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Achieving a Global Set
of Standards: Prospects
and Challenges Ahead

Chief Operating Officer, IFRS Foundation Tom Seidenstein

October 2010

The year 2010 marks the completion of the IFRS
Foundation's first decade. In the Foundation's
first ten years, the pace of adoption of Interna-
tional Financial Reporting Standards (IFRSs),
set by the International Accounting Standards
Board (IASB), has exceeded original expecta-
tions. Today, IFRS is now accepted throughout
the world's capital markets and stands ready to

become the global standard in financial reporting.

The case for a global set of common financial re-
porting standards in a world where markets are
integrated was evident before the organization's
establishment in 2000. For investors, a common
set of accounting standards should improve com-
parability among global companies and transpar-
ency in jurisdictions where standards or practices
were lax. For companies, a single set of standards
will reduce the need to reconcile different national
standards to a consolidated home country account
and should facilitate communications with a
global shareholder base. For auditors, a single set
of standards will encourage consistency in prac-
tice and elevate the qualities for auditors. For

regulators, a common set of standards will

80 2010.12 w31 =7 &E#E

facilitate cross-border cooperation, consistency of
regulatory decisions, and reduce opportunities for

regulatory arbitrage.

Despite the evident case for a global set of stan-
dards, it was the creation of the IFRS Foundation
(formerly know as the IASC Foundation) that
gave momentum to the cause of international
standards. The IFRS Foundation, which oversees
the IASB, was created as a private-sector and pri-
vately-financed body, blessed by, but not formally
connected to, public institutions. The Constitution
stated that the new IASB would be focused on cre-
ating standards aimed at investor protection. An
independent and professional IASB, not beholden
to national or special parochial interests, and en-
dowed the standards with credibility. This inde-
pendence of the standard-setting process, much
like that in place with national standard-setters in
Japan and the United States, has been and re-
mains an essential asset in encouraging IFRS

adoption.



Today, more than 100 countries accept or man-
date the use of IFRS for some companies, and ac-
tive near-term consideration is underway in a
dozen more, including Japan and the United
States. Much of the initial impetus resulted from
the 2002 European Union decision to adopt IFRSs
for its publicly traded companies as part of the ef-
fort to create a common European capital market,
after decades of failed attempts to set common
standards through EU primary legislation. This
decision made the European Union the catalyst for
IFRS adoption worldwide and spurred the ad-
vancement of IFRS across Asia-Oceania, Africa,
and the Americas. IFRS became an alternative to

US GAAP for international capital raising.

Also, the financial scandals of 2001 and 2002 fol-
lowing the collapse of Enron opened the door to
international standards in the United States. Be-
ginning with the 2002 Norwalk Agreement, an in-
tensive and joint convergence programme has
been a dominant feature of the IASB's agenda.
For the TASB, the pursuit of convergence has been
a means to facilitate adoption of IFRS in the
United States. Importantly, the convergence proc-
ess has led to improvements of the inherited stan-
dards, reduced differences with US GAAP, and
led to the removal of the reconciliation require-
ment by the US SEC. At the same time, the United
States has yet to make a final decision on IFRS
adoption for US companies, and the SEC has indi-
cated progress on convergence will be a key factor
in the decision. In a recent work plan the SEC in-
dicates that it expects to make a decision on IFRS

adoption in 2011.

global standard
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Finally, with the other major economic powers ei-
ther adopting IFRSs or converging with IFRSs,
the decision of the standard-setting authorities in
Japan, followed by China and India, to pursue ac-
tive convergence with IFRS has helped to ensure
that IFRS became the only possible global stan-
dard.

Now the model of convergence is moving to adop-
tion, and Japan will play a major role in deter-
mining whether the transition to global adoption
is complete. Japan has already sent a strong en-
dorsement of IFRSs to the marketplace. Following
the publication of Japan's IFRS Roadmap by the
Financial Services Agency (FSA), the first Japa-
nese companies have now begun to issue IFRS fi-

nancial statements for domestic filing purposes.

Similarlys to the US SEC, the Japan FSA is now
considering whether to mandate IFRS adoption
for Japanese companies at a critical juncture in
the IFRS Foundation's history. The FSA intends
to make a decision on mandatory application of
IFRSs in Japan around 2012. In making its deci-
sion, the FSA will consider the evolution of IFRS
adoption efforts internationally, the strength of
the IFRS Foundation as an institution, and the re-

sponsiveness of the IASB to Japanese concerns.

The financial crisis only further highlights the
need for global standards and focuses greater at-
tention on the upcoming adoption decisions taking
place in Japan and. The leaders of G20 countries
have continued to recognise the importance of a

common set of accounting standards. At the
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Toronto Summit in June 2010, in their statement,
the G20 leaders “re-emphasized the importance

we place on achieving a single set of high quality

While IFRS is well positioned to become the global
standard, achieving that objective is not yet guar-
anteed. Indeed, the decision on mandating IFRS
adoption facing the US Securities and Exchange
Commission (expected in 2011) and the Japan
FSA (expected in 2012) will play a major role in
determining the extent of international adoption.
These decisions will have wide ranging conse-
quences and could impact the consideration of
IFRSs by other major economies, including China

and India.

There is a natural temptation of countries (and
stakeholders within those countries) to argue
against full adoption of IFRSs, to call for conver-
gence of national standards and IFRSs rather
than adoption, or to introduce national exceptions
to IFRS rules. The temptation to pursue conver-

gence rather than adoption should be resisted.

Convergence by definition will not lead to a com-
mon set of global standards. Convergence may
narrow differences, but will not produce identical
results because each set of standards have differ-

ent starting points and convergence will not

The argument against national and regional vari-

ants is not to dismiss the need to take int account
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improved global accounting standards.” This was
the third time that the G20 Leaders recognised the

relevance of global standards.

address all of the details. The benefits of IFRS
adoption cited above, particularly in relation to
comparability for investors, are partially lost in

favoring convergence rather than adoption.

Countries choosing to adopt IFRSs should also
avoid creating national or regional variants of
IFRSs. Understandably, different interest groups
will cite special circumstances as justification for
national and regional exceptions. However, na-
tional and regional exceptions have a cost, and
these long-term costs should be weighed against

the perceived immediate benefits.

Consider the following. Each country has its own
culture, history, and legal system. Logically,
there will be inevitable pressure within each juris-
diction to adapt the standards on that basis, and
the circumstances (and proposed adaptations of
IFRS) would be different in each country. The
risk is that countries wishing to account for their
own particular “special” circumstances will cre-
ate a new form of national standards, returning
us to the status quo before the establishment of
TASB.

for particular local concerns. All perspectives

should be heard and properly understood. The



Trustees of the IFRS Foundation in their over-
sight capacity and the IASB through its due proc-
ess must ensure that different perspectives are
understood, and all interested parties are heard in
the standard-setting process. In a recent revision
to its governance documents, the IFRS Foundation

emphasized the need to have due process.

As it relates to Japan's involvement in the devel-
opment of IFRSs, the voice of Japanese stake-
holders is significant. First, Japan is reflected in
all levels of the IFRS Foundation's governance
(on the Monitoring Board, Trustees, the IASB,
the IFRS Advisory Council, the IFRS Interpreta-
tion Committee, and the IASB's staff) . Second,
in July 2010, the IFRS Foundation appointed
Tsugouki Fujinuma, former President of the Japa-
nese Institute of Certified Public Accountants
(JICPA), as one of two vice chairs of the IFRS
Foundation Trustees. Third, at their October 2010
meeting in Seoul, the IFRS Foundation Trustees
agreed, subject to agreeing satisfactory arrange-
ments, that the first Asia-Oceania liaison office
be located in Tokyo. This office would assist the

TASB in receiving views from Asia-Oceania on

matters before the Board.

As the Foundation and the IASB face the near
prospect of global adoption, the organization is
now confronting the challenges that come with in-
creased global responsibility. First, in conjunction
with the Monitoring Board, the Trustees need to
ensure that the governance of the organization re-
flects the public interest appropriately and pro-
vides sufficient

public accountability. The

O IFRSBALBET

In addition to these recent decisions, the IASB has
a firm commitment to engage with standard-
setters and other policymakers throughout the
Asia-Oceania region. The IASB will remain an ac-
tive participant in the recently created Asia-
Oceanian Standard-Setters Group. The IASB,
with Trustee support, attends the annual Asia-
Oceania Policy Forum. Continued bilateral rela-
tions with the Accounting Standards Board of
Japan, as in other jurisdictions, is and will remain

vital to ensuring all voices are heard.

Moreover, the TASB recognizes the importance of
receiving views directly from private sector and
other stakeholders in the standard-setting proc-
ess. The IASB is already undertaking a range of
outreach and stakeholder communication activi-
ties to inform and educate, to explain and clarify
our proposals and to provide opportunities for in-
terested parties to discuss and debate them with
us. These activities supplement the formal due
process activities such as round-table meetings.
This form of outreach in Asia-Oceania will only
intensify as more economies in the region adopt
IFRS.

Monitoring Board is now undertaking a review of
its own governance arrangements, and the Trus-
tees are undertaking a strategy review to help
guide the organization as it enters its second dec-
ade. Any changes must preserve the independence
of the standard-setting process, which has been

the key factor in the rise of IFRS.
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Second, while not an exclusive responsibility of
the IFRS Foundation and the IASB, the organiza-
tion has an interest in working towards the con-
sistent application and interpretation of IFRS.
Divergences in practice undermine the goal of
comparable financial information. The IFRS
Foundation and the IASB support consistency of
application through the IFRS Interpretation Com-
mittee, the Foundation's Education Initiative, and
the establishment of an IFRS XBRL taxonomy.
The organization regularly consults with securi-
ties regulators and audit firms, who have explicit
responsibility in this area. However, as the reach
of IFRS expands, the issue of consistency will

need constant attention.

Finally, the organization must secure a global
basis of financing that provides sufficient re-
sources to enable effective and efficient opera-
tions. Since 2006, the Trustees have sought to
establish national financing regimes, proportion-
ate to a country's relative GDP, that establish a
levy on companies or provide an element of pub-
licly supported financing. Now a growing portion
of the Foundation's finances is based on such re-
gimes, and this approach has been particularly
successful in Asia-Oceania and Europe. Japan has
been a leader in this effort and remains a model

for other countries to follow. However, voluntary
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systems remain in place; some countries contrib-
ute under their fair share or not at all; budget
deficits are currently projected if new financing is
not found; and the Trustees do not have the
authority to mandate financing where systems do
not exist. Working with public authorities, the
Foundation will seek to resolve the issue of fi-

nancing in the coming months.

In the next 18 months, US and Japanese authori-
ties have key decisions to make regarding IFRS
adoption. These decisions are critical to determin-
ing whether the IFRS Foundation will succeed in
achieving its ultimate mission of a single set of
global standards. IFRS is well positioned to be-
come the global standard for financial reporting,
but this success is far from guaranteed. The re-
cent actions taken by the IFRS Foundation signal
the importance that the Foundation attaches to
the Japanese commitment and the growing voice
of Asia-Oceania in the Foundation's affairs. The
stakes for Japan and the global economy are
great, and it is important that all interested par-
ties work together to achieve a positive outcome.
The expectation is that the Japanese contribution
to the development of IFRS as a global standard
will continue to be a key factor in the IFRS Foun-

dation's activities as it enter its second decade.



O IFRSBALBET

Tom Seidenstein

Tom Seidenstein joined the IFRS Foundation (previously the IASC Foundation) in 2001, where he is currently
Chief Operating Officer. The IASC Foundation is the oversight body to the International Accounting Standards
Board, the London-based organization responsible for the creation of a single set of International Financial Re-
porting Standards (IFRSs) . As a senior member of the management team, Mr. Seidenstein manages the IASC
Foundation’s public policy activities and relationships with public bodies and other regulatory authorities,
serves as the organization's principal financial officer, manages the day-to-day operations, and serves as cor-
porate secretary to the 22-member international board of Trustees.

Before joining the IFRS Foundation, Mr. Seidenstein was an Executive Director at CCS Fundraising, a global
consulting firm to not-for-profit institutions. Previously he worked on a range of economic and foreign policy
issues in Washington, DC, as the Special Assistant to the Managing Director of the Center for Strategic and
International Studies (1995-1997) and as a Financial Analyst at the Overseas Private Investment Corporation

(Summer 1998) .

Mr. Seidenstein is a Trustee of the Make-A-Wish Foundation UK. He served as a member of XBRL Interna-
tional's Board of Advisors from 2007 to 2009. In 2006 and 2007, he participated in the Young Leaders Study
Group on the Future of Europe, organized by the American Council of Germany, Drager-Stiftung, and Zeit-
Stiftung. He is a founding member of the Princeton Class of 1995 Summer Service Fund Committee, established
to provide funding to students undertaking public service summer internships and research.

Mr. Seidenstein received a Master's degree in public policy from the Kennedy School of Government at Harvard
University and an undergraduate degree (AB) from Woodrow Wilson School of Public and International Af-

fairs at Princeton University.

August 2010
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