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HIGHLIGHTS

Miller International Accounting
Standards Guide

by David Alexander and Simon Archer

The Miller International Accounting Standards Guide features com-
prehensive coverage of all current International Accounting Standards
(IASs) issued by the International Accounting Standards Board
(IASB), previously known as the International Accounting Standards
Commiittee, plus related Interpretations issued by the Standing Inter-
pretations Committee. The book is organized into three parts: Part
I—Role and Structure of the IASB, its Framework, and its key stan-
dard on the Presentation of Financial Statements; Part I—General
Standards; and Part IIT—Industry-Specific Standards and includes
an Appendix on the “Use of IAS in Countries Around the World” as
well as a cross-reference to original pronouncements.

2003 Edition

The 2003 Edition of the Miller International Accounting Standards Guide pro-
vides expanded coverage in these areas:

e Chapter 1, “The International Accounting Standards Board—Past,
Present, and Future”—An analysis of the restructuring of the IASB
that took effect in 2001 and a new discussion on the challenges facing
the European Commission to make compliance with IAS GAAP man-
datory for consolidated financial statements of all corporations listed
on stock exchanges in the European Union by 2005.

¢ Chapter 3, “Presentation of Financial Statements”—A new discussion

on appropriate disclosures in the notes tot he financial statements based
on SIC-29.

¢ Chapter 5, “Business Combinations”-—References to the IASB’s Busi-
ness Combinations Project and its joint project with the U.S. Financial
Accounting Standards Board on issues related to the application.of the
purchase method.



e Chapter 7, “Changing Prices and Hyperinflationary Economies”—An
expanded analysis of SIC-30 on disclosure requirements for an enter-
prise that chooses to present its financial statements in a currency other
than its measurement currency.

e Chapter 12, “Employee Benefits”—A new discussion of a 2002 revi-
sion to IAS 19, relating to recognizing cumulative actuarial losses and
past service costs. :

e Chapter 13, “The Equity Method”—A new analysis of SIC-33, “Con-
solidation and Equity Method-—Potential Voting Rights and Alloca-
tion of Ownership Interests.”

¢ Chapter 15, “Financial Instruments”—A summary of the major require-
ments of IAS 39, “Implementation Guidance: Questions and Answers.”

¢ Chapter 16, “Foreign Currency Translation”—Expanded reporting and
disclosure guidelines based on SIC-30, “Reporting Currency—Trans-
lation from Measurement Currency to Presentation Currency.”

* Chapter 20, “Intangible Assets”—An expanded discussion of SIC-32,
which deals with expenditure on web sites.

e Chapter 24, “Leases”’—A new analysis of SIC-27, “Evaluating the Sub-
stance of Transactions Involving the Legal Form of a Lease,” when it
involves a series of related transactions with unrelated parties.

® Chapter 29, “Revenue”—A comparison of revenue recognition guid-
ance set forth in International GAAP and U.S. GAAP and a new dis-
cussion of SIC-31, “Revenue—Barter Transactions Involving Adver-
tising Services,” as it pertains to swap advertising services given or
received by an entity.

* Chapter 32, “Disclosures in the Financial Statements of Banks and Simi-
lar Financial Institutions”—A new discussion of the sources and scope
of U.S. GAAP for banks.
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About Aspen Law & Business

Aspen Law & Business is a leading publisher of authoritative trea-
tises, practice manuals, services, and journals for attorneys, corpo-
rate and bank directors, accountants, auditors, environmental com-
pliance professionals, financial and tax advisors, and other business
professionals. Our mission is to provide practical solution-based
how-to information keyed to the latest original pronouncements, as
well as the latest legislative, judicial, and regulatory developments.

We offer print and online products in the areas of accounting and
auditing; antitrust; banking and finance; bankruptcy; business and
commercial law; construction law; corporate law; criminal law; envi-
ronmental compliance; government and administrative law; health
law; insurance law; intellectual property; international law: legal
practice and litigation; matrimonial and family law; pensions, ben-
efits, and labor; real estate law; securities; and taxation. _

Aspen Law and Business products treating accounting and audit-
ing issues include:

Accounting Irregularities and Financial Fraud
Audit Committees: A Guide for Directors, Management, and
Consultants

Construction Accounting Deskbook

CPA’s Guide to Developing Effective Business Plans

CPA’s Guide to Effective Engagement Letters

CPA’s Guide to e-Business

Federal Government Contractor's Manual

How to Manage Your Accounting Practice

Medical Practice Management Handbook

Miller Audit Procedures

Miller Compilations and Reviews

Miller European Accounting Guide

Miller Financial Instruments: A Comprehensve Guide to
Accounting and Reporting

Miller GAAP Financial Statement Disclosures Manual

Miller GAAP Guide

Miller GAAP Practice Manual

Miller GAAS Guide

Miller GAAS Practice Manual

Miller Governmental GAAP Guide

Miller Governmental GAAP Practice Manual: A Guide to

GASB 34

Miller International Accounting Standards Guide

Miller Local Government Audits

Miller Not-for-Profit Organization Audits

Miller Not-for-Profit Reporting

Miller Single Audits

Professional’s Guide to Value Pricing



Aspen’s Miller Comprehensive Online Libraries, available at
www.tax.cchgroup.com, include:

Miller GAAP Library—Miller GAAP Guide; Miller GAAP Practice
Manual; Miller GA AP Financial Statement Disclosures Manual;
and Miller GAAP Update Service

Miller GAAS Library—Miller GAAS Guide; Miller GAAS Practice
Manual; and Miller GAAS Update Service

Miller Engagement Library—Miller Audit Procedures; Miller
Compilations & Reviews; and CPA’s Guide to Effective Engage-
ment Letters

Miller Governmental GAAP Library—Miller Governmental GAAP
Guide; Miller Governmental GAAP Practice Manual: A Guide to
GASB 34; Miller Not-for-Profit Reporting; and Miller Govern-
mental GAAP Update Service

Miller Governmental and Not-for-Profit Audit Library—Miller
Single Audits; Miller Not-for-Profit Organization Audits; and
Miller Local Government Audits

Miller International Accounting Library—Miller European
Accounting Guide and Miller International Accounting Stan-
dards Guide

Original standards and pronouncements from FASB, GASB, and
IASB are also available with any Miller Online Library.
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A Wolters Kluwer Company
www.aspenpublishers.com
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CHAPTER 1
THE INTERNATIONAL ACCOUNTING
STANDARDS BOARD—
PAST, PRESENT, AND FUTURE

CONTENTS
Introduction ‘ 1.01
History of IASB 1.02
Causes of Differences 1.04
The New Structure 1.07
The Future 1.09
INTRODUCTION

The present International Accounting Standards Board (IASB) is a
result of a comprehensive restructuring in 2001 of the former Inter-
national Accounting Standards Committee (IASC):

an independent, private sector body, formed in 1973 with the
objective of harmonising the accounting principles which are
used by businesses and other organisations for financial report-
ing around the world. -

IASB’s formal objectives, as stated in its revised Constitution
approved by members on May 24, 2000, and restated in its Preface to
International Financial Reporting Standards (May 2002) are:

(a) to develop, in the public interest, a single set of high quality,
understandable and enforceable global accounting standards
that require high quality, transparent and comparable infor-
mation in financial statements and other financial reporting
to help participants in the world’s capital markets and other
users make economic decisions;

(b) to promote the use and rigorous application of those stan-
dards; and

(c) to bring about convergence of national accounting stan-
dards and International Accounting Standards to high qual-
ity solutions.

1.01
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1.04 The International Accounting Standards Board

IASC approved proposals in December 1999 to make significant
to IASC’s structure, in order to prepare it for an enhanced role as a
global accounting standard-setter.

Following these preparations, the year 2000 was a momentous one
for IASC. In May 2000 the proposed structural changes were ap-
proved by IASC’s membership. (The results of these changes are
outlined in “The New Structure,” below.) Also in May 2000, IOSCO
formally accepted the IASC'’s “core standards” as a basis for cross-
border securities listing purposes worldwide (although for certain
countries, notably the United States, reconciliations of items such as
earnings and stockholders’ equity to national GAAP are still re-
quired). In June 2000, the European Commission issued a Communi-
cation proposing that all listed companies in the European Union
would be required to prepare their consolidated financial statements
using IASs, a proposal that has since been adopted.

It is apparent, however, that acceptance of IASs by the SEC, for the
financial reporting of foreign registrants for U.S. listings, is a crucial
element in the new LASB’s acceptance as the global accounting stan-
dard-setter. This is discussed further under “The Future,” below.

CAUSES OF DIFFERENCES

Before we speculate about possible outcomes, it is helpful to think
about the context in which this game is being played out. Moving
back a little more than twenty years, to the end of the 1970s, finan-
cial reporting practices, traditions, and philosophies differed enor-
mously among key countries in the so-called developed world (to
say nothing of the situation in developing and third-world coun-
tries). Ignorance of these differences was, and indeed in many re-
spects still is, both widespread and deep-seated. The roots of these
differences can, to a significant extent, be explained by considering
four general factors, as follows.

1. The relative importance of law. The point at issue here is the
extent to which the “law of the land” determines the details of
accounting and financial reporting. Tradition in the Anglo-
Saxon countries is that the law specifies general principle only,
while in countries heavily influenced by Roman law tradition,
the law tends to include more detail. Most of mainland Europe
exemplifies the latter approach.

2. Prescription or flexibility. If regulation is not specified in full detail
in legislation, then there are still two alternatives available. First,
regulation might be created in detail by professional accounting
bodies. Second, the broad regulation, whether created by legisla-
tion or by professional accounting bodies, may be explicitly de-
signed on the assumption that the individual expert, in each
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unique situation, can and should choose the appropriate course
of action, within the broad parameters laid down. This was very
much the approach in the Anglo-Saxon world before the creation
of national standards bodies some thirty years ago.

3. The providers of finance. The national accounting systems devel-
oped before the 1970s predate the arguments of recent years
that accounting statements must satisfy the needs of a wide
variety of users. Generally, the suppliers of finance to business
were the only users seriously considered until late in the last
century (sometimes quite late). Different countries have very
different financial institution structures and finance-raising tra-
ditions. It follows that accounting practice will have been
adapted to suit the local dominant sources of finance. In some
countries, tradition tends to focus on the shareholders and,
therefore, on profit and on the reporting of expenses and rev-
enues. Some other countries have more active banking sectors
and fewer shareholder investors. Accounting in those countries
will tend to focus on creditors, and therefore on the balance
sheet and on the convention of prudence. Also, bankers tend to

- have access to “inside information” in those circumstances and
are less reliant on annual reports.

A more obvious, but less often quoted, example of the influ-
ence of finance provision on financial reporting can be seen by
considering the systems of eastern Europe as they begin to
emerge from a half-century during which all finance was pro-
vided by the state. :

4. The influence of taxation. The general point here is that the scope
and extent of the influence of taxation law on financial state-
ments vary considerably. Perceptions of this are often simplis-~
tic. In reality, no country can justly claim that tax consider-
ations do not influence published results, and no country can
be accused of simply taking tax-based results and publishing
them just as they are. Within these nonexistent extremes,
however, lies a variety of tradition and practice. It is common in
many countries, for instance, for some tax allowances to be
claimable only if the identical figure from the tax computation
is also used in the published financial statements.

The most powerful of these causal factors creating and explaining
historical differences is almost certainly the sources of finance. It is
arguably this same factor that is now driving the move toward
internationalism in financial reporting and its regulation. The market
for the supply of finance for larger enterprises is now a single global
market. If our analysis is correct, this means that the demand for
finance is inevitably forced to operate in a single global market
- scenario. The demand for globally understood financial reports is
therefore logically unstoppable.
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As we have already hinted, the above arguments, while in our
view fully justified at the “listed enterprise” level, do not necessarily
imply any need to alter national financial reporting as it applies to
small businesses. They certainly do not logically apply to the econo-
mies of many third-world countries. The implications for possible
“two-tier” systems within countries and between economic regions
raise significant issues, which both IASB and national regulatory
systems have hardly begun to tackle, though discussion of such
problems is outside the scope of this book. Historically, IAS GAAP
have sought applicability, in general, to all enterprises, in all types
of economy. This intention is now beginning to be questioned within
IASB. In its Statement in the JASC Annual Review 2000, the outgo-
ing Board of IASC commented as follows (pars. 29-30):

During the last few years, the [outgoing] Board has detected
various indications that strong demand exists for more work
on the application of accounting standards to reporting by
small enterprises. The demand has been noted first in develop-
ing countries and countries in transition to market econo-
mies.... The Board...wishes IASC to continue to meet the needs
of constituents in developing countries and the needs of small
businesses in general. It recognises that a case may exist for
having different accounting standards for small businesses
and large businesses...[but] inclines to the view that a case can
be made rarely, if at all, for differences in standards for recog-
nition and measurement...; a stronger case may exist with
regard to disclosure standards and it may be possible to do
more to help small businesses.... ‘

Given the position and role of IASB, and the widely differing
practices and attitudes of its constituents, is it really valid to talk of
Generally Accepted Accounting Principles in the IASB context? Is
IAS GAAP the same species of animal as, say, U.S. GAAP, distin-
guished only by minor genetic individualities? Or is it of a different
species or even genus?

One difference is clear, at least at the time of writing and at the
time of the issuance of the International Accounting Standards de-
scribed and discussed in this volume. IAS GAAP (we continue to
use the term, if only for convenience) is, inevitably, designed to be
“generally accepted” in a variety of different legal and cultural
contexts. U.S. GAAP, UK. GAAP, German regulation, and other
national systems have no need for this consideration. This may
sound like a weakness of IAS GAAP. From a national standpoint,
perhaps it is, but national standpoints are no longer entirely valid.
The very reason for the existence of the IASB is that financial reports
must be comprehensible across countries, across jurisdictions, and
across cultures. Country X may justifiably be able to say that its own
national GAAP, as applied in its own national context, is “better”
than IAS GAAP as applied in the same national context. But that is



