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Introduction 

 The mission of the IFRS Foundation and the International 

Accounting Standards Board (IASB) is to develop 

International Financial Reporting Standards (IFRS) that 

bring transparency, accountability and efficiency to 

financial markets around the world. They seek to serve 

the public interest by fostering trust, growth and long-

term stability in the global economy.
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.. Introduction 

 These regulators tend to insist either on conformity with 

local Generally Accepted Accounting Practice (GAAP) 

or on a formal reconciliation to local GAAP. These 

procedures are tedious and time-consuming, and the 

human resources and technical knowledge to carry 

them out are not always widely available, leading many 

would-be registrants to forgo the opportunity of 

broadening their investor bases and potentially lowering 

their costs of capital.
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.. Introduction 

 However, the American Institute of Certified Public 
Accountants (AICPA), which oversees the private-sector 
auditing profession’s standards in the US, amended its rules in 
2008 to fully recognise IASB as an accounting standard setting 
body (giving it equal status with the Financial Accounting 
Standards Board (FASB)), meaning that auditors and other 
service providers in the US could now issue opinions (or 
provide other levels of assurance, as specified under 
pertinent guidelines) which affirmed that IFRS-based financial 
statements conformed with “generally accepted accounting 
principles.” This change, coupled with the promulgation by 
IASB of a long-sought standard providing simplified financial 
reporting rules for privately held entities
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.. Introduction 

Despite the progress towards convergence described 

above, the SEC dealt a blow to hopes of future alignment 

in its strategic plan published in February 2014. The 

document states that the SEC “will consider, among other 

things, whether a single set of high-quality global 

accounting standards is achievable,” which is a significant 

reduction in its previously expressed commitment to a 

single set of global standards. This leaves IFRS and US GAAP 

as the two comprehensive financial reporting frameworks 

in the world, with IFRS gaining more and more momentum.
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ORIGINS AND EARLY HISTORY OF THE 
IASB

 Financial reporting in the developed world evolved from two broad 

models, whose objectives were somewhat different. The earliest 

systematised form of accounting regulation developed in continental 

Europe in 1673.
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… ORIGINS AND EARLY HISTORY OF THE 
IASB

 This “code law” family of reporting practices was much developed by 

Germany after its 1870 unification, with the emphasis moving away from 

market values to historical cost and systematic depreciation. It was used 

later by governments as the basis of tax assessment when taxes on business 

profits started to be introduced, mainly in the early twentieth century.

Prepared by: Mohammed ALASHI

8



… ORIGINS AND EARLY HISTORY OF THE 
IASB

This model of accounting serves primarily as a means of

moderating relationships between the individual entity and
the state. It serves for tax assessment, and to limit dividend

payments, and it is also a means of protecting the running

of the economy by sanctioning individual businesses which

are not financially sound or are run imprudently.
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… ORIGINS AND EARLY HISTORY OF THE 
IASB

 This second model of financial reporting, sometimes referred to as the 

Anglo-Saxon financial reporting approach, can be characterised as 

focusing on the relationship between the business and the investor, and on 

the flow of information to the capital markets. Government still uses 

reporting as a means of regulating economic activity (e.g., the SEC’s 

mission is to protect the investor and ensure that the securities markets run 

efficiently), but the financial report is aimed principally at the investor, not 

the government.
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… ORIGINS AND EARLY HISTORY OF THE 
IASB

 Neither of the two approaches to financial reporting described above is 

particularly useful in an agricultural economy, or to one that consists entirely 

of microbusinesses, in the opinion of many observers.
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… ORIGINS AND EARLY HISTORY OF THE 
IASB

 IFRS are an example of the second, capital market-oriented, system of financial 

reporting rules. The original international standard setter, the International 

Accounting Standards Committee (IASC) was formed in 1973, during a period 

of considerable change in accounting regulation. In the US, the FASB had just 

been created, in the UK the Accounting Standards Committee had recently 

been set up, the EU was working on the main plank of its own accounting 

harmonisation plan (the Fourth Directive), and both the UN and the 

Organisation for Economic Co-operation and Development (OECD) were 

shortly to create their own accounting committees. The IASC was launched in 

the wake of the 1972 World Accounting Congress (a five-yearly get-together of 

the international profession) after an informal meeting between representatives 

of the British profession (the Institute of Chartered Accountants in England and 

Wales—ICAEW) and the American profession (the American Institute of Certified 

Public Accountants—AICPA).
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… ORIGINS AND EARLY HISTORY OF THE 
IASB

 In the first phase of its existence, the IASC had mixed fortunes. Once the 

International Federation of Accountants (IFAC) was formed in 1977 (at the 

next World Congress of Accountants), the IASC had to fight off attempts to 

make it a part of IFAC. It managed to resist, coming to a compromise 

where IASC remained independent but all IFAC members were 

automatically members of IASC, and IFAC was able to nominate the 

membership of the standard-setting Board.
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… ORIGINS AND EARLY HISTORY OF THE 
IASB

 Historically, a major criticism of IFRS had been that it essentially endorsed all 

the accounting methods then in wide use, effectively becoming a “lowest 

common denominator” set of standards. The trend in national GAAP had 

been to narrow the range of acceptable alternatives, although uniformity 

in accounting had not been anticipated as a near-term result.
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… ORIGINS AND EARLY HISTORY OF THE 
IASB

 The IASC launched its Comparability and Improvements Project with the 

goal of developing a “core set of standards” that would satisfy IOSCO. 

These were complete by 1993, not without difficulties and spirited 

disagreements among the members, but then—to the great frustration of 

the IASC—the standards were not accepted by IOSCO. Rather than 

endorsing the standard-setting process of IASC, as was hoped for, IOSCO 

appeared to want to cherry-pick individual standards. Such a process 

could not realistically result in near-term endorsement of IFRS for cross-

border securities registrations.
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The current structure 
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… The current structure 

 The Monitoring Board is responsible for ensuring that the Trustees of 

the IFRS Foundation discharge their duties as defined by the IFRS 

Foundation Constitution and for approving the appointment or 

reappointment of Trustees. The Monitoring Board consists of the 

Board and the Growth and Emerging Markets Committees of the 

International Organization of Securities Commissions (IOSCO), the 

European Commission (EC), the Financial Services Agency of Japan 

(JFSA), the US Securities and Exchange Commission (SEC), the 

Brazilian Securities Commission (CVM), the Financial Services 

Commission of Korea (FSC) and Ministry of Finance of the People’s 

Republic of China (China MOF). The Basel Committee on Banking 

Supervision participates as an observer.
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… The current structure 

 The IFRS Foundation is governed by trustees and reports 

to the Monitoring Board. The IFRS Foundation has 

fundraising responsibilities and oversees the standard-

setting work, the IFRS structure and strategy. It is also 

responsible for a five-yearly formal, public review of the 

Constitution.
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… The current structure 

The IFRS Advisory Council is the formal advisory 

body to the IASB and the Trustees of the IFRS 

Foundation. Members consist of user groups, 

preparers, financial analysts, academics, 

auditors, regulators, professional accounting 

bodies and investor groups.
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… The current structure 

The IASB is an independent body that is solely 

responsible for establishing International 

Financial Reporting Standards (IFRS), including 

the IFRS for SMEs. The IASB also approves new 

interpretations.
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… The current structure 

The IFRS Interpretations Committee (formerly the International Financial 

Reporting Interpretations Committee)—IFRSIC—is a committee 

comprised largely of technical partners in audit firms but also includes 

preparers and users. IFRIC’s function is to answer technical queries from 

constituents about how to interpret IFRS—in effect, filling in the cracks 

between different requirements. In recent times, it has also proposed 

modifications to standards to the IASB, in response to perceived 

operational difficulties or the need to improve consistency. IFRIC liaises 

with the US Emerging Issues Task Force and similar bodies and standard 

setters in order to preserve convergence at the level of interpretation.
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PROCESS OF IFRS STANDARD SETTING

The IASB has a formal due process, which is currently set out in the IFRS Foundation Due 
Process Handbook issued in February 2013 by the Due Process Oversight Committee (DPOC), 
and updated in June 2016 to include the final IFRS Taxonomy due process. The DPOC is 
responsible for:

1. reviewing regularly, and in a timely manner, together with the IASB and the IFRS 
Foundation staff, the due process activities of the standard-setting activities of the IASB;

2. reviewing, and proposing updates to, the Due Process Handbook that relates to the 
development and review of Standards, Interpretations and the IFRS Taxonomy so as to 
ensure that the IASB procedures are best practice;

3. reviewing the composition of the IASB’s consultative groups to ensure an appropriate 
balance of perspectives and monitoring the effectiveness of those groups;

4. responding to correspondence from third parties about due process matters, in 
collaboration with the Director for Trustee Activities and the technical staff;

5. monitoring the effectiveness of the IFRS Advisory Council (“Advisory Council”), the 
Interpretations Committee and other bodies of the IFRS Foundation relevant to its 
standard-setting activities; and

6. making recommendations to the Trustees about constitutional changes related to the 
composition of committees that are integral to due process, as appropriate.
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PROCESS OF IFRS STANDARD SETTING

 The due process comprises six stages: (1) setting the agenda; (2) project 

planning; (3) developing and publishing a Discussion Paper; (4) developing 

and publishing an Exposure Draft; (5) developing and publishing the IFRS; 

and (6) procedures after an IFRS is issued. The process also includes 

discussion of Staff Papers outlining the principal issues and analysis of 

comments received on Discussion Papers and Exposure Drafts. A pre-ballot 

draft is normally subject to external review. A near final draft is also posted 

on the limited access website. If all outstanding matters are resolved, the 

final ballot is applied.
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CONVERGENCE: THE IASB AND 
FINANCIAL REPORTING IN THE US

 However, certain convergence problems remain, largely of the structural 

variety. FASB operates within a specific national legal framework, while IASB 

does not. Equally, both have what they term “inherited” GAAP (i.e., 

differences in approach that have a long history and are not easily 

resolved). FASB also has a tradition of issuing very detailed, prescriptive 

(“rules-based”) standards that give bright-line accounting (and, 

consequently, audit) guidance, which are intended to make compliance 

control easier and remove uncertainties.
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IFRS FOR SMEs

 Notwithstanding the name, it is actually intended as an optional, somewhat 

simplified and choice-limited comprehensive financial reporting standard 

for enterprises not having public accountability. Many of the recognition 

and measurement principles in full IFRS have been simplified, disclosures 

significantly reduced and topics not relevant to SMEs omitted from the IFRS 

for SMEs. The IASB carried out a comprehensive review of the IFRS for SMEs 

which it completed in May 2015 resulting in limited amendments to the 

standard.
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IFRS FOR SMEs

 The IFRS for SMEs, available for use by non-publicly accountable entities of 

any size, is the solution that has been offered by IASB to this chronic 

problem.
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Modifications of Full IFRS made in IFRS 
for SMEs

 Omitted topics. Certain topics covered in the full IFRS were viewed as not being 
relevant to typical SMEs (e.g., rules pertaining to transactions that were thought 
to be unlikely to occur in an SME context), and have accordingly been omitted 
from the standard. This leaves open the question of whether SMEs could 
optionally seek expanded guidance in the full IFRS. Originally, when the 
Exposure Draft of IFRS for SMEs was released, cross-references to the full IFRS 
were retained, so that SMEs would not be precluded fromapplying any of the 
financial reporting standards and methods found in IFRS, essentially making the 
IFRS for SMEs standard entirely optional on a component-by-component basis. 
However, in the final IFRS for SMEs standard all of these cross-references have 
been removed, with the exception of a reference to IAS 39, Financial 
Instruments: Recognition and Measurement, thus making the IFRS for SMEs a fully 
stand-alone document, not to be used in conjunction with the full IFRS. An entity 
that would qualify for use of the IFRS for SMEs must therefore make a decision to 
use full IFRS or the IFRS for SMEs exclusively.
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Modifications of Full IFRS made in IFRS 
for SMEs

 Topics addressed in full IFRS, which are entirely omitted from the IFRS for 

SMEs, are as follows:

• Earnings per share;

• Interim reporting;

• Segment reporting;

• Special accounting for assets held for sale;

• Insurance (since, because of public accountability, such entities would be 

precluded from using IFRS for SMEs in any event).
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Recognition and measurement 
simplifications.

 For the purposes of the IFRS for SMEs, IASB has made significant 

simplifications to the recognition and measurement principles included in 

full IFRS. Examples of the simplifications to the recognition and 

measurement principles found in full IFRS are as follows:
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