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�	OVERVIEW OF IASC





Independent Private Sector Body


Began  1973


Mission  Improve and Harmonise Accounting Standards World-wide


Location  London


Members   140 Professional Accounting Bodies in 101 Countries


16 Member Board





	Australia 	Canada	France 	Germany 


	Japan	India/Sri Lanka	Malaysia 


	Mexico 	Netherlands 	Nordic Federation


	South Africa/Zimbabwe 	Swiss Companies


	United Kingdom	United States


	Financial Executives	Financial Analysts





Observers   FASB, EC, IOSCO, China


Meets   4 times a year, 1 week each


Advisory Council  Oversight, Funding


Consultative Group   Advisory Role


Standing Interpretations Committee   Authoritative Interpretations


Steering Committees  
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�	IASC’s HISTORY





ENVIRONMENT


Most countries have a national accounting standards board.


Regulators also set accounting rules. 


IASC has no enforcement power.





IASC FIRST 10 YEARS


Codify best practices. 


Standards more descriptive than prescriptive. 





IASC SECOND 10 YEARS


Address more difficult issues. 


Strengthen many original standards. 


Eliminate alternatives. 


Conceptual framework. 





IASC CURRENTLY


IOSCO core standards. 


Recognition in major capital markets. 


Interpretations programme. 


Working relationships with national standard-setters. 


�
IOSCO AGREEMENT (July 1995)





	“The [IASC] Board has developed a work plan that the Technical Committee agrees will result, upon successful completion, in IAS comprising a comprehensive core set of standards.  Completion of comprehensive core standards that are acceptable to the [IOSCO] Technical Committee will allow the Technical Committee to recommend endorsement of IAS for cross border capital raising and listing purposes in all global markets. IOSCO has already endorsed IAS 7, Cash Flow Statements, and has indicated to the IASC that 14 of the existing International Accounting Standards do not require additional improvement, providing that the other core standards are successfully completed.”


�
�	 	EUROPEAN COMMN. POLICY 	(Nov. 1995)





EC statement of policy, Accounting Harmonisation: A New Strategy vis-à-vis International Harmonisation:





	“Rather than amend existing Directives, the proposal is to improve the present situation by associating the EU with the efforts undertaken by IASC and IOSCO towards a broader international harmonisation of accounting standards.”


�
�  US SEC STATEMENT (April 1996)





	“The Commission is pleased that the IASC has undertaken a plan to accelerate its development efforts with a view toward completion of the requisite core set of standards by March 1998.  The Commission supports the IASC's objective to develop, as expeditiously as possible, accounting standards that could be used for preparing financial statements used in cross-border offerings.”





Criteria to Evaluate IASC Standards


Comprehensive basis of accounting.


High quality – comparability, transparency, full disclosure.


Rigorously interpreted and applied.


�
�    US CAPITAL MARKETS EFFICIENCY


        ACT (October 1996) Paraphrased





It is the sense of the Congress that:


high-quality international accounting standards would greatly facilitate international financing and enhance the ability of foreign corporations to access US markets; and


the SEC should enhance its vigorous support for the development of high-quality international accounting standards; and


the SEC should report to Congress on the outlook for successful completion of a set of international standards that would be acceptable to the SEC for offerings by foreign corporations in US markets.





��
�	IASC STANDARDS TO DATE





IAS 1	Presentation of Financial Statements


IAS 2	Inventories


IAS 4	Depreciation


IAS 5	Financial Statement Disclosures


IAS 7	Cash Flow Statements


IAS 8	Reporting Profit And Loss


IAS 9	Research and Development Costs


IAS 10	Contingencies and Post-Year-End Events


IAS 11	Construction Contracts


IAS 12	Income Taxes


IAS 13	Current Assets and Current Liabilities


IAS 14	Segment Reporting


IAS 15	Changing Prices


IAS 16	Property, Plant and Equipment


IAS 17	Leases


IAS 18	Revenue


IAS 19	Retirement Benefit Costs


IAS 20	Government Grants and Assistance


IAS 21	Foreign Exchange Rates


IAS 22	Business Combinations


IAS 23	Borrowing Costs


IAS 24	Related Party Disclosures


IAS 25	Investments


IAS 26	Retirement Benefit Plans


IAS 27	Consolidated Financial Statements


IAS 28	Investments in Associates


IAS 29	Hyperinflationary Economies


IAS 30	Financial Statements of Banks


IAS 31	Investments in Joint Ventures


IAS 32	Financial Instruments Disclosures


IAS 33	Earnings Per Share


IAS 34	Interim Financial Reporting


IAS 35	Discontinuing Operations


IAS 36	Impairment of Assets


IAS 37	Provisions, Contingent Liabilities/Assets


IAS 38	Intangible Assets


�
�	IOSCO CORE STANDARDS





40 items identified by IOSCO


Standards now completed address all but Financial Instruments.  


Re financial instruments, IOSCO minimum for core:


Investments


Derivatives/Off-Balance-Sheet Items


Hedging


E62 out for comment.  


Covers the 3 above matters – plus.


Plan: Final IAS in 1998.


�
�	IMPORTANT DATES





			Financial Years


Effective Dates			Beginning After


IAS 1 (revised)	15 July 1998


IAS 12 (revised)	1 January 1998


IAS 14 (revised)	15 July 1998


IAS 17 (revised)	1 January 1999


IAS 19 (revised)	1 January 1999


IAS 33	1 January 1998


IAS 34	1 January 1999


IAS 35	1 January 1999


IAS 36	1 July 1999


IAS 37	1 July 1999


IAS 38	1 July 1999





�
�	WORK PLAN





Agriculture


		Exposure Draft – 4th quarter 1998


		Final IAS – to be determined


Financial Instruments - (Interim Project)


		Final IAS – 4th quarter 1998


Financial Instruments – Comprehensive


	Exposure Draft – 1999


		Final IAS – 2000


Insurance Accounting (new project) 


		Discussion Paper – 1998


Events After the Balance Sheet


		ED 1998


Investment Properties


		ED 1998


Performance Reporting: (new project) 


Extractive Industries: (new project) 


Discounting: (new project) 


Developing Countries: (new project) 





�
�	New Standards: IAS 1, 


Presentation of Financial Statements





Four Basic Financial Statements: 


Minimum structure and content.  Certain information is required on the face of financial statements:


Balance Sheet: major categories of assets, but current/noncurrent split no longer required


Income Statement (Operating/non-operating separation):


	-- revenue


	-- results of operating activities


	-- financing costs


	-- equity method income


	-- income taxes


	-- profit or loss from ordinary activities


	-- extraordinary items


	-- minority interest


	-- net profit or loss


	-- earnings per share (basic and diluted, on face of income statement)


�
�	New Standards: IAS 1, 


Presentation of Financial Statements


(continued)





Cash Flow Statement (IAS 7)


Statement showing Changes in Equity Various formats allowed:


	--Show only “unrealised gains/losses” with transactions with owners in a note


	--Show both “unrealised gains/losses” and transactions with owners


	-- Show both “unrealised gains/losses” and transactions with owners AND add “unrealised gains/losses” and net profit and loss to present a combined “comprehensive income.”


Notes to Financial Statements.


Summary of Accounting Policies.


Disclosure of compliance with IAS.


Very limited “True and Fair Override” 


Requires compliance with SIC Interpretations. 


Criteria for current/noncurrent.


�
�	New Standard: IAS 12, Income Taxes





Temporary difference = difference between tax base and carrying amount.  Will result in tax or deduction when sold or settled.


Accrue deferred tax liability for nearly all taxable temporary differences.  (Partial provision and deferral method prohibited.)


Accrue deferred tax asset for nearly all deductible temporary differences if it is probable a tax benefit will be realised.


	Note: Tax assets will be recognised more often than before.


Accrue unused tax losses and tax credits if it is probable that they will be realised.  Review and reduce if appropriate.


Use tax rates expected at settlement.


Non-deductible goodwill: no deferred tax.


Unremitted earnings of subsidiaries and associates: Do not accrue tax. 


�
�	New Standard: IAS 12,


Income Taxes (continued)





Capital gains: Accrue tax at expected rate.


Do not “gross up” government grants or other assets or liabilities whose initial recognition differs from initial tax base.


Disclosures: components of tax expense, tax on equity items, reconciliation of tax expense and tax paid; balance sheet items.





�
�	New Standard: IAS 14, 


Segment Reporting





Public companies must report information along product and service lines and along geographical lines


One basis of segmentation is primary, the other secondary (dominant source of risks and returns)


For primary segments, disclose revenue; operating result; segment assets; segment liabilities; cost to acquire PP&E and intangibles; depreciation; non-cash expenses other than depreciation; and equity method and joint venture income.  


For each secondary segment, disclose revenue, assets, and cost to acquire property.  


�
�	New Standard: IAS 14, 


Segment Reporting (continued)





Segment Definition: 


Organisational units for which information is reported to the board and CEO.  


If those organisational units aren’t along product/service or geographical lines, use the next lower level of internal segmentation that reports product and geographical information.  


Never construct segments solely for external reporting purposes. 


10% materiality to report individually.  


Segments must equal at least 75% of consolidated.





All of above, essentially same as FASB.


�
�	New Standard: IAS 14, 


Segment Reporting (continued)





Differences With New FASB 131 and CICA Standard:





IASC: Consolidated GAAP and allocations; 


FASB/CICA: Internal accounting measures. 





IASC: Symmetry of expenses and assets; 


FASB/CICA: Symmetry is not required. 





IASC: Standardised measure of segment result;


FASB/CICA: Whatever is reported internally. 





IASC: Vertically integrated not segments;


FASB/CICA: Requires these to be segments.


�
�	New Standard: IAS 17, Leases





Distinction between finance lease and operating lease has not changed.  Essentially the same as FASB.


Lessee accounting has not changed.


Lessor accounting changed a bit: Lessor must use the net investment method to allocate finance income (the net cash investment method, which takes income taxes into account, would no longer be permitted).


Substantially enhanced disclosures both lessee and lessor.


�
�	New Standard: IAS 19, 


Employee Benefits





Key Provision – Defined Contribution Plan: 


Contributions of a period should be recognised as expenses (nothing new).





Key Provisions – Defined Benefit Plans: 


Current service cost should be recognised as an expense.


Use the projected unit credit method (an accrued benefit method) to measure pension expense and obligation.


Projected benefit methods prohibited.


Discount rate is the rate on high quality corporate bonds of maturity comparable to plan obligations.


Measure plan assets at fair value.


A net pension asset on the balance sheet may not exceed the present value of available refunds plus reduction in future contribution due to a plan surplus.


�
�	New Standard: IAS 19, 


Employee Benefits (continued)





If cumulative unrecognised actuarial gains/losses exceed the greater of (a) 10% of plan obligation and (b) 10% of plan assets, excess is amortised over not more than the estimated average remaining working lives of plan participants.  Faster amortisation, including immediate income recognition, is permitted.


Past service cost is recognised over the average period until the amended benefits become vested.


Terminations, curtailments, or settlements recognised when they occur.





Key Provisions – Non-Pension Benefits: 


Includes vacations, holidays, accumulating sick pay, retiree medical and life insurance, etc.


Accrual basis during employee service.


�
�	New Standard: IAS 33,


Earnings Per Share





Public companies only.


Disclose basic (undiluted) and diluted EPS on face of the income statement. 


Numerator for Basic is net profit after minority interest and pref. dividends. 


Denominator for Basic EPS is weighted average outstanding ordinary shares. 


“If converted method” to compute dilution from convertibles. 


“Treasury stock method” to compute dilution of options and warrants. 


Pro forma EPS to reflect issuances, exercises, and conversions after balance sheet date 


Effective: 1 January 1998.


�
�	New Standard: IAS 34,


Interim Financial Reporting





Does not prescribe who must publish, how frequently, or how soon after period end.  National regulatory responsibility.


Condensed balance sheet, income statement, cash flow statement, equity statement, plus limited notes.


Balance Sheet – end of interim period plus prior full year end.


Income Statement – current interim period and cumulative year-to-date, plus comparative for prior year.


Cash flow Statement and Equity Statement – cumulative year-to-date and comparative for prior year-to-date.


Same accounting principles as used in company’s annual financial statements.


Recognition decisions and measurements on a year-to-date basis 


Taxes accrued at the expected effective annual income tax rate.


�
�	New Standard: IAS 35,


Discontinuing Operations





Presentation and disclosure only.


Discontinuing operation: IAS 14 segment or sizeable part thereof, single disposal plan.


Initial disclosure at board decision and public announcement:  Carrying amounts of assets and liabilities, earnings and cash flows, and net selling price of assets for which there are binding sale agreements.


Continue those disclosures until disposal.  


In addition, once the company is committed to dispose without any possibility of withdrawal, additional disclosures.


No special accounting recognition or measurement principles).


�
�	New Standard: IAS 36,


Impairment of Assets





Fundamental Requirement of IAS 36


An impairment loss is recognised when recoverable amount of an asset is less than carrying amount.





Detailed Requirements


Review assets each balance sheet date.


If impairment is indicated, detailed calculation.


Recoverable amount is higher of net selling price and value in use.


Value in use is DPV of cash from use and disposal (FASB 121 uses undiscounted amount).


Net selling price means arm’s length sale less costs of disposal (can also be a DPV calculation).


Discount at a pre-tax rate that reflects current market assessments of the time value of money and asset-specific risks.


�
�	New Standard: IAS 36,


Impairment of Assets (continued)





Assess recoverable amount for an asset’s cash generating unit (smallest group of assets that generates cash independently of other assets).


If an asset’s carrying amount exceeds recoverable amount, recognise a loss.


Subsequently, reverse to income (or to equity if carried at revalued amount) if there is a favourable change in the estimates on which impairment was determined (FASB 121 allows no reversal).


Impairment loss is an expense in the income statement for assets carried at cost, but a revaluation decrease for assets carried at revalued amount.


Initial adoption of IAS 36: prospective (prior periods not restated).


�
�	New Standard: IAS 37, Provisions,


Contingent Liabilities, Contingent Assets





Recognise a provision when:


	(a)	present obligation as a result of past events, and


	(b)	probable outflow of resources to settle the obligation, and


	(c)	obligation can be estimated reliably.


Measure at discounted present value of expected settlement amount. 


Most likely amount for a one-off event like a lawsuit.


Expected value if large population.


Restructurings – accrue when: 


Sale: binding sale agreement.


Other restructuring: formal plan and public announcement.


Provide for future losses only for onerous contracts.


Recognise reimbursements only if virtually certain.


�
�	New Standard: IAS 37, Provisions,


Contingent Liabilities/Assets (Page 2)





Examples:


	Warranties: accrue


	Land contamination:


		Law requires cleanup: accrue


		Highly probable new law: accrue


		Company past practice: accrue


	Oil rig removal and seabed restoration:


		Accrue and add to cost of rig


	Retailer’s refunds: No law, but company practice is to refund:  Accrue


	Decision to close down a division: 


		And public announcement: Accrue


		No announcement: Do Not Accrue


	Legal requirement to fit smoke filters: 


		2 years from now: Do Not Accrue. 


		Deadline passed: Accrue fines only. 


	Guarantee of debt of company that has now filed for bankruptcy: Accrue. 


	Furnace relining: Do Not Accrue, but depreciate lining over shorter life. 


�
�	New Standard: IAS 38,


Intangible Assets





Recognise an intangible asset only if (a) identifiable; (b) controlled; (c) future benefits specifically attributable to the asset are probable; (d) cost is reliably measurable.


Recognition criteria apply to both purchased and internally generated intangibles.


Amortise over useful life, 20 years usually maximum (explain if amortisation > 20 years).


Review for impairment each report date.


A detailed annual impairment calculation is required if (a) amortisation period is more than 20 years (purchased) or 5 years (internally generated) or (b) if intangibles are not yet available for use.  


�
�	New Standard: IAS 38,


Intangible Assets (continued)





Revaluation of intangible assets (but not goodwill) is an allowed alternative (as in IAS 16) only if there’s an active market.  


Immediate expenses: 


	Training costs,


	Advertising costs,


	Self-created goodwill,


	Start-up costs.


In a purchase business combination, an intangible asset that cannot be recognised separately is included in goodwill, not written off immediately, for example, core deposits of purchased banks and purchased R&D. 


�
�	Current Project: Agriculture





Steering Committee Tentative Views: 


Biological assets unique to agriculture at fair value. 


Market value is starting point to determine fair value.


The change in carrying amount of biological assets is attributable in part to physical change and in part to fair value change.  Both components should be reported in income (as opposed to directly to equity until the asset is sold).


Fair value measurement would stop at harvest.  IAS 2, Inventories, would apply after harvest.  Issue concerns assets with long maturation periods.


Non-biological assets: follow other existing IASC Standards. 


�
�	     Current Project: Events Occurring


After Balance Sheet Date





Events occurring after the balance sheet that provide additional information on conditions existing at the balance sheet date should be reflected as adjustment of the financial statements at the balance sheet date.


For other significant and unusual subsequent events, disclosure is required.


Board tentative decision is to eliminate the provision of IAS 10 that currently allows recognition in the old year of a dividend declared after balance sheet date if dividend is legally classified as a distribution of the old year’s profits.


Exposure Draft being developed.


�
�	   Current Project: Financial Instruments





November 1997: IASC Board decided to pursue both:


comprehensive standard (jointly with national standard-setters), and


standard on recognition and measurement (“interim standard”).





Comprehensive Standard (Long-Term)


Joint working group: IASC and national standard-setters from 12 countries.


Goal:  Integrated, harmonised standard.


Completion end of 2000, perhaps later.


Build on 1997 IASC Discussion Paper and work of national standard-setters.





Standard on Recognition and Measurement (Immediate)


Urgent need.


Exposure Draft June 1998 (E62).


Final IAS planned December 1998.


�
�     Current Project: Financial Instruments COMPREHENSIVE STANDARD





March 1997 Discussion Paper Proposals: 


All financial assets and liabilities recognised and measured at fair value.


Gains and losses from fair valuation recognised as income immediately. 


�
�     Current Project: Financial Instruments COMPREHENSIVE STANDARD





Reaction to Discussion Paper: 


Agree on need for comprehensive international standards. 


Concerns about far-reaching proposals, particularly on how far to go toward fair value accounting at this time.  


Practical and technical concerns: 


Lack of user demand for fair values.


Say businesses manage risks differently than proposed accounting.


Reliability and measurability issues.


Balance sheet and income statement effects of fair value measurement.


Special industry issues: banks, insurance.


�
�     Current Project: Financial Instruments COMPREHENSIVE STANDARD





Objective of Joint Working Group: 


A comprehensive, integrated, internationally acceptable solution covering recognition, discontinuing recognition, measurement, income statement presentation and disclosures for financial assets and financial liabilities.





Next Steps: 


Develop an exposure draft for consideration by each of the participating standard setters for adoption in their respective jurisdictions.  


ED must first be agreed by Working Group.


Then by national standard-setters.


�
�     Current Project: Financial Instruments IAS: RECOGNITION AND MEASUREMENT





EXPOSURE DRAFT E62





Scope: 


Publicly-traded companies.


Insurance contracts excluded.  But derivatives embedded in insurance contracts are included.


An enterprise’s own equity instruments are excluded.  But a derivative that can be settled in cash or in the enterprise's shares, at the issuer’s option, is not an equity instrument.


Commodity contracts that can be settled for cash and that are not entered into to meet the enterprise’s normal inventory needs would be treated as financial instruments.


�
�     Current Project: Financial Instruments IAS: RECOGNITION AND MEASUREMENT





Initial Recognition


All financial assets and financial liabilities would be recognised on the balance sheet, including all derivatives.





Initial Measurement


All financial assets and liabilities, including derivatives:  Cost, which is the fair value of consideration paid or received.  This is no different from any other asset.


�
�     Current Project: Financial Instruments IAS: RECOGNITION AND MEASUREMENT





Subsequent Measurement–Financial Assets:


Fair value – except the following at amortised cost:


Fixed maturity investments (debt, loans, receivables) that enterprise has intent and ability to hold to maturity; and


Financial assets whose fair value cannot be reliably measured.





Strict tests for intent and ability to hold a security to maturity.


Single sale would taint the rest within a broad category of financial assets.


�
�     Current Project: Financial Instruments IAS: RECOGNITION AND MEASUREMENT





Subsequent Measurement-Financial Liabilities: 


All except derivatives and trading liabilities at the original recorded amount less amortisation of any premium or discount.


Derivatives and trading liabilities would be remeasured to fair value.


�
�     Current Project: Financial Instruments IAS: RECOGNITION AND MEASUREMENT





For financial assets and liabilities remeasured to fair value, a company would have a single option either to: 


Recognise entire adjustment in net profit or loss for the period; or


Recognise in net profit or loss only the portion of the adjustment relating to securities held for short-term trading.  The rest is reported in equity until the financial asset is sold or liability is extinguished; then the realised gain or loss goes in net P&L.


�
�     Current Project: Financial Instruments IAS: RECOGNITION AND MEASUREMENT





Impairment Test:


For financial assets carried at amortised original amount: 


Strict asset impairment test.


Write-down to net profit or loss.


Reversal of impairment to net profit or loss, up to cost.





Impairment is the difference between carrying amount and estimated recoverable amount (present value of cash flows discounted at the loan's original effective interest rate).


�
�     Current Project: Financial Instruments IAS: RECOGNITION AND MEASUREMENT





Derecognition


Only when control is surrendered and transferee is free to sell or pledge the asset.  Control is not surrendered if the transferor can or must rescind without fully compensating the transferee. 





In-substance defeasance accounting is prohibited.


�
�     Current Project: Financial Instruments IAS: RECOGNITION AND MEASUREMENT





Hedging: 


Designating a derivative or other financial instrument whose value or cash flows are expected to move inversely and approximately proportionately with changes in the value or cash flows of an asset or liability, a firm commitment, or an uncommitted but probable future transaction to offset the change in the value or cash flows of the hedged item.  





Hedge accounting: 


Symmetrically recognising and measuring the hedging instrument and related item being hedged, so that offsetting gains and losses are in income in the same periods.


�
�     Current Project: Financial Instruments IAS: RECOGNITION AND MEASUREMENT





Hedge accounting would be permitted in certain circumstances, provided that the hedging relationship is: 


clearly defined, 


measurable, and 


actually effective.  





Guidance is provided on when a hedge is effective.


�
�     Current Project: Financial Instruments IAS: RECOGNITION AND MEASUREMENT





For a fair value hedge of a recognised asset or liability, any gain or loss on the hedging instrument and on the hedged item would be included in net profit or loss for the period.  





The carrying amount of the hedged item is adjusted even if that asset or liability is otherwise carried at cost.


�
�     Current Project: Financial Instruments IAS: RECOGNITION AND MEASUREMENT





For a cash flow hedge of a recognised asset or liability, an unrecognised firm commitment, or an uncommitted forecasted transaction using a derivative or other financial asset or liability, the gain or loss on the hedging instrument is reported as a separate component of equity until the hedged transaction affects net profit or loss.  For example:


Forecasted sale occurs


Depreciation expense


Interest income or expense


�
�     Current Project: Financial Instruments IAS: RECOGNITION AND MEASUREMENT





Key question for hedges of anticipated asset and liability acquisitions:  Whether the amount reported in equity becomes part of the acquisition cost of the asset or liability when the forecasted transaction occurs.  





E62 invites comment on two alterna-tives, but expresses no preference:


1.	Leave in equity and amortise.


2.	Transfer and amortise as part of cost of acquired asset or liability.  This “basis adjustment” was required by FAS 80.  Will be prohibited by FAS 133.


�
�     Current Project: Financial Instruments IAS: RECOGNITION AND MEASUREMENT





Disclosure:


Most IAS 32 disclosures continue


Methods of determining fair values


Whether fair value changes are in profit and loss or in equity


Describe risk management policies


Cumulative amounts in equity


Info about financial instr. if fair value cannot be reliably measured


Detailed info about hedges


Detailed info about current period amounts reported in P&L or equity


Reclassifications of financial instr.


Impairment and reversals.





�
�     Current Project: Financial Instruments IAS: RECOGNITION AND MEASUREMENT





Effective Date


Financial years beginning on or after 1 January 2001.  





Transition


Recognise all financial assets and liabilities, including those that had not previously been recognised.





If a previously designated hedge does not meet the new conditions for an effective hedge, hedge accounting would no longer be appropriate.


�
�     Current Project: Financial Instruments IAS: RECOGNITION AND MEASUREMENT


Main Differences with US GAAP (1)





Scope


E62: Applies public companies only


US: All companies





Definition of held-to-maturity securities


E62: Securities, receivables, loans


US: FAS 115 securities only (but FAS 5 treats others as H-T-M)





Transaction costs


E62: Accounting is addressed


US: Silent





Unrealised fair value changes on non-trading financial assets


E62: Option of equity or P&L


US: Equity only


�
�     Current Project: Financial Instruments IAS: RECOGNITION AND MEASUREMENT


Main Differences with US GAAP (2)





Test for H-T-M Tainting


E62: By major category


US: All (but only applies to securities)





Liability with variable principal


E62: Change recognised in P&L


US: Silent





Fair value—adjust for sizeable block


E62: Yes


US: No





Transfer into/out of trading category


E62: Prohibited


US: Permitted





�
�     Current Project: Financial Instruments IAS: RECOGNITION AND MEASUREMENT


Main Differences with US GAAP (3)





Impairment


E62: If DPV recoverable amount is below carrying amount


US: Only of “non-temporary”





Impairment:


E62: Individual assets or portfolio basis (loan loss provisions)


US (FAS 114/115): Individual assets (but FAS 5 is a portfolio approach)





Reversal of impairment write-down


E62: Required (to P&L)


US: Prohibited (new cost basis)





Objective evidence of impairment


E62: Contains a list of indicators


US (FAS 114/115): No such list


�
�     Current Project: Financial Instruments IAS: RECOGNITION AND MEASUREMENT


Main Differences with US GAAP (4)





Hedging instruments


E62: Nonderivatives if effective


US: Nonderivatives only for hedges of foreign operations and foreign currency firm commitments





Guidance on hedge effectiveness


E62: Broad principles


US: Detailed guidance, examples





Derecognition: legally isolate asset?


E62: Not required


US: Required





Derecognition: call option on asset


E62: Sale accounting prohibited


US: Sale accounting prohibited only if not-readily-obtainable asset


�
�  New Project: Reporting Performance





Issues


Concept of comprehensive income?


Single performance statement?


Grand total of all measures of performance?


“Core” earnings vs. everything else?


Recycling?





�
�	New Project: 


Developing and Emerging Countries





Possible Issues


Should IASC develop a basic system of accounting similar to the French Plan Comptable for developing countries?


Should there be different accounting standards or different disclosure standards for companies in developing countries and countries in transition?


Should IASC develop industry-specific standards that will be particularly relevant for these countries, in addition to the current projects on agriculture, extractive industries, and insurance?


Should IASC develop a standard on accounting by joint ventures?


�
�	New Project: 


Developing and Emerging Countries


(continued)





Should IASC develop guidelines on accounting for privatisation, including changes in accounting entities, changes in accounting systems, and valuation problems?


Should IASC develop standards or guidelines on bartering?


Special problems with applying existing IAS in developing countries or countries in transition?


	--Segment disclosures


	--Related party disclosures


	--Foreign exchange controls, and


	--Hyperinflationary economies.


Next Steps – to be determined after Committee evaluates the issues.


�
�	New Project: 


Discounting and Use of Probability





Key Issues


When should assets and liabilities be measured at present value?


How to determine present value


Possible Outcomes of the Project


	--Amend existing Standards to make discounting requirements more detailed or to remove choices.


	--A general Standard on discounting to supplement individual IAS.


	--Amend the Framework, to guide the board in future projects that involve discounting.


Next Steps


	--DSOP: 3rd quarter 1999.


	--Exposure Draft: 3rd quarter 2000.


	--Final IAS: 2nd quarter 2001.


�
�     New Project: Extractive Industries





Possible Issues


Accounting for preproduction costs (acquisition of rights, exploration, evaluation, development).


Accounting for production and inventories.


Restoration costs.


Revenue recognition.


Recognition of reserves.


Disclosures.


Next steps:


	--Discussion Paper: 4th qtr. 1998.


	--DSOP: 2nd quarter 1999.


	--Exposure Draft: 3rd quarter 2000.


	--Final IAS: 2nd quarter 2001.


�
�	Interpretations (Page 1)





SIC - 1 : Consistency - Different Cost Formulas for Inventories


The same cost method must be used for inventories having the same characteristics.  Where the nature or use of (groups of) items differs from others, different methods are allowed.





SIC - 2: Consistency - Capitalisation of Borrowing Costs


The allowed alternative of capitalising all borrowing costs should be applied consistently for all qualifying assets and periods.





SIC - 3: Elimination of Unrealised Profits and Losses on Transactions with Associates


Under equity method, unrealised gains and losses from transactions with associates should be eliminated proportionately. 





�
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SIC - 5: Classification of Financial Instruments - Contingent Settlements 


Financial instrument whose settlement (in cash or in equity instruments of the issuer) depends on uncertain future events should be classified as liabilities, unless the possibility of settlement in cash appears to be remote, in which case, equity.





SIC - 6: Costs of Modifying Existing Software


Costs of modifying existing software systems for Year 2000 or the Euro should not be capitalised – they merely maintain existing capabilities.





�
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SIC - 7: Introduction of the Euro


The issue is how the introduction of the Euro, affects IAS 21, Foreign Exchange.  Monetary assets and liabilities should continue to be translated at the spot rate.  If an enterprise has an existing accounting policy of deferring exchange gains and losses related to anticipatory hedges, an enterprise should continue to account for such deferred exchange gains and losses notwithstanding the changeover to the Euro.  Cumulative differences classified as equity relating to foreign entities should be recognised as income only on disposal.  





�
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SIC - 8: First-Time Application of IASs as the Primary Basis of Accounting


In the period of first-time application of IASs as the primary accounting basis, the financial statements of an enterprise, including comparative information, should be prepared and presented as if the financial statements had always been prepared in accordance with current IASs. 





�
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SIC - 9: Business Combinations - Classification either as Acquisitions or Unitings of Interests


The overriding criterion for a uniting of interests is whether an acquirer can be identified, i.e. whether the shareholders of one of the combining enterprises obtain control over the combined enterprise.  





Therefore, even if there is (a) an exchange of the substantial majority of the voting common shares of the combining enterprises, (b) relative equality in fair values of the combining enterprises, and (c) continuance of substantially the same percentage in voting rights and interests of the shareholders of each of the combining enterprises -- a business combination cannot be classified as a uniting of interests if an acquirer can be identified.


�
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SIC - 10: Government Assistance - No Specific Relation to Operating Activities


Government assistance to enterprises that is aimed at general long-term support of business activities either in certain regions or industry sectors should not be credited directly to shareholders' equity.





SIC - 11: Foreign Exchange - Capitalisation of Losses Resulting from Severe Currency Devaluations


Foreign exchange losses on liabilities that result from the recent acquisition of assets should only be included in the carrying amount of the assets if those liabilities could not have been settled or if it was not practically feasible to hedge the foreign currency exposure before the severe devaluation or depreciation occurred.  Only in these cases foreign exchange losses are unavoidable and therefore part of the asset's acquisition costs. 





�
�   Major Differences: IAS-US GAAP (1)





IAS 1 – True and Fair Override


IAS: “rare” but allowed.  US: Not in FASB standards but allowed by Rule 203.  Degree of difference remains to be seen.





IAS 2, 16, 36, E62 - Impairments


IAS: Reversals of impairment/NRV writedowns required (but not above amortised cost)





IAS 8 – Voluntary Accounting Changes


IAS restate or current period.  US: Current period.





IAS 16 – Property, Plant & Equipment


IAS: Revaluation of PP&E and Intangibles is allowed.  US, no.  If done:


	--Adjustment goes to equity


	--Not recycled into P&L when sold


	--Depreciation of revalued amount hits earnings


	--Revaluations must be updated and apply to all assets in major category


IAS: Investment properties at fair value or cost.  US: Only at cost.


�
�   Major Differences: IAS-US GAAP (2)





IAS 22 Business Combinations


IAS: Fewer poolings than US – size test.


IAS: Minority interest can be at fair value.  US: At old book values.





IAS 23 – Borrowing Costs


Interest capitalisation optional whereas required by FAS 34





IAS 27 – Consolidation


IAS: Control.  US: Majority ownership.





Financial Instruments


IAS at proposal stage, plus IAS 25, 32.  See separate discussion in these notes.





IAS 38 - Intangibles


IAS: Development costs capitalised and amortised after product feasibility.  Likewise for some other internally generated intangible assets.  US: Expensed.


IAS: Goodwill and other intangibles may be amortised over more than 40 years if longer life is demonstrable.


�
�	     NO LONGER DIFFERENCES: IAS-US





Income Taxes – IAS 12 and FAS 109 similar


Pensions – IAS 19 and FAS 87 similar


Other Post-Employment Benefits – IAS 19 and FAS 106 


Vacation etc. accruals – IAS 19


Earnings Per Share – IAS 33 and FAS 128 


�
�	OTHER POINTS:  IAS-US GAAP





Conceptual Frameworks – virtually identical:


Investor/creditor focus


Relevance, reliability, comparability, and understandability are overriding


Assets must be resources and liabilities must be obligations


Income smoothing and “hidden reserves” rejected





Degree of Detail in Standards – IAS broad principles.  US detailed examples and quantified guidelines (for example, leases, business combinations, derivatives and hedging).





�
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Fundamental Issue:  Should IASC be:





a.	Standard-setter – THE supreme body for global accounting standards?


OR


b.	Harmoniser – provide a forum for world standard-setters to deliberate and try to harmonise among themselves?


�
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Latest Thinking of the Committee





3-Part Structure:


Board of Trustees


Standards Development Committee: SDC


IASC Board


Two other advisory bodies:


	--Standards Development Advisory Committee–standard-setters not on SDC


	--Consultative Group – as today, non-accounting organisations.





Role of Trustees


Appoint Board and SDC


Oversight, budget and funding


Broad strategic and political issues





Role of SDC


Add projects to work plan


Develop Discussion Papers, EDs, IAS


Submit ED and final IAS to Board


Approve final SIC Interpretations 


�
�   STRATEGY WORKING PARTY (Page 3)


Latest Thinking of the Committee





Role of Board


Approve (but not amend) ED or final IAS,


If not approved, send back with reasons.


Comment on draft SIC Interpretations before SDC approval.





Composition of Trustees


12 Trustees (6 from organisations, 6 at large), unpaid except part-time chairman





Composition of SDC


11 individuals:


	--7 or 8 voting members of national standard-setter with strong technical and financial resources


	--3 or 4 from other groups (preparers, users, auditors, academics)


Full-time chairman (serves as CEO)


At least 2 from emerging markets


5 year term, renewable once


Voting:


	--Submit ED or IAS to Board: 7 out of 11.


	--Approve SIC Interpretation: 7 out of 11.


�
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Latest Thinking of the Committee





Composition of Board


25 members (organisations)


	--20 country seats (professional accountancy bodies)


	--5 other organisations


Each delegation represented by two part-time delegates unpaid.


Chairman part-time, paid


Voting


	--1 vote per delegation


	--Standard or ED 15 out of 25 (60%).  But if 9 or more (82%) SDC members vote to resubmit a rejected proposal, Board can approve at 13 of 25 (simple majority).
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AUSTRALIA – National GAAP.  Objective is that compliance with IAS would result in compliance with Australian GAAP. 


BARBADOS - Fully adopts IAS.


BELGIUM - National GAAP.  Multinational listed companies may follow IAS.


BOTSWANA - IAS recommended. No legal requirement to apply them. 	


BRAZIL - National GAAP.  IAS considered.


CAMBODIA - National GAAP being developed based on IAS. 	


CANADA - National GAAP.  IAS considered.


CHINA, PEOPLE'S REPUBLIC National GAAP developed "in harmony with IAS."


CROATIA - IAS fully adopted.


CYPRUS – IAS fully adopted since 1981.


FRANCE - National GAAP.  Listed companies allowed to follow IAS in their consolidated financial statements for domestic reporting purposes.
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GERMANY - National GAAP.  Listed companies allowed to follow IAS in their consolidated financial statements for domestic reporting purposes.


HAITI - IAS adopted.


HONG KONG, CHINA - National GAAP.  Policy is to harmonise with IAS, and a programme to do so is under way. 	


INDIA - National GAAP.  Most standards conform in all material respects to IAS; those on R&D, foreign exchange, borrowing costs, banks, and business combinations do not. 	


INDONESIA - National GAAP.


IRELAND - Follows UK ASB GAAP.


ISRAEL National GAAP, substantially the same as US GAAP.


ITALY - National GAAP.  Listed companies allowed to follow IAS in their consolidated financial statements for domestic reporting purposes.


�
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JAPAN - National GAAP.  Committee "takes into consideration IASC standards and those issued by leading national standard-setters."


KENYA - IAS adopted fully.


KOREA - National GAAP.


KUWAIT - IAS adopted as national standards, with explanatory material added. 


LATVIA - IAS recommended.  No legal requirement to apply them.


LESOTHO - IAS recommended.  No legal requirement to apply them.


MALAYSIA - Malaysian Accounting Standards Board has adopted substantially all IAS.  MASB has announced that it will continue to pursue a policy of harmonisation of Malaysian accounting standards with the standards issued by the IASC. 	


�
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MALTA - Compliance with IAS mandatory.


MAURITIUS - National GAAP.  IAS are used as a guide. 	


MEXICO - National GAAP. IAS must be followed if there is no national standard.


NAMIBIA - National GAAP. IAS used as a guide. 


NETHERLANDS - National GAAP.


NEW ZEALAND - National GAAP.  IAS considered.  All new standards must include a comparison with both Australian and IASC standards. 


OMAN - IAS recommended.  No legal requirement to apply them. 	


PANAMA - IAS required by law.


PHILIPPINES  - National GAAP developed.


POLAND - National GAAP.  IAS required if no national standard.  Standards committee has adopted IASC Framework.  IAS are the basis for Polish standards. 	
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RUSSIA -  - National GAAP.


SAUDI ARABIA - National GAAP.


SINGAPORE - National GAAP, usually identical to IAS.  Several IAS have not been adopted, including requirements on business combinations, goodwill amortisation, definition of extraordinary items, and long-term contracts. 


SLOVENIA  - National GAAP.


SOUTH AFRICA - Policy is to base South African GAAP on IAS.  Compliance with IAS means compliance with national GAAP.


SPAIN - National GAAP.


SRI LANKA - Sri Lankan accounting standards conform to IAS.  Therefore a company following Sri Lankan GAAP will comply with IAS.


SWAZILAND - National GAAP is identical to or conforms with IAS.


SWEDEN  - National GAAP.
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SWITZERLAND - National GAAP. Compliance with IAS ensures compliance with national GAAP, and many large Swiss companies follow IAS. 


TAIWAN - National GAAP.


THAILAND - IAS required by law starting 1999.


TRINIDAD & TOBAGO - IAS are adopted as national standards. 	


TURKEY - National GAAP.


UNITED KINGDOM - National GAAP.  Policy is that UK standards "build whenever possible on accepted international foundations."
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UNITED STATES - Accounting principles set by FASB since 1973.  FASB policy is to "consider adopting foreign national or IASC standards that are judged through due process to be superior to their U.S. counterparts. The FASB will evaluate standards of other countries and of the IASC in areas where current U.S. GAAP is limited, problematic, or nonexistent."


VENEZUELA - National GAAP. IAS must be followed if no national standard.


ZAMBIA – IAS adopted as national GAAP.  No legal requirement to apply them. 	


ZIMBABWE - National GAAP based on IAS.  Compliance with IAS results in compliance with Zimbabwe standards.
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Australia - Australian Stock Exchange


Belgium - Brussels Stock Exchange


Austria - Wiener Börse (Vienna Stk Exch.)


Croatia - Zagreb Stock Exchange


Cyprus - Cyprus Stock Exchange


Denmark - Copenhagen Stock Exchange


Estonia - Tallinn Stock Exchange


Europe - EASDAQ Exchange


France - Paris Stock Exchange


Germany - Deutsche Börse, Frankfurt Stock Exchange, Bavarian Stock Exchange, Stuttgart Stock Exchange


Hong Kong - Stock Exchange of H.K.


Italy - Rome Stock Exchange


Jordan - Amman Financial Market


Luxembourg - Luxembourg Stock Exch.


Macedonia - Macedonian Stock Exchange
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Malaysia - Kuala Lumpur Stock Exchange


Malta - Malta Stock Exchange


Netherlands - Amsterdam Stock Exch.


Norway - Oslo Stock Exchange


Pakistan - Karachi Stock Exchange and Lahore Stock Exchange


Singapore - Stock Exch. of Singapore


Slovenia - Bratislava Stock Exchange


South Africa - Johannesburg Stock Exch.


Sri Lanka - Colombo Stock Exchange


Sweden - Stockholm Stock Exchange


Switzerland - Swiss Stock Exchange


Thailand - The Stock Exch. of Thailand


Turkey - Istanbul Stock Exchange


Ukraine - Ukraine Stock Exchange
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United Kingdom - London Stock Exch.


United States – 


	New York Stock Exchange, 


	NASDAQ, 


	American Stock Exchange, 


	Arizona Stock Exchange, 


	Boston Stock Exchange, 


	Chicago Stock Exchange, 


	Pacific  Stock Exchange, 


	Philadelphia Stock Exchange.  


	A note reconciling income statement and balance sheet items to US GAAP is required by regulation of the U.S. Securities and Exchange Commission.


Zimbabwe - Zimbabwe Stock Exchange





�
�	IAS FINANCIAL STATEMENTS 


NOT ALLOWED





Canada –


	Toronto Stock Exchange


	Vancouver Stock Exchange


	Alberta Stock Exchange


	Montreal Stock Exch.


Indonesia - Jakarta Stock Exchange


Iran - Tehran Stock Exchange


Israel - Tel Aviv Stock Exchange


Jamaica - Jamaica Stock Exchange


Kazahhstan - Kazakhstan Stock Exch.


Korea - Korea Stock Exchange


New Zealand - New Zealand Stock Exch.


Uzbekistan - Tashkent Republican St. Ex.


�
SIGNIFICANT CROSS-BORDER LISTINGS


1997, (EXCLUDES INVESTMENT FUNDS)





EXCHANGE�
NUMBER OF COS.�
DOMESTIC COS.�
FOREIGN COS. �
�
NORTH AMERICA�
�
Amex�
710�
647�
63�
�
Montreal�
557�
545�
12�
�
NASDAQ�
5,487�
5,033�
454�
�
NYSE�
2,626�
2,271�
355�
�
Toronto�
1,420�
1,362�
58�
�
EUROPE, AFRICA, MIDDLE EAST�
�
Amsterdam�
348�
199�
149�
�
Brussels�
265�
138�
127�
�
Germany�
2,696�
700�
1,996�
�
Johan’burg�
642�
615�
27�
�
London�
2,513�
2,046�
467�
�
Luxembourg�
284�
56�
228�
�
Oslo�
217�
196�
21�
�
Paris�
924�
740�
184�
�
Switzerland�
428�
216�
212�
�
Vienna�
138�
101�
37�
�
	ASIA, PACIFIC�
�
Australia�
1,219�
1,159�
60�
�
New Zealand�
190�
135�
55�
�
Singapore�
334�
294�
40�
�
Tokyo�
1,865�
1,805�
60�
�
�
FOREIGN COMPANIES REGISTERED WITH THE U.S. SEC, 1997


Total Non-U.S. registrants�
1,031�
�
Number of countries represented�
54�
�



FOREIGN COMPANIES LISTED, LONDON STOCK EXCH., 31 DEC. 1996 


�






U.K. COS.�



NON-U.K. COS.�
TOTAL LISTED London Stk.Ex.�
�
NUMBER OF LISTED COS.�
2,171�
533�
2,704�
�
% OF TOTAL


�
80.3%�
19.7%�
100%�
�
MARKET VALUE OF THEIR SHARES�
£1.012 trillion�
£2.258 trillion�
£3.270 trillion�
�
% OF TOTAL�
30.9%�
69.1%�
100%�
�
�
�	   NICE QUOTES TO END WITH





Lawrence Summers, deputy secretary of the US Treasury:





“If one were writing a history of the American capital market, it is a fair bet that the single most important innovation shaping that market was the idea of generally accepted accounting principles.  We need something similar internationally.”





Union Bank of Switzerland 1997 Annual Report (they switched to IAS in 1997): 





“By so doing, we bring greater transparency, furnish additional information and simplify international comparisons.”


�
�	MORE NICE QUOTES





Morgan Stanley Dean Witter:  





“Global investors and companies are impatient for regulators to converge on a global accounting standard.”





“Today, differences in accounting practice can completely obscure comparisons of equity values between countries, between sectors, even between companies in the same industry.  Many investors are frustrated, pleading for a single system.”





“For reflecting economic substance in most industries, IAS is easily of comparable quality to US GAAP, if auditors do their jobs.”





Bayer AG 1997 Annual Report:





“IASC provides investors and the financial world with a reliable basis for evaluating our company and its performance.”
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