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	International standard setting began in 1973 through an agreement reached by nine worldwide professional accountancy bodies. The agreement resulted in the formulation of the International Accounting Standards Committee (IASC) [P.4]. 

The IASC comprised representatives from fourteen countries and was the international standard setting body. Observer members of the International Accounting Standards Committee included: the International Organisation of Securities Commissions (IOSCO); the Financial Accounting Standards Board (FASB); and the European Commission. In March 1974, the IASC issued its first exposure draft E1 – Disclosure of Accounting Policies, and went on to issue a total of 68 exposure drafts, 41 International Accounting Standards (IAS) and 25 Interpretations of IAS.

In May 2000, the IASC's constitution was amended, and a group of trustees was appointed. The IASC was renamed the International Accounting Standards Board (IASB) [C.1-3] [P.1,4]. 

The IASB's objectives were set out in a revised constitution. The ultimate goal is the development and rigorous application of a single set of global accounting standards, which will produce high-quality financial information to help participants in the world's capital markets to make economic decisions [C.2] [P.7-10]. 
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	The framework for international standard setting involves several dedicated bodies, as well as the co-operation and input from standard setting bodies throughout the world [P.19-20]. Nineteen Trustees have the power to appoint the members of the Standards Advisory Council (SAC), the International Accounting Standards Board (Board) and the International Financial Reporting Interpretations Committee (IFRIC). The Trustees also monitor IASB's effectiveness, raise funds, approve the IASB's budget and take responsibility for constitutional changes [C.4-18] [P.1-3].
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The Trustees appointed the Board, which has sole responsibility for setting accounting standards, in January 2001. The Board includes twelve full-time and two part time members, is drawn from a range of geographic locations and experience, and includes those with a background in preparing financial statements, users of financial statements, auditors and academics. In addition, the standard setting process involves the resource and input from a number of national standard setting bodies. Seven of the Board members are responsible for liasing with these groups in their home countries [C.23-33] [P.6]. 

A second technical committee is the International Financial Reporting Interpretations Committee (IFRIC). IFRIC's role is to prepare interpretations of IFRS. The Interpretations tend to deal with reporting issues where unsatisfactory practice has arisen, or where the Standards lack guidance in particular business circumstances. The members of the IFRIC are generally practitioners, selected for their knowledge of IFRS and their experience in the application of Standards [C.34-37] [P.2,15,19]. 

Support and advice in the standard setting process is provided formally through the Standards Advisory Council (SAC) [C.38-40] [P.3,18]. The IASB staff (the staff) provides technical support to the Board and IFRIC [P.18,19]. The staff is headed by the IASB's Chairman, and has a technical director and research director and a number of project directors with considerable background in technical accounting matters [C.41-43]. 

The IASB meets monthly, and on a quarterly basis with the SAC and national standard setters. The meetings are open to public observation, except for certain administrative matters that are discussed in closed sessions [C.29].


	




	[image: image13.png]


[image: image14.png]Current guidance






	[image: image15.png]




	[image: image16.png]



	International accounting guidance exists in the IASB's framework, IFRS and Interpretations. The IASC published the Framework in 1989, to outline the concepts that underlie the financial reporting process. The Framework is used as a guide by both international and national standard setters to set consistent and logical accounting standards. The Framework also assists preparers and auditors in interpreting standards and dealing with issues that the standards do not cover 

. 

There are 34 IFRS currently in effect. The Standards provide guidance for preparers to deal with the recognition, measurement, presentation and disclosure requirements for transactions and events. Most IFRS are intended for application across industries, with only one standard outlining disclosure requirements for banks and other financial institutions. A second tier of guidance comes from the Interpretations developed by the Standing Interpretations Committee, now IFRIC. These pronouncements clarify or interpret the standards where the preparer community identifies the need for improved guidance [C34,37] [P2,19].
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	Entities are required to provide financial statements that fairly present the entity's financial position, financial performance and cash flows [F.12-14] [IAS1.10]. The objective of fair presentation can mean that additional disclosures in excess of those mandated by IFRS are necessary. In contrast Standards and Interpretations need not be applied to immaterial items. 
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Once an entity adopts IFRS it must comply with all of the Standards and Interpretations, despite any differences that may exist between an entity's local GAAP and IFRS [P.16] [IAS1.11]. However, neither the IASB, nor the accountancy profession, has the power to enforce or require compliance with IFRS. 

IFRS foresees rare circumstances where compliance with a particular Standard may not result in fair presentation. In such cases, entities may choose to depart from the relevant standard. Entities are discouraged from invoking this override of IFRS. The disclosure requirements when doing so are voluminous. The entity should disclose: the standard departed from; the nature of and reason for each departure; and the financial impact of each departure on the net profit or loss, assets, liabilities, equity and cash flows [IAS1.13-19].

There is no formal hierarchy of guidance within IFRS, although the following order of decreasing authority is consistent with the guidance within IAS1 [IAS1.22]:

a) 
International Financial Reporting Standards / International Accounting Standards and IFRIC/SIC Interpretations;
b) 
The Framework, in particular the definitions, recognition and measurement criteria for assets, liabilities, income and expenses; and
c) 
Pronouncements from other standard setting bodies and accepted industry practice to the extent that it is consistent with a) and b) above.

The focus of international standard setting is on profit-oriented reporting entities, including non-corporate entities such as mutual funds. Despite concentrating on profit-type entities, the IASB envisages that non-profit entities in the private and public sectors may nevertheless find its Standards an appropriate basis for financial reporting. The specific needs of the public sector have been acknowledged by the International Federation of Accountants (IFAC), whose Public Sector Committee has on its agenda the preparation of standards based on IFRS, for use by public sector entities [P.9] [IAS1.4]. A non-profit entity that states compliance with IFRS should, however, comply with IFRS in full.

A profit-oriented reporting entity is one that reports to users, who rely on the financial statements as a major source of financial information about the entity [F.8]. IFRS are directed to the information needs of users such as investors and potential investors, employees, lenders, suppliers, creditors, customers, governments and the public at large [F.9].

The term financial statements refers to several statements that display different aspects of the entity's financial performance. Financial position is reflected in the balance sheet and a statement of changes in shareholders' equity (excluding transactions with shareholders) [F.47-52]. Financial performance is reported in the income statement and liquidity position in the cash flow statement [F.69-73]. These statements are supplemented by a series of detailed notes [F.7] [IAS1.7]. 

The Standards permit different treatments for certain types of transactions or events. One treatment is designated as the benchmark treatment, and the other the allowed alternative. Neither is designated as the IASB's preferred approach [P.12] [SIC-18]. The Board intends to develop future Standards that require similar transactions and events to be accounted for in the same way. The IASB intends to reconsider the choices given in current IFRS with a view to reducing and potentially eliminating them [P.13].

The Standards issued by the IASC include paragraphs in bold type (black letter) and plain type (grey letter). Paragraphs in bold type indicate the main principles whereas those in plain type explain the application of those principles to a particular situation. One of the first matters that the Board confirmed is that these paragraphs have equal authority. The Board has asked for comment about whether future IFRS should be presented in one typeface [P.14]. 
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	The technical agenda

IFRS are developed through an international due process that involves a number of interested parties from around the world [C.2,20-21] [P.18 (a)-(c)]. The Board consults with the SAC about the projects it should add to its agenda and discusses its potential technical agenda in meetings that are open to the public. Several key areas influence the prioritising of projects that might be added to the IASB's agenda:

a) 
whether the project is consistent with the IASB's organisational objectives and plans; 
b) 
whether the project will lead to convergence of accounting standards; and 
c) 
whether the project addresses an area in which current guidance is deficient, for example where there is diversity in national standards or where no guidance exists. 

IFRS

Once a project has been accepted on to the Board's agenda, the Board may form an advisory group to give it advice on the project [P.18(d)]. On major projects the Board develops and publishes a discussion paper. The paper sets out all of the key issues for discussion, and poses a series of questions to which the public is invited to respond. To give the reader a view of the advisory group's position, the Board may include in the document their own response to particular questions [P.18(e)]. 

Following analysis of public comment, the Board issues an Exposure Draft. The draft must be approved by eight of the Board's fourteen members [C.31] [P.18(j)]. Each Board member has one vote on technical and other matters. The Exposure Draft should include a basis for conclusions and highlight any dissenting opinions that arose during the approval process [C.32(a)-(d)] [P.18(f)-(g)]. 

The Board may use public hearings to discuss proposed standards although there is no requirement in the constitution to do so. The Board may "field test" a particular draft Standard in "live" situations across different countries as a way of ensuring that its proposals are practical and effective [C.32(e)-(f)] [P.18(i)].

A Standard must be approved by eight of the Board's fourteen members [C.31] [P.18(j)]. The published Standard must include a basis for conclusions, to explain among other things how the Board dealt with public comments, and highlight any dissenting opinion that arose during the approval process [P.18(j)].

Interpretations

The IFRIC considers national accounting requirements and consults widely with national committees and other interest groups, in setting Interpretations [C.37] [P.19]. The IFRIC publishes a draft Interpretation for public comment if no more than three of the IFRIC's twelve members have voted against the draft [C.37] [P.19(c)]. Following consideration of public comments, the IFRIC may approve a final interpretation on the same basis as for draft interpretations [P.19(d-e)]. Final interpretations must be approved by at least eight votes of the Board [C.37] [P.19(f)].

Application

An IFRS or Interpretation applies from a date specified in the document. New Standards set out transitional provisions to be applied on the initial application of the Standard or Interpretation. An entity will either have to adopt new guidance retrospectively and restate past transactions for the effect of the requirement, or prospectively to transactions that occur after the date the Standard or Interpretation was introduced, depending on the transitional guidance 
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	The International Accounting Standards Committee (now Board) published the conceptual framework in 1989. It is intended to guide both international and national standard setters when setting standards, and to assist preparers and auditors when interpreting standards or dealing with issues that the standards do not cover [F.1(a)-(f)]. 
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	The status of the Framework is not that of an International Financial Reporting Standard (IFRS). The Framework does not define standards for the recognition, measurement and disclosure of financial information. Nothing in it overrides any specific IFRS [F.2]. However, in the absence of a specific IFRS, management uses its judgement in developing an accounting policy that provides the most useful information to users of the entity's financial statements. In making this judgement, management should consider the principles set out in the Framework [P.8] [F.1(d)] [IAS1.22].
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	The scope of the Framework embraces general-purpose financial statements, including consolidated financial statements but not special purpose financial reports, which are outside its scope [F.6]. The Framework applies to the financial statements of all commercial, industrial and business reporting entities, whether in the public or the private sectors. A reporting entity is one for which there are users who rely on the financial statements as a major source of financial information about the entity [F.8].
	
	


	[image: image47.png]


[image: image48.png]Users of financial statements






	[image: image49.png]



	[image: image50.png]


[image: image51.jpg]




	[image: image52.png]



	The Framework identifies users as investors and potential investors, employees, lenders, suppliers, creditors, customers, governments and the public at large [F .9(a)-(g)]. 
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	The Framework identifies the central objective of financial statements as providing information about the entity that is useful in making economic decisions [F.12]. Financial statements prepared for this purpose will usually meet most users' needs [F.13]. Users generally want information about the entity's: financial performance; financial position; the generation and use of cash; and the entity's ability to adapt to changes in the economic environment in which it operates [F.15-19]. 
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	The Framework states that in order to meet their objectives, financial statements must be prepared on the accrual basis of accounting, and on the assumption that the entity is a going concern. The accrual basis requires that the effects of transactions and other events are recognised as and when they occur and not when cash is received or paid. The going concern assumption requires that financial statements should be prepared on the assumption that the entity is a going concern and will continue to operate for the foreseeable future. Hence the user can assume that the entity has neither the intention nor the need to liquidate or curtail materially the scale of its activities. The going concern basis of accounting should only be abandoned when the entity cannot or will not continue to operate for the foreseeable future 

[F.22-23] 
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	The Framework prescribes a number of qualitative characteristics of financial statements. The key characteristics are relevance and reliability. Preparers can face a dilemma in satisfying both criteria at once. For example, information about the outcome of a lawsuit may be relevant, but the financial impact cannot be measured reliably [F.26-38] 

. Financial information is 
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	relevant if it has the capacity to influence users' economic decisions. Relevant information will help users evaluate the past, present and, importantly, the future events in an entity [F.26-30] 

. 
To be reliable, financial information must represent faithfully the effect of transactions and events that it reflects. The true impact of transactions and events can be compromised by the difficulty of measuring transactions reliably [F.31-34]. 

Financial information faithfully represents transactions and events when accounted for in accordance with their substance and economic reality and not merely their legal form. Commonly, a legal agreement will purport that an entity has "sold" assets to a third party. However, an analysis of the substance of the arrangement indicates that the entity retains control over the future economic benefits and risks embodied in the asset, and should continue to recognise it on its own balance sheet [F.35] 

. 

Financial information is reliable if it is free from material error and is complete [F.31-32,38]. Information is material if its omission or misstatement could influence decisions that users make on the basis of the financial statements 

. Information is reliable when it is neutral or free from bias and prudent. A degree of prudence when preparing financial information enhances its reliability. However, an entity should not use prudence as the basis for the recognition of, for example, excessive provisions [F.36-38] 

. 

In addition to being relevant and reliable, financial information must be easy for users to understand. Preparers should assume that users have a reasonable knowledge of business and economic activities, and an ability to comprehend complex financial matters [F.25]. 

Users must be able to compare (comparability) an entity's financial statements through time in order to identify trends in financial performance. Hence policies on recognition, measurement and disclosure must be carried out consistently over time 

. Where an entity changes its accounting for the recognition or measurement of transactions, it should disclose the change in the Basis of Accounting section of its financial statements, and follow the guidance set out in IFRS [F.39-42] [IAS8.41-57]. 

The application of the qualitative characteristics and accounting standards usually results in financial statements that show a true and fair view, or fairly present an entity's financial position and performance 

[F.46]. 
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	The Framework outlines definition and recognition criteria for assets, liabilities, equity, revenues and expenses as the elements of financial statements 
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[F.47-98].
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	The Framework includes a brief summary of the main measurement bases employed by IFRS [F.99]. These are [F.100(a)-(d)]: 

a) 
historical cost; 
b) 
current cost; 
c) 
realisable value; and 
d) 
present value.

The measurement basis most commonly adopted for assets upon initial recognition is historical cost. However, subsequent to initial recognition the measurement bases of elements may differ, depending on the classification of a particular item [F.101]. 

Upon subsequent measurement, IFRS gives an entity the choice to remeasure certain assets such as property, plant and equipment and investment property to fair value [IAS16.29-40] [IAS40.27-49]. The re-measurement of certain financial assets to fair value is mandatory [IAS39.68-165]. Similarly, IFRS mandates the remeasurement of biological assets where a fair value can be established reliably [IAS41.12]. Agricultural produce, which is the harvested product of the entity's biological assets, should be remeasured to fair value on initial recognition [IAS41.13]. 

Liabilities are usually recognised at the present discounted amount of the cash outflows due to an external party, or where liabilities are based on best estimates, the present discounted value of the amounts expected to settle an obligation [IAS37.45-47]. 

Entities reporting in the currency of a hyperinflationary economy must restate all assets and liabilities in terms of the measuring unit current at the balance sheet date 

[IAS29.8]. 
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	The Framework discusses two concepts of capital maintenance, a financial concept and a physical concept [F.102-103]. Most entities preparing IFRS financial statements adopt a financial concept of capital maintenance. Under this concept a profit is earned only if the monetary amount of net assets at the end of the period, excluding distributions/contributions to/from owners, exceeds the monetary amount of net assets at the beginning of the period [F.104(a)]. Financial capital maintenance is usually measured in monetary units [F.108]; however, the requirement to report the impact of hyperinflation results in the measurement of assets and liabilities in monetary units of constant purchasing power.
	
	


