Chapter 2 The Regulatory Framework
1.
Objectives
1.1
Explain why a regulatory framework is needed.

1.2
Distinguish between a principles-based framework and a rules-based framework.

1.3
Discuss whether a principles-based framework and a rules-based framework can be complementary.

1.4
Describe the structure and objectives of the International Financial Reporting Standards (IFRS) Foundation, the International Accounting Standards Board (IASB), the IFRS Advisory Council (IAC) and the International Financial Reporting Interpretations Committee (IFRIC).

1.5
Describe the IASB’s standard-setting process.
1.6
Describe the relationship between national standard setters and the IASB in respect of the standard-setting process.
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2.
The Need for a Regulatory Framework (規章制度)
2.1
The regulatory framework is the most important element in ensuring relevant and reliable financial reporting and thus meeting the needs of shareholders and other users.
2.2
Without a single body overall responsible for producing financial standards (the IASB) and a framework of general principles within which they can be produced (the Framework), there would be no means of enforcing compliance with GAAP. Also, GAAP would be unable to evolve in any structured way in response to changes in economic conditions.

(A)
Principles-based and rules-based systems
	2.3
	Principles-based Systems

	
	(a)
It based upon a conceptual framework such as the IASB’s Framework;
(b)
Accounting standards are set on the basis of the conceptual framework.


	2.4
	Rules-based Systems

	
	(a)
“Cookbook” approach;

(b)
Accounting standards are a set of rules which companies must follow.


2.5
In the UK there is a principles-based framework in terms of the Statement of Principles and accounting standards and a rules-based framework in terms of Companies Acts, EU directives (歐盟指令) and stock exchange rulings.
(B)
Problems of a principles-based system
2.6
The Framework was produced in 1989 by the IASC and adopted by the IASB in 2001. The updated version was issued in 2010 and so it is in danger of becoming out of date as constant changes take place in financial reporting. IFRSs are reflecting these changes but the Framework which underpins them is not.

2.7
For instance, the fair value concept is now an important part of many IFRSs, but is not referred to in the Framework. So the IFRRs are running ahead of the Framework, rather than vice versa. In this regard, a rules-based system, while more unwieldy, at least has the merit of keeping pace with what is happening.

2.8
If it is accepted that the Framework should be subject to a continuous process of review and updating, then some machinery will have to be set up to do this, and a rules-based approach could be used to deal with issues which arise between reviews.
2.9
The IASB and the FASB are nor working to produce a joint conceptual framework which should combine the best of both approaches.

3.
The International Accounting Standards Board (IASB)
3.1
The organizational structure consists of:

(a)
The IASC Foundation

(b)
The IASB

(c)
The Standards Advisory Council (SAC)

(d)
The International Financial Reporting Interpretations Committee

3.2
The International Accounting Standards Board is an independent, privately-funded accounting standard setter based in London.
3.3
In March 2001 the IASC Foundation was formed as a not-for-profit corporation incorporated in the USA. The IASC Foundation is the parent entity of the IASB.
3.4
From April 2001 the IASB assumed accounting standard setting responsibilities from its predecessor body, the International Accounting Standards Committee (IASC). This restructuring was based upon the recommendations made in the Recommendations on Shaping IASC for the Future.
3.5
The 14 members of the IASB come from nine countries and have a variety of backgrounds with a mix of auditors, preparers of financial statements, users of financial statements and an academic. The Board consists of 12 full-time members and two part-time members.
(A)
Objectives of the IASB
3.6
The formal objectives of the IASB, formulated in its mission statement 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 information in general purpose financial statements

(b)
To provide the use and vigorous application of those standards

(c)
To work actively with national accounting standard setters to bring about convergence of national accounting standards and IFRS to high quality solutions.
(B)
Structure of the IASB

3.7
The structure of the IASB has the following main features:

(a)
The IASC Foundation is an independent corporation having two main bodies – the Trustees and the IASB. The IASC Foundation holds the copyright of IFRSs and all other IASB publications.

(b)
The IASC Foundation trustees appoint the IASB members, exercise oversight and raise the funds needed.

(c)
The IASB has sole responsibility for setting accounting standards.

(d)
There are also two further bodies, the Standards Advisory Council and the International Financial Reporting Interpretations Committee (see below).
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3.8
Trustees – The Trustees comprise a group of twenty two individuals, with diverse geographic and functional backgrounds. The Trustees appoint the Members of the Board, the International Financial Reporting Interpretations Committee and the Standards Advisory Council. In addition to monitoring IASC's effectiveness and raising its funds, the Trustees will approve IASC's budget and have responsibility for constitutional changes. Trustees were appointed so that initially there were six from North America, six from Europe, four from Asia Pacific, and three others from any area, as long as geographic balance is maintained.
(a)
The International Federation of Accountants (IFAC) suggested candidates to fill five of the nineteen Trustee seats and international organisations of preparers, users and academics each suggested one candidate.

(b)
The remaining eleven Trustees are 'at-large' in that they were not selected through the constituency nomination process.
3.9
Standards Advisory Council – The Standards Advisory Council provides a formal vehicle for further groups and individuals with diverse geographic and functional backgrounds to give advice to the Board and, at times, to advise the Trustees. It comprises about fifty members and meets at least three times a year. It is consulted by the IASB on all major projects and its meetings are open to the public. It advises the IASB on prioritisation of its work and on the implications of proposed standards for users and preparers of financial statements.
3.10
International Financial Reporting Interpretations Committee –The IFRIC provides timely guidance on the application and interpretation of International Financial Reporting Standards. It deals with newly identified financial reporting issues not specifically addressed in IFRSs, or issues where unsatisfactory or conflicting interpretations have developed, or seem likely to develop.
(C)
Other international influences
3.11
There are a few other international bodies worth mentioning. You are not required to follow their workings in detail, but knowledge of them will aid your studies and should help your general reading around the subject area.

(a)
IASB and the EC/intergovernmental bodies
3.12
The European Commission has acknowledged the role of the IASB in harmonising world-wide accounting rules and EC representatives attend IASB Board meetings and have joined Steering Committees involved in setting IFRSs. This should bring to an end the idea of a separate layer of European reporting rules.
3.13
The EC has also set up a committee to investigate where there are conflicts between EU norms and international standards so that compatibility can be achieved. In turn, the IASB has used EC directives in its work.
(b)
United Nations (UN)

3.14
The UN has a Commission and Centre on Transnational Reporting Corporations through which it gathers information concerning the activities and reporting of multinational companies. The UN processes are highly political and probably reflect the attitudes of the governments of developing countries to multinationals. For example, there is an inter-governmental working group of 'experts' on international standards of accounting and reporting which is dominated by the non-developed countries.
(c)
International Federation of Accountants (IFAC)

3.15
The IFAC is a private sector body established in 1977 and which now consists of over 100 professional accounting bodies from around 80 different countries. The IFAC's main objective is to co-ordinate the accounting profession on a global scale by issuing and establishing international standards on auditing, management accounting, ethics, education and training. You are already familiar with the International Standards on Auditing produced by the IAASB, an IFAC body. The IFAC has separate committees working on these topics and also organises the World Congress of Accountants, which is held every five years. The IASB is affiliated with IFAC.
(d)
Organization for Economic Co-operation and Development (OECD)

3.16
The OECD (經濟合作開發組織) was established in 1960 by the governments of 21 countries to 'achieve the highest sustainable economic growth and employment and a rising standard of living in member countries while maintaining financial stability and, thus, to contribute to the world economy'. The OECD supports the work of the IASB but also undertakes its own research into accounting standards via ad hoc working groups. For example, in 1976 the OECD issued guidelines for multinational companies on financial reporting and non-financial disclosures. The OECD appears to work on behalf of developed countries to protect them from the extreme proposals of the UN.
4.
Setting of IFRSs
4.1
IFRSs are developed through a formal system of due process and broad international consultation involving accountants, financial analysts and other users and regulatory bodies from around the world.
(A)
Due process

4.2
The overall agenda of the IASB will initially be set by discussion with the Standards Advisory Council. The process for developing an individual standard would involve the following steps.
	Step 1
	During the early stages of a project, IASB may establish an Advisory Committee to give advice on issues arising in the project. Consultation with the Advisory Committee and the Standards Advisory Council occurs throughout the project.

	Step 2
	IASB may develop and publish Discussion Documents (DD) for public comment.

	Step 3
	Following the receipt and review of comments, IASB would develop and publish an Exposure Draft (ED) for public comment.

	Step 4
	Following the receipt and review of comments, the IASB would issue a final International Financial Reporting Standard.


4.3
The period of exposure for public comment is normally 90 days. However, in exceptional circumstances, proposals may be issued with a comment period of 60 days. Draft IFRIC Interpretations are exposed for a 60 day comment period.
(B)
Co-ordination with national standard setters
4.4
Close co-ordination between IASB due process and due process of national standard setters is important to the success of the IASB's mandate.
4.5
The IASB is exploring ways in which to integrate its due process more closely with national due process. Such integration may grow as the relationship between IASB and national standard setters evolves. In particular, the IASB is exploring the following procedure for projects that have international implications.
(a)
IASB and national standard setters would co-ordinate their work plans so that when the IASB starts a project, national standard setters would also add it to their own work plans so that they can play a full part in developing international consensus. Similarly, where national standard setters start projects, the IASB would consider whether it needs to develop a new Standard or review its existing Standards. Over a reasonable period, the IASB and national standard setters should aim to review all standards where significant differences currently exist, giving priority to the areas where the differences are greatest.

(b)
National standards setters would not be required to vote for IASB's preferred solution in their national standards, since each country remains free to adopt IASB standards with amendments or to adopt other standards. However, the existence of an international consensus is clearly one factor that members of national standard setters would consider when they decide how to vote on national standards.

(c)
The IASB would continue to publish its own Exposure Drafts and other documents for public comment.

(d)
National standard setters would publish their own exposure document at approximately the same time as IASB Exposure Drafts and would seek specific comments on any significant divergences between the two exposure documents. In some instances, national standard setters may include in their exposure documents specific comments on issues of particular relevance to their country or include more detailed guidance than is included in the corresponding IASB document.
(e)
National standard setters would follow their own full due process, which they would ideally choose to integrate with the IASB's due process. This integration would avoid unnecessary delays in completing standards and would also minimise the likelihood of unnecessary differences between the standards that result.
(C)
IASB liaison members

4.6
Seven of the full-time members of the IASB have formal liaison responsibilities with national standard setters in order to promote the convergence of national accounting standards and International Accounting Standards. The IASB envisages a partnership between the IASB and these national standard setters as they work together to achieve convergence of accounting standards world-wide.
4.7
The countries with these liaison members are Australia and New Zealand, Canada, France, Germany, Japan, UK and USA.
4.8
In addition all IASB members have contact responsibility with national standards setters not having liaison members and many countries are also represented on the Standards Advisory Council.
Examination Style Questions
Question 1

State three different regulatory influences on the preparation of the published accounts of quoted companies and briefly explain the role of each one. Comment briefly on the effectiveness of this regulatory system.
(10 marks)
Question 2

There are those who suggest that any standard setting body is redundant because accounting standards are unnecessary. Other people feel that such standards should be produced, but by the government, so that they are a legal requirement.
Required:

(a)
Discuss the statement that accounting standards are unnecessary for the purpose of regulating financial statements.

(b)
Discuss whether or not the financial statements of not-for-profit entities should be subject to regulation.



(10 marks)
Question 3
Historically financial reporting throughout the world has differed widely. The International Accounting Standards Committee Foundation (IASCF) is committed to developing, in the public interest, a single set of high quality, understandable and enforceable global accounting standards that require transparent and comparable information in general purpose financial statements. The various pronouncements of the IASCF are sometimes collectively referred to as International Financial Reporting Standards (IFRS) GAAP.
Required:

(a)
Describe the functions of the various internal bodies of the IASCF, and how the IASCF interrelates with other national standard setters.
(10 marks)
(b)
Describe the IASCF’s standard setting process including how standards are produced, enforced and occasionally supplemented.
(10 marks)
(c)
Comment on whether you feel the move to date towards global accounting standards has been successful.
(5 marks)



(25 marks)
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