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•Global regulatory differences have opened up 
financial loopholes
•Principle- vs. Rule-based:
reliance on professional judgement to apply principles in 

business context, BUT
if preparers and auditors do not assume the duty of 

exercising professional judgement and don’t act with integrity



Goodwill: Mandatory amortization?!!

Unused tax losses probable vs. assurance 
beyond any reasonable doubt of availability of tax 
profit
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International Financial Reporting Standards

The views expressed in this presentation are those of the presenters, 
not necessarily those of the IASB or the IASC Foundation

Why global standards?



The reality

• Capital markets are global 
– New York, London, Luxemburg, Hong Kong, 

Singapore
• World’s economies are interdependent

– the financial crisis
– SMEs integrated into the global economy

• Accounting and auditing needs strengthening
– World Bank ROSCs
– corporate failures
– standard setters work programmes
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Information supply chain 5

Preparers Capital 
providers

Corporate
governance
(Ethics codes)

Auditing
(ISAs)

Accounting
standards

(IFRSs & the IFRS for SMEs)
Enforcement



Benefits of global standards

• Efficient allocation of capital globally
– attracting investment through transparency
– reducing the cost of capital
– increasing world-wide investment

• Reducing costs and increased efficiency
– facilitates standardising information systems 
– eliminates wasteful reconciliations
– audit efficiencies
– education and training
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Fortune Global 500 (July 2009)

© 2009 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  |  UK.  www.iasb.org

7

Fortune G500 Based on 
announced plans

Which GAAP? 2009 2013 Japan 2015?
IFRSs and word-for-word 
IFRS equivalents 190 245 310 
US GAAP 155 155 140
National GAAPs 155 100 50
Total 500 500 500



International Financial Reporting Standards

The views expressed in this presentation are those of the presenters, 
not necessarily those of the IASB or the IASC Foundation

Principle-based standards



Why principle-based standards?

• Function well across the world’s jurisdictions
– accommodates different legal frameworks

• Reduces financial structuring opportunities 
– rules are the tools of a financial engineer

• Faithfully represents the underlying economic 
transactions and events

– no bright lines to exploit
– different entities record similar, but not necessarily 

identical, answers for identical transactions and 
events
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So what will the future look like? 10

Principles Rules



Some application guidance to explain the principles

Presentation and 
disclosure principles

Measurement 
Principle/s

Recognition
principle

Ideal structure of a principle-based standard
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Derecognition
principle 

Concepts



The ideal principle-based standard

• Scope
– no exceptions

• Principles
– derived from conceptual framework
– reliance on professional judgement to apply 

principles in business context

• Some application guidance
– explains application of principles
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Get rule-based standards if

• Preparers and auditors
– refuse to exercise professional judgement
– don’t act with integrity
– ask for detailed interpretations
– refuse to accept raw economic facts

• Regulators 
– want one answer in spite of different economic facts

• Courts
– lawyers fail to defend reasonable judgements
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Rules

Some application guidance to give effect to the principles

InterpretationsExceptions

Principles

Structure of some IFRSs 14

Concepts
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Example 1:
Business combinations

• Core principle
– an acquirer of a business (scope) 
– recognises the assets acquired and liabilities 

assumed (recognition)
– at their acquisition-date fair values (measurement)
– discloses information that enables users to evaluate 

the nature and financial effects of the acquisition 
(disclosure)
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Example 1:
Business combinations continued

• But still has rules
– exceptions to the recognition principle
– exceptions to the measurement principle
– specified disclosures

See basis for conclusions on IFRS 3 for reasons for 
rules deviations from core principle
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Example 2:
Correcting material prior period error

• Objective
• Concepts

– faithful representation
– comparability

• Principle
– retrospective restatement, ie restate financial 

statements in order that present financial 
information as if error had not occurred

• Rules
– impracticable exception
– specified disclosures

© 2009 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  |  UK.  www.iasb.org
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Other rules

Much application guidance to give effect to the general rules

InterpretationsExceptions

General rules (not based on 
concepts in Framework)

Structure of other IFRSs 18
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Example 3: 
Lease classification

• General rule (not a principle) 
– capitalise in-substance purchases (finance leases)
– other leases = executory contracts (operating 

leases)
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Example 3: 
Lease classification continued 20

© 2009 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  |  UK.  www.iasb.org

General rule is weak/inconsistent with the 
framework
– Many leases structured to be off balance sheet
– US wrote more application rules. These rules arguably help 

structure leases off balance sheet

Help us set a better classification principle (see DP Leases) 



Concepts that underlie IFRSs

• Objectives of general purpose financial statements
• Qualitative characteristics
• Elements
• Recognition and measurement
• Presentation and disclosure
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Objective

Objective of IFRS financial statements
• to provide information about the:

– financial position
– performance; and 
– changes in financial position 

• of an entity that is useful to … in making capital 
allocation decisions. 
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Objective continued
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Debunk myths:

- Myth 1: objective = record of historical costs
- Myth 2: objective = support tax return
- Myth 3: financial statements are designed to 

meet all the needs of all users



Qualitative characteristics 
Current framework
• understandability
• relevance

– materiality
• reliability

– faithful representation
– substance over form
– neutrality (prudence)
– completeness

• comparability

Proposed framework
• fundamental QCs

– relevance
– faithful representation

– complete
– neutrality
– free from material error

• enhancing QCs
– comparability
– verifiability
– timeliness
– understandability
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Debunk myths
Myth 1: Reliability = precise
• Debunk:

– reliability = faithful representation, substance over form, 
neutrality, completeness… (FW.31–38)

Myth 2: Matching = QC or underlying assumption
• Debunk:

– underlying assumptions = going concern and accrual basis 
(FW.22 and 23)

– accrual basis = recognise elements when they satisfy 
definition and recognition criteria (IAS 1.28)

– other elements defined with reference to assets and liabilities 
(FW.49 and 70)
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Elements
Current framework
• Asset

– resource controlled by the 
entity

– result of past event
– expected inflow of 

economic benefits

• Liability
– present obligation 
– arising from past event
– expected outflow of 

economic benefits

Framework project
• Asset

– a present 
– economic resource 
– to which the entity has a 

right or other access that 
others do not have

• Liability
– a present 
– economic obligation 
– for which the entity is the 

obligor
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Elements continued

Current framework
• Equity = Assets – Liabilities (ie a residual)
• Income and expenses = changes in assets and 

liabilities… 
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Defining income and expenses with reference to assets & 
liabilities = robust framework for measuring performance



Measurement

Myth: The measurement part of the IASB’s 
framework is robust

• Debunk:
– a collection of measurement conventions
– does not help IASB select measurement bases
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Help us develop a better framework for measurement



International Financial Reporting Standards

The views expressed in this presentation are those of the presenters, 
not necessarily those of the IASB or the IASC Foundation

IASB’s active agenda



Consultation process
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Discussion 
paper

Exposure 
Draft

Final 
standardComment 

analysis
Comment 
analysis

Research:

Standard 
setters,  
EFRAG, and 
others.

Effective 
date

9 – 15 
months

9 – 15 
months

12 –18 
months

Additional 
input

Additional 
input

Feedback 
statement

2 year post 
implementation 

review



Conceptual framework work plan 31

Phases Next step / 
current status

Timing 
estimate

A Objectives and qualitative characteristics Final chapters Q2 2010

B Elements and recognition DPs Q4 2010

C Measurement DPs Q4 2010

D Reporting entity Final chapter Q4 2010

E Presentation and disclosure

F Purpose and status

G Not-for-profit entities

H Remaining issues



Major MoU projects—financial crisis 32

Project Progress towards milestones
Financial 
instruments: 
recognition and 
measurement

Milestone 2010 converged requirements
Work done PVD/DP on complexity issued 

FASB ED on hedging issued
IFRS 9 Financial Instruments
issued
IASB ED on impairment issued 
[comments by 30 June] 
DP on credit risk in liability 
measurement issued
FCAG issued report issued
FASB-IASB joint round tables 
in Tokyo, London and Norwalk



Major MoU projects—financial crisis continued 33

Project Progress towards milestones
Financial 
instruments: 
recognition and 
measurement
continued

Expect IASB ED classification and 
measurement of financial 
liabilities in Q2 2010
IASB ED hedge accounting in 
mid 2010
FASB to issue comprehensive 
ED on financial instruments in 
Q2 2010 



Major MoU projects—financial crisis continued 34

Project Progress towards milestones
Fair value 
measurement 
guidance

Milestone 2010 converged guidance
Work done SFAS 157 and IASB ED 

issued and round table 
discussions in Q4 2009

Expect IFRS in Q3 2010



35

Project Progress towards milestones
Consolidation 
and SPEs

Milestone 2009 converged requirements
Work done Revised FIN46R & FAS 140 and 

IASB ED
Expect IFRS on disclosures in Q2 2010

IFRS (replace IAS 27) in Q4 
2010
US ED in H1 2010

Derecognition Milestone 2010 converged requirements
Work done Revised FAS 140 and IASB ED 

issued
Expect IASB ED Q2/Q3 2010

IFRS in Q2 2011

Major MoU projects—financial crisis continued



Other major joint projects (MoU) 36

Project Progress towards milestones
FI with 
characteristics 
of equity

Milestone 2011 converged requirements
Work done PVD and DP issued
Expect EDs in Q2 2010

Revenue 
recognition

Milestone 2011 converged requirements
Work done DPs issued
Expect EDs in Q2 2010

Financial 
statement 
presentation

Milestone 2011 converged requirements
Work done DPs issued
Expect 3 IASB EDs in Q2 2010            

(i) discontinuing operations      
(ii) presentation of OCI            
(iii) replacing IASs 1 & 7



Other major joint projects (MoU) continued 37

Project Progress towards milestones
Leases Milestone 2011 converged requirements

Work done DPs issued
Expect EDs in Q2 2010

Post 
employment 
benefits

Milestone 2011 converged requirements
Work done SFAS 158 and IASB DP issued

IASB ED Discount Rate for 
Employee Benefits issued

Expect IASB ED on defined benefit 
plans in Q2 2010



Other major joint projects (not in MoU) 38

Joint project (outside MoU) Next step / 
current status

Timing 
estimate

Insurance contracts EDs Q2 2010

Emissions trading schemes EDs Q4 2010



Overview 39

IASB project Next step / 
current status

Timing 
estimate

Liabilities ED comments due
IFRS

19 May 2010 
Q2 2010

Common control transactions Suspended
Extractive activities DP issued

Request for views Q1/Q2 2010
Amendments to IFRSs various Various
Management commentary Guidance Q3/Q4 2010
Annual improvements IFRS (2008–2010)

ED (2009–2011)
Q2 2010
Q3 2010

Government grants Suspended
Rate regulated activities IFRS H2 2011



40Questions or comments?

Expressions of individual views 
by members of the IASB and 
their staff are encouraged. 
The views expressed in this 
presentation are those of the 
presenters. Official positions of 
the IASB on accounting matters 
are determined only after 
extensive due process 
and deliberation.
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International Financial Reporting Standards

The views expressed in this presentation are those of the presenters, 
not necessarily those of the IASB or the IASC Foundation

Why global standards?



The reality

• Capital markets are global 
– New York, London, Luxemburg, Hong Kong, 

Singapore
• World’s economies are interdependent

– the financial crisis
– SMEs integrated into the global economy

• Accounting and auditing needs strengthening
– World Bank ROSCs
– corporate failures
– standard setters work programmes
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Information supply chain 5

Preparers Capital 
providers

Corporate
governance
(Ethics codes)

Auditing
(ISAs)

Accounting
standards

(IFRSs & the IFRS for SMEs)
Enforcement



Benefits of global standards

• Efficient allocation of capital globally
– attracting investment through transparency
– reducing the cost of capital
– increasing world-wide investment

• Reducing costs and increased efficiency
– facilitates standardising information systems 
– eliminates wasteful reconciliations
– audit efficiencies
– education and training

6

© 2009 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  |  UK.  www.iasb.org



Fortune Global 500 (July 2009)
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Fortune G500 Based on 
announced plans

Which GAAP? 2009 2013 Japan 2015?
IFRSs and word-for-word 
IFRS equivalents 190 245 310 
US GAAP 155 155 140
National GAAPs 155 100 50
Total 500 500 500



International Financial Reporting Standards

The views expressed in this presentation are those of the presenters, 
not necessarily those of the IASB or the IASC Foundation

Principle-based standards



Why principle-based standards?

• Function well across the world’s jurisdictions
– accommodates different legal frameworks

• Reduces financial structuring opportunities 
– rules are the tools of a financial engineer

• Faithfully represents the underlying economic 
transactions and events

– no bright lines to exploit
– different entities record similar, but not necessarily 

identical, answers for identical transactions and 
events

9
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So what will the future look like? 10

Principles Rules



Some application guidance to explain the principles

Presentation and 
disclosure principles

Measurement 
Principle/s

Recognition
principle

Ideal structure of a principle-based standard
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11

Derecognition
principle 

Concepts



The ideal principle-based standard

• Scope
– no exceptions

• Principles
– derived from conceptual framework
– reliance on professional judgement to apply 

principles in business context

• Some application guidance
– explains application of principles

12
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Get rule-based standards if

• Preparers and auditors
– refuse to exercise professional judgement
– don’t act with integrity
– ask for detailed interpretations
– refuse to accept raw economic facts

• Regulators 
– want one answer in spite of different economic facts

• Courts
– lawyers fail to defend reasonable judgements

13
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Rules

Some application guidance to give effect to the principles

InterpretationsExceptions

Principles

Structure of some IFRSs 14

Concepts
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Example 1:
Business combinations

• Core principle
– an acquirer of a business (scope) 
– recognises the assets acquired and liabilities 

assumed (recognition)
– at their acquisition-date fair values (measurement)
– discloses information that enables users to evaluate 

the nature and financial effects of the acquisition 
(disclosure)

© 2009 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  |  UK.  www.iasb.org
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Example 1:
Business combinations continued

• But still has rules
– exceptions to the recognition principle
– exceptions to the measurement principle
– specified disclosures

See basis for conclusions on IFRS 3 for reasons for 
rules deviations from core principle

© 2009 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  |  UK.  www.iasb.org
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Example 2:
Correcting material prior period error

• Objective
• Concepts

– faithful representation
– comparability

• Principle
– retrospective restatement, ie restate financial 

statements in order that present financial 
information as if error had not occurred

• Rules
– impracticable exception
– specified disclosures

© 2009 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  |  UK.  www.iasb.org
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Other rules

Much application guidance to give effect to the general rules

InterpretationsExceptions

General rules (not based on 
concepts in Framework)

Structure of other IFRSs 18
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Example 3: 
Lease classification

• General rule (not a principle) 
– capitalise in-substance purchases (finance leases)
– other leases = executory contracts (operating 

leases)
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Example 3: 
Lease classification continued 20

© 2009 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  |  UK.  www.iasb.org

General rule is weak/inconsistent with the 
framework
– Many leases structured to be off balance sheet
– US wrote more application rules. These rules arguably help 

structure leases off balance sheet

Help us set a better classification principle (see DP Leases) 



Concepts that underlie IFRSs

• Objectives of general purpose financial statements
• Qualitative characteristics
• Elements
• Recognition and measurement
• Presentation and disclosure
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Objective

Objective of IFRS financial statements
• to provide information about the:

– financial position
– performance; and 
– changes in financial position 

• of an entity that is useful to … in making capital 
allocation decisions. 

© 2009 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  |  UK.  www.iasb.org
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Objective continued
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Debunk myths:

- Myth 1: objective = record of historical costs
- Myth 2: objective = support tax return
- Myth 3: financial statements are designed to 

meet all the needs of all users



Qualitative characteristics 
Current framework
• understandability
• relevance

– materiality
• reliability

– faithful representation
– substance over form
– neutrality (prudence)
– completeness

• comparability

Proposed framework
• fundamental QCs

– relevance
– faithful representation

– complete
– neutrality
– free from material error

• enhancing QCs
– comparability
– verifiability
– timeliness
– understandability

24
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Debunk myths
Myth 1: Reliability = precise
• Debunk:

– reliability = faithful representation, substance over form, 
neutrality, completeness… (FW.31–38)

Myth 2: Matching = QC or underlying assumption
• Debunk:

– underlying assumptions = going concern and accrual basis 
(FW.22 and 23)

– accrual basis = recognise elements when they satisfy 
definition and recognition criteria (IAS 1.28)

– other elements defined with reference to assets and liabilities 
(FW.49 and 70)

© 2008 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  |  UK.  www.iasb.org
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Elements
Current framework
• Asset

– resource controlled by the 
entity

– result of past event
– expected inflow of 

economic benefits

• Liability
– present obligation 
– arising from past event
– expected outflow of 

economic benefits

Framework project
• Asset

– a present 
– economic resource 
– to which the entity has a 

right or other access that 
others do not have

• Liability
– a present 
– economic obligation 
– for which the entity is the 

obligor
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Elements continued

Current framework
• Equity = Assets – Liabilities (ie a residual)
• Income and expenses = changes in assets and 

liabilities… 

© 2009 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  |  UK.  www.iasb.org
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Defining income and expenses with reference to assets & 
liabilities = robust framework for measuring performance



Measurement

Myth: The measurement part of the IASB’s 
framework is robust

• Debunk:
– a collection of measurement conventions
– does not help IASB select measurement bases
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Help us develop a better framework for measurement
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IASB’s active agenda



Consultation process
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Conceptual framework work plan 31

Phases Next step / 
current status

Timing 
estimate

A Objectives and qualitative characteristics Final chapters Q2 2010

B Elements and recognition DPs Q4 2010

C Measurement DPs Q4 2010

D Reporting entity Final chapter Q4 2010

E Presentation and disclosure

F Purpose and status

G Not-for-profit entities

H Remaining issues



Major MoU projects—financial crisis 32

Project Progress towards milestones
Financial 
instruments: 
recognition and 
measurement

Milestone 2010 converged requirements
Work done PVD/DP on complexity issued 

FASB ED on hedging issued
IFRS 9 Financial Instruments
issued
IASB ED on impairment issued 
[comments by 30 June] 
DP on credit risk in liability 
measurement issued
FCAG issued report issued
FASB-IASB joint round tables 
in Tokyo, London and Norwalk



Major MoU projects—financial crisis continued 33

Project Progress towards milestones
Financial 
instruments: 
recognition and 
measurement
continued

Expect IASB ED classification and 
measurement of financial 
liabilities in Q2 2010
IASB ED hedge accounting in 
mid 2010
FASB to issue comprehensive 
ED on financial instruments in 
Q2 2010 



Major MoU projects—financial crisis continued 34

Project Progress towards milestones
Fair value 
measurement 
guidance

Milestone 2010 converged guidance
Work done SFAS 157 and IASB ED 

issued and round table 
discussions in Q4 2009

Expect IFRS in Q3 2010



35

Project Progress towards milestones
Consolidation 
and SPEs

Milestone 2009 converged requirements
Work done Revised FIN46R & FAS 140 and 

IASB ED
Expect IFRS on disclosures in Q2 2010

IFRS (replace IAS 27) in Q4 
2010
US ED in H1 2010

Derecognition Milestone 2010 converged requirements
Work done Revised FAS 140 and IASB ED 

issued
Expect IASB ED Q2/Q3 2010

IFRS in Q2 2011

Major MoU projects—financial crisis continued



Other major joint projects (MoU) 36

Project Progress towards milestones
FI with 
characteristics 
of equity

Milestone 2011 converged requirements
Work done PVD and DP issued
Expect EDs in Q2 2010

Revenue 
recognition

Milestone 2011 converged requirements
Work done DPs issued
Expect EDs in Q2 2010

Financial 
statement 
presentation

Milestone 2011 converged requirements
Work done DPs issued
Expect 3 IASB EDs in Q2 2010            

(i) discontinuing operations      
(ii) presentation of OCI            
(iii) replacing IASs 1 & 7



Other major joint projects (MoU) continued 37

Project Progress towards milestones
Leases Milestone 2011 converged requirements

Work done DPs issued
Expect EDs in Q2 2010

Post 
employment 
benefits

Milestone 2011 converged requirements
Work done SFAS 158 and IASB DP issued

IASB ED Discount Rate for 
Employee Benefits issued

Expect IASB ED on defined benefit 
plans in Q2 2010



Other major joint projects (not in MoU) 38

Joint project (outside MoU) Next step / 
current status

Timing 
estimate

Insurance contracts EDs Q2 2010

Emissions trading schemes EDs Q4 2010



Overview 39

IASB project Next step / 
current status

Timing 
estimate

Liabilities ED comments due
IFRS

19 May 2010 
Q2 2010

Common control transactions Suspended
Extractive activities DP issued

Request for views Q1/Q2 2010
Amendments to IFRSs various Various
Management commentary Guidance Q3/Q4 2010
Annual improvements IFRS (2008–2010)

ED (2009–2011)
Q2 2010
Q3 2010

Government grants Suspended
Rate regulated activities IFRS H2 2011



40Questions or comments?

Expressions of individual views 
by members of the IASB and 
their staff are encouraged. 
The views expressed in this 
presentation are those of the 
presenters. Official positions of 
the IASB on accounting matters 
are determined only after 
extensive due process 
and deliberation.
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US/FASB
JAPAN

GERMANY AUS

CANADA

SPAIN

Accounting languages
?

INDIA

China

Tokyo 9 March 2010



Roadmaps issued by Japanese FSA 
and US SEC on whether to allow or 
require US and Japanese companies to 
use IFRS

IFRS – USA and JAPAN

Tokyo 9 March 2010



Japanese roadmap
•Is now approved by the Japanese FSA 
and allowing use as per 31 March 2010s

•Decision in 2012 whether to require 
Japanese companies to use IFRS

•US GAAP not allowed from 2016

IFRS – JAPAN

Helsinki 5 May 2010
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Helsinki 5 May 2010

Designation = 
endorsement



Tokyo 9 March 2010

U.S. SEC



Other major economies 
committed
•Canada, Brazil and South Korea

•China, India, Mexico and Argentina

IFRS – Other countries

Helsinki 5 May 2010

Leaving USA on its own



EUROPE AND ACCOUNTING

Helsinki 5 May 2010



EU  has opted for IAS/IFRS and

Same accounting in Europe 

European Regulation

Helsinki 5 May 2010



We have a global standard setter 

EU and IFRS

IFRS has improved the quality and 
the credibility of European financial 
reporting

Helsinki 5 May 2010



EU companies, auditors and 
regulators have spent the money to 
implement IFRS 

EU and IFRS

EU has a competitive advantage!!

Helsinki 5 May 2010



Monitoring Board

EU and IFRS

Signed by

Commissioner Charlie McCreevy

(surprise)

Helsinki 5 May 2010



European Commissioner Barnier? 

EU and IFRS

Committed to IFRS(?!) and has 
promised not to be puppet of 
Sarkozy and French views

But he is an unknown feature as yet 

Helsinki 5 May 2010



EU and IFRS

EU has adopted IFRS

Might be blocking minority for 
endorsing new standards on F.I.

But most likely also blocking 
minority for any other solution

No other infrastructure

Helsinki 5 May 2010



G20 and accounting

Helsinki 5 May 2010



Consistency of measurement for 
standards and regulators

G20 and accounting – April

One set of global standards

Helsinki 5 May 2010
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What is the impression of G20 views?

The crisis

Accounting back to its relative 
importance

Helsinki 5 May 2010

But....... 



Helsinki 5 May 2010



Convergence

Helsinki 5 May 2010



US GAAP IAS/IFRS GAAP

GLOBAL GAAP

CONVERGENCE

Convergence

Helsinki 5 May 2010

Europe?Japan?



New MoU issued 11 September 2008 

Convergence

•Focused agenda linked to the 
possible US implementation of IFRS

•Common, principles-based standards, 
subject to the required due process

•Is that the right focus?

Helsinki 5 May 2010
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IASB – FASB fast track:

Convergence

•All MOU projects to be finalised before 
June 2010(not really possible and not 
important)

•Meet every month (or really every two 
weeks)

•Staffs almost integrated

•Does it has implications for the future?
Helsinki 5 May 2010



EFRAG comments:

Convergence

•Supports convergence but not at all 
costs

•Keep focus on the agenda important to 
those regions (EU) already using IFRS, 
i.e insurance

•Not only focus on the needs of the US

Helsinki 5 May 2010



The IASB 

Work programme

Helsinki 5 May 2010



Helsinki 5 May 2010

Crisis projects:
• Consolidation (new IAS 27)
• Consolidation – disclosures
• Derecognition
• Fair Value measurement
• Fin Instr–Class&Meas/Liability
• F.I. Impairment
• F.I. Hedging

IASB work programme

ED

ED
-

ED
ED
ED

IFRS
IFRS

IFRS
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MOU projects:
• FSP Discontinued Operations
• FSP – OCI – page break
• FSP – new IAS 1 and IAS 7
• Equity/liability Split
• Income tax
• Leases
• Revenue recognition

IASB work programme

ED
ED
ED
ED
ED
ED
ED



Helsinki 5 May 2010

MOU projects:
• Pension - Corridor removal
• Termination benefits
• Joint ventures

IASB work programme

ED
IFRS
IFRS



Helsinki 5 May 2010

Other projects:
• AIP
• Insurance
• IAS 37 Measurement
• Extractive industries

IASB work programme

ED
ED
DP
16

IFRS

Framework ????



IASB work programme

Many observers do no longer believe 
that IASB will meet its own timetable for 
the massive work programme

Helsinki 5 May 2010





EFRAG comments

IASB work programme

Helsinki 5 May 2010

IASB must prioritise!



Financial 
instruments

Helsinki 5 May 2010
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Tokyo 9 March 2010

IFRS 9 C & M

Will the standard be endorsed?

Situation right now:
– Fast-track procedure stopped
– Time for reflection 
– Next steps to be considered
– Timing to be considered



Tokyo 9 March 2010

FINANCIAL INSTRUMENTS

FINANCIAL INSTRUMENTS:
– The most controversial issue in 

Europe



Tokyo 9 March 2010

EFRAG 

Financial instruments:

• Impairment
• Derecognition
• Financial liabilities (ocr)
• Hedging (limitations and portfolio)
• Derecognition



THE EUROPEAN VOICE

www.EFRAG.org



EFRAG

• We must have a strong and credible 
European voice on accounting issues

• To match US and Japan

WWW.EFRAG.ORG
Helsinki 5 May 2010

EFRAG



EFRAG
Main objectives:

• Proactive contribution to the IASB and 
IFRIC

• Endorsement advice - EU Commission

• Co-ordinate proactive EU activities 
• Stimulate thought leadership

WWW.EFRAG.ORG
Helsinki 5 May 2010



Working Arrangement:
EFRAG advisor to the EU Commission on all 

issues on application of IFRS in EU

Specifically on

• Endorsement advice

• Proactive input to IASB/IFRIC

WWW.EFRAG.ORG

EFRAG

Helsinki 5 May 2010



Co-Funded by the EU Commission
From 2010 EC will fund 50% of EFRAG expenses 

up to a maximum

Supported by

• EU Parliament

• Council of Ministers

WWW.EFRAG.ORG

EFRAG

Helsinki 5 May 2010



ACCOUNTING 
REGULATORY 
COMMITTEE -ARC

EU COMMISSION

Advice

Vote / Approval
EU

PARLIAMENT

COUNCIL OF
MINISTERS

EU Structure

IFRS/IFRIC

SARG

Performs 
scrutiny

Helsinki 5 May 2010



DRAFTS FOR COMMENT NOW:

Draft endorsement advice 

None

Draft Comment Letter

ED Impairment 

ED IAS 37

DP Extractive industries

ED Reporting Entity 

EFRAG – has open due process

Helsinki 5 May 2010



DRAFT 
COMMENT LETTERS

WWW.EFRAG.ORG

Read all over the world
as basis for input to IASB



EFRAG – has open due process

Helsinki 5 May 2010

Draft Comment Letter



Helsinki 5 May 2010

Draft Comment 
Letter IAS 37

Draft Comment Letter   
Extractive Industries

Proactive

Invitation to 
comment

Endorsement 
status report





EFRAG 

TECNICAL EXPERT      
GROUP

SUPERVISORY BOARD

INSURAN WG SME WG

ComCon WG
Fin Inst WG

Joint venture WG

EFRAG

EU-
NSS

USER

PANEL

Helsinki 5 May 2010



EFRAG

EFRAG
EU 

NSS

Users

IASB:

-Convergence
meetings

-SAC

-Chairs

-Working 
groups

-Letters

-StaffGlobal 
NSS

CESR

EC

SAC, London 22 February 2010



Proactive Accounting 
Activities in Europe

Helsinki 5 May 2010



OBJECTIVES:

•Partnership with National standard setters

•High quality proactive input to IASB(+FASB)

•Create debates in Europe

•Thought leadership

Proactive activities

Helsinki 5 May 2010



Proactive agenda:

• Disclosure framework - EFRAG

• Common control – OIC/EFRAG

• Income tax – GASB/ASB/EFRAG

• Cost benefit – ASB/ EFRAG

• Business model

• EFRAG Proactive strategy

EFRAG

SAC, London 22 February 2010



Proactive publications

Conceptual 
Framework

Stewardship
Revenue 

Recognition
Performance 

Reporting

Future publications:

Income Tax

Common control

FrameworkFinancial Reporting 
of Pensions

Equity - Liability

Helsinki 5 May 2010
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WWW.IASPLUS.COM

Helsinki 5 May 2010
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www.IASPLUS.com



EFRAG
European Financial Reporting Advisory Group 



EFRAG

35 Square de Meeus
1000 Brussels

Belgium

WWW.EFRAG.ORG

Helsinki 5 May 2010
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Disclaimer

The remarks today represent my own views, 
and not necessarily those of the FIN-FSA, 
my colleagues or members of our staff 

5.5.2010 Tomi Seppälä 1
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Content

■ News clips
■ Financial reporting structure
■ Enforcement mechanism

– Effectiveness of IFRS enforcement in the EU
– Public oversight for PIE auditors and audit firms

■ European Enforcers Coordination Sessions (EECS)
– EU enforcement during it first five years

■ IFRS enforcement in Finland
– Company selection in 2010 and 2009
– Scope of enforcement over the years
– Enforcement actions over the years
– Enforcement in 2010 by company auditors, by IFRS area and actions

■ Examples of our methods to approach certain IFRS areas
– Challenges with IFRS 8
– Challenges with IAS 36

■ Few words about materiality
■ Who we are

5.5.2010 Tomi Seppälä 2
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News clips

5.5.2010 Tomi Seppälä 3

International cooperation
All enforcement bodies are currently structured on a national basis. However, 
global capital markets and global companies demand globally structured and 
coordinated enforcement bodies. We still have a long way to go here, including 
at a European level. 
10 
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Financial reporting structure

5.5.2010 Tomi Seppälä 4

Information

Financial Reporting

Auditing

Enforcement
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Enforcement mechanism

■ Committee of European Securities Regulators
■ CESR-Fin/Corporate Reporting
■ CESR has published two standards

– Standard No 1: Enforcement of Standards on Financial Information in 
Europe

– Standard No 2: Coordination of Enforcement Activities
⇒ EECS

■ Self assessment and peer review of CESR Standards
– Standard No 1: Compliance with 21 principles as of September 30, 

2008
– Principles cover e.g. the independency of the enforcer, powers, 

enforcement techniques, cooperation, public reporting

⇒ One way to assess effectiveness of the European enforcement system

5.5.2010 Tomi Seppälä 5
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Effectiveness of IFRS enforcement in the EU

■ Fully applied 13

■ Partially but 4 
significantly applied

■ Partially applied 8

■ Not applied 1

■ No contribution 3

Number of countries 29

5.5.2010 Tomi Seppälä 6
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Public oversight for PIE auditors and audit firms

■ External quality assurance
activities are visible and 
credible

■ External quality assurance
activities are at early stage or
there are no activities yet

Note: No framework for 
assessing the effectiveness of 
enforcement

5.5.2010 Tomi Seppälä 7
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European Enforcers Coordination Sessions (EECS)

■ Meet 7-9 times a year for two day sessions at a time
■ Discusses emerging issues
■ Analyses decisions from national enforcement activities
■ Liaison with IFRIC by forwarding and identifying unclear

application of IFRSs
■ Global cooperation
■ Publishes thru its database case summaries

5.5.2010 Tomi Seppälä 8
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EU enforcement during its first five years

■ 88 decisions have been published in 7 extracts from database

■ 333 IFRS-enforcement decisions in database
– 120 started as emerging issues

5.5.2010 Tomi Seppälä 9
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Process of IFRS enforcement in Finland

5.5.2010 Tomi Seppälä 10

IFRS financial
statements

FIN-FSA: 
Enforcement of  

IFRSs

Accounting
Board: IFRS-

section

FIN- FSA and 
companies: 

Enforcement
communication

Prospective
correction

Retrospective
correction (IAS 8)

No action

EECS

Enforcer’s decision

Discussions and 
quality control



Finanssivalvonta | Finansinspektionen | Financial Supervisory Authority

Company selection in 2010

5.5.2010 Tomi Seppälä 11

Probability of 
misstatement

Impact
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Company selection in 2009

5.5.2010 Tomi Seppälä 12

Probability of 
misstatement

Impact
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Scope of enforcement over the years

■ Enforcement

■ Standard-specific surveys

5.5.2010 Tomi Seppälä 13

Year IAS 36 IFRS 3 IFRS 7 IAS 39 IAS 1 IAS 14 IFRS 5 IAS 37 IAS 34 IFRS 2 IAS 40 IFRS 8

2010 x x x x x ?

2009 x x x x x x x

2008 x x x x x

2007 x x x x

2006 x x x x x x

Year Full reviews Prospectuses

2010 36 (target) 3 (so far)

2009 15 17

2008 23 23

2007 20 29

2006 2 + all quick scanned 15

2005 all (transition reports) 14
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Enforcement actions over the years

■ Reports on IFRS enforcement for financial years of 2005–2008
■ Articles in FIN-FSA’s ”Markkinat” publication
■ 2 public enforcement cases

■ Enforcement letters sent:

5.5.2010 Tomi Seppälä 14

Year Number of letters

2010 23 (so far)

2009 46

2008 56 

2007 65

2006 66 

2005 127 (IFRS transition) 
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Enforcement in 2010 (1/2)

■ Distribution of full review companies by their auditors

5.5.2010 Tomi Seppälä 15
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36 %

25 %

25 %
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Enforcement in 2010 (2/2)

■ Enforcement in the beginning of 2010
– companies enforced: 14 
– observations: 380
– distribution of observations on IFRSs:

– enforcement actions:

5.5.2010 Tomi Seppälä 16

0 %

10 %

20 %

30 %

IAS 1 IFRS 7 IAS 12 IAS 36 IAS 37 IAS 38 IAS 33 IAS 19 IFRS 3 IAS 16 IAS 39 IFRS 8

6 %

32 %

62 %

no action

prospective correction

still in process
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Challenges with IFRS 8 Operating Segments

■ We have observed companies where:
– Only one segment is reported, but the group appears to be diverse with 

different businesses or significant operations in different countries;
– The operating analysis in the narrative report differs from the operating 

segments in the financial statement. 

■ The issuers have been/will be asked to consider the following 
questions: 
1. What are the key operating decisions made in running the business?
2. Who makes the key operating decisions?
3. Who are the segment managers and who do they report to?
4. How are the group’s activities reported in the information used by 

management to review performance and make resource allocation 
decisions between segments?

5. Is any proposed aggregation of segments into one reportable segment 
supported by the aggregation criteria in the standard?

6. Are the reported segments consistent with the internal reporting? If not, 
why not?

5.5.2010 Tomi Seppälä 17
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Challenges with IAS 36 Impairment of Assets

■ Challenges with goodwill impairment testing
■ Level of testing
■ Cash flows to be included in VIU
■ Significant portion of terminal value in VIU
■ Determination of discount rate – different approaches
■ Need to present sensitivity analysis
■ Use of FVLCTS
■ Change in assumptions – disclosures
■ Indications about impairment

5.5.2010 Tomi Seppälä 18
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Few words about materiality

■ Examples of items or matters to be considered:
– related party transactions
– a transaction or adjustment that changes a profit to a loss, and vice versa
– a transaction or adjustment that affects an entity's ability to meet analysts' 

consensus expectations
– a transaction or adjustment that masks a change in earnings or other 

trends
– a transaction or adjustment that affects an entity's compliance with loan 

covenants or other contractual requirements
– a transaction or adjustment that has the effect of increasing 

management's compensation, for example by satisfying requirements for 
the award of bonuses

– changes in laws and regulations
– non-compliance with laws and regulations
– fines against the entity
– legal cases
– deterioration in relationships with individual or groups of key suppliers, 

customers or employees
– dependency on a particular supplier, customer or employee

195.5.2010 Tomi Seppälä
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Who we are - IFRS enforcement team

Tomi 
Seppälä

Nina 
Lindeman

Riitta 
Pelkonen

Virpi
Haaramo

Pekka 
Nurmo

Milla 
Ruustamo

Riikka 
Kantola

Elina Peill

Tiina 
Visakorpi

5.5.2010 Tomi Seppälä 20
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A day as an enforcer

5.5.2010

 Tuesday  - May 4, 2010 
800  
  
900  
  
1000  
  
1100  
  
1200  
  
1300  
  
1400  
  
1500  
  
1600  
  
1700  
 

Planning, communication, administrative duties, etc. 

Enhancement of IFRS knowledge and enforcement 
 

Involvement in regulatory activities 

International co-operation 

Lunch 

Enforcement of IFRS financial statements 

Re
m
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be

r 
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ff
ee

 

br
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k!
 

16 %

13 %

11 %

51 %

9 %

Tomi Seppälä 21
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