in keeping with the ‘asset and lia-
bility orientation in accordance with the IASC Framework for the Preparation and
Presentation of Financial Statements’>® This was one of the first occasions when
the IASC’s emerging Framework (of which an exposure draft had been approved
in March 1988) was put to use in choosing among alternatives. Conveniently,
the traditional and the new approach yielded the same result in this case, as the
FASB’s change in position followed from the definition of a liability in the FASB’s
Conceptual Framework, which had served as the main source of inspiration for
the IASC’s Framework (see Section 9.1).3

11.4.2. E49: Closer to the United States, Away from the United Kingdom

Unfortunately, the situation in the United States following FAS 96 was not stable.
FAS 96 was heavily criticized as difficult and costly to implement, but also as
conceptually flawed.? Its effective date was deferred three times, until it was
superseded in February 1992 by FAS 109, Accounting for Income Taxes. Because
of this uncertainty, the IASC’s steering committee recommended in June 1990
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to defer the revision of IAS 12, even though the responses to E33 were generally
favourable. An additional reason to delay the project was that, by mid-1990, it
had become clear that IOSCO did not merely want to see the elimination of
options in the standards, but also additional guidance on many issues. Because
of this, the Improvements project had been set up to extend and complete the
Comparability project. As the revision of IAS 12 had been running parallel to
Comparability, it made sense to see how the Improvements project would work
out before redrafting the text of IAS 12.%¢ As the Improvements project consumed
nearly all the IASC’s resources during 1991 and 1992, this meant that the income
tax project was put on hold until the end of 1992.

Early in 1993, the opinion within the board was that the publication of FAS
109 had ‘unblocked’ the situation, and the project began to move forward again.’’
Exposure draft E49, ‘Income Taxes, was approved in June 1994. By this time, the
IASC’s thoughts on the subject had evolved significantly, with the result that E49
moved closer to the US position and away from the United Kingdom.*®

In 1993, Barry Robbins, a technical partner in Price Waterhouse in San
Francisco, joined the steering committee, which was believed to need strength-
ening, in particular with regard to its knowledge of the complex FAS 109.%
In 1994, Robbins became a member of the US delegation in the IASC board. In
addition, the steering committee obtained the assistance of Raymond Simpson,
the FASB’s project manager on the income tax project. Profiting from this infusion
of experience, the steering committee advised the board that the earlier exposure
draft, E33, had not fully captured the shift towards an asset and liability approach
that was reflected in FAS 96 and FAS 109. In particular, the board was told that the
liability method of accounting for deferred tax was not automatically consistent
with an asset and liability approach as embodied in the Framework, because
‘liability method’ could mean different things.*® As described in IAS 12 (1979) and
E33, and as practised in most countries, the liability method was based on the dif-
ference between taxable income and accounting income (timing differences), and
on the expected reversal of these differences in the future. Under this approach,
the main difference between the liability and deferral methods was that deferred
tax assets and liabilities were adjusted for changes in the tax rate under the liability
method but not under the deferral method. In FAS 96 and FAS 109, the starting
point was not the income statement, but the difference between the book values of
assets and liabilities and their ‘tax base), that is, their values for tax purposes. The
FASB introduced the term ‘temporary differences’ to distinguish these differences
from the traditional ‘timing differences’ In practical terms, the difference between
the two approaches was that all timing differences were also temporary differences,
but not the other way round.

The IASC board agreed with the steering committee that, in order to be true to
its Framework, it should move from the ‘income statement liability approach’ of
IAS 12 and E33 to the ‘balance sheet liability approach’ of FAS 109. This included
adopting the FASB’s wording in terms of temporary differences and tax base.*!
E49 reflected these decisions. It had taken the IASC board some time to grasp the
difference between the two liability approaches. Probably assuming that others
might experience similar problems, the board decided that a background paper
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should be published together with E49 in which the change in approach was
explained in detail.*2

Another important change in E49, relative to E33, was that it would no longer
allow partial tax allocation. This change was suggested to the board by the steering
committee on the basis of the comments received on E33. In addition, it was noted
that in most countries comprehensive allocation was now required. The major
exceptions were South Africa and New Zealand, which permitted partial alloca-
tion, and the United Kingdom, where it was required.*> The IASC’s intention to
eliminate partial allocation was greeted in the UK press in the somewhat dramatic
terms of the UK’s impending ‘international ostracism’ and the ASB having ‘to
toe the line’** Yet, for the UK delegation and for the ASB, partial allocation—
which had been forced on its predecessor, the Accounting Standards Committee
(ASC), by political pressure—was no longer a key issue.** To the dismay of the
UK business community, the ASB published a discussion paper in 1995 in which
it tentatively proposed ‘full provisioning’ (comprehensive allocation).*®

11.4.3. Final Difficulties

Between the end of the exposure stage in May 1995 and the approval of the revised
IAS 12 in September 1996, the income tax project absorbed a considerable fraction
of the IASC’s energy, even though, in the end, the final standard did not differ
greatly from E49.

At this late stage, a problem emerged over the concept of the tax base, which
the IASC believed it had borrowed from FAS 109.*” The concept might have been
unambiguous in a US context, but the comment letters showed that it was not
necessarily true in all jurisdictions that assets and liabilities had clearly defined
values for tax purposes.*® Although most board delegations were by this stage
quite committed to following FAS 109, that standard did not even define the
concept of tax base. To solve the problem, the board wrestled inconclusively with
a variety of increasingly complex definitions of tax base. An attempt was made to
rewrite the standard without using the tax base concept.* In the end, the board
decided not to make major changes to E49 on this point, effectively sweeping the
issue under the carpet.

Yet not all delegations supported the approach of FAS 109. As indicated above,
by 1995 the UK delegation’s opposition to the proposed standard had shifted
from the traditional issue of partial allocation to criticism of E49’s ‘balance sheet
liability method’. This opposition focused in particular on the question whether
the deferred tax liability arising from a revaluation of assets met the definition
of a liability in the IASC’s Framework. On this point, the United Kingdom was
supported by the South African and Swiss Industrial Holding Companies delega-
tions, while the delegation of the International Association of Financial Executive
Institutes (IAFEI) was also critical of the standard.’® This meant that it would be
a close-run vote, but the South African delegation allowed itself to be persuaded
that the standard was on balance acceptable.’! ASB Chairman David Tweedie, who
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had joined the IASC board in November 1995, realized it might be too late to alter
the standard, but he made sure his objections were understood. The result was one
of the passionate debates between Tweedie and Jim Leisenring, the FASB observer,
which to some extent became part of the IASC’s folklore.”* Subsequently, Tweedie
claimed that the experience with IAS 12 alerted him to the need for the ASB to
‘get ahead of the game’ in order to influence the debates in the IASC.>® As the
standard mustered just enough votes to pass, the IASC was able to announce with
some pride that the revised IAS 12 was the first standard to be completed under
the core standards agreement.>*

11.5. FINANCIAL INSTRUMENTS

11.5.1. The Hopeful Start of a Long Journey

The project on financial instruments was unquestionably the most challenging
in the IASC’s history. It would also become the most controversial element of
the legacy of standards bequeathed to the IASC’s successor, the International
Accounting Standards Board (IASB).

The project began in 1988 and was only provisionally concluded with the
approval of IAS 39 in December 1998. There had been other long projects of up to
ten years or more, such as foreign currency translation (IAS 21), disclosures in the
financial statements of banks (IAS 30), and the revision of IAS 12 on income taxes.
But in these cases, there had been periods when work was suspended or carried on
at low levels of intensity. With financial instruments, there was hardly any respite,
as the subject came up during almost every board meeting between June 1988 and
December 2000.

When the TIASC decided to work on financial instruments, financial innovation
had been proceeding at a swift pace for more than a decade. But it was only in
the second half of the 1980s that a sense of urgency began to develop concerning
the accounting implications of ‘new’ or ‘exotic’ financial instruments, as part of
wider concerns over the hidden risks of these instruments to individual businesses
and the financial system.>® As often occurred, the FASB led the way by launching
a project on financial instruments in May 1986. The IASC did not immediately
give the issue a high priority, although new financial instruments were recognized
as an important part of the project to develop a recognition and measurement
standard for banks, which had been added to the IASC’s agenda in 1987 (see
Section 9.4.3).°® In March 1988, the board agreed on a work programme for
the period up to 1992, in which a project on financial instruments was sched-
uled to commence in 1990. At that time, the IASC’s immediate priorities were
the Framework project and the reduction of options (Comparability project).’’
However, at the next board meeting, in June 1988, the secretariat argued for the
immediate inception of a project on financial instruments. The arguments it gave,
for instance that ‘Many financial instruments are international in character, and
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that It is desirable that common solutions are obtained at an early stage in the
standard-setting process, would have been as valid in March as they were in
June.”® What prodded the IASC to revise its priorities was a forum on financial
instruments organized by the Working Group on Accounting Standards of the
Organisation for Economic Co-operation and Development (OECD) in Paris on
31 May-1 June 1988. IASC Chairman Georges Barthés de Ruyter attended the
forum, as well as several other members of delegations to the IASC board. Barthes
reported: ‘At that Forum, a great deal had been expected of IASC; in particular, the
Chairman of the OECD Working Group on Accounting Standards [Jean Dupont]
had urged IASC to move quickly.® On the spot, Barthés committed the IASC
to speeding up its work on financial instruments, which was welcomed by the
OECD.® Apart from the OECD, the IASC was also given encouragement to work
on financial instruments by the Basel Committee of banking supervisors, who
were concerned over the impact of accounting for financial instruments on capital
adequacy ratios.’!

The IASC board realized that it was undertaking a daunting project, one in
which it could not rely on existing national standards. Many delegations were keen
to be represented in the steering committee. As Secretary-General David Cairns
noted wryly, all of the countries on the OPC, with the exception of Germany, made
sure they had a member on the steering committee.®? The steering committee’s
initial chairman was Arthur Wyatt (United States), who was succeeded by Ronald
Murray (United States), when the former became chairman of the IASC in July
1990.9°

Underlining the significance of the project, the steering committee was given
its own consultative group, mainly formed by representatives from the member
bodies of the IASC’s ‘main’ Consultative Group with a particular interest in
financial instruments, such as the International Chamber of Commerce, the joint
international banking associations, the Basel Committee, and the OECD.

Given the IASC’s slender resources and its ongoing commitment to other major
projects, this new project might not have been feasible but for the offer by the
CICA to provide staff support for a coordinated project. This offer, mediated by
the Canadian staff observer, John Denman, was warmly welcomed by the IASC.%*
CICA staff member John Carchrae became the project manager of the joint
project. This type of cooperation was unique for the IASC, as was the intention
of the two bodies to consider and ultimately approve the same document. This
intention was only partially realized. The CICA and the IASC did issue ‘virtually
identical’ standards on disclosure and presentation but not on recognition and
measurement.®> The cooperation with the CICA, coupled with successive steering
committee chairmen from the United States, brought its own operational chal-
lenges. The centre of gravity of the project was effectively in North America, with
little dependence on the IASC’s staff in London.®®

The scope of the financial instruments project was defined very broadly. It
was to deal with all aspects of recognition, derecognition, measurement, and
disclosure, as well as with hedge accounting. It was to encompass all financial
instruments and to be applicable to all types of enterprises.®” Nevertheless, with
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proper resources and arrangements for broad-based consultation in place, it is
perhaps understandable that the IASC displayed considerable optimism about the
speed with which the project could be completed. The initial expectation was that
a final, comprehensive standard might be issued late in 1992 or early in 1993.5
The TASC maintained this prediction for several years and took pride in the
leadership role it hoped to play.®® In 1992, Chairman Wyatt repeatedly expressed
the view in public that a standard was expected in 1993. A former FASB member,
he remarked on one occasion that a 1993 date would mean that ‘TASC will be years
ahead of the FASB in the United States and other standard setting bodies, except,
of course, the Canadians.”® Like others, Wyatt had by then realized that the issues
were more complicated than initially expected. His public optimism was therefore
a way of maintaining the pressure on the IASC itself. The primary objective was
not speed, but ‘to get it right’. If this could be combined with beating the FASB at
its own game, so much the better, but it was not an overriding concern.’!

11.5.2. Identifying the Issues

The TIASC’s efforts were first concentrated on the production of a statement of
principles. Once this had been approved in November 1990, the board agreed
swiftly and easily, by a unanimous vote, on the publication of an exposure draft
(E40, ‘Financial Instruments’) in June 1991. The general approach and much
of the actual text of E40 closely followed the statement of principles, a draft of
which had been circulated among the IASC’s member bodies for comment. The
steering committee concluded that ‘A significant majority of respondents support
[the draft statement of principles] in most respects.’”? This presumably helped the
smooth progress towards E40.

E40 already contained the main elements around which the IASC’s thinking on
financial instruments throughout the 1990s would revolve. These main elements
can be summarized as:

1. General definitions of financial assets and financial liabilities, based on cash
and on rights and obligations to exchange cash or other financial instru-
ments. From the beginning, the financial instruments project was not to
deal just with the new or exotic financial instruments like many forms of
derivatives, but also with ‘traditional’ instruments such as loans.

2. Scope exclusions. From the beginning, it was clear that accounting for inter-
ests in subsidiaries and associates should not be radically changed at this
stage, and that most if not all of these investments would continue to fall
under IAS 27 and TAS 28. But other exclusions, like insurance contracts,
remained controversial throughout the project.

3. Presentation standards dealing with offsetting and classification. An impor-
tant issue was the classification of financial instruments as between equity
and liabilities.

4. Criteria for recognition and derecognition of financial instruments.
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5. A ‘benchmark’ mixed-measurement model in which the measurement of
financial instruments (fair value or historical cost) and the treatment of
recognized gains and losses (in equity or through profit and loss) differed for
several classes of financial instruments. In E40, financial instruments used
for hedging were seen as one of these classes.

6. An alternative model by which all financial instruments were measured at
fair value, with gains and losses reported in income.

In terms of charting the main issues and defining the basic concepts, subsequent
developments did not move much beyond E40. In some respects, notably the
definitions of financial assets and liabilities, the solutions of E40 were accepted
at an early stage, and would find their way into the final standards. But in general,
E40 merely marked the point at which the board had identified the relevant
questions. From this point onwards, the project began to run into difficulties, and
it became much more protracted than initially planned. By the time the board
had to decide how to move forward following E40, that is, in the spring of 1993, it
had become clear both what was the nature of the technical issues, and why it was
difficult to resolve them.

Firstly, there were a few basic issues. Chief among these was whether it was
proper to use management intent as the criterion to assign financial instruments
to the various measurement categories. E40 generally was based on management
intent, following traditional practices in many countries, including the United
States. Those who opposed this traditional approach advocated the use of fair
value measurement for as many financial instruments as possible. This, it was
argued, would increase the relevance of the resulting information, and it would
reduce the risk of earnings management inherent in reliance on management
intent.

Fair value had already made a modest debut in the IASC standards in the
early 1980s (see Section 5.12.1), following the example of US GAAP. As in the
comparable US standards, fair value was used in IAS 16, 17, 18, and 22 in a
supportive role, in order to determine the historical cost of an item acquired in
a non-monetary transaction, or as a criterion for deciding whether a lease should
be classified as an operating or a finance lease. Fair value was not mentioned in the
IASC’s Framework, and prior to the financial instruments project, the IASC stan-
dards showed little awareness that fair value might be used as the basis for peri-
odic remeasurement of assets or liabilities. The exceptions were found in IAS 25
and 26 (approved in 1985 and 1986, respectively) where it was acknowledged that
fair value was the proper basis for measuring investments for certain specialized
investment enterprises and for the plan assets of retirement benefit plans. As in
the United States, it was the financial instruments project which brought fair value
into the mainstream of accounting by enterprises generally.

Within the IASC, the Australian delegation and in particular Warren McGregor
were the most consistent advocates of a fair value approach. The Australian
Accounting Research Foundation (AARF) had begun to work on financial instru-
ments around the same time as the IASC, and in 1990 it published a commissioned
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study which advocated fair value measurement for all financial instruments.”® Yet
the idea found considerable support among other delegations as well. Indeed,
the board had instructed the steering committee to prepare two versions of the
exposure draft that would become E40, one in which full fair value was the
benchmark treatment, and one in which it was an allowed alternative. In June
1991, the board chose the version in which the mixed-measurement, or modified
historical cost basis, was the benchmark, which then became E40.7# Related to this
basic issue were others, such as the question of whether unrealized gains might be
taken into income.

Secondly, there was a broad range of specific issues on which there was agree-
ment in general terms, or on which there were shades of opinion rather than radi-
cally divergent views. Here, it often proved difficult to choose the exact wording of
the standard. For instance, most board delegations agreed that the reclassification
of financial instruments between the various measurement groups should be
restricted to limited circumstances but not entirely ruled out. The problem was,
of course, how to define the ‘limited circumstances’ in a way that was neither too
restrictive nor too permissive. The financial instruments project raised a large
number of problems like this, in which the consequences of small changes in
wording had to be considered carefully.

In a general sense, these problems were not unique to financial instruments.
When developing other standards, the IASC had also faced fundamental issues
and problems of wording. But there were several reasons why they were more
difficult to handle in the case of financial instruments.

First of all, the subject was new to most board members, and developments
in financial engineering continued apace as the project went along. While it was
not too difficult for board members to comprehend the issues at a high level of
abstraction, many continued to have difficulties envisaging how the rules would
work across the bewildering variety of specific financial instruments and situa-
tions that might be encountered in practice. Continuous fine-tuning of the drafts
was necessary as the board gained more knowledge of financial instruments.”>

Many companies and other interested parties, particularly outside North
America, were following a similar learning curve as the board members. This
meant that the significance and potential impact of the IASC’s work on financial
instruments were initially not widely understood or appreciated. As a result, it
was difficult for the IASC to obtain a consistent view of what would be accept-
able to its constituents and the users of its standards. For instance, the gener-
ally positive reactions to the IASC’s draft statement of principles (1990), which
had formed the basis of E40, had come almost exclusively from the English-
speaking world, with a majority of 60 percent coming from Canada alone.”®
Rather more critical views, especially from Japan, came in only after E40 had been
published. Even after an already long response period for E40 (from September
1991 through May 1992), the Japanese Institute of Certified Public Accountants
(JICPA) expressed its concern in early 1993 that many potential Japanese respon-
dents had not had enough time to respond or were not yet fully aware of the
issues.”’
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The financial instruments project was complicated by the unique position of
the United States. In the case of most of the earlier standards, the United States
had already issued a domestic standard on the issue when the IASC added the
topic to its agenda, but so would have several other member countries. This
made the search for an IASC standard a relatively straightforward process of
striking a balance between several co-existing national approaches. With financial
instruments, however, the United States was the only country where substantial
progress had been made, yet by the time the IASC began seriously to consider
how to move forward with E40, in the spring of 1993, the course to be taken in
the United States was by no means settled, particularly in the thorny areas of dere-
cognition and hedge accounting. In contrast to the IASC, which was seeking to
develop a comprehensive standard dealing with all aspects of all types of financial
instruments, the FASB had adopted a piecemeal approach. By early 1993, the FASB
had issued two standards on disclosure, FAS 105, Disclosure of Information about
Financial Instruments with Off-Balance-Sheet Risk and Financial Instruments with
Concentration of Credit Risk (March 1990), and FAS 107, Disclosures about Fair
Value of Financial Instruments (December 1991). It was about to issue a standard
on recognition and measurement for a limited range of non-derivative financial
instruments, FAS 115, Accounting for Certain Investments in Debt and Equity
Securities (May 1993). In these standards, the FASB, encouraged by the Securities
and Exchange Commission (SEC) and the AICPA, was moving gradually towards
a more extensive use of fair value to measure financial instruments.”® Fair value
accounting had attracted the attention of the SEC, a body which had, with few
exceptions, always championed historical cost accounting, if only because of the
failure of historical cost accounting to reveal massive unrealized losses in mortgage
portfolios until after many savings and loans associations in the United States had
entered bankruptcy. In November 1991, SEC Chairman Richard C. Breeden con-
vened the SEC’s first-ever conference on accounting standards, entitled ‘Relevance
in Financial Reporting: Moving Towards Market Value Accounting’

In FAS 115, which it considered to be an interim standard, the FASB had arrived
at a mixed-measurement model, with management intent as the criterion for
classifying financial instruments. However, the FASB recognized the shortcomings
of this approach and expected it to be modified on the basis of further work
and experience.”” On behalf of the FASB, Vice-Chairman Jim Leisenring wrote
to David Cairns to express his concern that an IASC standard on financial instru-
ments might become an impediment to the FASB’s progress. Leisenring wrote that
the benchmark proposals of E40

closely reflect practice which has prevailed for a considerable number of years in the
U.S. The financial instruments project was added to our agenda in 1986 as a result of
requests from constituents (including the Securities and Exchange Commission) based on
what were perceived to be inadequacies in existing accounting and reporting requirements
for financial instruments. Therefore, it could be expected that our project will result in
substantive changes to current practice over time. Such changes would inevitably be in
conflict with proposals made in E40.%
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As Leisenring had suggested, the SEC also expressed itself critically about E40 in
its comment letter, written by Chief Accountant Walter Schuetze. But whereas
the FASB’s letter could be read as an invitation to the IASC to delay its project,
Schuetze, a fair value advocate, emphasized the possibility of making it more
radical and less dependent on management intent, for instance by making fair
value measurement the benchmark treatment.!

11.5.3. Failure to Issue a Comprehensive Standard

After spending most of 1992 on the Improvements project, and after allowing
time for the analysis of the comment letters which continued to come in well
after the May 1992 deadline, the board discussed the project in March 1993.82
In addition to the critical views of the FASB and the SEC discussed above, the
192 comment letters showed that there was far stronger opposition to the IASC’s
proposals than could have been surmised from the responses to the preceding
draft statement of principles. Yet the steering committee concluded that there was
no need to depart from the approach of E40, nor to delay or break up the project
as many respondents had suggested.®® Instead, the steering committee guided the
board through a long list of detailed amendments. Most delegations, including the
US delegation, supported the steering committee in its overall approach to move
towards a standard based on E40. The amendments as approved by the board
left the structure of E40 largely unchanged, although there were many carefully
considered changes in the wording of the proposed standard. It was agreed, for
instance, that financial instruments might be derecognized, not if ‘all’ (as in E40),
but ‘substantially all} risks and rewards of the instrument had been transferred to
another party.

At this point, the question arose whether these changes justified a new exposure
draft. This step would cause a substantial delay and would make it impossible
to meet the IASC’s self-imposed target of publishing a standard in 1993. In its
March 1993 meeting in Tokyo, the board dodged the question by instructing the
steering committee to prepare a draft of a standard for consideration in June
and possible approval later that year. Meanwhile, an extensive summary of the
proposed changes to E40 was published in May 1993 in a special issue of IASC
Insight. The status of this publication was left vague. IASC Insight merely asked for
comments without specifying whether a formal exposure draft would follow, or
even what the next step in the process would be. By the June 1993 board meeting,
it had become clear that there was widespread dissatisfaction outside the IASC
with this departure from due process. Through various channels, the IASC had
been given to understand that re-exposure was essential for the IASC’s credibility,
that IASC Insight did not attract the same level of comment as regular exposure
drafts, and that the time allowed for comment on the May issue was extremely
short.®* However, the board still could not bring itself to decide on re-exposure.
It was agreed to invite more comments on the May issue of IASC Insight and to
make a final decision on re-exposure in November 1993.
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Behind the board’s reluctance to re-expose in June 1993 was its perception that
IOSCO wanted to see swift progress on financial instruments. Unfortunately, the
board did not get the right signals from IOSCO on this matter. At this time,
no IOSCO observers were attending board meetings. IOSCO was represented
on the Consultative Group and on several steering committees. At its June 1993
meeting, preceding the meeting of the board, the Consultative Group had voted
in favour of re-exposure of E40 in a straw poll, but IOSCO’s representative,
Secretary-General Paul Guy, had voted against. This strengthened Deputy Chair-
man Michael Sharpe’s conviction that it was important to IOSCO that the IASC
approve a financial instruments standard well before IOSCO’s annual conference
of October 1994 (in Tokyo) during which the endorsement of IASC standards by
IOSCO would be considered.?> In fact, WP1 and its Accounting and Auditing Sub-
committee were not at all concerned about possible delays in publishing a financial
instruments standard, and were strongly in favour of re-exposure. When it became
clear to WP1 that the IASC was dithering on re-exposure, it informed the IASC
that, while there might be differences of views on the substance of E40 within the
working party, there was unanimity on the need for further opportunity for public
comment.®

It appears that it was particularly in Japan that opposition to E40 had begun to
develop at a late stage. Apart from the JICPA’s generally supportive letter, there had
been no comment letters from Japan on E40.” The exposure period had ended
in May 1992, but as late as October 1993 the Japanese argued in WP1 that the
interested parties in Japanese financial circles were ‘highly frustrated’ with E40
and should be given another opportunity to comment. Moreover, it was pointed
out that there had not been a Japanese translation of the May 1993 issue of JASC
Insight.®®

When the IASC board met again in November 1993, it could do little else
but agree to publish a new exposure draft, E48 ‘Financial Instruments. E48
was published in January 1994 with a relatively short comment period, closing
on 31 July 1994. The CICA published a parallel exposure draft which differed in
several respects from E48.% E48 essentially followed the changes proposed in the
May 1993 issue of IASC Insight, and it was therefore a modified version of E40.
Apart from the modified rules for derecognition mentioned above, there were
numerous other changes such as the exclusion of insurance contracts and related
assets, the requirement to designate financial instruments specifically as hedging
instruments, and modified impairment rules.

Although E48 did not differ fundamentally from E40, it was not accepted as
easily by the board. Whereas E40 had been approved unanimously, E48 was passed
with two abstentions. Three delegations made known that they would not support
a standard along the lines of the exposure draft.”® The problem for the IASC was
that objections to the approach taken in E40 and E48 came from two diametrically
opposed directions. On the one hand, countries like Germany and Japan were
not keen to move in the direction of more fair value, especially if this entailed
recognizing unrealized gains in income. On the other hand, the SEC’s Walter
Schuetze had publicly urged the IASC in October 1993 to move further in the
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direction of fair value measurement and away from management intent.”’ When
the TASC approved E48 in November 1993, the SEC’s representatives on WP1
made known their concern to the IASC about the way it had ‘ignored’ Schuetze’s
comments.”

In 1994, the IASC board met only twice, in June and November. At its June
meeting in Edinburgh, the board organized a two-day discussion with represen-
tatives of national accounting standard setters (including governmental bodies
in charge of accounting) on E48. Standard-setting bodies from twelve countries
were represented, as well as the European Commission and the Fédération des
Experts Comptables Européens (FEE). All but three of the standard setters came
from countries that were represented on the IASC board. Several board members
and technical advisers switched roles during the meeting, to act as representatives
of their national standard setters.”> As might be expected, a wide range of opin-
ions was expressed. On valuation, for instance, the Australians thought that the
alternative treatment (‘full fair value’) was preferable to the benchmark mixed-
measurement treatment. The FASB was sympathetic to fair value measurements,
although it noted that this did not solve all hedge accounting issues. The Canadian
standard setter, on the other hand, had omitted the full fair value option from its
own exposure draft, which had been published in tandem with E48. European
standard setters pointed out that the Fourth Directive limited the use of fair
value and did not allow the inclusion of unrealized gains in income. But despite
the many different points of view, a common thread running through many of
the comments was that the standard setters preferred to see the IASC proceed
more slowly and allow more ample discussion. The FASB’s Jim Leisenring and the
UK ASB’s Allan Cook expressed the concern that an IASC standard might ‘set in
stone’ unsatisfactory approaches and impede progress on domestic standards.”
A particularly unsatisfactory approach, they said, was the IASC’s reliance on
management intent for the classification of financial instruments, for offsetting,
and for hedging.” The FASB expressed the view that using management intent to
classify financial instruments into groups with different measurement rules was
‘fundamentally flawed’, even though it admitted that this was the approach used
in FAS 115.% As it happened, the FASB continued to rely on management intent
throughout the 1990s, and it was asking the IASC to keep the road clear down
which it was not yet ready to travel itself.

The standard setters repeated the suggestion, made before in numerous com-
ment letters on E40, that the IASC should split the project into two or more
parts so that it could begin with issuing a relatively non-controversial standard
on disclosure. The board tentatively agreed to do that when, at the same June
meeting, it instructed the steering committee to identify the elements of E48 that
could be turned into separate standards.”” In November, the final step was taken.
By then, the combined opposition by those who thought that E48 would further
entrench an unsatisfactory approach to financial instruments, as well as by those
who thought it was already departing too much from current practice, was enough
to bring about a ‘very painful’ decision to split the project into two.”® The board
agreed to publish the materials from E48 dealing with definitions, classification as
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between equity and liabilities, presentation, offsetting, and disclosure as a separate
standard. This was done in March 1995, when the board unanimously adopted
IAS 32, Financial Instruments: Disclosure and Presentation. The CICA published
a virtually identical standard, and the Australian Accounting Standards Board
(AASB) promptly issued an exposure draft based on IAS 32.%

The publication of IAS 32 followed on the heels of the dramatic collapse of
Barings Bank in February 1995 as a result of uncontrolled trading in derivatives.
This circumstance helps to explain why the world at large did not see IAS 32 as
a climbdown, but rather welcomed it as a timely and credible step in solving a
difficult issue to which no one had yet found a fully satisfactory answer.!’ The
FASB had just added another disclosure standard to its collection of standards
on accounting for financial instruments, by issuing FAS 119, Disclosure about
Derivative Financial Instruments and Fair Value of Financial Instruments (October
1994). After that, it would take the FASB another four years to issue a standard on
the recognition and measurement of derivatives.

11.5.4. Reorganization of the Project

The board’s reluctant decision in November 1994 to split the project also included
an instruction to the steering committee to continue work on recognition and
measurement issues. The executive committee was authorized to review the com-
position of the steering committee in consultation with the steering committee
chairman.!®! The executive committee interpreted this mandate in the broadest
possible way. In January 1995, it decided to disband the steering committee upon
the completion of IAS 32, and to appoint a new chairman with the charge of
forming a new committee. While this was probably a disappointment for some
members of the steering committee, there was a general feeling that there was a
need to take a fresh look at the issues.!%?

The new steering committee chairman was Alex Milburn, until the middle of
1995 the chairman of the CICA’s Accounting Standards Board, and there was no
doubt that he became the steering committee’s driving force.!% In 1997, he retired
from his (part-time) position with Ernst & Young to work on the project on a full-
time basis. Together with Ian Hague, who in 1996 succeeded John Carchrae as the
CICA's lead staff member on the project, Milburn prepared many of the steering
committee’s documents and maintained the momentum of the project.!*

11.5.5. The IASC Makes Time for a Fundamental Study

With the formation of a new steering committee came the decision not to proceed
on the basis of E48. The new committee advised the board to prepare a discussion
paper first, which could also serve as a statement of intent. Apart from helping
the board to formulate its thoughts, this approach would give ‘advance notice’
of the board’s intentions, so that some of the due process problems of E40 and
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E48 might be avoided.!® Something similar had already been suggested at the
June 1994 meeting with national standard setters, when the FASB had urged the
IASC to produce ‘a comprehensive educational document...so that the benefits
of the learning process to date are not lost’!% Accordingly, the board charged
the steering committee in November 1995 with preparing—by the end of 1996—
a ‘comprehensive discussion paper’, examining ‘the reasoning and assumptions
underlying significant alternative approaches’ and setting out ‘proposed principles
that will provide the framework for development of specific standards’!%” In other
words, the board deliberately chose to take the long road by way of a study of the
basic principles, even though it faced a tight target date to deliver a set of core
standards to IOSCO, including one on financial instruments.

In June 1996, Milburn informed the board that the steering committee was
working on a discussion paper based on the measurement of all financial assets
and liabilities at fair value. In effect, the steering committee was planning to place
the ‘alternative treatment’ of E40 and E48 at the centre of its proposals. Notwith-
standing the radical nature of these intentions, the board expressed its support.'%®
The outside world was duly informed of developments in the project through
articles in IASC Insight, which contained standing invitations to comment.!%

Choosing fair value measurement as a basic principle represented a consider-
able simplification compared to the intent-based classifications of E40 and E48.
Nevertheless, it did not automatically provide solutions to some difficult issues,
such as derecognition of financial assets and liabilities, and hedging of antici-
pated transactions. The steering committee worked on these issues through the
remainder of 1996 and into 1997, and published its discussion paper, ‘Accounting
for Financial Assets and Financial Liabilities, in March 1997. Being a discussion
paper, it was published on the authority of the steering committee, without formal
approval by the board.

The steering committee tried to ensure that the paper would indeed be dis-
cussed. Between March and July 1997, members of the committee met preparers,
users, and regulators in a number of countries in an intensive programme of
special consultations.!!® All of this had to take place under heavy time pressure.
Comments on the discussion paper were due by 15 July 1997, and a draft standard
was scheduled to be submitted to the board in October/November 1997.

11.5.6. The Core Standards Target Date Necessitates an Interim Solution

During the summer of 1997, while the steering committee was looking ahead to
the next stage of preparing an exposure draft, uneasiness over the project began to
develop in the executive committee.!!! In its July meeting, the executive committee
noted that the programme of special consultations had been very successful in
creating good lines of communication between the IASC and its constituents,
and that the high quality of the discussion paper had been widely noted.!"
Among other things, the executive committee was informed that the SEC’s Chief
Accountant, Michael Sutton, had praised the document, and had expressed the
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hope that the IASC would stand its ground, as this would encourage the FASB to
go further.!'® Nonetheless, it had also become clear that an attempt to complete
the project along the lines of the discussion paper would bring serious difficulties.
Strong opposition was said to be widespread in the banking industry, and some
aspects caused general concern, particularly the reporting of unrealized gains and
losses in income, and the valuation of debt at fair value. The executive committee
noted that the target date for completing the standard (at that time, April 1998)
‘was looking unrealistic’. In the course of this discussion, Chairman Sharpe raised
the possibility of adopting the FASB’s standards and other norms on financial
instruments as an interim solution, and to cooperate with the leading national
standard setters to develop a more permanent standard.!!'* Sharpe argued that the
FASB was the only standard setter which was ‘even close to’ having a complete
set of standards, and that ‘Better standards than those currently adopted by FASB
would be difficult for any standard setter to develop on its own. He also explained
that his proposal was only an interim solution, by pointing out that the FASB did
not consider its current standards as the last word on the subject either, but had
expressed the wish to move towards a different standard in the long run.

After debating this new perspective at length, the executive committee autho-
rized Secretary-General Carsberg to study the idea more closely and to make a
proposal for the board to discuss at its next meeting. Carsberg thereupon asked
Paul Pacter, a former FASB staff member who had joined the IASC’s staff in 1996,
to develop an TASC exposure draft on the basis of a compilation of US GAAP
on financial instruments. With the help of Jim Leisenring and the FASB staff,
Pacter completed this arduous task with a speed that few, if any, people could have
matched. The result was a voluminous draft standard, longer by far than any draft
standard the IASC had ever considered, in which the relevant sections of many
different documents from the body of US GAAP were copied almost verbatim.
Pacter’s editorial work was limited to rearranging, cross-referencing to other IAS,
and bringing the text into line with the IASC’s customary style. This document
was submitted to the board for its October/November meeting in Paris.!'

This development came as a surprise to many people, both within and without
the IASC, including most members of the board and the financial instruments
steering committee. It was announced in a press release issued and simultaneously
circulated to the board members by Carsberg on 8 September.!!® In addition, the
steering committee members learned that their committee was to be disbanded.'!”
Carsberg realized that dropping the proposal like a bombshell without prior con-
sultation with the board and the steering committee would spark controversy. Yet
he thought that the alternative was worse, because there would then be a risk that
the news about this sensitive issue would leak uncontrollably, necessitating the
IASC to make an official statement prior to the board meeting anyway.!!®

The proposal stirred up an international flurry of questions, exchanges of
opinions, negotiations, and press comments lasting from early September to
the next board meeting on 30 October.!'” The central element of adopting US
GAAP was not difficult to understand, and therefore easy to like or dislike. The
proposal was said to have caused ‘outrage’ among Continental Europeans.'?
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The European Commission’s John Mogg reacted in a strongly worded letter to
Carsberg:

[The proposal] has been understood by many in Europe as a clear choice in favour of US
GAAP. This has occurred at a time when many large companies in Europe are hesitating
whether they should opt for US GAAP rather than for IAS. There can be no doubt that the
cause of IASC risks being severely damaged as a result of this initiative, if we cannot put the
discussion back on a firm basis very quickly.'*!

Equally predictable was the point of view of the FASB’s chairman, Edmund
Jenkins, who welcomed the TASC’s plans as ‘evidence of the FASB’s leadership
role in the cooperative effort to harmonize accounting standards throughout the
world’!??

Yet beyond this basic point were more complex issues. The main question was
whether the proposal was necessary, or even helpful, to bring about the endorse-
ment of IASC standards by IOSCO. There were several uncertainties on this score.

The first was the firmness of the target date for completing the core stan-
dards, which at that time was April 1998.123 The date was not set in stone, but
it was clearly not desirable to exceed it by too much, given the pressure from
European and other companies that wanted to access the US capital markets (see
Section 10.13). Moreover, there was a risk that delays beyond 1998 could lead to
a disintegration of the core standards agreement, as personnel changes in IOSCO
and its member bodies might lead to loss of momentum and commitment.

A second uncertainty was whether IOSCO would be willing to take financial
instruments out of the core standards set. Several IASC board delegations sug-
gested this to Bryan Carsberg, probably encouraged by the fact that the Euro-
pean members of WP1 also favoured this approach. However, this was resolutely
opposed by the SEC, and it was something that could be decided only at a higher
level within IOSCO.'** As early as June 1997, Carsberg had already been given
to understand by SEC Chief Accountant Michael Sutton that it would be unac-
ceptable to the SEC to remove financial instruments from the core standards. So
when the IASC board met at the end of October, it was acting on a very remote
hope when it instructed Carsberg to sound out IOSCO about this possibility at its
next annual conference, which was to take place in Taipei shortly after the board
meeting.'?

On the more realistic assumption that the IASC simply had to deliver a stan-
dard on financial instruments before long, the idea of using US GAAP as an
interim solution definitely had its attractions. However, as was clear from the
press comments, it carried reputational risks. Although it might not actually ‘blow
the TASC’s credibility out of the water,!2° it was certainly not a sign of strength.
Moreover, success was not guaranteed. On the one hand, the IASC board knew
that the European IOSCO members were by no means enthusiastic about the idea
of importing US GAAP, and certainly not about the voluminous draft prepared
by Paul Pacter.'” For its part, the SEC had been critical of the FASB’s approach
and as recently as the summer of 1997 had encouraged the IASC to proceed along
the lines of its March 1997 discussion paper. At the same time, it was known that



374 Putting Teeth in Harmonization

the IASC was vulnerable to criticism for the quality of its due process, particularly
in the United States, where some members of the FASB did not tire of raising this
point (see Section 10.17). An abrupt change of course made without consulting the
steering committee was hardly going to improve the IASC’s image in this regard.
On balance, it was not very likely that the SEC would disown the FASB’s work if it
was adopted by the IASC, but nothing could be taken for granted.

A further uncertainty was what the proposal signified for progress on financial
instruments worldwide and in the longer term. It could be argued that adopting
US GAAP would be a way of supporting the FASB, which was under heavy fire
from the banking industry because of its work on financial instruments.'?® In this
light, the proposal was attractive to those who favoured some progress on finan-
cial instruments, but not too radical a departure from current practice. Others,
though, who favoured the full fair value approach of the March 1997 discussion
paper, feared that an interim standard, once in place, would be difficult to change.
This view was held in particular by the UK and Australian delegations.

Apart from these strategic considerations, the board delegations raised a num-
ber of critical questions about specific aspects of the proposal. With all of this in
mind, the board rejected the proposal when it was tabled in October. Although
there was widespread admiration for Pacter’s herculean work, only the US delega-
tion expressed a willingness to concur with the proposal.'?® The board nonetheless
accepted the idea of an interim standard. Paul Pacter was, in effect, turned into
a one-man steering committee when the board decided that a draft should be
prepared by the IASC staff for the April 1998 meeting. This draft was to be based
not only on US GAAP but also on the IASC’s own E48 and other sources. The
board also agreed that the TASC should work together with other standard setters
to develop a more permanent comprehensive solution. !>

11.5.7. IAS 39 Completes the Set of Core Standards

The TASC had to work under intense pressure to complete the interim standard.
It had publicly committed itself to the goal of completing the core standards
in 1998. Even though IOSCO would not refuse to consider the standards for
endorsement if they were completed early in 1999, ‘Finalisation of a standard
in 1998 would have a high presentational value, as Secretary-General Carsberg
wrote to the executive committee.'*! To meet that target, the board had to approve
an exposure draft at its meeting in April 1998. So, in the course of just two
meetings (January and April), the board discussed and approved E62, ‘Financial
Instruments: Recognition and Measurement’. The April meeting was a six-day
marathon in Kuala Lumpur. During this meeting, Pacter three times produced
a new draft overnight on the basis of the board’s discussions that day.!*?

E62 was based on a slimmed-down and slightly modified version of the
lengthy compilation of US GAAP that had been rejected by the board in
October/November.!?* In a general sense, this meant that E62 reverted to the
intent-based, mixed-measurement model of E48, with many modifications in
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substance and style reflecting the draft’s origins in US GAAP. But despite E62’s
kinship with US GAAP, FASB Chairman Edmund Jenkins wrote to the US dele-
gation on the IASC, calling on them not to support the draft to be put before the
April 1998 board meeting.!* Jenkins pointed out some internal contradictions
and criticized the insufficient implementation guidance provided in the draft. But
the letter did not go deeply into the technical details. The main point of the letter
was the assertion that ‘a standard as flawed as this one” would be unlikely to be
endorsed by IOSCO, and that it would call into question the IASC’s commitment
to issue high-quality standards. Jenkins asked the IASC to wait until a permanent
standard were to be developed by the national standard setters, and in effect
repeated the point the FASB had made on E48: the IASC should wait until the
problem was solved elsewhere. However, the IASC could not afford to wait, and
for that reason the US delegation voted in favour of E62.!%

One of the features that had distinguished E48 from US GAAP, but which had
fallen by the wayside in E62, was the option to value all financial instruments at fair
value. This was a principal reason why the UK and Australian delegations voted
against E62.!1%¢ According to the Australian delegation, which ‘really opposed
IAS 39 from day one’, E62 embodied a retrograde approach which partially undid
earlier moves towards fair value accounting, both voluntary and forced, across the
Australian financial industry.!*” Both delegations also objected because it feared
the interim standard would, in the words of David Tweedie, be ‘stuck on with
superglue because it has a lot of soft options which people won’t want to give up.
But most other board members were said to be strongly in favour of the proposals,
which were seen as reflecting best current practice.!*®

E62 was published in June 1998, with a short comment period lasting to the
end of September. To facilitate the comment process, the exposure draft was,
for the first time, published on the IASC’s website, and comments were invited
‘preferably’ by email.!** As there had been no steering committee for this project
since the autumn of 1997, a new steering committee, chaired by Secretary-General
Carsberg, was installed to review the comment letters.'*

The board discussed drafts of a final standard at its meeting in November in
Zurich and at an extra meeting in December, in Frankfurt am Main, called specif-
ically for this purpose. There were still many issues on which the board struggled
to find the right wording, for instance regarding the ‘reliability exception, which
allowed valuation at historical cost for certain financial instruments whose fair
value cannot be measured reliably. Whereas there was a consensus that there
should be an exception of that kind, there was ample scope for disagreement about
the strictness of the criteria governing the exception.'*!

The UK delegation made a final attempt to introduce a full fair value option, but
within the steering committee, reactions ranged from ‘ambivalence’ (one mem-
ber) to ‘hostility’ (several members), and to ‘strong disagreement’ (the majority
view).!#? The reaction by the board was also negative: in a straw poll, a fair value
option was rejected by eight votes to six, with two abstentions.!** Another issue
that had come to the fore during 1998 was macro-hedging. This referred to the
practice of hedging combined positions representing multiple risks. The French
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delegation argued to the end that hedge accounting should be allowed in such
cases,!** but the board decided against. It wanted to limit hedge accounting—
essentially a departure from the normal treatment—to specific hedged risks.'*>

At the December 1998 board meeting, in a vote that remained unpredictable
until the end, IAS 39, Financial Instruments: Recognition and Measurement, was
approved with twelve votes in favour, the minimum number required. Australia
voted against, and France, the United Kingdom, and the United States abstained
(which counted as a negative vote). The reasons of the objectors differed: Australia
objected in principle to departures from full fair value; the United Kingdom was
still concerned that, without a full fair value option, a flawed interim standard
could become deeply entrenched; France was concerned about a lack of reliability
and prudence, and the United States had procedural objections, in particular to
the speed with which the proposal was rushed through.!4

The standard was given a distant effective date, with application to financial
years starting after 1 January 2001. This was a compromise, allowing some delega-
tions to justify their yes-vote with the expectation that the standard might never
have to be applied. After all, the intention was that, by then, the collaborative effort
of the national standard setters would have produced a permanent solution.'#’

After it published IAS 39, the IASC took the unusual step to provide detailed
implementation guidance in the form of published questions and answers. This
step highlighted the complex nature of the standard. It was perhaps also taken with
the concerns of the SEC in mind, which had criticized the lack of detailed guidance
on the application of IASC standards.'*® In 1998, the FASB had set up a Derivatives
Implementation Group to provide similar guidance on the implementation of FAS
133. In the case of the IASC, the guidance was prepared by the staff, exposed for
comment, and published in final form on the IASC’s website after approval by an
TAS 39 interpretations committee set up for that purpose in March 2000.!4°

As it happened, the IASC brought its project on financial instruments to a
provisional end shortly after the FASB issued FAS 133, Accounting for Derivative
Instruments and Hedging Activities, in June 1998. This standard covered some of
the major recognition and measurement issues addressed by IAS 39. After a decade
of sometimes competitive and sometimes cooperative development, the FASB and
the TASC completed their respective projects in a virtual dead heat.

11.5.8. The Joint Working Group and the ‘Permanent Solution’

Of the two key elements in the IASC’s decision in October/November 1997, one
was to issue an interim standard (IAS 39), and the other was to work with national
standard setters towards a long-term solution on financial instruments. As with
the proposal to adopt US GAAP, the cooperative approach to a fundamental
solution had already been announced in Secretary-General Carsberg’s press release
of 8 September 1997, that is, before the IASC board had had a chance to discuss
it. Also prior to the board meeting, concrete steps were taken to move along
this track. On 24 September, the G4+1 group of standard setters from Australia,
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Canada, New Zealand, the United Kingdom, and the United States (see Sec-
tion 12.6), together with the IASC’s Carsberg, met and agreed ‘to join their efforts
to work to agree a harmonised international standard by 2000’ Initially, it may
have been intended to limit the participation in this project to the members of
the G4+1.">! This was not implausible, as the G4+1 had already issued a relevant
discussion paper, Major Issues Related to Hedge Accounting, in November 1995. In
the run-up to the board meeting, though, the executive committee modified the
proposal by suggesting a wider range of participating countries.!>?

In the closing months of 1997, a committee known as the Joint Working Group
of Standard Setters (JWG) was formed, charged with developing a comprehensive
standard for financial instruments. Alex Milburn, chairman of the now-defunct
steering committee that had produced the IASC’s March 1997 discussion paper,
accepted the invitation to represent the IASC, and to serve as the JWG’s chairman.
Apart from the four original G4 standard setters, the Group included repre-
sentatives from France, Germany, Japan, and the Nordic Federation (Denmark,
Norway, and Sweden). In 1997, Germany did not yet have a standard setter, so
that its representative was sent by the Institut der Wirtschaftspriifer. New Zealand
was subsequently added at the initiative of the JWG itself.!>® Ian Hague (CICA),
who had served as a project manager on the IASC’s financial instruments project,
became project manager for the JWG. Although the CICA had decided not to
follow the IASC in seeking an interim solution, the Canadian involvement in the
search for a financial instruments standard remained strong.!>*

The JWG worked independently of the IASC board, despite the existence of
an IASC steering committee set up to liaise with the JWG.'>* It regularly briefed
the board about its progress and asked its opinion on numerous issues, but there
was some concern within the board that it was unable to devote as much of
its attention to the JWG as it should.!® In December 2000, the 300-page JWG
report, Recommendations on Accounting for Financial Instruments and Similar
Items was published by the participating standard setters. Like the other standard
setters, the IASC provided the report with its own ‘wraparound’ introductory
text.

The JWG’s report contained the text of a draft standard reminiscent of the full
fair value approach of the 1997 discussion paper. However, the intention that
this might soon lead to a definitive standard which would cut short the life of
the interim standard, IAS 39, has so far proven unfounded. This confirmed the
prediction made in 1997 by the South African Institute of Chartered Accountants,
when the plan for an interim standard was first raised: ‘We believe that once
a standard has been issued it will be extremely difficult to change, even if it is
stated that it is an interim measure, especially if the change will require more
financial instruments to be measured at fair value and gains and losses included
in net profit or loss at an earlier stage.'>” This led to the ironic situation that
David Tweedie, the chairman of the IASC’s successor body, had to defend IAS 39
against strong opposition in Europe during his first years in office, even though he
had consistently opposed the standard as a member of the UK delegation to the
IASC.158
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11.6. INTANGIBLE ASSETS AND IMPAIRMENT

Although no match for financial instruments, the project to develop a standard on
intangible assets was also lengthy and complex. The topic was added to the agenda
in April 1989. It had not been among the possible topics mentioned in the strategy
review paper discussed at the March 1987 board meeting in Sydney, but by 1989
accounting for intangible assets had become an area in urgent need of attention.

During the second half of the 1980s, the first signs had become visible of a shift
away from the traditional conservative approach to intangible assets, by which
these assets were either not capitalized at all, or amortized over relatively brief
periods. In the United Kingdom and in Australia, several prominent companies—
including Cadbury Schweppes, Grand Metropolitan, News Corporation, Rank
Hovis MacDougall, and Rowntree—explored new territory by ceasing to amortize
intangible assets, by revaluing intangibles to some measure of current value, or by
capitalizing internally generated intangible assets such as brands. The accounting
practices of these companies attracted widespread attention and were recognized
as a radical break with the past. The new forms of ‘brand accounting’ were con-
troversial, not merely because they were new, but also because they were often
presented as forms of earnings management used in the context of contested
takeovers or aggressive financial management.!® In the United Kingdom, where
the ASC was replaced by the ASB in 1990, dealing with intangibles was seen as
the critical test for the new body.!®® When the topic was adopted by the IASC,
David Cairns described it as ‘the most significant gap in International Accounting
Standards that is not covered by an existing project’.!°!

However urgent, the project was not completed until July 1998. One reason for
the delay was simply that, initially, most of the IASC’s resources were tied up in
the Comparability and Improvements projects.!®> More importantly, accounting
for intangibles was inextricably linked to accounting for business combinations
and goodwill, research and development costs, and asset impairment. It took the
IASC some time to develop a coordinated approach to these related issues.

11.6.1. An Unsatisfactory First Exposure Draft

The steering committee on intangibles installed in 1989 was chaired by Peter Still-
ing, a member of the ASC and a partner in Touche Ross in the United Kingdom,
the country where the debate on intangibles was most intense.'®® Initially, staff
support was provided by the ASC, and some initial board discussions took place
during 1990. In August 1990, the UK support was withdrawn, presumably in
connection with the formation of the ASB.'** For lack of resources, the project
lay dormant during 1991 and 1992.'®> When it was resuscitated in 1993, World
Accounting Report hailed it as a new project.'®® But resources remained a problem.
In August 1994, David Cairns observed ruefully that a presentation by the ASB’s
project director on intangibles ‘confirmed the immense difference between the
nature and quantity of ASB staff work and IASC staff work....Such differences
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do not result from a lack of effort or expertise on the part of the IASC staff. They
do have major implications for the credibility of IASC’s work’!” The intangi-
bles project also suffered to some extent from disagreement over the division of
responsibilities on technical issues between the board, the steering committees,
and the staff.!*®

The main technical issues were: whether to allow the revaluation of intangibles,
whether to require amortization, whether to impose a maximum amortization
period, and if so, of what length, and how to ensure that the carrying amount of
intangibles did not exceed their recoverable amount. None of these issues was par-
ticularly novel. For instance, the original version of IAS 16, on property, plant, and
equipment (approved in October 1981) already had simple rules on testing assets
for impairment. But in relation to the high but uncertain intangible asset values
that some companies now carried in their balance sheets, these familiar issues
acquired a new significance. In addition, determining the scope of the project
was a thorny issue. The IASC already had standards on research and development
costs and on goodwill (IAS 9 and IAS 22). Both had been revised as part of the
Improvements project, and neither revision had been without problems. In the
June 1994 Shiratori letters, IOSCO required the IASC to reconsider the mandatory
capitalization of development costs meeting certain criteria (IAS 9). On the other
hand, the revised IAS 22 with its mandatory capitalization of goodwill coupled
with a short default amortization period of five years had been acceptable to
IOSCO, but was proving to be ‘extremely controversial’ in several countries.'®
This was particularly so in France where companies were threatening to aban-
don TASC standards for this reason.!”® As France was one of the few developed
countries where IASC standards were gaining relatively widespread acceptance in
practice (see Section 12.2.1), this could not be ignored.

The IASC attempted to deal with these related issues throughout 1994 and into
1995. In order to help the project along, the IASC board held a one-day meet-
ing with national standard setters on intangibles in March 1995, in Diisseldorf,
just as it had done the year before on financial instruments. As with financial
instruments, a wide range of opinions was expressed, and several standard setters
pointed out potential conflicts with their own national standards or proposals.'”!
In contrast to financial instruments, though, the IASC decided to go ahead, and it
approved an exposure draft at its next meeting in May 1995.

E50, ‘Intangible Assets’ was approved in May 1995 with eleven votes (out
of fourteen) in favour.!”? It was, inevitably, in many respects a compromise. It
excluded goodwill and research and development costs from its scope. However,
the IASC simultaneously added a project on goodwill to the core standards work
programme that was being negotiated with IOSCO at that time, even though
a revision of IAS 22 was not requested by I0SCO.'? On the principal issues,
E50 proposed to prohibit the capitalization of most internally generated intan-
gible assets, and to establish measurement at cost less accumulated amortization
as the benchmark approach. Despite the recently completed Comparability and
Improvements projects to eliminate options in standards, E50 would have intro-
duced measurement at fair value, with mandatory amortization, as an allowed
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alternative to measurement at historical cost. E50 proposed a maximum amortiza-
tion period of twenty years, with exceptions in limited cases (particularly in cases
where an active secondary market for the asset exists). With respect to impairment
testing, E50 deliberately took no position on the use of discounting in calculating
the recoverable amount, and offered only very brief guidance on the grouping of
assets whose recoverable amounts could not be determined individually. In sum,
E50 offered a limited solution, leaving out major classes of intangible assets. It
did reflect some of the recent changes in accounting practice in countries like the
United Kingdom and Australia, but in a way that was guaranteed not to satisfy the
demands for more radical change.

Predictably, the ninety-two comment letters on E50 showed deep divisions, in
particular over amortization. Most company respondents opposed any limit to
amortization other than useful life, and many argued that some assets should not
be amortized at all. But opposition did not come from companies only. The Dutch
and French national standard setters also argued in favour of assets with indefinite
useful lives. One thing that emerged clearly from the comment letters was that
the TASC could not isolate intangible assets from goodwill and research and
development costs. Many respondents pointed out the inconsistencies between
E50 and other extant standards. The SEC emphatically urged the IASC to take a
more comprehensive look at the issues in order to avoid creating opportunities for
accounting arbitrage.!”*

11.6.2. Impairment First: IAS 36

It took until the end of 1996 to work out how the IASC should go forward
through the thicket of issues related to intangibles, a problem that was further
complicated by the March 1996 decision to accelerate the target completion date of
the core standards. The final solution was, first, to grasp the nettle and consider all
related issues together, and, second, to recognize that drafting a standard on asset
impairment was not something that had to be done simply because it was on the
IOSCO list of core standards, but because it was the key to solving the intangibles
puzzle.'’”> A rigorous impairment test might provide the middle ground on which
proponents of capitalizing intangibles and those advocating the more traditional
conservatism could meet. In June 1996, the board instructed the intangibles
steering committee to prepare a revised exposure draft on intangibles as well as
exposure drafts of revised versions of IAS 9 and IAS 22. At the same time, it set
up a new steering committee to prepare an exposure draft on impairment. The
final push towards the integration of all projects occurred, as it happened, after
the death of Peter Stilling, the chairman of the intangibles steering committee,
shortly after the June board meeting. At Carsberg’s suggestion, the two steering
committees were combined under the chairmanship of Gilbert Gélard, who had
attended board meetings as the French delegation’s staff observer since 1988.17¢
Under the new arrangements, the IASC made fast progress. The board approved
an exposure draft on impairment (E55) in April 1997. In April 1998 it approved
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TAS 36, Impairment of Assets, which differed only in minor respects from E55.17
Apart from the original IAS 1, the IASC had never before completed a project
so quickly. Secretary-General Carsberg had declared impairment of assets to be
a revision of standards rather than a new topic, so that the fast-track procedure
approved in March 1996 could be applied.!”® This was perhaps formally true,
as standards like IAS 16, IAS 22, and IAS 25 did contain elementary rules on
impairment testing, but to call the proposed standard a ‘revision’ stretched the
meaning of that word to the limit.

Although IAS 36 applied to nearly all non-financial assets, its main impact was
expected to be in the area of intangibles.!”® 1AS 36 reflected the growing sophis-
tication with which impairment was being treated by national standard setters,
such as the emphasis on discounted cash flows to determine recoverable amounts
and the grouping of assets into cash generating units. In fact, an important reason
why the IASC could make such fast progress was because much of the conceptual
ground had recently been cleared.'® In 1995, the FASB had published FAS 121,
Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be
Disposed Of. In 1996, the UK ASB had published a discussion paper, ‘Impairment
of Tangible Fixed Assets, and an exposure draft, FRED 12, ‘Goodwill and Intangi-
ble Assets’. The G4+1 was also working on a related discussion paper (published in
1997).

Developments in the United Kingdom were of particular importance for the
IASC. The United Kingdom was one of the few countries where it was still com-
mon to charge goodwill directly to reserves.'®! This was the preferred approach
under SSAP 22 (1984). The failure of the ASC to eliminate this practice had
contributed to its demise in 1990.!82 Not least because of UK insistence, IAS 22
(1983) also allowed charging goodwill to reserves (see Section 5.13.2). This
option was eliminated when a revised version of IAS 22 was approved in 1993
as part of the Comparability and Improvements projects. This increased the
UK’s international isolation, but during the next few years the ASB moved the
United Kingdom from the rear to a position of leadership on goodwill account-
ing. It did so by introducing the idea that goodwill amortization might be
replaced by annual impairment tests. This was the approach of FRED 12, which
inspired the IASC in 1996 to address intangibles by dealing with impairment
first.!83

The FASB had not worked on impairment with a view to changing accounting
for goodwill, which, according to APB Opinion No. 17, Intangible Assets (issued
in 1970), was based on systematic amortization over a period not exceeding forty
years. Although at a general level the approach to impairment in FAS 121 was
similar to what was being developed in the United Kingdom, there were important
differences. One difference was whether the test for impairment should be based
on a comparison of the book value of an asset with the value of its undiscounted
future cash flow (FAS 121) or with the discounted value of these cash flows (as
in the United Kingdom). Another controversy occurred over the measurement
of the impairment loss, that is, the determination of the new value to which the
book value of an impaired asset had to be written down. The FASB, in FAS 121,



382 Putting Teeth in Harmonization

had defined this recoverable amount in terms of the asset’s fair value. The ASB,
on the other hand, was strongly in favour of defining recoverable amount as the
higher of net realisable value and value in use. In the ASB’s approach, a report-
ing company was explicitly required to take its own circumstances into account
when determining value in use, whereas the FASB opposed this kind of entity-
specific measurement as a matter of principle.'® In both E55 and IAS 36, the
IASC chose to go with the ASB, despite concerns expressed by IOSCO’s WP1.!8
Although IAS 36 was not developed in formal cooperation with the ASB, the ASB
and the TASC worked effectively in tandem, so that IAS 36 was rather closer to
the ASB’s FRED 15 ‘Impairment of Fixed Assets and Goodwill’ (1997) than to
FAS 121.1%¢

Notwithstanding the fast-track procedure, the IASC found time for a proce-
dural innovation. For the first time, the proposals in an exposure draft were
submitted to a field test. In the second half of 1997, twenty-two multinational
companies agreed to apply the requirements of E55 to recently impaired assets and
other assets. The results were reported in replies to questionnaires and discussed
in visits to the companies by staff and steering committee members. Most of
the companies came from eight European countries, together with one or two
companies each from Australia, Canada, Japan, South Africa, and the United
States. The steering committee concluded that a large majority of the participating
companies supported the proposals.'®”

11.6.3. Goodwill and Other Intangibles

As mentioned above, the task given to the intangibles steering committee in
June 1996 was to prepare a standard on intangible assets, as well as coordinated
revisions of IAS 9 on research and development costs, and of IAS 22 on busi-
ness combinations and goodwill. The three issues were obviously interrelated, as
research and development expenditure could give rise to intangible assets, and
as any unrecognized intangible assets acquired in a business combination would
automatically end up as goodwill. In January 1997, the board took this logic one
step further when it decided that there should no longer be a separate standard on
research and development. In July 1997, the board approved two exposure drafts,
E60, ‘Intangible Assets, and E61 ‘Business Combinations’. This was followed in
July 1998 by the approval of the corresponding standards, IAS 38, Intangible Assets,
and IAS 22 (revised), Business Combinations. Again this was fast progress.

Although the knowledge that a state-of-the-art impairment standard was in
preparation helped to take some of the pressure off the IASC’s concurrent debate
on goodwill and other intangible assets, there were still some hard choices to
make: should capitalization of internally generated intangibles be allowed? Should
there be an upper limit to the amortization period of intangible assets, or should
companies be allowed to assume that some assets have an indefinite useful life?
The debate on these issues crystallized around the two opposing positions of the
SEC and the ASB.
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The SEC was very reluctant to allow the capitalization of internally generated
intangibles such as brand names, and it did not want unlimited amortization
periods. On various occasions, Chief Accountant Michael Sutton made his con-
cerns clear to Bryan Carsberg.!® Sutton attended three board meetings in 1996
and 1997 as one of the IOSCO observers in order to express these and other
concerns with TASC standards, and the board certainly noted the significance
of the attendance of the SEC chief accountant in person.'® The US delegation
and the financial analysts tended to support the more conservative SEC position.
David Tweedie, on the other hand, argued passionately that, in limited cases,
intangibles and goodwill should be accounted for on the basis of indefinite useful
life.!%

The final agreement hammered out with considerable difficulty at the board
meeting of July 1998 (Niagara-on-the-Lake, Canada) tended towards the UK posi-
tion. IAS 38 and the revised IAS 22 aligned the amortization periods of goodwill
and other intangibles. In both cases, as in the ASB’s FRS 10, Goodwill and Intan-
gible Assets (December 1997), a ‘rebuttable presumption’ was introduced that the
useful life of both types of assets does not exceed twenty years. Hence, in contrast
to the US position, there was no fixed maximum amortization period. But whereas
FRS 10 allowed the assumption of an indefinite useful life both for goodwill and
other intangible assets, IAS 38 and IAS 22 (revised) required the useful life to
be finite. Both IAS 38 and FRS 10 allowed some scope for the capitalization of
internally generated intangibles, whereas US GAAP allowed none. As with IAS 9,
IAS 38 required rather than allowed the capitalization of development expendi-
ture meeting certain conditions. Nevertheless, Australia and France thought that
IAS 38 was too restrictive on the capitalization of internally generated intangible
assets.

In all, TAS 38 and IAS 22 (revised) were finely balanced compromises, which
mustered just enough votes to pass. In the case of IAS 22, the compromise included
a discrepancy with IAS 37 on provisions, approved at the same meeting (see
Section 11.7.4). The Australian, French, and financial analysts’ delegations voted
against IAS 38, and the United States abstained, but these four negative votes
represented contrasting views on the proper treatment of intangibles. !

IAS 38 went against some of the SEC’s stated positions on capitalizing intangible
assets. It is significant that the IASC, which was exerting itself to the utmost to
obtain IOSCO’s endorsement, did not simply concur with the clearly expressed
views of IOSCO’s most powerful member.

11.7. OTHER CORE STANDARDS ON NEW TOPICS

Apart from financial instruments and impairment, there were four other areas
where the IASC covered new, or largely new, territory during the 1990s: earnings
per share, interim reporting, discontinuing operations, and provisions. These are
discussed in the following sections.



384 Putting Teeth in Harmonization

11.7.1. IAS 33: Earnings per Share

Both the TASC’s exposure draft and its standard on earnings per share were
approved unanimously, which suggests that it was not a controversial topic. It
was nevertheless a significant project, as IAS 33, Earnings per Share (approved in
January 1997) was the IASC’s only standard produced in a bilateral cooperative
project with the FASB. This was not yet envisaged at the start of the project.
Earnings per share was added to the IASC’s agenda in March 1990, with some
informal prompting by I0SCO.!%?

The small steering committee on earnings per share was chaired by Doug
Brooking, a chartered accountant and financial analyst who was a member of
the South African delegation. The steering committee had a somewhat unusual
composition in that, next to Brooking, and apart from the subsequently added
FASB representative, the other members represented financial analysts rather than
national accountancy member bodies.'” The steering committee was also unusual
in that IOSCO sent no observers to its meetings. IOSCO did include a standard on
earnings per share in its core list, but was apparently not greatly concerned about
its contents.'**

Like the project on intangibles, earnings per share made very slow progress until
the middle of 1993 because of the Comparability and Improvements projects. But
unlike intangibles, it ranked very low in the board’s priorities.!”> Meanwhile, in
August 1991 the FASB published its ‘Plan for International Activities’ in which
it announced its intention to initiate cooperative international standard-setting
projects (see Section 12.4.5). Shortly afterwards, in October 1991, David Mosso,
a former FASB board member who had joined the FASB’s senior staff, wrote
to David Cairns: ‘[Earnings per share] is not a high priority item for the FASB
agenda, but international comparability is. ... Starting with a narrow, low-profile
issue seems to us like a good way to get some cooperative mechanisms tested and
in place.!® Following further contacts, and after completing its own due process
required to approve new projects, the FASB began a project on earnings per share
in March 1994. It announced its intention to cooperate with the IASC, but made it
clear that the intention was not to publish identical documents.!®” An FASB staff
member, Kimberly Petrone, began to attend the meetings of the IASC’s steering
committee.

The IASC welcomed the cooperation, and, given that the IASC’s ambitions were
persistently greater than its resources, it was very helpful that Petrone and the
FASB staff bore a large fraction of the burden.!”® Yet the IASC had to accept in
the course of the project that its views carried little weight once the FASB had
followed its due process and made up its mind. The FASB had concluded in 1993
that earnings per share was a suitable candidate for international cooperation,
because ‘It would not involve profound or divisive theoretical issues.'*® The IASC
board members initially thought the same, and may well have underestimated
the extent to which earnings per share calculations involved conceptual issues at
all.>* But by the end of 1994, it had emerged that the views of the FASB on the one
hand, and the IASC board and steering committee on the other, had diverged over
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the objective of calculating diluted earnings per share.?’! After a thorough review
of the issue, the FASB had come to see diluted earnings per share as a ‘historic’
number, reflecting, like basic earnings per share, a weighted average of conditions
during the reporting period. In most countries represented on the IASC board,
however, diluted earnings per share was seen, more traditionally, as a forward-
looking ‘warning signal, calculated on the basis of conditions on the balance
sheet date. AIMR, the main North American financial analysts group, had initially
supported the warning signal view but was persuaded early in 1995 to adopt the
FASB’s point of view. In a meeting of the steering committee with the FASB, also
in January 1995, the steering committee ‘was left with no illusions that a complete
reversal of the FASB tentative view is possible’.2?2 Gradually, however, the steering
committee and the board allowed themselves to be persuaded by the FASB’s argu-
ments, and the IASC agreed with just a little reluctance that its exposure draft E52,
‘Earnings per Share’ (approved in November 1995), should be based on the FASB’s
view.20?

The FASB was willing, as a concession, to propose additional disclosures based
on the warning signal approach. These disclosures were included in E52 and in
the FASB’s corresponding exposure draft published in January 1996.2°* However,
more than half of the respondents to the FASB’s exposure draft objected to the
disclosure requirement, and the FASB proposed to eliminate it. The IASC agreed,
even though a substantial majority of respondents to E52 did not object to the
disclosure.?%> TAS 33 was largely similar to FAS 128, Earnings per Share (published
in February 1997), although FAS 128 called for more disclosure and included
additional guidance.?®

11.7.2. IAS 34: Interim Reporting

A project on interim reporting was included in the work programme underlying
the July 1995 core standards agreement, and in November 1995 the IASC installed
a steering committee. It was chaired by Sigvard Heurlin, a Swedish member of
the Nordic delegation and a partner in Ohrlings Coopers & Lybrand.?"” IAS 34,
Interim Financial Reporting, was approved just over two years later, in January
1998. This followed an exposure draft, E57, approved in July 1997.

The IASC decided at an early stage of the project that it should not determine
which companies should publish interim reports, or how frequently and when
they should be issued, as these were matters for securities regulators or national
legislation.?®® The remaining point of discussion was whether interim financial
statements should be seen as ‘stand-alone’ documents, prepared according to the
same accounting policies as the annual financial statements and on the basis of
information available on the interim balance sheet date only. The alternative to
this so-called discrete approach was to allow modifications of accounting policies
on the basis of anticipated or actually available information at other points during
the financial year. Put this way, there were few proponents of a rigorously applied
discrete approach, but there was a spectrum of opinions on which ‘modifications’
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were acceptable, ranging all the way to various forms of income smoothing and
computational short cuts.?%

On the whole, the US delegation, supported by the financial analysts, were
closest to the discrete or stand-alone view, even though APB Opinion No. 28,
Interim Financial Reporting (1973), recognized several exceptions to the general
principle that the same accounting policies should apply to annual and interim
financial statements. The UK delegation, among others, were of the opinion that
this could lead to incorrect financial statements, for instance when an asset found
to be impaired in one quarter was no longer found to be impaired in a subsequent
quarter of the same year.?!0

As on intangibles, the position adopted in both E57 and IAS 34 leaned more
towards to the position the ASB was about to take than towards the US view.?!!
IAS 34 prescribed a ‘year-to-date’ approach, by which the same accounting poli-
cies were used for interim and annual financial statements, but by which remea-
surements might take place on the basis of new information.

IAS 34 reflected the demands of the financial analysts’ delegation for rather
extensive disclosures, including a condensed cash flow statement and certain dis-
closures by segment. This, in turn, prompted IAFEI and the Federation of Swiss
Industrial Holding Companies to vote against the final standard.?!?

11.7.3. IAS 35: Discontinuing Operations

The project on discontinuing operations was launched with considerable ambi-
tion, but as the project progressed its scope was significantly reduced, resulting in
a standard described by Secretary-General Carsberg as ‘pretty non-contentious’>'?

On the basis of the core standards work programme, the board agreed in
November 1995 to add a project on discontinued operations to its agenda. The
project proposal noted that IAS 8, Net Profit or Loss for the Period, Fundamental
Errors and Changes in Accounting Policies (revised in 1993), included limited guid-
ance on disclosure, but that “There is no existing or proposed Standard dealing
with the measurement issues surrounding discontinued operations, and for this
reason further guidance is necessary.?'# Although the board was already consider-
ing the possibility of fast-track procedures for revisions, and it was expected that
the project would lead to a revision of IAS 8 rather than to a new standard, it was
agreed that this project should follow the IASC’s normal due process.?!> This was
prior to the acceleration of the core standards programme. As discussed above,
the board would subsequently and under increased time pressure approve a fast-
track procedure for impairments, even though that project had perhaps a less valid
claim to the status of a revision than the project on discontinued operations.

The steering committee, chaired by Christopher Nobes (United Kingdom),
a professor of accounting at the University of Reading and a member of the
UK delegation, proposed a further widening of the scope of the project in June
1996.216 The board agreed with the proposal, originating with Nobes, that the
project should deal with ‘discontinuing’ rather than ‘discontinued’ operations, to
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emphasize that the relevant accounting issues arise during a process of discontin-
uation or disposal, rather than merely at the end.?'” The board also agreed that the
project should deal with disclosures on newly acquired operations, consistent with
the steering committee’s view that users should be provided with information on
the financial position, performance, and cash flows of continuing operations. At
this stage it was also noted that the project was related to several other projects
on the IASC’s agenda, including impairment, provisions, segment reporting, and
the presentation of financial statements.?!® As it turned out, this potential overlap
would be resolved by narrowing the scope of discontinuing operations rather than
of the other projects.

In September 1996, the steering committee presented the board with a quite
radical proposal. It proposed to ‘mark-to-market’ assets and liabilities classified
as part of discontinuing operations, and to take gains and losses arising on the
initial classification and on subsequent remeasurement through profit and loss.
Discontinuing operations were to be presented separately in the balance sheet and
income statement.?!? Although the work on financial instruments had gradually
accustomed the members of the IASC board to the idea of recognizing unre-
alized gains in income, the proposals, including the measurement of liabilities
at estimated settlement amount, represented a considerable step forward in the
direction of the balance-sheet approach to which the IASC was converting. It was
a step too far for the board, which began the process of paring down the project.
The board decided that gains should not be recognized until actual disposal. The
steering committee was also instructed to explore a ‘more conventional’ approach
than mark-to-market, in which the measurement and recognition criteria were
aligned as much as possible with other existing or proposed standards. The sug-
gestion was also made that the standard might be limited to presentation only.
Underlying these decisions was a growing awareness of the interactions with
other projects, including impairment and provisions but also employee bene-
fits, all of which dealt with aspects of the discontinuation of operations under
troubled circumstances.?”” The steering committee and the secretary-general still
favoured a mark-to-market approach, but in April 1997 it became evident that
a majority of the respondents to the draft statement of principles supported
the board’s preference for a more ‘conventional’ approach to recognition and
measurement. Many also questioned whether a separate standard was really nec-
essary. The steering committee therefore asked the board to decide whether the
project should be abandoned, or limited to presentation issues only. The board
opted for the latter course, encouraged by the IOSCO representatives.??! As the
board also decided that the presentation of discontinuing operations did not
necessarily have to be on the face of the balance sheet and income statement,
the principal remaining issues were to determine the extent of disclosure and
to ensure that the language of the standard was consistent with that used in the
other related projects.??> Although this did raise some points for debate, both the
exposure draft E58 (approved in July 1997) and the standard IAS 35, Discontinuing
Operations (approved in April 1998), were passed by a unanimous vote of the
board.
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11.7.4. TAS 37: Provi