Chapter 9, pages 9-13 through 9-17:

Replace the International Standard-Setting Process subsection and The International Accounting Standards Committee section with the following:

------------------------------------------------------------------------

International Standard-Setting Process. A final approach to the harmonization of accounting standards involves an international standard-setting process on a worldwide basis. The goal is to involve professional accounting organizations from different countries and their members in the development of accounting standards that will be accepted by all countries. This obviously represents a monumental task.  The leaders of this movement must be sensitive to the variety of cultural, ethical, and economic differences that exist among countries.  This approach to harmonization is gaining recognition, and major forces behind the effort are the International Accounting Standards Board (formerly the International Accounting Standards Committee) and the International Federation of Accountants.
  The International Accounting Standards Board is concerned with the promulgation and harmonization of international accounting standards.  The International Federation of Accountants is concerned with a variety of issues affecting the professional practice of accounting on a worldwide basis, including the harmonization of accounting standards, rather than the actual promulgation of international accounting standards.

The International Accounting Standards Board

The International Accounting Standards Board (IASB) was created in 2001 as a result of a restructuring of its predecessor, the International Accounting Standards Committee (IASC).  The IASC was formed in 1973 and had two primary objectives: 1) formulate and publish standards on financial accounting and reporting and promote their worldwide acceptance and 2) work for the harmonization of accounting standards and procedures relating to the presentation of financial statements. Rather than each nation establishing its own accounting standards, the IASC recognized the importance of taking a global approach toward standard setting in order to best serve the global economy. The IASC had issued 41 International Accounting Standards (IASs) of which over 30 are still operative.  Exhibit 9-3 briefly summarizes several of the IASs which represent an important effort to harmonize accounting standards. The International Organization of Securities Commission (IOSCO) has recognized the importance of the IASs and a large number of stock exchanges allow foreign registrants to use IASs. In the U.S., foreign registrants may use GAAP, IASs, or their own national GAAP.  However, if U.S. GAAP is not used, the financial statements must be reconciled to U.S. GAAP as previously discussed.  The European Union (EU) has also accepted IASs as being consistent with the Directives of the EU. (Exhibit 9-3 remains as is on text pages 9-15 and 9-16 except that IAS 39 should follow IAS 36.)

In the late 1990s the IASC engaged in a strategy review that resulted in a restructuring of the IASC. In early 2001, the restructured IASC became the International Accounting Standards Board (IASB).  The IASB assumed responsibility for establishing a single set of international accounting standards and achieving convergence in or harmonization of accounting standards around the world. The IASC Foundation was formed in 2001 as the parent entity of the IASB which is based in London. The structure of the IASB consists of the Trustees, the Board, the Standing Interpretations Committee, and the Standards Advisory Council.

The Trustees of the IASC Foundation.  The Trustees of the IASC Foundation are the ultimate governing body and appoint the members of the Board, the Standing Interpretations Committee, and the Standards Advisory Council.  There are 19 trustees of whom 6 trustees are appointed from North America, six trustees appointed from Europe, four trustees appointed form Asia/Pacific region, and three trustees appointed from any area.  Five of the nineteen trustees are nominated by the International Federation of Accountants. Three of the nineteen trustees are selected after conferring with international organizations of preparers, users, and academics for the purpose of selecting a trustee from each of those areas. Although not responsible for setting international standards, the trustees are responsible for developing and implementing the strategy and operating policies of the IASB.

The International Accounting Standards Board. The Board consists of fourteen members that are appointed by the trustees. In order to achieve proper balance, Board membership must consist of the following: a minimum of five with a background as practicing auditors, a minimum of three with a background in the preparation of financial statements, a minimum of three with a background as users of financial statements, and at least one with an academic background. The Trustees are responsible for making sure that the Board is not dominated by a particular constituency and/or geographical area.  In order to achieve harmonization of accounting standards and cooperation among standard setters, seven of the Board members will have formal liaison responsibilities with national standard setters. The Board has full discretion over the technical agenda and has complete responsibility for all technical matters including preparing and issuing International Accounting Standards and exposure drafts and has final approval of Interpretations presented by the Standing Interpretations Committee. 

 The Board has responsibility for establishing a single set of international accounting standards now designated as International Financial Reporting Standards (IFRS).  However, the IAS issued by the IASC have been adopted by the IASB and continue to be referred to as IASs. The IASB follows a conceptual accounting framework, “Framework for the Preparation and Presentation of Financial Statements” that was approved in 1989 by the IASC. The framework sets forth the concepts that underlie the preparation and presentation of financial statements for external users and serves as a platform against which future standards are developed and existing standards are reviewed. The Board follows a rigorous due process leading to the issuance of an IFRS. This process includes open meetings, the possible use of an Advisory Committee and the publication of Discussion Documents and Exposure Drafts for public comment. The Board has the discretion to use field tests and to hold public hearings regarding proposed standards. The publication of a standard, exposure draft or interpretation requires approval by at least eight members of the Board.  Other decisions of the Board require a simple majority of the members present at a meeting (at least 60% of the members must be present in person or by telecommunication link). In order to coordinate the standard setting process of the Board with that of various national standard setters, the Board is proposing a number of procedures that will hopefully lead to an international consensus regarding standards. The Board currently has a number of projects underway that are in various stages of the due process procedure.  

International Financial Reporting Interpretations Committee and Advisory Council. The Trustees also appoint twelve individuals to the International Financial Reporting Interpretations Committee. The Committee is responsible for interpreting the application of IFRS and providing guidance on issues not specifically addressed by an IFRS or IAS. The Committee attempts to identify areas where unsatisfactory or conflicting interpretations have developed and move toward reaching a consensus on an appropriate interpretation. Over 30 interpretations have been issued on a variety of topics of widespread importance. The Trustees also appoint a Standards Advisory Council consisting of 30 members having diverse professional and geographical backgrounds. The council advises the Board on decisions, agenda priorities and views of other organizations and individuals.

The International Federation of Accountants

Organized in 1977 with headquarters in New York, the International Federation of Accountants (IFAC) is a private body whose membership consists of national professional organizations that represent accountants.  Membership is open to such organizations recognized by law or general consensus within their respective countries.  The IFAC has over 150 members representing over 100 countries.  The  IFAC is concerned primarily with aspects of the professional practice of accountancy and represents accountants worldwide in all professional areas including public practice, industry, government, and education.  It is involved, not with establishing accounting standards per se, but, rather, with developing the profession and harmonizing its standards worldwide. Therefore, the IFAC is more appropriately compared to the AICPA than the FASB, which is more akin to the IASC.

The IFAC is governed overall by a Council comprised of one representative from each member body.  Reporting to the Council is a Board comprised of individuals from 15 countries.  The Board is responsible for setting policy and overseeing operations, implementation of programs, and the work of technical groups. Technical, professional, and ethical publications and guidance are developed by a number of technical committees and task forces.  For example, the International Auditing Practice Committee (soon to become the International Audit and Assurance Standards Board) focuses on creating worldwide uniformity in the practice of auditing through the issuance of International Standards on Auditing. The Ethics Committee develops guidance on professional ethics and practices and has developed an IFAC Code of Ethics that serves as a model for national standards of ethical conduct.  The Transnational Auditors Committee is the executive committee of the Forum of Firms. Membership in the Forum is open to firms engaged in transnational audits.  Member firms commit to quality standards and a global peer review process. The various committees issue statements and guidelines on a variety of topics.  

The success of the organizations discussed above is dependent on a variety of factors.  Standards generally cannot be imposed; rather, they must be acceptable after appropriate due process.  This process must recognize the environmental similarities and, perhaps more important, the dissimilarities between nations.  A bridging of the factors separating nations must be accomplished subject to significant time and funding constraints.  However, as national economies develop into global economies, the harmonization of accounting standards and the professional practice of accountancy will become more of a natural process.

Please note:

· Number 9 of the Learning Objectives at the beginning of the chapter should read “Discuss the role of the International Standards Board (IASB) and the International Federation of Accountants (IFAC)

· The last REFLECTION on page 9-18 should read “Both the IASB and the IFAC are dedicated to the harmonization of accounting standards.

· On page 9-19 number 3 of “Understanding the Issues” should read “What are the major objectives of the International Accounting Standards Board (IASB)?” and the solution should make reference to the IASB versus the IASC.

� See page 9-17 for a discussion of the IFAC.





