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POLICY CHALLENGE

The IFRS’s defining promise is cross-border comparability of financial state-
ments, but the aim of global harmonisation will not be fully achieved in the
next few years. Given the varying pace and modalities of local IFRS
adoption, the IFRS Foundation must focus on standards quality and the
integrity of its brand. Standard-setting should serve investors’ information

needs, leaving other public-policy
goals to be met through local
assessment by individual jurisdic-
tions. The Foundation’s governance
and funding framework should
become more accountable to the
global investor community. Active
monitoring of local implementation
practices should encourage the
gradual convergence of ‘IFRS
dialects’ towards a true single
global reporting language.2003 2006 2009 2012 (est.)
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THE ISSUE Accounting provides a fundamental underpinning for capital mar-
kets, and the worldwide spread of International Financial Reporting
Standards (IFRS) marks one of the most advanced attempts to develop
globally consistent financial rules. The financial crisis has generated heated
debate on the economic role of fair-value accounting and other IFRS princi-
ples. Underlying these controversies are differing views about the mission
and governance of accounting standard-setters, and how standards inter-
act with other public policy instruments. Choices are made more difficult by
the absence of relevant precedents for the unique institutional features of
the global standard-setting organisation, the IFRS Foundation.

Source: Bruegel, see Figure 1.
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3. The key correspon-
ding legislation,

Regulation (EC) No.
1606/2002, was

adopted by 492 votes
in favour out of 526 by

the European Parlia-
ment, and unanimously

by the Council.

4.  Generally Accepted
Accounting Principles.

5. The IASB has started
discussion on a stan-

dard on Emissions
Trading Schemes in

2009, currently on hold
but expected to restart

later in 2011.

6. See also Véron
(2008) for a more in-

depth analysis of
arguments over fair

value.

7. The IASB’s chairman
was widely reported as

having come close to
resigning on this occa-

sion. See David Jetuah,
‘Tweedie nearly quit

after fair value change’,
Accountancy Age, 12

November 2008.

8. See Francesco Guer-
rera and Jennifer

Hughes, ‘AIG urges ‘fair
value’ rethink’, Finan-
cial Times, 14 March

2008.

not all accounting disputes are
about fair value. In the US, for
example, there were vivid contro-
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in the context of a recent grad-
ual loss of trust by key
constituencies, including
global investors, particularly
since the IAS 39 amendment
of October 2008 (see Box 1).
The Trustees have published a
'Strategy Review Report' that
proposes important parame-
ters for future development
(IFRS Foundation, 2011),
and the Monitoring Board has
launched a parallel public con-
sultation (Monitoring Board,
2011); 

• Financial strains and the
Foundation’s increasing
reliance on voluntary funding
from the ‘Big Four’ global
accounting networks9, as
illustrated by Figure 2, which
raise concerns about inde-
pendence and the
medium-term viability of the
current funding model; 

• A commitment by the SEC to
decide in 2011 on the
adoption of IFRS by the US
(SEC, 2008a). Harvey Gold-
schmid, an influential Trustee,
has argued that a negative
outcome or further delay
“would likely have tragic con-
sequences” (Goldschmid,
2010). Even with a less dra-
matic assessment, this is
potentially as important for
IFRS as the EU endorsement
decision was a decade ago; 

• Major changes of leadership at
all levels: the IASB’s chairman
for its first decade, David
Tweedie, was replaced on 1
July by Hans Hoogervorst, a
former Dutch finance minister
and securities regulator; the
Trustees’s chair has been
vacant since the death of

Tommaso Padoa-Schioppa in
late 2010; and the Monitoring
Board, initially chaired by Mr
Hoogervorst, must also give
itself a new head. 

ACCOUNTABILITY AT THE CORE: A
CONSISTENT GOVERNANCE
FRAMEWORK

Global organisations tend to fall
into one of two main categories.
Those in the public sector, such
as the United Nations (UN) or the
International Monetary Fund,
generally have a state-based
governance model which holds
them accountable to individual
governments. Those in the pri-
vate sector generally have a
stateless governance model that
involves either accountability to
a community of stakeholders not
defined by nationality (such as
corporations vis-à-vis their
shareholders, or global partner-
ships vis-à-vis their partners), or
no formal accountability mecha-
nism other than reputation (as in
the case of many charities, NGOs
and foundations, which are

essentially self-governed).

The IFRS Foundation started as a
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10. The name of the
Monitoring Board is a

misnomer, as its
powers already go well

beyond monitoring and
can be expected to fur-

ther expand in the
future (Monitoring

Board, 2011) – even
though the Memoran-

dum of Understanding
between the Trustees

and members of the
Monitoring Board, that
establishes this trans-

fer of power, can
theoretically be

revoked.

11. For example, in
Canada, Japan and the

US, public authorities
have less direct control
over national account-

ing standard-setters
than the Monitoring
Board has over IFRS
Foundation Trustee

appointments.
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jurisdictions, and would find it
practically impossible to deliver
standards that serve investors’
information needs properly. The
corresponding deterioration of
the quality of IFRS may eventu-
ally result in the emergence of
competing standards preferred
by investors, possibly causing a

new episode of fragmentation.

Conversely, the significant eco-
nomic impact of accounting
standards implies that a purely
stateless governance model
would be unrealistic. Therefore,
the IFRS Foundation has to
invent an innovative hybrid of

governments (and the European
Commission), as the de facto
highest governing body of the
IFRS Foundation, a major change
the consequences of which are
gradually unfolding10.

Unfortunately, this increasingly
state-based model jars with the
IFRS Foundation’s mandate. The
purpose of public financial infor-
mation is to correct information
asymmetries to the benefit of
dispersed investors, an aim that
has been confirmed by both the
Monitoring Board (2009) and the
Trustees’ Strategy Review Report.
This calls for a stateless gover-
nance model that would make
the IFRS Foundation accountable
to the global investor commu-
nity, as investors do not act on
the basis of territoriality, and
their interests cannot be prop-
erly represented by individual
governments – which typically
tend to favour the more powerful
countervailing interests of corpo-
rate issuers – or national
securities regulators, which are
ultimately accountable to their
respective governments. Indeed,
in most advanced economies,
governments have come to the
conclusion that high-quality



state-based and stateless
models, reflecting its unique
global policymaking position in
the absence of a global govern-
ment that could play
the same role as gov-
ernments do in
national environ-
ments. The scattered
nature of the investor
community, which
has hindered the
emergence of organisations that
would represent it at global
level12, represents an additional
difficulty, which the Foundation
can overcome only by taking a
proactive role of ‘community
organising’. Not enough thought
has been given so far to possible
corresponding options. Box 2
describes one imperfect, tenta-
tive scheme, to which more
debate could certainly bring
improvements.

Other steps should also be con-
sidered to improve the
IFRS Foundation’s governance,
particularly in terms of geo-
graphical balance13. The
Monitoring Board’s public-sector
membership should be expanded
to major emerging economies,
and the EU should be repre-
sented by the European



IAS 39 in the EU should be given
a different, EU-specific, name to
avoid confusion. Third, transla-




