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Abstract 

This thesis explores the challenges facing financial reporting in Europe both regulatory and 

technical in nature. This has involved research into the background of European legislation 

and conducting face to face semi-structured interviews with senior elite actors from 

institutions governing the regulatory and technical arrangements of general-purpose financial 

reporting practice in Europe. European companies are required to disclose information about 

their financial affairs. The European legislation governing company financial reporting was 

delegated to the International Accounting Standards Board (IASB) by the EU institutions via 

Regulation 1606/2002. 

This thesis argues that European agencies (represented by EFRAG) are caught in a devolved 

regulatory relationship where the International Accounting Standards Board (IASB) has been 

able to assume a relatively strong self-regulatory position. This weakens the agency that 

European legislative institutions have over their own legislation with regards to financial 

reporting practice. This thesis argues this loss of agency by European institutions over their 

legislation governing accounting practice is not a fait accompli but is challenged and 

contested as European institutions seek and need a more co-regulated arrangement. A key 

argument developed in this thesis is that regulatory arrangements governing accounting 

practice are evolving in terms of the distribution of responsibilities and control over European 

financial reporting practice. 

To understand how the regulatory landscape governing European accounting practice is 

changing we employ an investigative lens that is grounded in accounting. This investigative 

lens employs three elements that are regarded in the literature review as significant technical 

challenges facing accounting practice in Europe. The first of these is retaining or not prudent 

accounting practice, the second is concerned with the development of non-financial reporting 

and the third, concerns with installing the public interest not just investor interests in financial 

disclosures.  It is through this investigative lens that this thesis assesses the extent to which 

regulatory arrangements and agency governing accounting practice in Europe are shifting 

sands.  
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Chapter 1: Introduction 
 

1.1 Background  

Since the advent of statutory financial statements, companies have been required to disclose 

information about their financial affairs and the regulatory arrangements governing these 

disclosures reside with the International Accounting Standards Board (IASB) and in the US the 

Financial Accounting Standards Board (FASB).  In Europe the IASB has been delegated the 

responsibility for managing the regulations arising from legislation governing financial 

reporting practice. 

On 13 June 2000, the Commission published its Communication on ‘EU Financial Reporting 

Strategy: the way forward’ in which it was proposed that all publicly traded Community 

companies prepare their consolidated financial statements in accordance with one single set 

of accounting standards, namely International Accounting Standards (IAS), at the latest by 

2005 (European Commission, 2000).  

This regulation was an important step towards reinforcing the European Union objective, set 

out in Article 4, namely that all companies admitted to trading on a regulated market shall be 

required to prepare consolidated accounts in accordance with IAS/IFRS, at the latest from 

2005 onwards. This would, it was stated, ensure a high degree of transparency and 

comparability of financial statements and hence an efficient functioning of the Community 

capital market and of the Internal Market. 

The delegation of regulatory arrangements governing accounting practice to the IASB by the 

European Parliament and Commission at this time also helped to further strengthen the self-

regulatory powers of the IASB. The IASB was responsible for updating the constitution 

governing financial reporting practice, namely, the so-called Conceptual Framework and 

issued international financial reporting standards (IFRS). According to the IASB’s International 

Financial Reporting Standard (IFRS) website: 

‘The Conceptual Framework sets out the fundamental concepts for financial reporting 
that guide the Board in developing IFRS Standards. It helps to ensure that the 
Standards are conceptually consistent and that similar transactions are treated the 
same way, so as to provide useful information for investors, lenders and other 
creditors.’ (IFRS, no date a). 
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In Europe the regulatory responsibility for endorsing the IASB’s accounting standards lies with 

the European Financial Reporting Advisory Group (EFRAG). EFRAG’s role in terms of endorsing 

the IASB’s Conceptual Framework and IFRS has come under critical review with the 

publication of the Maystadt report in 2013 with the title:  Should IFRS standards be more 

"European"? Mission to reinforce the EU’s contribution to the development of international 

accounting standards. This report reflected a growing political understanding that there was 

a need to reinforce agency through a more co-regulated arrangement between the European 

Union (EFRAG) and IASB with regards to the governance of accounting regulations and 

endorsement. That is EFRAG should ensure that the European public interest was represented 

in the ongoing changes made to the standards governing general purpose financial reporting 

(Maystadt, 2013).  

The European public interest is a fundamental judgement criterion for the EU's adoption of 

IFRS under Art. 3 no. 2 of Regulation no. 1606/2002 and that: ‘The international accounting 

standards can only be adopted if they are not contrary to the principle set out in Article 2(3) 

of Directive 78/660/EEC and in Article 16(3) of Directive 83/349/EEC and are conducive to the 

European public interest.’ (Forth directive, 78/660/EEC, 1978; Seventh Directive, 83/349/EEC, 

1983). 

The Maystadt report also reinforced the need for accounting to be prudent and that the 

reorientation of financial reporting from historic cost accounting (HCA) towards market value 

or fair value accounting (FVA) might have contributed to financial instability risk during the 

financial crisis. Maystadt noted this might not be in the public interest as set out in Article 

2(3) of Directive 78/660/EEC (op. cit.) and in Article 16(3) of Directive 83/349/EEC (op.cit). In 

this respect the Maystadt report utilises the IASB’s lack of a clear commitment to prudent 

accounting practice to highlight how this might not be in the European public interest. Using 

these intervention devices Maystadt is able to call for a strengthening of EFRAG in the 

endorsement process of IFRS issued by the IASB and thereby strengthen EFRAG’s agency over 

the accounting standards and the Conceptual Framework. 

Recently, European legislators are now requiring companies to disclose information about 

non-financial factors, specifically about the strength of Environment, Social and Governance 

(ESG) arrangements with stakeholders. These developments have been largely situated 
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outside of the traditional financial reporting regulatory arrangements. Including such 

organisations as: International Integrated Reporting Council (IIRC), Gender Pay Gap, 

Greenhouse Gas Emissions, and Modern Slavery in the Supply Chain, just to mention a few. 

These information requirements are now set out in the European non-financial disclosure 

directive (Directive 2014/95/EU) and Corporate Sustainability Reporting. These non-financial 

reporting initiatives have been driven forward by the European Commission which has co-

opted new organisations into the non-financial reporting pillar established within EFRAG. 

This, we note, could be interpreted as further strengthening EFRAG’s co-regulatory agency on 

behalf of the European Parliament and Commission and diluting the IASB’s self-regulatory 

capacity. 

1.2 Aims of the research 

This thesis aims to explore how the general-purpose financial reporting in Europe face both 

regulatory and technical challenges and how actors within the regulatory space governing 

accounting practice understand and respond to these challenges. This thesis employs a lens 

to explore both the regulatory and technical challenges impacting upon general purpose 

financial reporting. Specifically, this thesis employs three critical challenges faced by 

accounting practitioners and the general purpose of financial reporting: the investor versus 

public interest, prudent accounting and non-financial reporting. These technical challenges 

have implications also for the organisation of regulatory arrangements governing accounting 

practice.  

One aim of this thesis is to focus on the agency relationship between the European legislative 

Institutions and the International Accounting Standards Board (IASB) the agency delegated 

responsibility for financial reporting practice for the European Union member states. This 

thesis will consider the extent European legislative institutions have fully delegated the 

regulation of accounting to a self-regulating agency such as the IASB or whether European 

institutions are securing some agency through a more co-regulated arrangement over 

accounting practice.  The use of the term agency in this regard is employed to reflect upon 

the extent to which the interests of the state actors issuing legislation aligns with the 

motivations and actions of institutions to which it has delegated regulatory responsibilities 

for general purpose financial reporting.  
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It is possible for an agency gap to arise in circumstances where the state as legislator becomes 

disconnected from the actions taken by institutions that are also strongly self-regulated. 

However, it is possible that over a period of time the legislators’ intentions are not fully being 

met by the outside institution to which responsibility has been delegated. Shearing (1993) 

and Kempa et al. (1999) acknowledge the existence of a regulatory struggle among political 

institutions of the state and the private institutions and corporations that have been 

delegated regulatory responsibility. 

In an earlier period, the IASB’s general objectives for financial reporting aligned with those of 

the European Union in terms of fostering and promoting capital market efficiency through 

the provision of relevant, decision useful information for investors in the debt and equity 

capital markets. The governance approach of the EU towards overseeing its directives and 

regulations interpreted as a form of: ‘Open Method of Coordination’ (OMC). That is the state 

delegates regulatory responsibilities attached to its legislation to other actors and 

stakeholders for either the design and implementation of regulation or both. Representing 

an archetype of cooperation between the public and the private agencies to achieve public 

goals (Grignaschi, 2019). This delegation of regulatory oversight to the IASB could also be 

explained as the result of ‘soft regulatory power’ that is the senior personnel in private 

institutions can on the one hand be undertaking responsibility for the delivery of regulatory 

initiatives and on the other acting as members of the European state apparatus. 

This delegation of regulatory responsibilities attached to European legislation to the IASB 

carried with it two consequences: first, it signalled an increased alignment between European 

economic and capital market governance in the broader context of promoting global liberal 

economic and financial markets. Second, these arrangements could be read as inflating the 

democratic deficit in Europe because agency over the control and purpose of financial 

reporting has been diluted. 

Gunningham and Rees (1997) observe that self-regulating institutions like the IASB will still 

be conjoined to the state, even if these relation’s might in the first instance seem to be quite 

passive. The point made is that where there are changed circumstances these require the 

state institutions to take back control and this is always possible where things go wrong such 

that a shock activates a more pro-active relation between the state and its regulatory agency. 
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In this thesis we argue that that three technical challenges/debates pertaining to general 

purpose financial reporting can be employed to explore the evolution of the agency gap 

between the IASB as custodian of financial reporting practice and the interest(s) of European 

Institutions represented by EFRAG and its role in endorsing accounting standards.   

This thesis employs three key technical challenges/debates as a lens to explore the extent to 

which EFRAG (on behalf of the European legislative bodies) is becoming more involved, that 

is in a co-regulatory arrangement with the IASB, which in turn is diluting the IASB’s self-

regulatory capacity. The three debates/technical challenges we employ to frame this 

investigation are:  

(a) the installation of the public interest in financial reporting practice;  

(b) the loss of prudence as a core accounting concept in the Conceptual Framework; 

(c) the drive to introduce non-financial environment, social and governance (ESG)      

reporting.  

With regards to accounting in the public interest, the IASB’s Conceptual Framework governing 

the general purpose and objectives of financial reporting is fundamentally geared towards 

the provision of relevant information to investors to promote efficient capital markets. The 

Conceptual Framework is a defining body of interrelated objectives and fundamentals. The 

objectives identify the goals and purposes of financial reporting and the fundamentals are the 

underlying concepts that help achieve those objectives, for example, relevant information, 

faithfully represented.  

The Conceptual Framework prioritises the decision useful information needs of investors 

needs of investors are then often conflated with also aligning with a broader ‘public interest’ 

which is concerned with stabilizing financial markets and promoting their efficient 

functioning. Biondi (2009) takes a different perspective first noting that accounting 

disclosures and the provision of information to investor’s matters but there are also ‘public 

interest’ consequences flowing from the provision of accounting disclosures for the 

management and stewardship of resources and how this is employed to mediate conflicts of 

interest between different stakeholder groups (Biondi, 2009:5).  Significantly, we also note 
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that the Maystadt report challenged the existing endorsement arrangements between the 

European Commission (and its nominee EFRAG) and the IASB with regards to the main 

objective of financial reporting namely: the provision of decision useful information to 

investors. Specifically, EFRAG must formally review and endorse all criteria set out in Article 

3 of the IFRS regulation, which also includes meeting a European public interest criterion. 

Meeting the public interest may not, for example, align with the provision of relevant 

information to investors such as market value adjusted measures if these lead on to firm level 

instabilities and financial market volatility. 

A first aim of this thesis is to explore how the ambiguity between financial reporting as being 

the provision of decision useful information for investors versus the challenge of meeting a 

public interest and financial market stability requirement. This is not simply a technical 

challenge but also one which has implications for the regulatory arrangements governing 

accounting practice. On the one hand, the IASB as a self-regulator is concerned with 

provisioning decision useful information for investors, however, on the other, European 

legislative agencies are concerned with securing stable financial markets and growth and 

reinstate their agency through a more co-regulated arrangement.  

A second investigative aim of this thesis is to explore the reasons why the dominant organising 

principle of Prudence was dropped from the IASB’s 2010 Conceptual Framework. The 

argument for removing Prudence often sits on a technical argument that there is a tendency 

to understate profits (assets) and overstate liabilities. This is an argument about managers 

hoarding funds rather than releasing these funds to investors using the vial of Prudence to 

hide these reserves. To what extent do respondents to the interviews carried out for this 

thesis agree that Prudence should or should not be removed from the accounting Conceptual 

Framework? The issue of whether or not to include Prudence in the Conceptual Framework 

can also be interpreted as a challenge to the IASB’s position in this regard and a reinstatement 

of the European legislators view that prudence with regards to financial disclosures is 

necessary.   

Prudence in accounting and financial reporting has a long history and there has been 

considerable debate about whether International Financial Reporting Standards (IFRS), as the 

key global standards, should include Prudence and state its importance in their Conceptual 
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Framework. This debate amplified because the IASB removed the fundamental concept of 

Prudence from its Conceptual Framework governing accounting practice in 2010 just after the 

financial crisis which was partly understood as arising from a lack of financial Prudence:    

‘This debate has been triggered by, for example, dissatisfaction with IFRS’s role in the 
prelude to and the fall-out from the financial crisis – did a lack of prudence in the IFRS 
help create the over-exuberance of expansion, unrealised profits, unjustified bonuses 
and dividends? Another trigger was the elimination of prudence from the part of the 
IFRS conceptual framework introduced in 2010, ironically just after the crisis.’ (ACCA, 
2014:3) 

As we have noted with regards to prudent accounting practice the 2010 Conceptual 

Framework issued by the IASB eliminated prudence as a key organising principle. The 

argument for the removal of Prudence, as a central organising principal governing the 

presentation of financial information, was related to a technical argument about ‘hidden 

reserves’ and information Neutrality.  Whilst prudential accounting ensured that assets or 

income were not overstated and liabilities not understated. This approach was challenged on 

the basis that it created hidden reserves and was not a neutral representation of the financial 

numbers. As well as the ‘deliberate understatement of assets or income’ and the ‘deliberate 

overstatement of liabilities and expenses’ would conflict with neutrality’ (IASC, 1989, para. 

37; Pelger, 2019). Although Prudence does re-appear in the 2018 Conceptual Framework 

drafting it is relegated to a sub-component of Neutrality which is itself subsumed within the 

concept of Faithful Representation.  

Replacing Prudence with Neutrality was, it is noted in this thesis, coincident with a 

fundamental change in accounting measurement practice with regards to the installation of 

fair value accounting (FVA). The fair value of assets and transactions is their market value or 

price and these measures serve, it is argued, to limit managerial discretion. Furthermore, the 

justification for fair value accounting (FVA) is that it provides investors with relevant and 

verifiable information upon which to judge risk attached to their investment allocations. Barth 

and Landsman noting that: ‘the information derived from market values and transactions is 

not subjective and subject to manipulation by managers because de facto they are de facto 

verifiable.’ (Barth, Landsman and Lang, 2008; Barth, Landsman, 2018:16). 
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In 2016 the European Committee on Economic and Monetary Affairs noted that it welcomed 

the reintroduction of Prudence into the Conceptual Framework drafting but: ‘regrets that the 

IASB’s interpretation of 'prudence' only means 'prudent treatment of discretion'. The 

European Committee also noted that the IASB's understanding of the principles of Prudence 

and Stewardship is not the same as what is stated in the relevant ECJ case-law and the 

Accounting Directive (European Parliament, Committee on Economic and Monetary Affairs, 

2016). 

A second subsidiary objective of this thesis relates to the issue of Prudence in accounting 

practice but with regards to the introduction of Fair Value Accounting (FVA). It has been 

argued that FVA is a more prudent approach to recording financial information because it 

does so at market value. However alterative academic arguments suggest that importing 

market values into company financial statements can lead to volatility and instability when 

market values are depressed. How do respondents to the interviews carried out for this thesis 

align FVA with prudent accounting and if not, what arguments are put forward to suggest that 

FVA is not a prudent way forward for financial reporting? The regulatory aspect here is with 

regards to the European Parliaments desire to maintain stable financial markets and growth 

and the IASB’s commitment to FVA. The academic literature suggests that the adoption of 

FVA was, in part, to blame for financial instability in the last financial crisis as firms adjusted 

balance sheets to new lower market prices.   

The final key issue aim of this thesis is with regards to the installation of non-financial 

reporting that is disclosures about broader Social and Environmental and Governance (ESG) 

issues within the general-purpose financial statements. This has been a long-standing debate 

in accounting but generally resisted on the basis that the financial accounts should be just 

that financial in nature. In 2014 the European Parliament formally issued its Non-Financial 

Reporting Directive (NFRD Directive, 2014/95/EU, 2014) was a major step towards 

acknowledging the importance of businesses divulging information on sustainability such as 

‘social and environmental factors, with a view to identifying sustainability risks and increasing 

investor and consumer trust’ (Directive 2014/95/EU, 2014). Although the NFRD directive is a 

technical challenge about how to report this data, there are also contests of the self-

regulatory agency of the IASB, because the European Parliament and its agencies are taking 

the lead with regards to the development of the directive on non-financial reporting. It also 
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moves the focus away from investors’ information needs towards disclosures that 

incorporate other wider public policy objectives associated with Environment, Social and 

Corporate Governance. This presents a challenge to the IASB and its self-regulatory influence 

and control over the Conceptual Framework governing accounting standards. This is also the 

case when the IASB’s traditional expertise is grounded in the supply of financial expertise 

rather than knowledge about: governance, use of natural resources and social and ethical 

demands. This lack of expertise opens up the opportunity for new agencies with expertise to 

enter the regulatory space governing accounting diluting the IASB’s influence.    

The aims of this thesis are to explore the extent to which the regulatory arrangements 

governing accounting practice in Europe are strongly self-regulated by the IASB which has 

delegated authority over accounting practice. Or to consider how and in what ways these 

regulatory arrangements are shifting to a stronger co-regulated arrangement. To explore this 

regulatory proposition this thesis constructs an investigative lens which is grounded in 

financial reporting practice. Specifically, the investigative lens employs three current debates 

and challenges facing accounting practice in Europe: installing the public interest in 

accounting in addition to the information needs of interests of investors; the removal of 

Prudence as a key concept underpinning accounting practice and the drive towards non-

financial reporting. These three dimensions of the investigative lens are employed to frame 

the research questions and interviews undertaken with elite actors who are involved in the 

regulation of general-purpose financial reporting. The objective is to explore both the 

technical accounting challenges but also understand the extent to which the regulatory-

agency relationship as between the IASB and EFRAG (on behalf of European legislature) is 

being impacted by these changes. 

1.3. Research Approach  

This research is grounded in a qualitative interpretivist approach as the researcher will employ 

semi-structured in-depth interviews to elicit the respondents understanding of their role and 

understanding of the financial reporting process and how they personally interpret the rules, 

regulations and challenges governing financial reporting. From a qualitative research 

perspective, a structured interview is quite limiting because it is not capable of adaption to 

the different respondents and their perspectives.  
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A semi-structured interview will be employed because it allows for more flexibility in relation 

to circumstances and the respondents capacity to respond, more or less, to certain questions. 

The semi structured interview will involve having a set of guiding questions that will keep the 

interview on track in terms of covering the main issues of concern to the researcher. 

In-depth interviews can help to elicit personal stories thereby informing the richness of the 

qualitative information gathered and here respondents may also offer up stories to draw the 

researcher into something participants are already doing: telling stories about their lives, 

experiences and in turn also making sense of their lives. These private responses require that 

the interview is cleared with the respondents and also that these are kept anonymous. 

Nunkoosing (2005) observes that: ‘much of the reason for our ethical emphasis on anonymity 

is due to the fact that the interview makes public what is often as being private thoughts and 

behaviour.’ (Nunkoosing, 2005: 700). 

To enhance the validity and reliability of findings (Collis and Hussey, 2014) the semi -

structured questionnaire was piloted with one academic and also one practitioner in 

accounting.   

A particular feature of the interviews undertaken for this thesis is that interviewees will be 

very senior professionals and this is important for the research undertaken for this thesis. 

These individuals by virtue of their position and experience are likely to have the depth of 

insight on both the technical and policy practice of company reporting. There is a literature 

on conducting ‘elite interviews’ which highlights the need for a flexible style, hence the use 

of semi-structured interviews. Also, the importance of building trust so to enable 

‘snowballing’ because interviewees also introduced the researcher to other professionals in 

their network (Harvey, 2011). 

1.4. Theoretical contribution and motivation for this thesis  
 

Accounting academics have reconceptualized the development and role of accounting 

practice in society. This approach has developed Richardson argues because of the ‘empirical 

failure of efficient market theory and contingency theory to provide rationales for the 

development of accounting techniques and systems’ (Richardson, 1987). This has led to 

explicit research that considers accounting in its organizational and social context. From this 
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academic perspective a number of approaches to the development of accounting and society 

have been developed through different lens including the markets and hierarchy framework 

(Johnson, 1983) or political economy approach (Tinker, 1980). 

 

Another perspective is research that seeks to understand accounting as a legitimating 

institution. These suggestions range from Cooper's (1980) observation that ‘accounting may 

be viewed as a means of sustaining and legitimizing social, economic and political 

arrangements’ and Tinker, Merino and Neimark 's (1982) arguments’ that accounting is an 

‘ideology’. 

This thesis seeks to understand what drives accounting change from the perspective of the 

regulatory agencies that govern accounting practice. To understand how accounting practice 

evolves and adapts and why some aspects of accounting practice and its regulation change 

(Burchell, Clubb and Hopwood, 1985). The significance of the research undertaken by 

Burchell, Clubb and Hopwood is that it does not deny that accounting is purposive but the 

authors rather seek to understand how a multitude of actors can impact on the shaping of 

accounting practice. That is, how and in what ways does the ‘social context’ have an impact 

on the nature of accounting practice in terms of the nature of the financial reporting practice 

and for whom this reporting is directed:  

‘The way organisations “regulate” accounting to serve organisational needs and 

values, in the context of societal (accounting) regulatory requirements, has also been 

an area of considerable interest.’ (Loughlin, 2007). 

Within the accounting literature there is considerable interest in understanding how 

accounting practice is both socially constructed and impacts upon society. One perspective is 

that which seeks to understand the regulation of accounting practice in the public interest 

(see for example Hopwood, 1983; Mayer, 1986). On the one hand, accounting practice is 

socially constructed and because it has an impact upon society regulations are necessary so 

that accounting serves this social interest. This thesis is also about understanding how 

changes in accounting practice are not only a reflection of changes in social relations but also 

dynamically governed by regulatory institutions with agency and influence over financial 

reporting practice. Where differing institutions have more or less agency at a given time with 
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regards to controlling the contested technical and conceptual development of accounting 

practice.  

Cooper and Robson (2006) observe that the:  

‘sites of professionalization projects and regulatory processes also matter. The 
agencies where regulation takes place affect both the outcome of the regulatory 
process and the legitimacy of the rules and practices produced. Changes in regulatory 
organizations (e.g., from professional committees controlled by accountants to 
standard setting bodies controlled by quangos or government agencies to trans- 
national agencies controlled by large corporations, including private accounting firms) 
affect opportunities for democratic control and legitimacy.’ (Cooper and Robson, 
2006). 

Cooper and Robson (2006) consider that there are two streams of research about accounting 

regulation the first of these is concerned with accounting regulation and standard setting: the 

rules governing how particular transactions are accounted for and second the regulation of 

accounting practice more broadly and what affects the changing role of accounting in society. 

Cooper and Robson (2006) observe that academic work on how accounting standards change 

can be undertaken relatively easily if meetings and documentation are available. However, 

the authors note that: ‘what is much harder to establish is how the agenda for accounting 

rules get determined, and what are seen to be appropriate or feasible rules.’ (Cooper and 

Robson, 2006). One interesting attempt by Young (1994) used the notion of a ‘regulatory 

space’ which helps to define purpose of financial reporting evolves over time in terms of its 

capture by legislators or by other agencies with devolved responsibilities. In addition, the 

nature of accounting practice can also evolve, for example, Everett and Neu (2000) note that 

financial reporting is also about accountability for the environment (Everett and Neu, 2000). 

Whilst Power (2003) consider the balance of power between legislatures removing power 

from the professional accounting bodies to promote democratic legitimacy, such as 

legislatures versus a regulated order that relies upon the co-production and regulation of 

accounting practices to interpret and enact governance and social accountability processes. 

This research makes three key contributions to the research on accounting regulation. The 

first is that it adopts the loose notion of regulatory space as identified by Cooper and Robson 

(2006). Within this regulatory space the various institutional actors have variable agency, that 

is power over the development of and regulatory arrangements governing accounting 
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practice. This agency can be delegated by the legislative authorities, for example, with regards 

to the European Parliament delegating responsibility for financial reporting practice to the 

International Accounting Standards Board (IASB). In this thesis this delegation of 

responsibilities is interpreted as resulting in a strong form of self-regulation.  Or alternatively, 

agency and power to control the development of financial reporting practice is shared 

between the legislative authority and delegated institutions in the form of co-regulated 

arrangement.  

Within this regulatory space the issue of legitimacy is contested because it can be called into 

question not only in terms of the loss of democratic control when the legislative governing 

institutions delegate responsibility to non-elected bodies such as the IASB. But also, that the 

purpose of financial reporting might be defined in ways that too narrowly restrict its purpose 

as between representing the interests of investors and all other stakeholders. This thesis 

explores and makes an original contribution to our understanding as to how the pressure to 

report non-financial information challenges the agency and authority of a narrow investor-

led agenda for financial reporting practice led by the IASB. It also reveals that the regulatory 

space is also dynamic because new institutional actors challenge for influence because they 

have different expertise that is now required by the legislation governing accounting practice. 

The third major contribution of this thesis is with how it enables an understanding of dynamic 

agency (shifting power and control) and its impact on the changed purpose of financial 

reporting. Specifically, this thesis develops this understanding from employing elite 

interviews with personnel involved in governing the development and regulation of 

accounting practice (Abdelnour, Hasselbladh and Kallinikos, 2017). This thesis contributes to 

the literature not only by interviewing senior elite organisational actors who represent a 

range of institutional actors involved in the development and regulation of accounting 

practice. It also reveals the fact that the technical nature of accounting practice and its general 

purpose are contested territory and this results in an unstable and ambiguous outcomes and 

understandings. This thesis also uniquely contributes to our understanding of the regulatory 

agency arrangements governing accounting practice in Europe. These regulatory 

arrangements are also not stable because agency and control over accounting fluctuate as 

between self-regulatory control arrangement between the IASB and EFRAG and a more co-

regulated arrangement between the IASB and EFRAG.  
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1.5 Outline of Thesis 

Chapter 2 sets out to frame an understanding as to the evolution and development of the 

regulatory arrangements that govern accounting practice in Europe. The regulations 

governing accounting practice are the product of legislation passed by the European 

Parliament and this could be interpreted as a form of top-down regulatory arrangement 

whereby the central governing authorities are both in command and control: 

‘Regulation (EC) 1606/2002 of the European Parliament and of the Council of 19 July 
2002 on the application of international accounting standards (IAS Regulation) came 
into force on 14 September 2002. It requires that, for financial years starting on or 
after 1 January 2005, publicly traded companies governed by the law of an EU member 
state must, with certain transitional exceptions, prepare their consolidated financial 
statements in conformity with adopted International Financial Reporting Standards.’ 
       (Regulation (EC) 1606/2002). 

This chapter observes that the European Parliament and Council have delegated 

responsibility for the governance of accounting practices both its constitution (the Conceptual 

Framework) and accounting standards to the IASB. This delegation of responsibilities 

attributed agency and control to the IASB which we term self-regulatory powers. However, 

this agency is contested and not stable because the European Parliament and Council have 

sought to increase their influence and we denote this shift as being towards a co-regulatory 

arrangement. 

 

If the first response by governments is to regulate their own policy, an OECD (n.d) report 

‘Alternatives to traditional regulation’ suggests that it may be appropriate to consider 

whether this is the best possible course of action. This report suggests that there are a range 

of options other than traditional ‘command and control’ including more flexible forms of 

traditional regulation (such as performance-based and incentive approaches), co-regulation 

and self-regulation schemes, incentive and market-based instruments (such as tax breaks and 

tradable permits) and information approaches. 

 

The agencies where accounting regulation takes place affect the outcome of the regulatory 

process and the legitimacy of the rules and practices produced. Changes in regulatory 

arrangement from direct control by government to delegated power to professional/global 

accounting organisations and standard setting bodies might impact on and dilute democratic 
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control and legitimacy. Since the 1980’s, according to Engelen: ‘accounting regulatory 

institutions appear to have greater legitimacy if they facilitate and support capital markets in 

contrast to state agencies, who may be interested in supporting other social groups and 

institutions.’ (Engelen, 2002). 

 

In this thesis we employ the Gunningham and Rees (1997) framing diagram that usefully 

categorizes the governance arrangements over the regulations attached to legislation. These 

arrangements may involve external institutions and the granting of delegated responsibility. 

The schematic presented by Gunningham and Rees is a spectrum of regulatory possibilities 

which start on the left-hand side at zero with no regulations required towards the right-hand 

side extreme where the state retains command and control over its legislation. In between 

there are possibilities for delegating powers in terms of co-regulation or delegating regulation 

to external non-state agencies which become self-regulators.  

 

There are many reasons why governments might wish to delegate the responsibility for 

regulating accounting to external agencies such as the IASB because they have the technical 

expertise. However, the state may wish to reclaim its agency over the regulation of financial 

report and accounting practices in circumstances where circumstances change. This thesis 

argues that the extent to which the state co-regulates or delegates to permit self-regulation 

by non-government agencies is not stable but subject to change.  Here we draw on the work 

of Bartle and Vass who note that there may be ‘shocks’ (or ‘events’) which activate the 

interest of the regulatory state even though regulatory responsibilities have been delegated. 

Such shocks typically lead to a new state of regulatory affairs involving greater state 

involvement (Bartle and Vass, 2005). 

 

The research undertaken in this thesis and this chapter is also influenced by the Cooper and   

Robson (2006) call for action to not only bring to the centre of analysis the accounting firms 

in the regulatory space but also the myriad NGOS and IGOs that form links in the circulation 

of accounting and auditing disciplines and practices. They note that:  

 
‘Engaging with the dispersed sites of accounting professionalization and regulation is 
not just about identifying a neglected theme in the literature. It also suggests a 
different political engagement in relation to the accounting profession and accounting 
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regulation’ […] One of the disappointing characteristics of field studies in organizations 
is how few have examined how accounting and audit decisions are made.’ (Cooper and 
Robson, 2006: 435-436).   

 

Chapter 3 constructs a literature review about the technical purpose of financial statements 

and how these describe financial flows and financial stock position with accompanying notes 

in a company’s annual financial reports. This thesis draws upon the organising approach taken 

by Macve (2002) employs a thematic framing device with four organising elements to help 

clarify our understanding about the complex nature and development of accounting.  This 

thesis employs a similar organising approach to help structure a literature review about the 

development of general purpose of financial reporting and associated challenges and 

ambiguities. This chapter frames three challenges facing accountants and the general purpose 

of financial reporting as set out in the Conceptual Framework governing accounting practice. 

First the priority assigned to informing investors to promote capital market efficiency and the 

challenge to represent the public interest. Second, the removal of Prudence in the accounting 

Conceptual Framework which facilitates fair value accounting (FVA) and absorption of market 

value risk into company balance sheets. Thirdly the demand for non-financial reporting 

(Environment, Social and Governance) which challenges regulatory arrangement governing 

financial reporting which have traditionally been financial only in nature. Within the 

accounting Conceptual Framework, the general purpose of financial reporting is set up as that 

of providing decision useful information to investors so as to promote capital market 

efficiency. We note that the use of capital market efficiency here needs to be distinguished 

from that employed by Fama and French where it was believed that securities markets were 

extremely efficient because they capture information about a specific company stock and the 

market as a whole (Fama and French, 1993). In this thesis we employ capital market efficiency 

as understood to result when accounting information clarifies an investors’ understanding as 

to risks and thereby the cost of capital. Stigler (1961) considers that information acquisition 

by investors involves additional processing costs if information is not transparent. Standard 

setters frequently refer to these issues, for example, Arthur Levitt (1998), the former 

chairman of the Securities and Exchange Commission, suggests that ‘high quality accounting 

standards […] reduce capital costs’ (Levitt, 1998).   
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It is assumed that promoting capital market efficiency will axiomatically align with the ‘public 

interest’ as set out in the European Directive on accounting and financial reporting. The 

Maystadt report published in 2013 takes issue with this assumption and argued for a public 

purpose objective for financial reporting. This demand for accounting information to reflect 

the public interest has become even more important with regards to the broader social and 

environmental impact of financial reporting practice (Hossfeld, Muller-Lagarde and 

Zevounou, 2020). 

The most recent accounting Conceptual Framework also drops Prudence which had 

previously been a central organising tenet of accounting practice. In an IFRS Staff Paper (2016) 

on Prudence it is noted that Prudence was explicitly removed from the Conceptual 

Framework and implicitly subsumed within the need for accounting information to be neutral. 

That is a neutral application will ensure assets are not overstated and liabilities understated:   

‘In developing the existing version of Chapter 3—Qualitative characteristics of useful 
financial information, (corresponding to Chapter 2 of the Exposure Draft), issued in 
2010, the Board removed the reference to Prudence, because it was concerned that 
the term could be interpreted to be inconsistent with neutrality.’ 

 
‘Neutrality is supported by the exercise of Prudence. Prudence is the exercise of caution 
when making judgements under conditions of uncertainty. The exercise of Prudence 
means that assets and income are not overstated and liabilities and income are not 
understated.’ IFRS (2016). 

In this thesis it is argued that the removal of Prudence and conservative accounting opened 

up the possibility and eventual reorientation of accounting from historic cost accounting 

(HCA) to fair value accounting (FVA) (see Oreshkova, 2017). This loss of Prudence has drawn 

criticism because it may result in the recording of transactions at their fair value even though 

this may be relevant information to investors but are speculative (not prudent) in nature and 

volatile (Penman, 2007). In this thesis we explore with those interviewed the extent to which 

they agree that the removal of Prudence was appropriate and utilise a mini case study on the 

adoption of Fair Value Accounting (FVA) to explore their understanding and opinions as to 

why Prudence was removed from the Conceptual Framework. 

On October 22nd 2014 the European Parliament issued its Directive 2014/95/EU of the 

European parliament and of the council with regards disclosure of non-financial and diversity 

information by certain large undertakings and groups: 
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 ‘The European Parliament acknowledged the importance of businesses   
 divulging information on sustainability such as social and environmental   
 factors, with a view to identifying sustainability risks and increasing investor  
 and consumer trust. Indeed, disclosure of nonfinancial information is vital for  
 managing change towards a sustainable global economy by combining long- 
 term profitability with social justice and environmental protection.’ 
       (Directive 2014/95/EU para. 3 page 1). 

Non-financial reporting involves disclosures about the Environmental, Social and Governance 

(ESG) risks that a company is facing and this adds new forms of reporting other than the 

normal financials. This development brought new actors into the regulatory space governing 

accounting practice and also contested arguments about what constitutes appropriate ESG 

disclosure. The IASB has been initially reluctant to move towards non-financial reporting 

disclosures in the financial reports of companies and when it has reacted this has been to 

establish a new oversight board in terms of how ESG disclosures would enhance reporting for 

investors (Tonero, 2019). 

These three themes are key issues and challenges to the nature of accounting practice, but 

also, they reveal a theoretically contested terrain not only with regards to the technical 

aspects of financial reporting practice but also its general purpose and objectives. This thesis 

employs these three themes to organise the research investigation and interview questions 

to be constructed and used to gather elite member(s) of the accounting regulatory 

institutions understanding as to the regulation and development of accounting practice.  

Exploring through the interviews with the key elite actors how and to what extent the 

regulatory arrangements governing financial reporting practice is contested and results in 

ambiguous outcomes with regards to the technical practice of accounting. Power (2003) 

observes that few have examined how accounting and audit decisions are made and Gendron 

(2000) notes that having done field research within we can appreciate the difficulty in gaining 

access at appropriate levels because organizations are reluctant to allow access to major 

decisions about how they interpret accounting rules.  

Chapter 4 is divided into four broad sections. The first reviews the research methods available 

to researchers and their associated logics. In the second, the choice of research approach for 

this thesis is outlined and justified. A follow-on section considers the information that will be 

gathered from research interviews and how these engage with the broad research questions 
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of the thesis that are, in turn, the result of the literature review findings. A final section 

amplifies the justification for the interview questions with a more detailed reference to the 

literature review findings in Chapters 2 and 3.   

The research carried out in this thesis is grounded in accounting which has itself originated 

and developed through normal science. Accounting finds its expression through the 

‘grammar’ of accounting as set out in the constitution for financial reporting, namely, its 

‘Conceptual Framework’ and its associated technical standards.  The ‘logic’ of accounting, that 

is how accountants do (or do not do) report numbers is a social construction grounded within 

the regulatory arrangements that sustains the system of accounting practise. 

In terms of the research positioning this thesis uses Chua (1986) to help summarise the 

framing of accounting research and the possibilities available to researchers segregating the 

assumptions and the use of accounting information into ‘mainstream’, ‘interpretive’ and 

‘critical’ approaches. This thesis draws upon both the critical and interpretivist framing that 

Chua (1986) outlines because it is concerned with a critical review of the language that is 

employed by senior actors located in organisations that are influencing the regulatory 

arrangements governing and shaping the purpose and objectives of accounting practice. 

The research method employed is qualitative in that it seeks to obtain narrative accounts 

from elite members of organisations involved in the governance of accounting regulation, a 

form of field research (Gendron, 2000). In this thesis the researcher has chosen to take a 

qualitative research perspective because this thesis is driven by a concern with understanding 

how the actors within the accounting regulatory space understand its evolution and 

development. It is also concerned to obtain a subjective response from those interviewed and 

this can include: personal opinions and feelings about issues rather than on ‘facts’ and this 

may also involve understanding how respondents’ opinions and positions have changed over 

a period of time. The objective of the qualitative research to be carried out is to discover and 

explore respondents' understanding about the development and challenges facing 

accounting practise. In this thesis the researcher will employ semi-structured interviews to 

elicit the respondents understanding of their role and understanding of the financial reporting 

process and how they personally interpret the rules, regulations and challenges governing 

financial reporting. 
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A particular feature of the interviews is that interviewees will be very senior professionals and 

this is important for the research undertaken for this thesis. These individuals by virtue of 

their position and experience are likely to have the depth of insight on both the technical and 

policy practice of company reporting. There is a literature on conducting ‘elite interviews’ 

which highlights the need for a flexible style, hence the use of semi-structured interviews. 

Also, the importance of building trust so to enable ‘snowballing’ because interviewees also 

introduced the researcher to other professionals in their network (Harvey, 2011; Noy, 2008). 

Chapter 5 is concerned with exploring interviewee responses with regards to the need for 

Prudence in accounting which has been a central organising concept governing the regulation 

of general-purpose financial reporting in accounting. The commitment to Prudence, in 

accounting practice, has been diluted by IASB with its removal from the Conceptual 

Framework. This removal has been justified on technical grounds in terms of an argument 

about how prudent accounting practices lead to understated profits and assets relative to 

liabilities. That is, managers would use prudential accounting to smooth earnings and also 

reduce reserves available for distribution to shareholder-investors. In addition, there is also 

an accounting regulatory dimension to this issue. We note in Chapter 2 that the European 

Parliament was not supportive of the removal of Prudence from the IASB’s Conceptual 

Framework. This could be interpreted as the European Parliament asserting its right to a more 

co-regulatory rather than self-regulatory arrangements with the International Accounting 

Standards Board (IASB).   

This chapter utilizes the narratives obtained from interviews with senior actors involved 

organisations that influence accounting practice. These narratives collected were utilised to 

explore the extent to which these actors believe that the removal of Prudence from the 

accounting Conceptual Framework was a sensible change and to what extent they believe 

that its removal should be challenged. Furthermore, to what extent has Prudence and its 

removal been technically tied up with the fundamental change in accounting practice from 

historic costs accounting to fair value accounting.  And why is it that on the one hand historic 

costs accounting is prudent accounting and that fair value accounting can also be justified as 

being prudent by these actors? 
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In Chapter 6 we explore the implications of the European Directive on non-financial reporting 

(Directive 2014/95/EU) that now requires large companies with more than five hundred 

employees to disclose certain information on the way they operate and manage social and 

environmental challenges. This additional information helps investors, consumers, policy 

makers and other stakeholders to evaluate the non-financial risks to companies and 

encourages these companies to develop a broader environmental and social responsibility. 

What is significant here is that these demands for change challenge the existing financial only 

disclosure model underpinning accounting disclosures and information set out in the annual 

report and accounts of a company. 

The IASB has been resistant to the introduction of non-financial reporting because this would 

dilute its self-regulatory influence over accounting standards. However, pressure from the UN 

and European Directives are to incorporate non-financial reporting and principles of 

responsible investment. Although there are considerable pressures on the accounting 

regulatory arrangements to now include non-financial disclosures in the annual financial 

statements the quote below reveals the ambiguity surrounding the commitment to and 

justification for non-financial reporting (Barker and Eccles, 2018). 

This chapter reviews the responses of those interviewed to the demand for non-financial 

reporting. We find that there is support for the introduction of these new disclosures because 

they enhance our understanding of the risks to company viability which are not just financial 

but non-financial in nature. However, there are also a number of respondents who are 

resistant to these changes. This was often coupled to the lack of knowledge and skills in 

organisations that have traditionally focussed on financial line items and reporting: 

‘We certainly do not have the skills to develop sustainability standards for example on 
CO2 or whatever you may think of, workers’ rights - we don’t have those skills.’ (SS ENG 
B1:288). 

It was also the case that respondents were not clear about these non-financial measures and 

how they could be standardised to ensure comparability. Other respondents were supportive 

because their organisation would be promoted into a more influential role within the 

regulatory arrangements governing accounting. Whilst other respondents seek this 
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development as a threat to the authority of financial reporting and the institutions with that 

knowledge and agency over the regulations diluted. 

Chapter 7 is concerned with the challenge arising out of the Maystadt (2013) report that 

encouraged the European Financial Reporting Advisory Group (EFRAG) on behalf of the 

European Parliament to take into consideration the public good or interest when endorsing 

new or modified accounting standards. This intervention by Phillipe Maystadt we argue, it 

initiated a challenge to the IASB’s self-regulatory capacity because the European Parliament 

was concerned that the European public good should also be taken into account within the 

financial reporting process: the design and purpose of the Conceptual Framework and issued 

accounting standards. This intervention could be interpreted as both technical and political. 

Technically in terms of modifying the general purpose of financial reporting and politically as 

an intervention to dilute the IASB’s self-regulatory dominance with a stronger form of co-

regulation between the European Parliament and the IASB. 

Those interviewed had mixed responses to the questions asked and it was clear that many 

regarded the original general objective of financial reporting as being that of provisioning 

information that is decision useful to investors. Others having a strong view that financial 

reporting is a public good and should be in the public interest: 

‘Our mandate is to serve the public interest. As institution we have an institutional 
believe that financial reporting is a public good and improvement in financial reporting 
deliver benefits and benefits exceed the cost in the public interest.’  
(NGO ENG C3: 345). 

 
But there are also respondents who believe that the narrow objective of reporting to 

investors and promoting capital market efficiency reconciles with the public interest: 

‘We have a strong sense of public interest in our organisation we really think that we 
fulfil a public good by creating standards that resulting obviously information to access 
the capital markets not just investors but also creditors and we feel it is a very 
important public mission so there can be no doubt about the affect that we are working 
in the public interest.’ (SS ENG B1:282). 

Additionally, some respondents observed that the public interest issue is subsidiary to the 

technical issues governing accounting and which the IASB manages and controls.  And that 
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the IASB when granted self-regulatory powers is adjusting the technical in line with the public 

interest.  

Whilst another group of respondents started to introduce the notion of well-being and the 

public interest and that the impact of accounting standards needs to be evaluated in terms of 

social well-being. And this was conjoined with the demand for non-financial reporting and its 

environment, social and governance disclosures for sustainability. 

Chapter 8 chapter brings the thesis together and draws out a summary of the investigations 

and findings undertaken as part of the research. This thesis has explored the challenges facing 

financial reporting in Europe that are both regulatory and technical in nature. These 

challenges present themselves, as evidenced from interviews, within contested regulatory 

and technical arrangements. We often consider that the regulatory and technical 

arrangements (Conceptual Framework and accounting standards) governing accounting and 

financial reporting are somewhat stable or just taken for granted.  

The findings of this thesis, from the interviews conducted with elite actors within the 

regulatory arrangements governing financial reporting, suggest that both the regulatory and 

technical arrangements are subject to ongoing flux and will not, as a result, be stable going 

forward. 

With regard to regulatory arrangements, it is argued that European agencies (via EFRAG) are 

caught in an agency relationship with the IASB. The nature of this relationship is being 

challenged especially with regards to the development of non-financial reporting. These 

challenges will, it is argued, have the potential to weaken the self-regulatory control that the 

IASB has over the development of accounting standards. Where self-regulatory control 

captured by the IASB is diluted away to be substituted with a stronger form of co-regulation 

between the legislative bodies and those organisations with delegated responsibility for 

maintaining financial reporting regulatory arrangements.  

At a technical level, respondents to the investigative interview questions set out in this thesis 

revealed that there is also considerable ambiguity surrounding the practical aspects of 

financial reporting. For example, should accounting practices continue (or not) to be 

underpinned by the organising concept of ‘Prudence’? Will a crisis of faith in fair value 
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accounting (FVA) prompt a rethinking and re-introduction of historic cost accounting (HCA): 

conservative accounting in the public interest? There were hints of this possibility with the 

issuance of the Maystadt report in 2013 which conjoined FVA with the financial crisis and a 

lack of Prudence in terms of speculative asset valuations. Respondents could find reasons to 

support the introduction of non-financial reporting in terms of how this could add additional 

materiality to our understanding of risk. Others were still strongly committed to the narrow 

objective of financial reporting which is about financial materiality and the provision of 

information to investors to promote capital market efficiency. Ambiguity was also present in 

the responses from interviewees with regards to installing the public interest into the 

objectives of financial reporting. Some respondents saw this as an opportunity to focus on 

the company and its sustainability and with regards to the non-financial reporting agenda 

especially ESG reporting. Other respondents still opined that the key objective was to focus 

on satisfying the information needs for investors to promote an efficient capital market 

because this would axiomatically secure a broader public interest.  

Finally, the conclusion sets out a series of research questions that arise out of the research 

from this project and which might inform further investigation(s). 
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Chapter 2: The Regulation of accounting practice 
 

2.1 Introduction  

This chapter sets out to frame an understanding as to the evolution and development of the 

regulatory regime that governs accounting practice in Europe. The regulations governing 

accounting practice are the product of legislation passed by the European Parliament and this 

could be interpreted as a form of top-down regulatory arrangement whereby the central 

governing authorities are both in command and control: 

‘Regulation (EC) 1606/2002 of the European Parliament and of the Council of 19 July 
2002 on the application of international accounting standards (IAS Regulation) came 
into force on 14 September 2002. It requires that, for financial years starting on or 
after 1 January 2005, publicly traded companies governed by the law of an EU member 
state must, with certain transitional exceptions, prepare their consolidated financial 
statements in conformity with adopted International Financial Reporting Standards.’  

(Regulation (EC) 1606/2002). 

From a top-down command and control viewpoint, regulatory arrangements after the Second 

World War were the product of responding to the post-war reality, new challenges and the 

need to rebuild economies in Europe. The functions of the state varying from income 

redistribution, macroeconomic stabilisation, market regulation and welfare provision. The so-

called positive state was the planner, the producer of goods, largest service provider and the 

biggest employer in society, while also holding coercive powers, acting at all ends of society. 

Public ownership and control gave the state the command and control over resources acting 

in the public interest. The associated Keynesianism and the welfare state it created stood also 

for a strong government and a popular regulatory and interventionist paradigm (Hall, 1993; 

Vanaik, 2014). Command and control regulatory regimes are then often coupled to metrics 

and instruments that: involve a government issuing instructions coupled to standards setting 

and then controlling performance by monitoring the requiring adherence to that standard 

(Coppola, 2020). The standard set is a mandated level of performance that is then also 

enforced through legislation and these could include: cutting carbon emissions and pollutants 

to specific levels or minimum employment standards. 

The notion of top-down regulatory control has drawn its criticism in that it is argued that 

command-and-control regulatory regimes are inherently inefficient because they lead to 

higher costs than social benefits.  
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Cole and Grossman (1999) noting that:  

‘A few even go so far as to equate command-and control with "Soviet-style" regulation 
and "socialist central planning," implying that it is both endemically inefficient and 
democratically illegitimate.’ (Cole and Grossman, 1999:887). 

Also, a command-and-control approach is often viewed as being inflexible and that this then 

leads on to a stifling of creative thinking and innovation. There are also economic dimensions 

because often it is argued that command and control regulatory arrangements involve higher 

costs to implement and enforce (UK Parliament, 2004). 

Although these criticisms are made it is also possible to argue that all that the European Union 

agencies are carrying out is their democratic mandate and that command-and-control 

regulation is the outcome of a political process to which we have collectively agreed. And, so 

in this respect the emergence of self-regulated institutions, independent of the regulatory 

state, creates a democratic deficit challenge because non-state regulators borrow on the 

authority of the state, without a clear transfer of accountability (Porter and Ronit, 2006). 

There have, over time, been changes in regulatory capacity as between state or supra-state 

governing institutions that is more pervasive such as separating the regulatory powers of 

legislature, executive and judiciary. Furthermore, legislative and regulatory arrangements 

that arise out Directives and Regulations issued by the European Parliament are increasingly 

delegated to independent semi-private or private institutions representative of professional 

bodies or industry sectors. 

This has drawn criticism because it might inflate a democratic deficit within the European 

Union because non-state regulators borrow on the authority of the state, without a clear 

transfer of accountability (Sánchez-Cuenca, 2017). An alternative argument made is that in 

the absence of direct political control over regulatory arrangements this are more positive 

arrangement. And, it does not automatically mean there will be an absence of public 

accountability, but only of direct governmental control (Majone, 1999). Majone comments 

that accessing the knowledge and expertise of independent institutions can offset for direct 

political command and control: 

‘The delegation of important policy making powers to independent institutions is 
democratically justified only in the sphere of efficiency issues, where reliance on 
expertise and on a problem-solving situation style of decision making is more 
important than reliance on direct political accountability.’ (Majone, 1996: 296). 
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In a majority of regulatory regimes this delegation of regulatory responsibility does not extend 

beyond the setting of norms (Scott, 2012) even in the most developed regulatory regimes, for 

example, those associated with the European Union. However, EU institutions are frequently 

setting regulatory legislation which is then subject to mechanisms of regulatory oversight, 

monitoring and also enforcement through these non-state regulatory bodies. 

In this situation the state becomes conjoined into a network of governing regulatory actors in 

which the tasks of overseeing regulation are redistributed in various ways among private and 

semi-private players within the regulatory arrangement (Drahos and Krygier, 2017). The 

above extract from Regulation (EC) 1606/2002 of the European Parliament and of the Council 

of 19 July 2002 on the application of international accounting standards reveals that the 

European Parliament has indeed delegated responsibility for the regulation(s) governing the 

purpose and content of general-purpose financial statements to the International Financial 

Accounting Board (IASB) and its broader control over issued International Financial Reporting 

Standards (IFRS). 

This might give rise to an interpretation that the regulations governing the process of financial 

reporting practice have been completely delegated to the IASB with its responsibility for 

issuing accounting standards. That is a process of self-regulation independent from the 

agencies of the EU government and its legislation has taken place. In the next section of this 

chapter we consider the nature and characteristics of self-regulating and co-regulating 

regimes before then turning to consider how and to what extent the European Parliament 

and Commission has maintained or delegated control over the regulations governing financial 

reporting practice and the extent to which this is self-regulated or co-regulated with the latter 

position representing a situation where European institutions retain some active control and 

influence over delegated regulations. 

It is important at this stage to also note that in order to adopt an international accounting 

standard for application in the European Community/Union, it is necessary for this to meet 

basic requirements set out in the previously noted Council Regulation (EC) No. 1606/2002. 

That is the application of any new accounting standard should result in a true and fair view of 

the financial position and performance of an enterprise and is conducive to the European 

public good and that new accounting disclosures meet the basic criteria as to the provision of 

information required for financial statements to be useful to users. In this way the European 
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Parliament and Council has the opportunity through its own legislation to co-regulate 

arrangements governing general purpose financial reporting practice. 

2.2 The governance of European accounting: self-regulated or co-regulated? 

This section of the chapter focuses on the agency relationship between the European 

Institutions and self-regulators governing financial reporting practice in Europe. The object is 

to consider if sustaining an agency relationship, that is some control over accounting 

regulations, imposes a need for co-regulation even though the regulation of financial 

reporting has been largely delegated to the IASB.  At stake here is to understand how and to 

what extent European Institutions have fully delegated the regulation of accounting to a self-

regulating agency such as the IASB or are European Institutions securing some agency within 

a co-regulated arrangement.  The use of the term agency in this regard should be understood 

in terms of the extent to which the interests of the state actors issuing legislation aligns with 

those institutions to which it has delegated responsibilities with regards to carrying out 

legislative regulations. It is possible for an agency gap to arise in circumstances where the 

state as legislator becomes disconnected from the actions taken by institutions that are self-

regulated with responsibility for servicing legislative initiatives.  

European economic and regulatory governance has set out to secure ‘four freedoms’ that is:  

goods, capital, labour and services should be able to move freely within a free and 

unrestricted market the EU (27) and not constrained by tariffs or non-tariff barriers (NTBs). 

In addition, and there are also standards dealing exclusively with financial and capital markets 

where the aim was to ensure the efficient functioning of capital markets where comparability 

in financial accounting standards was considered important: 

‘The aim of Capital Markets Union (CMU) is to get money – investments and savings – 
flowing across the EU so that it can benefit consumers, investors and companies, 
regardless of where they are located.’ (European Commission, 2020b).  

In this respect financial reporting provides information to investors (the users of accounts) 

about the risks of placing capital into companies’ either as stocks and bonds through financial 

markets (van Mourik and Walton, 2014). The purpose and objectives of financial reporting 

are set out in the so-called accounting and financial reporting Conceptual Framework which 

is produced by the IASB. This Conceptual Framework is similar to a constitution for accounting 
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practice setting out the objectives and principles governing the process of financial reporting. 

In the Conceptual Framework it is stated that its purpose is to: 

‘Contribute to economic efficiency by helping investors to identify opportunities and 
risks across the world, thus improving capital allocation. For businesses, the use of a 
single, trusted accounting language derived from Standards based on the Conceptual 
Framework lowers the cost of capital and reduces international reporting costs.’ (IASB 
Conceptual Framework, 2018b: SP 1.5.c). 

Thus, the IASB’s general objectives for financial reporting align with those of the European 

Union in terms of fostering and promoting capital market efficiency through the provision of 

relevant, decision useful information for investors in the debt and equity capital markets.  

It has been argued therefore that the governance approach of the EU towards overseeing 

the directives and regulations arising from its own legislation are a form of: ‘Open Method of 

Coordination’ (OMC). That is, the state involves other economic actors and stakeholders in 

designing and implementing policies and that this represents an archetype of cooperation 

between the public and the private agencies to achieve public goals (Grignaschi, 2019). 

However, this naturally raises a political challenge that these arrangements can lead to a 

weakening of democratic control leading to a democratic deficit. Thus, the challenge in this 

situation of delegating responsibilities becomes ‘what if the agent behaves differently from 

the principal’s command’? (Wiener and Diez 2009: 132). 

The EU has delegated accounting standard-setting to an independent organisation, the IASB, 

upon which it does not exert any direct statutory control (Chiapello and Medjad, 2009). This 

delegation to the IASB strengthened the role of International Financial Reporting Standards 

(IFRS) in a global arena because the IASB now becomes the favoured financial reporting 

regulator for the EU: 

‘The evolution of the IASC and the IASB is the tale of a private-sector international 
accounting standard setter that has succeeded in earning the respect and support 
initially of national accounting bodies, then of national standard setters, and 
ultimately of regulators in the major capital markets and of government ministries, as 
well as of the preparers and users of financial statements around the world.’  
                                                                                                                     (Zeff, 2012: 808). 

The IASB sets out its mission as such: 
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‘Our mission is to develop IFRS Standards that bring transparency, accountability and 
efficiency to financial markets around the world. Our work serves the public interest 
by fostering trust, growth and long-term financial stability in the global economy.’       
                                                                                                 (IFRS, 2018a:7). 

This delegation of regulatory responsibilities to the IASB carried with it two consequences: 

first it signalled an increased alignment between European economic and capital markets 

governance in the broader context of global liberal economic and financial markets 

governance. It also challenged the legitimacy of European state control over economic 

governance because transferring responsibilities to the IASB could be interpreted as inflating 

the democratic deficit, that is, losing control over the process by which financial reporting is 

regulated. Follesdal and Hix (2006) on the nature of the EU democratic deficit have observed 

that this can be understood:  

(a) in terms of the difference between the executives of the EU who are not elected and the 

Members of the European Parliament (MEP) who are elected. Where, it is often noted that 

the executives of the institutions are outside of Parliamentary control arrangements;  

(b) as between the European Parliament in the field of legislation it is in competition with the 

Council where many legislative acts are adopted through ‘consent’ or ‘consultation’ 

procedures, in which the Council is in a superior position; and  

(c) that neither national nor European Parliament elections are really ‘European elections’. 

However, the delegation of responsibilities, for example, with regards to the development of 

financial reporting adds an additional dimension to our understanding of ‘democratic deficit’ 

which is that private industry and professional bodies can also become the custodians of the 

regulatory objectives set out in legislation and only indirectly accountable to state institutions 

which may also lack specific technical expertise and knowledge.  

Regulation that arises out of legislation often also involves the imposition of standards and 

at the pan European level the establishment of the European Committee for Standardization 

(CEN, fr: Comité Européen de Normalisation) was important in this regard. The CEN’s general 

objective was to foster the integration of the European Single Market and provisioning of 

efficient infrastructure(s) to interested parties for the development, maintenance and 

distribution of coherent sets of standards and specifications. Whilst the CEN is not directly 
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involved with the regulation and standards of financial reporting practice it reveals that the 

EU institutions have developed a practice of delegating regulatory responsibilities around 

standards setting to ‘other’ stakeholders and particularly with regards to the setting up of 

working group advisory arrangements (European Commission, 2005). 

 The CEN website and broader organisation network notes that it: 

‘supports standardization activities in relation to a wide range of fields and sectors 
including: air and space, chemicals, construction, consumer products, defence and 
security, energy, the environment, food and feed, health and safety, healthcare, ICT, 
machinery, materials, pressure equipment, services, smart living, transport and 
packaging.’ (EDFS, no date). 

‘The real standards development is undertaken by Working Groups (WGs) where 
experts, appointed by the CEN Members but speaking in a personal capacity, come 
together and develop a draft that will become the future standard. This reflects an 
embedded principle of 'direct participation' in the standardization activities.’ (CEN, no 
date). 

Although regulatory standards are set by the EU Institutions (Parliament, Commission, 

Council) in legislation it is often the case that external technical expertise is required so that 

the standards set are appropriately established and monitored. Often these technical 

committees are staffed by individuals who are employed in private companies and also 

reflect these interests: 

‘Increasingly accountability is imposed not through direct participation in majoritarian 
decision-making, but, instead through complex systems of indirect, professional 
representation, selection of representatives, and balances between branches of 
government.’ (Majone, 1996). 

The key question that this poses for this thesis, is whether the delegation of regulatory 

control to the IASB involved a permanent transfer of agency over accounting practices by the 

European Parliament to a self-regulated agency (the IASB). Or whether the regulatory 

arrangements governing financial reporting practice, as between the European Parliament 

and the IASB, are migrating to a more co-regulated arrangement? In the former case the 

agency and control exerted by the European Parliament is diluted whereas in the latter case 

agency and control over financial reporting practice is increasingly shared between the 

European Parliament and IASB. What follows from this framing of regulatory arrangements 
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is a need to understand how, and in what ways, this might matter in terms of its impact on 

the general purpose and objectives of financial reporting. 

Shearing (1993) acknowledges the existence of a regulatory space and a regulatory struggle 

among political players themselves and additionally private institutions and corporations that 

have bargaining power. Meidinger (1987) and Lavenex, Serrano and Büthe (2021) observe 

how the state departed from its Weberian top-down bureaucratic structure to develop new 

forms of regulation through devolved powers, and re-making the old regulatory state into a 

distributed regulatory state. This is not to say that there is resistance to this process where it 

generates contradictory arrangements and conflicts within the governance arrangements 

over legislation. Gunningham and Rees (1997) construct a framing diagram that is designed 

to categorize the governance arrangements over the regulations attached to legislation and 

specifically when these arrangements involve external institutions having delegated 

responsibility. The schematic presented by Gunningham and Rees (1997) is a spectrum of 

possibilities which start on the left-hand side at zero with no regulations required towards 

the right-hand side extreme where the state retains command and control over its legislation. 

Within the middle range of this spectrum, we have different forms of self-regulation or co-

regulation whereby external organisations that are outside of the direct state apparatus are 

able to capture more or less responsibility and control over governing the regulations and 

standards set by state sponsored legislation. It is to these forms of self and co-regulatory 

arrangements that we now turn to consider.    

2.2.1 Self-Regulation 

Gunningham and Rees (1997:364) note that: ‘Self-regulation may take many forms, as 

illustrated by the rich and varied examples and … as such, no single definition is entirely 

satisfactory.’  The same authors also note that: ‘according to proponents, the benefits of 

industry self-regulation are apparent: speed, flexibility, sensitivity to market circumstances 

and lower costs. Because standard setting and identification of breaches are the responsibility 

of practitioners with detailed knowledge of the industry, this will arguably lead to more 

practicable standards, more effectively policed.’ (Gunningham and Rees, 1997: 366). The 

advantage of self-regulation, already noted, is that it can enable the state to draw upon the 

knowledge and expertise of external parties to the regulatory process. This knowledge is not 
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simply used to form the legislation but also utilised to enable and effect regulations that arise 

out of the legislative process. Self-regulation is not without critics, John Braithwaite noting 

that:   

‘Self-regulation is frequently an attempt to deceive the public into believing in the 
responsibility of a[n] irresponsible industry. Sometimes it is a strategy to give the 
government an excuse for not doing its job.’ (Braithwaite, 1993: 91). 

The outsourcing of responsibilities for regulation might also be the result of a hollowing out 

of the state which arise through cost cutting and outsourcing which leaves the state disabled 

in relation to overseeing its own legislation.  

Gunningham and Rees (1997) construct a framing device (Figure 1) for regulatory typologies 

from on the left-hand side extreme no-regulation and on the right-hand side a strong 

command and control where regulation arising from legislation is both administered and 

overseen by state institutions. In the middle we have self-regulation and co-regulation that 

involves blending different degrees of government/external organisational control over the 

administration of regulations arising out of legislation. The spectrum is a useful visual device 

which is not a static picture but also a dynamic arrangement whereby things can shift and 

change from one regulatory style/arrangement to another. 

Figure 1: A spectrum of regulatory styles 

 
Source: Gunningham and Rees (1997). 

Gaffikin (2005:14) notes that: ‘For most of the twentieth century the accounting profession 

sought to maintain a regime of self-regulation. Accounting professional bodies worked hard 

to avoid the imposition of regulation on the discipline.’ However, regulatory arrangements 

governing  accounting practice can change. Anantharam (2012) observes that:  
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‘The accounting profession in the United States has historically been self-regulated by 
peer review, through the American Institute of Certified Public Accountants’ (AICPA) 
Peer Review Program (PRP). Under this system, an accounting firm would typically find 
another firm to review its quality control procedures and performance of audit 
engagements. […] Peer review in accounting has long been criticized for lacking 
independence. It has been described as “shrouded in secrecy” (Fogarty, 1996), 
“toothless” (Coffee, 2001), “clubby” (Public Oversight Board, 2002) and even 
“incestuous” (Williams, 2002). These allegations contributed to the demise of self-
regulation for US accounting firms.' (Anantharam, 2012: 55). 

 

Figure 2: The domains of self-regulation. 

 
Source: Gunningham and Rees (1997). 

In figure 2 Gunningham and Rees (1997) observe that the institutions that might lie outside 

of the state and self-regulating are still conjoined to the state, even if these relation’s might 

in the first instance seem to be quite passive. The point made is that where the circumstances 

require it is also possible for the state to take back control this is always possible where things 

go wrong such that a shock activates a more pro-active relation between the state and its 

regulatory agency. On the right-hand side of Figure 2 the self-regulating agency is now 

captured within the more formal boundary of the state and what we might term a stronger 

co-regulated arrangement. 

Bartle and Vass (2005) note that the traditional view of self-regulation as an activity remote 

and completely disengaged from the interests of the regulatory state is an anachronism. They 

note that: 

‘Whilst there are still examples of pure self-regulation of the traditional form […] even 
here it is reasonable to assert that the regulatory state exhibits at least a ‘passive’ 
interest in it; a passive interest which would be engaged should there be any ‘shock’ 
(or ‘event’) which activates the interest of the regulatory state. Such shocks typically 



47 
 

lead to a new state of regulatory affairs involving greater state involvement.’ (Bartle 
and Vass, 2005:44). 

Although self-regulation is possible with the state taking a passive role in the delegation of 

regulatory control this can change with circumstances to become a more active form of co-

regulation. 

2.2.2 Co-regulation as smart regulation 

The arrangement through which the state distributes responsibility for the development and 

delivery of regulations attached to its legislative agenda can also be framed as one which is 

co-regulatory in nature. These mutual arrangements are termed ‘co-regulation’ because they 

involve the regulatory state on the one hand decentralising its regulatory control into 

empowered ‘industry’ bodies whilst on the other hand maintaining active influence. 

Miller (1995) notes that:  

‘Credible financial reporting is hard to achieve without an accounting regulatory 
system. In Australia a system of co-regulation has evolved, based on collaboration 
between the federal government and its agencies and the accounting profession. 
Compared with overseas systems, the Australian approach to regulation has unique as 
well as derivative features.’ 

  
Hazgui and Gendron (2015) explore the way in which regulatory boundaries adapt and change 
and that a hybrid pattern of co-regulation emerged as between the state (as legislator) and 
professional accounting and auditing institutions: 
 

‘Our study illustrates the shifting and elusive nature of regulatory role boundaries. We 
provide insight into some of the structural consequences ensuing from 
experimentation surrounding boundary work dynamics, particularly in terms of the 
development of a hybrid regulatory pattern, named “co-regulation”.’ 

According to Gunningham, Grabosky and Sinclair (1998) regulatory boundary arrangements 

can range from the formal to the informal (demarcated on our classification as co-operative, 

delegated, devolved, facilitated or tacitly-supported).  

Gunningham, Grabosky and Sinclair (1998) have also advocated the concept of smart 

regulation. This refers to the benefits that arise from having a diversity of stakeholders both 

involved in framing and governing regulations in legislation. This, they argue, promotes 

innovative forms of social control because it conjoins the interests of governments as well as 

business and other third parties, such as NGOs. Encompassing both self-regulation and co-
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regulation, this is about bringing together private sector commercial interests and Non-

governmental organisations (NGOs) as regulatory surrogates. The underlying rationale is that, 

in many circumstances a multiple range of stakeholders/regulatory actors, will produce better 

regulation. Gunningham and Sinclair note that this ‘smart’ approach could:  reduce the drain 

on scarce state regulatory resources and provide greater ownership of regulatory issues by 

those directly concerned in industry and the wider community. In this way, the government 

acts principally as a catalyst or facilitator (Gunningham and Sinclair, 2017). 

We should not overly romanticise the benefits that can arise for the state in terms of the 

delegation of responsibilities for regulation to external institutional actors. There is the risk 

of what has become termed ‘soft’ regulatory capture (Makkai and Braithwaite, 1992). The 

Chartered Financial Analysts website defines regulatory capture as: a phenomenon that 

occurs when a regulatory agency that is created to act in the public interest, instead advances 

the commercial or political concerns of special interest groups that dominate an industry or 

sector the agency is charged with regulating (CFA Institute, 2016). 

This is different from direct lobbying of the state by external agencies but rather a more subtle 

arrangement by which the state relies upon the external ‘technical’ expertise as input.  This 

‘capture’ arises out of a mutual interest as between the state and external institutions with 

regards to enacting regulation.  

Agrell and Gautier (2011) note that:  

‘In highly technical sectors such as utility regulation, the regulator may be subject to 
political pressure to present new regulation for specific areas (e.g. technical quality 
norms, cost allocation grids, grid codes) within a given time and budget frame. Facing 
the risk of professional failure if an inadequate regulation is presented and the risk of 
career concerns if refusing the task, the regulators have tendency to accept industry 
‘input’, "sector consultations" or ‘cooperative development’ of such regulatory 
projects.’ 

Monnet, Pagliari and Vallée (2019) observe that this soft regulatory capture not only redirects 

our understanding away from direct lobbying, but also, that the expertise of those individuals 

involved in private institutions informing and delivering on regulation are mobile as between 

the political regulatory agencies and private institutions. That is, the senior personnel in 

private institutions can on the one hand be undertaking responsibility for the delivery of 

regulatory initiatives and on the other acting as members of the European state apparatus:     
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‘The influence of European banks over the design of financial policies frequently arises 
from a number of structural characteristics of the different financial and political 
systems in which they operate. Shifting the focus from the direct lobbying of financial 
institutions towards the institutional characteristics of different financial systems in 
Europe broadens the perspective.’ (Monnet, Pagliari and Vallée, 2019: 13). 

‘Informal ties also played a role in policy institutions at the level of the European Union, 
but the nature of these ties are different at this level - as they are different in each 
country of the Union - because they are embedded in social structures that are shaped 
by different forms of education and circulation of elites.’ (Monnet, Pagliari and Vallée, 
2019: 11-12). 

In this first section of the chapter, we have considered how European directives and 

regulations have to be both framed as legislation but also governed in terms of regulatory 

delivery and monitoring.  These arrangements can, on the one hand, be encapsulated within 

the state governing apparatus in a strong command and control regime. However, in many 

instances the legislation and its delivery through regulation and control are often delegated 

to external industry and professional bodies. This process of displacement leads to the notion 

that regulations become self-managed by these organisations and this amplifies the argument 

that there is now a deficit of democracy. It is often also the case that the legislation itself, as 

we will argue with regards to that governing financial reporting practice, contains options to 

involve the state institutions in impact assessment and review. This leads to the notion that 

what we see is not simply a displacement of state governance and responsibility for regulation 

but the co-production of regulatory governance and responsibility which we term co-

regulation. In the next section of this chapter, we review the specific aspects of legislation 

and associated regulatory governance arrangements surrounding general purpose financial 

reporting in the EU. The delegation of responsibility for the regulations attached to financial 

reporting can be understood with an ‘expertise’ arrangement. That is the professional bodies 

governing accounting have considerable influence over policy formulation and its regulation 

because of their technical expertise. The process of delegating responsibility for regulatory 

arrangements has evolved and adapted and, it is argued, the balance shifts as between self 

and co-regulatory arrangements where European agencies take a more passive or active role 

in maintaining their agency. That is, the balance of emphasis as between self-regulation and 

co-regulation changes to meet the need to reinstate agency by European Institutions 

(European Parliament, European Commission and Councils) for wider political and economic, 

social and environmental needs.  
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2.2.3 The evolving regulation of accounting practice 

In this second half of the chapter, we turn to specifically consider the key institutional role of 

the European Financial Reporting Advisory Group (EFRAG) which is a semi-autonomous 

organisation with responsibility for developing and promoting general purpose financial 

reporting standards. EFRAG ultimately provides advice to the European Commission on 

whether newly issued or revised International Financial Reporting Standards (IFRS) meet the 

criteria for endorsement and use within the EU.  Including whether endorsement would be 

conducive to the European public good. EFRAG’s mission is to serve the European public 

interest by developing and promoting European views in the field of general-purpose financial 

reporting and ensuring that these views are properly considered in the IASB’s standard-

setting process. 

In this respect, EFRAG is caught between the interests of the European Parliament and 

Commission with regards to the regulation of financial reporting practice and the IASB which, 

to all intents and purposes, is the custodian of specific international accounting standards and 

constitution governing accounting practice namely: the Conceptual Framework. In the 

following section we review the extent to which EFRAG is an independent self-regulator 

aligning with the IASB or a co-regulator supporting, in its advisory role, European institutions. 

The argument developed is that EFRAG drifts from reinforcing the IASB as a self-regulator 

towards an institution promoting a stronger co-regulatory relationship with European 

Institutions to which it reports. 

In the 1970s the European Economic Community (EEC) sought to harmonise accounting 

practices which had until that time been diverse and nationally grounded. The fourth 

Directive (1978) and the Seventh Directive (1983) sought to bring together and harmonise 

accounting practices across Europe. Even so, according to Walton (1992) and Emenyonu and 

Gray (1992) there was still considerable diversity and scope for national accounting 

approaches. This presented a problem for Europe in terms of its own harmonisation of 

economic and financial markets because, it was argued, different approaches to accounting 

at the national level limited the raising of capital and listing opportunities in, for example, the 

United States (Haller, 2002). In addition, the need for a harmonised accounting system in 
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Europe was and continued to be justified on the basis of its beneficial impact for trade and 

efficient functioning of internal capital markets (Márquez-Ramos, 2011). 

Given the purported costs and negative impact of operating a system of nationally grounded 

accounting standards. Aligning European accounting standards with those set by the 

International Accounting Standards Committee (IASC)1 was an attractive alternative. 

However, it should be noted that IASC was and still is a private transnational international 

organisation within the International Accounting Standards Board (IASB) that had set out to 

establish internationally recognised accounting standards (IASC, 1982; IASC, 1989; IFAC, 

2007). In a communication from the European Commission to the European Council and the 

European Parliament it is noted that: 

‘The Lisbon European Council Conclusions have underlined the importance of an 
efficient and transparent capital market for fostering growth and employment in the 
EU. Globalisation and information technology developments have created a unique 
momentum to realise a single, efficient and competitive EU securities market.’ 
(European Commission, 2000:3). 

‘There are currently many different financial reporting rules and differing 
interpretations based on distinct traditions within the European Union. Unless reform 
is undertaken, inconsistencies – many of them of major importance – will continue. 
European financial reporting will remain fragmented, thereby hampering the 
development of a deep liquid single EU capital market.’ (European Commission, 
2000:3). 

‘Before the end of 2000, the Commission will present a formal proposal requiring all 
listed EU companies to prepare their consolidated accounts in accordance with one 
single set of accounting standards, namely International Accounting Standards (IAS).’ 
(European Commission, 2000:2). 

The decision was therefore taken to incorporate International Financial Reporting Standards 

(IFRS) issued by the IASB as the platform upon which European companies would construct 

their general-purpose financial reporting. In the following year the European Commission 

formed a semi-private organisation the European Financial Reporting Advisory Group (EFRAG) 

to oversee its interests in the standards setting process and carry out impact assessments on 

these standards. 

                                                           
1 Later to be called the International Accounting Standards Board (IASB). 
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The European Financial Reporting Advisory Group (EFRAG) is also a quasi-private association 

established in 2001 with the encouragement of the European Commission to serve the public 

interest. Its member organisations are European stakeholders and national organisations 

having both a knowledge and an interest in the development of IFRS Standards and how they 

contribute to the efficiency of capital markets. EFRAG was established, according to Katsikas 

(2011) to remedy the deficit of technical expertise, co-ordination and representation required 

to evaluate International Accounting Standards and co-operate with the IASB. Specifically, 

EFRAG’s Technical Expert Group (TEG) was made responsible for technically evaluating 

accounting standards and their impact. EFRAG co-opting other external stakeholders to 

support this evaluating process including: professional accounting body representatives, 

preparers and users of accounts, and academics (see Figure 3): 

‘EFRAG’s mission is to serve the European public interest by developing and promoting 
European views in the field of financial reporting and ensuring that these views are 
properly considered in the IASB’s standard-setting process and in related international 
debates.’ (EFRAG, no date a). 

EFRAG’s views which are then presented to the European Parliament and Commission are 

informed by its advisors and representatives from member organisations. These views on 

accounting standards are deliberated within the working groups and advisory committees 

supported also by the European Accounting Research Lab which carries out accounting policy 

related impact research. The EFRAG Board determines the policy position to be taken and this 

is then communicated to the International Accounting Standards Board (IASB). It is clear that 

EFRAG works closely with the IASB with regards to deliberation on new accounting standards. 

However, the question as to whether or not these accounting standards are, at the end of the 

process of endorsement, contributing to and promoting the European public interest was 

another matter. 

EFRAG is the European organisation which acts to consolidate a wider network governing 

accounting practice to assess and endorse accounting standards issued by the IASB. What, for 

example, Goedl (2017) describes as a ‘transnational standard-setting governance network 

responsible for global accounting regulation’. Where the ‘the organization legitimatized—by 

both national and global interests—to establish global accounting regulations is the 

International Accounting Standards Board (IASB)’ (Goedl, 2017: 66). Cooper and Robson 
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(2006) observe that: ‘…it is now scarcely possible to discuss seriously, for example, the work 

of the IASB, IFAC, ASB, FASB, IOSCO or the EU in the field of accounting regulations without 

considering the complex web of alliances’ (Cooper and Robson, 2006: 431). This 

understanding draws on Rose and Miller’s (1992) observation that governmentality is 

implemented by ‘centres of calculation’ embedded in ‘networks of rule’ (Rose and Miler, 

1992:273).  

These alliances are not just institutional in nature but are individuals that are located in the 

network and can move within it as both ‘practitioners’ and ‘advisers’ (Gallhofer and Haslam, 

2007; Goedl, 2017; Richardson, 2009). Richardson (2009) observes that: ‘the ability of a 

regulatory body to act effectively will depend on the network of cognate organizations to 

which it is linked. These links can take many forms including flows of information, personnel 

or authority’ (Richardson, 2009: 572).  Richardson, employs network analysis to discern that 

there are many actors operating within an accounting ‘regulatory network’. However, 

Richardson points out that a formal regulatory network within which accounting and auditing 

standards-setters are embedded is sparse, i.e., there are relatively few direct connections 

between organizations. This structure allows specific organizations to play key roles based on 

their position within the network within a loose regulatory arrangement (Richardson, 2009: 

584). 

In this thesis the role of EFRAG is considered within the regulatory arrangements governing 

accounting. This is not to exclude all other actors that have some influence in the regulation 

of accounting practice but it is that EFRAG serves to pool and represent their interests: co-

ordinating, gathering and processing information as part of is central advisory role within the 

accounting regulatory network (see Figure 3). 

Figure 3: EFRAG’s Organisation Structure. 
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Source: EFRAG, (no date b).  

EFRAG's funding originates from both the public sector (the European Union) and the private 

sector (EFRAG's Member Organisations): 

‘EFRAG's funding originates from both the public sector (the European Union) and the 
private sector (EFRAG's Member Organisations). Funding by the European Commission 
is granted through yearly grant agreements. Funding by the Member Organisations 
includes both contributions in cash (provided to EFRAG in accordance with EFRAG's 
bylaws), in-kind secondments to the EFRAG technical staff and other forms of in-kind 
contributions (membership of various groups –EFRAG Administrative Board, EFRAG 
Financial Reporting and Sustainability Reporting Boards, EFRAG Financial Reporting 
and Sustainability Reporting TEGs, and their working groups, advisory panels, and 
project task forces – free of charge). The EFRAG Administrative Board President and 
EFRAG Financial Reporting and Sustainability Reporting Chairs may be remunerated. 
The EFRAG Financial Reporting and Sustainability Reporting TEG Chairs and CEO are 
employees of EFRAG.’ (EFRAG, no date b). 

The funding by the European Commission brings with it some scrutiny over EFRAG's activities 

and expenses, including the publication of audited annual accounts and detailed activity 

reports to the European Commission. However, EFRAG operates through funding 

arrangements with other professional and non-professional organisations (see Figure 4) and 

this brings with it a potential conflict of interest(s) as between the various paying members 
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and the European Institutions and their interest(s) especially those of the European 

Parliament and Commission with that of ensuring accounting standards serve the ‘public 

good’. 

Figure 4: EFRAG’s Funding by source (2020). 

 

 
Source: EFRAG Annual Review (2020b:40). 

In this respect EFRAG’s role could be interpreted as reinforcing the self-regulatory power of 

the IASB’s at the expense of a more co-regulated arrangement that tied EFRAG into balancing 

the political and economic interests of the European Parliament and European Commission. 

The general tendency was towards supporting the self-regulatory powers of the IASB when 

the knowledge and expertise required to set accounting standards remains with IASB. 

Significantly, EFRAG is a member of the European delegation to the IASB Accounting 

Standards Advisory Forum (ASAF), a member of the International Forum of Accounting 

Standard Setters (IFASS) and has bilateral relationships with regional or national groups 



56 
 

interested and involved in IFRS development. EFRAG also participates in the World Standard 

Setters meeting. The EFRAG Board President is a member of the IFRS Advisory Council. Whilst 

EFRAG's draft comment letters are published as a basis for EFRAG's due process in Europe 

where the guiding influence of the IASB remained. 

Furthermore, EFRAG enjoys a constructive relationship with the IASB in other ways: 

‘EFRAG welcomes IASB members and staff as observers to the EFRAG Technical Expert 
Group's and Working Group meetings; EFRAG staff cooperates with the IASB staff on 
a frequent basis; the IASB participates in outreach events and field-testing organised 
by EFRAG in partnership with National Standard Setters in Europe; and EFRAG and IASB 
Chairs meet privately on a regular basis’. (EFRAG, no date b). 

A key report that revealed both the benefits and risks of EFRAG operating in this rather self-

regulated manner with the IASB and at the expense of a more co-regulated arrangement is 

observed in the Maystadt report (2013) subtitled: ‘Mission to reinforce the EU’s contribution 

to the development of international accounting standards’. 

On the one hand the Maystadt report (2013) observes that there have been benefits from 

adopting IFRS for the European Union. The report starts by noting that: 

‘In 2002, the European Union took a decisive step by imposing a legal requirement for 
the consolidated financial statements of European companies listed on European stock 
markets to be prepared under International Financial Reporting Standards.’      
                                                                                                  (Maystadt Report, 2013: 4). 

The Maystadt report observes that the adoption of IFRS issued by the IASB delegated 

responsibility ‘regulatory sovereignty’ to the IASB with EFRAG either endorsing or rejecting 

new or adjusted accounting standards: 

‘Given the difficulty of achieving a European framework, the EU chose to renounce its 
regulatory sovereignty in accounting and decided to apply the standards drawn up by 
a not-for-profit private sector organisation based in London, the IASB (International 
Accounting Standards Board). The EU developed a system for the endorsement of the 
IFRS standards that allows it to accept or reject a standard following consultation with 
EFRAG, the European Financial Reporting Advisory Group.’ (Maystadt Report, 2013: 4). 

The Maystadt report is clear that the adoption of IFRS by the EU had a positive impact in terms 

of promoting the comparability and quality of company financial reporting. But the report 

goes on to observe that the financial crisis revealed that accounting practices can have a 



57 
 

profound impact on company stability: such as with the adoption of fair value accounting and 

risk of valuing assets at speculative market values. Furthermore, the financial crisis resulted:  

 ‘in a more general critical reflection on IFRS standards and the Conceptual Framework. 

 The Conceptual Framework explains the concepts forming the basis of the production 

 of financial information in the financial statements and facilitates the coherent and 

 logical formulation of the (IFRS) and their adoption process.’ (Maystadt, 2013:4). 

The Maystadt report suggests that, as new members came into the IASB fold, and its global 

agenda expanded, the EU’s political influence was also being diminished. In addition to the 

fact that a range of EU institutions (including EFRAG) were speaking to the IASB and diluting 

the influence of the EU political voice. The Maystadt report notes that accounting disclosures 

are not simply technical and neutral but can have a direct influence over the behaviour of 

actors operating in financial markets. That is the financial numbers reported can have an 

impact on the stability of those markets.  And, that EFRAG: ‘which should be Europe’s voice in 

the accounting debate, is a technical committee with views that do not always take 

appropriate account of these stakeholders.’ (Maystadt report, 2013: 6, my emphasis added).  

The challenge set out was that EFRAG should be operating within a stronger co-regulatory 

arrangement to ensure that accounting standards align with European political and economic 

interests and that this, according to Maystadt, was not the case. That is the governance of the 

regulations governing accounting practice need to be re-balanced away from self-regulation 

as between EFRAG and the IASB and towards a more co-regulated arrangement where EFRAG 

is within EU institutional influence. The desire for more EU co-regulated influence is also 

informed by the terms and conditions by which regulatory sovereignty had become 

delegated. The fact was that this delegation allowed the EU to not adopt parts or the whole 

of an accounting standard issued by the IASB (a so-called carve out arrangement) but there 

was no carve in arrangement whereby the EU could change the text of IASB standards.     

On the one hand the Maystadt report does not take issue with the general objectives of the 

IASB and its global standard setting arrangements from a technical perspective rather the 

Maystadt report enters the issue via the delegation of regulatory sovereignty and governance 

over standard setting process through its own agency EFRAG. That is, EFRAG as the European 
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agency's mission is to endorse accounting standards whilst also preserving the public interest 

(the wider economic and political implications).  

‘The present EFRAG structure is complex, partially resulting from successive but 
incomplete governance reviews. Its mission and tasks are not defined with sufficient 
precision.’ (Maystadt Report, 2013: 12). 

And also, that: 

‘Certain stakeholders (mainly the national standard setters and large listed companies) 
regret that positions adopted by EFRAG, in conformity with its narrow interpretation 
of its mandate, are based exclusively on technical analyses of standards and do not 
take economic and political implications (relations with other authorities, impact on 
other rules, etc.) into consideration.’ (Maystadt Report, 2013: 12). 

On the one hand the technical expertise of EFRAG was noted as a positive aspect in the 

Maystadt report but that the technical capability alone, whilst necessary, was not sufficient 

because accounting standards need to also be assessed and endorsed in the public interest. 

And so, it is noted that:  

‘While this concern to provide technical opinions unbiased by political considerations 
could be perceived favourably by the IASB, it diminishes EFRAG’s credibility with 
Member States.’ (Maystadt Report, 2013: 11-12). 

In an interview for the journal Accounting, Economics and Law, Phillip Maystadt noted that 

the EFRAG supervisory board was being governed by the technical sub-committees and as 

such has lost its legitimacy: 

‘The EFRAG supervisory board was not a true board when you come to substantive 
issues, the board did not approve, for example, the letter of comment to the IASB nor 
the advice for endorsement to the Commission. Therefore, the main thrust of the 
reform was to transform EFRAG in such a way that it appears more representative and 
more legitimate.’ (Maystadt, 2017). 

After the Maystadt report a range of reforms to the governance structure and purpose of 

EFRAG have been strengthened in relation to co-regulation that is incorporating European 

institutional interests through EFRAG and in terms of aligning the endorsement process with 

the European Public Good (EPG). Hossfeld, Muller-Lagarde and Zevounou (2020) summarise 

what this now means for EFRAG and the accounting standards endorsement process. If the 

standard in question improves financial reporting with an acceptable cost–benefit trade off, 

and if the standard has no negative impacts on the European economy (including financial 
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stability and economic growth), then it is conducive to the EPG (Hossfeld, Muller-Lagarde and 

Zevounou, 2020:12). It is now possible to see how this stronger co-regulatory arrangement is 

playing out in practice. 

Hossfeld, Muller-Lagarde and Zevounou (2020) noting that: 

‘Regarding the application date of IFRS 9 by insurance companies we can note that the 
reservations (of EFRAG) concerning the EPG prompted the IASB to adapt its standards. 
Deeming the amendments unsatisfactory, the Commission implemented a temporary 
exemption for certain companies.’ (Hossfeld, Muller-Lagarde and Zevounou, 2020:14). 

In a European Parliament resolution of 7 June 2016 on International Accounting Standards 

(IAS) evaluation and the activities of the International Financial Reporting Standards (IFRS), it 

is clear that the European Parliament has not been silent with regards to changes to the IASB’s 

Conceptual Framework. The Conceptual Framework document is similar to a constitution 

setting out the principles that guide general purpose financial reporting. The European 

Parliament noting that ‘Prudence’ whilst reintroduced into the Conceptual Framework as a 

guiding principle its meaning and impact is diluted away. The IASB’s understanding is at odds 

with European case law and the Accounting Directive and their definition and use of the term 

Prudence. Thus, the European Parliament:   

‘Welcomes the intention of the IASB to reintroduce the principle of ‘prudence’ and 
reinforce ‘stewardship’ in the new Conceptual Framework…(but):  regrets that the 
IASB’s interpretation of ‘prudence’ only means ‘prudent treatment of discretion’; 
[...]the IASB’s understanding of the principle of prudence and stewardship is not the 
same as what is stated in the relevant ECJ case-law and the Accounting Directive.’ 
(European Parliament, 2016, point 6). 

In 2018, the European Commission issued its ‘Consultation Document: Fitness Check in the 

EU Framework for Public Reporting by Companies’ (European Commission 2018a). The 

consultation sets out to seek stakeholder views on whether the EU framework for public 

reporting by companies was fit for purpose. The IASB issued a response to this consultation 

document and its revealed some of the tension between the IASB’s motivation to maintain 

its self-regulatory control over accounting standards whilst limiting the freedom and scope 

for the EU institutions to adjust and adapt: 

‘The EU's endorsement process is already the most elaborate of all. As mentioned in 
the Maystadt Review, it ensures that the EU is highly influential at every level of the 
IASB's standard-setting process and committees.’ (IFRS, 2018b). 



60 
 

The role of EFRAG has, we argue, adapted in the face of criticism of its role in reinforcing a 

self-regulatory arrangement for the IASB. This has, we argued, migrated towards a stronger 

co-regulatory arrangement as between EFRAG and the EU institutions to which it reports. In 

the 2021 EFRAG’s publication: ‘Consultation on the IASB standard setting and research 

agenda’ made clear that EFRAG, on behalf of the European Parliament and Commission, is 

concerned with the need for the IASB to start to accommodate non-financial reporting and 

especially sustainability reporting into is agenda: 

‘EFRAG is also of the view that, with the growing importance of sustainability 
reporting, a separate area of activity should be identified by the IASB to address the 
connectivity between sustainability reporting and financial reporting.’ (EFRAG, 2021a: 
8). 

The European Parliament and Commission are pushing ahead with the development of non-

financial and sustainability reporting. This latter development, we argue, is strengthening the 

co-regulatory arrangement with EFRAG and bringing into the frame new actors that are 

outside of the IASB’s expertise that specifically resides with financial reporting.  In 

Directive 2013/34/EU and with regards to the disclosure of non-financial and diversity 

information by certain large undertakings and groups: 

‘The European Parliament acknowledged the importance of businesses divulging 
information on sustainability such as social and environmental factors, with a view to 
identifying sustainability risks and increasing investor and consumer trust. Indeed, 
disclosure of nonfinancial information is vital for managing change towards a 
sustainable global economy by combining long-term profitability with social justice 
and environmental protection.’ (Directive 2014/95/EU, recital 3). 

The review of the EU Non-Financial Reporting Directive (NFRD) introduced obligations for 

large European companies to disclose information on their sustainability risks and impacts. 

(European Commission, 2020c). The NFRD requires companies to disclose information: 

‘to the extent necessary for an understanding of the development, performance, 
position and impact of [the company’s] activities.” This means companies should 
disclose not only how sustainability issues may affect the company, but also how the 
company affects society and the environment. This is the so-called double materiality 
perspective.’ (European Commission, 2020a, Review of Non-Financial Reporting 
Directive, 2020).  

In a communication 2018/0178 [COD]: ‘Proposal for a regulation of the European Parliament 

and of the Council on the establishment of a framework to facilitate sustainable investment’, 
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the EU is setting itself the task of putting ESG disclosures at the heart of information disclosure 

for investors and informing the financial system about company risks: 

‘This proposal is part of a broader Commission initiative on sustainable development. 
It lays the foundation for an EU framework which puts Environmental, Social and 
Governance (ESG) considerations at the heart of the financial system to support the 
transformation of Europe's economy into a greener, more resilient and circular 
system.’ (European Commission, 2018c:1). 

This movement towards non-financial and sustainability reporting is also serving to weaken 

the self-regulatory arrangement between EFRAG and the IASB. This is because the disclosure 

of non-financial technical information dilutes the old self-regulatory arrangement because 

new actors and expertise are needed to support EU governance over non-financial reporting 

commitments. In response to the NFRD, the Director of EFRAG notes that: 

‘I propose to create a new non-financial reporting pillar alongside EFRAG’s existing 
financial reporting pillar. A separate pillar for non-financial reporting would be needed 
as the activity of developing non-financial (sustainability) reporting standards is 
substantially different from EFRAG’s current role of influencing international work on 
accounting standards, including providing input and comment to the IASB.’ (EFRAG, 
2021b: 4).  

Not only will this new pillar for non-financial reporting address new technical challenges and 

issues surrounding company disclosures in their annual reports. It will also be used to 

establish a new funding structure where the European Union pays a leading role –given its 

public interest mission in standard setting: 

‘The funding structure of the non-financial pillar should reflect the public- private 
sector partnership model of EFRAG. It should be linked to the membership of EFRAG. 
However, the public (European Union) funding should play a leading part for the 
nonfinancial reporting pillar, given its public interest mission in standard setting.’ 
(EFRAG, 2021b: 6).  

A critical challenge for EFRAG will be that of building new alliances for technical support that 

lie outside of the conventional relationship with the IASB. That is: 

 ‘How to establish cooperation with existing public and/or private initiatives producing 
international standards and frameworks (GRI, TCFD, CDP, SASB, IIRC,2 the Capitals 
Coalition (previously known as Natural Capital Coalition, now including Social and 
Human impacts and dependencies as per respective protocols), the Value Balancing 

                                                           
2 Global Reporting Institute (GRI), Taskforce for Climate-Related Financial Disclosures (TCFD), Carbon 
Disclosure Project (CDP), Sustainability Accounting Standards Board (SASB), International Integrated 
Reporting Council (IIRC). UN System of Environmental Reporting.  
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Alliance, UN SEEA, etc.) to ensure that any future non-financial reporting standards 
applying in the EU builds to the greatest extent possible on existing standards and 
frameworks.’ (EFRAG, 2021b:31). 

 

2.3 Summary 

This chapter is concerned with how legislation passed by the European Parliament and also 

Commission is carried out in terms of the regulations attached to this legislation. These 

arrangements for carrying out the regulations (or standards) can be kept with strict control 

of the European institutions in the firm of a command-and-control regime. There are 

challenges attached to this process of ensuring that the agency gap between the intention of 

legislation and outcomes are aligned, that is the agency gap is closed. 

This is all the more challenging when it is argued in this chapter that the governance approach 

of the EU towards overseeing the directives and regulations arising from its own legislation 

are a form of: ‘Open Method of Coordination’ (OMC). That is, the EU institutions setting 

legislation are outsourcing both its formulation and execution to professional, industry bodies 

and non-governmental organisations to oversee the regulations attached to legislation. 

In the case of the legislation governing financial reporting practice, we note that the European 

Parliament has delegated the setting and monitoring of accounting standards to the 

International Accounting Standards Board (IAS) and its relevant International Financial 

Reporting Standards (IFRS). But was also careful to ensure that some agency was maintained 

over the control of accounting standards through a semi-independent organisation: EFRAG. 

This organisation, we note, is financed by private institutions as well as the European 

Parliament but that the expertise required to manage these regulations created a self-

regulatory arrangement in conjunction with the IASB. 

These essentially strong self-regulatory arrangements (standard setting) were questioned in 

the publication of the Maystadt report. On the one hand this report supported the technical 

work being done on accounting standards by both EFRAG and the IASB but more critical of 

the governance arrangements surrounding the endorsement process and securing the public 

good. The Maystadt report makes a number of recommendations as to who these governance 

arrangements needed to be modified. Following on from its publication we observe a more 
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assertive relationship between EFRAG/European agencies and the IASB and reflected in a 

series of interventions designed to take back control to ensure that accounting standards do 

not undermine the public good. The public good is represented here as how accounting 

practice contributes to financial stability, growth and development, not simply the 

information needs of investors. This taking back of control into a stronger co-regulatory 

arrangement is reflected in disputes between EFRAG and the IASB’s Conceptual Framework 

and weak re-introduction of Prudence and disagreements over the installation of IFRS 9 on 

Financial Instrument accounting, especially with regards to insurance companies. 

In more recent years the co-regulatory relation between the European Parliament/European 

Commission and EFRAG has been further consolidated with regards to the IASB, we argue, as 

a result of the Non-Financial Reporting Directive. The non-financial reporting directive 

legislation is being driven forward by the European Parliament within the context of new 

governance arrangements for EFRAG. These will involve a new reporting pillar –non-financial 

reporting and financing and reporting arrangements.  On the 8th March 2021 the IPE Magazine 

noted that: 

‘The European Financial Reporting Advisory Group (EFRAG) taskforce also said that the 
first set of standards must meet the needs of recently adopted EU legislation in the 
field of sustainable finance, in particular the Sustainable Finance Disclosures 
Regulation (SFDR), as “failing to do so would create major inconsistencies at the heart 
of the EU’s sustainable finance policy.’ (IPE Magazine, 2021). 

This significantly puts EFRAG at the centre of the NFRD. The European Commission is looking 

to develop reporting standards that capture the principle of double materiality (i.e. able to 

cover the impact of ESG for companies/investors, and financial impacts for companies / 

investors and risk to society). Matthias Täger observes the London School of Economics blog 

on ‘Double materiality’: what is it and why does it matter?  

‘Double materiality is an extension of the key accounting concept of materiality of 
financial information. Information on a company is material and should therefore be 
disclosed if “a reasonable person would consider it [the information] important”, 
according to the US Securities and Exchange Commission. Thanks to the work by the 
TCFD3, it is now widely accepted within financial markets that climate-related impacts 
on a company can be material and therefore require disclosure.’ (Täger, 2021). 

                                                           
3 Task Force on Climate-related Financial Disclosures  
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This shift towards NFRD and also sustainability reporting and the demand for double 

materiality: financial and environmental non-financial has put EFRAG and the European 

Commission / Parliament at the forefront and the IASB is lagging behind. This is opening up 

the opportunity for the European agencies to strengthen their co-regulatory relationship with 

EFRAG. European Commission Executive Vice-President Valdis Dombrovskis in January 2021 

invited Jean-Paul Gauzès, to: ‘provide recommendations about changes to the governance 

and financing of EFRAG, in case the latter were entrusted with the responsibility for the 

development of possible EU non-financial reporting standards.’ (EFRAG, 2020b). 

This chapter also informs a number of research questions to be investigated in this thesis: 

• What has been the role of EFRAG with regards to endorsing financial reporting 
standards? Has it helped reinforce the IASB’s self-regulatory governance over 
accounting standards?  

This question reflects back on to the literature review concerning the development of EFRAG 

as having responsibility for endorsing accounting standards on behalf of the European 

Parliament. Within this arrangement the European Parliament has delegated responsibility 

for the regulation of accounting practice to the International Accounting Standards Board (IAS 

regulation). 

  

Regulation (EC) 1606/2002 of the European Parliament and of the Council of 19 July 2002 on 

the application of international accounting standards (IAS Regulation) came into force on 14 

September 2002. It requires that, for financial years starting on or after 1 January 2005, 

publicly traded companies governed by the law of an EU member state must, with certain 

transitional exceptions, prepare their consolidated financial statements in conformity with 

adopted International Financial Reporting Standards (IFRS) (Regulation (EC) No 1606/2002). 

 

After the Maystadt report (2013) it was clear that this delegation of agency and control to the 

IASB was being questioned and that public agencies should have a greater input into the 

approval of accounting standards. 

 

Phillip Maystadt observing that: This is why it is recommended to pursue the first option: to 

restructure the current EFRAG, to ensure a fair balance in the decision making process 



65 
 

between private and public bodies and among different member states (ACCA and FEE, 

2013a). 

 

Interviewees are being asked to consider if the balance of agency (power and control) over 

the approval of international financial reporting standards are becoming more co-regulated 

and less self-regulated by the IASB. 

 

 
 

• To what extent have accounting experts located within the non-government agencies 
such as the IASB captured the regulatory agenda over accounting standards setting in 
Europe? 
 

This question links back to the literature on why governments (as legislators) often delegate 

responsibility for regulation to the ‘experts’ with technical knowledge and capabilities. This 

knowledge is not easily accessible to public bodies and also the specialist nature of the 

knowledge base of accounting justifies delegation into self-regulated institutions like the 

IASB. 

 

The International Federation of Accountants IFAC recognizes the important role that 

professional accountancy organizations (PAOs) play in working with governments to ensure 

that regulation is effective, efficient, and in the public interest. Their report, Making 

Regulation Work (2017) observes that there should be: ‘Ongoing dialogue and cooperation is 

essential to ensure an appropriate balance between self-regulation by the profession, self-

regulation with public oversight and accountability, and external regulation.’ (IFAC, 2017).  

 

This literature suggests on the one hand that the expertise of accounting practice has forced 

the hand of government as legislator to contract out responsibility for the regulation of 

accounting practice to the IASB. However, the IFAC report suggests that whilst there is a logic 

of ‘expertise’ driving delegation and self-regulation by private organisations such as the IASB. 

This needs to be tempered with public oversight and accountability with a leaning towards 

co-regulation.    
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• Are there indications that a new form of co-regulation as between the European 
agencies (EFRAG) and the IASB is being installed with regards to conservative prudent 
accounting and non-financial reporting? 

The Maystadt Report (2013) and Report: A8-0172/2016 on International Accounting 

Standards (IAS) (European Parliament, 2016) called for a further strengthening the European 

influence in early stages of the accounting standard development. This involvement would 

dilute the IASB’s influence as a self-regulator.  

The Report: A8-0172/2016 on International Accounting Standards (IAS) noting that: 

 ‘Various European public and private sector entities at national and European level are 
involved in the process, sometimes with different views and interests. The formulation of a 
common European position is therefore an important but also difficult task. EFRAG has an 
important role to play in this regard.’ (European Parliament, 2016). 

The Report: A8-0172/2016 on International Accounting Standards (IAS) specifically observes 

that whilst the IASB has an intention of putting back ‘prudence’ into the accounting 

Conceptual Framework. The report reinforces the European Parliament viewpoint that the 

IASB’s and European Union view on what constitutes Prudence were not the same:   

‘Welcomes the intention of the IASB to reintroduce the principle of ‘prudence’ and re-
inforce ‘stewardship’ in the new Conceptual Framework; regrets that the IASB’s 
interpretation of 'prudence' only means 'prudent treatment of discretion'; notes that 
the IASB's understanding of the principle of Prudence and Stewardship is not the same 
as what is stated in the relevant ECJ case-law and the Accounting Directive.’ (European 
Parliament, 2016). 

Interviewees would help to clarify the extent to which and with regards to Prudence  as a 

central principle of accounting practice has become a beacon of EU resistance to  the IASB 

and also a play for more co-regulatory arrangements.   

 

With regards to The European Directive governing non-financial reporting (Directive 

2014/95/EU) this also presents a challenge to the IASB and the existing Conceptual 

Framework in terms of the general purpose of financial reporting. The non-financial reporting 

directive (NFRD) is concerned that financial reports contain information on Environmental, 

Social and Governance arrangements. Directive 2013/34/EU regards the disclosure of non-

financial and diversity information and being critical for the development of company 

reporting. Noting that the: 



67 
 

‘Disclosure of non-financial information is vital for managing change towards a 
sustainable global economy by combining long-term profitability with social justice 
and environmental protection. In this context, disclosure of non-financial information 
helps the measuring, monitoring and managing of undertakings' performance and 
their impact on society.’ (Directive 2013/34/EU) 

 

The NFRD is a challenge to the IASB because it moves financial reporting further away from 

the pure financial materiality and associated notes in the accounts towards a new reporting 

agenda with a double materiality that also includes: environmental, social and governance 

reporting. The shift to NFR challenges the IASB’s dominance because it requires that new 

institutions with different expertise(s) and these also become part of the regulatory space 

governing company reporting practice. 

 

This part of the question for interviewees is concerned to draw out their understanding as to 

the value of the NFRD and if they believe that financial reporting should be narrowly 

concerned with just financial reporting. Furthermore, do respondents think that this shift to 

NFR will dilute the IASB’s self-regulatory powers and if so who do they see this developing. 

Do they think, for example, that the IASB-EFRAG relationship will become more co-

determined rather than self-regulated. 
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Chapter 3. The general purpose of financial reporting: Ambiguity and contradictions 

3.1 Introduction 

A significant challenge for structuring a technical grounded literature review of accounting 

practice is that it is not possible to cover the level of detail attached to the technical debates 

across all of accounting. In this chapter we organise the literature review into four themes 

centred on the challenges and ambiguities of general-purpose financial reporting. The 

objective is to construct a literature review about the purpose of financial statements and 

how these describe financial flows and financial stock position with accompanying notes in a 

company’s annual financial reports. Macve (2002) employs a framing device using four 

organising elements to help clarify our understanding about the complex nature and 

development of accounting.  In this thesis we employ a similar organising approach to help 

structure a literature review about the development of the general purpose of financial 

reporting and associated challenges and ambiguities. 

These elements include a review of the development of the International Accounting 

Standards Board (IASB) accounting Conceptual Framework. Here we specifically focus on how 

the Conceptual Framework for general purpose financial reporting is geared to the provision 

of decision useful information to investors with a view to then promoting information 

transparency and capital market efficiency rather than resource Stewardship by management 

as a priority.  Secondly, we consider the challenge posed to the accounting regulators arising 

from the Maystadt report in 2013 which challenged the IASB to incorporate the public interest 

into the accounting standards setting process. Specifically, the concern, after the financial 

crisis of 2008 to 2010, was that the process of fair value or market value accounting might 

have contributed to financial instability of companies and that this impacts on economic 

development and growth. Thirdly, we consider the importance of Prudence in the IASB’s 

Conceptual Framework and how this concept governing the practice of accounting is first 

removed then inserted back into the Conceptual Frameworks in 2010 and 2018. Accounting 

is grounded in the notion of ‘prudent’ and conservative financial reporting but this approach 

to financial reporting was technically challenged because of its bias towards under reporting 

earnings and assets and overstating liabilities. Some argue that adjustments to the 

Conceptual Framework such as replacing Reliability with Faithful Representation and 
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Neutrality instead of Prudence helped usher in fair value accounting (FVA) as an alternative 

to historic cost accounting (HCA). Finally, we consider the growing importance of non-

financial reporting and how this incorporates new actors with expertise on environment, 

social and governance metrics into the regulatory arrangements for accounting. The 

European Directive governing non-financial reporting (Directive 2014/95/EU) also presents a 

challenge to the IASB and the existing Conceptual Framework in terms of the general purpose 

of financial reporting. In addition, there are also possibilities that the IASB’s organisational 

and self-regulatory dominance over the drafting of the Conceptual Framework (2018) and 

accounting standards will, as a result, become diluted.  At the end of this literature review we 

set out a series of investigative questions for this thesis that arise from a review of the 

literature. 

3.2 The regulatory arrangement’s governing financial reporting practice 

The key global regulatory bodies governing the process of accounting practice and purpose 

of financial reporting are centrally: the International Accounting Standards Board (IASB) and 

the Financial Accounting Standards Board (FASB). The International Accounting Standards 

Board is an independent organisation and its members are technical experts that have 

practical experience in setting accounting standards, auditing, using financial reports, and 

accounting education. IASB members are responsible for the development and publication of 

IFRS Standards, including the IFRS for SMEs Standards. The Board is also responsible for 

approving Interpretations of IFRS Standards as developed by the IFRS Interpretations 

Committee (formerly IFRIC) (IFRS, no date b).  

The objective for IFRS Standards is set out as that of enhancing information transparency and 

accountability but also that information disclosed in financial reports contributes to the 

efficient functioning of o financial markets around the world. The public interest that derives 

out of this objective is that accounting disclosures will, via the promotion of efficient capital 

markets, contribute to growth and long-term financial stability in the global economy. That 

is, financial disclosures for investors serve the purpose of enhancing information transparency 

through international comparability and the quality of financial information, ‘enabling 

investors and other market participants to make informed economic decisions’ (IFRS, n.d. c). 

Thus, the position taken is that IFRS (Accounting) Standards strengthen accountability by 

closing the information gap between the providers of capital (investors) and the firms that 
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they have entrusted their money. The provision of accounting disclosures is thereby that of 

holding managers to account through the financial information disclosed: 

‘IFRS Standards contribute to economic efficiency by helping investors to identify 

opportunities and risks across the world, thus improving capital allocation. Use of a single, 

trusted accounting language lowers the cost of capital and reduces international reporting 

costs for businesses.’ (IFRS, n.d. c). 

The European Financial Reporting Advisory Group (EFRAG) works with the IASB and is itself a 

semi-private association established in 2001 with the encouragement of the European 

Commission to serve the public interest. Its stakeholder representatives also have an interest 

in the development of International Financial Reporting Standards (IFRS) and how they 

contribute to the efficiency of capital markets which is part of a broader European political 

economy agenda about the benefits assumed to flow from capital market integration.  

EFRAG’s mission, through its endorsement of accounting standards, is to bring various 

stakeholders together to ensure that issued financial reporting standards recommended by 

the IASB are in the European public interest. EFRAG has the responsibility to provides advice 

to the European Commission as whether new or revised IFRS meet the demands of users 

(such as professional accountants, auditors and investors) so as to seek an endorsement or 

adjustments to proposed standards and also more broadly consider whether endorsement 

would be conducive to the European public good (EFRAG, no date b). Thus, EFRAG’s role, at 

this technical level, could be interpreted as serving to promote the IASB’s self-regulatory 

powers or intervene in a stronger co-regulatory arrangement to insert the public interest on 

behalf of the European Institutions (Caffagi, 2009). 

3.2.1 The Conceptual Framework governing accounting practice 

Zeff (1972) in his text ‘Forging Accounting Principles in five countries; a history and analysis 

of trends’ reviews the development and trends in accounting during a period when 

accounting standards setting agencies were nationally based with each country setting its 

own specific accounting standards. Zeff observes that ‘there is little doubt that in companies’ 

legislation...there are certain to be considerable advances towards the standardisation and 

improvement of accounting requirements in the European Community and indeed such a 

move has already started.’ (Zeff, op. cit).  



72 
 

An integral part of the national and international accounting project over the past three 

decades has been one that has been informed by the need to generate international 

accounting standards that facilitate globally efficient capital allocations on the basis that the 

information they receive is relatively uniform. The European Parliament has, for example, 

ceded control of accounting standards setting to the International Accounting Standards 

Board (IASB) established in 2001.  The process of converging onto a specific set of accounting 

standards has been a major project for both the FASB and IASB and considerable research has 

been carried out to reveal the struggle to achieve harmonisation, even within the IASB and 

across Europe (Nobes, 2011). 

Thus, there has been considerable debate about the usefulness of general-purpose financial 

statements which also include the notes to the accounts, in terms of their growing length and 

lack of systematic structure and clarity (see for example, ICAEW, 2015). However, it is 

generally agreed that the function of general purpose financial reporting is with the disclosure 

of accounting information that is transparent to investors. In its deliberations about the 

accounting Conceptual Framework the IASB comes to a general conclusion that the general 

purpose of financial reporting is to inform present and potential investors and creditors about 

the financial condition of a reporting entity. That is, the objective of general purpose external 

financial reporting is to provide financial information about a reporting entity (a 

circumscribed area of business activity of interest to investors) that is useful to present and 

potential investors and creditors in making their decisions as providers of capital. Thus, 

following on from this objective, the intentions of the financial reporting Conceptual 

Framework is that of conveying financial disclosures that are of interest to present and 

potential investors and creditors. A key challenge in the development of the Conceptual 

Framework governing accounting practices has been with setting out the general purpose of 

financial disclosures. On the one hand these general-purpose financial disclosures should be 

‘decision useful’ for investors and on the other provide an account of resource Stewardship 

by managers (IASB, 2008). 

3.2.2 The general purpose of financial reporting: decision usefulness or stewardship? 

A key debate in accounting centres on the general purpose of financial reporting in terms of 

provisioning either broad information about how managers are Stewarding resources on 
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behalf of investors and other stakeholders or more narrowly that of provisioning information 

that is decision useful to investors. 

Stephen Zeff (1999) discusses the progress and development of the Conceptual Framework 

in the US.  Zeff pinpointed the 1966 the American Accounting Association (AAA) ‘A Statement 

of Basic Accounting Theory (ASOBAT)’ as providing a conjunctural break. Specifically, that the 

general purpose of financial reporting is to provide decision useful information to investor-

shareholders.  George J. Staubus (1999) was a pioneer here in arguing for the supremacy of 

decision usefulness by stating the following: 

‘It seems that at some date around 1967, most researchers adopted the unstated premise 

that decision usefulness was the test of good accounting. That development was like a 

neutral (neither hostile nor friendly) takeover in the dead of night. Decision-usefulness 

literature was seldom quoted, but all of a sudden, the decision-usefulness objective was 

taken for granted.’ (Staubus, 1999:338). 

The critical point is that financial reporting becomes focussed on the need for information 

disclosure for investors that are decision useful, that is, assist investors with their capital 

investment/allocation decisions. Zeff summarises the purpose of accounting disclosures as:  

a) Providing decision useful information to long-term ‘investor/shareholders’ about the 

financial condition of the reporting entity (May, 1943)  or  

b) Providing a gauge of earning capacity for the trader in the market (Zeff, 2012:9).  

This represented a change in emphasis from investments made and their salvage value 

towards investments made and information that helps construct an understanding of 

forward-looking earnings capacity and stock prices for active capital markets.  In this regard, 

there was also the issue of what information is relevant to those that actively trade in stocks 

of a company and this we argue evolves over time from an income-based approach and 

historic costs towards a balance sheet perspective with assets adjusted to their market 

valuations. According to Zeff, the Trueblood report was ‘remarkable for the freshness of its 

approach. It did much to refocus discussions in the accounting policy arena from Stewardship 

reporting to providing information useful for decision makers. The report became a kind of 



74 
 

blueprint for the Conceptual Framework project that the newly established FASB was just 

beginning.’ (Zeff, 1999: 13).  

The IASB and the FASB aimed at converging their accounting Conceptual Frameworks and 

standards after a formal commitment in the Norwalk Agreement in 2002. The FASB’s and also 

the IASB’s conclusion were that the objective of general purpose external financial reporting 

is to provide financial information about the reporting entity that is useful to present and 

potential investors and creditors in making the decisions in their capacity as capital providers. 

According to Williams and Ravenscroft (2014) the FASB/IASB objectives were that of 

eliminating an explicit Stewardship reporting objective, instead subsuming Stewardship 

under decision usefulness. The proposed Conceptual Frameworks shared the objective of 

general-purpose financial reporting which was to provide financial information about the 

reporting entity that is useful to present and potential equity investors, lenders, and other 

creditors in making decisions in their capacity as capital providers, noting that capital 

providers are the primary users of financial reporting (IASB CF, 2018a, point 1.5). 

Thus, to provide a link to this objective, a reporting entity could be described as being a 

circumscribed area of business activity of interest to present and potential investors and 

creditors. The intention was to convey that the Conceptual Framework should be focused on 

those particular circumscribed areas of business activity that are of interest to present and 

potential investors and creditors (IASB, 2018a). In 2010 the Conceptual Framework issued by 

the IASB Stewardship was not included as a separate primary objective of financial reporting 

(IASB, 2010). Instead, decision usefulness (see FASB, 2010), with a sole focus on information 

for those buying and selling a company’s equity or providing debt finance became the stated 

single primary objective of financial reporting:  

‘The objective of general-purpose financial reporting4 is to provide financial 
information about the reporting entity that is useful to existing and potential investors, 
lenders and other creditors in making decisions about providing resources to the entity. 
Those decisions involve buying, selling or holding equity and debt instruments, and 
providing or settling loans and other forms of credit.’ (FASB, 2010: OB25; IFRS, 2017:4). 

                                                           
4 In the Conceptual Framework, the terms financial reports and financial reporting refer to general purpose 
financial reports and general purpose financial reporting. 
5 OB refers to the Objectives section in the Conceptual Framework. 
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Other stakeholders might be interested in the financial performance of a company but these 

stakeholders’ interests were deemed not to be primary but rather more incidental to the 

process of financial reporting:   

‘Other parties, such as regulators and members of the public other than investors, 
lenders and other creditors, may also find general purpose financial reports useful. 
However, those reports are not primarily directed to these other groups’ (FASB CF, 
2010: OB10). 

The effective Stewardship of resources was captured indirectly through provision of decision 

useful information to the extent that this type of information might also be of use in 

supporting decisions related to the Stewardship of resources:  

‘The Board proposed that the objective of financial reporting is to provide financial 
information about the reporting entity that is useful to present and potential investors, 
lenders and other creditors in making decisions in their capacity as capital providers. 
The exposure draft also described the role financial statements can have in supporting 
decisions related to the stewardship of an entity’s resources.’ (FASB CF, 2010: BC1.26)6. 

To enhance decision usefulness, it was now the case that financial disclosures should provide 

information that allows investors to make informed assessments as to the ‘prospects’ for 

future cash flows. Specifically, cash flows are of interest to investors because they are the 

funds out of which dividends, interest and loan repayments are made. Thus, information that 

facilitates an understanding of current and future cash flows for investor is decision useful as 

it might inform these investors about risks to dividends and interest and debt repayments. As 

we will note later in this chapter the importance of predicting cash flows also becomes 

conjoined to the development and introduction of fair value (or market value) measurements 

in accounting:  

‘Consequently, existing and potential investors, lenders and other creditors need 
information to help them assess the prospects for future net cash inflows to an entity.’        
        (FASB CF, 2010: OB3). 

Objective 4 (OB4) of the FASB’s Conceptual Framework notes that to assess cash flow 

prospects information is required about how ‘efficiently and effectively’ the entities 

management have utilised resources: 

‘To assess an entity’s prospects for future net cash inflows, existing and potential 
investors, lenders and other creditors need information about the resources of the 

                                                           
6 BC here refers to the Basis for Conclusions section of the Conceptual framework.  
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entity, claims against the entity, and how efficiently and effectively the entity’s 
management and governing board have discharged their responsibilities to use the 
entity’s resources. [….] Information about management’s discharge of its 
responsibilities is also useful for decisions by existing investors, lenders and other 
creditors who have the right to vote on or otherwise influence management’s actions.’ 
        (FASB CF, 2010:OB4). 

Thus, whilst this objective implies that Stewardship is an important element to be reported 

upon it was decided not to take up the term ‘stewardship’ ‘because there would be difficulties 

in translating it’ (FASB CF, 2010: BC1.28). This diluted the commitment to Stewardship 

although this had previously not been the case. In the IASC ‘Framework for the Preparation 

and Presentation of Financial Statements’ approved by the Board in April 1989 it was noted 

that:  

‘Financial statements also show the results of the stewardship of management, or the 
accountability of management for the resources entrusted to it users who wish to 
assess the stewardship or accountability of management do so in order that they may 
make economic decisions; these decisions may include, for example, whether to hold 
or sell their investment in the enterprise or whether to reappoint or replace the 
management.’ (IASC, 1989: 6). 

We have noted that the 2010 Conceptual Framework demotes Stewardship in favour of 

provisioning decision useful information to investors and specifically the prospects for 

maintaining future cash flow.  

3.2.3 The 2018 Conceptual Framework 

In the introduction to the 2018 Conceptual Framework, it is noted that: ‘the objective of 

financial statements is to provide financial information about the reporting entity’s assets, 

liabilities, equity, income and expenses that is useful to users of financial statements in 

assessing the prospects for future net cash inflows to the reporting entity and in assessing 

management’s stewardship of the entity’s economic resources’ (IASB CF, 2018a: para. 3.2). 

However, this objective also alludes to not only cash flows earned by the reporting entity but 

how this performance has been established via the management’s Stewardship of resources. 

This connection between cash flows as being the basis upon which investors judge a reporting 

entities investment risk it is also (cash flow) and assessment as to the effectiveness of 

management's Stewardship of resources: 
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‘Investors’, lenders’ and other creditors’ expectations about returns depend on their 
assessment of the amount, timing and uncertainty of (the prospects for) future net 
cash inflows to the entity and on their assessment of management’s stewardship of 
the entity’s economic resources. Existing and potential investors, lenders and other 
creditors need information to help them make those assessment.’ (IASB CF, 
2018a:para.1.3). 

The justification for tilting back towards financial disclosures reporting upon the effective 

Stewardship of resources is noted in the basis for conclusions in the 2018 Conceptual 

Framework. In the 2018 Conceptual Framework the IASB improved the wording to clarify its 

original intention.  

In the 2018 Conceptual Framework the IASB observed that: 

‘The Board reintroduced the term ‘stewardship’ and, in describing the objective of 
general-purpose financial reporting, gave more prominence to the importance of 
providing information needed to assess management’s stewardship of the entity’s 
economic resources. That extra prominence contributes to highlighting management’s 
accountability to users for economic resources entrusted to their care.’ (IASB, 2018b: 
BC 0.41).   

This reintroduction promoted information disclosures to users so that they might assess the 

capabilities and effectiveness of management with regards to resources Stewarded and the 

return to investors, that is information about prospects for future cash flows: 

‘To provide that greater prominence, the 2018 Conceptual Framework identifies 
information needed to assess management’s stewardship as possibly partly separate 
from the information needed to help users to assess the prospects for future net cash 
inflows to the entity.’ (IASB, 2018b: BC1.34). 

With regards to resource allocations and Stewardship these are specifically listed as the:  

(a) buying, selling or holding equity and debt instruments; 
(b) providing or settling loans and other forms of credit; or 
(c) exercising rights to vote on, or otherwise influence, management’s actions that affect 

the use of the entity’s economic resources (IASB CF, 2018a). 

That is resource Stewardship was primarily about how resources are deployed and how cash 

flow prospects inform buying and selling of a company’s share capital, settling loans and 

influencing shareholder voting to influence management actions: 

‘Users of financial statements need to assess both the amount, timing and uncertainty 
of future net cash inflows and management’s stewardship of the entity’s economic 
resources to make any of these decisions.’ (IASB, 2018b BC, 1.37c). 
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In this section we have reviewed the key objective of the Conceptual Framework governing 

accounting practise and financial disclosures. The key objective was that of providing decision 

useful information to investors, that is, information they can use to assess the prospects for 

assessing future cash flows. This overarching priority has been contested over time in relation 

to the need for disclosures about Stewardship of resources and how this serves the interests 

of investors through the generation of future cash flows.  The insertion -removal-insertion of 

Stewardship reminds us about the ambiguity surrounding the Conceptual Framework and the 

general purpose of financial reporting. Stewardship whilst an important element defining the 

Conceptual Framework for accounting is made subservient to the process of managing the 

resources for future cash flows (Tan, 2018) and provision of decision useful information for 

shareholder-investors.  

Later in this chapter we argue that the general purpose of financial reporting is further 

challenged by the need to now provision non-financial reporting and this further opens up 

the ambiguity surrounding the technical purpose and objectives of general purpose ‘financial’ 

reporting. 

3.3 Accounting in the public interest 

The IASB’s Conceptual Framework governing the general purpose and objectives of financial 

reporting is, as we have noted, geared towards the provision of relevant information to 

investors to promote efficient capital markets. The needs of investors are then often 

conflated with also aligning with a broader ‘public interest’ because stabilizing financial 

markets and promoting their efficient functioning is deemed to be in the public interest.  

Biondi (2009) takes a different perspective first noting that accounting disclosures and the 

provision of information to investor’s matters but there are also ‘public interest’ 

consequences flowing from the provision of accounting disclosures for the management and 

stewardship of resources and how this is employed to mediate conflicts of interest between 

different stakeholder groups. The reporting entity approach has consequences and 

implications for the system of corporate governance and disclosure. Accordingly, the 

accounting system is an integral part of the management, governance and regulation and 

resources. It lies therefore at the core of the continuity and sustainability of the enterprise 
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entity, and mediates imminent conflicts of interests among various stakeholders, including 

shareholders (Biondi, 2009:5).   

In March 2013, EU Commissioner for Internal Market and Services Michel Barnier appointed 

Philippe Maystadt as Special Adviser to evaluate whether the EU’s International Financial 

Reporting Standards (IFRS) adoption system was effective and enabled the EU to play its full 

role in accounting standards endorsement. This report sought to make the European Financial 

Reporting Advisory Group (EFRAG) more accountable to the European Commission and 

Parliament. EFRAG and its technical executive advisory group make recommendations to the 

European Parliament about the adoption of accounting standards through an endorsement 

process. The significance of the Maystadt report is that it challenged the existing 

arrangements between the European Commission (and its nominee EFRAG) and the IASB with 

regards to the ‘endorsement process’. Of particular importance is the restatement that 

EFRAG remains a central and key technical advisor to the Commission but it must formally 

review and endorse all criteria set out in Article 3 of the IFRS regulation, which also includes 

meeting a European public interest criterion (my emphasis added). 

At the launch of the Maystadt report Olivier Boutellis - Taft observed that:  

 ‘Accounting is very technical, but also very political. We should not forget that 
 accounting shouldn’t be hostage to technicalities, nor to politics, it is a means to an 
 end: trust and transparency. It is time to make it work because it is in the public 
 interest. EFRAG’s attention now needs to be focused on Europe’s interest in global 
 standard setting, not internal matters or on power fights with or amongst NSS. In a 
 nutshell, the European Public Good means financial stability, economic growth, 
 competitiveness, long term investment and added value in general.’ 

                                                                          (ACCA and FEE, 2013a; Accountancy Europe, 2013). 

After publication of the Maystadt report the European Commission has focused on 

implementing the governance and reporting arrangements suggested by this report 

(European Commission, 2014b).  The Maystadt report is significant because the notion of 

accounting and the public interest was a central element.  Regulation (EC) No. 1606/2002 on 

the adoption of international accounting standards notes that these can only be adopted if: - 

they are not contrary to the principle of the true and fair view; - they comply with the 

European public interest; they fulfil the intelligibility, relevance, Reliability and Comparability 
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criteria required for the financial information used for making economic decisions and 

assessing the activity of the company managers.  

The Maystadt report recommendation noted that: 

‘The European Union could revise the IFRS adoption criteria by supplementing and 
clarifying the current criteria of the IAS Regulation, as well as by explaining its policy 
in this field in order to facilitate the analysis of the standards. Two other criteria could 
be added to those mentioned in the Regulation as components of the public good, 
namely: the accounting standards adopted should not endanger financial stability and 
they must not hinder the economic development of the Union.’ (Maystadt Report, 
2013). 

The Maystadt report was not only concerned with how financial reporting and the public 

good/interest could be served by promoting the efficient functioning of capital markets (not 

endangering financial market stability) but also more broadly with that of not hindering the 

economic development of the Union. This proposal to insert the ‘public interest’ more 

prominently into the processes governing accounting practice was met with some resistance. 

The Institute for Chartered Accountants England and Wales (ICAEW) 2017 report revealed 

considerable resistance to the idea of broadening the public interest objective of financial 

reporting: 

‘The majority of stakeholders consulted by Philippe Maystadt, including ICAEW, argued 
that the existing criteria – while not perfect – had operated successfully and saw no 
good reason to legislate to add new or expanded criteria for endorsement. After all, 
the receipt of transparent, faithfully represented financial information by capital 
providers is fundamental to their investment decisions, and as such can be seen to 
underpin the efficient operation of financial markets.’ (ICAEW, 2017:16). 

‘While IFRS financial reports are of interest to a broad range of stakeholders, their 
requirements should be determined principally to meet the objective of satisfying the 
information needs of investors and other capital providers – the primary users of 
annual financial statements under the IASB’s Framework – and not according to other 
social or economic policy objectives.’ (ICAEW, 2017:16). 

In 2017 in a presentation Philippe Maystadt observed that the financial crisis encouraged a 

debate in accounting about the (adverse) economic impact of changes in accounting practice 

and the way in which financial numbers are constructed. In this presentation Maystadt noting 

that:  

‘The financial crisis brought about a debate on what many experts consider as an 
excessive resorting to market value especially for accounting for financial instruments; 
in particular the establishment of fair value when there is no market or for non-liquid 
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assets is something very complex and very risky in terms of data reliability. And indeed, 
some critics argue that fair value accounting has significantly contributed to the 
financial crisis and certainly has exacerbated its severity for financial institutions.’ 

‘Consequently, this debate raised the awareness of economic stakeholders but also of 
political decision makers about the potential impact of accounting standards on listed 
companies and therefore on the economy as a whole.’ (Maystadt, 2017: 32-33). 

The significance of this later presentation on the earlier report is that it elaborates on what 

Maystadt personally considers is in the public interest and responsibility of accounting 

practice. For example, the adoption of fair value accounting (FVA) adds risks and instabilities 

to the financial information recorded in company accounts. Debates after the financial crisis 

suggested that reporting market valuations in company accounts can promote financial 

volatility and instability. A significant shift in Maystadt’s comments is that accounting 

information does not simply inform and impact on capital markets, it does this through the 

companies that report financial information. That is, financial reporting impacts on companies 

not simply capital markets and these impacts on companies might not be in the public 

interest. 

In this next section we consider the role that Prudence has played in shaping the Conceptual 

Framework governing accounting practice. This follows on from Maystadt’s observations that 

the migration from historic cost accounting (HCA) to fair value accounting (FVA) was a 

fundamental shift in accounting practice. This reorientation was justified on the basis that 

recording market values, in general purpose financial statements, would promote 

information transparency and capital market efficiency. However, as we have noted, Phillip 

Maystadt warned that this change in measurement practice, governing accounting, has risks 

attached to it and these need to be factored into public interest impact assessments. 

(Maystadt, 2013; Hossfeld et al., 2018). 

3.4 Prudence and financial reporting 

The presentation of financial information in a prudent fashion has informed the historical 

development of accounting and financial reporting. There has been considerable debate 

about whether the IASB’s Conceptual Framework should include Prudence as a key organising 

element. This debate is long-standing but was triggered again, for example, with 
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dissatisfaction and fall-out from the financial crisis see the previous observations made by 

Maystadt. 

In the 2010 Conceptual Framework the IASB eliminated Prudence from its Conceptual 

Framework. The argument for the removal of Prudence as a central organising principle 

governing the presentation of financial information related to a technical argument about 

‘hidden reserves’ and information neutrality.  While it needs to be ensured that ‘assets or 

income are not overstated and liabilities or expenses are not understated’, it is also noted 

that the ‘creation of hidden reserves’ as well as the ‘deliberate understatement of assets or 

income’ and the ‘deliberate overstatement of liabilities and expenses’ would conflict with 

Neutrality (IASC, 1989, para. 37). 

The argument was that prudent accounting practices, such as historic cost accounting, reduce 

the value of profit and assets and inflate liabilities which leads to a reduction in the earnings 

quality of information provided to shareholder-investors. That is, managers will smooth 

earnings by understating profits and assets in one period to then realise earnings in a 

following period. Replacing Prudence with Neutrality was, it should be noted, coincident with 

a fundamental change in accounting measurement practice with regards to the installation of 

fair value accounting (FVA). The fair value of assets and transactions is their market value or 

price and these measures serve, it is argued, to limit managerial discretion. Furthermore, the 

justification for fair value accounting (FVA) is that it provides investors with relevant and 

verifiable information upon which to judge risk attached to their investment allocations. 

Barth, Landsman and Lang (2008) observe that:  

‘Accounting quality could increase because of changes if these actions by standard 
setter’s limit management's opportunistic discretion in determining accounting 
amounts, for example, by managing earnings. Accounting quality also could increase 
because of changes in the financial reporting system contemporaneous with firms' 
adoption of IAS, for example, more rigorous enforcement. Thus, we predict that 
accounting amounts based on IAS are of higher quality than those based on domestic 
standards […] That is, the information derived from market values and transactions is 
not subjective and subject to manipulation by managers because de facto they are de 
facto verifiable. ’ (Barth, Landsman and Lang 2008:471). 
 

On the other hand, Littleton (2011) observed that importing market valuations into company 

accounts was the outcome of the colonisation of financial economists in the accounting 
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standards board’s such as the FASB and IASB seeking to capitalize future earnings into current 

asset valuations to render the balance sheet as a reflection of ‘market realities’. However, 

accountants have been generally predisposed to measure costs actually incurred by an 

enterprise at their historic cost and then ‘prudently’ write down these asset valuations in use 

(Penman, 2007). 

‘Economists consider the current value of a business enterprise to be measurable by 
capitalizing the expected earnings of that company…Accountants find expected 
earnings unacceptable for most accounting uses. The reason is found in an 
unwillingness to cut loose their thinking and their service from the provable objectivity 
of accounts kept and financial statements made in terms of costs actually incurred by 
this enterprise before the current date.’ (Littleton, 2011:4-5). 

In practical terms Prudence was removed from the Conceptual Framework (CF, 2010) and 

replaced with the quality characteristic ‘neutrality’ which itself was located with a broader 

fundamental information disclosure characteristic namely: that of ‘faithful representation’. 

That is, financial information should Faithfully Represent economic phenomena and be 

neutral, that is, free from ‘bias’. At this point the Conceptual Framework removes Prudence 

from the Conceptual Framework governing accounting practice because, by its nature, 

prudent accounting is not Neutral because it is biased towards conservative measurements 

that understate earnings and asset value whilst overstating liabilities. 

In the Conceptual Frameworks and also in Basis for Conclusions of IASB and FASB it is noted 

that: 

‘Characteristics of useful financial information does not include prudence or 
conservatism as an aspect of faithful representation because including either would be 
inconsistent with neutrality. Some respondents to the discussion paper and exposure 
draft disagreed with that view (FASB, CF, 2010: BC3.27) […] They said that the 
framework should include conservatism, prudence or both. They said that bias should 
not always be assumed to be undesirable, especially in circumstances when bias, in 
their view, produces information that is more relevant to some users.’ (IASB, BC, 
2018b: 2.34).  

And also: 

‘Deliberately reflecting conservative estimates of assets, liabilities, income or equity 
has sometimes been considered desirable to counteract the effects of some 
management estimates that have been perceived as excessively optimistic. However, 
even with the prohibitions against deliberate misstatement that appear in the existing 
frameworks, an admonition to be prudent is likely to lead to a bias. Understating assets 
or overstating liabilities in one period frequently leads to overstating financial 
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performance in later periods—a result that cannot be described as prudent or neutral.’ 
(IASB, 2018b: BC 2.35). 

In the 2018 Conceptual Framework, Prudence is reinstated but as a subset of Neutrality after 

reactions from the actors influence accounting regulation to remove it. According to Pelger 

(2019): 

‘The reintroduction of prudence is a reaction to confusion that the IASB perceived to 
have been caused by its abandonment in the CF 2010’. 

In the figure below taken from Pelger (2019) we can see that Prudence whilst reinstated was 

now subsumed within Neutrality itself a sub-set of Faithful Representation. Prudence is now 

an indirect contributor to Faithful Representation. Chapter 6 of the 2018 CF builds on the 

general idea that: 

‘the information provided by a measurement basis must be useful to users of Financial 
statements. To achieve this, the information must be relevant and it must faithfully 
represent what it purports to represent. In addition, the information provided should 
be, as far as possible, comparable, verifiable, timely and understandable.’ (IASB CF, 
2018a:6.45). 

 

Figure 5 Fundamental Characteristics.  

 

Source: Figure 5 Fundamental Characteristics from Pelger (2019). 

Faithful representation in the CF 2018 was itself a replacement for ‘reliability’ in the CF 2010 

and the decision made at this time was informed by respondents to the drafting of previous 

Conceptual Frameworks critical of the term Reliable and what it was intended to mean:  
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‘Because attempts to explain what reliability was intended to mean in this context 
have proved unsuccessful, the Board sought a different term that would more clearly 
convey the intended meaning. The term faithful representation, the faithful depiction 
in financial reports of economic phenomena, was the result of that search.’ (FASB, CF 
2010: BC 3.24).  

Thus the 2018 CF consolidated faithful representation as a replacement for reliability and that 

faithfully represented information should be neutral (subject to it also being prudent). Pelger 

(2019) observes that ‘empirical accounts of the Boards’ decision-making indeed show that at 

least some Board members pursued the replacement of reliability because they wanted to 

eliminate a hindrance, ‘a stumbling block on the road to pushing fair value.’ (IASB member 

quoted in Erb and Pelger, 2015:31). 

The removal of Reliability and its replacement with Faithful Representation can be read as 

according to Erb and Pelger (2015) to establish a pathway for the introduction of (FVA) and 

replacement of historic cost accounting (HCA) as the preferred measurement basis in 

accounting.  Measurements using historic cost or fair value have according to Christensen and 

Nikolaev (2012) been one of ‘the most widely debated issues in the accounting literature…the 

debate dates back to the 1930s’ (Paton, 1932: 739-747; Fabricant, 1936). Nissim and Penman 

(2008) observe that the historic-cost/income approach differs fundamentally from a market 

value balance sheet approach and the two approaches are mutually exclusive.  

The difference between HCA and FVA is not with the initial recorded value of a transaction 

but what happens with the subsequent measurements of balance sheet assets. The difference 

between HCA and FVA centres on how information disclosed in a reporting entities financial 

statements become subject to contemporary and ongoing re-valuations (Edwards and Bell, 

1964; Chambers, 1965; 1966, Morgan, 1988) so as to reflect current ‘economic realities’ 

where economic theory ‘guides accounting practice’ (Barker, 2015; Barker and Schulte, 2016). 

In this regard FVA is about adjusting asset values that are informed by market values or, in 

the absence of market values, accountant’s expectations about changes in the future earnings 

capacity of assets held on balance sheet.  

Ditchev and Penman (2007) and also Roslender (2018) review this debate in accounting 

between a balance sheet approach (FVA) and income statement approach (HCA). The balance 

sheet-based approach is focussed on assessing, as a primary goal, an appropriate valuation of 

assets and liabilities with the ‘determination of other accounting variables considered 
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secondary and derivative’ (Ditchev and Penman, 2007:4). The income statement approach is 

focussed alternatively on the assessment of revenues, expenses, the timing and magnitude 

of the revenue and expense amounts and residual earnings where ‘balance sheet accounts 

and amounts are secondary and derivative’ (Ditchev and Penman, 2007:4; Ronen, 2008). 

From an HCA perspective, changes in the balance sheet are the result of residual changes in 

periodic accruals. During the 1970s the Finance Accounting Standards Board (FASB) in the US 

debated these very issues. Penman (1973) argued that the difference between the income 

and the balance sheet approaches to accounting is in terms of the way in which assets are 

conceptualised: either a ‘service-potential asset-in-use’ or ‘asset-in-exchange’ (Penman, 

1973:216). That is, the firm can either sacrifice or transform assets to generate revenues and 

profits or accumulate and recapitalize assets to capture realized or unrealized holding gains 

that inflate earnings (Ditchev and Penman, 2007:10). 

The practical outcome is that the 2010 Conceptual Framework notes that:  

‘The measurement basis most commonly adopted by entities in preparing their 
financial statements is historical cost. (FASB CF, 2010: 4.56).’  

With regards to measurement in financial disclosures the 2018 Conceptual Framework 

outlines two possibilities are now possible: historic costs and fair value or market value:   

‘Fair value is the price that would be received to sell an asset, or paid to transfer a 
liability, in an orderly transaction between market participants at the measurement 
date.’ (IASB CF, 2018a: 6.12).  

‘Fair value reflects the perspective of market participants—participants in a market to 
which the entity has access. The asset or liability is measured using the same 
assumptions that market participants would use when pricing the asset or liability if 
those market participants act in their economic best interest.’ 
(IASB CF, 2018a: 6.13).  

Consistent with the introduction of fair value measurement the IASB issued IFRS13 fair value 

measurements and this outlines how fair value measurements can be generated. Level 1 

inputs are quoted prices of assets traded in active markets that the entity can access at the 

measurement date (IASB, IFRS 13:76). Level 2 inputs are inputs other than quoted market 

prices included within Level 1 that are observable for the asset or liability, either directly or 

indirectly (IASB, IFRS 13:81). Level 3 inputs are unobservable inputs for the asset or liability 

(IASB, IFRS 13:86). 
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Unobservable inputs are used to measure fair value to the extent that relevant observable 

inputs are not available, thereby allowing for situations in which there is little, if any, market 

activity for the asset or liability at the measurement date. The significance here is that a large 

proportion of assets in a company’s balance sheet recorded at fair (market) value might be 

based on benchmarks of similar assets or liabilities or unobservable prices where the 

valuation is subject to modelling and estimates of future cash flows discounted to generate a 

current market value. From this perspective, the introduction of FVA contains a considerable 

amount of subjective input and speculative assumptions about future cash flows to obtain a 

market valuation. In order to introduce FVA as an alternative form of measurement reliability 

was replaced with faithful representation where Neutrality is the objective market value that 

limits bias. However, the introduction of level 2 and level 3 valuations within fair value 

measurement introduces a high level of uncertainty and judgements to be made and here 

‘Prudence’ resurfaces.  Neutrality is supported by the exercise of Prudence where Prudence 

is the exercise of caution when making judgements under conditions of uncertainty (IASB CF, 

2018a: 2.16). 

In summary this section of the chapter reveals that Prudence was an underpinning concept 

governing accounting and financial reporting practice. Its presence in the 2019 Conceptual 

Framework was removed to be replaced with Neutrality on the basis that Prudent accounting 

led to an underestimation of earnings and asset values and overstated liabilities. This, it was 

argued, would lead on to managers hoarding reserves and not making these available for 

distribution to investor-shareholders. The removal of Prudence and its replacement with 

Neutrality might also be read as preparing the way for a fundamental shift in accounting 

measurement from HCA to FVA with its assumed benefits of capturing ‘objective’ 

measurements from active financial markets. The accounting processes involved with FVA do 

also coincide with the removal of Reliability and its replacement with Faithful Representation.  

This substitution could also be read as resulting from the adoption of FVA and the high levels 

of uncertainty attached to asset valuations especially with regards to level three measures 

based on judgements and modelling. So that, as far as accounting disclosures are concerned, 

the removal of ‘prudence’ in the 2010 Conceptual Framework and its partial return in the 

2018 conceptual framework remains a contentious issue. It divides accountants who adhere 
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to the traditional conservative approach to financial reporting and historic cost and the 

financial economists that argue for the use of fair value measurements. 

In the following section of the literature review we turn to consider the introduction of non-

financial reporting in general purpose financial statements. This development, over a period 

of time, has introduced new actors into the regulatory sphere governing accounting practice 

with expertise grounded in the environment, social and governance (ESG) aspects of resource 

management. These non-financial aspects of resource stewardship are now of increasing 

interest to investors, not simply the financial numbers, because they inform users of accounts 

about broader risks to a company’s viability. 

3.5 Non-financial reporting  

The issue of whether or not to include broader social and environmental issues within the 

general-purpose financial statements has been a long-standing debate in the accounting 

practice. In 1999 Zeff summarised the developments and debates within the Trueblood 

Committee established in 1971 by American Institute of Certified Public Accountants (AICPA) 

and reporting in 1973. The ‘Trueblood’ report considered a range of issues related to the 

general purpose of financial reporting including both financial and non-financial disclosures. 

Zeff notes that: 

‘In a broader societal context, the Trueblood Committee stated that the social goals of 
enterprise are no less important than the economic goals. Citing pollution as an 
example, the committee drew attention to those enterprise activities which require 
sacrifices from those who do not benefit.’ (Zeff, 1999: 54).  

It concluded that: ‘An objective of financial statements is to report on those activities 
of the enterprise affecting society which can be determined and described or measured 
and which are important to the role of the enterprise in its social environment.’ (Zeff, 
1999: 100). 

In the 1975 Corporate Report produced for the UK Accounting Standards Steering Committee 

it is notes in paragraph 1.8 that: 

‘Users of corporate reports we define as those having a reasonable right to information 
concerning the reporting entity.’  (UK Accounting Standards Steering, 1975). 

Noting that users include: equity and bond investors, employees, suppliers, government and 

the general public. And so, in paragraph 2.37 it is notes that: 
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‘Members of the community may wish to know about the role of economic entities 
….compliance with law and voluntary actions and expenditure affecting society and 
environment.’  (UK Accounting Standards Steering Committee, 1975). 

In 2005 Allen White and co-founder of the Global Reporting Initiative (GRI) observed that: 

‘…..a number of parallel developments seem inevitable. Integration of financial and 
non-financial disclosure will accelerate, exemplified by the few leading firms 
(illustrated by the examples at the beginning of this article) that already see the logic 
and efficiency of such practice. At the same time, metrics will continue to evolve, with 
environmental, social and economic indicators moving steadily toward a set of 
generally accepted standards applicable to all companies.’ (White, 2005: 5). 

In 2009 International Federation of Accountants (IFAC), and the Global Reporting Initiative 

(GRI) founded the International Integrated Reporting Committee (IIRC), a body set up to 

oversee the creation of a globally accepted Integrated Reporting framework. In November 

2011, the Committee was renamed the International Integrated Reporting Council (IIRC). The 

purpose of this Council was to establish an integrated reporting framework. According to the 

IIRCs website: 

‘Integrated reporting brings together material information about an organization’s 
strategy, governance, performance and prospects in a way that reflects the 
commercial, social and environmental context within which it operates. It provides a 
clear and concise representation of how the organization demonstrates stewardship 
and how it creates value, now and in the future. ‘(<IR> Report, 2011; Value Reporting 
Foundation, 2021).  

In 2002 the Carbon Disclosure Project influenced by the GRI's concept of environmental 

disclosure started to focus on individual company disclosures rather than on nations in terms 

of their resource use: carbon emissions, water and waste. There website notes that: 

‘By reporting through CDP, you can gain competitive advantage. Disclosure helps you 
get ahead of regulatory and policy changes, identify and tackle growing risks, and find 
new opportunities for action that your investors and customers worldwide are 
demanding.’ (Disclosure insight action, 2021).  

In 2014 the European Parliament formally issued its Non-Financial Reporting Directive (NFRD 

2014) was a major step towards acknowledging the importance of businesses divulging 

information on sustainability such as the nature of the company business model and social 

and environmental factors that present a material risk (Directive 2014/95/EU).  
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However, this directive was subject to an impact assessment published by the Commission in 

January 2020 which came to the conclusion that ‘there is not enough publicly available 

information about how non-financial issues, and sustainability issues in particular, impact 

companies’, for example, how a company business model impacts upon society and the 

environment. (European Parliament, 2021:2). The position had evolved to the point that the 

users of non-financial information were demanding more and better information from 

companies about the company business model, social and environmental performance and 

governance impacts. It is significant that the recommendation within European Directives for 

companies to now report both financial and non-financial disclosures required that 

organisations once at the periphery of accounting regulatory influence to be brought closer 

to the centre of influence.  

Companies can employ broad non-financial disclosures that are informed, inter alia, by the 

Global Reporting Initiative (GRI), the Sustainability Accounting Standards Board (SASB), the 

International Integrated Reporting Framework (IIRC), the Task Force on Climate related 

Financial Disclosures (TCFD), the United Nations (UN) Guiding Principles Reporting 

Framework, the UN Global Compact, 16the OECD guidelines for multinational enterprises and 

ISO 26000. The German Sustainability Code (DNK) 19 is an example of a national non-financial 

reporting standard. It should be noted in this context that the Commission, in July 2020, 

mandated the European Financial Reporting Advisory Group (EFRAG) to develop 

recommendations for a potential future European non-financial reporting standard 

(European Parliament, 2021: 3).   

The regulatory challenge facing the IASB is that its self-regulatory powers are being diluted 

because accounting disclosures must now also integrate non-financial reporting into the 

Conceptual Framework and accounting standards. This drift towards non-financial disclosures 

has the potential to shift the focus from investors’ needs for relevant and Faithfully 

Represented financial disclosures towards incorporating other wider public policy objectives 

associated with Environment, Social and Governance (ESG) disclosures.  This presents a 

challenge to the IASB and its self-regulatory control over the Conceptual Framework 

governing accounting standards. This is because the IASB’s traditional expertise is grounded 

in financial reporting rather than information required to assess risks attached to governance 
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arrangements, use of natural resources and commitment to sustainability for social and 

ethical investors. 

There is therefore a challenge to the IASB’s dominance in terms of the extent to which it is 

capable of adjusting and accommodating these changes. There have been calls for a 

transformation of existing regulatory arrangements so as to accommodate additional players 

to effectively address broader stakeholders’ needs (see Figure 1). In this proposal the IASB 

would work with other International Non-financial Reporting Standards boards within a 

corporate reporting foundation. 

Figure 6: Global Corporate reporting Structure.  

 

Source: Accountancy Europe and Cognito (2020).  

 

3.6 Summary 

This literature review chapter has focussed on a number of key themes to facilitate our 

understanding of the ambiguities and contradictions that are present in the technical 

development of the accounting Conceptual Framework which sets out the governing 

principles and objectives of general-purpose financial statements. These technical challenges 

also have implications for regulatory arrangements governing accounting practice in Europe 

we between, on the one hand self-regulated by the IASB or co-regulated between new 

European regulatory arrangements and changes to accounting practice which dilute the 

IASB’s influence.  
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The first of these relates to the evolution of the Conceptual Framework and how the purpose 

of financial reporting was established as the provision of decision useful information to 

investors. This focus has been carried through as the keystone for the accounting Conceptual 

Framework even though the stewardship of resources, that is accounting for how managers 

have deployed resources has been and remains an important aspect of general-purpose 

financial reporting. With regards to the information disclosed as being decision useful this, 

we note, offers the opportunity to modify the Conceptual Framework and the objectives of 

financial reporting to suit investor needs. Specifically, these needs are expressed in terms of 

how accounting information provides the basis for informing investors about their investment 

risk and thereby contributes to an efficient allocation of capital. In Europe the IASB’s 

commitment to improving capital market efficiency aligned with European Parliament 

initiatives to promote an effective capital market in the European Union.   

In recent years the priority of informing investors and promoting the singular objective of 

capital market efficiency has become contradictory and also more ambiguous and we look at 

this issue in three ways: accounting and the public interest; accounting and prudent reporting 

and the introduction of non-financial reporting.  

With regards to accounting and the public interest we observe that the Maystadt (2013) 

report set out the need for accounting disclosures to reflect a broader public interest not 

simply the needs of investors and promoting capital market efficiency.  This challenge was 

spurred on by the financial crisis 2008 to 2010 and its aftermath and the view (not always 

agreed upon) that accounting had some role to play here in exacerbating financial instability. 

So, for example Maystadt, draws attention to the use of fair value accounting (FVA) and how 

this approach to accounting measurement allowed companies to adjust assets to their market 

value but when these valuations became depressed company financial instability intensified 

leading to capital market losses. Significantly, Maystadt draws attention to the public interest 

issue that arises from accounting disclosures which he argued are not technically neutral but 

have social and economic consequences because companies, not just capital markets are 

impacted.   

Aligned with the adoption of fair value accounting measurement it is argued that in 

preparation for this the key organising concept of Prudence was dropped from the 2010 

Conceptual Framework. It was argued from a technical standpoint that prudent accounting 
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led to a bias towards understating earnings and asset values and overstating liabilities leading 

to lower reserves available for distribution to investors. This so-called hoarding, that is 

retained funds in the company at the expense of shareholders and investors needs to be 

removed via the substitution of Prudence with neutral accounting measurements. However, 

there is an ongoing debate that the introduction of fair value accounting is itself not a prudent 

process because judgements have to be made and these are highly speculative. And so, in the 

2018 Conceptual Framework Prudence re-emerges under Neutrality to encourage 

accountants to be both Neutral and careful about the valuations they employ. 

In a final section we consider the move towards integrating non-financial reporting into the 

general-purpose financial statements. This reorientation towards non-financial reporting has 

been supported by the issuance of a new non-financial reporting directive whereby 

companies will be asked to report on their Environmental, Social and Governance (ESG) 

policies and risks.  

The IASB’s capability to maintain self-regulatory control over these technical aspects of 

accounting and financial disclosure are challenged by the ambiguities we have discussed in 

this chapter.  

The first of these is with regards to installing the public interest into the evaluation and 

endorsement of the accounting Conceptual Framework and associated reporting standards. 

The IASB’s focus has been with promoting decision useful information to investors and capital 

market efficiency and that it is assumed the public interest axiomatically follows on from this. 

However, the Maystadt report challenges this general objective in terms of reinstating the 

public interest as being wider than that of simply maintaining capital market 

stability/interests. This is not only a political issue, it also requires technical changes to the 

type of information disclosed and new understandings about risks and materiality of 

disclosures. 

The second of these related to the nature of financial disclosure(s) and how these should be 

prudent and conservative. Specifically, that prudent accounting involves understating 

earnings and assets and overstating liabilities so as to maintain reserves that are not 

distributed but available to smooth out financial risks from one year to the next. This position 

has been technically challenged in that this is not in the interests of the information required 
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by shareholder-investors. Thus, Prudence was removed from the IASB’s Conceptual 

Framework. This has prompted others to argue that Prudence was dropped in favour of 

Neutrality because this would help to usher in market to market (fair value reporting) and the 

adjustment of asset values to their market value. This change has also been criticised because 

it may have contributed to capital market instability when asset values are suddenly marked 

down to a new lower market value.    

Thirdly, the movement towards non-financial reporting dilutes the existing power and control 

of the IASB whose expertise is with the technical nature of financial reporting. The European 

Directive on non-financial reporting will ask for disclosures and metrics that inform 

stakeholders about the environmental, social and governance (ESG) risks to a going concern. 

This change in orientation has promoted organisations that lie on the periphery of accounting 

regulation into the centre of arrangements and diluting the self-regulatory influence of the 

IASB. This has led to some resistance around the concept of materiality with the IASB 

defending financial materiality whilst the European Parliament non-financial reporting 

directive outlines the need for a double materiality that includes ESG risks. 

• To what extent do you think that the central objective of general-purpose financial 
reporting is with the provision of decision useful information to investors only? 

This question draws upon the key objective set out within the accounting Conceptual 
Framework.  

The primary users of general purpose financial reporting are present and potential investors, 

lenders and other creditors, who use that information to make decisions about buying, selling 

or holding equity or debt instruments, providing or settling loans or other forms of credit, or 

exercising rights to vote on, or otherwise influence, management’s actions that affect the use 

of the entity’s economic resources. 

The primary users need information about the resources of the entity not only to assess an 

entity's prospects for future net cash inflows but also how effectively and efficiently 

management has discharged their responsibilities to use the entity's existing resources (i.e. 

stewardship) (IASB CF, 2018b).  

Other parties, such as regulators and members of the public other than investors, lenders and 

other creditors, may also find general purpose financial reports useful. However, those 

reports are not primarily directed to these other groups. 
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Respondents should consider whether the primary purpose of financial reporting is with the 

provision of decision useful information to shareholder-investors. Or whether the Conceptual 

Frameworks note that other parties or stakeholders would find the information disclosed as 

being useful. (IASB CF, 2018b). 

• Do you believe that accounting disclosures should be directed towards the interests of 
investor stakeholders and promoting capital market efficiency? Or do you think that 
there is a need to address Phillip Maystadt’s concerns that accounting should also be 
in the public interest? 

It is argued that the development of International Financial Reporting Standards improved 

the quality of information disclosed by companies to their investors because IFRS promote 

comparability and transparency. The general argument has been that IFRS have improved 

information disclosures to shareholder investors and lowered their cost of capital (risk). An 

Association of Chartered Certified Accountants (ACCA, 2008) report mandating IFRS: its 

Impact on the Cost of Equity Capital in Europe finds that there is a lower cost of equity capital 

post implementation of IFRS. That this lower cost of capital promotes information 

transparency and a lower costs of capital to shareholder investors: 

‘In countries where all five institutional characteristic indicators are below the pan-
European median, i.e. those that have low financial reporting incentives and 
enforcement, we find limited and mixed evidence of a cost of equity capital reduction 
from the pre- to post-IFRS periods. In stark contrast, in the country where all five 
institutional characteristic indicators are above the pan-European median, ie the UK, 
we observe a significant reduction in the cost of equity capital following the 
implementation of IFRS’ (ACCA, 2008:5). 

Philip Maystadts report 2013 alludes to the need for the information disclosed to be in the 

public interest and not simply for shareholder-investors. Hossfeld et al. (2018) observe that: 

‘Until the financial crisis of 2008, the European public interest criterion was purely 
formal and was not actually used when IFRS were endorsed. Following the financial 
crisis, IFRS are directly questioned as factors aggravating the financial crisis and the 
issue of European sovereignty over the international accounting standard-setting 
process is then raised. The Maystadt report (2013) emphasises that accounting 
standard-setting policy is in the public interest and states that the ARC is the body 
that should represent the European public interest.’. 

This question will ask respondents to discuss whether they believe that the primary focus of 

financial reporting is with lowering the cost of capital or alternatively promoting financial 

and capital market stability in the broader public interest. 
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• Do you believe that the loss of Prudence from the IASB’s Conceptual Framework will 
enhance disclosures in the interests of investors and capital market efficiency? For 
example with the adoption of Fair Value Accounting? 

In the 2010 Conceptual Framework the IASB eliminated Prudence from its Conceptual 

Framework. The argument for the removal of Prudence as a central organising principal 

governing the presentation of financial information related to a technical argument about 

‘hidden reserves’ and information neutrality. 

On the one hand the academic literature suggests that the removal of Prudence and its 

substitution with neutrality also subsumed within the concept of reliability enhances the 

general purpose of financial reporting practice. The argument was that prudent 

accounting practices, such as historic cost accounting, reduce the value of profit and 

assets and inflate liabilities which leads to a reduction in the earnings quality of 

information provided to shareholder-investors Barth and Landsman (2018). 

The Maystadt report and the European Parliament have been concerned that the removal 

of Prudence could result in assets overstated and liabilities understated. Or that the shift 

to fair value accounting imparts market price volatility into the accounts of companies 

increasing their instability when values drop. 

This question will also be supported with a subsidiary question on the adoption of fair 

value accounting which it has been suggested in this chapter enhances reliability but at 

the cost of prudent accounting. That is adjusting balance sheet values to their market 

value may enhance reliability but at the cost of prudent valuations.    

 
• The challenge facing the accounting regulators is to now incorporate the non-financial 

reporting directive into general purpose financial reporting. Do you think that the 
introduction of non-financial reporting is sensible? What do you think the benefits and 
costs of this process are likely to be? 

In 2014 the European Parliament formally issued its Non-Financial Reporting Directive (NFRD, 

2014) was a major step towards acknowledging ‘the importance of businesses divulging 

information on sustainability such as social and environmental factors, with a view to 

identifying sustainability risks and increasing investor and consumer trust’ (Directive 

2014/95/EU). Non-financial information is often defined as Environmental, Social, and 
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Corporate Governance (ESG) information, referring to the three central components in 

measuring the sustainability and societal impact of a company: 

‘A strategic approach to CSR is increasingly important to the competitiveness of 
enterprises. It can bring benefits in terms of risk management, cost savings, access to 
capital, customer relationships, human resource management, and innovation 
capacity.  Because CSR requires engagement with internal and external stakeholders, 
it enables enterprises to better anticipate and take advantage of fast changing societal 
expectations and operating conditions. It can therefore drive the development of new 
markets and create opportunities for growth.’ (European Commission, 2011).  

 
This question will get respondents to first of all consider whether non-financial reporting is a 

sensible development beyond the disclosure of financial information. In addition to which we 

consider the costs and benefits of introducing non-financial reporting into general purpose 

company reporting. 
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Chapter 4. Research Methods and Investigative Approach 
 

4.1 Introduction  

This chapter is divided into four broad sections. The first reviews the research methods 

available to researchers and their associated logics. In the second, we review the choice of 

research approach for this thesis is outlined and justified. A third section considers the 

information that will be gathered from research interviews and how these engage with the 

broad research questions of the thesis. A final section amplifies the justification for the 

interview questions with a more detailed reference to the literature review findings in 

Chapters 2 and 3.   

4.2 The research process and knowledge acquisition 

This research carried out in this thesis is grounded in accounting which has itself originated 

and developed through normal science. Accounting finds its expression through the 

‘grammar’ of accounting as set out in the constitution for financial reporting, namely, it’s 

‘Conceptual Framework’ and its associated technical standards.  The ‘logic’ of accounting, that 

is how accountants do (or do not do) report numbers is a social construction grounded within 

the regulatory arrangements that sustains the system of accounting practise. 

Thus, through the grammar and logic of accounting these reported numbers have elements 

of overlap between positivism and constructivism7 and which form the foundations of 

epistemology and ontology (Ryle, 2000; Glynos and Howarth, 2007). The research approach 

taken in this thesis adopts a ‘narrative’ interviews approach to explore the way in which 

regulatory actors, within the system of accounting practice, describe their understanding of 

some of the key foundational principles and challenges governing financial reporting. To set 

this up in this chapter we firstly consider the possible research approaches available to 

conduct the research investigation for this thesis.  

Research is a systematic and methodical process of enquiry and investigation, by which the 

researcher both creates and augments knowledge (Jankowicz, 1995; Collis and Hussey, 2003). 

                                                           
7 Constructivism here refers to the philosophy that abstractions can be used to explain the experience and 
measurement of phenomena present in the natural world. 
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According to the USA National Academy of Science (1992:36) there are diverse perspectives 

on what constitutes knowledge and that this generally centres on the extent to which 

research has been conducted using appropriate principles and techniques for the particular 

science (Bryman, 2012). This is often understood as being the domain of epistemology or the 

‘theory of knowledge’. Whilst the process of undertaking the research process itself is located 

within a series of identifiable stages which progress from one stage to the next.  Ideas and 

changed understanding can be articulated as the researcher explores the terrain of inquiry 

relative to existing published research. Hence research is a structured, sequential and 

iterative process punctuated by reflection and revision as shown in Figure 7.  

This chapter on the research methods approach for this thesis is concerned with how the 

literature reviews in Chapters 2 and 3 inform the method of investigation to be employed and 

why this is most appropriate to investigate issues arising from the literature review. It also 

involves how the literature review, coupled with the research method chosen, informs the 

collection of information that will then be used to construct interpretations and 

understanding.  

Figure 7: The Research Process 

 

Source: Adapted from Saunders, Lewis and Thornhill (2018). 
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The purpose of the research process is both to acquire knowledge and understanding and 

insight to inform this thesis. It is also concerned with revealing knowledge and understanding 

of the key actors involved in the regulatory arrangements governing accounting: responding 

to and reflecting upon the key challenges facing accounting and the financial reporting 

process in terms of its governance and purpose. Understanding and capturing the knowledge 

of stakeholders working within the accounting regulatory space is a key part of this thesis. 

The questions asked and outlined later in this chapter reflect the typology of knowledge and 

knowing of the stakeholders and actors that are to be interviewed. The types of knowledge 

that actors within the accounting regulatory space will have gained is variable but includes: 

experiential knowledge gained through interaction with people and situations; presentational 

deriving from their expressions including storytelling about experiences; propositional and 

conceptual and about respondents own theorising and finally practical instrumental skills 

where this knowledge has been used in action. 

Table 1: Knowledge types   

Type of Knowledge Description 

Experiential Knowledge that is gained by social interaction  
Presentational From expression and use of narratives 
Propositional Conceptual and theorising 
Practical Skills employed to bring the experiential and propositional into use 

Source: Heron and Reason (2001). 

How this knowledge and understanding is invoked and processed by the researcher is also a 

key epistemological question because this concerns the role of the researcher within the 

research process. It is the case that the researcher also does not exist independently of the 

world and interpretations of the world cannot be considered to be completely neutral, 

impartial and objective. In this chapter the claims to create knowledge through the 

investigation and interview process is open to challenge in respect of what Stangor, Jhangiani, 

and Tarry (2014) describe as the ‘error of attribution’ that may arise when (and if) the 

researcher’s point of view forces argument and position.  

Understanding the remit of the research process and boundaries of epistemology establishes 

parameters governing what may be accomplished by research, and lays down conditions by 

which knowledge is accorded legitimacy. The researcher must be careful to construct the 
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research questions and carry out the interviews and interpretations with an avoidance of bias 

in mind so as to avoid a loss of legitimacy attributed the findings and new knowledge and 

understanding established. 

A key concern of this thesis is to reveal knowledge and understanding of the key actors 

involved in the regulatory arrangements governing accounting: responding to and reflecting 

upon the key challenges facing accounting and the financial reporting process. In the next 

section we consider the extent to which this knowledge is formalised within a general theory 

of accounting or a rather looser arrangement. 

4.3 Accounting theory and the practice of accounting regulation 

According to Gaffikin (2008) on the nature of accounting theory observed that: 

‘In the past most accounting theory books have fallen well short of presenting a 
coherent explanation of the basis for theory and its relation to accounting practice. 
Some have simply described current research trends; some have described existing 
practices as if their mere existence was reason enough for their continued use; while 
others have deferred to restating current regulations with the implication that they 
were the theory of accounting!‘ Gaffikin (2008). 

According to Deegan and Unerman (2006) accounting research in an earlier period focused 

on the justification for accounting procedures. In the 1970s, accounting research moved away 

from being descriptive, instead seeking to predict and explain accounting practices. From the 

1980s to the end of the twentieth century, accounting research entered an era of reflection 

with the transition to a globalised knowledge-based economy and concerns with normative 

(good and bad) aspects of accounting practise. That is, accounting theory is itself informed by 

a range of other theories such as the theory of globalisation, financialization or transaction 

economics.   

Alternatively, it is argued that ‘accounting theory’ is grounded in an understanding as to the 

skeleton of accounting practices and principles as set out by global accounting standards 

setting bodies in the Conceptual Framework governing accounting. These tenets or 

conceptual elements that make up the theory of accounting include:  

(1) Relevance, that is, information provided by accounting is relevant. 
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(2) Usefulness, accounting is useful for the users of financial reports of statements 
and decision making. 

(3) Reliable because information disclosed is based on standards of general 
accepted accounting principles. 

(4) Consistency, that is accounting disclosures are also consistent and comparable
 over time. 

Hendriksen (1965) described accounting theory as changing over time because it needs to 

respond to the demands arising from various users of accounting: 

‘As one or more of the several interested groups have dominated in their pressure for 
information from accountants. At various stages in the development of accounting, 
the owner-manager, the creditor, and the stockholder-investor have each dominated 
in determining the type of information reported in financial statements. Therefore, a 
good understanding of current objectives and accounting practices requires a study of 
the historical development of accounting theory.’ (Henriksen, 1965: 2).  

The perspectives on a theory of accounting are varied and include from an internal 

theorisation of practice that accounting is a theory because it is deductive in nature. 

Accounting practice involves the formulation of objectives for financial reporting that are 

sympathetic to the economic, political, and sociological environment in which accounting 

must operate. And that the development of a set of definitions and principles are derived by 

a process of logic applied to specific situations and the establishment of procedural methods 

and rules. Accounting theory is rather inductive by nature on the basis that if recurring 

relationships can be found, generalizations can be made and accounting theory and principles 

of financial disclosure can be formulated. Accounting theory is pragmatic because the 

disclosures must be decision useful to investors and creditors. Accounting theory is ethically 

driven because financial reporting is about fairness, justice, and impartiality and not serving 

a particular individual or group to the detriment of others. From outside of the realm of 

accounting practice theories of accounting have drawn on a study of behaviour and 

relationships grounded in: psychology, sociology, and economics. It is about how individuals 

and groups react to accounting data and how the accounting data are used rather than on 

the logical development of the financial reports.  

These approaches to the theorisation of accounting emerged according to Gaffikin due to a 

‘desire to employ rigorous research methods and logical analysis to stated assumptions and 

propositions as to the purpose of accounting, especially the production of general-purpose 
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financial statements’ (Gaffikin, 2006:2). Gaffikin observes that at first these theorisations 

were produced by: commissioning individuals (or groups of) accounting theorists, the best 

example of which is Paton and Littleton’s: ‘An Introduction to Corporate Accounting 

Standards’ first published in 1940 (Gaffikin, 2006). But progressively these theoretical 

pronouncements migrated into the realm of the institutions governing the regulatory 

arrangements for financial reporting such that:  

‘The pronouncements became parts of a system of regulation which has expanded 
from recommended statements of best practice for members of professional bodies to 
a complex international system of required practices. Regulation has been substituted 
for theory – it has become the “required theory” underlying accounting practices.’ 
(Gaffikin, 2008: 2). 

The theory of accounting is replaced by the regulation of accounting and its location within 

the accounting standards setting bodies such as the International Accounting Standards Board 

(IASB) and the Financial Accounting Standards Board (FASB) in the US. Hopwood observed 

that accounting:  

‘Rather than being seen as merely residing in the technical domain, serving the role of 
neutral facilitator of effective decision-making, accounting is slowly starting to be 
related to the pursuit of quite particular economic, social and political interests.’ 
(Hopwood, 1989:141). 

In this section the methodological argument developed is that accounting theory becomes 

progressively captured within a regulatory umbrella and herein is also not only socially 

constructed but also subject to particular economic, social and political interests. Gaffikin 

argues that it is the language of accounting regulation and practice that reveals its social 

construction and priorities.   And that: ‘associated with this realisation is that societies are 

regulated by rules and conventions […] it is important to determine how individuals interpret 

the rules and conventions’ (Gaffikin, 2006: 18). 

In the next section of this chapter, we turn to consider the research techniques and 

possibilities available to investigate the social construction of accounting within the 

regulatory arrangements governing accounting practise and how individuals interpret the 

institutional and regulatory context within which accounting rules and conventions have been 

developed. 
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4.4 Researching the social construction of accounting rules and conventions 

In this section we set out how the researcher might approach an investigation into how 

individuals interpret the rules, conventions and challenges governing accounting practice. 

Table 2 contrasts a quantitative and qualitative perspective and sets out to justify why this 

thesis will take a qualitative research approach to carry out its broad investigative questions 

as set out at the end of Chapters 2 and 3. Quantitative research seeks to collect numerical 

variables and establish how one set of variables can impact upon other variables in terms of 

causation and effect. In this framing of a research project the variables are controlled 

measures and they are deemed to be objective in nature. The process of establishing a causal 

relation between variables involves a process of reduction, that is, assumptions are made to 

construct a set of hypotheses about how the variables might be related.  It is these 

assumptions used to construct hypotheses that are reductionist in nature because they 

attempt to close down the universe of options to be investigated. This process of investigation 

is also outcome driven in terms of establishing how changes in one side of the equation 

impact on variables on the other side of an equation. The data collected to generate these 

experiments is also assumed to be replicable, that is, the data can be replicated over time to 

establish a controlled experiment. The outcomes of this research process are to also derive 

generalisable propositions that are universal laws with certain levels of predictability. This 

approach to researching a problem assumes that the reality is stable and often this involves 

the use of reductionist assumptions to control the environment under investigation. Finally, 

quantitative approaches assume an outside perspective in terms of the researcher standing 

back from the data and having a neutral impact on its collection and use.  

This objectivist perspective sets up the realm to be investigated as being external to the 

researcher. Its properties affect subjects, yet the world remains unaffected by those who live 

in it. The researcher is observing and measuring phenomena (Collis and Hussey, 2003) from 

which the resulting causal relations are ‘subsumed under overarching universal laws, causal 

mechanisms, or law-like causal generalization’ (Glynos and Howarth, 2007: 166). The 

tendency to subsume is termed reductionism, that is giving an account or explanation of 

phenomena by reference to its basic elements (Saunders, Lewis and Thornhill, 2018). 

However, this process of reductionism may oversimplify social inquiry where complex and 
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contradictory explanations are possible from the social context in which they make sense 

(Glynos and Howarth, 2007). 

In this thesis the researcher has chosen to take a qualitative research perspective because 

this thesis is driven by a concern with understanding how the actors within the accounting 

regulatory space understand its evolution and development.  It is also concerned to obtain a 

subjective response from those interviewed and this can include: personal opinions and 

feelings about issues rather than on ‘facts’ and this may also involve understanding how 

respondents’ opinions and positions have changed over a period of time. The objective of the 

qualitative research to be carried out is to discover and explore respondents' understanding 

about the development and challenges facing accounting practise. These responses are in the 

form of narratives and a resource upon which researcher can generate his or her own 

interpretative narratives but with an understanding that the findings are not likely to be 

generalisable. This research approach also takes an insider perspective because the actors 

intended to be interviewed are located broadly within organisations that govern and maintain 

accounting regulations. 

Table 2: Quantitative and Qualitative Research Attributes 

Quantitative Research Qualitative Research 

Seeks facts and causes of a phenomenon Concerned with understanding actors’ 
behaviour 

Uses controlled measurements Naturalistic and uncontrolled observation 
Claims objectivity Subjective 
Seeks verification and confirmation through 
reduction. 

Seeks to discover and explore 

Is outcome oriented Process oriented 
Claims to use hard and replicable data Claims data is valid and rich 
Produces generalisable outcomes Is non-generalisable 
Assumes a stable reality Assumes a dynamic reality 
Assumes an outside perspective Assumes and insider perspective 

Adapted from Baxter and Jack (2008). 

To carry out this research project it is intended to undertake a semi-structured interview with 

actors within the governing institutions of accounting practice to obtain as much as is 
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practically possible, that is a natural response and set of narrative observations from these 

actors. 

In terms of the research positioning this thesis uses Chua (1986) to help summarise the 

framing of accounting research and the possibilities available to researchers segregating the 

assumptions and the use of accounting information into ‘mainstream’, ‘interpretive’ and 

‘critical’ approaches. It should be noted that Chua uses these paradigms as a classification 

process but also observes that they are not mutually exclusive, instead being ‘fuzzy around 

the edges’.  With regards to mainstream accounting research the accountant is located in an 

institutional and regulatory arrangement which is at times taken for granted especially where 

accounting is understood to facilitate an efficient capital market. Questioning of the goals and 

objectives of accounting are seen to be outside of the realm of influence because the end 

state or outcome of accounting processes is taken for granted. The interpretative approach 

focuses on observation and awareness of the language used by accountants that is drawn 

from a ‘tribe’ in this case the actor’s representative of and influencing accounting regulations. 

Whilst a critical accounting perspective is concerned with the particular nature of accounting 

practises and their particular relations as technical experts and professionals and how this 

adds up to form a universal picture of the purpose of accounting. 

This thesis draws upon both the critical and interpretivist framing that Chua (1986) outlines 

above because it is concerned with the language that is employed by actors within the shaping 

the purpose and objectives of accounting practice. This language is indeed drawn from the 

‘tribe’ of regulatory actors which is at times both technical and also ideologically informed. In 

this thesis the objective is to investigate if the particular responses from individuals within 

the regulatory space governing accounting collectively adds up to a coherent set of responses. 

That is, the language drawn out by respondents may not be coherent so as to support a 

universal picture of what is going on in the regulation of financial reporting practice. The 

governance of accounting, by its nature, is located within a complex regulatory arrangement 

and the individuals interviewed are expected to bring to the table their own experiential 

understandings and variable interpretations.  
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4.5 Interviewing and qualitative research  

In this thesis the researcher will employ semi-structured interviews to elicit the respondents 

understanding of their role and understanding of the financial reporting process and how they 

personally interpret the rules, regulations and challenges governing financial reporting. From 

a qualitative research perspective, a structured interview is quite limiting because it is not 

capable of adaption to the different respondents and their perspectives. A semi-structured 

interview will be employed because it allows for more flexibility in relation to circumstances 

and the respondents capacity to respond, more or less, to certain questions. The semi- 

structured interview will involve having a set of guiding questions that will keep the interview 

on track in terms of covering the main issues of concern to the researcher. For unstructured 

interviews, the researcher will have an idea of the avenues they would wish to explore, but 

the interview is expected to be more like a conversation—flexible and unrestricted. Because 

the conversation can, and is expected, to go anywhere, comparing data between interviews 

becomes more difficult (Saunders, Lewis and Thornhill, 2018).  

In-depth interviews can help to elicit personal stories thereby informing the richness of the 

qualitative information gathered and here respondents may also offer up stories to draw the 

researcher into something participants are already doing: telling stories about their lives, 

experiences and in turn also making sense of their lives. These private responses require that 

the interview is cleared with the respondents and also that these are kept anonymous. 

Nunkoosing (2005) observes that: ‘much of the reason for our ethical emphasis on anonymity 

is due to the fact that the interview makes public what is often as being private thoughts and 

behaviour’ (Nunkoosing 2005: 700).  

A semi-structured interview process also facilitates flexibility and adaptability on behalf of the 

researcher (interviewer) because there is a constant re-creation of the interview process. The 

semi-structured interview itself is an artefact that is both the creation of the interviewer 

(researcher) and interviewee’s story and narratives.  It is expected that each interview will 

help to re-fashion the experience of the researcher and the quality of the questions asked.  

As Glaser and Strauss (1968) and Strauss and Corbin (1991) note: the interviewer and the 

interviewee are both changed by the dialogue of the interview (Glaser and Strauss, 1968; 

Strauss and Corbin, 1991). It is important to acknowledge that the process of undertaking 
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successive interviews will change the knowledge of the researcher-interviewer and whilst 

each interview has something in common each new interview has something different from 

the previous interview (Nunkoosing, 2005). 

To enhance the validity and reliability of findings (Collis and Hussey, 2014) the semi -

structured questionnaire was piloted with one academic and also one practitioner in 

accounting. It was also the case that all participants were asked for suggestions and feedback 

at the end of each interview. The interview research undertaken for this thesis has been in 

accordance to the policy on research ethics of Queen Mary University of London. To ensure 

that none of the individuals involved in the study is exposed, each participant’s job title and 

the letters A, B, C, D, E, F and G as a code name for their institutions replace their identities 

and the identities of their institutions/industry. Despite the multi-status that some 

interviewees had, their main occupation and institution was chosen to be coded. Each 

interviewee was informed about the voluntary nature of their participation and their option 

of withdrawing at any point during the interview, at the beginning of the process. Their 

recorded transcribed interviews can be seen in the relevant Appendices.   

4.6 Semi-structured interviews:  Broad objectives and research questions 

In this section we discuss the broad themes/objectives of the semi-structured interviews with 

respondents who are involved in the accounting regulatory arrangement governing financial 

reporting. The broad objective of the semi-structured interviews was to obtain a range of 

narrative perspectives from participants involved in the regulation of accounting. These 

interviews were conducted to investigate three broad themes drawn out of the literature 

review in Chapters 2 and 3. First, do those interviewed believe that Prudence is a central 

organising principle governing financial reporting? Second, to what extent do those 

interviewed believe that financial reporting should include non-financial ESG disclosures? 

Third, to what extent do those interviewed have a consistent view on the need for financial 

reporting to represent the public interest? Collectively, we argue that these responses can 

also be employed to help understand the extent to which the European Parliament via EFRAG 

as delegated a strong form of self-regulatory arrangement to the IASB or where this is being 

diluted because there is a shift towards a stronger co-regulated arrangement governing 
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accounting practice and reflected in the responses to this thesis three accounting themes to 

be investigated. 

Theme 1: 

To what extent do regulatory actors view Prudence as a central organising principle 
governing the system of financial reporting? 

Theme 2:  

To what extent do regulatory actors interviewed believe that the financial reporting 
process should also disclose non-financial ESG information? 

Theme 3: 

To what extent do regulatory actors interviewed have a consistent or variable response 
to the demands on the accounting system to represent the public good/interest? 

 

The literature review Chapter 2 established the regulatory boundary that helps us understand 

the core and peripheral actors that are and have become involved in the regulatory 

arrangements governing accounting. The key actor within this regulatory space is the IASB 

which issues both the constitution governing accounting practice (the Conceptual 

Framework) but also associated standards. Chapter 2 sets out an argument that, over time, 

the IASB’s self-regulatory powers have been diluted as European Institutions sought to 

include the public interest in financial reporting not just investor interests.  

In the literature review from Chapter 3 it is noted that there have also been changes with 

regards to the Conceptual Framework and its objectives governing accounting practice. 

Specifically, there has been a strong ongoing debate about the need for Prudence in 

accounting but that this has been dropped by the IASB from its Conceptual Framework. From 

a technical standpoint the argument has focussed on the benefits and cost/risks associated 

with migrating from Historic Cost Accounting (HCA) or Fair Value Accounting (FVA). For 

example, the extent to which adopting a market value (FVA) approach to asset valuations 

distances the accounting process from a prudent and conservative approach to financial 

reporting. In recent years the central purpose of financial reporting has been that of focussing 
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on material financial disclosures for investors and capital market efficiency. However, this has 

also been challenged with the need to now also disclose material non-financial data about 

ESG risks.  

These broad themes are those that are to be investigated within this thesis and they draw 

upon both the literature reviews in Chapters 2 and 3. However, in the next section we 

summarise the nature of individuals that are to be interviewed and their position in the 

regulatory arrangements governing accounting. This is then followed by a summary of the 

questions to be asked in the semi-structured interviews and how these questions relate back 

to and are informed by the literature reviews in Chapters 2 and 3. 

4.7 Participants in the regulatory arrangements governing accounting  

This section presents an overview of the individuals that have been interviewed for this thesis 

and their organisational position in the regulatory arrangements governing accounting. Some 

actors are involved more directly in the process of formulating regulations governing 

accounting practice, while others are stakeholders holding senior positions and their opinions 

cannot be ignored due to the bargaining power they hold, even via indirect involvement, or 

the double roles they play as both practitioners and advisers.   

A particular feature of the interviews is that interviewees will be very senior professionals and 

this is important for the research undertaken for this thesis. These individuals by virtue of 

their position and experience are likely to have the depth of insight on both the technical and 

policy practice of company reporting. There is a literature on conducting ‘elite interviews’ 

which highlights the need for a flexible style, hence the use of semi-structured interviews. 

Also, the importance of building trust so to enable ‘snowballing’ because interviewees also 

introduced the researcher to other professionals in their network (Harvey, 2011).  

It is also noted that questions need to be rather open in nature so as to provide the 

interviewee with the opportunity to elaborate particular points they believe are important to 

the topic (Harvey, 2010). There is also the issue of the power relation between the 

interviewee and interviewer and this is often a problematic feature in gaining access to and 

conducting elite interviews (Li, 2021). The response has been to ensure careful preparation 
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by the interviewer and also in regards to the thesis the interviewer also had some knowledge 

and network connections resulting from being an employee at the European Parliament. 

In total 26 interviews were carried out with actors involved across seven broad categories of 

regulation governing financial reporting. These interviews included:  senior regulators, 

professional body accounting associations, the BIG 4 accounting representatives, a credit 

rating agency representative, academics and NGO representatives (see table 3). Collectively 

they represent both core and peripheral actors involved in the regulation and practice of 

financial reporting. The objective was also to balance the number of actors interviewed in 

these categories with the three most important categories of actors accounting for 6-7 

interviews each and as we depart from institutions that constitute a core governing 

accounting practice so we have 2-3 interviews per category.  At times the categories are not 

always clear-cut because some participants fit into two or more categories. For example, 

actors working within the BIG 4 accounting bodies might also have a double role within 

regulatory institutions or professional body associations, in a similar fashion some academics 

that have a complementary role as journalist or NGO representative, for instance. Some 

interviewed could be also classed as being within regulatory organisations because they have 

previously held senior positions in a key regulatory organisation. It is therefore important to 

understand this cross-sectional involvement, especially the double-identity roles of certain 

important participants. This double-identity of certain key interviewees is also part of how 

the regulatory arrangements governing financial reporting operate in terms of its, at times, 

self-referential nature.         

A 296-page Appendices contains the transcripts of the interviews that were variably face to 

face or carried out on the phone and in one case there was a group interview.  This group 

interview was undertaken with two experts from the same US standard setter, one technical 

employee and one from the communication department.     
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Table 3 Interviewees.  

Institutional Regulators 

Position Coding Place /medium Date 
MEP, Member of IFRS Permanent Team 
/ Academic 

REG ENG A1 Brussels 
Face to face 
Pilot interview I 

30/11/
2017 

Board Member /Partner REG ENG A2 Phone 13/12/
2017 

Parliamentary Assistant working for the 
IFRS Permanent Team of the EP 

REG ENG A3 Brussels 
Face to face 

24/01/
2018 

Representative REG ENG A4 Phone 29/01/
2018 

MEP, Member of Economics 
Committee, former Financial Regulatory 
lawyer in the City of London 

REG ENG A5 Strasbourg 
Face to face 

8/2/20
18 

IFRS Department Representative REG ENG A6 Brussels 
Face to face 

16/03/
2018 

 

Standard Setters 

Position Coding Place Date 
Representative SS ENG B1 Phone 19/12/2017 
Board Member and representative SS ENG B2-B3 

(Group 
interview) 

Phone 26/02/2018 

Representative  SS ENG B4 Phone 11/03/2018 
 

NGOs/Foundations/ Not for profit organisations 

Position Coding Place Date 
Representative NGO ENG C1 Brussels 

Face to face 
7/12/2017 

Representative NGO ENG C2 Strasbourg 
Face to face 

12/12/2017 

Representative NGO ENG C3 Brussels 
Face to face 

16/01/2018 

Representative 
 

NGO FR C4 Brussels 
Face to face 

26/01/2018 

Representatives NGO ENG C5-
C6 (group 
interview) 

Phone 
Group 
interview 

9/02/2018 

Representative NGO ENG C7 Phone 12/01/2018 
 

Professional Accounting Association 
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Position Coding Place Date 
Representative  PAA RO D1 Brussels 

Face to face 
4/12/2017 

Representative PAA ENG D2 Brussels 
Face to face 

6/12/2017 

Representative PAA ENG D3 Brussels 
Face to face 

15/01/2018 

Representative PAA ENG D4 Phone 18/12/2017 
Representative PAA ENG D5 Brussels 

Face to face 
26/01/2018 

Representative PAA ENG D6 Phone 02/02/2018 

 

Credit Rating Agency 

Position Coding Place Date 
Representative CR ENG E1 London 

Face to face 
2/6/2018 

 

BIG 4 Accountancy Firms 

Position Coding Place Date 
Representative 
 

BIG ENG F1 Brussels 
Face to face 
Pilot Interview 
II 

1/12/2017 

Partner / Board Member BIG ENG F2 Phone 20/12/2017 
 

Academics 

Position Coding Place Date 
Emeritus Professor and Journalist ACD ENG G1 Phone 1/03/2018 
Associate Professor and Tenured 
Researcher 

ACD ENG G2 Phone 2/03/2018 

 

At all times the researcher adhered to Queen Mary University of London ethical approval 

standards and all the interviews were anonymised with participants coded so as to distinguish 

their quotes extracted and used in the case studies. In terms of coding, we employ a four-step 

approach, mentioning the category of organisation within the respondent works, language in 

which the interview was originally conducted and a letter, as a double check measure, and 

consecutive numbers and the date of the interview. For instance, my first pilot interviewee 

was a person from the European Parliament, so categorised as Institutional Regulator - REG, 
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as the interview was conducted in English - ENG he was the first one to be interviewed from 

this category he was coded as A1, hence REG ENG A1.  Most of the respondents were called 

representatives but many of these were seniors from their respective institutions, CEO, 

Partner level or board member.  

There were some particular cases where the interviewees fell in between two or more 

categories, especially with self-regulators where boards are mandated with representatives 

from the BIG 4, other regulatory bodies, NGOs, Academics. Their dual roles were 

appropriately recognised, yet still categorised as standard setters because this was their main 

role or the perspective from which they would correspond with the researcher. These cross-

sectional roles helped establish a system of checks and balances when considering the general 

theme of this thesis, namely to explore the consistency or ambiguity of regulatory responses 

to IFRS objectives and challenges facing financial reporting practice in Europe. Triangulation 

techniques during my data collection were also of crucial importance in qualitative research, 

where subjectivity may be a natural element attached to an actor point of view. In this sense, 

the explanations given to me by certain participants were used as follow up questions, to 

other experts. Data on the same research problem was collected from different angles, 

including complementing and competing actors.  

In order to gain access to leading experts the researcher employed a snow balling technique 

especially when setting up interview participants from the US, which was an environment 

where the researcher needed to use one contact to establish contacts with another. For 

example, I was recommended by an IASB representative, whom I interviewed previously, to 

contact an FASB representative, who later on referenced me on to the FAF group interview. 

Also, when a participant felt that the questions were too technical or too detailed, I was also, 

at times, referred to somebody else, in that organisation, hence two interviews at EFRAG and 

at ICAEW. The researcher was aware that this technique might impact upon the selected. 

Naderifar, Goli and Ghaljaie (2017) observe that snowballing is a ‘chain method’ and considers 

it to be an ‘efficient and cost-effective way to access people for interview who would 

otherwise be very difficult to find’. This process did help the researcher evaluate responses 

from the entire spectrum of core actors: IFRS Foundation – IASB and FAF-FASB that govern 

accounting practices. 
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Transcripts were carried out as soon as possible after the interviews were conducted, and 

they were all finished by April 2018, with the sole exception of a Credit Rating Agency 

representative to whom I reached at a later stage in June 2018. The original language of two 

transcripts were in French and Romanian to capture a person’s linguistic and technical 

proficiency. These transcripts were translated directly into English no translation software 

was employed for transcribing. The average time of each interview transcription was 

approximately six hours but slightly longer where interviews lasted for more than one hour.  

It also has to be mentioned that there were two technical failures, one phone interview could 

not be used as only the researcher's voice could be heard clearly, while the interviewee could 

be heard, however not distinguishable. The researcher tried to listen to it using multiple 

devices and open the file using different sound device software but its poor quality remained. 

No further attempts were made to contact the person, as his contribution was rather on US 

GAAP and FASB, which was less directly related to the objectives of the thesis.  The second 

one involved the recording space closing off during the interview and this was with one 

academic. This interview finished with the researcher noting down responses in real time and 

this was later double checked with the interviewee after for accuracy and approval.  

There were some limitations with trying to undertake interviews specially when seeking 

participants who would not respond to a request for an interview. This was the case with one 

senior European political representative who had been a chartered accountant and held a 

senior position in the European Commission. This, the researcher understands, was due to 

busy schedules, internal rules and changes within the management of DG FISMA by the time 

the researcher was conducting data collection. In the case of other representatives 

interviewed, they were also members of the Accounting Regulatory Committee (ARC), a body 

chaired by the European Commission. The next section presents, in more depth, the 

motivations for selecting participants involved in governing accounting practice.   

4.8 Interviewee perspectives from those governing accounting practice   

The choice of interviewees was informed by the need to provide a high-level account of 

regulatory governance arrangements. However, it was also the case that some respondents 

would be much more specific about these governance issues because of the nature of their 

own organisational and regulatory mandates. Whilst other respondents were capable, 
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because of their broader experience, to consider impacts beyond their specific institutional 

setting. 

For example, some experts regarded EFRAG as a powerful player due to their mandate and 

the pro-active role this institution has in influencing IASB to be more European-centred. While 

other interviewees observed EFRAG was a weaker organisation and rather dependent on 

funding received from outside the European Institutions and that this might impact on 

whether or not to endorse IFRSs. These variable responses as to the role of EFRAG, 

contributed to the purpose of this thesis in terms of revealing the ambiguity surrounding the 

nature of EFRAG’s capability to limit (or not) the self-regulatory powers of the IASB. Some of 

the commenters, mainly academics also often presented a more balanced approach framing 

the regulatory work undertaken by EFRAG as being caught in the middle of IASB and the 

European Institutions. Academic ENG G1, for example described the entire regulatory 

arrangement governing accounting practice as being centred on an IFRS as a ‘paradox’, where 

the independent regulator is on one hand independent, however of the other, politically, 

technically and financially influenced by EFRAG and the EU Institutions. REG ENG A1 and REG 

ENG A3, came from the same institution but had differing views on the role that the IASB 

should play, for example, with regards to its involvement in non-financial reporting.  

In the figure below the researcher outlines the interview organisational network in the form 

of a simple schematic where in general EFRAG provides endorsement advice to the European 

Commission and Parliament. The other bodies in the regulatory space feed into this advisory 

process. This diagram is not representative of how the regulatory arrangements function 

precisely in practice but is rather used to reveal the general scope of those interviewed and 

the organisations they represent and which are involved in the governance of financial 

reporting practice.  
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Figure 8: Regulatory arrangements governing accounting practice: schematic from the 

interviews. 

 

Source: Author. Adaption from interviews. 

After explaining who was interviewed are and how they represent different organisational 

aspects of the accounting regulatory arrangement and its European governance. The next 

section presents a summary of the questions asked in the semi-structured interviews and how 

these questions refer back to and are informed by the literature reviews carried out in 

chapters 2 and 3. 

4.9 Semi-structured interview questions 

This section provides a summary of the questions that were asked in the semi-structured 

interviews carried out by the researcher and the purpose of these questions.  
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Table 4 Semi-structured interview guide.  

Question  Part I  
Background 

Comments 

Q.1 
 

I would like to start by asking 
you to describe your 
background experiences and 
responsibilities in your 
current position. 
 

The purpose of the question was to confirm 
the identity of the person, open up the 
discussion and understand their current job 
and role within the accounting regulatory 
arrangements.  

Q.2 
 

If you were to mark up on a 
scale 1 – strong co-regulation 
to 10 – completely self-
regulated. Where would you 
locate the regulatory 
arrangements governing 
financial reporting? 
(These terms explained to the 
respondent) 

This question was set so as to understand 
whether respondents believe that there is 
regulatory capture by IASB as a strong self-
regulator or whether a more co-regulated 
arrangement between EFRAG and the IASB is 
in place. 
 
See literature review Chapter 2 pages 45-50.  
 

Q.3 
 

Do you believe that a wider 
range of stakeholders are 
now involved in the 
regulation of accounting 
practise?  
 

This question is a continuation of the previous 
one exploring the regulatory arrangements 
more in detail, but now considering how the 
respondent thinks the range and depth of 
organisational involvement in the governance 
of accounting is changing.  
See literature review Chapter 2 pages 53-57 
and Chapter 3 pages 95-96. 

Q.4 
 

What is the role of IASB and 
FASB in the regulation of 
accounting? 
 

This question is again designed to bring out 
from the respondent the extent to which they 
understand the regulation of accounting to be 
driven by the IASB and FASB or more broadly 
influenced by other actors in the accounting 
regulatory arrangements  
See literature review Chapter 3 pages 71-73. 

Q.5  
 

Do you believe that there is a 
need for the accounting 
regulatory bodies to be more 
directly accountable to the 
European Parliament or to 
national governments so as to 
incorporate the public 
interest?  
 
 
 

This is the second key question and concerns 
whether the challenge to governance arising 
out of the Maystadt report in 2013. This sought 
to change the reporting relationship between 
those organisations and actors framing the 
rules of accounting practise and their 
accountability to the European Parliament and 
incorporate the ‘public interest’ 
See literature review Chapter 2 pages 54-58 
and literature review Chapter 3 pages 79-82. 
 

 Part II  
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Financial Reporting: Purpose 
and Objectives 
 

Q.6 
 

The core objective of financial 
reporting is the focus on how 
a ‘reporting entity’ should 
provide transparent financial 
reporting that is ‘decision 
useful’ to a primary user 
group: investors. 
Do you agree that investors 
are the primary user group 
for financial reporting? 

This is the first key question from the chapter 
2 part of the thesis because it engages with the 
fundamental purpose of financial reporting as 
being the provision of decision useful 
information to investors –this allows 
respondents to discuss the possibility of this 
remit as being sufficient or not sufficient.   
See literature review Chapter 3 pages 73-76.  

Q.7 
 

With regards to the 
Conceptual Framework the 
International Accounting 
Standards Board has 
previously removed the need 
for ‘prudence’ as a governing 
principle. In your opinion is it 
necessary for financial 
reporting to adhere to a 
‘prudent’ approach to 
recording financial 
information for users?  
 

This question engages with a major debate in 
accounting concerned the way in which 
financial information is constructed and 
whether the respondent agrees that Prudence 
is still and essential convention for accounting 
practice.   
Or whether they agree with the IASB that 
prudence can be removed from the financial 
reporting process. 
 
See literature review Chapter 3 pages 77-79 
and pages 86- 88. 

 
Q.8 
 

The shift from historic cost 
measurement to fair value 
accounting (FVA) aligns with 
the IASB’s recommendation 
that financial reporting 
should be a ‘faithful 
representation’ of asset 
values. 
Do you think that we should 
reinstate ‘reliability’ rather 
than faithful representation’ 
given that many assets 
valuations are not based on 
market value but are founded 
upon estimates and 
modelling?                                                                                                                                                                                                                                                                                                                                
 

This question explores further the concept of 
Prudence from a technical perspective this 
time as to whether FVA or HCA are more or less 
prudent approach to financial reporting.  
This question teases out the respondents 
understanding about the concern that 
Prudence was dropped to secure the 
introduction of fair value accounting 
supported with the concept of neutrality 
rather than prudential accounting.  
 
See literature review Chapter 3 pages 81-81 
and 86-88.  

Q.9  
 

In recent years there has 
been pressure on reporting 
entities to disclose additional 
non-financial information 

The purpose of financial reporting has been 
that of reporting the financial numbers plus 
notes to these. There is a strong lobby from 
parts of the accounting regulatory bodies to 
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relating to the stewardship of 
resources by management 
including social and climate 
related disclosures.  
Do you believe that these 
changes will enhance the 
objectives and purpose of 
financial reporting or add to 
their length and complexity? 
 

now include double materiality (financial and 
non- financial economic, social, and 
environmental information about resource 
governance).  
To what extent are those interviewed in 
agreement that non-financial reporting adds 
value and enhances our understanding as to 
‘material’ risks that companies face and need 
to report upon  
See literature review Chapter 3 pages 88-91.  

Q.10  
 

Following on from question 9 
it has been argued that a 
useful development might be 
to utilise a reporting entities 
‘business model’ as a 
framework within which 
financial and non-financial 
disclosures could be 
structured. 
Do you believe that 
employing a reporting entity 
‘business model’ will enhance 
financial reporting?  
 

The business model is also a new mandated 
element in the company annual financial 
statements. This question explores the extent 
to which actors believe that the reporting of a 
company’s business model adds relevant and 
valuable information for investor decision 
makers.  
Business model reporting builds upon the non-
financial reporting agenda reporting to other 
stakeholders not simply the shareholder 
investor. 
 
See literature review Chapter 3 pages 89-91.   

Q.11  
 

In your opinion do you 
believe that the regulation of 
accounting has delivered high 
quality financial reporting or 
is disclosure just becoming 
too detailed and extensive? 

This question relates to the growth in the 
financial reports in terms of content but at the 
cost of relevance and understandability. It has 
also been a major debate in accounting about 
the inflation of information as new demands 
are placed on the financial disclosure process. 

 

4.10 Interview questions and connection to literature review  

This section amplifies the reasons why these questions have been chosen by the researcher 

as a means to guide the semi-structured interviews undertaken with respondents. The first 

question concerns the respondents background, their experiences and current 

responsibilities. It is also a question that offers the respondent and opportunity to elaborate 

upon their experience over time and introduce the research project. 

In what follows, we explain how each question for the semi-structured interviews are drawn 

from the literature review chapters.  The first relevant question (Question 2) enquires about 

the interviewees' understanding as to whether they believe that the regulations governing 
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financial reporting are located within a strong to weak self-regulated arrangement 1 to 10 

and provide a reasoning for the scoring choice. This question was inspired by Majone (1999) 

and Thatcher (2002) and their spectrum of regulation typologies moving along from a 

command and control to a delegation of power over setting and managing regulations 

governing financial reporting to standard setters and independent regulatory agencies. This 

literature reveals on one hand a resistance to the traditional model of regulation that 

concentrates political and financial coercive powers in the hands of organisations like 

European Union Institutions or the US SEC; and, on the other hand, to external non-

governmental agencies that are self-regulators with powers that lie outside of the formal 

institutional frameworks (see Stigler, 1971).  

Question no. 3 draws from the history of accounting regulation where the literature review 

finds that the regulation of accounting practice was increasingly delegated to stakeholders 

like FASB in the ‘80s in the USA and to IASB (and EFRAG) in the 2000s within the EU. This is 

coupled with a stronger influence from the BIG 4 accounting and auditing companies and 

accounting professional bodies. In a later period, however, institutions like GRI (Global 

Reporting Initiative) and <IR> (Integrated reporting council) have become established as new 

actors brought into the governance arrangements to support a wider remit and purpose for 

company reporting. This extension of the stakeholder network involved within the regulation 

of accounting might lead on to a dilution of the power and control exercised by the IASB 

within the governance arrangements over accounting practice. The next question follows on 

by asking respondents to consider the extent to which the financial reporting process, that is, 

accounting and standards issued on for financial disclosure are still held under the self-

regulatory control of the IASB. 

Question 4 draws out the extent to which respondents believe that the IASB is a key governing 

actor shaping the process of financial reporting but this thesis considers to what extent this 

control has been diluted by a strengthening of existing institutional responsibilities and new 

institutions entering the accounting regulatory arena. Some scholars like van Mourik and 

Walton (2014) consider institutions like EFRAG and the European Parliament to be 

increasingly influential as they seek to strengthen their involvement (in chapter one we note 

how this shifts the regulation of accounting practice towards a more co-regulated 
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arrangement. Furthermore, the inclusion of additional actors within the governance 

arrangements for company reporting dilutes the regulatory influence of the IASB. 

Question 5 follows on from question 4 in terms of enquiring of the respondent their 

understanding of the significance of the Maystadt report which called for governance reforms 

and financial reporting in the public interest. This report argued for there to be a stronger 

governance arrangement as between the European Parliament (EFRAG) and the IASB. This 

report encouraged EFRAG to take a more active and critically engaged role rather than a more 

passive role in just adopting the recommendations for accounting practice issued by IASB.  

Whilst the IASB is the default organization to which the European Parliament delegates the 

technical development of financial reporting these recommendations need to also be tested, 

by EFRAG, in terms of promoting the European public interest: financial market stability and 

efficiency.   

The second phase of interview questions also draws from the literature review set out in 

chapter two surrounding the technical evolution of accountancy and practice. This chapter is 

about the evolution of financial reporting, its purpose and objectives and some of the 

ambiguities attached to these changes.  

Question 6 draws upon what Zeff (2013) notes was the abandonment of reporting about 

resource stewardship as the key framing objective for financial reporting towards information 

that is decision useful for shareholder-investors. This gives a new purpose to the financial 

reporting process which is to focus on cash flow and how predictions thereof would help to 

inform investors.  Stewardship was not included as a separate objective of financial reporting 

in the Conceptual Framework draft 2018 even though it was included in the Conceptual 

Framework 1989. Instead, decision usefulness has become a sole objective of financial 

reporting (IASB, CF BC, 2010: OB2). Stewardship issues were said to be encompassed 

automatically in such an objective without the need to be stated separately (IASB, CF BC, 

2010: C1.26). 

This question therefore seeks to reveal the extent to which respondents believe that the key 

objective of general purpose of financial reporting should be that of provisioning ‘decision 

useful’ for investors or is there a broader remit for financial disclosures about stewardship 

and governance of resources.    
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Question 7 focuses on Prudence as a governing principle for accounting practice which was 

removed from the Conceptual Framework (IASB, CF, 2010) and replaced with the quality 

characteristic ‘neutrality’ within the broader fundamental characteristic set for accounting 

practice, namely, of Faithful Representation. That is, financial information should faithfully 

represent economic phenomena and be neutral, that is, free from ‘bias’. At this point the 

Conceptual Framework removes Prudence from the Conceptual Framework governing 

accounting practice because it is argued that prudent accounting is not neutral because it is 

biased towards conservative measurements that under then overstate earnings and asset 

valuations. 

In the FASB Conceptual Framework (2010) Basis for Conclusions, Chapter 3 (Characteristics of 

useful financial information) (BC 3.27) and to some extent also IASB, 2018 Chapter 2, note 

that: 

‘Does not include prudence or conservatism as an aspect of faithful representation 
because including either would be inconsistent with neutrality. Some respondents to 
the discussion paper and exposure draft disagreed with that view. They said that the 
framework should include conservatism, prudence or both. They said that bias should 
not always be assumed to be undesirable, especially in circumstances when bias, in 
their view, produces information that is more relevant to some users.’ (FASB, CF, 2010: 
BC 3.27; see also IASB BC, 2018b, chapter 2:2.34.).  

 

This question therefore explores with respondents their understanding of the need (or not 

so) for Prudence in financial reporting practice and the extent to which respondents have a 

clear position on whether Prudence should be a key concept governing accounting and 

financial reporting practice.   

Question 8 considers the extent to which respondents believe that there is a tension between 

relevance and Faithful Representation (which is itself a replacement for Reliability) as a result 

of adopting fair value accounting (FVA). In the literature review this tension is explored 

through the adoption of (FVA) which has progressively replaced historic costs accounting 

(HCA). The arguments are that FVA adjusts balance sheet assets to their market value and 

that this more faithfully represents the state of financial affairs for investors and is also more 

relevant to decision usefulness (which we have previously noted). 
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In the literature review the adoption of FVA coincides with the replacement of relevance with 

faithful representation as a fundamental characteristic governing financial disclosure 

practices in the Conceptual Framework. There is considerable debate about the extent to 

which FVA provides reliable information given that it is subject to a considerable amount of 

judgement. Especially valuations that require modelling and benchmarks rather than market 

prices in active markets. Do respondents also believe that this change resulted from the 

adoption of FVA due to the high levels of uncertainty accorded asset valuations based on 

estimates and judgements. 

Question 9 asks the respondent about the recent developments in accounting practice 

namely non-financial reporting (NFR) and especially reporting on environment, social and 

governance (ESG) numbers and narratives. The literature review points to a long history with 

regards to whether financial reporting should also consider disclosing broader numbers and 

narratives about resources being used by firms.  

Stephen Zeff notes that:  

‘The Trueblood Committee stated that the social goals of enterprise are no less 
important than the economic goals. Citing pollution as an example, the committee 
drew attention to those enterprise activities which require sacrifices from those who 
do not benefit.’ (Zeff, 1999:54).  

There are three issues that we wish to explore with respondents: 

The first of these relates to the fact that more organisations are moving into the realm of the 

accounting regulation including: the Global Reporting Initiative (GRI), the Sustainability 

Accounting Standards Board (SASB), 12 the International Integrated Reporting Framework 

(IIRC), the Task Force on Climate related Financial Disclosures (TCFD), the United Nations (UN) 

Guiding Principles Reporting Framework, the UN Global Compact, 16the OECD guidelines for 

multinational enterprises and ISO 26000. How do respondents react to this change when this 

external new expertise challenges existing accounting technical and institutional 

arrangements?  

A second issue to be explored with respondents is whether there is resistance within the core 

actors about the adoption of NFR which is now mandated by the European Parliament 

through the Non-Financial Reporting Directive (European Parliament, 2021). At a technical 

level the adoption of NFR adds additional material disclosures to the annual financial report 
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that are non-financial in nature but are about understanding company risk exposure to 

environmental sustainability, social and governance. Do respondents believe that these 

additional disclosures lie within our outside of the remit of financial reporting and its 

purpose?  

Question 10 takes the response from question 9 somewhat further with regards to company 

‘business model’ reporting and reporting about how stakeholder relationships underwrite 

company going concerns. Do respondents believe that business model disclosure adds value 

to the financial reporting process? In addition, it is hoped that respondents might also provide 

information as to what they understand by business model reporting. 

Question 11 finally brings together the previous questions by raising an issue which has 

resulted from the inflation of information disclosed by companies. Specifically, that the 

amount of disclosure results in a lack of clarity and loss of quality because new initiatives are 

adding to the burden placed on the financial reporting process. This also gives respondents 

an opportunity to again comment on whether the expanded rather than narrow focus of 

financial reporting is a contentious one for the governance of accounting practice which has 

historically focused on financial reporting and associated technicalities.   

4.11 Summary  

A key concern of this thesis is to reveal knowledge and understanding of the key actors 

involved in the regulation of accounting practice. How they respond to and reflect upon the 

key challenges facing the accounting and the financial reporting process.  

The main research technique employed in this thesis will be semi-structured interviews with 

key elite actors involved with the regulatory arrangements governing financial reporting. The 

research and interviewees responses undertaken will be anonymised according to Queen 

Mary University of London Ethics standards.  

This thesis investigative method draws upon both the critical and interpretivist framing that 

Chua (1986) outlines because it is concerned with using the language that is employed by key 

actors involved in governing accounting practice. It is expected that the responses from those 

interviewed will be both technically and politically informed.  
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A general objective will be to explore from these responses whether the language used by 

respondents to these questions can enhance our understanding as to whether the regulatory 

arrangements governing financial reporting practice in Europe are more self or co-regulated. 

The questions asked of these respondents have been informed by the literature reviews in 

undertaken in Chapters 2 and 3 and responses from the these will to employed to explore the 

extent to which respondents provide a coherent response to the key challenges facing the 

regulatory arrangements governing the financial reporting process or whether the responses 

are more ambiguous and contradictory in nature. These challenges we have argued centre on 

the extent to which financial reporting should respond to the narrower information needs of 

investors or contribute to securing the broader public interest.  

To what extent do respondents have a coherent view on the replacement of prudence in the 

Conceptual Framework and its subvention as an aspect of Neutrality. Do respondents, for 

example, still believe that prudent accounting is required with regards to financial reporting? 

In addition, we are also concerned to understand respondents’ views on the development of 

non-financial reporting and the need for double materiality both financial and non-financial 

in company reporting disclosures. Is there resistance to these changes or are respondents 

supportive of these new developments that fundamentally change the scope and purpose of 

company reporting practices? These responses will be organised into the three key research 

themes set out in this chapter. 
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Chapter 5. Prudence and the regulation of financial reporting practice 

5.1 Introduction  

This chapter is concerned with Prudence in accounting and it connects to the literature review 

Chapters 2 and 3 because Prudence has been a central organising concept governing the 

regulation of general-purpose financial reporting in accounting but also contentious. The 

commitment to Prudence, in accounting practice, has been diluted by IASB with its removal 

from the Conceptual Framework. This removal has been justified on technical grounds in 

terms of an argument about how prudent accounting practices lead to understated profits 

and assets relative to liabilities. That is, managers would use prudential accounting to smooth 

earnings and also reduce reserves available for distribution to shareholder-investors. In 

addition, there is also a regulatory dimension to this issue. We note in Chapter 1 that the 

European Parliament was not supportive of the removal of Prudence from the IASB’s 

Conceptual Framework. This could be interpreted as the European Parliament asserting its 

right to a more co-regulatory rather than self-regulatory arrangement with the International 

Accounting Standards Board (IASB).   

Not only does Prudence in accounting represent a technical challenge but it’s also politically 

charged because it is also about who owns accounting and influences financial reporting 

practice and its purpose. This chapter focuses on interview responses from actors involved in 

the governance of financial reporting regulatory that we have discussed in Chapter 2.  These 

interviews explore the variable and sometimes contradictory commitment of these actors to 

Prudence in accounting practice. The case study chapter on Prudence in accounting reveals 

the variable respondent perspectives taken on Prudence regards to reporting. The first 

section will focus on how and why the commitment to Prudence was such a key convention 

governing accounting practice. The account presented is one that reveals how the 

commitment to maintain Prudence, as a key accounting convention, has been progressively 

side-lined and replaced instead by the concept of Relevance, Reliability and Neutrality. This is 

understood by reviewing past and current Conceptual Frameworks. Interviews from 

respondents the first section of this chapter reveals how and why the commitment to 

Prudence in financial reporting has become diluted. A second section explores the technical 

arguments for this diluted commitment to Prudence as a central organising concept for 
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financial reporting. For example, there is a technical argument about Prudence as having a 

negative impact on the way in which profit was recorded and balance sheet values accounted 

for. Leading to conservative earnings because losses are anticipated and reducing asset values 

and liabilities inflated which in combination reduce the book value of equity and available 

reserves for distributing. A third section brings the interview material on prudential 

accounting together in a mini case on fair value accounting (FVA) and historic cost accounting 

(HCA). This mini case reveals that with both HCA and FVA there are arguments for a prudent 

approach to accounting being undertaken. It is often assumed that HCA is more prudent in 

terms of recognising asset value used up in use as a charge against profits. FVA is justified 

because it provides neutral market-based information about the current value of a company’s 

assets and so is more relevant to investors decision making.  And that valuations can be made 

on a prudent basis. However, other actors involved in governing accounting practice, 

especially those from banking and insurance were more concerned about the impact of FVA 

from a financial stability perspective and its impact on social and economic development. In 

this respect we come back to the arguments outlined in Chapter 2 which is that accounting is 

not simply a technical challenge but has ramifications politically in terms of the extent to 

which it is self-regulated by the IASB for investor interests or co-regulated between the 

European Parliament and IASB for broader social and public interest reasons.    

5.2 Prudence as a central accounting convention  

In this section of the chapter, the focus will be on the evolution of Prudence as a key 

organising convention within accounting practice. Since the Victorian era up until recently 

Prudence conceptually migrated from a central attribute about the morality of the accountant 

per se to a technical concept located within accounting practice. In a broad sense, in the 19th 

century and most of the 20th century, Prudence was an accounting technique that was 

employed to deliberately understate assets or profits and at times overstating liabilities and 

losses. For most of its history, Prudence impacted upon the way in which profit was recorded 

and balance sheet values accounted for. In such a way, shareholders were prevented from 

stripping out the assets of a company, before debt holders were paid, and current 

shareholders were restrained from benefitting at the expense of the future shareholders. 

Thus, Prudence was originally defined as a rule to ensure a fair distribution of earnings 

originally favouring debtholders over shareholders. Recently, and to a large extent, Prudence 
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departed from this practice, and prudent accounting today it is a matter of accounting 

disclosures being decision useful for shareholder-investors. Thus, the concept of maintaining 

Prudence in accounting has been challenged in an era of shareholder value which aligned 

managerial with shareholder interests. That is managerial judgement and manipulation of 

disclosures that may be prudent in nature might not represent the best interests of 

shareholder capital (Basu, 1997; Maltby, 2000; Watts, 2003).   

With regards to the prudent accounting practice there are two forces in play influencing the 

balance of outcomes: 

1. The first is about Prudence and the provision of ‘relevant and reliable’ information 
which is not only decision useful to shareholder-investors but that this information 
will help promote a broader capital market efficiency project through accounting. This 
latter position reflects the driving motive for the IASB as a standard-setter. This is 
tempered by the European Parliament and EFRAG’s need for prudent accounting 
which takes into account economic and social interests and how these are inserted 
into a co-regulatory arrangement.   

 

2. The second concerns the technical nature of accounting. Here the arguments centre 
on whether prudent accounting leads to lower earnings and asset valuations and 
higher liabilities and how this understates company value for shareholder investors. 
This manifests out in the debate between fair value accounting FVA and historical cost 
accounting (HCA). The former measures assets at their cost and depreciates their 
value in use whereas the latter adjusts historic asset values to their value in exchange 
in active markets or estimated value. Within accounting there are arguments for and 
against FVA as being a prudent approach to financial reporting.  
 

The debate and interview responses to Prudence informing financial reporting practice and 

reorientation from HCA to FVA generates a range of often contradictory and ambiguous 

outcomes from both a technical and regulatory perspective. 

In its original Conceptual Framework (1980) the FASB proposes the following definition of 

prudent accounting practise conjoining this with conservatism:  

‘Conservatism is a prudent reaction to uncertainty to try to ensure that uncertainties 
and risks inherent in business situations are adequately considered. Thus, if two 
estimates of amounts to be received or paid in the future are about equally likely, 
conservatism dictates using the less optimistic estimate; however, if two amounts are 
not equally likely, conservatism does not necessarily dictate using the more pessimistic 
amount rather than the more likely one. Conservatism no longer requires deferring 
recognition of income beyond the time that adequate evidence of its existence 
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becomes available or justifies recognizing losses before there is adequate evidence 
that they have been incurred.’ 

FASB Conceptual Framework (1980, SFAC 2: para. 95). 

On the other hand, IASB in 1989 and again in 2019 came up with a slightly different version, 

which was also copied into the UK ASB Statement of Principles of Financial Reporting (1995):   

‘Prudence is the inclusion of a degree of caution in the exercise of the judgements 
needed in making the estimates required under conditions of uncertainty, such that 
income or assets are not overstated and expenses or liabilities are not understated. 
However, the exercise of prudence does not allow, for example, the creation of hidden 
reserves or excessive provisions, the deliberate understatement of assets or income, or 
the deliberate overstatement of liabilities or expenses, because the financial 
statements would not be neutral and, therefore, not have the quality of reliability.’ 
         (IASB, 2015). 

The two definitions present some different nuances but they share a common theme which 

is that asset valuations should not be overstated and liabilities understated or put another 

way income should now be overstated and expenses not understated. However, noting that 

this practise could lead to excess reserves held in company balance sheets and this would 

lead to a loss of Reliability. This tension is explored with a review of some responses from 

those interviewed: 

‘when recorded losses, it was not prudent to report losses only when the losses were 
produced. When you know from your activity you always have some losses, when 
activity is in financial sectors. You know that out of 100% transactions, you have let's 
say 10% losses, you do not wait for the losses to happen to report or not to report or 
not to report in order to report and to take measures to cover these losses in the 
future.’         (REG ENG A1:224).  
 

  

This tension about prudent accounting and its practice and relevance, seem not to be centred 

on Prudence as such, but rather on how Prudence interacts with financial disclosures as being 

reliable and relevant. On the one hand prudent financial reporting might contribute towards 

it (the reporting process) being ‘neutral’ but this came at the expense of diluting relevant and 

reliable information for shareholder investors looking to use the information disclosed by a 

company for their investment decision making. 

It has been the case that accounting convention has privileged the neutral and prudent 

approach to financial reporting in previous Conceptual Frameworks issued by both the FASB 
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and IASB. And that one regulator interviewed reflected back on their time as a student and 

the centrality of both neutrality and Prudence: 

‘I would emphasise again is the notion of prudence compared to the notion of 
neutrality and just to reiterate that the emphasis that the FASB is to provide neutral 
information versus when I was a student we learned about conservatism, which I think 
is similar to the prudence notion, that they always chose the more conservative 
estimates of value, wherever what the FASB is saying now is more about being neutral.’ 
        (NGO ENG C5-C6:383). 

In 2010 the IASB and FASB effectively removed Prudence and Neutrality from the Conceptual 

Framework (IASB Basis for conclusion (BC), 2018b, para. 2.34). This decision was influenced 

by the way in which accounting information is employed by shareholder-investors to predict 

cash earnings and estimate the present value may affect future earnings. The argument being 

that ‘bias should not always be assumed to be undesirable, especially in circumstances when 

bias, in their view, produces information that is more relevant to some users.’ (FASB, BC, 2010: 

para.3.27). 

The IASB explained in this situation that their standards are mainly for the use of investors, 

and it is not the responsibility of IFRS to service other stakeholders (IASB, 2013). By this it was 

meant that Prudence and Neutrality might not meet the needs of investors. Abandoning 

Prudence was not universally accepted, for example the European Financial Reporting 

Advisory Group (EFRAG) in their Prudence Bulletin 2013 still observed that: 

‘Prudence is compatible with neutrality and requested that, as prudence is important, 
the Framework needs to explicitly acknowledge it, because otherwise it will be 
incomplete.’  (EFRAG in their Prudence Bulletin, 2013:7). 

From 2010 to 2019 Prudence was taken out of the IASB Conceptual Framework (CF) and 

during this period of time, the Norwalk Agreement intended to converge the IASB and FASB 

Conceptual Frameworks and standards. A MEP interviewed provided an explanation as to why 

when Prudence was out of the CF and noted that this had a lot to do with the political project: 

converging the IASB and FASB Conceptual Framework:  

‘If I understand well from the discussion with the guys from IASB they removed 
Prudence to have much more convergence with FASB Conceptual Framework, if they 
have the same name. But as far as convergence is not anymore feasible IASB became 
much more flexible in responding to the request of the European Parliament to 
reintroduce Prudence and stewardship in Conceptual Framework. Prudence I think is 
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an important principle even if usually you can have some interpretation of a prudent 
approach for some companies to put some good money for bad times, hide good 
money for bad times, and not report good results in some period. Prudent is a general 
principle which should stay in financial reporting.’ (REG ENG A1:224). 

With regard to the Reliability of financial reporting the situation is more complicated. In the 

US there is no debate on Prudence/Conservatism instead this is substituted with the concept 

of reliability which is itself a challenged concept. Reliability is a matter of materiality of the 

information presented, basically that of not omitting certain aspects on purpose, in effect 

influencing the decision making of users of financial information (shareholder-investors). In 

effect, Prudence is now a subsumed component of Reliability. As such, Reliability may permit 

certain accounting that is reliable and reflects the economic substance of a transaction and 

at the same time it becomes more remote from a prudent record. An example would be if an 

asset has a historic cost of 2000 financial units but can be revalued to a market value of 2500 

financial units this gain may be the result of adjustments to speculative benchmark property 

values rather than profit from an exchange transaction.  

The IASB Board recognizes in its 2018 Basis for Conclusion in BC.2 that the Conceptual 

Framework does not provide a proper definition for Reliability and in effect there are multiple 

perceptions of what Reliability is. A large number of users of financial reports consider 

Reliability a matter of verifiability but another group of users opt in for Faithful 

Representation through Prudent accounting (IASB, 2018b: BC.2). The respondent below 

considers the challenge of Reliability but does not mention the need for Prudence in 

accounting practise:   

 ‘I think faithful representation in the framework is broken down to various concepts, I 
suppose, like neutrality, so that to some extent I think it includes the idea of substance 
over form. I do not know how you define reliability beyond that. The Conceptual 
Framework has also the concept of verifiability, so you know when informed people 
should be able to reach a certain consensus on the values attached to gains and losses, 
assets and liabilities, so probably the combination between faithful representation and 
verifiability should cover what most people would. I am not sure what more reliability 
would add to that, really. So, that is the wording.’ (PAA ENG D3: 412-413). 

The opposite view was also encountered as expressed by an NGO representative: 

 ‘I can draw a shape and then take a photo of that and say that is a faithful 
 representation of that strange shape but it does not mean that strange shape has any 
 meaning. and is not something that I can potentially use. I think it creates a natural 
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 tension with the objective, which is that there should be neutral information that 
 making and I am not sure how information can be useful if it is not reliable. Maybe a 
 faithful representation may not be reliable to be I can rely on that information making 
 decisions. ’  (NGO ENG C7: 389-390). 

This tension and confusion, revealed by the above quotes, may help us to appreciate why the 

appetite for and commitment to maintaining Prudence has weakened.  For many academics 

and professionals, Prudence became displaced by a more confusing practice that connects 

Reliability with Faithful Representation where the technical aspects of accounting guarantee 

Neutrality. The ACCA observes that being prudent in accounting is not clear-cut because it all 

depends on a company’s activity characteristics and nature of a company’s business model. 

(ACCA, 2014). With regards to Prudence, interviewees observed that it is often associated 

with under reporting profits and inflating liabilities rather than asset valuations. That is being 

cautious about the recording of transactions and valuations is not in the interests of users 

(investors) because it is about managers smoothing earnings. One interviewee observing that: 

  ‘Yes. There are companies which are making huge provisions in one year because they 
 have nice profits, a lot of profit is here, so let’s make some provisions, so let’s be 
 prudent. For things that were not completely justified, because when in the bad years 
 their released some provisions, saying ok that these things need to materialise, like 
 that you are having more linear, maybe results, which you can say while that 
 decreased the activity but in reality, I think somehow Prudence echoed the 
 performance of the management.’  (REG ENG A6:275).  

A similar opinion was encountered with another interviewee criticizing Prudence for 

distorting the distributable funds available for shareholders:     

‘it is no good either if you under-estimate your assets and over-estimate the liability, 
because for a user it is so, that the shareholder, if the distribution may be lower and if 
this shareholder is a company, they would not have had a fair share of the assets and 
liabilities, because the distribution was based or biased on over-estimated assets and 
under-estimated liability. So, I don’t think it would be good.’ (BIG ENG F2:495). 

One Professional body representative, however, expressed clear preference for Prudence to 

be maintained declaring: 

‘I say that given the crisis we have been through, and the fear of new crises .... I believe 
that this principle of prudence must be reintroduced. Especially if we correlate with 
what we want in the financial statements to have that faithful image; yes, of the 
position of the financial performance.’  (PAA RO D1:396). 
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In this section we have noted that the concept of Prudence in accounting represents the 

tension that can arise as between independent regulators and co-regulation. That is the IASB 

is not free to simply take out Prudence from the Conceptual Framework when the European 

Parliament through its representative body EFRAG was resistant. There are also technical 

‘accounting’ arguments for and against Prudence with regards to understating earnings and 

overstating liabilities to smooth earnings from a management of resources perspective. 

Whilst from shareholder investor perspective this would reduce the funds available for 

distribution because the value of net assets is reduced.   

 This next section examines some of the reasons why the commitment to Prudence in financial 

reporting practice has been challenged and diluted as an organising concept but also, at the 

same time, still a resilient concept influencing financial reporting practice. This understanding 

is informed through the use of quotes and public information disclosed by those interviewed. 

The arguments for and against the inclusion of Prudence as a key accounting concept 

governing the purpose and objectives of financial reporting can be split into three sub-

sections: first is the confusion that operates within the Conceptual Framework governing 

financial reporting and the need for Prudence, the second is a more technical argument about 

Prudence and the way in which financial numbers should be reported and the third is what 

might be termed regulatory expansion as new actors become involved in the governing 

arrangements surrounding financial reporting and are concerned to reinstate prudential 

accounting as part of a sustainability agenda. 

5.3 Prudence: Regulatory confusion and ambiguity  

This section will explore the tensions between the narratives of the main actors involved in 

the governance of accounting and financial reporting practice. The main focus is to explore 

the extent to which are their contradictory commitments to the maintenance of prudent 

accounting. How and in what ways do these narratives reveal these tensions? In effect, this 

section investigates how Prudence, as a central organising concept for financial reporting, can 

be legitimised and/or de-legitimised. This section is split into three sub-sections. The first 

explores the contradictory opinions governing prudent financial reporting, the second section 

focuses on the technical argument about Prudence and the way in which financial numbers 

are reported and the third locates prudent accounting within a wider regulatory arrangement 
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where the demands from new institutions involved in the governance of accounting practice 

are seeking to reinstate prudential accounting practices.   

The Conceptual Framework as drafted by the IASB provides the framework or general 

guidance as to the general purpose IFRSs and how financial line items should be reported in 

financial statements. Therefore, the Conceptual Framework is conceptually broad in nature 

while the individual standards have to be more specific at practical level. The CF provides 

general guidance about what major concepts should guide accounting practice and these 

concepts inform or guide the construction of individual IFRS’s. With regards to removing 

Prudence as an organising element within the accounting conceptual framework Hans 

Hoogervorst, Chairman of the IASB was clear when he observed in 2012: 

‘Let me try to come to a conclusion. I think I made it clear in this speech that I think it 
is absolutely vital that our standards result in information that is as neutral as possible. 
A systemic bias towards conservatism undermines the value of earnings as a 
performance indicator. I have also shown my understanding for the fact that IASB felt 
a need to be completely unambiguous about this issue by removing the Concept of 
Prudence from our Conceptual Framework.’ (IFRS, 2012).  

Although Prudence was formally removed from the Conceptual Framework an interviewee 

from the standard setting organisation observed that when we are making up standards 

governing accounting practice, we are always cautious (prudent).  The defence is that we are 

still prudent with regards to how accounting is to be done but we do not need to have this 

explicitly in the Conceptual Framework: 

 ‘Why was there so much discussion about it... because we left it at a certain point, the 
 previous board, first board thought there was a lot of confusion around the term 
 ‘prudence’ what did it mean? I think they were right that there is a lot of confusion, 
 and then when we took it out everybody thought: well, this is because they just want 
 to have imprudence and share value accounting, it gave rise to a lot of unnecessary 
 noise, and if you look at how we make our standards - most of our standards are 
 extremely cautious, in a sense that they do not lead very quickly, that we are cautions 
 when companies can easily recognise profits, that we are very cautious that liabilities 
 are recognised as quickly as possible, so I always feel when we  are sitting around the 
 table that we are being very prudent and cautious. That’s why I got a bit frustrated 
 that we got so much flack about having removed this term from the conceptual 
 framework, we brought it back, we found it in a good manner to exercise caution, 
 circumstances of uncertainty that are very much in the DNA to begin with. I think it’s 
 good that we have written it down carefully again.’  (SS ENG B1:285). 
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From a historical point of view Prudence was always a key concept shaping the objectives of 

financial reporting. But the key actors involved in the shaping accounting practice governing 

financial reporting have differing positions as to whether Prudence is a key concept that 

should formally be included in the accounting Conceptual Framework and inform the 

objectives and financial purpose of financial reporting. The resilience of Prudence in 

accounting practise can be seen from the contradictory position of different actors involved 

in shaping financial reporting practice. In Europe, even though the IASB dropped Prudence 

from its Conceptual Framework, it was still retained in the European Parliament Accounting 

Directives and Regulations (Maciucă, Hlaciuc and Ursache, 2015). 

The extant European Directive 34/2013/EU notes that: 

‘Annual financial statements should be prepared on a prudent basis and should give a 
true and fair view of an undertaking's assets and liabilities, financial position and profit 
or loss. It is possible that, in exceptional cases, a financial statement does not give such 
a true and fair view where provisions of this Directive are applied. In such cases, the 
undertaking should depart from such provisions in order to give a true and fair view. 
The Member States should be allowed to define such exceptional cases and to lay down 
the relevant special rules which are to apply in those cases. 

(i)   only profits made at the balance sheet date may be recognised and  
(ii)  all liabilities arising in the course of the financial year concerned or in the course 

of a previous financial year shall be recognised, even if such liabilities become 
apparent only between the balance sheet date and the date on which the 
balance sheet is drawn up, and 

(iii)  all negative value adjustments shall be recognised, whether the result of the 
financial year is a profit or a loss’ (Directive 34/2013/EU). 

In defence of the IASB one interviewee observed that:  

‘I don’t think we believe that during the financial crisis the removal of the word 
prudence meant that the profession was becoming imprudent. We had a lot of 
discussions at the time about what was the role of the profession and how the 
accounting standards that might have been the impact or not on accounting standards 
at that time.’ (PAA ENG D2:403). 

We have discussed how European Parliament directives and regulations are at odds with 

regards to IASB’s decision not to include Prudence in the accounting Conceptual Framework.  

A significant technical argument justifying the exclusion of Prudence from the Conceptual 

Framework issued by the IASB relates to what Hans Hoogervorst observed which is that: 
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‘Many felt that in practice the concept of Prudence was often used as a pretext for 
cookie jar accounting. In this respect, it is important to realise that the incentives for 
earnings management are huge. Remuneration and reputations are very much 
dependent on steadily rising earnings figures. Accordingly, the ability to smooth 
earnings is highly prized by executives.’ (Hoogervorst, 2018). 

At a technical level it is argued that Prudence leads to the understatement of profits and an 

understatement of assets and overstatement of liabilities which contain provisions to 

anticipate losses or risks of losses. Hans Hoogervorst in his speech on Prudence argues that 

managers will manipulate and smooth earnings because their reputations depend on showing 

steady earnings growth. Prudence according to an interviewee from a professional 

representative body is about how profits are accounted for as liabilities: 

‘Prudence... there are 2 levels of prudence: there is what we call asymmetry, which is 
required by directives with exceptions, we say profits are accounted only when they 
are realized. And that is one way, one side. And the other side is liability or accounted 
for when they arise, which is different.’  (PAA ENG D4:429). 

The technical arguments for and against Prudence in accounting practice are still being 

debated, for example with IFRS 15 which is the accounting standard for revenue recognition, 

that is when revenues are accounted for and how these are accounted for. On the one hand 

the first respondent discusses the need to be as neutral as we can with regards to revenue 

recognition. Whereas the following respondent, a professional body representative, is 

concerned with IFRS15 whilst being technically neutral as possible especially when there is 

uncertainty about the timing of revenues to be received it is still a lot less prudent than in 

previous times. 

A Professional body representative interviewed in IFRS 15 observed that: 

‘It is quite clear in the IFRS 15, where there is uncertainty about the amount of the 
revenue than if there are risks that are significant, there are risks that are not all the 
contingent of the consideration you received, then you do not recognize this...so, I think 
we can see the recognition as robust criteria. In terms of when it comes to evaluating 
those items, personally I think you know we should try to be as neutral in the 
measurements of the items, as possible.’ (PAA ENG D3:411). 

‘To my mind when I look at IFRS 15 their requirements are a lot less prudent than it 
was the case. So, their consideration is now, you can recognize that, whereas before it 
was a much higher threshold than before for recognizing for various considerations. 
So, in practice the direction of travel I think has moved more towards neutrality to this 
trade-off.’ (PAA ENG D5:453).  
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The presence or absence of Prudence from the Conceptual Framework and accounting 

standards has, as previously noted, been justified employing arguments about how this can 

lead to understating profits and overstating of liabilities relative to assets which inflates the 

need for shareholder equity reserves. Another position taken against prudent accounting is 

that this technically leads to the provision of earnings information to investors that negatively 

impacts upon their allocation of capital. As Hans Hoogervorst comments: 

‘Even analysts are often (wittingly or unwittingly) sympathetic to accounting 
techniques that allow for some earnings management. Predicting earnings is the bread 
and butter of analysts and too much volatility makes that very hard to do! Given all 
these temptations, both the IASB and FASB felt it was important to stress the neutrality 
of financial reporting, by leaving out the concept of Prudence. In this context, I find this 
a defensible decision.’ (IFRS, 2012). 

We now turn to consider how other institutions, whilst not part of the core governance 

arrangements of accounting practice, are nevertheless taking a position on prudent 

accounting after the financial crisis. Specifically, we have in mind those institutions that are 

concerned with the prudential management of the insurance and banking sectors. An ICAEW 

study concludes, ‘Accounts cannot protect the system by predicting the future: nothing can’. 

But they can shed light on the current condition of the banks and the risks that they run. A 

regulatory representative noting that: 

‘Some industries are more prudent than others due to the nature of the business which 
are subject to broader regulations such as with banking and insurance.’  (PAA ENG 
D5:503).  

With regards to the insurance sector the head of international fixed income insurance at JP 

Morgan Asset Management notes that: 

‘Insurers do not want any short-term market fluctuations in the value of their 
investments to be included in their P&L. They are long-term investors, they say. But the 
accounting standard implicitly questions this, and introduces a test to see if the asset 
they hold will bring them the income they expect, or if there is a risk of that income 
fluctuating, or not materialising at all.’ (Insurance, Assets, Risks, 2018).  

Prudence is a specific matter for some industries, like insurance which is that assets are 

generally held long-term and that adjusting these values to their current market value will 

add too much volatility to their profits and may also dissuade insurance companies from 

investing long-term. Patrick de Cambourg, President of the Autorité des normes comptables, 

the French standard setter, noted that: ‘The accounting for long-term investments under IFRS 
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9 is a concern for insurance companies, he says.’ It might hinder them from investing for the 

long term, which is a bad idea in general (Insurance, Assets, Risks, 2018). 

More broadly regulators located at the periphery of the core accounting regulatory 

arrangements are concerned with promoting a commitment financial stability and that 

changes to accounting disclosures that remove Prudence could serve to undermine the 

commitment to financial stability:  

‘Most recently, I guess, the prudential regulators were seen as stakeholders, because 
the accounting there is also a question of prudential objectives of financial stability 
where the accounting information was meant to be more transparent information. 
And sometimes there is a perceived tension between those two objectives, but 
nevertheless prudential regulation depends on the accounting information, so it is 
important for the accounting standard setters to do a lot to the needs they may have 
and to manage the expectations as well, and to manage the points where there is 
tension. These are the needs of the investors and when they are in conflict with the 
needs of prudential regulators. So, a good example is IFRS 9 where there was such a 
balancing act that was done vis-a-vis the impairment approach that’s undertaken, so 
there was that balancing act that was undertaken by the accounting standard setters.’         
                                                                                                                       (PAA ENG D5:436). 

Prudence is a key concept in accounting that was removed by the IASB from its Conceptual 

Framework preferring instead to insert the notion of Neutrality. This has been justified on 

technical grounds because prudent accounts underestimate profits and asset valuations at 

the expense of increasing liabilities and the need to maintain shareholder funds (Deloitte, 

2016). 

The commitment to removing Prudence from the Conceptual Framework has been contested 

and not straightforward. The European Parliament regulations governing accounting retain 

the need for prudent accounting practices and also the IASB’s own accounting standards do 

contain residual elements of a ‘prudent’ approach. In addition, the technical arguments for 

removing Prudence from accounting value measurement and transactions recognition are 

also contested territory. Finally, regulatory actors that are custodians charged with 

maintaining the viability of specific business models such as, for example insurance and 

banking are also forcing the issue of the ambiguous and contradictory nature of prudent 

accounting back onto the agenda. 
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To explore these issues and challenges in more detail we now turn to consider the debate 

surrounding the substitution of historic cost accounting (HCA) with fair value accounting 

(FVA). This is an important illustrative case because it reveals how prudent accounting 

practise can be represented by supporting the introduction of FVA and those defending HCA.    

5.4 Is fair value accounting prudent?  

A key initiative, in accounting and financial reporting practice, has been the progressive 

reorientation of financial reporting from historic cost towards fair value or ‘mark to market’ 

valuation disclosures. Historic Cost Accounting (HCA) traditionally recorded realised revenues 

and how changes and movements in revenues and expenses impact upon the financial 

position of the firm in the balance sheet. Fair Value Accounting (FVA) reveals how changes in 

the market value of assets (traded or estimated) impact upon comprehensive income and 

shareholder equity. According to Palea (2014): 

‘Fair value accounting is one of the most important innovations in financial reporting 
in the European Union, and represents the main difference between IFRS and the 
former European regulation. Fair value is supposed to provide investors with better 
information to predict the capacity of firms to generate cash flow from the existing 
resource base, thereby improving the quality of information for decision usefulness.’    
                                                                                                                      (Palea, 2014:3). 

With regards to the introduction of FVA a professional body representative observed that 

whilst HCA as not perfect the use of FVA means that you are using market valuations: 

‘The problem with the fair value accounting is the market, what are you actually using 
as evaluation basis. But I don’t think that historical cost measurement was perfect, 
beyond that. I have my doubts.’ (PAA ENG D2:402). 
 

Another respondent points out that whilst historic costs accounting was prudent it does not 

reflect reality any more. That are investors and analysts are always revaluing their 

investments and so why should a company be any different as this is a bundle of different 

types of asset investments which can adjusted to their market value:  

‘Using historical values is very, very prudent, it’s so prudent that at a point in time it 
doesn’t reflect reality anymore and what investors, analysts and others were doing, 
was always re-evaluating financial statements based on historical bases that needed 
a significant amount of interpretation to come on a conclusion on the value, the 
performance, and the potential for the company.’ (NGO ENG C1:325). 
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However, FVA as a valuation approach can employ market price data from active trading to 

generate a market value but also adjust assets to a market value using judgement and 

estimation modelling.  

As a standard setter representative observed in an interview: 

 ‘Well, I realise that fair value measurements can be dependent on estimations because 
 in many cases markets are simply not available, but even in historical cost accounting 
 we also use a lot of estimates. For example, if you look at the possible necessity of 
 impairing your assets, then you use measurements which are often also very much like 
 level three for value exercises. So, here we cannot really say that the fair value is 
 different from historical cost accounting or necessarily leads to magic more than shall 
 in historical cost accounting. Basically, every time when there is no clear data on which 
 you can base a valuation, we tried to make clear in our standards that they have to 
 have very good disclosures, make clear for the investor how sure the measurement is, 
 sensitivity analysis, that’s how we tried to form it up.’ (SS ENG B1:286). 

It is recognised that FVA requires estimates to be made but it is important to inform the 

investor of these estimates. FVA, it is argued is challenging as regards it being prudent but it 

has the advantage of recognising gains and losses as market values change and because these 

changes are symmetrical then this promotes Neutrality: 

‘FVA one may say that it can be challenging in terms of prudence because it recognises 
losses as they arise. Also, FVA is symmetric. I talked about asymmetric already. HCA is 
asymmetric. If we have in property / equipment at historical cost if it becomes 
impaired, we recognise the loss. We only recognised a profit in value only when it is 
recognise only when sold, while FVA via profit and loss accounting recognises gains 
and losses symmetrically. It is neutral.’ (NGO ENG C3:356-357). 

The argument presented suggests that FVA reflects the reality of market values which analysts 

and investors are familiar with. Also, that whilst adjusting assets to a market value involves 

judgements these can be ‘prudent’. With FVA Prudence that just means ‘be careful’ about 

valuations. Prudence as a key accounting concept becomes a careful calculation as argued by 

NGO ENG C7.  

The argument developed here is that HCA is rather too prudent and it comes at the cost of 

not reflecting reality anymore and that market valuations are an improvement because they 

do reflect market realities. The use of HCA is also criticised by specific industry experts and 

regulators because their business model operates more effectively if fair value accounting is 

employed. According to a standard setter representative: 
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 ‘Well, I’ll give you one example where historical cost can be extremely imprudent. You 
 can look at insurance accounting where everybody involved uses historical rates, they 
 underestimate the liability. That is why current measurements which are much more 
 prudent than historical cost. So, it’s not appropriate to equate Prudence with historical 
 cost accounting and imprudence with fair value accounting. That’s not correct.’  
          (SS ENG B1:286). 

In contrast to responses from those interviewed and supportive of the introduction of FVA 

and justifying this as a prudent choice for financial reporting there are those that have a 

different viewpoint: 

‘The financial statements provide a great deal of information, but at their heart 
provide a record of historical performance and financial position.’ (NGO ENG C3:359). 

This position about HCA being more prudent is then coupled to other accounting objectives 

and trade-offs. That is HCA tends to produce more stable financial disclosures but this comes 

at the cost of ‘transparency’ in financial disclosures: 

 ‘Do you think that the historic model is more stable? 

 Yes, absolutely! It is stable but less transparent. Less relevant when it comes to 
transparency.’ (NGO FR C4:375). 

In other responses it is argued that HCA provides a stronger foundation for securing a low 

inflationary environment which contributes to predictability in terms of estimating how much 

cash can be generated from a firm assets’ perspective: 

‘I would also agree that the historical cost is not a faithful representation of that asset 
either, but if we get back to relevance as being the overriding qualitative characteristic 
we are trying to meet, which of those are going to provide more relevant information 
to predict the amount of cash flow that is going to be generate from the use of asset. 
Many users would say that in a low inflationary environment Historical cost it is just 
fine and preferred.’ (SS ENG B2-3:299-300). 

Another interviewee argues that the shift from FVA from HCA is less prudent because it 

introduced speculative valuations into company financial statements and that there should 

be some kind of limit set on how much asset values can be adjusted to their market value: 

‘From accounting perspective that is challenging, because it includes so much, multi 
discipline, you need to do forecasting, what you expect mortgage market will be, what 
the property prices will be, how the economy will be performed, and I think that brings 
in an element of speculation which I think will be a challenge and could have some 
other implications. I think you need to draw a line as well, where you want accounting 
to be because we have moved from historical to current accounting but how further 
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do you want to extent that. They should be some kind of limit to it.’ (CRA ENG E1:481-
482). 

There is also a concern that adopting fair values from the business model of financial trading 

activity into industrial and manufacturing business models is also problematic and a ‘bad 

solution’: 

‘For me the basic system is...because it is reflecting many activities such as…and 
industry, therefore, fair values is to be considered for financial, trading activities, yes, 
for trading activities of financial instruments but also commodities, etc. That means 
something that we have to be careful with because there is a lot of relativity in financial 
or commodities market. So, for me fair value would be a bad solution.’ (PAA ENG 
D4:429). 

Another interview raises the issue as to whether valuations of assets using level 3 modelling 

and estimates is even prudent when valuing financial assets rather than just productive fixed 

assets as held in industry and manufacturing. A prudent approach, it is argued, should include 

FVA disclosures coupled with HCA equivalents to limit imprudent of FVA adjustments: 

‘Where FVA is especially in level 3 securities, where it is so subjective that is literally 
depends on management view. And should that be about under FVA accounting or 
should that be allowed under FVA, but it should also have a disclosure for HCA and 
reasons why it is continuously moving up and down, which I think is the right approach 
to give prospects and it represent that disclosure itself it would limit the abuse of that 
FVA.’ (CRA ENG E1:479). 

This ‘mixed’ approach to using both FVA and HCA was supported by a number of respondents 

interviewed as being a ‘prudent’ approach to financial reporting practise. The balance and 

mix between HCA and FVA depending on a company’s business model: 

‘I think what I said yesterday at the conference during the mixed model is the right 
approach. I don’t think we should not go back in time to historical cost model. I think 
the fair value has a place, now obviously it depends on whether you put that to the 
right instruments because there are cases in which that is not well fit and that is why 
probably the fact that you have this and this business model which is triggering the 
type of cost measurement is the best way how to do it. So, it’s not a solution but a 
combination of both to be specific I think is the right answer.’ (REG ENG A6:276). 

And that disclosures in the financial reports are prudent if they bear in mind an appropriate 

use of HCA and FVA bearing in mind the strengths and weaknesses of each: 

‘I think it is simplistic to argue that capital market focuses on those who want to predict 
the future cash flows or the value of the company, automatically get you to a FVA 
measurement type approach. Ultimately it is a matter of measurement, portraying the 
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financial position and performance of the company bearing in mind both FVA and 
historic cost adding strengths and weaknesses, and the conceptual thinking is really to 
try to understand which strengths and more weaknesses are more relevant in 
particular situations.’ (NGO ENG C3:358). 

‘I have the impression that the discretion might sometimes be abused, therefore 
inserting reliability makes sense to me. In general, I would say that both concepts, of 
historical costs and fair value should remain and the one should not replace the other, 
it should always be a matter of, as you said, prudence and really of whatever is more 
appropriate.’ (REG ENG A3:245). 

5.5 Summary 

This chapter case study focuses on Prudence in accounting and especially with regards to 

informing the process of financial reporting. This understanding of prudent accounting 

practice is informed by official documents but also interviews with actors within the 

governance arrangements shaping accounting practice as set up in Chapter 1.  

The section of this chapter observed that the commitment in accounting to Prudence in 

financial reporting was historically informed but continued to be deemed important by actors 

interviewed. The account that unfolds is that the commitment to maintain Prudence, as a 

central accounting convention, has been progressively side-lined and replaced instead by the 

concept of relevance, Reliability and Neutrality. This is understood by reviewing past and 

current Conceptual Frameworks.  Interviews from respondents in the first section of this 

chapter revealed how and why the commitment to Prudence in financial reporting has 

become diluted.  

A second section explores the technical arguments for this diluted commitment to Prudence 

as a central organising concept for financial reporting. The technical argument about prudent 

accounting practice is that it impacts negatively on the way in which profit was recorded 

because income is understood and expenses overstated. In addition, the value of assets 

should be understated and liabilities overstated leading to a pressure to maintain equity 

reserves at the expense of distributable reserves for shareholder investors. Respondents 

bring this up as an important critical issue and specifically with regards to why the IASB chose 

to remove Prudence from its Conceptual Framework. Often the response would include that: 

managers have employed financial reporting to smooth earnings at the expense of the 

interests of investors for distributed earnings and this needed to be changed. 



147 
 

A third section in this chapter consolidates these arguments within a mini case on fair value 

accounting (FVA) and historic cost accounting (HCA). It is often the case that HCA is presented 

as the conservative approach to accounting because assets are not revalued but depreciated 

to show their loss of ‘use value’.  

This mini case reveals that with both HCA and FVA there are arguments for a prudent 

approach to accounting being undertaken. It is often assumed that HCA is more prudent in 

terms of recognising asset value used up in use as a charge against profits. FVA is justified 

because it provides Neutral market-based information about the current value of a company’s 

assets and so is more relevant to investors decision making.  It is argued by some respondents 

that market valuations can be made on a prudent basis. However other respondents, 

especially those from banking and insurance, were more cautious because they are 

concerned about the impact of FVA from a financial stability perspective and its impact on 

social and economic development. In this respect we come back to the arguments outlined in 

Chapter 1 which is that accounting is not simply a technical challenge but has ramifications 

politically in terms of the extent to which it is self-regulated by the IASB for investor interests 

or co-regulated between the European Parliament and IASB for broader social and public 

interest reasons. This Prudence as a central organising concept governing the financial 

reporting process is not just a technical issue. It also reflects the struggle between the 

European Parliament and IASB with regards to the degree whether financial reporting 

practice is the product of co or self-regulation. 
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Chapter 6. Accounting practice: non-financial reporting (NFR) 
6.1 Background 

The European Directive 2014/95/EU now requires large companies with more than five 

hundred employees to disclose certain information on the way they operate and manage 

social and environmental challenges. This additional information helps investors, consumers, 

policy makers and other stakeholders to evaluate the non-financial risks to companies and 

encourages these companies to develop a broader environmental and social responsibility. 

These demands for change challenge the existing financial only disclosure model 

underpinning accounting disclosures and information set out in the annual report and 

accounts of a company. Zeff (1999; 2015) provides a valuable account of the evolution of the 

accounting Conceptual Framework that governs financial disclosures for business enterprise. 

Zeff observes that accounting debates and reports have in the past discussed the need for 

non-financial reporting but gravitate back towards the anchor of accounting practise: the 

provision of financial information that is decision useful for investors. Zeff observes that in 

1966 the American Accounting Association (AAA) published a pioneering monograph entitled 

‘A Statement of Basic Accounting Theory’.  

The ASOBAT was focused on the information needs of investors, specifically on earnings upon 

which predictions and valuations might be made. However, this same report opened up the 

possibility for financial reporting to record a variety of information with, for example, assets 

valued at historic or current cost depending upon the needs of the user(s) where users may 

not simply be investors, but also employees and managers. The Trueblood Committee report 

(1973) also considered the use of multiple values to describe performance to a range of user 

groups and also proposed that social goals are no less important than economic goals. The 

Trueblood report acknowledged that companies impose costs and risks to society and that 

may not appropriately disclose because it is hard to measure and no proper guidance exists:   

 ‘An equally difficult reporting problem arises when an enterprise's activities  
 impose a cost on society. The options of accountability and corporate   
 responsibility imply the need for disclosure of the consequences of such   
 activities; but identifying, measuring and reporting their consequences without  
 standards and guidelines is troublesome.’ (AICPA, 1973:55). 
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More recently in order to force the issue and put environment, social and governance (ESG) 

non-financial reporting into the traditional financial statements a number of actors outside of 

the ‘traditional’ accounting institutions have emerged as influencers. These include the:  

International Integrated Reporting Council (IIRC) proposes Integrated Reporting <IR> the 

purpose of which is to ‘improve the quality of non-financial information available to providers 

of financial capital to enable a more efficient and productive allocation of capital’. The Global 

Reporting (GRI) Standards setting body, also an international not-for-profit organisation, with 

a network-based structure has set out its objectives with regards to non-financial reporting. 

These institutions have been set up to enable companies to report their economic, 

environmental, social and governance performance. For example, GRI produces free 

Sustainability Reporting Guidelines. The guidelines are currently in their fourth generation 

("G4"). These are the first global standards for sustainability reporting and feature a modular, 

interrelated structure calling upon global best practice to inform reporting across a range of 

economic, environmental and social impacts. The IIRC calling for changes to the financial 

reporting process to include non-financial reporting as a means to restore trust and 

accountability: 

‘The level of trust between organizations, either public or private, and their 
stakeholders may well be at one of its low points in history. The pervasive call for 
transparent, credible and quality reporting, as a critical component of accountability 
and stakeholder engagement, is timely and vital to rebuilding trust.’ (<IR> report, 
2011:3). 

The United National Environment Programme has also announced its Principles of 

Responsible Investment (PRI). These have been devised by the investment community and 

reflect the view that Environmental, Social and Governance (ESG) issues can affect the 

performance of investment portfolios and therefore must be given appropriate consideration 

to inform investors, in implementing these Principles signatories contribute to the 

development of a more sustainable global financial system (United Nations Global Compact, 

Principles for Responsible Investment, n.d.).  

There has been a general reluctance on behalf of the IASB to adapt, that is, migrate from its 

strong financial disclosure model towards one that blends non-financial disclosures especially 

where environmental sustainability is concerned. We have noted in Chapter 1 that the IASB 
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has tried to protect its position as a self-regulator governing financial reporting but that the 

European Parliament, through the auspices of EFRAG, has sought to take the initiative with 

regards to non-financial reporting and setting the agenda. This it is argued shifts the 

governance arrangements for financial reporting practice towards a more co-regulated 

arrangement rather than self-regulated by the IASB. Hans Hoogervorst, chair of the IASB was, 

in 2019, clear that the IASB’s accounting standards were financial in nature and about 

informing investors not the public interest via Corporate Social Responsibility (CSR) reporting: 

‘Although this strand in sustainability reporting is perfectly legitimate, its scope is 
different from the scope of IFRS Standards. Our Standards do not seek to portray the 
contribution of a company to the public good, but to provide information that helps 
investors in their efforts to predict future cash flow of the company itself. So, CSR-like 
sustainability reporting does not meet the objectives of financial reporting, although 
there may be some overlap in practice.’ (Hoogervorst, 2019). 

We have noted in Chapter 1 that the IASB has been resistant to the introduction of non-

financial reporting because this would dilute its self-regulatory influence over accounting 

standards. However, pressure from the UN and European Directives are to incorporate non-

financial reporting and principles of responsible investment adopted by investment banks. 

There are considerable pressures to now include non-financial disclosures in the annual 

financial statements and the quote below reveals the ambiguity surrounding the commitment 

to and justification for non-financial reporting:   

‘we do not want to get involved in standards setting for non-financial items, but we 
recognise that there is no clear border between financial and non-financial and there 
are items where we need to get involved to make sure that the non-financial does not 
pollute the financial, and therefore we want to cooperate with these bodies to make 
sure that things are consistent and we also wish to look at our own standard setting 
and by the way  the non-standard setting activities  we have a management report, 
which is not a standard where we can go a little beyond accounting to describe these, 
the strategy of the firm, the relevant main data, we have the relationship with non-
GAAP measures. So, the board today is working on this, they don’t have a definite view, 
but they are working on this. And we have MOU with integrated reporting to see where 
we fit in the global picture. We are not going to step in environment, to step in social 
or whatever.’ (NGO ENG C2:339).  

There is considerable demand for the addition of non-financial information to the annual 

reports produced by companies. These demands are being met from organisations that lie 

outside of the traditional institutions governing accounting practice and include the: Global 
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Reporting Institute (GRI), Taskforce for Climate-Related Financial Disclosures (TCFD), Carbon 

Disclosure Project (CDP), Sustainability Accounting Standards Board (SASB), 

International Integrated Reporting Council (IIRC). UN System of Environmental Reporting.  In 

addition, there are calls for the use of NFD on behalf of the investing community so as to 

enhance their understanding of risk and broader context within which financial information 

is provided.  

This quote from an NGO representative reveals that value creation for shareholders involves 

the Stewardship and appropriate governance arrangements surrounding both financial and 

non-financial resources. The respondent observing that it is often non-financial arrangements 

can have a severe and detrimental impact over financial performance and risk. In the case of 

Volkswagen, the manipulation of emissions tests for vehicles sold had a significant and 

negative impact on sales and earnings. Likewise, the impact of regulatory changes around the 

employment contracts for Uber taxi drivers will also have a major impact on the operating 

financials of this company:  

‘If you look at large companies like Unilever like SSM in the Netherlands, all these 
companies recognise that the creation of value involve managing no just financial 
resources but also non-financial resources and they kind of binary distinction of 
financial and non-financial is rather meaningless because if you look at the think at the 
think that harmed companies the most, if you look at Volkswagen it wasn’t their 
financial value promoted on the emission scandals, which had nothing to do with 
financial resources. That was all about ethics and how people make decision which 
that organisation there was an ethical element here which could argue that non- 
financial factors had a profound effect. Uber is another example where again 
mistreatment of staff which gain would be non-financial the council would say, you 
now human resources have nothing to do with us, is not on our balance sheet and you 
destroy a lot of value in Uber. So, I think progressive companies are saying that there 
are financial and what you might call extra financial factors that ... to a business 
model. If they want to stay in business, they realising that this is something separate 
or extra or the other shadow this is actually incompatible.’ (NGO ENG C7:391).  

The previous section reveals that there is now considerable momentum to incorporate non-

financial reporting (NFR) with financial reporting in company annual reports. In Europe the 

European Parliament has taken a decisive lead here with the published non-financial 

reporting directive and this, we have argued in Chapter 1 modifies the regulatory 

arrangement more towards co-regulated rather than self-regulation by the IASB.  
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6.2 The support for non-financial reporting 

A number of respondents were generally supportive of the introduction of additional NFD 

within the general reporting disclosures for a company. However, a number of respondents 

focussed on how these disclosures would enhance information transparency to shareholders 

about risk, that is, risks to: earnings and cash flows and valuation of assets and stock prices. 

The disclosure of non-financial information was generally now seen as something that would 

enhance relations with a broader group of stakeholders. There was also a clear distinction 

emerging between the interests of short-term shareholder investors and those taking a 

longer-term investment position in a company (ACCA, 2013b).  

NGO ENG C3 argued that non-financial information adds on to the financial information and 

understanding for investors who traditionally also looked at business from a strict financial 

viewpoint ignoring the non-financial contribution from other stakeholders. The financial 

information disclosed by a company is useful to start the foundation for predicting future cash 

flows but this does not tell you enough about the non-financial aspects of the business model 

of a company and how this additional information helps provide additional detail into the 

prediction of future cash flows. Here the argument is that the disclosure of non-financial 

information will enhance a shareholder-investors understanding and prediction of future cash 

flows which are the basis for making asset and stock valuations: 

‘In a way that is nothing new. Shareholders, the users of wider corporate reporters, 
they often analyse, they use different information sources in different ways, place 
different writings on that, different type of information, but I mentioned already how 
the traditional analyses user may go about, valuating the company, forecasting future 
cash flows. The financial statements, provide a great deal of information, but at their 
heart provide a record of historical performance and financial position , which can be 
a starting point for analysis, when valuing a company, whether is to generate future 
cash flows if you are a potential lender, whether the current share prices are too much, 
too high or too low, you need to look into the future and financial statements might 
give you a trend, but they may not tell you about broader intellectual property of the 
company, about the business model, about the quality of its management, about 
development in the market, about its competition, and various things that you need to 
take account of, in turning your historical costs into your prediction about the future.’ 
        (NGO ENG C3:359).  

On a similar tone, a professional body representative supports NGO representatives and also 

standard setters’ views, explaining the connectivity in between financial and non-financial 
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information arguing that there are material aspects of non-financial information which can 

be adjusted into financial disclosures useful to investors. In this respect, for instance, there 

are the six types of capitals which exist in the <IR> reporting framework, already mentioned.  

This professional body, as we have already argued, argues that non-financial reporting is the 

key aspect to making long term investments: 

 ‘If you provide information, I think that is why the integrated reporting initiative that 
 is very important because it pushes to create connectivity, in the absence of that you 
 are just adding layers, which as you said is increasing complexity and that can be a 
 challenge for regulation in general. It is very risk reporting and all kinds of layers of 
 reporting that are not connected and I think it as being currently executed, probably 
 adding complexity, but I wouldn’t take it away, I think you need to go further to 
 creating connectivity, rather than just trying to, say, reducing complexity, but not 
 providing the information at all. So, the integrated reporting approach is very, it is one 
 way of thinking about it. Show how the 6 capitals or different capitals are 
 interconnected, what’s material across these different types of capitals. That is the 
 key. ’ (PAA ENG D5:458). 

Respondents who were positive about the added value arising from NFD tended to not only 

focus on the information needs of shareholder investors but also as between short-run and 

long-run investment positions in companies. 

An interviewee from a professional body reveals that shareholder investors are not really 

concerned with the long-run but are rather more oriented to the short-run returns and that 

companies with complex commitments must also pay attention to the long-run investment 

process: 

‘There is also another research piece that I saw, from I think called 2 EYE which is 
showing that companies with complex commitments are much are longer than what 
they disclose and what investors as for, the kind of engagements that they have, so 
investors are not really looking at company long term investment strategies, they are 
more focused .... and companies also conforming to what investors are interested in, 
which is much more shorter-term orientation. So, in this respect, the non-financial 
information which is the real key part of this long-term outlay needs to be fitted into 
the investment process.’ (PAA ENG D5:457). 

This tension between long-run and short-run investor interests is a common theme arising 

from interviews with representatives governing accounting practice. For example, with 
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regards to ESG disclosures these arise because of the demands from pressure groups towards 

long-run company sustainability relative to the short-term positions often taken by investors: 

 ‘ESG is for companies to... there is a one thing I want to let you know is like, within 
 primarily users there are two pressure groups: short-term and long-term pressure 
 groups. Short-term pressure groups have more noise and I think remuneration is 
 another bit that kicks in there. Now, what ESG is doing is giving a bit of noise to long-
 term, like sustainability. What it does to other factors and from that perspective I think 
 it is good. It requires money to give a bit longer view and I think is positive. ’ 

          (CRA ENG E1:480).  

This, another respondent, considers the difference between operation and strategic 

perspectives about the intention and objectives of a company’s business model. Also, that 

technology can assist in the reporting of non-financial information and that this will lead to 

the current way we report information becoming obsolete: 

‘You need to look at what in report we’ve called ‘the Core’ that is the top lair of 
strategic information totally connected, making sense of your financial and non-
financial performance, your strategy, your risk, your business model, explaining at very 
high level […] I think it’s the old concept of reporting that is totally outdated in reality.‘ 
                         

        (NGO ENG C1:327).  

Following on from this representative about the existing reporting system not being adequate 

or outdated a respondent from a corporation suggests that a new approach should be the 

possibility of capturing both financial and non-financial information in the financial 

disclosures. Specifically understanding how these financial and non-financial elements 

interact and that an integrated reporting process is required:  

‘Capturing the link between financial and non-financial information and performance 
in one unique single space, is for me evidently a preferred model, cause putting the 
two information within the same framework would actually give the possibility of 
capturing interaction among the two sources of information, financial and non- 
financial, having them within two different sets of information, though is admitted by 
the EU directive, it’s not the best way forward. In my opinion the best way forward is 
an integrated reporting between both financial and non-financial information.’ 

         (BIG ENG E1:487)  
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Even the position about the integration of financial and non-financial information in financial 

disclosures is not one that is a universal position when other respondents take a different 

view. Specifically, that the integration of financial with non-financial would involve the 

presentation of separate and distinctive reporting of the financial and non-financial such as 

that for environmental and governance aspects: 

 ‘If you have some request from shareholders, present a distinct report. Do not put them 
 together. One clear financial reporting another one with any social and climate 
 reporting. Of course, frameworks in which nonfinancial information will be reported 
 do not report them in financial reporting. You can create some kind of accounts out of 
 the balance sheet just to keep track of the evolution to some activities.   

          (REG ENG A1:225).  

In addition, a respondent, although positive about the benefits arising from the provision of 

non-financial information to understand some of the risks attached to generating cash in the 

future. The same respondent is critical of the fact that there is no clear standard that will help 

to organise these disclosures and that this does not help with generating comparability 

between companies. The interviewee calls for a more integrated set of standards that would 

help to structure the non-financial disclosures and help with comparability: 

 

 ‘Well, I think non-financial information is something which we need now to be able to 
 have sustainable finances ...because otherwise you have the tendency from some 
 companies to make cash, cash, without showing what is the impact for the future, so I 
 think it is a good initiative. My organisation is in the position that we have to look into 
 that information. The directive is applicable as of now, so this year we are going to 
 have some report, but I haven’t seen anything yet, it is premature. However, what I 
 think is not where I see that ...it is very far away from the accounting part, is that the 
 directive is just making reference to framework so there is no consistent framework in 
 Europe. For the starting point will be something very diverse, we are going to have very 
 different ways in which companies would report that. But ok, at least it is a starting 
 point but to my mind it is probably, relatively, soon about taking some steps, thinking 
 about a more structured framework in which non-financial information will be 
 reported.‘ (REG ENG A6:277). 

 

This notion of a lack of consistency in terms of what is and is not to be disclosed and how 

disclosures of a non-financial nature are material or not is a challenge which was also raised 
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by an NGO. In addition, it is not clear as to whether non-financial reporting is simply to 

enhance disclosures for investors or other stakeholders. As argued by two interviewees: 

‘The concept of non-financial reporting is very broad and its guidance mandatory for 
some companies to issue. Therefore, preparers do it for those who put money at risk, 
namely investors. The guidance provides information on the stakeholders, however not 
on shareholders making a problem of consistency of users and usage. This raises a 
question of user relevance and if stakeholder like society at large is the relevant owner 
of information who pays for it. ‘(REG ENG A6:506). 

‘It is different, but they have a common objective, but I am not sure, again, there would 
be a need to better define, who it is for, who it is proposing for, who is the primary user 
group that is targeted. Is it the same user group as financial reporting or not? Because 
this may have...and if it is not, as I said, you cannot mix up, you don’t develop standards 
in the same way when you have a different focus group.’  (BIG ENG F2:497).  

The general position is summed up by a respondent from a large corporation who observed 

that we need to invent a new form of corporate reporting so that the links between the 

financial and non-financial are more explicit and visible. This is an ongoing project and may 

take up to 10 years to bring together:  

‘I don’t think it will be included in financial reporting. I think we need to invent a new                           
corporate reporting that will pick up elements of financial reporting and non-financial 
reporting and explain the link between those two elements. It does not yet exist and 
this is the key project developing in the next ten years, maybe even earlier. It is very 
important.’  (BIG ENG F2:497). 

So far, the interviewees' responses are generally supportive of the introduction of non-

financial reporting into the disclosures made by companies in their annual reports. These 

respondents tended to focus on how these non-financial disclosures would add additional 

valuable contextual information for shareholder-investors. However, the identity of the 

shareholder-investor was not simply but those with a short-run position bit also long-run 

investment time horizons. It was generally felt that the addition of non-financial information 

would help to inform long-run investors about future cash flows and the risks attached to 

these. In turn this would help inform investors about the strategic objectives and risks 

attached to their investments and add value to the reporting process. That is, the non-

financial ESG disclosures would help investors understand the extent to which internal and 

external social, environmental and governance risks might impact on operating results. 
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Although those supporting the addition of non-financial data into company disclosures were 

positive about this development for shareholder-investors there were also respondents that 

also conjoined their positive and supportive comments with conditionality. A major challenge 

with the development of non-financial reporting with the extent to which financial and non-

financial information is blended or kept in separate compartments within company 

disclosures. In addition to this it was also not clear to some respondents that there is a clear 

set of standards about the nature of non-financial disclosures and what constitutes 

materiality. This leads some respondents to note that one of the main objectives of 

accounting disclosures is ‘comparability’ and this could be disrupted because of the variability 

and lack of stability one year to the next in terms of what is being disclosed.  

At a more fundamental level it is the case that the primary purpose of non-financial disclosure 

is to enhance the information needs of shareholder investors and that this is the remit of the 

dominant regulatory actors such as EFRAG and the IASB. Thus, the types of non-financial 

disclosure that are provided will tend to be tested against this narrow interest group: the 

shareholder investor. This reinforces a narrow concept of the ‘user’ of accounting disclosures 

when demands from a range of other stakeholders are interested in the performance and 

governance of corporate resources. 

6.3 Resistance to non-financial reporting  

Some interviewees argued that the inclusion of non-financial disclosures in the annual 

statements is a negative move. These arguments are again not coherent and stable but 

included: non-financial disclosures are outside of the remit of the main regulatory 

institutions; I am not sure if these disclosures add value when just about compliance, we are 

getting away from the key information needs of investors, NFD just adds additional length to 

already length reports; there is a lack of reporting skills to support non-financial disclosures. 

An NGO response reveals a number of challenges to those looking to install non-financial 

reporting into the statements produced by companies. The first of these is with the provision 

of decision useful information to investors and the remit of the dominant institutions such as 

the IASB. This interview showed that climate change disclosures were not considered as being 

within the remit of the IASB disclosure programme even though these might present 
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considerable risks to different types of company business models. The objective, respondent 

argued, of financial reporting is solely with that of financial disclosures and that this is of most 

relevance when understanding the performance of a company in terms of its cash flows. An 

NGO respondent observed that: 

‘One extraordinary example is that we have the financial stability goal that climate 
related financial disclosure underline financial disclosure for inclusion in the financial 
filing and when the IASB discussed the recommendations they conclusion was that 
were not relevant to them and was noting for them to do., which is quite extraordinary 
even that the objective of financial reporting is all about the IASB mandate is about 
regulating financial information with the blessing of G20 now has determined that 
they think at included in financial information . The board has not acknowledged I think 
it shows how the objective is paying in practice so, it is really just about cash flows. 
Short terms cash flows. Therefore, it is inconstant with what endangers at the moment 
of  Non-financial information that doesn’t mean very much and I think that is why a lot 
of investors are ignoring it.’ (NGO ENG C7:390-391). 

There is a similar response from an NGO interviewed who revealed that EFRAG had 

considered the need for non-financial disclosures such as in the notes to the accounts. 

However, in a similar fashion to the previous respondent this respondent also observes that 

EFRAG’s mandate limits its capacity to take on board demands for non-financial disclosures: 

‘As of today, our mandate is very focused on IFRS and financial statements. In the past 
EFRAG has taken a more active interest in wider financial reporting, there was certainly 
an interest when you think that [...] EFRAG should be more interested in wider financial 
reporting and non-financial reporting in the future. [...] An organisation can bring 
together the interest of European stakeholder making sure that Europe is positioned 
at the forefront of debate, EFRAG can have a very valuable role in this, but we are not 
going to go ahead of our mandate, discussion will continue.’ (NGO ENG C3:358).   

Another respondent with a professional body background notes that adding additional non-

financial disclosures will lead to some benefits in terms of connecting up financial and non-

financial relations but this will all lead to information overload and that this is unfortunate, 

but inevitable: 

 ‘I think it is essential to connect non-financial performance to financial performance, 
 ‘coz I think in real life they aren’t connected. The question is how we do that and in 
 the first stage I’m afraid that yes, it is going to add to length and complexity and to 
 information overload and that’s unfortunate, but that’s a fact.’ (NGO ENG C1:326).  
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There are also respondents who argue that the provision of non-financial information will 

simply become a compliance exercise and that whilst non-financial aspects such as: human 

capital, climate change and corruption risks are important it is not clear how these translate 

into financial risk assessments. This is because whilst the disclosure complies with the 

disclosure of non-financial risks these are not appropriately connected up to financial line 

items and risks to cash flow estimates. Some respondents were concerned that the ‘users’ of 

financial information is clear –the investor but the ‘users’ of non-financial information is not 

so clear and to what extent these additional users should also be prioritised and which of 

these broader stakeholders are relevant in terms of structuring the content of non-financial 

reporting: 

‘I think the challenge is the translatability to financial impact and unfortunately 
companies taking a very compliance-oriented approach to communicate this 
information. So, it is not really translatable to financial impact, so it is harder for 
investors to pay attention to these factors. But should they? Of course, they should. 
You can’t see how all these climate risks, corruption, there are places where there is 
high corruption, how you manage your people, the culture within your company, of 
course these are differentiators of good and bad companies.’ (PAA ENG D5:457). 

‘I think the real question is, who are these users and the extent to which these users 
are created and their relevance is created by organisation and standard setters. You 
know, in order to respond to the question, you know it is a bit of a vicious circle.’ […] 
We create a new reporting practice such as sustainability in order to respond to the 
needs of stakeholders, but the question is who are these stakeholders? Are all the 
stakeholders relevant or not so relevant? To some extent, the challenge comes from 
investigating a bit more the existence of these users, investors, providers of financial 
capital, stakeholders, provided their relevance.’ (SS ENG B4:310). 

In addition to the issue of who are the relevant users of financial disclosures and questions 

about the significance of non-financial reporting respondents also raised the issue of having 

the necessary skills and understanding so that non-financial disclosures can be constructed. 

For example, it was noted that existing accounting skills are related to the provision of 

financial data and explanatory notes and that this does not extend to the provision of non-

financial data. With regards to the disclosure of climate related emissions such as carbon 

there is not a body of accounting knowledge to construct these disclosures. The disclosure 

and construction of financial data is the main training and qualifications acquired by 

accountants and this does not include a broader construction of ESG disclosures: 
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‘We certainly do not have the skills to develop sustainability standards for example on 
CO2 or whatever you may think of worker’s rights - we don’t have those skills, if the 
companies will think this is the big impact on the value of the companies, the 
regulation about carbon dioxide it affects your profitability, you should pay attention 
on that in your annual report.’ (SS ENG B1:288). 

 ‘At the very beginning, the extra financial dimension was a voluntary idea. We do not 
 want to make it compulsory. We want it a voluntary act. Started already before the 
 crisis. Because Germany and France make compulsory ruling and now with the crises 
 it has become relevant and an urgent topic. Is complex as such, to report and disclose 
 on this. I do not think this will undermine the audit of information. See information. 
 My concern is more that it does not report the fundamental problem. Because you 
 financial accounting is your financial accounting, but non-financial information goes a 
 different way. The two are complementary. Not the same object. ’   

         (ACD ENG G1:505). 

At a technical level it is also argued that there is no clear framework for the disclosure of non-

financial information especially in terms of aligning disclosure frameworks and what 

constitutes a ‘material’ ESG metric or non-financial disclosure. A well-defined and developed 

reporting framework is a necessary precondition for non-financial corporate reporting: 

‘From an investor standpoint it is just confusion because it is not clear which 
framework should be developed more, should there be aligned, what are the 
differences, what is the materiality of a framework against another, so that confusion 
is real.  From a company stand point, I think people are increasingly engaging with 
these issues. So, companies are in a difficult position, because even they do not have 
specified requirements, they get questionnaires from investors and other stakeholders 
and are still having to report, but that just creates far more confusion because every 
audience out there will just send a different questionnaire and that’s burdensome for 
companies as well. So, I think you have a situation where you got a well-defined 
framework for reporting these issues would be a big development.’ (PAA ENG D5:458).  

The observation about non-financial reporting and its standardisation is an important critical 

issue for a number of respondents and the question of relevant information and avoiding 

complexity arise a number of times. Information disclosures are now coded into typologies 

for the production of e-documents and these typologies for non-financial reporting have yet 

to be agreed upon. Respondents do not feel that the addition of non-financial disclosures will 

reduce complexity and increase information transparency and relevance: 

‘What the non-financial reporting is missing, it is a standardization of information that 
is truly relevant to a particular type of business. Because I do not think it's appropriate 
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to read hundreds of pages to find no information. I guess you can read 10 pages from 
which you really get the information. It can prevail certain risks of a business or why 
not certain positive trends of the business’. (PAA RO D1:397).  

This is because at this stage non-financial reporting is not codified and there is some way to 

go before this is sufficiently codified and at the present moment the absence of standards of 

disclosure means that there is considerable diversity in practise and experimentation going 

on: 

 ‘Well, it potentially will make things more lengthy and complicated. Non-  
 financial reporting is not very easy but it’s quite valuable, I think and to me  
 corporate reporting as a whole is financial and non-financial. The question  
 is what is a good corporate report? What information should it have in it? I  
 think it does need some non-financial information, the trick is to get there. […]  
 Yes, I think together they make the total, but it’s very experimental, in non- 
 financial reporting and I think we have a long way to go before we get it exactly  
 right, but I think it is important, and I think the move by Europe to put it in a  
 directive is the right way to go, providing they could get the directive correct,  
 but they are doing an enormous amount of consultations on that, too, I think  
 over there, though.’ (REG ENG A4:252).  

6.4 Summary and arguments 

With regards to non-financial reporting this has resulted in further evolution of actors 

involved in developing and governing accounting practices for financial reporting. Where a 

number of institutions have been pressing for change and influence surrounding 

environmental, social and governance (ESG) non-financial reporting. These organisations 

include Carbon Disclosure Project (CDP), Global Resources Institute (GRI), United Nations 

Principles for Responsible Investment (UNPRI); World Resources Institute (WRI); European 

Federation of Financial Analysts Societies (EFFAS); World Business Council for Sustainable 

Development (WBCSD). These actors /institutions are not enrolled in the European project on 

non-financial reporting and European Directives on non-financial disclosure have been issued. 

This now also means that EU law requires large companies to disclose certain information on 

the way they operate and manage social and environmental challenges. Under Directive 

2014/95/EU, large companies have to publish reports on the policies they implement in 

relation to; environmental protection; social responsibility and treatment of employees; 

respect for human rights; anti-corruption and bribery; diversity on company boards (in terms 

of age, gender, educational and professional background). 
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These changes to financial reporting practice have consolidated the European Parliament’s 

position as leading on these changes but as we have argued in chapter 1, they also reduce the 

influence of the IASB as a self-regulating agency towards a more co-regulatory arrangement 

with European Institutions.     

From a technical financial reporting point of view there is agreement that non-financial 

disclosures/reporting will help to inform investors but also consumers, policy makers and 

other stakeholders to evaluate the viability of companies and encourage these companies to 

develop a sustainable and responsible approach to business. 

It is widely recognized that environmental, social and governance information reporting is 

important but that the quality and consistency of the information being disclosed is being 

called into question. 

A WBCSD and PriceWaterHouseCoopers (PWC) report observes that:  

‘There is a clear appetite from investors for information outside of the financial 
statements. The investors interviewed said it gives important context to the financial 
information and insight into the long-term viability of the company. But investors can 
be sceptical about its relevance and reliability. Over a series of interviews and 
roundtables, investors explained the challenges they face in using NFI – with many of 
these arising from the numerous reporting frameworks and initiatives in this area, the 
sheer volume of information reported and the perceived lack of high-quality, consistent 
and comparable information.’ (PwC and WBCSD Report, 2018). 

In this chapter respondents are generally positive about the adoption of non-financial 

reporting argue that this will enhance information transparency for shareholder-investors. 

Specifically, it is argued that the provision of non-financial information adds additional 

context to the financial numbers and assists in the prediction of future cash flows which are 

employed to construct asset valuations. In addition, the provision of non-financial 

information adds to the understanding of risks faced by companies and how their strategies 

are adapting to these risks to maintain cash flows and valuations. The identity of the 

shareholder investor is one which is malleable as some respondents talk about the short-term 

shareholder investor and others long-term investors. Some respondents were eager to see 

the financial and non-financial information integrated to show how one dimension is affecting 
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the other (the financial). Other respondents felt that it was important to separate out the 

financial from non-financial disclosures.  

Overall, there was a common position which is that non-financial information would add value 

to the knowledge required by investors to make informed capital allocation decisions for 

short-run or long-run investments. And that whether or not the non-financial data was 

integrated or separate from financial disclosures this could enhance disclosures about risk to 

cash flows and the viability of a company’s business model. It was generally the case that 

respondents did not move outside of the traditional shareholder value - agency model. Seeing 

the value of non-financial disclosures in terms of how the information disclosed closed the 

gap between the management and Stewardship of company resources in the interest of 

shareholder investors. The broader idea that non-financial reporting would help inform a 

broader group of stakeholders understand the risk attached to company policies was not a 

key concern for a majority of respondents that favoured the introduction of non-financial 

reporting practises. 

There were also respondents that were less enthusiastic about the introduction of NFD. Their 

objections related first of all to a narrow defence of financial reporting as being financial 

rather than non-financial in nature and this aligned with the IASB’s position. Respondents also 

cited the problem of adding complexity to the financial disclosures made by companies and 

that adding to the length of a report reduces its clarity. Some respondents argued related to 

the fact that there are no clear standards on non-financial disclosures and that this means 

there is no clear sense about what is material and relevant to disclose. Others pointing out 

that it is very difficult to make the connection between a non-financial variable and its 

financial correlation in the financial statements. Others point out more cynically that the 

demand for non-financial disclosures will be met but compliance will be minimal and 

experimental. And that it is also the case that the appropriate skills for non-financial reporting 

are not generally to be found in the traditional accountancy bodies and auditors.  

Non-financial reporting, as we have noted in Chapter 2, has been taken up by the European 

Parliament and delegated responsibility passed to EFRAG. From a co-regulatory perspective 

this presented an opportunity for the European Parliament to enhance its influence over 

company reporting. The IASB’s resistance to change also helped in this regard and from the 
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perspective of this thesis we argue that the power exerted by the IASB as a self-regulator is, 

as a result, diluted.  Non-financial reporting disclosures opened up not only the possibility to 

reinstate a stronger form of co-regulation but also introduced new actors into the 

arrangement governing financial reporting especially with regards to environment, social and 

governance risk metric(s) expertise.    

From a technical perspective non-financial reporting represents a conjunctural break from 

pure financial reporting in terms of how it could change the information provided to users of 

company reports. Specifically, how broader non-financial disclosures could enrich our 

understanding as to the risks to company viability. However, the respondents interviewed 

also argued that the non-financial reporting project could be frustrated because it fails to 

generate standards of disclosure that allow comparability between companies. Or, that, non-

financial disclosures add too much complexity and detail so that the message attached to 

these disclosures is lost in a fog of disclosures. 
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Chapter 7. Financial Reporting in the Public Interest 

7.1 Introduction 

The focus of this chapter is with the challenge arising out of the Maystadt report that we have 

discussed in chapter 2. Phillipe Maystadt’s report (2013) encouraged the European Financial 

Reporting Advisory Group (EFRAG) on behalf of the European Parliament to take into 

consideration the public good or interest when endorsing new or modified accounting 

standards. This intervention by Phillipe Maystadt, we argue, initiated a challenge to the IASB’s 

self-regulatory capacity because the European Parliament was concerned that the European 

public good should also be taken into account within the financial reporting process: the 

design and purpose of the Conceptual Framework and issued accounting standards. This 

intervention could be interpreted as both technical and political. Technically in terms of 

modifying the general purpose of financial reporting and politically as an intervention to dilute 

the IASB’s self-regulatory dominance with a stronger form of co-regulation between the 

European Parliament and the IASB.  

There are four sections to this chapter. The first of these deals with how respondents consider 

the development and adjustment of accounting standards as a technical process and how this 

acts to maintain the ‘political’ aspect of the ‘public good’ at a distance. A second section 

considers how the process of endorsing accounting reinforces the technical aspects of 

accounting standard setting governing accounting. How, for example, a narrow group of 

regulatory stakeholders are asked to assess the costs and benefits of changes to accounting 

standards. A third section picks up on the response to the Maystadt report which argued that 

accounting can impact upon society and so accounting standards must be evaluated and 

assessed by a broader group of stakeholders. A final section brings together a range of 

responses that reveal the extent to which EFRAG has managed to incorporate the public 

interest into its organisational governance and technical deliberations. 

7.2 Background  

In March 2013, EU Commissioner for Internal Market and Services Michel Barnier appointed 

Philippe Maystadt as Special Adviser to evaluate whether the EU’s International Financial 

Reporting Standards (IFRS) adoption system was effective and enabled the EU to play its full 

role in the debate. This report sought to make the European Financial Reporting Advisory 
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Group (EFRAG) more accountable to the European Commission and Parliament. As we have 

discussed in Chapter 2 EFRAG and its technical executive advisory group makes 

recommendations to the European Parliament about the adoption of accounting standards. 

 

This chapter reflects upon the considerable extension of EFRAG’s missions after the Maystadt 

reform report was published in 2013. This report established a new arrangement between 

the European Commission and EFRAG focussing on the nature of the ‘endorsement process’. 

Of particular importance is the statement in the Maystadt Report that EFRAG remains a 

central and key technical advisor to the Commission but it must formally review and endorse 

all criteria set out in Article 3 of the IFRS regulation, which also includes meeting a European 

public interest criterion. 

At the launch event for Phillip Maystadt’s report Olivier Boutellis-Taft observed that: 

‘Accounting is very technical, but also very political. We should not forget that 
accounting shouldn’t be hostage to technicalities, nor to politics, it is a means to an 
end: trust and transparency. It is time to make it work because it is in the public 
interest. EFRAG’s attention now needs to be focused on Europe’s interest in global 
standard setting, not internal matters or on power fights with or amongst NSS. In a 
nutshell, the European Public Good means financial stability, economic growth, 
competitiveness, long term investment and added value in general.’ (ACCA and FEE,  
2013a; Accountancy Europe 2013). 

The key argument presented here by Olivier Boutellis-Taft is that whilst accounting is a very 

technical calculative and reporting process it does not stand outside of a political process and 

that a balance needs to be struck as between the technical aspects of accounting and public 

interest(s). This European Public good dimension of accounting, drawn out by the Maystadt 

report, carries with it a political responsibility because accounting can influence: financial 

stability, economic growth, competitiveness, long term investment and added value in 

general. 

Melanie Martin, Executive Director Codes and Standards, Financial Reporting Council (UK) 

observed that the: 

‘The FRC welcomes the inclusive and pragmatic approach Mr. Maystadt has taken in 
his review. It is important to recognize that accounting has a broader impact in the 
world than the narrower view the professional accountants often bring. We must look 
across Europe and different cultural backgrounds. Fit for purpose accounting 
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standards are vital to Europe- risk capital and financing key to long term growth in a 
world where bank and public financing diminished.’ (ACCA and FEE, 2013a; 
Accountancy Europe, 2013). 

In the same launch meeting the Mark Vaessen, Chair, Corporate Reporting Policy Group, 

observed that: 

‘It will be important that we have a clear description of the profile we expect for future 
Board members. Mr. Maystadt in his report acknowledges this, it refers to high-level 
members with adequate profiles, notably with a good understanding of financial 
reporting and in particular how it is used and how it may affect economic growth and 
financial stability. Financial reporting knowledge and experience should also be 
emphasised.’ (ACCA and FEE, 2013a; Accountancy Europe, 2013). 
 

Although EFRAG and its technical advisory board should take into account the public interest 

and hence a broader political and social implications arising of accounting standards setting, 

Mark Vaessen brings the argument back to the ‘technical’ core mission. That is, the members 

of the technical advisory board of EFRAG have both a good understanding of the process of 

financial reporting and how it impacts on economic growth and financial stability. That is 

Vaessen is taking the view that whilst the Maystadt report suggests that the governance of 

financial reporting practice should take into account the public interest it already does so.  

Jella Benner-Heinacher, Vice-President of Euro-shareholders, Euroinvestor and Eurofinance 

Association, takes an even narrower view which brings the purpose of financial reporting back 

to one which represents the interests of just ‘investors’ and especially shareholders. And that 

we are led to assume that meeting these narrow shareholder-interests out of financial 

reporting will serve a more general public interest:  

‘Private investors see themselves as a translator for the individual investors with 
regard to accounting. Individual investors do not have the time and the know-how to 
study in depth annual reports and analyse financial accounts. It is a very important role 
that they play. Financial reporting principally serves the shareholders to enable them 
to make reasonable investments. It is essential for individual investors that financial 
statements are based on high quality, that they are economically neutral and 
consistently applied. They are looking for standards which deliver reliable financial 
information.’ (ACCA and FEE, 2013a; Accountancy Europe, 2013). 
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From a legal and legislative standpoint, the European public interest is one of the criteria for 

the EU's adoption of International Financial Reporting Standards (IFRS) Regulation  

1606/2002: 

‘The international accounting standards can only be adopted if they are not contrary 
to the principle set out in Article 2(3) of Directive 78/660/EEC and in Article 16(3) of 
Directive 83/349/EEC and are conducive to the European public interest.’  

In an earlier period EFRAG formally assessed only the technical criteria associated with 

endorsing specific accounting standards and, as part of this process, the cost-benefits and 

impact assessments of a new standard. Later (post 2014) EFRAG now has to state in its 

endorsement advice to the European Parliament that it has not found (where applicable) any 

elements that hinder the European public interest.  

This follows on from the 2014 Maystadt report which led on to a considerable expansion of 

EFRAG's mission. It is now in charge of verifying all the criteria of Art. 3 of the IFRS Regulation, 

formally providing an impact assessment (including at least a cost-benefit analysis) and, 

where appropriate, other elements requested by the Commission. While initially the 

European public interest was considered and reviewed from purely economic aspects 

(functioning of financial markets, economic development, among others), its assessment has 

become increasingly ‘politicized’ especially as this thesis notes in the previous chapter on non-

financial reporting and with regards to sustainable development and corporate governance 

disclosures. EFRAG’s endorsement role is now one of balancing both the technical and ta 

strengthened requirement surrounding the public interest: 

‘EFRAG’s mission is to serve the European public interest by developing and promoting 
European views in the field of financial reporting and ensuring these views are properly 
considered in the IASB standard-setting process and in related international debates.’ 
        (EFRAG, no date b). 

In endorsing new or modified accounting standards the institutions that governs the 

accounting Conceptual Framework and associated accounting standards must also be guided 

by a notion of the ‘European public interest’ and this is referenced, in turn, to the objectives 

set out in EU Regulation 1606/2002 and the broader legislative context of that Regulation. 

The next section will consider the way in which standards are endorsed in the public interest.  
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7.3 Endorsing accounting standards in the public interest   

The challenge facing the Maystadt reforms, with its political and technical implications 

surrounding the endorsement of accounting standards in the public interest, is that the main 

objectives of accounting have been that of informing and promoting efficient capital markets.  

In Art. 1 of the Regulation 1606/2002 it is notes that:  

‘This Regulation has as its objective the adoption and use of international accounting 
standards in the Community with a view to harmonising the financial information 
presented by the companies referred to in Article 4, in order to ensure a high degree of 
transparency and comparability of financial statements and hence an efficient 
functioning of the Community capital market and the Internal market.’ (Regulation 
1606/2002).  

The objective of providing endorsements to accounting standards turns on the issue of how 

accounting ultimately ensures the efficient functioning of the capital market as a whole. In an 

earlier period, a narrow interpretation of Regulation 1606/2002 suggested that accounting 

disclosures are not intended to protect the interests of the various market participants. 

Rather, the term ‘European public interest’ referred, instead, to how accounting or financial 

reporting maintains the functioning of the Community financial markets and following on how 

this axiomatically protects the collective interests of all market participants (European 

Commission, 2014a). 

The publication of Regulation 1606/2002/EU is key to assigning a purpose to the accounting 

Conceptual Framework and the endorsement of accounting standards. The European 

Commission delegates responsibility to EFRAG to review the technical nature of accounting 

standards and also carry out a cost-benefit analysis of the standard to be adopted. The 

adoption of an IFRS standard would have to meet the technical criteria namely, ultimately 

ensuring an efficient functioning of the European capital market but might not be endorsed 

if the changes to accounting standards were addeemed to also not deliver a strong cost-

benefit case: 

‘EFRAG has its mandate which is when it comes to endorsement advice, to give 
endorsement advice against legally specific criteria.’ (NGO ENG C3:346). 
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In this respect EFRAG is a core governing institution governing European financial reporting 

practices because its endorsement is required so that modified accounting standards meet 

the regulatory aims of Regulation 1606/2002. The International Accounting Standards Board 

ISSB) issues new and adjusted standards which are subjected to an endorsement process by 

EFRAG through its technical working groups: 

‘But on the other hand, once the IASB has setup a standard, this standard has no legal 
authority by itself. It has to be endorsed by the governments, so some of them do 
endorse automatically, others have an endorsement process and might derive from 
the standard.’ (NGO ENG C2:331). 

This endorsement process delegated to EFRAG which, in turn, establishes the extent to which 

new and modified standards align with its broader ‘mission’ of establishing whether or not 

this impacts positively or negatively on the financial stability and competitiveness of European 

capital markets. In this sense two interviewees argue that:  

‘I don’t think Parliament should look in the details of the standard and amend them. 
Because this is clearly far too technical. So, they can endorse the global standard, but 
at each time you have seen countries willing to legislate at a very technical level it 
hasn’t worked for long.’ (NGO ENG C2: 340). 

‘If at EFRAG we have a mandate in carrying out our endorsement advice to assess 
whether the standards are, good, openly good, how these might affect. European 
growth, European stability, competitiveness of European entities, it means that 
accounting standards do have strategic consequences, so it’s obvious not just a 
technical matter.’ (BIG ENG F2:494). 

It is recognized that this endorsement process is not simply a technical one, in terms of 

facilitating the functioning of capital markets but that also it is a political one whereby the 

public interest is served. It was not until 2014 and after the Maystadt report that the ‘public’ 

interest was formally tested in the endorsement process. Specifically, it has mostly been 

about ensuring that changes to financial reporting practice promote the efficiency and 

stability of financial markets. And, evaluating the extent to which changes in financial 

reporting have benefits that exceed their costs, that is the additional expense of producing 

and disclosing information is not financially onerous for the preparer and users of accounts, 

as explained by an EFRAG representative:  

‘Our mandate is to serve the public interest. As an institution we have an institutional 
believe that financial reporting is a public good and improvement in financial reporting 
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delivers benefits and benefits exceed the cost in the public interest.’ (NGO ENG C3 
:345). 

‘We do with ...well... we try to assess European public good in our actives and is 
particularly important when it comes to endorsement advice. The former process starts 
with a formal request for advice from the European Commission. Without that request 
EFRAG won’t give advice. We give advice if we are asked and each request from the 
European commission will be customised. So, the description of the European public 
good…. I think is a starting point for those themes when we address if a new standard 
is an improvement, we also address the risk of negative consequences on 
competitiveness, financial stability, and other generic themes, but there might be 
additional things in particular in the endorsement advice requests, because certain 
standards might impact one sector more than another.’ (NGO ENG C3:350). 

The endorsement process, in the public interest, is therefore made up of two constituent 

elements: aligning changes in accounting standards with the needs of an efficient and well- 

functioning capital markets subject to costs not exceeding benefits for the preparers and the 

users of accounts:  

‘EFRAG is absolutely open to input from all stakeholders. The final ...an EFRAG decision 
is only to make a recommendation. A recommendation to the IASB, recommendation 
to the European institutions for standards to be endorsed or not endorsed. Of course, 
there is a decision that is made, but the final decision in the final decision of the 
endorsement process. The final responsibility for the decision is with the EFRAG board 
and the EFRAG board does not necessarily weigh up the comments. There are more 
comments for, or against, it not a referendum; is not a democracy in that sense. We 
look at the stakeholder we reach, at their ideas, and arguments and I think often in 
practice, is the view of majority for our responsibilities as we in the board we do not 
have to evaluate just the width of opinions, we have evaluated the quality of the 
arguments, bearing in mind our mandate.’ (NGO ENG C3:345). 

In the following section the response from those interviewed will be reviewed in order to 

establish their view of what constitutes the ‘public interest’ with regards to financial 

reporting. To what extent do these viewpoints align with application of the public interest 

stress test undertaken by EFRAG and employed in its assessment of accounting standards. 

There is now the need for a double test. Do new or adjusted accounting standards: 

(a) improve financial reporting within an acceptable cost-benefit balance, and  

(b) have no negative impacts on the European economy (including financial stability and           

economic growth), that is, serve the public interest.  
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7.4 What constitutes the ‘public interest’: Interviewee responses 

The responses obtained from those interviewed in on the role of accounting disclosures and 

the public interest are variable with some respondents focussing on the general mandate to 

serve the public interest, others break this down partially in terms of costs and benefits or 

impacts on the financial system/economy and others articulating a different view that, for 

example, it is not clear what the public interest mandate is for the regulation of accounting 

practise. Other respondents note that there is a conflict of interest(s) as between EFRAG (a 

quasi-state funded body) and the IASB (privately funded) with a governing board made up of 

private interests. Respondents also raised broader issues and challenges facing the 

accounting regulators in terms of their response to provisioning information in the public 

interest. One respondent is clear that the mandate of financial reporting is that of serving the 

public interest and that the information provided has benefits that exceed costs: 

‘Our mandate is to serve the public interest. As an institution we have an institutional 
belief that financial reporting is a public good and improvement in financial reporting 
deliver benefits and benefits exceed the cost in the public interest.’ (NGO ENG C3: 345). 

With regards to other responses these tend to focus more heavily on the contribution that 

financial disclosures should make towards ensuring financial stability and economic growth. 

That is implementation of the accounting standards are compulsory and that this is the means 

by which financial stability and economic growth can be preserved: 

‘There is a definition given by Maystadt, what we understand by Public good is to 
condition and not to make damage to growth and stability, financial stability. We do 
not have other... Any kind of standard applied in an economy is a public good, because 
you make it compulsory. When make compulsory means you have authority to penalize 
the company that is not implementing the standard. Therefore, any standard is a public 
good in away and is supposed to respond to public good criteria.’ (REG ENG A1:223). 

This response suggests that a primary purpose of financial reporting and accounting standards 

should be that of supporting economic development and financial stability. However, other 

respondents are far more focused on the contribution of financial disclosure and accounting 

standards to the efficient functioning of capital markets and. Specifically, that the public 

interest of financial reporting is more specifically about satisfying the needs of investors and 

creditors: 

‘We have a strong sense of public interest in our organisation we really think that we 
fulfil a public good by creating standards that resulting obviously information to access 



175 
 

the capital markets not just investors but also creditors and we feel it is a very 
important public mission so there can be no doubt about the affect that we are working 
in the public interest.’ (SS ENG B1:282). 

Another respondent points out that the EFRAG board cares deeply about its responsibility to 

market participants in terms of provisioning these actors with relevant and timely 

information: 

‘Again, I think it is possibly a misunderstanding. I guess the board has deeply …in their 
minds the fact that they are delivering a public good. And that this public good is there 
to serve market participants in such a way that they receive good information, 
…information, appropriate on time relevant.’ (NGO ENG C2:338).  

Although these interviewees are clear that the mission is centrally about the provision of 

information to ensure an effective functioning of capital markets one respondent does raise 

an issue about being careful when new standards are introduced especially those relating to 

substantial changes in reporting practice, for example, from historic cost accounting to fair 

value of market value-based accounting: 

‘Ok, public good technically has something to do with stability of the market or 
decreased volatility. There is also this shift nowadays from historical cost accounting 
to fair value accounting, there is the de Larosière report and in recommendation. nr 
4… it says we have to be careful and assess further mark to market.’ (REG ENG A6:276).  

One respondent discussing this change to fair value accounting and how it impacts upon 

accounting standards observes that for many of those involved in standards setting the public 

good has become secondary to getting the technicalities sorted out. And that resolving these 

technicalities first and foremost ensures that the public interest is maintained: 

‘So, you think public good, it has to be embedded in the standards?  

Yes, but also, the means in which IASB interpreted it, because essentially for financial 
reporting and at least standard setting the public good has been made subsidiary to 
technically, right. If you think about IFRS 9 the first instances, what is the best way to 
account for financial instruments and therefore as follows that the best is determined 
by the IASB and must be in the public interest.’ (NGO ENG C7:393). 

Although a number of respondents do focus on the mission of EFRAG and how accounting 

standards support the public good via their contribution to economic development and 

financial stability. Some respondents interviewed argued that it was difficult to define what 

the ‘public good’ arising from financial reporting is and that these discussions are often 
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conceptual and esoteric. It was often considered that accounting should not contribute to 

negative externalities, that it should not hurt or do damage.   

‘Actually, I struggle to think about how the public good, because of the Conceptual 
Framework. Ok, the Conceptual Framework, if you think about the assets maybe is this 
kind of stuff, I do not see that applicable idea at the entity level than you see ok, you 
put this part how the conceptual can be built so that they ensure public good. You 
know, even in EFRAG you have this discussion on the public good, they are so esoteric. 
I think you take it more like, from the angle, does it hurt something when you do this, 
or rather than, we are sure this is contributing to the public good. It is very 
philosophical, if you want.’ (REG ENG A6:276). 

Another group of respondents started to introduce the notion of well-being and the public 

interest and that the impact of accounting standards needs to be evaluated in terms of social 

well-being. It is described as being an intermediate space and not only concerned with the 

technicalities of accounting and measurement. Although accounting practice does have an 

impact on the financial system through the numbers presented it also has another role to play 

with regards to promoting a broader notion of well-being. This response further opens up the 

field of responsibility for the accounting regulatory objectives in terms of a broader 

contribution to society in terms of promoting well-being. In this sense one interviewee argued 

that: 

‘I mean at EFRAG, therefore there are technicians who examine the standard and who 
says if technically it is acceptable or not. Apart from this aspect there are also the 
Commission and the Council and the Parliament who have the political choice to apply 
or not apply the standard. But there is, in my opinion, an intermediate space, it is the 
analysis that is made at the level of EFRAG and which, in my opinion, should be wider 
than the simple technical discussion. When I say this, I rely on the Maystadt report that 
is on our charts since 2013 and has underlined the necessity of an impact study and of 
considering the public wellbeing of the Europeans. These two impact studies and public 
good are expanding the discussion further than the usual technicalities. The impact 
study means looking at what are the eventual socio-economic problems of the 
application of all accounting norms. […] For example, if the application of an 
accounting norm results in modifying the economic system that exists in a legitimate 
way, that has an impact. About taking into account the public wellbeing in Europe, 
how to define it, there is no absolutely legal definition, but the European Commission 
has issued a document in 2016 that tries to define and give the first definition on 
European public good saying that the European public good is a norm that is 
favourable to the economical balance, that does not put in danger the financial 
stability.’ (NGO FR C4: 369). 
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This idea of accounting as having a responsibility or broader mission than that of informing 

investors and promoting market efficiency is then taken up in a range of responses which 

revolve around the need for accounting to be stakeholder inclusive and also promote the non-

accounting implications of accounting regulations. That is, the accounting disclosures 

reported by companies should incorporate information that is relevant to a broader group of 

stakeholders that have an interest in the company as a going concern. Or that the relations 

between the company and its stakeholders are a key aspect of accounting beyond simply the 

transactional. This argument is sustained by two professionals from different industries, as 

follows:  

‘I am not...I am afraid I do not have a very easy answer to that one, I mean a ready 
answer to that one. The idea that they are working for the public benefit, that is right 
and the standards that should be developed with a range of, as we discussed, a range 
of stakeholders in mind, and specifying as much as within the bounds of those 
constraints they operate, like the cost of the preparedness, for example. I think it 
should achieve the benefit for those user groups whether that is best captured by the 
phrase public good, I don’t know. It sounds like the right sort of phrase, there has been 
some, you know, developing on the concept in the European Union, the European 
public good, on the whole, that is a fair measure of what ought to be achieved by the 
standards.’ (PAA ENG D3:416). 

‘Public good is basically about providing more transparent accounts, timely disclosure, 
that is public good. Different stakeholders have different perspectives, but if you get 
the information on time and it is very relevant, that is public good I think. It is the main, 
I would say criteria.’ (CRA ENG E1:475). 

For some, this is about understanding and having information about the non-accounting 

aspect of accounting regulation and about what we want from the way in which companies 

and resources should be governed in Europe: 

‘In my opinion, they are not the same thing, it is not the same domain, for me public 
good is an non-accounting aspect of the accounting regulation. Non-accounting 
implications for accounting regulations. It involves seeing if the non-accounting 
aspects are compatible with what we want for Europe, for the companies in Europe.’ 
        (NGO FR C4:376). 

Moreover, it is about providing information that increases transparency but in a way which is 

more relevant to the public in general, so that they can see what’s is happening and that this 

is what the accounting standard setting system is trying to do: 
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‘You give this information to the public, that would be relevant to them and that they 
can use and that they can have a faithful depiction of what is happening. So, yes this 
is what they are trying to do in standard setting.’ (BIG ENG F2:496). 

Another respondent is more defensive on this issue about broadening financial disclosures 

and becoming more stakeholder responsive. This respondent whilst accepting that 

accounting disclosures should be in the public interest, for example, more information on the 

environment. The respondent is also concerned there is a pressure to prioritize these broader 

‘stakeholder’ issues but this is not the main objective of financial disclosures. Furthermore, 

that whilst the notion of public good has become mandated into the mission of EFRAG the 

idea of what the public good actually is has still not been precisely been set out and so it is 

still an open case as far as the regulation of accounting practice is concerned: 

 ‘It will be in conflict with the public good, because public good will be more like, I think, 
 like environmental concerns and other staff that is not primarily objective. But of 
 course, now because it is well connected, there is a perception so they are pressurised 
 to it. I don’t think the main objective is to prioritise stakeholder wealth.’  

              (CRA ENG E1:475). 

‘I think it’s public good is a notion that has been picked up at the time of the IAS 
regulation in 2002, which I think is good, but the notion itself is in my view not precise 
enough yet. For me it should reflect, for me, European public good is whatever is 
defined as good for Europe by the European institutions. So, for me frankly it’s an open 
case here because the EU has not addressed this issue.’ (PAA ENG D4:426). 

In the final section of this chapter, it is important to consider another aspect of the Maystadt 

report which focussed on changes to the governance arrangements of EFRAG and how these 

changes were about addressing brining to the table the European interest in the setting of 

regulations governing financial reporting. 

7.5 European Financial Reporting Advisory Group (EFRAG): Governance and legitimacy in 
the public interest 
A key aspect of reform outlined by the Maystadt report was that pertaining to the 

organisation and governance of EFRAG and how this underwrites the legitimacy of its work 

and also representation of the European public interest. One issue arising was that EFRAG 

was itself not independent enough from the International Accounting Standards Board (IASB) 

which issues accounting standards. And those representatives sitting in the EFRAG committee 

are also interchangeable with the IASB:   
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‘Many stakeholders especially denounce the lack of legitimacy and representativeness 
of the structure: the TEG (‘Technical Expert Group’) of EFRAG is, in fact, the actual 
representative of EFRAG in the discussions with the IASB. Certainly, the experts’ 
“independence” is considered an important feature (even if some stakeholders have 
doubts about the independence of certain experts in respect of big audit firms or large 
companies).’ (Maystadt Report, 2013:12). 

In addition, the Maystadt report raises doubts about representativeness, that is the users and 

other groups reliant on the financial reporting process are not sufficiently engaged in the 

process of endorsing new accounting standards and changes to standards: 

‘The credibility of EFRAG is, therefore, weakened by its lack of representativeness. 
Stakeholders do not see the TEG as their representative. In particular, despite the 
EFRAG User Panel and the user representation on EFRAG TEG, users feel that their 
opinions are not sufficiently taken into account.’ (Maystadt Report, 2013:12). 

‘Certain stakeholders (mainly the national standard setters and large listed companies) 
regret that positions adopted by EFRAG, in conformity with its narrow interpretation 
of its mandate, are based exclusively on technical analyses of standards and do not 
take economic and political implications (relations with other authorities, impact on 
other rules, etc.) into consideration.’ (Maystadt Report, 2013:12). 

The proposals made by the Maystadt report retained EFRAG’s essentially ‘private’ status 

leaving the European Commission, as a guardian of the European public interest (Maystadt 

Report:13-14). As respondent(s) to the interview’s notes: 

‘[…] in EFRAG there is a board composed of people who are not independent, they 
represent some organisation association, private stakeholders, you can argue what 
EFRAG board is sending to the Commission is only advice, because the Commission is 
ultimately responsible for the endorsement.’ (REG ENG A6:270). 

‘Then you have the European Structure you have EFRAG which is providing the advice 
to the Commission, because the Commission decided to delegate that function to a 
private body and in EFRAG.’ (REG ENG A6:268). 

A peculiarity with regards to EFRAG is that whilst this organisation advises the European 

Commission and Parliament about whether or not to endorse changes to accounting 

standards. EFRAG is only partly funded by the European Parliament and also privately funded 

in addition to funding from the European Parliament. EFRAG is therefore financially 

dependent upon these private investors which include the major accounting bodies and audit 

companies.  In addition, EFRAG is staffed with advisors that move between the accounting 
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professional bodies such as accounting firms, audit and investor institutions. On financing it 

is noted that:  

‘Two years ago, there was a regulation that financed EFRAG with 50% of their 
needed funds and IASB with 17% and PIOB with 200 000 euros.’ (REG ENG A5:256). 

One respondent observed that this financing arrangement skews the decisions made by 

EFRAG towards the demands coming in from the European Parliament representatives: 

‘Yes. The European Parliament does not give money without people feeling that they 
have to do what that organization gives. So, if the EP gives the organization money to 
help funded, pay staff, keep its body going, they are people employed by that 
organization who want to do exactly what the EP says, because they are the ones 
giving the money.’ (REG ENG A5:256). 

In addition to this peculiar funding model which generates at times conflicts of interest there 

is also interchangeability between the representations sitting within EFRAG, on its board and 

also technical working groups and the International Accounting Standards Board (IASB). This 

cross over of membership and advisory roles has a lot to do with the specific nature of 

technical understanding about accounting standards. However, it does also suggest that the 

interests of the IASB are firmly being captures in the make-up of the membership of EFRAG: 

 ‘I would say, you have for example as far I as a aware finance minister sitting in the 
EFRAG as well as IASB, if I am not mistaken so it is a bit weird on the one hand that you 
have representatives, for example of one Member State being in the IASB , but at the 
same time, sitting in EFRAG  and therefore should be the voice of the European Union, 
the Member States,  but I think they have a say and they are ….how deeply, I do not 
know.’ (REG ENG: 237). 

The respondent goes on to suggest that it would make practical sense to fully integrate EFRAG 

with the IASB in order to generate some additional clarity as to who and what EFRAG 

represents. This would give EFRAG some influence over the IASB which tends to issue 

standards which de facto need to be accepted by EFRAG after due consideration unless in 

rare circumstances there is what is called a ‘carve out’ opportunity: 

‘I would agree that it would made sense to integrate the but…so far…as long as…the 
current situation is that EFRAG is not, let’s say a ...it is an independent body which is 
not a public body so, it does not really entirely represent the European Parliament or 
the European institutions think, or the Member States also think, and again a lot of 
companies and stakeholders involved.’ (REG ENG A3:241). 
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The opportunity to carve out accounting standards, that is for EFRAG to intervene to 

substantially change a standard or halt its implementation is rare as the following respondent 

observes. A recent situation where EFRAG intervened with a standard issued by the IASB has 

been with the insurance standard IFRS17. Specifically, this had less to do with the actual 

standard, which has been a contentious standard, but with overlapping this standard with 

IFRS9 for financial instrument fair valuation: 

‘I do not know what role EFRAG played in the carve out of hedge accounting because 
that took place in 2004. EFRAG was certainly involved in providing technical advice but 
the more recent example is in the insurance sector which I mentioned, where now the 
IASB has published the insurance standard with an effective date of 2021.  A number 
of years the IASB has published a financial instrument standard with a proactive date 
2018 and EFRAG argued for a long time that it would not be in the public interest to 
require insurance companies to apply a financial insurance standard one year and a 
financial insurance number 2 years later.’ (NGO ENG C3:349). 

This exceptional case about EFRAG intervening to change the adoption dates of a standard is 

also mirrored in the fact that EFRAG also does not come to a position where a modified or 

new accounting standard is not endorsed. A respondent who also works for one of the major 

accounting firms noted that the lack of resistance to endorsement of accounting standards 

issued by the IASB on behalf of the European Parliament by EFRAG suggests to this 

respondent that might be an indication of how dependent or independent the organization 

(EFRAG) is: 

 ‘I would hope that public or regulators who are sitting in the board as well, should 
 hopefully as Deloitte has to ensure that they come to … let’s say, reasonable decision, 
 however, and so far, I haven’t seen any non-endorsement advice of EFRAG in the last 
 10 years so, that might be an indication on how dependent or independent the 
 organisation is.’ (REG ENG A3:242). 

The members of EFRAG both its board and also its technical working do, for example, testify 

to taking on board the opinions of other broader stakeholder groups the ‘width of opinions’ 

but they are also pulled back by the need for technical expertise and how this also fits into 

the framework of EFRAG’s mandate:   

‘The final responsibility for the decision is with the EFRAG board and the EFRAG board 
does not necessarily weight up the comments. There are more comments for, or 
against, it not a referendum; is not a democracy in that sense. We look at the 
stakeholder we reach, at their ideas, and arguments and I think often in practice, is the 
view of majority for our responsibilities as we in the board we do not have to evaluate 
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just the width of opinions, we have to evaluate the quality of the arguments, bearing 
in mind our mandate.’ (NGO ENG C3:345). 

As we have observed in this chapter the broader notion of what constitutes the public interest 

is still caught up in the technical nature of accounting practise where the evidence for 

installing new standards is based on a narrow cost-benefit analysis that assesses the costs and 

benefits to those preparing and using the accounting information:  

‘The why... EFRAG throughout the history, and the history is now about 17 years, at 
that time it was very very technical. More recently and since the reforms following the 
recommendation of Philip Maystadt is much more of a political versus technical 
balance. What do I mean when I say political? We are very much assisting not just that 
new standards are technically good with the vast established frameworks for assigning 
the technical strength and weaknesses of accounting standards, whether in EFRAG’s 
view they serve the European public interest, they are conducive to the European public 
good, but that is evidence based. We are trying to be evidence based. In the end is this 
political? I understand it is really about very particular interest groups and in favour of 
something and that involves compromise and trade-offs.’ (NGO ENG C3:345). 

After the publication of the Maystadt report there is a tendency within EFRAG to assert that 

changes to accounting standards are not simply some neutral technical change without 

consequences for society: 

‘[….] the financial crisis brought about a debate on what numerous experts considered 
as an excessive resorting to market values for accounting for financial instruments [….] 
Some believe that such accounting played a role in worsening the crisis. In any case, 
this debate raised the awareness of numerous economic stakeholders and political 
decision-makers of the potential impact of accounting standards on the results made 
public by the companies and, thereafter, on the economy as a whole.’ (Maystadt 
Report, 2013:5). 

A respondent picks up on the impact that accounting can have on behaviour and that EFRAG 

does need to evaluate the extent to which accounting practise can impact on behaviour and 

change arrangements in ways that may promote or compromise the public interest: 

‘Now one can argue that the old accounting was not neutral. Because it gave 
companies an accounting incentive, an accounting subsidy if you like to lease an asset 
rather than buy an asset. Probably, the lease industry will argue that the old 
accounting was neutral, and the new accounting is not neutral. So, accounting is not 
intended to change behaviour, but it can change and a big part of EFRAG in testing 
standards and looking at the European Public good framework is to try to understand 
the likely effects and behaviour changes.’ (NGO ENG C3:350). 
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This final observation from an interviewee reveals a number of critical issues about both the 

technical and political nature of accounting and how they are conjoined.   That is the political 

influence over the setting of accounting standards is also informed through ‘tools of influence’ 

and the ‘charisma’ of key individuals who influence the rules: ‘those who shout loudest will 

tend to influence the rules more than others’: 

‘They influence the rules ultimately. There are more persuasive, those who shout the 
loudest will tend to influence the rules more than others.’ (PAA ENG D5:445). 

 

7.6 Summary and arguments 

A key turning point impacting upon the arrangements governing European accounting 

practise was the publication of the Maystadt report in 2013. The Maystadt report does two 

things: 

(a) ‘Firstly, it sets out a challenge to purpose of European accounting regulations which is 
that of not simply promoting an efficient functioning of capital markets through 
information disclosures. Rather accounting disclosures through financial reporting 
should also contribute to the public interest interpreted as: sustaining financial 
stability and economic growth.’  

In this regard respondents suggest that the purpose for EFRAG needs to be modified so that 

it takes into account the broader public interest. This is because accounting is not simply 

impacting upon capital markets but broader social and economic ‘public interests’. However, 

the respondents themselves were not clear as to how these broader views could be 

incorporated into the process of endorsing accounting standards. This difficulty was at times 

used to justify the narrower objectives of financial reporting that of serving the interests of 

capital market actors which in turn would serve the broader public interest. Beyond this, 

other respondents stressed the need for accounting to represent social benefit and capture 

well-being not simply the narrow financial reporting for investors: 

(b) ‘It sets out a governance reform agenda for EFRAG and the European Parliament. It is 
notes that EFRAG. EFRAG is centrally responsible to the European Parliament with 
respect to endorsing accounting standards that are presented to it by the International 
Accounting Standards Board (IASB).’  

 

The Maystadt report suggests that funding arrangements could influence and bias decision 

making and policy and that the interchangeability of technical advisers as between ERFAG, 
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professional bodies and the IASB could also influence outcomes. That is governance 

arrangements might lead to a narrower technical process of endorsement in the interests of 

promoting capital market interests at the expense of promoting the European public good.  

 

Overall respondents tend to bring both technical and governance issues to bear when they 

respond to questions about financial reporting in the public interest. Interviewees would 

consider both the technical and organisational challenges of responding to the Maystadt 

report. The Maystadt report can also be seen as a turning point that shifts the governing and 

regulatory arrangements surrounding financial reporting away from a stronger form of self-

regulation by the IASB towards a more co-regulated arrangement with a stronger voice for 

the European Parliament and EFRAG. In this respect the as one respondent notes: 

‘More recently and since the reforms following the recommendation of Philip Maystadt 
is much more of a political vs technical balance.’ (NGO ENG C3:345). 

This final quote reveals the issue at hand which is that for accounting to represent the public 

interest the governing institutions need to not only adapt technically but also in terms of how 

the governance relationship between the European Parliament (through EFRAG) and the 

stakeholders governing accounting practice is more co-determined and inclusive of broader 

stakeholder interests. 
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Chapter 8. Conclusion  
 

8.1 Summary  

This thesis has explored the challenges facing financial reporting in Europe that are both 

regulatory and technical in nature. This has involved research into the background of 

European legislation and interviews with senior elite actors from institutions that govern the 

regulatory and technical parameters governing financial reporting practice in Europe. In 

Europe companies are required to disclose information about their financial affairs and the 

regulatory arrangements governing these disclosures have been delegated to the 

International Accounting Standards Board (IASB). This thesis aims to explore how general-

purpose financial reporting in Europe faces both regulatory and technical challenges and how 

actors within the regulatory agencies governing accounting practice understand and are 

responding to these challenges. With regards to the regulatory challenge this is presented as 

an agency struggle between the IASB and the European Agencies (represented through the 

European Financial Reporting Advisory Group EFRAG) over the nature and purpose of general-

purpose financial reporting. Whilst from a technical point of view this thesis is also concerned 

with the technical challenges facing general purpose financial reporting with regards to 

installing:  the public interest, prudent accounting and non-financial reporting. This thesis 

argued that these regulatory and technical issues are conjoined because the demand for or 

against the need for accounting to represent the public interest with prudent financial and 

non-financial information are contested not stable arrangements. 

On 13 June 2000, the European Commission published its Communication on ‘EU Financial 

Reporting Strategy: the way forward’ in which it was proposed that all publicly traded 

Community companies prepare their consolidated financial statements in accordance with 

one single set of accounting standards, namely International Accounting Standards (IAS), at 

the latest by 2005 (European Commission, 2000). This regulation was an important step 

towards reinforcing the European Union objective, set out in Articles 3 and 4, namely that all 

companies admitted to trading on a regulated market shall be required to prepare 

consolidated accounts in accordance with IAS, at the latest from 2005 onwards. This would, 

it was stated, ensure a high degree of transparency and comparability of financial statements 
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and also promote an efficient functioning of the Community capital market and of the Internal 

Market. 

In this thesis it is argued that this delegation of regulatory arrangements governing accounting 

practice to the IASB by the European Parliament and Commission helped to consolidate the 

self-regulatory powers of the IASB. The IASB was responsible for updating the constitution 

governing financial reporting practice, namely, the so-called Conceptual Framework and 

issued international financial reporting standards (IFRS). 

In Europe regulatory responsibility for endorsing the IASB’s accounting standards lies with the 

European Financial Reporting Advisory Group (EFRAG). But it is possible for an agency gap to 

arise in circumstances where the state as legislator becomes disconnected from the actions 

taken by institutions that have been granted delegated responsibility. It is possible that, over 

a period of time, the legislators’ intentions are not fully being met by the outside institution 

to which responsibility has been delegated. Shearing (1993) and Kempa et al. (1999) 

acknowledge the existence of a regulatory struggle among political players and the private 

institutions and corporations that have been delegated regulatory responsibility. In this thesis 

we argue that loss of agency by EFRAG over the governance of financial reporting practice 

helped to strengthen the self-regulatory capacity of the IASB. Whilst a more assertive stance 

by the European Union (via EFRAG) since the Maystadt report was published opened up the 

possibility for a stronger co-regulated arrangement over the governance of financial reporting 

practice in Europe.   

EFRAG’s role in terms of endorsing the IASB’s Conceptual Framework and IFRS was critically 

reviewed in the publication of the Maystadt report in 2013: Should IFRS standards be more 

"European"? Mission to reinforce the EU’s contribution to the development of international 

accounting standards. This report reflected a growing political understanding that there was 

a need to strengthen the agency of European Institutions and that EFRAG’s role should be 

more active and challenging. In this thesis we present this outcome as resulting in pressure 

towards and need for a more co-regulated arrangement between the European Union 

(EFRAG) and IASB with regards to the governance of accounting regulations and 

endorsement.  
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The Maystadt report (2013) observed that EFRAG was charged with ensuring that the 

European public interest was represented in the ongoing changes made to the standards 

governing general purpose financial reporting (Maystadt, 2013). Noting, for example, that the 

IASB’s lack of a clear commitment to prudent accounting practice might not be in the 

European public interest if mark to market adjustments undermine company stability, 

economic growth and employment. Using these interventions, the Maystadt report is able to 

call for a strengthening of EFRAG’s (and by relation European Institutions) role in the 

endorsement process of IFRS issued by the IASB to strengthen EFRAG’s agency over the 

accounting standards and the Conceptual Framework. In addition to the public interest and 

Prudence this thesis raises a further challenge to the self-regulatory powers of the IASB. These 

relate to the increasing demand for non-financial reporting as set out in the non-financial 

reporting directive.   

The adoption of Directive 2014/95/EU on the disclosure of non-financial and diversity 

information (referred to as the 'Non-financial Reporting Directive' –NFRD) set the EU on a 

clear consolidated need for companies to be accountable for social and environmental issues 

in the public interest: 

‘Indeed, disclosure of nonfinancial information is vital for managing change towards a 
sustainable global economy by combining long-term profitability with social justice 
and environmental protection. In this context, disclosure of non-financial information 
helps the measuring, monitoring and managing of undertakings' performance and 
their impact on society.’ (Directive 2014/95/EU). 

On 11 December 2019, in its Communication on the European Green Deal (EGD) (European 

Commission, 2019), the European Commission outlined the need for a strategy to finance 

sustainable growth, through a green transition. This, it was argued, would require that 

companies and financial institutions improve their disclosure of non-financial information so 

that investors are fully informed about the sustainability of their investments. This 

announcement, we argue, will help to consolidate the European Commission and 

Parliament’s role in both the political and technical process of setting accounting standards, 

diluting the self-regulatory arrangements with the IASB.  
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Figure 9: The accounting regulatory spectrum. 

 
 
Source: Author’s own. 

On the left-hand side of Figure 9 the self-regulating agency is captured in a weak relation to 

the state governing actors/institutions: in this case the IASB’s capacity to govern the 

development of financial reporting practice is strong. As we migrate to the right the 

regulatory relationship becomes more co-determined with a stronger agency relationship 

established as between the state (EFRAG) and the IASB. On the extreme right-hand side, we 

encounter a regulatory governance model that is ‘command and control’ with the state both 

responsible for issuing the legislation and also its execution and ongoing governance.  

In this thesis one of the questions asked of respondents related to this very issue of the 

balance as between self-regulation by the IASB and command and control by the state as we 

describe in Figure 9. 
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Figure 10: Interviewee opinions as to self and top-down regulation governing European 

accounting practice. 

 

 
 
 

Source: Author’s own.  

Out of a total of twenty-six interviews a total of 23 responded to this question: marking on a 

number on a scale from 1 to 10, where 1 means pure self-regulation, while 10 strong 

governmental control. Where would you situate the current regulatory arrangements 

governing accounting practice? The average score response was 3.92 and so somewhat 

towards a co-regulated arrangement and away from self-regulated.  

The underlying rationale for a more co-regulated arrangement in the literature is what 

Gunningham and Sinclair observe is a ‘smart’ approach that could: reduce the drain on scarce 

state regulatory resources and provide greater ownership of regulatory issues by those 

directly concerned in industry and the wider community. In this way, government acts 

principally as a catalyst or facilitator (Gunningham and Sinclair, 2017). In this thesis the 

argument developed is that weak polarisation between self-regulation or a command-and-

control approach locates the governance of accounting practice within contested space which 
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by its nature means that outcomes are less stable and defined. This thesis explores this idea 

of contested and unstable regulatory arrangements through three significant technical 

challenges to accounting practice that include: Prudence, Non-financial reporting and the 

Public interest. 

In Chapter 5 the commitment to Prudence, in accounting practice, we note was diluted by 

IASB with the removal of Prudence as a governing principle from the Conceptual Framework 

replacing this with ‘neutrality’. This removal was justified on technical grounds in terms of an 

argument about how prudent accounting practices lead to understated profits and assets 

relative to liabilities. That is, managers would use prudential accounting to smooth earnings 

and but also reduce reserves available for distribution to shareholder-investors. However, it 

was also noted in Chapter 2 that the European Parliament was not supportive of the removal 

of Prudence from the IASB’s Conceptual Framework. This could be interpreted as the 

European Parliament asserting its right to a more co-regulatory rather than self-regulatory 

arrangement with the International Accounting Standards Board (IASB). At a technical and 

regulatory level prudence in financial reporting is a contested territory.    

In this thesis the possibility that regulation is a contested space is revealed with regards to 

Prudence in accounting from the responses from those interviewed. The quote from a 

respondent below reveals the contested regulatory nature. One the one hand Prudence was 

removed to help convergence with the Financial Accounting Standards Board (FASB) in the US 

but that the European Parliament has protested and it might come back—even if this means 

that managers can now hoard and smooth and hoard earnings: 

‘If I understand well from the discussion with the guys from IASB they removed 
Prudence to have much more convergence with FASB Conceptual Framework, if they 
have the same name. But as far as convergence is not anymore feasible IASB became 
much more flexible in responding to the request of the European Parliament to 
reintroduce Prudence and stewardship in Conceptual Framework. Prudence I think is 
an important principle even if usually you can have some interpretation of a prudent 
approach for some companies to put some good money for bad times, hide good 
money for bad times, and not report good results in some period. Prudent is a general 
principle which should stay in financial reporting.’ (REG ENG A1:224). 

This one quote captures the types of responses that this thesis obtained from those 

interviewed. On the one hand respondents note that technically prudent accounting leads to 

overstating assets, understating liabilities and earnings and so should be removed. On the 
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other hand, Prudence is a sensible objective for accounting practice especially with regards 

to the difference between historic and fair value accounting. This mini case study in Chapter 

5 considered ‘prudence’ in relation to the reorientation of accounting from historic cost 

accounting (HCA) to fair value accounting (FVA):  

‘Well, I’ll give you one example where historical cost can be extremely imprudent. You 
can look at insurance accounting where everybody involved use historical rates, they 
underestimate the liability. That is why current measurements which are much more 
prudent than historical cost. So, it’s not appropriate to equate Prudence with historical 
cost accounting and imprudence with fair value accounting. That’s not correct.’  
(SS ENG B1:286). 

On the one hand, historic cost accounting is not prudent because current cost measures are 

more ‘prudent’: 

‘From accounting perspective that is challenging, because it includes so much, multi 
discipline, you need to do forecasting, what you expect mortgage market will be, what 
the property prices will be, how the economy will be performed, and I think that brings 
in an element of speculation which I think will be a challenge and could have some 
other implications. (CRA ENG E1:481-482). 

On the other hand, there is so much complexity on forecasting market values that this brings 

with it lots of speculation into the accounting numbers. 

In Chapter 6 this thesis explores respondents understanding as to the benefits that might flow 

from the European Directive 2014/95/EU on non-financial reporting which now requires large 

companies with more than five hundred employees to disclose certain information on the 

way they operate and manage social and environmental challenges. This additional 

information helps, investors, consumers, policy makers and other stakeholders to evaluate 

the non-financial risks to companies and encourages these companies to develop a broader 

commitment to environmental and social responsibility. Furthermore, this shift to the 

reporting on non-financial reporting standards introduces new actors that have expertise in 

the various areas of non-financial reporting: environment, social and governance. For 

example: The United National Environment Programme has its Principles of Responsible 

Investment (PRI); The Global Reporting (GRI) Standards setting body it’s metrics; International 

Integrated Reporting Council (IIRC) proposes Integrated Reporting and new forms of capital(s) 

to be disclosed <IR> and SASB Standards that identify the subset of Environmental, Social, and 

Governance (ESG) issues most relevant to financial performance in each industry. These new 

actors are operating within the regulatory arrangements governing financial/non-financial 
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reporting. On the one hand non-financial reporting is here to stay but this modifies the 

regulatory arrangements governing accounting practice and especially dilutes the IASB self-

governing role: 

‘If you look at large companies like Unilever like SSM in the Netherlands, all these 
companies recognise that the creation of value involve managing no just financial 
resources but also non-financial resources and they kind of binary distinction of 
financial and non-financial is rather meaningless because if you look at the think at the 
think that harmed companies the most, if you look at Volkswagen it wasn’t their 
financial value promoted on the emission scandals, which had nothing to do with 
financial resources.’ (NGO ENG C7:391). 

Of course, in a contested regulatory realm not all respondents were of the same opinion and 

positive about the benefit(s) of non-financial reporting. Some think that a good way forward 

is to integrate financial and non-financial reporting. Others take an investor viewpoint and 

note non-financial reporting may not add any relevance to these users of the financial reports. 

Furthermore, that the technical nature of the non-financial reporting framework is not clear 

in terms of what is meant by material non-financial risks and who this information is for? 

‘In my opinion the best way forward is an integrated reporting between both financial 
and non-financial information.’ (BIG ENG E1:487). 
 
‘From an investor standpoint it is just confusion because it is not clear which 
framework should be developed more, should there be aligned, what are the 
differences, what is the materiality of a framework against another, so that confusion 
is real (PAA ENG D5:458) […] We create a new reporting practice such as sustainability 
in order to respond to the needs of stakeholders, but the question is who are these 
stakeholders? Are all the stakeholders relevant or not so relevant?’ (SS ENG B4:310) 

In Chapter 7 our respondents were asked to consider demands to include the public 

good/interest in financial reporting. The focus of this chapter is with the challenge arising out 

of the Maystadt report that we have discussed in chapter 1 and 2. Phillipe Maystadt’s report 

(2013) encouraged the European Financial Reporting Advisory Group (EFRAG) on behalf of 

the European Parliament to take into consideration the public good or interest when 

endorsing new or modified accounting standards. This intervention by Phillipe Maystadt, we 

argue, initiated a challenge to the IASB’s self-regulatory capacity because the European 

Parliament was concerned that the European public good should also be taken into account 

in designing the objectives of the Conceptual Framework which govern general purpose 

financial reporting. 
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At the launch event for Phillip Maystadt’s report Olivier Boutellis-Taft observed that: 

‘Accounting is very technical, but also very political…... EFRAG’s attention now needs 
to be focused on Europe’s interest in global standard setting, not internal matters or 
on power fights with or amongst National Standards Setters (NSS). In a nutshell, the 
European Public Good means financial stability, economic growth, competitiveness, 
long term investment and added value in general.’ (Accountancy Europe, 2013). 

One respondent sums up the responsibility of EFRAG: 

‘[….] we have a mandate in carrying out our endorsement advise to assess whether the 
standards are, good, openly good, how these might affect. European growth, 
European stability, competitiveness of European entities, it means that accounting 
standards do have strategic consequences, so it’s obvious not just a technical matter.’ 
(BIG ENG F2:494). 

On the one hand the public good is viewed more narrowly in terms of maintaining the stability 

of capital markets through the provision of relevant information to investors. It is these 

‘technical’ aspects of accounting that need to come first as a means to deliver the ‘public 

interest’. Here the public interest is often narrowly constructed in terms of satisfying 

financial/capital market demands which are then presumed, axiomatically, to also then 

deliver the public interest: 

‘Ok, public good technically has something to do with stability of the market or 
decreased volatility. There is also this shift nowadays from historical cost accounting 
to fair value accounting, there is the de Larosière report and in recommendation. nr 
4… it says we have to be careful and assess further mark to market.’ (REG ENG A6:276).  

‘Yes, but also, the means in which IASB interpreted it, because essentially for financial 
reporting and at least standard setting the public good has been made subsidiary to 
technically, right. If you think about IFRS 9 the first instances, what is the best way to 
account for financial instruments and therefore as follows that the best is determined 
by the IASB and must be in the public interest.’ (NGO ENG C7:393). 

Alternatively, some respondents considered that the public interest was something of an 

abstract esoteric concept that no one can really get a handle on …a more a philosophical issue 

rather than practical objective of accounting and financial reporting: 

‘You know, even in EFRAG you have this discussion on the public good, they are so 
esoteric. I think you take it more like, from the angle, does it hurt something when you 
do this, or rather than, we are sure this is contributing to the public good. It is very 
philosophical, if you want.’ (REG ENG A6:276). 
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This idea of accounting as having a responsibility or broader mission than that of informing 

investors and promoting market efficiency is then taken up by a number of responses. For 

example, around the need for accounting to be stakeholder inclusive and also accounting 

beyond simply the transactional, that is, reporting that captures metrics about ‘public well-

being’: 

There is, in my opinion, an intermediate space; it is the analysis that is made at the 
level of EFRAG and which, in my opinion, should be wider than the simple technical 
discussion. When I say this, I rely on the Maystadt report that is on our charts since 
2013 has underlined the necessity of an impact study and of considering the public 
wellbeing of the Europeans (NGO FR C4: 369). 

8.2 Practical implications, limitations and areas for future research   

This thesis has explored the challenges facing financial reporting in Europe that are both 

technical and regulatory nature. These challenges are dynamic because they present 

themselves within contested regulatory and technical arrangements. This challenges the idea 

that the regulatory and technical arrangements (Conceptual Framework and accounting 

standards) governing accounting and financial reporting are somewhat stable or if not taken 

for granted. However, the findings of this thesis, from the interviews conducted with elite 

actors, reveal that the regulatory and technical arrangements governing general purpose 

financial reporting in Europe are in flux and will not therefore form a stable form of knowledge 

and practice going forward.  

With regard to regulatory governance arrangements European agencies (through EFRAG) are 

caught in an agency relationship where the IASB’s self-regulatory powers are being 

challenged. And this is nowhere more significant with regards to the development of non-

financial reporting.  

Practical implications  

A significant practical implication that arises from the research carried out in this thesis is that 

accounting and its regulation is located within a socially constructed space. This thesis builds 

upon the research undertaken by Burchell, Clubb and Hopwood (1985) which does not deny 

that accounting is purposive but that it is the outcome of interactions between a multitude 

of actors that can impact upon and shape the regulation of accounting practice. That is, how 
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and in what ways does the ‘social context’ have an impact on the nature of accounting 

practice in terms of the purpose of financial reporting practice and for whom this reporting is 

directed.  

Loughlin also observes that: ‘the way organisations “regulate” accounting to serve 

organisational needs and values, in the context of societal (accounting) regulatory 

requirements, has also been an area of considerable interest.’ (Loughlin, 2007:272). 

This thesis practically takes up the challenge posed by Cooper and Robson (2006) namely that: 

One of the disappointing characteristics of field studies in organizations is how few have 

examined how accounting and audit decisions are made (Cooper and Robson, 2006:436). 

Specifically, Cooper and Robson have in mind that accounting research needs to undertake 

field work to appreciate more fully how accounting decisions and regulations are formulated. 

From a regulatory perspective this thesis provides a practical understanding of how agency, 

that is control over the process of regulating accounting practice, is contested through field 

work interviews with senior staff in the key accounting regulatory bodies governing 

accounting practice. These interviews capture an understanding of the shifting sands of 

regulatory agency and control within an investigative framework that locates regulatory 

arrangements along a continuum; self-regulation; co-regulation and command and control.  

Figure 11: The accounting regulatory spectrum 
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Source: Author. 

However, the shift from one part of the spectrum to another can only be explore through an 

investigative lens that is grounded in accounting. In this thesis the investigative lens is 

constructed out of the literature review on key contested technical elements of accounting 

practice that include: Prudence, the Public interest and Non-financial reporting. These 

elements provided a lens, grounded in accounting, upon which it is possible to explore the 

extent to which regulatory arrangements governing accounting practice are contested and 

shifting.    

The point made is that where the circumstances require it is possible for the state to take 

back control this is always possible where things go wrong such that a shock activates a more 

pro-active relation between the state and its regulatory agency. In this thesis these are not 

just shocks to the system but are also gradual and incremental adjustments as the pressure 

for change accumulates over time. A shock impact might have been the financial crisis and a 

call for accounting to be more prudent in order to facilitate stable financial markets / 

conditions. The incremental argument developed in this thesis would observe that the 

removal of Prudence progressively erodes a key ‘conservative’ foundation upon which 

accounting is founded and reflected in the debate surrounding the introduction of fair value 

accounting. Likewise, there has been a gradual re-orientation from accounting for 

shareholder-investors to accounting in the public interest and how to implant this change into 

the regulation and technical aspects of accounting. Whilst the introduction of the non-

financial reporting directive is a further example of incremental change that moves the 

regulatory arrangement from a stronger form self-to stronger form of co-regulated.    

Thus, the practical implications of this thesis can be summarised as: 

A]  The practical contribution this thesis makes towards framing the regulation of 

accounting along a continuum as between self-regulation, co-regulation and top 

down. 

B] Second this thesis constructs a lens through which to investigate the modulation of 

the regulation of accounting along this continuum.  
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C] Third this thesis constructs its investigative lens in accounting rather from another 

academic discourse such as economics or political economy of regulation. It does this 

practically by drawing upon existing critical debates and challenges facing accounting 

practice: Prudence, the Public interest and Non-financial reporting. 

D] This thesis generates a practical insight for stakeholders looking to influence change 

in accounting practice. That is this thesis argued that opportunities to influence 

change will arise because incremental changes are always in play and where new 

stakeholders/ actors can gain voice and influence 

Limitations 

There are a number of limitations associated with the research carried out for this thesis. 

First, there may well be some bias in terms of the technical understanding of accounting 

because those interviewed were elite and senior members of accounting/regulatory 

organisations. That is the issue of regulatory capture is reflected by those interviewed who 

have a monopoly over the required technical expertise. This thesis tried to avoid these issues 

of ‘capture’ by carrying out interviews with NGO’s and academics but again the required 

technical expertise is still present.   

The interviews carried out with individuals for this research would often have very specific 

expertise in one area such as, for example, insurance accounting or fair value accounting and 

would suggest another person to interview. This snowballing approach to the interview 

process was both productive but also self-limiting because of the time required by the 

researcher to translate and transcribe interviews from one language to another or into 

transcript.  

Secondly, given that the thesis employs elite interviews structured into three themes: 

Prudence, Public interest and Non-financial reporting. It might have been possible to add 

additional themes, for example the adoption of IASB accounting standards for the public 

sector. This would have broadened the research project from private company to public 

company accounting practices and would not have been practically possible to undertake in 

the thesis. 
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Thirdly, the interviews and findings cannot be used to generate general predictions or 

understanding that is detailed and case specific, for example, about specific organisations and 

their role in the regulation of accounting practice. The analysis undertaken captures the 

responses from a broad range of individual actors across a range of important regulatory 

institutions to prove an interpretivist review of their understanding and how this reflects up 

the regulatory arrangements governing accounting practice.  

Fourthly, the researcher has been very careful to avoid bias in the interpretation and use of 

extracts from the responses from those interviewed. In addition, the researcher employed a 

strategic approach to those being interviewed to obtain a balance between their different 

organisational affiliations and representation. Even so there are inherent challenges and 

limitations when the researcher needs to maintain neutrality and ensuring a balanced faithful 

representation of viewpoints. In the interviews the researcher was careful to ensure that the 

same questions were asked of each respondent but at times respondents would expand upon 

their own experience. It was therefore important to both balance out the researchers’ 

interest in covering the investigative questions but allowing respondents flexibility to develop 

their experiential understandings. 

Areas for future research 

This thesis opens up the possibility for future research which may involve field work and 

interviews, academic review or use of secondary documentation. The two areas for further 

research being: the evolution and regulation of non-financial reporting and public interest; 

the impact of fair value reporting and risk to company financial stability. 

Respondents to the investigative questions also hinted at the possibility of research in the 

following two areas.    

First and with regards to non-financial reporting (NFR) it is clear from respondents that the 

IASB was reluctant to engage in the re-orientation towards non-financial reporting. The IASB 

has only recently responding by setting up a separate non-financial reporting pillar within its 

own organisation. Research could explore the extent to which ESG reporting and expertise is 

changing the regulatory arrangements governing NFR. That is has the NFR agenda been driven 

by the European Parliament and new actors at the expense of the IASB’s agency over financial 
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reporting. Does the development of NFR herald a new era of company reporting rather than 

the narrower general purpose financial reporting initiative? How and in what ways do the 

European Parliaments Directives on Non-financial reporting and Corporate Governance take 

us towards a new form of broader company reporting for a range of stakeholders? 

 

Second and with regards to Prudence in accounting in relation to the Non-Financial Reporting 

Directive.  A few interviewees raised the issue of capital maintenance and equity reserves (net 

assets). Often this was in relation to the technical argument used against Historic Cost 

Accounting and the resultant hoarding of reserves rather than distributing these to 

shareholders. The issue of capital maintenance and maintaining strong shareholder equity in 

accounting relates to the protection of creditors, that is, there are net assets available to 

cover creditor liabilities.   

 

The Non-Financial reporting directive calls for companies to value assets on the basis of the 

risks to future cash flows. These risks to asset valuations might be heightened by transition to 

lower carbon emissions as part of the climate change agenda. In addition, there are also 

provisioning (liability) risks which are funds set aside in current time to anticipate future 

climate change transitioning expenses. Lower asset values and/or higher liabilities 

provisioning would require stronger equity reserves to absorb these changes to the balance 

sheet. This may also have implications for the discretion that companies have over the 

distribution of equity funds over retention. This project could usefully consider the extent to 

which sectors at risk from climate change are building up equity reserves so as to absorb a 

higher risk of asset value impairment and/or liability provisioning.  
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Appendices - Interviews 

Explanatory note 
Most of the interviews were conducted in English, which, with a few exceptions, was not the 
native language of neither the interviewer nor of the interviews. Grammatical mistakes, 
interjections and informal talk were left in the text as expressed. Two interviews were 
conducted in French and respectively Romanian and translated into English thereafter.  

Whenever a word could not be understood from recording due to ambient noise or unclear 
pronunciation its absence or uncertainty was marked by ‘!?’  

  

REG ENG A1 
 

My PhD is about regulation and objective of financial reporting and my first question 
is to ask you to describe the background and responsibilities in your current positions.  

I am an economist. I worked 19 years for the Ministry of Finance in Romania in public finance 
and international foreign financial relations. I became Minister of Finance and then Prime 
Minister of Romania for 1 year. I worked 6 years for the World Bank in the private sector 
development department focusing on privatisation programmed in former socialist countries. 
Then, I came back to Romania, worked in the private sector and teaching in university, until I 
joined the European Parliament as an elected Member. Now, I am a Member of ECON and 
Chair of the Permanent Team focused on IFRS issues. The team is formed from deputies from 
each political group in the European Parliament.   

 

How do you describe your responsibilities as Chairman of this team and rapporteur for 
the IFRS? 

It is very interesting, I learned a lot about economics of different sectors: banking, financial, 
insurance, leases, because we were involved in the so-called endorsement process of IFRS in 
this area issued by IASB.  

 

There is a debate on accounting of being or not being self-regulated. In your opinion 
from a scale from 1 to 10 where 1 is strong governmental control while 10 is self-regulation 
where do you put accounting?  

I think two is appropriate as IFRS is issued by IASB. In Europe no IFRS becomes regulation if it 
is not endorsed by the Council and Parliament. Therefore, it is external regulating for 
companies, of course listed at stock exchange, for them is strong external regulation.  

 

Where do you put IFRS in the legal hierarchy?  
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It is a law, as soon as it endorsed in the EU, when endorsed is part of regulation 1606, it 
becomes part of that regulation. It is law in the EU.  

 

There are a lot of stakeholders like the government or people in the street that have 
an interest in accounting practice. Do you think it should be more stakeholders involved in 
regulation or just the Parliament?  

I think there are enough stakeholders. The European Parliament cannot be called 
‘stakeholder’ because it is part of the process. Stakeholders for me are other organisations. 
For me there are other organisations which are interested or have links with accounting 
standards. Listed companies, Council, European Parliament are not stakeholders. Listed 
enterprises are obliged to implement IFRS and Council and European Parliament and obliged 
to assess IFRS through endorsement process, IFRS is becoming or not becoming part of 
regulation in the EU. Other stakeholders you can describe as universities that judge IASB when 
elaborating IFRS, judge European Parliament and Council, associations of accounting experts, 
financial experts.   

 

What is the role of IASB and FASB?  

IASB and FASB are issuing standards for financial reporting. I do not know how it is in the 
United States or many other countries that implement IFRS but in the EU, IASB is just the 
organisation that the EU trusts their knowledge and experience and capacity to elaborate 
good IFRS. But in the EU regulation of accounting is the job of the European Parliament and 
Council based on IASB work. There are also in Member States of the EU where national 
authorities, usually ministries of finance which are in charge of setting up regulation of 
accounting for companies that are not listed.  

 

Do you think it should be more collaboration and harmonisation or more competition 
in between them?  

Global capital markets require a unique standard of financial reporting. Unfortunately, the 
convergence process between the IFRS and standards issued by FASB stopped in a way, they 
are collaborating, trying to be closer, but convergence will not be total; maybe there are 
different particularities in the objective, economy, role of capital markets in the USA and 
capital markets in EU. This makes impossible for the time being full convergence, and we have 
the experience for IFRS 9. They tried to have the same standards but did not succeed.   

 

Do you think that there is a need for the accounting regulatory bodies to be more 
directly accountable to the European Parliament or to national governments?  

This means to get out from IFRS to have IASB directly accountable to the European Parliament. 
You cannot do this way, because IFRS and IASB are issued in more than 110 countries. You 
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cannot make this body like the IASB to be accountable to the European Parliament. We can 
influence IASB with EFRAG, there is an issue with a European voice to be heard in this process, 
if we are not satisfied with this voice heard in the process we should get out from IFRS and 
set out our own body. But this is not in the interest of European companies listed in stock 
exchange in Europe, to have a system of the EU which will be more expensive for other 
companies to use, for investment banks in Europe to work abroad, to have comparability, 
which is outside of the European Union.  

 

What do you think about Public Good?  

There is a definition given by Maystadt, what we understand by Public good is to 
condition and not to damage to growth and stability, financial stability. We do not have 
other... Any kind of standard applied in an economy is a public good, because you make it 
compulsory. When make compulsory means you have authority to penalise the company that 
is not implementing the standard. Therefore, any standard is a public good in a way and is 
supposed to respond to public good criteria. 

 

The core objective of financial reporting is focused on investors and decisions useful 
for investing as the primarily user group. Do you agree that this is the primary user group for 
financial reporting? 

I think the core objective is to reflect, I mean to have a fair reporting of the financial situation 
of the company. Therefore, this is of course very important for investors. The core objective 
is to have a financial report which can give you a view about the financial situation of the 
company, and if you have this, it should be used my investors by first; but also the government 
is using the information in its statistical system, macro, GDP, are based on financial reporting 
and once again we talk about general financial reporting not only for companies listed in stock 
exchange, we have a large number of SMEs reporting financial data, we have to judge a 
number of companies reporting financial data. They have to use good standards, even not 
IFRS, but standards issued by financial authorities or other bodies in their countries.   

 

So, investors are primarily users and government secondary users?  

No, no, I don’t say that, just think about a government that calculated GDP and GNI based on 
wrong data reported by companies. When you calculate GDP, you use data reported by 
companies.  

 

More or less equal importance in between investors and government? 

For all users. Investors are users spending their money based on this info. When you go for 
instance with fiscal authority to check data of companies, they use in an inappropriate way 
IFRS or do not respect IFRS, and you go the check from fiscal point of view it is a disaster if 
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they are using misleading data, wrong data. Of course, investors are important, they are 
putting money into the economy, but not more important than fiscal authority which needs 
correct data on the financial situation of a company from a fiscal point of view.  

 

In the EP there was a lot of debate on the Conceptual Framework of IASB as they 
removed Prudence.  Can you tell me more?  

If I understand well from the discussion with the guys from IASB they removed Prudence to 
have much more convergence with FASB Conceptual Framework, if they have the same name. 
But as far as convergence is not anymore feasible IASB became much more flexible in 
responding to the request of the European Parliament to reintroduce Prudence and 
stewardship in Conceptual Framework. Prudence I think is an important principle even if 
usually you can have some interpretation of a prudent approach for some companies to put 
some good money for bad times, hide good money for bad times, and not report good results 
in some period. Prudent is a general principle which should stay in financial reporting.  

 

Is Prudence different from stakeholder to stakeholder? 

I should not say it this way. Prudence is a general concept of accountancy that should be 
respected. It does not matter for which utilisation, which person or institution is using data 
from financial reporting. It is a principle. If you accept the principle without regarding to 
whom is using data provided by financial reporting.  

 

Was Prudence at the basis of financial crises or rather the lack of it?  

An example when recorded losses, it was not prudent to report losses only when the losses 
were produced. When you know from your activity you always have some losses, when 
activity is in financial sectors. You know that out of 100% transactions, you have let's say 10% 
losses, you do not wait for the losses to happen to report or not to report or not to report in 
order to report and to take measures to cover these losses in the future.  

 

De Larosière report mentioned the shift from HCA to FVA accounting. Do you think the 
mark to market is a faithful representation of valuable assets? Is this reliable or rather is based 
rather on estimates and modelling?   

IASB came with a much more clear representation of differences between Historical Cost 
Accounting measurement and Fair Value Accounting. If you have an asset that is kept for a 
long time you do not change according to fair value, if you do at which period? Daily, weekly 
or monthly, and you keep the assets of historical cost. If you invest in assets in order to sell 
them it is better to have an FVA accounting method. This judgement of IASB is good 
judgement. If you invest in shares and sell shares for a gain you can keep at FVA you cannot 
keep and historic costs.  
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What is the risk of modelling?  Financial modelling, evaluate up or write down to play 
with taxes and profits. 

It is a judgement, if you have a price that is coming from the market, even the market could 
be in a constrained situation and price if you ask yourself is correct or not, real equilibrium 
between supply and demand, if the market is constrained lack of liquidity is a problem with 
fair value.   

Nowadays there is a lot of pressure for companies to disclose non-financial information 
related to social and climate aspects of companies. There is even an EU directive on this.  How 
do you comment? 

I do not think so there is this pressure, but should be a special report keeping very clear what 
is the financial reporting based on accounting data regarding processes on assets and 
liabilities which can be measured in value, and all other reporting regarding social climate 
which are not based on value, but based on measurement. If you cannot measure the value 
it means you are out from financial reporting.  

 

Is this non-financial reporting making reporting overall more complicated or because 
it provides explanation it simplifies it? 

If you have some request from shareholders, present a distinct report. Do not put them 
together. One clear financial reporting another one with any social and climate reporting. Of 
course, frameworks in which nonfinancial information will be reported do not report them in 
financial reporting. You can create some kind of accounts out of the balance sheet just to keep 
track of the evolution to some activities.  

 

What about a business model putting them together as some companies might need 
it this way, or should be always separate?  

Business model ...if I have a financial conglomerate it can have different business models: one 
form banking, one from insurance activity, business model when you talk about business 
model in accounting area you should look at what kind of business model companies are using 
in order to apply IFRS based on judgement. IFRS implies to have a judgement is not giving you 
a solution for any kind of situation. If the business model of a financial model is to keep the 
assets for a long time, that is a model of business. If a financial company is buying and selling 
assets is another model of business. Accordingly, to different models of business you apply to 
different models of evaluation. That is the sense of the model of business.  

 

Is the financial reporting too detailed and too extensive? Is there a relation in between 
the quantity and quality?   
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I am not talking directly with standards preparers that apply them in companies, but as far as 
I know, IFRS is not based on too detailed and extensive like it is in the USA. Sometimes the 
guys at the IASB are telling us if you put together all IFRS you have several volumes, 3-4 
volumes, while in the USA you have a room full with standards regulation, and so one. They 
are more detailed and extensive. IFRS tries to remain of a certain level and leaves more 
judgement to companies using IFRS.  
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REG ENG A2 
 

The first question is very general. It is about describing your background experience, 
what brought you to the current position and what responsibilities do you have.  

Ok. I was a partner in PriceWaterhouseCoopers and then for 6 years I became the chairman 
of the Centre Board which is now the Corporate Reporting Council. Also, I am a director for 
the Financial Reporting Council which is a UK regulator and I have been there for the last 7 
years. Also, I am a director of EFRAG and I was for two years the acting government. 

 

Ok, what are your current responsibilities?  

Well, I am currently a member of the EFRAG board, but not the president and I am still a 
member of the FRC and the Corporate Reporting Council, I am not the chairman of the CRC. 

 

Ok, would you be able to tell me more about your responsibilities, actually, what do 
you do, as a member of the boarding council?  

Well, for the UK Reporting Council we set, amongst other things UK accounting standards and 
rather we make recommendations to the FRC board which is the former approver and as a 
member of FRC Financial Reporting Council as they set UK accounting standards as well as 
corporate governance standards and non-financial reporting standards. As a member of 
EFRAG, the board advises the Commission on endorsement of new standards and 
commissioned standards and also the EFRAG board influences the direction of accounting 
debates before the standards are established.  

 

Ok, you seem to do quite a lot on this one. We are going to question number 2 now. 
Accounting is generally perceived as being self-regulated. How do you locate the regulatory 
arrangements governing reporting on a scale from 1 to 10, 1 being governmental control while 
10 being mostly self-regulation. 

When you say self-regulated, you really mean not set by the government? 

 

Yes. 

You can divide here between the international accounting standards and local accounting 
standards. International accounting standards are government, so that would be 1. It is a lot 
of detailed standards, the IASB, if commissioned, it is hard to say no. It is a hard question to 
answer because legally it is 1, I suppose.  
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Would you say the international ones are controlled by the government and that you 
would give a 1? 

In Europe it depends on which country you are in. In South Africa for example, it is entirely 
outsourced to the IASB, the government does not have any veto right. In Europe the 
Commission and Parliament have veto rights so, legally it is a 1, practically it’s probably about 
a 4 because the Commission would be reluctant to veto. 

 

Ok, having in mind this answer what is the role of IASB and FASB in regulating 
accounting?  

That is different. FASB in relation to US accounting. FASB has no role more widely. The IASB 
establishes accounting standards but has no ability to ensure that that follows, nor the 
absolute individual government to endorse them at the European Commission.  

The desired concept for any company is to hope that its standards are endorsed.  

 

Do you think IASB is a regulator or it is not, it’s something else? 

No, it’s not a regulator. A regulator has powers. The IASB has no powers.  

 

OK, do you regard yourself as a regulator at FRC?  

In the UK the FRC has power over detailed accounting for example because we, by law, have 
accounting standards in UK companies. We are a regulator.  

 

What about EFRAG?  

That’s a bit in the middle. The EFRAG has no power. It advises the Commission, but the 
commission can reject. EFRAG is also an influence, to influence where standards are going, 
but again people can ignore what EFRAG says. 

 

Right, but IASB and EFRAG have to be independent in the standards they set even 
though they are not regulators they are independent decision makers, and which cannot be 
really regulated.  

Because the Commission relies on its advice which has to be independent advice. 

 

There were also some problems in the past with conflict of interest like people from 
the Big 4 being too aggressive inside the board. Was that hindering their independence?  
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There aren’t many. There are 2 current members from the Big 4 from the board of 16. The 
problem is because you want current knowledge and the Big 4 technical partners tend to have 
that knowledge, but they don’t want combining membership, so, I think having a couple of 
members is probably about right.  

 

Ok, we go to question number 3. Do you believe a wide range of stakeholders are now 
involved in the regulation practice?  

In Europe that’s definitely true because you have the IASB which proposed accounting 
standards, the Commission applied or endorsed them on the advice of EFRAG but then the 
European Parliament agreed, and then ESMA enforced them. In Europe there are a number 
of stakeholders. It differs around the world.  

 

So, in the US it would be different, over there?  

Yes, similar, but you have the IASB set accounting standards and the SEC enforcing them. 

 

What about the Congress? Is the Congress a potential stakeholder in the accounting 
standards setting?  

They certainly have political formal powers over standards but certainly have strong informal 
powers, they have their own leasing standards for example. So, I think they have informal 
influence. The chairman of the FASB has to pay attention to what Congress says, but it is not 
what Parliament can call a standard and vote against it. 

   

The SEC will be kind of similar in the US, to the European Parliament, won't it? 

Yes, well yes, the SEC clearly has the power to reject standards, but I don’t think they ever 
have. 

 

What about the lobby from what they call it, the Big America corporations, are they 
stakeholders?  

The influence in the US GAAP, they lobby strongly but lots of people lobby. This is the standard 
setter role, you get lobby by users, by the preparers, by auditors and I mean it is a matter of 
how you define stakeholder. They also lobby their different interests.  

 

Do you think there is one stakeholder more successful than the other?  

I think the ISE (!?) has more users than preparers. 
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Ok, I am going to the next question. Do you think the accounts are supposed to be for 
the primary use of investors or accounts should have a wider role? 

Well, let’s get to the debate about non-financial reporting. I rarely think companies should 
report to more stakeholders in the first place but I am not sure that the accountant is the 
place to do that. Historically, the accountant should be the reporting that regulators should 
influence, but I think with the European non-financial director or that reporting is the FASB 
account, still in the annual report. It certainly has a role in the annual report but I am not sure 
the accountant itself is a very good place to address other users. 

 

How would you assess the decision of a usefulness in wider society of accounting or of 
accounts? 

A very large question. It depends on for example, should one have an interest in the command 
of a company, an environmental pressure, probably provide information to historical 
accounting. They need information on the company’s impact on the environment. It depends, 
you have to talk about the stakeholder. I think it can be useful for some stakeholders but not 
necessarily to others. 

 

So, would you agree that financial reporting is primarily for investors, judging here the 
potential investors as well? 

Yes, I do but that would lead to a favour that a company should report to other stakeholders. 
It’s just the financial statements are not necessarily the place for that. 

 

Ok, would this decision of usefulness be different from one stakeholder to another? 

Definitely, employees of the company for financial information are relevant. If the company 
is trying to shut the plant, if the company is using money unjustifiably, if the company is 
making lots of profit, pays for an environment report that may not be relevant. 

 

You mentioned non-financial reporting in your recent years, this has been a pressure 
on reporting entities to disclose additional non-financial information especially related to 
stewardship of resources by management or social climate disclosure. Do you believe changes 
will enhance the objective purpose of financial reporting or just add to their lengthy 
complexity? 

I think they do add to financial reporting, wider financial reporting outside the statement, I 
don’t think, I mean they do have complexity. Companies work at the role to summarise the 
information, to make it relevant, that could be very good. But if it is done badly it becomes 
unbelievable. 
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There is no standardisation for the time being of non-financial reporting. How do you 
judge this? 

There is a directive, but the problem is there are many codes, about 100 that people have 
come up with. So, you are right, it would be better to have fewer codes to help companies. 

 

It is definitely adding to the number of pages but it is simplified, or making 
understanding more complex and giving additional questions? 

Yes, remember, it doesn’t have to be a narrow report, maybe summarised more than the 
annual report and then you get more information. 

 

Do you think this shall be structured according to business models or left more general? 

Well, I think it should be because the disclosures are comparable. I think it is important to 
make the disclosures comparable. 

 

Would accountants have the necessary skills to prepare financial reporting? 

In some cases, they have enough impact on the environment that is not for the accountant, 
probably more of a technical specialist. 

 

Ok, so it should be a non-accountant to do them? 

Probably. 

 

Now we go to question number 5 – Here I would like you to comment from two 
perspectives from the FRC and from EFRAG if you think that these accounting regulatory 
bodies or standard setters should be more directly accountable to the European Parliament or 
in case of FRC to the UK Parliament or government? 

Well, FRC has to have the role to be accountable to Parliament but for the moment I think if 
the Parliament would like FRC to be accountable to them, that’s fine, I don’t have a view on 
that. In the nation, the FRC already reports to the UK government. We have to submit a report 
once a year, so in this sense, we are already accountable. 

 

Would this accountability damage your independence judging setting standards? 
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No, I don’t think so. We are a number of independent bodies reporting, the Central Bank, the 
Bank of England. They have independent processes, but the government will appoint the 
chairman of each bank and a number of other regulatory agencies. 

 

What do you do differently than the IASB in setting standards? 

The FRC approach, the basic approach as set by law, the national standards have to be very 
transparent at all stages, take feedback, consider the effects on the economy, the financial 
stability, have meetings in public for transparency approach, independent forms of 
consultations. That’s why it is similar to the IASB. 

 

Ok, that makes you a regulator while IASB is not? 

Well, the IASB is not really a regulator because they cannot enforce their standards, they have 
to rely on the national government to require their standards. In some countries the 
government supplies them without any further endorsements. But in these countries, there 
are endorsement processes. 

Yeah, like in Canada and Australia, in particular, so over there, IASB is a regulator. 

Well, Canadians have to incorporate it into the Canadian standards. It came from Australia. I 
think South Africa is a country with no endorsement process, but in Japan, I think similarly, it 
is really optional. 

 

Do you believe there should be more competition or more cooperation between IFRS 
and UK GAAP or FRC? 

Well, I do think there should be competition. I was not happy with the US attempt to 
harmonise US GAAP. The attempt is finished now, I do think there should be a competition of 
ideas but I think having the IFRS separate from the national GAAP, with more competition 
that national GAAP can address national circumstances whereas IFRS can’t. 

 

OK. We are going now to technical questions. One is on Prudence, the other one is 
about the connection between historical fair value accounting. IASB took out from the 
Conceptual framework the standard for Prudence. In your opinion is it necessary for financial 
reporting to adhere to a prudent approach regarding financial information for users? 

Yes, going back again after consulting inspectors from Europe and other countries, the 
definition of Prudence is as it was before, which is caution in face of uncertainty. Now, I think 
in EFRAG there are users where Prudence is also included. More, earlier recognition than 
proper. The work of the IASB is printed. It is not a mis-conceptual framework, although it is 
precisely, the time is right. 
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Was Prudence taken away to have more convergence between IFRS and US GAAP, or 
was it totally dependent? 

Yes, it was. That was in fact mistaken, but as I said, it was put back again. 

 

How is Prudence interfering with fair value accounting? Is it unnecessary for Prudence 
in fair value accounting? 

Well, we need fair value accounting in some areas for example, derogative, so you need it 
there. I think Prudence is more an issue for other forms of accounting for example, in new 
insurance. A contract makes you have to provide a lot of information. This is a problem 
making, but a fair value accounting, not a historic cost accounting. Fair value accounting is not 
to be widely used as a proper recognition, more for things like derogative or other financial 
instruments. 

 

How would you judge fair value accounting in historical cost measurements in terms 
of faithful representation of asset values? 

Fair value accounting can be good for some people, derogative, some derogative traders’ 
assets sometimes as a company has to attempt to estimate fair values. I think it’s a form on a 
scale where values are not derived from the market, but each accounting is improved by 
credit crunch. 

 

Ok, do you think that we should rehabilitate the Faithful Representation? 

I do think that faithful representation should be rehabilitated. It would be a better world, 
that’s generally ideal. 

 

What do you think about the assets evaluations that are not based on the market 
rather than on estimated modelling? 

As I said, sometimes you have to consider liability, often they are more meaningful than the 
original cost, might be above costs or below costs, whatever the cost was, it is very meaningful 
information. I don’t know the relationship between the assets and liabilities. 

 

In order to avoid some situations, do you think public goods should be introduced as a 
standard? 

Well, public good is a criteria for endorsement in Europe.  I think we have to look at public 
goods in Europe, the VAT, public goods can be different in different countries. 
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There is a definition provided by the European Commission, is that useful? 

I haven’t seen the definition of public goods. There are a number of criteria and advice, but I 
haven’t seen any definition. I know there are European courts for this thing, but I haven’t seen 
any single definition. 

 

Yes, it is more like a description than a definition. 

The problem in EFRAG – when EFRAG gets advice, the Commission explains the issue. 

 

We are heading towards the end of the interview, there are 2 more questions. One of 
them is: in terms of hierarchy of law in the UK, where will you place the UK GAAP and IFRS? 

Well, there are alternatives. A company, a listed company has to apply IFRS abide under the 
European directives, and non- listed companies have the option of UK GAAP or IFRS.  

 

Law in the UK can be primary, secondary or common law in GAAP and IFRS. Primary 
law? Secondary law? Are they law at all? 

Yes, both of them are laws, but the company has to produce financial statements with 
generally accepted accounting principles, which has to be IFRS for listed companies. If a 
company doesn’t release its accounts the directives can be made to issue their accounts.  
There is a directive and that is law.  

 

What do you believe about IFRS for SMEs? Are they useful? 

UK GAAP may also be changed. The advantages are much simpler GAAP is 200 pages long, as 
opposed to, I think IFRS is 3000 pages, so it’s much simpler for all the companies. I don’t think 
it’s difficult for all the companies. 

 

Do you think there is a balance in between the quality and quantity of accounting 
standards? 

Well, it is an issue, yes, the other question is, should accounting standards be Prudence based 
and I agree. I think at the moment the IASB is consistent between companies and GAAP, 
consistency in a banned principle, and the US model is thousands of pages, but I do think the 
IASB should get there. 
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So, FASB has a more detailed and complex report? Do you think IFRS is at that point, 
too complex, too detailed and too lengthy? 

It is heading in that direction. The regulations are very keen on comparability between 
companies. You have to get your own principles and rules to achieve comparability. 

 

Do you believe it is too complex for investors or for stakeholders? 

I think it depends on the investors, you have analysts, but then people in charge of 
investments probably don’t like complexities, although analysts use natural statements. I 
think they are read by people in these institutions. 

 

What is the next challenge in corporate reporting? 

I haven’t had a chance to think about that. Probably the next challenge is to simplify because 
IFRS have now finished the law on a project which is insurance. They have no other peak on 
the horizon, cut out unnecessary disclosures. 

 

They have done that at IASB when it was turned into IFRS 9 and they simplified it, they 
improved it and they added 20 more pages. Is that the simplification because of additional 
explanations, or should it mean cutting pages down? 

I think they simplified it and they reduced the number of options. There are two things in the 
accounting centre where you measure and there are certain options for measurement, and 
the second is disclosures. The IASB is arranging for more disclosure requirements, not looking 
to cut any out. That is why I think the next challenge in corporate reporting is certification. 

 

In terms of accounting standards, do you think this should be politically or done at a 
technical level? 

Well, I think the need is defined politically. The reason why I think it was a political decision, 
it was because mine was not feasible. You tend to be a technician. 

 

Those were my questions, actually. In case you have any additional comments you 
want to make? 

I don’t think so. Give me another call. I am happy to chat. 
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REG ENG A3 
 

Can I ask you first to describe your background and current responsibilities in your 
position? 

 I studied economics and one of my main subjects was financial accounting and after I finished 
studies, I was working for the BIG 4 which is KPMG, then I worked in the regulatory service 
group and now I am working for 3 years, MEP Sven Giegold, trying to cope with all the 
interesting stuff which is going around IFRS, but also in banking and other expressions.  

 

Ok, so you are an economist but you also do work on the regulatory side? 

Exactly. I am a half economist. I also studied European law so I know a bit from the two of 
them, I would say.  

 

In the academia, there is a generally accepted idea that accounting is self-regulated. 
If you envision a scale from 1 to 10, where 1 is governmental control, while 10 is self-regulated. 
Where would you place the accounting industry? 

I would put the accounting industry around 8.  

 

So more self-regulated?  

Yes.  

 

Why? This is something new. And you are saying this regardless European Parliament has a 
say in accounting standards, especially in the endorsements and acceptance of standards? 

Exactly, I would put 8 because the role of the European Parliament, when it kicks in, is quite 
late in the whole process. Shall I develop on that one? 

 

Sure.  

So, as you are aware we now have established some context with this IFRS Permanent Group 
within the European Parliament so the context to IASB and EFRAG become closer, 
nevertheless, I would say members of the European Parliament only get attention to new 
standards only when they are more or less adopted by the IASB. So therefore, the role of the 
Parliament is normally quite big, but in the end it can say only yes or no. Therefore, I would 
put an 8. Of course, I have to confess that there are a lot of public authorities in the game of 
developing standards and in adopting them, but from a democratic point of view I would say 
it is predominantly self-regulated.  
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Do you make a difference in between regulator and a standard setter?  

That’s a good question. Indeed, but the standard setter, in my view, should be the IASB with 
all the bodies involved including at the very end the Parliament in the way, for the European 
Union is also part of the standard setter, because without the yes or no from the European 
Parliament, they will not become binding European law. 

 

How would you judge the national level IFRS situation? 

I would say, you have for example as far I as a aware finance minister sitting in the EFRAG as 
well as IASB, if I am not mistaken so it is a bit weird on the one hand that you have 
representatives, for example of one Member State being in the IASB , but at the same time, 
sitting in EFRAG  and therefore should be the voice of the European Union, the Member 
States,  but I think they have a say and they are ….how deeply, I do not know.  

 

There are 3 organisations that the European Parliament is financing: the IASB, EFRAG 
and PIOB. They are all considered industry self-regulated as well, but you can find various titles 
to them, independent authorities or whatever else. Do you think this is a one concept fit all, or 
they are different, like EFRAG is different from IASB and IASB from PIOB? 

I would say that EFRAG would be a bit less self-regulated because I have the impression that, 
for example, the influence of the European Parliament is stronger on EFRAG on the IASB 
because it is an European institution. Concerning PIOB for me it is difficult for me to judge, as 
I never really understood what they are doing. I feel that only some MEPs know that this 
organisation exists.  

 

Ok, do you think that in the accounting world, there is a wider range of stakeholders 
involved now in the standard setting?  

When you say now, do you mean compared to the past? 

 

If you look at question number 3, Parliament is obviously a stakeholder, in standard 
setting. Do you think there should be more stakeholders involved? There are not enough of 
them? There is a difference of power in various stakeholders involved in the process? 

I would say that there is a lot of stakeholders who participate in this consultations, therefore, 
on the one hand, I can see broad participation, and on the other hand, I have the impression 
that it is a little bit biassed, towards as is the same, for example, in banking associations which 
represent the companies, normally, and the accounting world in general, and less, for 
example,  representatives of this and these or citizens, because everything is too complicated 
to digest, for people. So, there is a lot of participation, but I am not sure if it is broader 
representation there might be the need for… still to include more users, to include, for 
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example, somebody from the citizens, NGOs, or whatever, but in banking there was an 
establishment of finance watch, or pretty much, something similar would make sense for the 
accounting world.  

 

Do you think there is a difference of power between different stakeholders? 

I would say yes because lobbying is normally done or decided by money. So, the richer 
companies, or associations, how to put it, and even Member States participating jurisdictions, 
they can put more effort in giving feedback and thinking things through, so yes, it is a matter 
of money. 

 

Would you say the European Parliament as a coercive leader, is more powerful than 
lobbyists or is it the other way around? 

I would say that, perhaps, lobbyists are a big world. It’s representatives of companies in the 
accounting world, they are already included in the process so it is quite late. I would say yes, 
the so called lobbyists have a bigger say.  

 

You worked for Big 4 in the regulatory department, right? 

Yes. 

 

What do you think, auditors are some sort of small regulators in their own right 
because they can apply judgments and then judgments can change the word of the law by 
interpretation. Do you agree with this statement?  

Yes, I would entirely agree. They have discretion and when they make a decision, it might 
even change the law, at least if they have a big law, the interpretation of the law.  

 

So, are you familiar with the word smart regulation or better regulation where you 
involve many, many actors, official regulators, self-regulators, auditors would fit near those 
people somewhere?  

 

I do not understand.  

I mean, where do you think in the scale of chain of regulation do auditors fit? 

Aaaa, ok If I take for example the same as in question 2?  

Yes.  
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Auditors. I think there is not a huge difference between accountants and auditors to be 
honest, so I would also give an 8.  

 

Now we go to question number 4. On the role of IASB and FASB regulation of 
accounting, the question here is: is IASB a regulator or a standard setter? What is the role of 
it and if you think it differs from FASB’s? 

That is a difficult question to ask. The IASB is in first instance a standard setter I would say. 
The FASB I would say is the local American local standard. What is the difference between the 
two? Obviously, one is national in the US, while the IASB is more international. In terms of 
power, do you think FASB is more free to establish standards, or is there more pressure for 
FASB because they work for the biggest economy in the world, or as they say, the biggest 
market? Or is the IASB more powerful?  

Well, that is a funny question. Politics, that I would imagine if FASB as being the representative 
on Earth of the United States might have a bigger say, but irrespective of the role of the US, I 
have the impression that the IASB, as it has so many Member States, might have a weaker 
role in our process because they have to consider a lot of people whereas FASB will 
concentrate only on one jurisdiction. 

 

Do you think there is a policy transfer between the two? Once FASB does something 
IASB does the same and the other way around?  

The same, I wouldn’t say, as we have seen in IFRS 9, but they consult each other and speak to 
each other which I would say is largely needed.   

 

There was the Norwalk agreement, meant to converge between IFRS and US GAAP, it 
kind of came to an end. Do you think now there is more space for competition between the 
two? Or should cooperation continue in whatever form? 

I would say, in the first instance, competition is always welcomed. Concerning standards, I 
find it difficult, for example in other areas, we do not have one single standard throughout 
the world, but two. Whether one should go into the direction of the other? I do not know. As 
a European I would say that IASB should take the lead as it already represents most of the 
jurisdictions in the world.  

 

Question number 5, and I guess you would enjoy this a bit too much. Do you believe 
that there is a need for the self-regulatory bodies to be directly accountable to the European 
Parliament?  Will the national government incorporate their concerns? 

Indeed, there is a strong need to be accountable because of accounting, but I imagine you will 
come to this also, later, again. Accounting is not only about technicalities and fair 
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representation, but also has an impact for the real economy, by informing not only investors 
but also each kind, every kind of stakeholder.  

 

How do you judge the interplay between independence and accountability of IASB and 
EFRAG towards the European Parliament? 

In first instance I would say, when developing the standards it should not be politicians who 
do not know what accounting is about, who decide on what is adopted as standard or not, 
but it should be everybody should have a say, who can contribute something meaningful, 
however, in the end, if the standard shall be adopted, it should be something of a…before 
adopting it and applying it  in the real world, there should be some scrutiny whether this  
really is favouring the common good or not.  

 

Is this hindering democracy?  

If it would work like this, for the process of standard setting, all people who want to 
contribute, can contribute and also do so, not only the ones who have money and time to do 
so, because they have their personal and financial interest; and then afterwards, the good 
technical result is checked against accountability and democratic values. I would say this 
would be perfect so far. For example, in the absence of or overlook of finance watch, it is a 
bit biased.  

 

What about those organisations being financed by the European Parliament? Is the 
European Parliament more entitled than others to ask things like carve outs, for instance?  

I would say everybody who pays has the possibility or should have the possibility to raise 
questions, as it is for shareholders of a company; they more or less own it as the European 
Union, others who are giving money they should have a say, proportionate to the amount 
paid and not exceed. 

 

So, you say that because the European Union finances the IASB 17%, we are having 
like a 17% share of the say, and if Business Europe finances or gives this amount of money or 
Deloitte finances this amount of money, it should be a proportionate representation of the 
money paid?  

Yes, exactly. 

 

How do you judge this double role of the EU? On the one hand we pay IASB, an 
international organisation and we also pay EFRAG advising us and EFRAG has the role to be 
an influencer to the IASB. Is this a bit of getting too much European interest to the IFRS 
standards? 



241 
 

I would agree that it would made sense to integrate the but…so far…as long as…the current 
situation is that EFRAG is not, let’s say a ...it is an independent body which is not a public body 
so, it does not really entirely represent the European Parliament or the European institutions 
think, or the Member States also think, and again a lot of companies and stakeholders 
involved. Therefore, as long as we have this situation I would say, there is a merit in financing 
both, and therefore, having a say in both; next step I could imagine to integrate EFRAG in 
something like, one of these as like public body and if this I insured, then I could live with only 
financing EFRAG and then EFRAG has its proportionate say in the IASB, just as a representative 
of the European Union.  

 

So, if we turn EFRAG into a European public agency, would this make them more 
independent and accountable to public institutions? 

Well, accountable, I would say, yes. Independent, well, I would still rely on EFRAG to consult 
regularly, to get every voice heard, to come to a good technical solution.  

 

How would you do it? You have people from banking, insurance, accounting, you have 
a lot of stakeholders, how would you turn it into a public agency? 

That would just be officials working for this agency, like is the case of EBA or ESMA or 
whatever, but they, of course, before adopting anything or coming to an opinion, they would 
need to consult it via public consultation where everybody is invited.  

 

Because you have those various interests represented in EFRAG as well as in IASB. IASB 
has a regional balance, while, there is or there isn’t in EFRAG really, a regional balance. How 
do you judge their independence? 

On EFRAG you mean?  

 

Yes, in EFRAG, for instance, you have members, you have Deloitte who are on the 
board, former regulators, you have insurers, how do you judge the independence of EFRAG?  

To be honest, not very independent. My personal feeling is I would trust the Finance Ministry 
to work in the public interest more than Deloitte or others. 

Ok. 

 

Therefore, does it seem to be very independent? Is it accountable at least?  

Yes, it is accountable. 
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Is IASB independent?  

Independent, yes, but I have the impression, perhaps less accountable, at least this is what I 
get from the reactions when the European Parliament addresses or puts forward concerns, 
normally the IASB gives answers to these questions, but there are not always actions that 
follow. EFRAG is a bit different, the relationship is much closer and we can put more pressure 
to really consider the concerns of the parliament than the public would say. 

 

There is something called European public good, which is defined by the European 
Commission and EFRAG whenever they endorse a standard and they advise the Commission 
to take it on. They will have to follow this European public good. How does this work for an 
agency that is not fully independent but accountable? 

That is a good question.  

 

You said that you do not trust Deloitte for the public good, but that’s what it is....it is 
there on the board.  

I would hope that public or regulators who are sitting in the board as well, should hopefully 
as Deloitte has to ensure that they come to … let’s say, reasonable decision, however, and so 
far, I haven’t seen any non-endorsement advice of EFRAG in the last 10 years so, that might 
be an indication on how dependent or independent the organisation is.  

If I may explain, first, for example when I go back to the EBA, I remember very well that in 
various instances, the normal procedure is that the EBA comes up with a draft or whatever, 
the Commission takes this as a basis and adopts the final regulation, and in various instances 
where EBA issued a reasoned opinion where they object and why they don’t agree with the 
Commission, and so far, I haven’t seen anything similar from the EFRAG when asked for 
advice. 

 

Do you think that this happens because the EFRAG can interfere with the standards 
when they started to be created or because there is this acting in the public good, and EFRAG 
being more on the private side?  

Well, it is true that of course they are part of the contributions when the standard is 
developed, however, they are only one voice amongst several. So, what is agreed in the end 
might not be the best solution invented by EFRAG. So, I can imagine there may be standards 
internationally agreed, which, if we concentrate on the European perspective, might have a 
different outcome. 

 

Ok, how do you comment on the role of some organisations in EFRAG? You have EBA, 
EIOPA and ESMA that are part of EFRAG board but they refused to have voting rights and 
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mainly act as observers while the rest of the members of the board representing various 
interests have voting rights. How do you judge this?  

I think it is a pity. If I remember correctly the Maystadt report recommended giving them a 
full membership, but they refused to take this role, saying as long as it is not a public agency, 
they will not become full members. I think it is a pity because, if I am only an observer, and I 
have no voting rights, in the end my voice is heard less, so I would be very much in favour of 
enhancing the role of users.  

So, private organisations are the European public good, and advise the Commission to take 
them on, while there is this organisation in London, but registered in Delaware, called IASB 
that is more independent creating standards and less accountable to anybody. PIOB possibly 
oversized everything.  

Might be the case, but I really have to reiterate that I do not really have a clue what PIOB 
does.  

 

Ok, we are done with the first part here, we are now at question number 6 which will 
become more increasingly economic questions. There is a purpose in the objectives of financial 
reporting. The first question here is do you think accountings standards are for the decision 
usefulness of a reporting entity? 

I would say there are several stakeholders who might be interested. I would agree that the 
primarily user group are investors, however, I would insist that right after financer, the 
management of a company should be interested in financial accounts, so are the staff of the 
company itself and all other stakeholders being involved while doing business with the 
company. I am wondering whether, also, the general public would be an addresseé, and I am 
hesitating apart from the Tax Ministry.  

 

Do you think people that are risking their own money should be favoured in terms of 
accounting standards?  

By investing their own money, you mean investors? Because there are a lot of people having 
money at stake in the game. People who are working for the company have to rely whether 
they will also get paid next month or next year, so they have financial interest, and so do 
creditors of the company.  

 

As a primary user group, who will you consider? 

Not sure whether I would put investors first, or should add several stakeholders at the same 
level, like creditors like the management of the company, or staff.  

 

Do you think that all have the skills to read accounts?  
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I think if they can’t, it is not their problem, but the problem of the accounts. 

 

Ok, let’s go to the second question from this section. Prudence. I am sure you 
remember the debates at the Parliament where Prudence was taken out of the conceptual 
framework and the pressure parliament put on IASB to put it back. There is a two headed 
question here, if you think it is right that the Parliament put pressure on an independent 
organisation to put Prudence back and once it is back, is it the right thing to do? 

As I said it is not only about investors but also about other stakeholders, therefore I would 
say that Prudence is a reasonable criteria; ok, then, as these standards are used by companies 
throughout the world having effects on real economies, real people, I would say it is 
reasonable to have Prudence included and also to put pressure them, to include it.   

 

Wouldn’t this damage theirs? 

It would. I would not say that it damages, but it complements. 

 

What do you mean by complements?  

At first instance the standard should be given a fair representation for example and be 
reliable, and I shall come later to this, but I think that apart from fair representation, Prudence 
is important for a part of…. from a democratic point of view, but also from an economic point 
of view, as I am risk averse person. 

 

Some people say that Prudence nowadays has a lot of interpretations around it, so 
Prudence can vary from not overstating your assets or liabilities, to be careful with your 
calculations. How do you judge this wording of Prudence? Is it simply a concept that we can 
do without, or it has to be specifically there to remind people?  

I think it will be worth including it just, as you say, as a reminder, a normal business man would 
always act in a prudent manner; but if I look at scandals that happened in the past, I think it 
is appropriate to have this as a reminder included.  

 

Do you think that the lack of Prudence stood at the basis of the financial crisis?  

Yes.  

 

The next question is about the shift from historical cost measurements to fair value 
accounting and the IASB recommendation if financial reporting should be Faithful 
representation of asset values. The question is do you think we should reinstall reliability 
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rather than faithful representation, giving that many asset evaluations are based upon market 
estimates modelling? 

Just to get the question right, the question is about replacing faithful representation by the 
reliable or just to add?  

 

So, there are 2 layers: historical costs versus fair value, and what you said about the 
replacement of reliability with faithful representation. 

Well, I would say, for as far as the modelling is concerned, I would be eager to know the 
answer from the other people. 

 

Some, for instance, said that in certain cases, historical costs accounting can be very 
imprudent, while others say that the fair value model has some estimates but they are more 
realistic than historical costs. And the matter of the interplay, a matter of prudent or 
imprudent, what you decide to be, what type of assets level you have. 

Of course, the modelling is subject to a lot of discretion in general, that accounting should be 
based on principle, and not only on mechanistic rules. I would say people should just turn on 
their brain, and not just follow mechanistic rules when it comes to modelling. I have the 
impression that the discretion might sometimes be abused, therefore inserting reliability 
makes sense to me. In general, I would say that both concepts of historical costs and fair value 
should remain and the one should not replace the other, it should always be a matter of, as 
you said, Prudence and really of whatever is more appropriate.  

 

We are kind of going towards the end of it. Now, because you work for a Green 
member, do you think that non-financial reporting is a good idea? That is the first question. 
And if it is, is it adding to the length and complexity of accounting information or simplifying 
it? 

First of all, I am very much in favour of integrating non-financial information, as long as most 
environmental goods don’t have a price, like the air or water. Therefore, they don’t have 
advice, we need reporting on it, because in fact, they have a price and that should be done by 
non-financial reporting. Of course, it adds to the financial accounts more information; 
whether it adds complexity, I would oppose it. I think normal people might be more able to 
digest this information on climate risks than on derivative risks.  

 

Do you think accountants have the right skills to prepare non-financial reporting?  

That is a very good question and I think that there will be two ways, so, either they would be 
some guidelines people specialised on measuring these risks or financial impact or whatever 
has a support for accountants, and the other way would be to include also risks , non-financial 
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risks, into either the training of non-accountants, as we have seen for example, that some 
ethical scandals, the CFA in a very prominent way, so if the world in changing, why not also 
change training? 

 

We are heading to the last questions. This non-financial reporting is a matter of 
sustainability or how do you judge? Is sustainability of accounting standards, financial 
reporting and non-financial developed for the company or for the capital markets union as 
whole?  

I would say for both of course, an investor or creditor should know also these hidden risks, 
measured with financial values, but also for the company itself, because, like stranded assets 
and other issues which might have financial impact to the company itself in the future, I think 
is good thing for both, inside and outside the company.  

 

Do you think nowadays, accounting is too lengthy and complex? You said that people 
who do not understand accounting is not their problem, but the problem of accounts.  

Yeah. 

 

The why standards developed is because the economy is too complex or just because 
accounting, as a whole, becomes too technical?  

I would say the world itself has not become more complicated, but we invented complicated 
business models and transactions, which I am not sure whether this is part of the real world 
or the virtual world? What we see in accounting is just a duplication. They try to cope with 
digital developments, in particular in the financial sector, where things have become  more 
complicated and therefore they invented accounting rules that reflect this. When we are 
annoyed by very complicated accounting rules, I would say it is just the effect of business that 
has become more complicated, so, we shouldn’t blame the accountancy world but...for 
example, the financial industry for inventing such complicated products that nobody needs, 
and only serve the ones that have invented them and rarely the general public.  

 

Are accounting standards political or technical? Obviously, they are technical, but 
because of the way the decision was made, are they political as well?  

Well, as I said before I think it is also a political question because it has an impact on the real 
world and normal people, therefore, it is not about technicalities.   

 

Because you studied both economics and law are you familiar with hierarchy or law, 
right? 
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I hope so.  

 

There is the organic law at one end and tertiary law at the other end, yeah? In between, 
there are various other hierarchies. In the UK, for instance, you have primary, secondary and 
common law. In the concept of Europe, it is more developed. Where would you place 
accounting standards in the hierarchy of law?  

It is interesting. I studied European law, but I am not a lawyer. Concerning these concepts, I 
would say it is near to the end, which you just said, what was the third one?  

 

We have organic law, the constitution of the country, and in between you have primary 
law, secondary law and common law. On the continent of Europe, I think there are 5.  

I think it is far away from the constitution, so on to the other side.  

 

Ok, they are not that important, actually, in terms of hierarchy of law.  

No, the constitution is first and other laws as well, not at the very end, they have an 
importance but in between.  

 

Ok, fair enough.  
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REG ENG A4 

 
There are about 12 questions. The first ones are on regulating accounting practice 

while the second it’s about financial objectives. The first one is if you would like to describe 
your background and current responsibilities in your position? 

 

We are talking about financial reporting, in that area? Is that correct? 

Yes, yes, we are going to talk about IFRS. 

I have been in standards since 1983 in the Australian Accounting Board and Public Sector 
Accounting Board the international Chair of the International Public Sector Board. I was chair 
of the UK accounting standards board and vice chair of the IASB. That is my background.  

 

So, for the time being I know you are involved with a couple of projects.  

Yes, I am chairman of the Corporate Reporting Dialogue, which is really looking at wider 
corporate reporting, rather than just financial reporting. I am also Chairman of the Financial 
Reporting Advisory Board in the UK Treasury. The UK treasury uses IFRS and I think it needs 
to be a variation because of the public sector they bring it to my board, we decide whether it 
could change so much, or not. 

 

So, you are the best person to interview actually, due to this mix. Envision a scale from 
1 to 10, where 1 is government controlled, while 10 it’s self-regulation, where would you place 
accounting?  

Accounting standards setting?  

Yes. 

I would give about 8.  

 

Why would you say it’s about 8?  

Well, standards are set, if you look at IFRS, they are set by an independent board, we should 
bring it back to a 1.  I’m sorry to bring it to a 10. However, the board has no power to impose 
the standards. Generally, each country decides whether it wants to use a new standard and 
sometimes whoever they want all of them or just some of them. That brings it back to an 8 or 
a 7, I would say.  
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Ok. But, however, in the European Union, if they do not get endorsed and enforced by 
the European Parliament, they cannot act. Will it be different in the EU than Australia for 
instance?  

No, the difference is...no, there is no difference. So, the rest of the world decides whether 
they want to adopt or not. In Australia a new standard is played in Parliament and unless 
nobody objects it just passes, and nobody did object, but there is a possibility of their object 
if they want to object.  

 

Would you consider IASB a standards setter or a regulator? 

Standard Setter.  

 

And, who would be a regulator, then?  

Each of the countries have their own regulators and in the EU you've got regulators from each 
country as well.  

 

OK, we go to question number 3. If you believe that a wide range of stakeholders is 
now involved in the regulation of accounting standards setting?  

If I believe it is?  

Yes, if you believe there is a wide range of stakeholders.  

Yes, I do believe there is, yes.  

 

Is there any balance in between them or are some stakeholders more powerful than 
others?  

Well, we all try to believe unbiased, but some stakeholders like any, go through a political 
process, a lot of people felt strongly about it, and so they can influence more in a particular 
case, but I think the board tries an enormous amount of consultation on average to get 
everybody’s view and then treat them in a balanced way. 

 

If you think at board members would you make any difference in between the role of 
board members in IASB and FASB? 

IASB? That is an interesting question.  I think the boards operate in a very similar manner, but 
the biggest difference is that the IASB governs on an international market and FASB basically 
in the US. 
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However, in the IASB there used to be 4 Americans, now there are only 2. Do you think 
that this will diminish the American way of doing business and the logic of IASB? 

Who wants to change in America, you say? 

 

Yes, for instance there were 4 board members, American board members in the IASB 
and now there are only 2 obviously board members can have their own logic and interest, their 
own agenda. Do you think now the IASB will slightly change? 

Well, I think America certainly stands on difference I think in the hope that the harmonisation 
between the 2 works as well. I think the board needs a bigger balance from an international 
point of view now, as it was, whether that might make a difference or not I’m not sure because 
the American board is still quite strong. 

 

OK, because the Norwalk agreements kind of failed, do you think now it should be more 
competition or would you favour FASB to go at international level? 

Yeah, I don’t think it’s a question of competition. They are different though, strong boards, 
strong opinions, I think if you see 2 boards anyway, they have different opinions. They have 
what we have, the best would be one board for the world, that’s not going to happen, so, the 
truth, so we have what we have and I wouldn’t view it as a competition. 

 

Ok, we are going to the last question from this section, which is, if you believe that the 
accounting regulatory bodies should be directly accountable to the European Parliament or 
national government and incorporate political concerns? 

No, that one is a very strong suggestion. Parliament would not exist with standards, I don’t 
think Parliament should, well, Parliament has a right like everybody else in the consultation 
and to give their opinion, and their opinion should be considered like everybody else’s 
opinion, but I think once you politicise standards, you might not get good standards. 

 

Ok, so you don’t believe accounting standards are political, they are purely technical? 

Of course, they become political. Some people like them and some people don't like them. 
That always happens. I think the senior standards should be labelled. 

 

Ok, how is the agenda done at the IASB? 

How it’s done, you mean at the moment? 

Yes, yes. 



251 
 

Well, there are an enormous number of activities, normal standards coming through all of 
them, almost all at once, financial instruments, revenue recognition, insurance, very big 
standards with very big effects. And so in the last agenda consultation there are always 
consults, very original on what people think they should be doing; in the last consultation 
people wanted a period of calm, so they can absorb these standards that are coming through 
right now and that’s what the board is getting on, they are looking at what to expect, so, I 
think people are much quieter, it’s not a bad idea at the moment. 

 

Ok, when you develop standards, you have like a core group you have in mind for 
reporting entities like usefulness for user groups, or do you develop standards widely? 

Yes, it’s the provider of the capital, the core group that you have in mind, everybody else that 
provides capital in organisations. 

 

So, corporate reporting is not for society at large, but it’s mainly for shareholders and 
investors? 

Well, some are useful for society at large, but that’s not their purpose, if you look at additional 
fragments of Ireland, they say that the financial reporting is directed towards investors and 
providers of capital. 

 

Ok, how would you judge when Prudence was out of the financial conceptual 
framework of IASB and now it’s back. How would you comment on this? 

This is another case of the IASB, an enormous outcry to put Prudence back in. It has been 
brought back in. I personally don’t think that it makes much difference. 

 

Ok, do you believe that Prudence has something to do with public good because 
EFRAG, when they endorsed standards, they have to look at the European public good? 

What does public good have to do with good financial reporting? Good financial reporting 
should basically be unbiased and so, I don’t see Prudence having a huge faith in the public 
good. 

 

Ok, what about the shifts between historical cost measurement in fair value? There is 
an IASB recommendation that financial reporting should be a faithful representation of asset 
values. Do you think that we should reinstall reliability rather than faithful representation? 

I’m sorry, we should what? 

To reinstall reliability. 
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On, reliability. Well, there is reliability. They just changed the word. Back about 10 years ago, 
in America, the word reliable was subject to different interpretations and used in different 
places, so they replaced it with faithfulness. I don’t like it as much, but it means the same 
thing. I don’t think we say reliability is making any difference with either in changing the rules. 

 

But, how would you comment on fair value accounting in the modelling and 
estimation? It can be done under it, is that going to bring stability to markets or affecting 
stability wrong? 

No...I don’t think requiring it is a good thing. I don’t think it will contribute to long term 
stability, but I think it’s clearer that historical costs contribute to stability is entirely wrong. 

 

Ok, now, we shift to a subject, to non-financial reporting, as at least in the EU there is 
a directive making it obligatory, while in other countries like Canada and Australia, they are 
not obligatory. Do you think that non-financial reporting will just make accounting lengthier 
and more complex? 

Well, it potentially will make things lengthier and more complicated. Non-financial reporting 
is not very easy but it’s quite valuable, I think and to me corporate reporting as a whole is 
financial and non-financial. The question is what is a good corporate report? What 
information should it have in it? I think it does need some non-financial information, the trick 
is to get there. 

 

You were saying about the corporate reporting, and non-financial reporting, how they 
interact with one another. 

Yes, I think together they make the total, but it’s very experimental, in non-financial reporting 
and I think we have a long way to go before we get it exactly right, but I think it is important, 
and I think the move by Europe to put it in a directive is the right way to go, providing they 
could get the directive correct, but they are doing an enormous amount of consultations on 
that, too, I think over there, though. 

 

Do you think that a business model, as a framework within which financial reporting 
and non-financial reporting to be structured is a good idea? 

As long as people are really, really clear, and explain what their business model is. The danger 
in using a business model is that sometimes, people can use it as an excuse to hide things, or 
to not present what should be presented. Used well, it can be very strong. 
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Ok, we are heading towards the end of their interview, you are fast in answering, thank 
you for this. In your opinion do you believe that regulation of accounting has delivered high 
quality financial reporting or disclosures have become too detailed and extensive? 

I’ll think I’ll answer yes to both, the first one I think it is high quality financial reporting, but I 
can also see that some reports have disclosures far too large and then people have trouble 
working out what’s important and what’s not important, so there’s room for improvement, 
they are one of the project of the IASB Principles of Disclosures and I hope that they’ll get to 
some conclusions, that will help people to focus on what’s important in disclosing and what’s 
not that important. 

 

Ok, so how about the US cause under US GAAP which is more rigid, how can you 
decide? 

You still can, the argument, and I’m not an expert on US, the argument there is that a lot of it 
had to do with SEC requirements rather that FASB requirements and the SEC have pretty strict 
requirements and if you don’t put in notes on this and that, you are likely to get a letter asking 
you why you haven’t and so people put things in just to say, to avoid complication in getting 
a query later on. 

 

OK, can you comment a bit if there are any differences between IFRS for Europe with 
all those cargoes and IFRS in Australia? 

My understanding is that anyone, I met the one in financial instruments to do with macro… 
and I understand also there are only a few handful of banks, 5 or 6 there who used that cargo, 
so I think the difference is almost non-existing. 

 

Ok, the very last question, in terms of law in the UK, you have the hierarchy of law, 
primary, secondary and common. Where do you place IFRS standards? 

In law? Well, it’s the same as adopted by the Parliament. The interpretation of them and how 
you apply them, it's a big dispute, it would come to common law, well, it depends on which 
country you are in. Each country would have a different way of doing the standards. So, the 
standards themselves are neither sketchy nor common law. You have a country that adopts 
them or the region that adopts them, treats them, makes them a model in common law. 
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REG ENG A5 

 
What got you in your current position and what’s your background? 

Ok, I am by training a barrister, I qualified with my degree from Aberystwyth University, then 
went to London, studied at school of law and became a barrister. I practised it for about 3 
years, then I moved to my first job in a stockbroking firm in the City of London. The stock 
broking firm was a classic, traditional standard stockbroking firm, just mainly selling stocks, 
shares, international shares but also did a lot of derivative trading. My career moved on as a 
lawyer, to UBS, where again I was on the derivative tasks and then moved also into 
compliance. So, I became quite early one of the rare people in the City of London on that day, 
a lawyer that was also a lawyer and compliance officer. I did regulatory law as well as standard 
legal documentation. In a few years I specialised into regulatory law, looking at UK regulations 
from LAUTRO and FIMBRA than SFA and IMRO, then to the FSA, now the FCA, but of course 
over a period of time we moved from provisional regulation of the EU to three bodies EBA, 
EIOPA and ESMA. At the time I finished, I chaired the Hedge Fund Lawyer Associations, I grew 
up the global market conduct policy for Barclays capital, after they’ve been fined 500 million 
by the Bank of New York, and I was recognized to be one of the leading regulatory lawyers in 
the United Kingdom.   

That’s my background, I decided to become a Member of the European Parliament, principally 
because I believe the United Kingdom should leave the EU, and one area of my thinking, the 
analysis of why I came to that, is because in the City of London, which I spent 18 years by this 
time working in, had seen a growth in regulation that has been damaging financial services, 
not only the United Kingdom, but actually  across the EU. It was slowing growth, it was 
increasing costs, it increased costs massively on a practical level and this is something I 
thought, if I go in the European Union, maybe I can explain to civil servants who have to draft 
the legislation to politicians who then have to approve that legislation what the huge amount 
of additional regulations impacted real business, the costs, the time, the delay, and the 
comparative element of competition with other countries. 

 

So, in a way, you are a Trojan horse in the EP, rather than making more regulation 
trying to cut it down? 

Yes, anyway the key point for me was the directive alternative investments fund manages 
directive called AIFM, was introduced slightly before 2010 into the United Kingdom. Of 
course, it had a very direct impact on hedge funds and private equity. But because of my 
broad vision of the market I was able to understand that it also impacted funds, insurance 
companies and some very safe businesses that were not even related to financial services. So, 
I raised the issue with politicians and no one understood it had a bigger ramification and I was 
surprised when I got to the European Parliament and people drafted just didn’t know, they 
thought it was only about hedge funds and private equity, they just couldn’t see that 
insurance and propriety funds and companies that weren’t even regulated at all and that 
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made it very clear to me. Not only was regulation developed by people here, in the Parliament 
and the Commission, but they did not understand that practical impact. So, yes, I was a Trojan 
horse, but there also was somebody that I hoped would be an educator, explain to them why 
the decisions they make look good on paper, but in practice nothing like it happens.  

 

What do you think about such a scenario, where the EU regulates less and it uses the 
services of industry self- regulators? 

Look, there always is this big question about what self-regulation is and what is industry 
regulation. The industry already self-regulates, it always has done it. Let me give you an 
example: when in the United Kingdom we had the derivative trading floor called LIFFE, it was 
a purely floor based trading house for derivatives and it was big, it’s now still in existence but 
everything it’s screen based. When they were on the floor, when people seemed to do trade 
that looked bad or something strange about it, because people are so closely connected on 
LIFFE floor, literally shoulder to shoulder in the ring, the message went out very quickly, 
something was wrong, and immediately the traders, the peek bosses were able to pull that 
person aside. That’s self-regulation and they were able to tell the person you can’t do that, 
but we always had, always had a senior level that you called the industry experts, the heads 
of the LIFFE exchange and the regulators, way back to the Bank of England. Ultimately this 
looked really bad, we can expel you from the industry or close your business down, we could 
do that. So, I’m happy to have that dual system. My problem is that in my life of 18 years of 
seeing regulations of small terms from where we are now is that the balance of understanding 
of why you put rules in, has moved away from the trading to actual people who never had an 
understanding and that distance means that you’ve got to have an element of self-regulation 
back into this process, you need to make the regulators smaller, and you also need more 
regulators.  

Not that’s a lot to say, you need competition between regulators, again let me give you an 
example from my experience in my early days as a lawyer and compliance officer. My firm 
was a small stock broking firm, it had people that were private clients and some small 
businesses, and we did shares, derivatives, we didn’t do much bonds, with our regulators, two 
regulators, we had IMRO and SFO. IMRO and SFO, the Securities and Future Organization. 
There was a crossover between them on the work they did so you could choose whether some 
of your business is regulated by IMRO or by the SFO, because they do the same thing. If I 
called up the SFO and said: Look, I have a problem on my desk or in this particular room, can 
you explain what you mean? We had a very good conversation. SFO people were ex-Bank of 
England, and they are always willing to talk about how we solve problems. IMRO on the other 
hand – never, they were headed by an Australian lawyer called Phillipe Fork, his view was: 
You don’t talk to the client, the regulated firms, you don’t help them, you just investigate 
them, and fine them, coz it looks good. Everybody hates IMRO, and their investigation and 
their visits, and you could never get helped to try to understand the problem, so what you 
got by competition is you developed different philosophies in regulators, in this case, one 
helped, one believed in attacking and fining. The consequence was every time I had an issue 
with the SFO, you found a solution, you knew you going to do it within the rules, no one was 



256 
 

breaking any law, and people talked to the regulator more, and more important point, the 
regulator knew what the issue raised on their points, much more easily. And therefore, when 
they were looking at the rules to review and to improve them, they had much more internal 
information, but IMRO couldn’t so it kept on sending out surveys, but lots of firms did not 
reply, so who had the best regulatory environment, SFO or IMRO? And that’s why when you 
have one senior regulator like ESMA or the EBA or EIOPA and you remove the regulators at 
your national state or lower, in order exchanged, you lose all of that competition, new fairies, 
new ideas, and that is why you going to get, eventually another crash in the regulatory terms, 
coz everybody is complying with one rules and no one understands what the market is doing.  

 

In terms of accounting as an industry, on a scale from 1 to 10, where 1 is governmental 
regulation while 10 is pure self-regulation do you think is regulated or self-regulation?  

I think it is probably closest to the middle, I would say it is not government regulation and is 
not complete self-regulation. So, I would say it is closer to self-regulation, which I think in your 
scale is about 4. Why do I say that? There are international rules that the UK government 
introduces into legislation, of course EU as well. But more importantly you have the 
international accounting standard boards who set the technical. And they think through into 
the accounting accountancy organisations. So, you have the national organisations for 
accountants and a lot of accountants have looked at those roles. 

 

Two years ago, there was a regulation that financed EFRAG with 50% of their needed 
funds and IASB with 17% and PIOB with 200 000 euros. Do you think that EP by financing those 
organisations is making them less independent? 

Yes. The European Parliament does not give money without people feeling that they have to 
do what that organization gives. So, if the EP gives the organization money to help funded, 
pay staff, keep its body going, they are people employed by that organization who want to do 
exactly what the EP says, because they are the ones giving the money.  

 

Because 17 % comes from the EP, and some more money from Member States, and 
about half of the money from BIG 4, how do you do a balance in between? 

I think what you have to do, an organisation like that cannot just be funded predominantly by 
the EP. With the EP going to fund anything it has to be a minority. What do I mean by minority? 
I actually mean when you are less than 20%. Of course, in banking in share terms 10% is a 
minority in some cases, 20% gives you an influence. EP can never be above 50%. 30% is 
actually a physiological figure in business terms. It has to be less than that. The national 
organisations should go towards 50%, so the national and the EP must never be more than 
50% the rest has to be funded by industry itself.  
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For the time being IASB board members and trustees are employed by the organisation 
and this is how IASB says “I am independent” because I am paying my employee money coming 
from the EP… (got stopped by the interviewee could not continue my question) 

No. Let me give you an example of why. In the world of banking the regulators are often 
checking whether there is influence on the board of directors and we as board of directors, 
and I have been a director in a number of firms have to sign forms that say that we are 
influenced by outside investors and outside interest. We call them outside interest forms and 
the reason for that is the government and regulators recognize that if I receive through my 
company or individually from an outside source, I could potentially be influenced by that. 
They are not saying I am influenced, they are not saying I cannot make independent decisions, 
they are saying it is likely you can be influenced by the person who provides the money. If the 
IASB is funded by the EU, the board members who are in control of that money have what 
other control? You already said it. They employ people from different originations. So, first of 
all they are influenced by the money behind them, EP, are they truly independent or could 
be? The likely is that nobody bites the hand that feeds them and the EP is feeding them. 
Secondly, the person employed here knows his boss only gets the money from one source, 
and I know you said you said they were 3, so decisions have always been influenced as he 
might be fired or lose his job if it makes a decision that a single founder from the majority 
shareholder does not like. 

 

So, you think the model of EFRAG where the board members are not paid, so they can 
still be paid by the originating organisation, be it Big 4, former regulators, whoever else, is a 
better model? 

I think it is a better model. You phrase a crucial element there, about being on the boards. 
Past regulators should never be part of the board of international organisations like that. If 
past regulations are effective civil servants and civil servants think the same way as the EP 
and the funders. If you're gonna get the rules right, I accept that you may well have to have 
one or two, by all means a good board must never be dominated by past regulators. So, you 
must have primarily industry players on it.   

 

So, a past MEP with a couple of mandates behind him is not good at the top of EFRAG?  

I do not know the man, I do not know his politics and that is a very case example for me. What 
do you know about him? I know he was a politician for ten years, like two mandates. What 
does he know about industry? Was he an accountant, has he ever compiled and worked? 
Does he understand what it is like to be doing the proper documentation maybe that? No.  

What does he know? He knows how the Parliament works and how the system works to get 
the rules through. So, he knows how to get the system to work. He is not a civil servant who 
creates the rules, and he is a regulator that has to negotiate on the principles. Could be an 
individual that could be on the board? Absolutely.  
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You may want to have one person who understands the process, how it works in the 
Parliament. You may want to have a regulator to say, you MEP that is what you did, you know 
how it is done in practice, because you need the practice. You need a regulator to say look, 
how difficult is it actually to draft it? So, you might need a role for all of them. My view is that 
generally I don’t think chairman or senior people of an organization like that this should be 
political or members of previously regulators bodies.  

I always think that either somebody who’s been in business, a senior business person, who 
ultimately has to deal with the rules and can get practical advice of how it works, or should 
be one of the accountancy firms that have to implement it. My reasoning is that people I know 
would say you are part of a big industry and support their own. No. Because I have been 
working in the industry for 18 years. These people do not wake in the morning. I am going to 
create a rule to steal from grandmasters or oil babies, they just need to implement the rules 
and they know who is done and most of them are trying to be fair. Most of them are trying to 
be fair. If only politicians can regulate industry practitioners just do the job and try to do it 
well, if they understood that, we would not have these biases against these people.  

 

You mention some stakeholders, like the EP and private companies. Can you expand 
on this: accounting regulation should be involved more with stakeholders than with the 
regulators and why? 

I think that they should be separate organisations. The regulators have totally different jobs 
to those who create industry rules. Regulators are part of effectively government 
management of business. Government makes a policy decision. We do not want more than 
four big players, we want to have 20 players so let’s introduce rules to improve competition. 
We do not believe that accountancy firms would be able to have consultancies plus audit 
together, for example. So that is their prerogative. The regulators have to put that policy into 
a set of rules that everybody follows.  

Accountancy standards and how those rules have come down by the government through 
regulators have to be created and applied in practice, international or national.  

 

Would you make a distinction that the EP is a regulator, while IASB is a standard setter?  

That is right. But there is a slightly different thing about. I ask standard setters because at the 
end of the day they got to set the standards to say that every firm wants to have this set of 
standards or otherwise they cannot do the job, and of course must have powers to be able to 
say to firms to bridge the standards, or you may expel these standards and it is like the self-
regulatory of everybody that deals with it on the day to day basis.  

 

How do you connect the regulator and the standards setter?  
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How I would connect the two together is through an oversight board in terms of regulation, 
because both the standards and the regulator have to be listed to policy from the 
government. So, I am governmental minister, we have one in the UK, my responsibility to 
financial services sectors we have run in the UK, I came to the conclusion that we may change 
the law and I am gonna apply the legislation and we must take the regulators slightly different 
in the world of accountability may be slight differ, IASB is an international standards board 
and regulators are national level the almost the same. Remember standards boards almost 
highlight regulators and this is a slight difference. So, you have national regulators, I think that 
should just be working groups between them, that work together, keep in separately for the 
working groups but the communication between them is regulated.  

 

So, what do you think about this wider influence of stakeholders, who is accounting 
for? It is for society, investors, governments? What do you think as a primarily user group? 

I know fairly well that in my work as a lawyer we have to deal with accounting from the audit 
side and the resource crossover and the fundamental thing that was due in conversations 
with you is about let’s look at your accounts and make sure your audit is correct. So that you 
as a firm have done things properly. So, for them that primarily interest is ensuring that the 
firm complies with the accountancy standards in the world. So, that is their general view. You 
are my audit firm, I am the client. Your main role is to make sure that sales and decisions I 
made fall with the rules. So, you are not looking at investors, you are not looking at clients, 
you are not looking at regulators, you are just making sure that firm is not breaking the law. 
That is the firm role. Quite frankly this is what auditors should do. The other side of it, is and 
it is very difficult and let me just try to explain this is hard. Auditors also have clever people 
who understand the businesses are managed, understand buying and selling of sharers and 
establishment of companies, so when they are looking through your accounts somebody can 
look and say: ‘Hang on, you are spending so much money here under the new rules?’ 
Standards or rules or law your company should be there, it should be there and you should 
be having this in place. Technically that is the role of advisory. You see, the consultancy side 
has now been separated. So, the auditors generally should have the ability. I spotted 
something I can either tell my consultancy firms that came up the ladder, for the lawyer to 
tell them.  

Should governmental concerns be more integrated into accounting regulation? 

No. This is an absolute disaster. It’s it… and I watched nearly for the last ten years, possibly 
slightly longer. It is where government policy or policies of think tanks have been moving into 
the world of business framework where they say, we are going to have no diversity or we are 
going to have more green issues in our business. It is not the role of the auditors to tell the 
businesses that they have not been green enough, or they have not been diverse enough. 
What is happening is the government is beginning to change legislation and standards to 
include these as considerations to get into consideration for the audit. They are trying to make 
auditors a kind of aaa... beyond just assessing the numbers of the law, they are trying to make 
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them become more of the policeman of the business, rather than a necessity of the business. 
You see the distinction here?  

 

So, basically accounting is for the needs of the firms? 

Yes.  

 

More like managers, shareholders or potential investors?  

No. They must first and foremost have in their mind whether the firm is doing things correctly, 
now within that limit, basically it is what I would say there are exceptions that…. The firms 
they know have to work because of corporate law, in the interest of the shareholders. So, if 
an auditor discovers a fraud, a fiction, money laundering that is contrary to national law, or 
international law, or its fraud or breach investors and know that the consensus, when they 
come across something like that, they should have a duty to report that. Question is where? 
Ultimately, they must make an assessment whether the company is its CEO, board directors 
are complicit in the fraud, and if they do, they cannot possibly go back to chairman, chief 
executive, so over the rules of the moment, making ....should be able to say if it is money 
laundering authorities, which can deal, it is a fraud go to the police. They should have 
exceptions for that.  

 

In terms of concerns, managers mind companies as much as possible, while 
shareholders want to see money as soon as they can? 

I do not necessarily agree with that. I am a shareholder, I have been a shareholder in 
companies. As a shareholder I make an assessment that fundamentally I do not want to lose 
my investment, put 100 000 pounds in your company. I would not want to lose that money. I 
would like to get a return. Now, if I investment in your business and that is I am making glasses 
for beer at the European parliament and I got a contract that enable me to supply 50 000 
glasses for the year for the next 10 years, on the basis for reading prospectus manifesto, I can 
say my 100 000, I am going to get gradually over a period of time. That gives me security in 
choosing my investment over a period of time. But if you are a company that says you take 
my money and I can give you 100 000 in like 1 month, of course, I would like that money back 
in 1 month. No sensible investors would like that and say, there is something doggy. What I 
am trying to say, we do not always look at instant returns, some do, short, medium and long, 
make choices.  

 

So primarily users of accounts, are not investors, shareholders, managers, but the 
company itself as a separate entity?  

Is the company itself. This is why I move on. So, you asked the first question, what should be 
the primary interest of the auditors? I should be about making sure company accounts are 
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accurate. and therefore, that is for the company. Is it accurate how much they receive, it is 
accurate how much money is spent on X, Y, and Z? That is for the company. But in big 
companies and small companies there is also have to be aware that when they are doing that 
properly, there is a secondary group of people and institutions that rely on those accounts. 
Mainly investors. So, they have the duty of care. Their primarily duty is the company, to make 
sure it does not do anything unlawful and provide accurate statements of their business. 
Secondary, I would say duty, but secondary recognition, that those counts are going to be 
followed by many other people.  

 

Is society at large one of the beneficiaries? 

That I would agree. Society at large benefits from proper accounts. Let me put it in this way. 
Indirectly, that waitress who just serves us drinks, does not give two hoops about the account 
of this Parliament or the company that supplies the alcohol, and drinks, the profit for the 
coffee cup. She does not care because she benefits from proper accounts of those 
companies....of course she does. Why? Because she may have a pension. She may put 50 euro 
a month in a company for the future when she retires. So, it is the pension investors and he 
is looking at the coffee company or the beef company and relying on those accounts in order 
to say they are a stable company. I am going to take that women’s pension money and 
everybody else's pension money and invest them. So of course, society as a whole benefits 
from having a proper accountancy system, legislation and rules and of course accountancy 
firms that do their job properly or frauds, and not bandits, by the wins of politics or by people 
who may want to try to make them change their mind.  

 

To what extent they are using accounts?   

Ordinary people do not use the accounts. It is professionals that use them. Ordinary people 
are impacted by these professionals in banks or loans, pensions from investment, shares for 
the share markets, etc.  

 

What do you think about non-financial information? 

It's a bit complex. Take it again. I go down to a point that we raised earlier. What exactly are 
we looking at in terms of non-financial information? Is it that the chief executive is having an 
affair with the secretary and we discover that while doing the audit report? Is this the sort of 
non- financial information we should be aware of? Is it something where there might be fraud 
or something else? That is connected with financials.  

 

Specifically, what do you think about carbon reporting, or CRS? 

This I think is where we get it very wrong in society. This is a danger to society that is using 
legislation to try and change people’s minds. Through legislation enforcement into areas 
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where the social thought process is making a change on people, we are trying to influence 
peoples’ brains and decisions at a top down level and I do not agree with it. I just think that 
ultimately if a government wasn’t to make its case about climate change about a particular 
issue on diversity for example, they should make their case and they should make former 
legislation, but when you start to mention it should be mentioned into accounts, you know, 
how much? the carbon you are using, no. It is too granularly.   

 

About a self-regulator, does it? 

If they do, I will still disagree, but that goes more to a political thought process. The self-
regulator would not do it, if they do not feel pressure from the government to do it.  

 

Think about the particular case of a factory. Do you think there should be a particularly 
business model to address financial and non-financial needs of that company as you said 
accounts are for society at large?  

What should be done is if people say that factories are running mainly on oil, or diesel or coal, 
legislation should be created to say that we do not want coal, we do not want oil, so they 
have to make a choice about what they do. But it should not be a decision that should be put 
on the accounts, so that investors and users using 10 000 carbon whatever and therefore 
somebody face a rule, if you got 10 000 your fund managers can no longer invest in our 
business. That should be useful. Government has the power to make influential changes to 
policies that will force that equally. That is what is happening now. Do you have to go to every 
aspect of every part of our lives? I don’t think we should.  

 

So, as a MEP and regulator you think you should not get involved with the IASB and 
FASB world? 

No, I don’t think I should, no. 

 

What do you think,  what IASB’s role actually is? 

It should be there to create an international set of rules and conduct for all important and 
less important firms to follow so you have set a set of standards that can be recognized by 
investors across the globe, when looking at those accounts.  

 

Do they have to inform you as a MEP what they are doing? 

I don’t think so, so I think what we should be doing, there should be a requirement for them 
to inform me, but I think what we could do is ask them to come and explain themselves about 
the impact on our knowledge of understanding on what they do. This should be education, 
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rather than enforcement. That is a very important difference. I, as a MEP, should respect and 
accept that there are professionals in this world who have to do a job. What is the level of 
communication about myself as a creator, or rather an approver over rules, coming down 
from Commission, is helpful for us to understand their issues. So, I don’t think it should be a 
matter of enforcement, it should be a matter of in a way polite engagement. But of course, it 
is not going to happen that way, because we went beyond the stage. It is polite engagement, 
everybody is expected to give ten minutes or thirty minutes. It is expected of you to do that.  

 

What do you think about a competition between IASB and FASB, knowing that this is 
a hidden competition between EU and US?   

Yes, of course because, as I said, competition in between regulators is important, because it 
is competition in the ideas of what people would do. We already mentioned it. In the EU, they 
want regulators to inform everybody on the auditor's what the green energy costs now, and 
whatever. In the US, they are like need, no, don’t need to. In Europe, adding cost to the 
businesses is making a product more expensive. In America they are saying all we need to do 
is to make sure it is not cheating. They are giving regulation a more effective model. In Europe 
we no longer have that choice. If businesses set down and said I can now have the choice 
about that regulator and that regulator then when regulators start to compete with each 
other, the government will start to raise standards by saying you can have certain standards 
to agree with. The alternative is very simple, really simple. Go and have two regulatory just 
have one globally. Have one Parliament globally, one regulator globally, ok? and don’t have 
any difference. There is a huge fear in politics and that is driving the chance across the world 
because the 40 years and a place like the EU, says we got the answer to everything so is our 
way or no way. And people are saying, hang on a minute, when you come down to regulation 
like in accountancy or banking or law, the people are saying you are wrong no, you gotta do 
it my way, and they you got another regulator who says, look I listen to what you’ve said and 
you might have a point.  

 

This global regulator should be created via harmonisation of the two or competition 
who and whoever wins take everything?   

My personal view would be that there should be not only two regulators. But more. Let me 
give you an example. If China is doing a regulation, let them choose what is appropriate for 
that country. Of course, we as investors, and managers or banks, have to employ people who 
understand their rules, the US rules, the European rules, but let companies choose where 
they want to go. Why is it ok that you and I go down to the high street and say you know what 
I like that suit, I am gonna choose that suit. We are choosing from two different companies. 
Or I am gonna go home and I am choosing that flight to America and you are going to choose 
a different flight to America. You chose it because you got a cheaper price. I chose it because 
I like to go to the front of the queue and I don’t need to wait to get on the flight. As 
competition, they are going in the same way. Why is it that we are having international 
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regulators that have slightly different views on some core areas? Competition improves 
enabling regulation, completion can improve regulation.  

 

Are you ok with technical questions on Prudence and fair value accounting? 

I cannot remember the rule anymore on that. It is gonna be a bit difficult for me.  

 

Ok, we skip it. Do you think that accounting standards are too detailed and complex? 

I think they become that way, but so is most regulation. When I started as a regulatory lawyer 
and compliance officer, 18 years ago, I explained to you that the small firm that we had, 
LAUTRO, FIMRA? and the Bank of England and then we moved one. This was a time when I 
had on my desk an IMRA rule book and a much bigger Bank of England book. As a junior lawyer 
I virtually memorised all the rules and when somebody asked me, Steven, can I do trading like 
this, I remember once when the biggest client wanted banana futures on the South African 
exchange, so I could not remember the rule, but I knew quickly where to do. So, I was able to 
open the rule book quickly and I was able to give an answer. When I got to the trading floor, 
I said I didn't have an answer for them, because it was not there and of course it was not 
there. The Chief stood up and said: ‘This is our compliance office, this is our lawyer, and he 
does not know the answer for the biggest client who wants to buy banana futures on the 
South Africa Exchange? What do we think of that?’ And they all stood up and throw bananas 
at me, because it was a joke. There was no bananas future at that time in South Africa, but at 
least I was honest to them, I did not know from research. But I know the rules. When IMRO’s 
rules got more complex, but I still knew where to go very quickly. Now we have the FCA and 
ESMA, and others, and I can tell you that most lawyers in the City of London now there is no 
lawyer in London that knows all the rules on the financial regulation.  

 

Do you believe there is a connection between quantity and quality?  

Absolutely. What you’ve got is quantity rules that now have complexity and ramifications and 
that is why, or one for three reasons why we had the financial crises. The world becomes too 
complicated and is because the legislators and the regulators are trying to be too smart by 
heart. It is a phrase in England. They think if they keep creating more rules and more 
regulations, they will stop anything from happening. In fact, what they are doing is the 
opposite: they are creating the ground for a future crisis.  

 

There are some claims, maybe true, maybe not, because Prudence was deleted as an 
accounting standard from the IASB Conceptual framework, companies become imprudent and 
that is why financial crises started. Comments?  

I think Prudence was an important part. I agree with that. It is good work, it is whether the 
decision-making process was right or wrong. The main financial crises that I reviewed are 
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slightly more complex. It began politically, whether Tony Blair, and way back to Clinton, were 
saying that the dot com boom is going to crucify western economies. So, under the 
requirement of Goldman Sachs and Mary Lynch and Stanley went to the SEC and the FED and 
demanded a readmission on banking capital so they can lend more. So, everybody thought 
they could get a house. So, there was a political responsibility with the leaders at that time.  

 

Should public good be introduced in the accounting standards? There is a definition by 
the Commission.  

No. Anything that is to refer to public good is not definable.  

 

Even though accounting has to be large? 

No, it does not need to be for society at large. The primary goal of accounting is that accounts 
are correct and business is not doing wrong. A secondary aspect is that it impacts society and 
improves with proper accounts. With the phrase public good is too wily. What does it mean? 
You can pray a definition for it, but is one of these things, I think in my phrase is a student sits 
there in bed, thinking about its dissertation before its final year and says I think that is the 
public good, while somebody else in the room next door, says I do not think that is in the 
public good. You see, it is wide. Is it a great day tomorrow? Do you have a great day today, 
and I ask someone else, was it a great day and you do not have to define that as a great day?  

You see, it is a person's determination. is not a phrase that could be defined properly, even 
though the European Parliament and others tried to define what is public good. It becomes 
political. Such a phrase becomes either left or right and is definitive to somebody else as no 
longer is about numbers and figures and whether somebody is doing that lawfully.  

 

Do you believe that accounting is Neutral and technical or socially constructed? 

I think it can be socially construed, but it is fundamentally technical and factual. We have to 
rely on the facts and we have to be notion less about it, we have to say the company is not 
producing enough income to sustain itself, we have to say that division is something wrong 
there. They should be earning more so let’s look into that, there could be around going on in 
there. It should be about completely making sure that we have the knowledge of what is 
happening in that business.  

 

Do you favour some more strict mentioning of everything including the future of 
banana trading, some sets of standards that allows judgement? 

I think this is where you have a combination of both. So, it is very practical and easy to 
understand. When you are measuring the price of a stock you should be able to say that that 
price of that stock should be measured at the start of trading or the end of trading on a 
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particular day. That is factually. And I think you got some judgement in there with no easy 
answer because I know sometimes there is a lot judgmental in fair trading aspects. Are you 
gonna get the income now, it is reliable on the document here that says you gonna be paid in 
4 weeks time 10 million pounds can I rely on that? If it is got to judgmental, for which you 
would 10 million ...business worked on that when doing accounting.  

 

Is accounting having as an objective stability or growth? 

I would say stability.  

 

One last question and you are the best person to ask, as you are a former regulatory 
lawyer and MEP. IFRS standards, in terms of hierarchy of law, where will they sit? 

Oou. As a hierarchy of law? Wow! legislation is primarily and always has to be the case but in 
terms of accountancy rules, IFRS standards... you have different legislations across the globe 
in different countries doing different things, so you have the two bodies with their standards... 
My gut reaction would be that legislation always matters more because legislation is a 
consequence of democracy, the votes of the people matter more than anything else. 
Standards should fit underneath that.  

So, secondary law? 

I think it is secondary, because at the end of the day, they have to be derived from primarily 
legislation and ultimately can stand to this. I made a choice today, but I believe there should 
be less interference, more competition, no aspect saying looking at green energy and if the 
legislation because the people said so, that is what matters most and the standards have to 
follow what the democracy argues. I can argue against it or I can suggest it differently and do 
interviews like this and say I believe there should be this way, but ultimately democracy 
should carry the day.  

Is democracy hindering capitalism? 

By looking at the European Union, democracy is hindering capitalism. (laughing). I leave you 
on that.  
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REG ENG A6 

 
Thank you very much for this interview. There are about eleven questions, more or less, 

a semi- structured interview. The first part is on regulation and the second part on the 
objective of financial reporting. The objective of my thesis is to discover more the use of IFRS 
as, how do you say this, the need to change. Would you like to describe your background 
experience and responsibilities in your current position? 

Ok, thank you very much for providing me with this opportunity. So, my background is in 
finance, I am a chartered accountant. I did IFRS a number of years, almost my entire 
experience. I am with currently with ESMA so with on the regulatory side and I am here for 
already 8 years and for the whole period I was dealing with accounting methods on two sides, 
one is contributing to the single rule book by providing the contributing to the European 
Commission on the IFRS to be endorsed, and on the other side on the supervisory 
convergence work and how in practice IFRS enforces across the European Union.  

 

All right. So, you are pretty knowledgeable in accounting standards.  

Yes. Before that I was on the audit and also on the preparation side, so I did prepare IFRS 
financial statements, I have all the angles now.  

Is it for the Big 4 or for another company?  

For the Big 4, yes. 

 

Ok, that was pretty easy, now we go to a harder question. In your opinion, accounting 
practice is self-regulated or it is more subject to governmental control and here we have a 
scale from 1 up to 10, where 1 is under the strict governmental control while 10 is a libertarian 
view of being totally self-regulated. 

I have to distinguish between two things, again, because I think there is the side of the 
preparation and the introduction of new standards in Europe, and that is a job which is not 
done by ESMA and it’s done by EFRAG, where it comes  in such a way that stakeholders have 
a lot to say and there we are not my organisation is involved, but doesn’t have a necessarily 
a very significant position. But that is for new standards which are to be endorsed by the 
Commission, to become European law.  

Now, if we talk about the other side, which is the effective enforcement that is now for 
almost, what, 14 years since 2004, since the application of the transparency directive, that 
job is done by regulators which are independent in all 28 countries. In some countries, let’s 
say that it was a bit of help from the BIG 4 to set up this function, but I think now it is an 
independent function. So, I cannot say, in this question on self-regulated is a bit, you need to 
take the dimension separately. Now, it is coming into force. I think that it is pretty much. I 
cannot say that it is self-regulated but there are self-regulators in, including those like the 
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companies, auditors, which is quite a strong word to say if you look on the other side, what 
happens in real terms after the regulation is there, that is quite an independent function.  

 

So, you say, if you make a mix of everything. 

I can’t. I can’t make a mix. I need to distinguished between the two, because that is the 
architecture, we talk about self-regulation, I think well, is it the part which is the works of that 
something become the piece of regulation, that is one part, and then how afterwards the 
application of regulation happens in practice, that is a completely different part. I think 
combining these two, like putting just a… you know, an average of the notes, I don’t think it 
will be not for me because I am representing regulators.  

 

OK, would you say more work is done by governmental associations like you are, or it 
is the main job that's done by other people, like IASB and FASB?  

No, but that is what I am saying to you. You need to distinguish between the function of 
standard setting and the function of enforcement. The IASB in the end, they have a function 
of.. they are the standard setter. They propose something. What they are proposing and it is 
normal to open the debate to everybody because you need to have input from everybody. 
Then you have the European Structure you have EFRAG which is providing the advice to the 
Commission, because the Commission decided to delegate that function to a private body 
and in EFRAG there was, during the nation review, there was a discussion on what shall be 
the structure and how shall EFRAG have a better governance to be more independent 
because it is the only piece of regulation where you have actually other people sitting on the 
table and deciding on the endorsement, on the advice on endorsement because the 
Commission is the one who is responsible and a lot of difference from the private 
stakeholders, and where we deliberately, we, the 3 authorities- ESMA, EIOPA and also ECB 
we cannot fit and vote on the table together with a private body because it is cannot happen 
this way. But that was a political decision taken by the Commission, so it is what it is. It has 
nothing to do with primary standards and just a matter for Europe to see how they organise 
the endorsements of standards. Then the purely enforcement of what happens and what we 
are doing, that is something which I think going well and it is in place, which can be better 
done but we achieved quite a lot and I think it was very well done.  

 

Ok, that makes sense. It is a very elaborate answer. Thank you very much for this one. 
Question number 3. In accounting and financial reporting, do you think there is a wider range 
of stakeholders involved and you already mentioned some, or it is more like the preparers you 
mentioned BIG 4 they have an influence, you mentioned EFRAG has an influence, ESMA has 
an influence. How do you see the stakeholder involvement in the accounting practice?  

But, can I ask you something?  What do you mean in the regulation of accounting practice? 
What do you mean by that? You talk about the standard setting part?  
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Yes, yes. Some people would see, for instance, the EU as a regulator, and all the self-
regulators as regulators, just to make a bit of a distinction, but you are free to see them as 
you wish.  

Sorry, can you explain to me again because I am not sure I got the question? 

 

So, in the academic literature some see the political bodies like the European 
Parliament as a regulator and IASB for instance as a standard setter, but you may see them, 
well, differently than this one.  

I see them very different because for me the Parliament cannot have a regulatory role and if 
it ultimately decides, based on what is coming as regulation, but I think is a completely 
different role the Parliament, with one of stakeholders, and the same with the Commission, 
it is different. The other stakeholders like preparers, auditors, users, because in EFRAG you 
have that kind of representation, I think they have to provide input and, in theory this is 
supposed to enrich the discussion by bringing different views to different angles, which I think 
is not that thing.  

On the other hand, I think EFRAG is only replicating what the IASB also has, because they also 
have this kind of advisory group composed of plenty of stakeholders. Now, to be clear, as long 
as the decision was taken to externalise the standard setting and rely on the IASB the way the 
IASB is doing, I think it is fully transparent and the decision which has been taken lately and I 
am talking now, in the last 5 years, when the role of the BIG 4 standard I think they were ok, 
the decision was taken based on the certain information on environment, so you need to take 
into account that representation of international stakeholders. On the same side now, EFRAG 
when it chose standards issued by the IASB being exposed a draft, later for endorsement 
when the final issue standard was issued, I think you have again kind of a similar discussion 
perhaps because finally some interpretation and somewhat necessary because you cannot go 
later on to the Commission and Parliament without a process of endorsement, so you need 
that piece as well. I don’t know if this answers your question? 

 

What are you trying to tell me is that industry self-regulators like the IASB and EFRAG, 
their board is made of all kinds of stakeholders and they do have an influence in the way 
accounting standards are being set? 

No, I think there is a...I think in any nation, standards alter. In Europe you need to have input 
from stakeholders. Now, the way the IASB works they have a board which is composed of 
independent members who are employees of IASB, so they are not representing any 
particular stakeholders. Now, their background, they might have worked for an audit 
company, they may be from the academic world, they may be the current chair, that is their 
background, but they are completely independent. So, to me the IASB model is fair and 
transparent. They take input because they need to consult and they have an advisory group 
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the same as we, in ESMA have, we have an advisory group, we are meeting with stakeholders 
to listen to what they want to say, it does not mean that actually by regulation we are obliged 
to have that because we need to listed to the market. This is the IASB. Now, in EFRAG what is 
different and which I think is more complicated and somehow a bit unfair for us to accept, is 
that the EFRAG board is composed of people who are employees of BIG 4, preparers, users 
associations and I think there is an academic as well. Now, that means in the EFRAG board, in 
terms of decisions you have a voting mechanism in which basically you empower some private 
stakeholders to vote on the endorsement advice. That is why ESMA, EBA, EIOPA and ECB, 3-
4 years ago when it was it... and there was the Maystadt reform we were supposed to be part 
of the same body mechanism when our chairs wrote at that at the same time to Mr. Maystadt 
to explain that we as authorities, we cannot sit at the table and vote with the private 
stakeholders because this is not how we can do work. There was a decision, what did they 
say? Despite that in EFRAG there is a board composed of people who are not independent, 
they represent some organisation association, private stakeholders, you can argue what 
EFRAG board is sending to the Commission is only advice, because the Commission is 
ultimately responsible for the endorsement. So… 

 

Ok, you kind of got into the 4th question, and if you can comment more about the role 
of IASB and EFRAG, I understood, if you want to add something more on EFRAG that is fine, 
but I am more into the role of IASB and PIOB, if you want to comment on them? 

It is only about the IASB? 

 

Yes, I guess not much about FASB, if you want to say about FASB, it’s fine, otherwise.... 

Ok, so now it’s only about the IASB.  Ok, somehow what I say what is the role of IASB because 
they, well, they have the role of creating the standards and I think that is clear. Now, shall I 
go to the follow up question? 

 

No, that is for later on. If you continue more on IASB. 

Yes. 

So, you told me there is a huge difference in between them and EFRAG because in 
EFRAG people are like the board members are employees in other associations and are not 
extremely independent, possibly in a conflict of interest, while at IASB they are their own 
employees and even regardless the background, they have to stay independent.  

Yes. 

 

OK. So, who do you trust more? 



271 
 

Yes, that creates a big difference actually. You know, you have an employment contract and 
you have to fulfil your duty according to your contract, so that is why I think that IASB is doing 
it in a transparent and fair way, I think.  

 

We go to the follow up question. At international level they try to harmonise between 
IFRS and US GAAP, issued by FASB. The Norwalk agreement kind of blocked the harmonisation; 
do you think there should be more competition in between IASB and FASB to fight for markets, 
the way private companies do?  

I think the issue of competition doesn’t exist anymore because IFRS is… was basically adopted 
in most of the countries so, and I do not think in the US are exploring the idea to export the 
US standard anywhere. I don’t know if it is difficult to predict the political situation, or 
whether the US will change their strategy, but I do not think so. It is keeping their US standards 
for their market, so I do not think of it as a competition. I think on the contrary it is a pity that 
the US ran away from the agreement and that they took a bit of a different direction and 
didn’t ...to adopt IFRSs, however the side effects are that we have some major standards like 
IFRS 9 which is not convergent with US ones.  I think there are lots of others which are quite 
similar or even what to work like IFRS 15, and I think it is rather important that the IASB is 
working with FASB to make sure that we do not depart in those areas where we have already 
converged.  

 

The European companies in the US can use either US GAAP or IFRS. Do you look at that 
market, as ESMA, or just, is it out of your reach? 

The companies from Europe in the US are using IFRSs, they are not using US GAAP.  

 

Yes, they have an option in the US, either, or. Do you ever look at that market? 

They do not have any options. They are using the same standards like they are using here. Yes 
we do, there are about 200 companies and I am not sure there are maybe one or two using 
US GAAP, I am not sure but I know that we have a population of 200 issuers, European issuers 
using IFRS which are listed in the US.  

 

Ok, now we go to question number 5. We are getting back to European Regulation. 
There has been a debate in the House of Parliament, and I am pretty sure you are very 
knowledgeable about it. If those private regulators should be more accountable to Parliament, 
like directly accountable to the European Parliament or to the national government. How 
would this affect their independence? 

Now, who are you referring to as a private regulator? Regulator is ESMA, but I do not know 
who else you are including in that category. 
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In the academic literature for instance, IASB is referenced as a private regulator.   

This is probably a forced terminology because as I said there, they are standard setters, but 
not... I haven’t followed the debate in the Parliament. Shall they be accountable, or we are 
accountable? I know because my chairman has a hearing with the Parliament. I don’t know, 
it is an interesting question. Being an international body, I think in a way you have to be 
accountable to all parliaments across the world. Their standards are adopted. I do not know 
how to answer this question.  

 

I will give you a specific example. IFRS 9 affects especially some French business and 
French MEPs, they said, because the European Parliament votes on financing IFRS Foundation 
and IASB, they should be more accountable to the European Parliament in a way that they 
need to listen more to politicians. What is your view on this one? 

Now that you mentioned the nationality, we know there is always the French exemption. 
There is a fact that you provide finance, I think somehow let’s put it this way. I find it a bit 
awkward to be very honest, because I think they have to be accountable to all governments 
in the world where the standards are applied. But in reality the IASB is under the over side, 
the national markets including the Commission. For Europe is the Commission and IASB is the 
forum where they are accountable to. 

 

For instance, in the specific example, the European Parliament provides 17% of IASB 
money and 50% for EFRAG. Do you think there should be kept a proportionality in 
accountability like IASB has to be 17% accountable to the Parliament and for the rest they 
have to be accountable to BIG 4 companies and other people paying them money, or they 
should be more accountable to governmental bodies?  

I don’t think it’s 70% what Europe is providing to IASB? I think it is much less, I hope it’s much 
less.  

 

Yeah, it’s 17%.  One seven.  

A, 17. Ok. Because you know, I think, let’s put it differently, what if the IASB is changing 
tomorrow and they get financed by somebody else? Everybody will want to ask them to 
comment, I think it is not a matter of running away from responsibility because I don’t think 
they have anything to hide, I think it depends on what you mean by accountability. I think it 
is a totally different story with EFRAG, for EFRAG is a European body getting advice from the 
Commission, so it is very different and also, they have some independence issues which I think 
cannot be probably would come under pressure if you obliged them to be accountable to the 
Parliament.  
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Ok, so the current model of being paid to stay independent, do you think is the best 
one?  

I think the fact that the IASB has this independence of the board members that gives more 
verticality than what happens in EFRAG. Now, I think that EFRAG is financed differently, 50% 
from the Commission didn’t want it so they outsourced it to somebody else and created this 
structure. You know in all the discussions with ESMA for example to be in as an authority so 
it can be an issue of independence, and also you have the accountability for the ESMA Chair. 
But I am just saying that somehow, I think EFRAG because they are in this awkward position, 
which they are not, they have a conflict of interest and they received money, 50% from the 
Commission, otherwise they would not be able to do the job. I think there is a strong incentive 
to make them accountable to the Parliament. For the IASB they are an international body 
having less influence there and having the Commission in the Monitoring board, I think they 
are accountable to the Monitoring Board and to me that accountability exercised there in that 
monitoring board than in otherwise put in the pressure of the IASB to go for the globe to do 
it individually.  

 

What about PIOB – Public Interest Oversight Board? Where would they be? Is the story 
more close to EFRAG or close to IASB?  

PIOB are closer to EFRAG but I think now they are running a consultation in which they are 
looking to change their model and become more independent. They are definitely not in the 
same position like the IASB, unfortunately, for the time being.  

 

Will the voluntary payments by individual state companies would be a good idea 
fostering accountability, not having any basically, all the donations being on a voluntary basis? 

To be honest, I think the best model would be to have the companies which are using the 
standard. This is the model to which ESMA will be running for some time. But I think this is 
the best model. It will end up limited.  Ok, we will do it at a national level not at a company 
level. The IASB will collect the money from the country using the IFRS, but I think the country 
should be organised like to put a small tax on companies listed on the market, IFRS it 
contacted very small amount which company, I think it is a very good model, then nobody has 
control over the IASB.  

 

Ok, it makes sense. Now we go to the second part of the questionnaire. It is about the 
purpose and objectives of financial reporting.  Do you think financial reporting has to be useful 
only to investors or it has to address a broader group of stakeholders? What do you think the 
primary user group of IFRS should be?   

I think, as a distinction between the primary users and secondary users to be very honest, 
clearly there are the investors who are using the most the information, and other categories 
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of stakeholder or regulators they will be in the same position where they have done to their 
job.  

Other categories of stakeholders, I think, are much more limited in terms of interest. On the 
other hand, I understand it is a bit unfair to put equality between all types of users and is 
unfair and to put inequality. It is difficult, it is a bit tricky. If you take from the point of view of 
usability, clearly the guy who is putting the money there is the guy who is the most interested 
to know what is happening there, so there is a reason for that. On the other hand, if you want 
to look at the more macro level, which entity is contributing a small piece to the whole 
economy while it makes sense to consider also other users. I am probably, you know this 
issue, the idea until now, let’s give investors a bit of a priority because otherwise I see the 
difficulty also to know, to hear the views of other stakeholders. Investors are open, we want 
to see this, we need companies to be transparent on this and that, so these are good 
examples, when you ask any other category, you do not hear anything.  

 

When I say investors, you understand shareholders, or you understand potential 
shareholders as well? 

I understand both. 

 

As potential shareholders,  are stakeholders if they don’t invest their money, once they 
invested it, they became shareholders?  

Yes, but what I am saying is, probably, the chance I am going to a potential investor, I want to 
buy it, want to invest in it, because otherwise me and you are potential investors, but maybe 
we never go to invest. No? So, potential investors are not everybody just because you have 
the potential. Potential investor for me is the guy who is interested in really investing and is 
asking questions on how to do that.   

 

Ok, so you would favour shareholders as primary users?  

I think the difficulty, I still tend to do that, because I think it is very difficult to get any feedback 
from all the others, what they want to see from a company. When you discuss with a group 
of stakeholders you want to involve the users- what do you want to see on the financial 
statements? All the others, there is nobody else who is able to say that because they do not 
even look.  

 

Government is pretty much empowered to ask for anything they want. 

On what they want... on everything which exists in the society but it does not mean they will 
take, you know the fact that you have always the right to ask from an authority, to ask 



275 
 

information, it does not mean you are necessarily a user of that information. You ask because 
there is a suspicion of something, there are things happening, not because you are...yeah…  

 

Ok. So, they ask only if there is a suspicion, but not on normal conditions?  

Yeah, I think the government is more, something like a control level when things are 
potentially not going well, but otherwise you are not a normal user of the financial statement. 
It can happen in some cases, very exceptional, but it is not day to day for the government to 
look in the financial statements of companies.  

 

Ok, that is a great answer. We go to question number 7. We talk about Prudence. 
Again, at the European Parliament there was a debate when IASB took away Prudence from 
its Conceptual Framework, that proved problematic for 2 reasons: Conceptual Framework is 
not endorsed in the EU, plus, Prudence was out and some people said that the financial crisis 
started because prudence was out. Would you adhere to a prudent approach in recording 
financial information for users, or do you think their Conceptual Framework was better off 
without Prudence in there?  

I think the way the Conceptual Framework is when Prudence was replaced with neutral and 
the idea is that information prepared is retracting fairly the activity, I think, an objective, it is 
better. I think probably part of that in influencing users, Prudence accountability like any 
other concept is good when it is not misused. The problem with Prudence is that it has been 
misused to manipulate earnings and therefore, the decision to remove it from there. Now, it 
clearly can happen as a situation of crises, you end up with no buffers and more and more 
valid for banks and for any other institution, but there is also the area where you have 
prudential reporting which is different from transaction reporting. Somehow, I think the 
preferable solution was to have the Prudence there within a different reporting framework 
than the accounting one, which I think is not that bad, in a sense. For the banking industry 
that is the best way, the prudential regulators have their intervening power which is quite 
strong and is probably better. So, I would not necessarily push for bringing back Prudence into 
the framework.  

 

Can you comment a bit more when you said Prudence was used to manipulate 
earnings?  

Yes. There are companies which are making huge provisions in one year because they have 
nice profits, a lot of profit is here, so let’s make some provisions, so let’s be prudent. For things 
that were not completely justified, because when in the bad years their released some 
provisions, saying ok that these things need to materialise, like that you are having more 
linear, maybe results, which you can say while that decreased the activity but in reality, I think 
somehow Prudence echoed the performance of the management.  
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This means that companies could distribute dividends out of unrealised earnings 
because of the provisions they made under the Prudence principle?  

Yes. 

 

Ok, that is very interesting. There is an extra question, this is a semi- structured 
interview.  What did you think about the principle of public good getting into Conceptual 
Framework? I am talking here about the public good, as it was vaguely recently defined by the 
European Commission.  

I am not prepared for this question. 

 

If you do not know the definition is fine, the way the European Commission defines it. 
Just think about public good, and what that can mean, and if that gets into the Conceptual 
Framework? 

Actually, I struggle to think about how the public good, because of the Conceptual 
Framework. Ok, the Conceptual Framework, if you think about the assets maybe is this kind 
of stuff, I do not see that applicable idea at the entity level than you see ok, you put this part 
how the conceptual can be built so that they ensure public good. You know, even in EFRAG 
you have this discussion on the public good, they are so esoteric. I think you take it more like, 
from the angle, does it hurt something when you do this, or rather than, we are sure this is 
contributing to the public good. It is very philosophical, if you want. Think about accounting. 
Accounting is the reality. This is the reality and we have to be transparent about what the 
reality is. So, every time we come up with this discussion – ok, there is something which we 
need to write in there, it is very difficult to be very concrete and sometimes we can really go 
and put a lot of stories behind, where do they really happen or not, I am not sure.  

 

Ok, Public good technically has something to do with stability of the market or 
decreased volatility. There is also this shift nowadays from Historical Cost Accounting to Fair 
Value Accounting, there is the de Larosière report and in recommendation no. 4 it says we 
have to be careful and assess further mark to market. Do you think fair value accounting is a 
faithful representation of assets evaluation or increases volatility in the market and allows us 
for more modelling?  

I think what I said yesterday at the conference during the mixed model is the right approach. 
I don’t think we should not go back in time to the historical costs model. I think the fair value 
has a place, now obviously it depends on whether you put that to the right instruments 
because there are cases in which that is not well fit and that is why probably the fact that you 
have this and this business model which is triggering the type of cost measurement is the best 
way how to do it. So, it’s not a solution but a combination of both to be specific, I think is the 
right answer.  
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So, would you say fair value accounting is reliable?  

I think it is necessarily, in some cases. You don’t have the choice.  

 

How? Sorry? 

Yeah, how would this mixed model work? Is it like a particular business model you have in 
mind? It’s double from my point, whether you have the low, the costs and everything which 
is traded is at fair value I think that is a good way. A good split.  

 

Ok, that is great. Not sure if you follow non-financial reporting? Are you ok with it? 
There is a directive that makes it more or less obligatory as of 1st of January, next year. How 
do you see financial reporting and non financial reporting sitting together? Is non-financial 
reporting sitting in the same line with financial reporting, are the objectives the same, or it 
simply adds to its complexity but not more than that?  

Well, I think non-financial information is something which we need now to be able to have 
sustainable finances ...because otherwise you have the tendency from some companies to 
make cash, cash, without showing what is the impact for the future, so I think it is a good 
initiative. My organisation is in the position that we have to look into that information. The 
directive is applicable as of now, so this year we are going to have some report, but I haven’t 
seen anything yet, it is premature. However, what I think is not where I see that ...it is very 
far away from the accounting part, is that the directive is just making reference to framework 
so there is no consistent framework in Europe. For the starting point will be something very 
diverse, we are going to have very different ways in which companies would report that. But 
ok, at least it is a starting point but to my mind it is probably, relatively, soon about taking 
some steps, thinking about a more structured framework in which non-financial information 
will be reported.  

 

Do you think it should be as lengthy as financial reporting?  

What? 

As big as financial reporting?  

No. I do not think so. Well, not necessarily but, you know, I am not an expert on what you can 
define in terms of environmental criteria. It will be difficult to say. But this is, ya, probably not. 
As I said, I am not an expert on this, there is something more on government factors and I 
think it is always more developed. I don’t…. Probably it should be less complex, maybe I am 
speaking as an outsider, to judge what should be as lengthy as the financial.  
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Can non-financial reporting become financial reporting in some sort of business models 
thinking here more like carbon disclosure and the need of investors to know about taxes like 
polluters pay principle for instance?  

But I think, the information on tax is already included as part of the required information in 
the non-financial. Its taxes are money paid to the government basically; well, to my mind. 
Now, I think it depends to what extent you want to have. If you think about a very big 
company having subsidiaries across 50 countries, what exactly do you want to see? You want 
to see the tax paid in which country in their financial statement? I think that becomes just a 
very important one, stuff and you know I think you need to see exactly what kind of 
information we develop on in relation to tax for example.  

 

Ok. So that there can be some information that is not relevant, and adding to the 
complexity of it? 

I think I would not add to the complexity. It can be part of, well, additional information if 
shareholders or whatever is entitled as a user, is entitled to get that information but I would 
not put that let’s have the reason. There is a minimum which is defined as part of the 
agreement to have this money paid to government in certain industries, where there is 
probably, like in the mineral industry, but probably other than there, I wouldn’t go or, yeah, I 
do not know, unless there is a justified case of course probably I would find it very bureaucrat. 
Otherwise I say, you know, there is access to this information which is digitalized, or it isn’t 
any. You just say that information is publicly available there. 

 

Ok, we are heading towards the end of this PhD interview. One question 11.  In your 
opinion do you believe that the regulation of accounting has delivered high quality financial 
reporting or is disclosure just becoming too detailed and extensive?  

So, speaking on the IFRS side, I think the framework which is now in place, is very..aaa,  there 
is a lot of effort  put in there, is something which is not comparable to what was there 10 
years ago, so I think it is a robust framework, which needs that most of the transactions are 
captured and I think that helps companies in reality. Now, if you want to look at how that has 
been applied, of course every year you can…. we have our ...putting out some decisions in 
areas here and there. What I think companies are struggling with but that is not in report to 
the framework, is that sometimes companies tend to copy-paste what is the framework 
rather than entities for information. Now, are the disclosures too detailed or too extensive? I 
think there are examples of companies who prepare, like, 400 pages of financial statements 
but those are typical cases of huge companies. They can do it in a shorter way. I think we also 
have the other example of companies which are not providing information. But it is all linked 
to materiality and the materiality concept which is sometimes easy to define and to apply, so, 
but otherwise I think the framework is more professional..... and it is if you also compared 
financial statements now, with how financial statements were 10 -15 years ago I think there 
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is a significant improvement. Every time there are some details to work on ... learn properly 
how to do it.  

 

How would you comment on the proportionality of quality versus quantity?  

I don’t believe in terms of quantity. I believe in terms of quality. That is why I am saying that 
financial statements are better now than in the past. I don’t look at the quantity. 

 

Right.  

This is what... actually, companies don’t put the information which is immaterial with the risk 
of obscuring what is material; put what is material and what is relevant for a user to know.  

 

Ok, so, when IFRS 9 was issued and it was 20 more pages than IAS 39, was that adding 
to its complexity or because of the explanation it was simplifying the standards?  

I think on IFRS 9, I think, for example, the fact that the model is more complex now than it 
used to be, is simply the result of the process that in some cases where life is complicated you 
can have simple accounting standards.  

 

One more question and that’s it. IFRS accounting standards in terms of hierarchy of 
law, and in the UK you have primary law, secondary and common law. Where do you think it 
fits in?  

I am not very familiar with the system in the UK, but for me as long as they are...it’s an IFRS 
regulation, it’s level 1. It is the primary law, the most important one, I do not know.  

 

So, in France would you say it is an organic law that would be the European equivalent? 

The organic law? Well, it is a regulation, it has to be applied everywhere in Europe, it is exactly 
the same, word by word, as the jurisdiction, so it is primary, level 1, what I call level 1 the 
most important thing. 

Ok, I got it. That was all from my side. Thank you very much for this. It was a great interview. 
You gave me detailed explanations about the regulation and the objective of financial 
reporting. That is a great contribution. That is pretty much the end of it. 

Thank you and good luck.  
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SS ENG B1 

 
First question is to describe yourself, your background and your current responsibilities 

in your current position. 
 
I have a rather banking background. I started out working in an American bank after my 
studies, then I moved back to the Netherlands and started working for a Ministry of Finance 
but soon became a staff member the Liberal party on the Netherlands (FED) and subsequently 
became a Parliamentarian and Junior Minister of Social Affairs, Minister of Finance, Minister 
of Health Care in the Netherlands. After 16 years I ended up my political career and became 
a security regulator of the Netherlands in 2007, just a month after the first beginnings of the 
financial crisis, and in May 2011 I joined the IASB where I am currently the Chair so that’s 
where we are. 
 
 

Was IASB joining by chance?  
 
It wasn’t predestined, given the fact I’m not an accountant. During my Chairmanship of the 
Dutch Financial Market Authority (AFM) I got involved in the public discussions about the role 
of accounting in the financial crises, I was invited to become co-chair of the Financial Crisis 
Advisory Board which advised the FASB and IASB on how to deal with all the pressures caused 
by the financial crises, how to resolve the financial crises, I suppose that I’ve built up some 
profile there and one thing let to another and I was at a certain point invited to apply for this 
job.  
 
 

This interview has two parts 1) on the regulatory part of accounting 2) technical 
accounting on the objectives and purpose of financial reporting. Are you ok if I register the 
interview?  
 
Yes, of course.  
 

According to University of London regulation it’s normally done on anonymous bases 
but you will receive the material in advance so I wouldn’t publish without your consent. The 
1st question is arriving from one of your newsletters where it is written something about 
accounting being or not being self-regulated. On a scale from 1 to 10 where one is strong 
governmental control while ten is predominantly self-regulation where would you put 
accounting as an industry? Is it self-regulated or more governmental controlled? 
 
If we are talking about the standard setting I would say they are four so more public than 
private, obviously given the fact that we are privately organised we… you know we have a 
strong private element the way we are organised where I still think that our work is 
predominantly public in nature first of all accounting standards ends up being a public policy 
and given the fact that we do not have and authority to impose our standards ultimately so 
standards are adopted in every country by the public process. So basically, it’s a mix so I 
wouldn’t call us self-regulated. That's not how we experience our work, especially in Europe. 
It has very strong public procedures at place that we have to take into account even when we 
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set the standards and the endorsement process. Of course, in the end at the top layer of our 
corporate governance is the monitoring board which are public authorities and I am 
absolutely convinced that public authorities will not be satisfied in the way we get our job 
that’s why these are all the reasons why I think it’s predominantly public regulation with some 
strong private elements, as well. 
 
 

Is there a different case anywhere in financial reports in the world? 
 
Well, if you look at the accounting standards setting obviously there are little major players 
left in the world. Which is the IASB and FASB and the latter is organised in the similar fashion 
and obviously it is under control of the SEC so even though they are also a private body 
ultimately its public authorities that hold the whole power in the system. So, what I’m saying 
is these are for the two biggest players in similar situations. 
 
 

What is the specific role of the IASB and the FASB in regulation of accounting? 
 
The specific role is that we set accounting standards. More specifically, obviously we set 
standards for the world even partly for the United States for US markets and the FASB is 
working solely for the American markets and we say that in the American setting it was just 
one jurisdiction. The supervision of the system by the SEC is a more direct system then and 
more formal system then, the monitoring board over our governance. 
  
 

Some people would say that FASB is more independent in their approach then the IASB, 
as Congress is not really involved and the SEC has the power, but never really exercises it over 
FASB.   
 
Well, I think that FASB does, but sometimes it’s behind the scenes, usually.  I think overall the 
independence of the two boards is pretty similar which is to say that it is not absolute 
independence it’s a relatively dependence and, in both cases, public authorities can intervene 
if they feel to do so and that can happen more directly in the United States than in the world 
of IFRS. 
 
 

Can you comment more on the independence as your board it’s made up of people 
from the Big 4, banks, even regulators and former regulators and you also receive money from 
some organisations. How would this go with your independence? 
 
Well, most of our funding comes from public sources and obviously we receive an amount of 
money from the audit firms which some people fear it might infringe our independence but I 
do not think it is the case actually the most pressure on our decision-making comes from 
public authorities and not from private authorities and private parties or even when private 
parties like insurance industries or the banks when they want to put pressure on us they often 
do it through the political system  
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So, there is no inside lobby, right? 

 
If you…The idea is if all of our funding comes from public sources that would strengthen our 
independence, that is far from a sure thing.  
 

OK. So, because you receive some money from public sources but you work for the 
private sector you would reference yourself as a private company for public good, right? 
  

Correct.  
 
 

What do you think about you being a community interest company? 
 
We have a strong sense of public interest in our organisation we really think that we fulfil a 
public good by creating standards that resulting obviously information to access the capital 
markets not just investors but also creditors and we feel it is a very important public mission 
so there can be no doubt about the effect that we are working in the public interest. 
 
 

We will get back later to this public interest. For now, do you think that a wide range 
of stakeholders should be involved in the regulation of accounting practice? 
 
We think that the primary audience for our accounting standards and the information that 
they lead to what we call the primary users and creditors people who ...whose money it is at 
stake in the capital markets there are the forms of reporting such as for example sustainability 
reporting or corporate responsibility reporting which are targeted by the audience. Our 
mission is to use standards for the people whose money is at stake and here is a real focus on 
our work we think is very important. The other forms of reporting are also very important but 
it is very important to have a clear mission and a clear focus in your work. And you know the 
investors are all those people who have money at steaks and catching funds, so, the audience 
is very wide and many ordinary citizens have a strong interest in our work. 
 
 

On your website it says that accounts are for stakeholders and shareholders, while 
FASB’s website says accounts are mainly for shareholders. How do you comment on this? 
 
Well, first of all governments fund because they think that our work is very important for the 
capital markets so clearly, they do it for their society as a whole except that the information 
which the standards produce are primarily important for the people who have the money at 
stake. For instance, Corporate Responsibility Reporting that would be more important for the 
society at large. I do not think that for us it’s not important we just say that in Europe it’s 
organisations like the Commission who take charge of that. And I abstained that it is very 
much in the political process. 
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I know you are every year in front of the Parliament for the public hearing. Do you think 
you should incorporate more about their concerns of those public bodies or you should be 
rather more technical and do your own business? 
 
Obviously, we take the Parliamentary process very important because ultimately, it’s the 
European Parliament in Europe that has to adopt our standards. So, it's a very important 
relationship. There are slight differences of how wide our importance should go and we have 
this burning discussion about country by country reporting and in the recent one I said you 
should have look at it and ask advice from the monitoring board since we cannot go on by 
disagreeing as we have to bring it to a conclusion “yes or no”. So, yes, we take the European 
Parliament seriously. Sometimes we have differences but it's logical. 
 
 

How do you put agreement in between the opinions in the European Parliament with 
the opinions of the government of France, which did express its views in case of IFRS, and 
governments of Brazil or China or India and other countries using IFRS? 
 
I think we have highly developed process which absolutely guarantee it takes all comments 
that we get seriously and which is something different from that you do everything that 
people ask you otherwise our standards would become a mass because people disagree with 
each other obviously and ultimately we have to make a decision and most countries except 
that, they not everybody can agree on everything and be unanimous on everything. I think 
the most important is that our stakeholders around the globe must have a feeling that they 
are taken seriously that they have comments and will listen to it and budget and I think we 
are pretty successful in that and that’s the reason why it is important for us to be independent 
that we cannot just directly take orders from authorities because even the authorities among 
each other don’t always agree and it looks to become a very chaotic process and private and 
personal support lose consistency.  
 
 

Would you agree with me that your standards are a technical process for political 
decision-making or it is the other way around? 
 
I think what we genuinely try to do is not to follow a political process but to choose the right 
standards that we feel reflect economic reality as close as possible. And that is very difficult. 
You can disagree about how you can do it but then it’s ultimately what we tried to do not to 
make it rather a political decision-making process. But obviously, there’s always pressure 
because some companies don’t like the answers and you know they have been hiding political 
issues in the past around share based payments which was hugely difficult to get through and 
now almost everybody accepts that expensive share based payments is the right answer 
looking at pension liabilities of the balance sheets, full leashing liabilities of the balance 
sheets. These are things that companies do not always like because it leads either to a little 
bit more volatility, show more liabilities and it can become political. But we feel that in the 
end the economic reality should win. 
 
 

What puts a standard on the agenda or what changes it? 
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We go regularly through agenda setting process which we ask the rules what is it that you 
want us to put in the agenda and usually that leads to a lot of consensus around the world to 
what are the main issues that need to be tackled and of course we make our own proposals 
and then we go through the whole process and in the end the board sets its agenda. 
 
 

How do you make it so no board member representing a stakeholder knows that it’s 
more influential than another one? So, once the standard gets on the agenda how do you stop 
or how do you prevent one board member being more influential than another one? 
 
So, we are 14 board members. We always take decisions as a collective and you know some 
board members either they have a bit more knowledge or they are highly motivated. Then 
they can have a bit more influence than the other board members on a particular issue and 
in the end all those are the same and we have a good representation from all around the 
world. We have people with different backgrounds, not only investors' backgrounds such as 
mine. We have members with regulatory backgrounds, we have investors, we have preparers, 
and when you listen to our discussions around the table you can see these different 
perspectives coming forward so it is really impossible for one board member or even a few 
board members to dominate an issue. 
 
 

Do you regard yourself as a regulator or a Standard Setter? And do you make any 
difference between these two? 
 
We are a bit of both but we are obviously standard setters and our standards end up being 
regulations in most countries where regulatory priority always remains a public decision and 
that’s what we cannot do and don’t have an invention to. And I always disagree with people 
who say that Europe gave up its sovereignty in accounting that is simply not the case. Because, 
if Europe is not happy with our standards it can simply stop adopting them.  
 
 

In terms of legal hierarchy of law where would you place accountant standards? Is it 
primary law/secondary law/common law? 
 
I’m not a lawyer so... I suppose it’s secondary law.  
 
 

There are some people that say it is not law, but a separate special category of 
accounting standards. How do you comment? 
 
In Europe it ends up being a directive with direct authority and it’s not translated in national 
legislation so it’s probably primary legislation, isn’t it? I’ve never really thought about this. 
 
 

Do you favour more competition between you and FASB as the agreement kind of 
failed? 
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You know for about one or two years the relationship was difficult mostly because we have 
been working so closely together and ultimately the United States ended up not taking the 
final step because it was difficult to except but now we just excepted it and we tried to 
cooperate as closely as possible. Is there a competition? I don’t think so, they work for the 
American market, we work for the rest. We ended up working on similar issues that are very 
interesting.  You know, we work on the concept, they work on the concept, we work on the 
performance of supporting the work on it. Let’s see how it ends. But I don’t feel strong 
competition at this moment. 
 
 

Because you have some Americans on the board, is this what is pushing the American 
standards forward rather than Europeans? 
 
Well, to tell you the truth in most issues it’s not so easy to say you don’t clearly hear the 
original voice behind the opinions of the board members. It’s not that the American board 
members have a typical American view and European board members have a typical 
European view. It really depends on the individual. I think it’s very important for us, we used 
to have four board members from the US and now we only have two and it is very important 
that we keep Americans on board first of all because IFRS will still be used in the United States. 
In the long term there will come a day when the United States will also decide to adopt, so 
we have to keep this bridge open and there’s a lot of expertise in the United States. It will be 
silly not to use that.  
 
 

What do you think about policy transfer? It looks like when FASB has done something, 
IASB is doing something similar - is this because of a policy transfer or is it because of your 
own similar but independent agenda? 
 
The big questions in accounting are the same for everybody. I think on a lot of issues we are 
a bit ahead of the Americans rather than following them. Like for instance on Conceptual 
Framework which we have finished already, they are still on their midway. We have a lot of 
progress on financial instruments with characteristics of equity which they are also working 
on. We listen carefully to each other, but I don’t think that we transfer a lot. 
 
 

Second question on IASB. Accounting framework, the new one, and the concept of 
Prudence somehow it was out. Now it is on again. What does Prudence change? 
 
Why was there so much discussion about it... because we left it at a certain point, the previous 
board, first board thought there was a lot of confusion around the term ‘prudence’ what did 
it mean? I think they were right that there is a lot of confusion, and then when we took it out 
everybody thought: well, this is because they just want to have imprudence and share value 
accounting, it gave rise to a lot of unnecessary noise, and if you look at how we make our 
standards - most of our standards are extremely cautious, in a sense that they do not lead 
very quickly, that we are cautions when companies can easily recognise profits, that we are 
very cautious that liabilities are recognised as quickly as possible, so I always feel when we  are 
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sitting around the table that we are being very prudent and cautious. That’s why I got a bit 
frustrated that we got so much flack about having removed this term from the conceptual 
framework, we brought it back, we found it in a good manner to exercise caution, 
circumstances of uncertainty that are very much in the DNA to begin with. I think it’s good 
that we have written it down carefully again. 
 
 

So, do you think it was rather the misuse of Prudence that made you take it away, 
rather than the concept as such? 
 
I think the previous board underestimated the political sensitivity.  
 
 

So, this is one of those cases where the European Parliament managed to impose its 
political will on you even though you had to stay independent? 
 
Obviously, the European Parliament thought it was important as well, but it was not just the 
Parliament. It was in many parts of the world and many people were worried about it. That's 
why I decided very early we have to get it back. Let’s not waste energy on this because we 
are Prudent. 
 
 

Can you be prudent in the world of accounting where fair value is more important than 
historical cost? 
 
Well, I’ll give you one example where historical cost can be extremely imprudent. You can 
look at insurance accounting where everybody involved uses historical rates, they 
underestimate the liability. That is why current measurements which are much more prudent 
than historical cost. So, it’s not appropriate to equate Prudence with historical cost 
accounting and imprudence with fair value accounting. That’s not correct. 
 
 

What do you think about modelling that fair value accounting allows and some people 
designed a scale like: mark to market, mark to model, mark to magic for level three assets. 
What do you think about this one? 
 
Well, I realise that fair value measurements can be dependent on estimations because in 
many cases markets are simply not available, but even in historical cost accounting we also 
use a lot of estimates. For example, if you look at the possible necessity of impairing your 
assets, then you use measurements which are often also very much like level three for value 
exercises. So, here we cannot really say that the fair value is different from historical cost 
accounting or necessarily leads to magic more than shall in historical cost accounting. 
Basically, every time when there is no clear data on which you can base a valuation, we tried 
to make clear in our standards that they have to have very good disclosures, make clear for 
the investor how sure the measurement is, sensitivity analysis, that’s how we tried to form it 
up. 
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Are the standards for firms or for capital markets? 

 
As I said, the primary audience of our standards are investors and creditors. However, I also 
think that good accounting is very important for companies, thus, for management. Our 
standards put finally pension liability properly on the balance sheet. It was the first time when 
many companies received proper information on pension obligations and as a result, they 
started managing them much better. You cannot manage when you don’t measure. So, I think 
proper accounting regulation is extremely important for management itself and not just for 
investors and creditors.  
 
 

So, you think that your standards address the firm, not necessarily the market at large 
and you are concentrated on the firms rather than on markets?  
 
Don’t turn it around. Our standards are the information for those who don’t have the 
information. Management has insight information; they seek it. It’s primarily for the people 
who invest in the company or loan from the company but don’t have the books of the 
company. However, the proper accounting standard results in proper information or 
management even if they are not the primary audience of our standards. 
 

Do you believe that public good should be introduced in the accounting standards as 
defined by the European Commission? 
 
Is there a very clear definition?  
 
 

It is more like a description of what public good is. 
 
We don’t have that in our standards or in our Conceptual Framework really written down, but 
there is very little which I disagree with in the way that the Commission describes the public 
interest. Our standards are there not primarily to install financial stability that is much less 
costly, credential regulators obviously...I still think that more accountant information is very 
important for stability so I have no issue always defining the definition of description Public 
good. 
 
 

Is accounting technical and neutral or does it make a difference to its users? 
 
I think it’s primarily to be descriptive and not prescriptive. Prudential regulation is 
prescriptive, it tells the bank what to do, how much capital does it owe. We just tried to 
describe how much capital the bank actually holds. So, our standards are not for making 
people do things but just to give honest information to all capital market actors. However, I 
do acknowledge if you give bad information to people or insufficient information to people 
that obviously will affect how they act as you cannot act properly if you don’t have sufficient 
information. 
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As of the first of January next year there is a directive imposing non-financial regulation 

which is obligatory. Do you negotiate with any non-financial regulation standard maker? Do 
you make them by yourselves, what’s your view on this non-financial regulation? 
 
Well, this is a bit of a difficult issue. When you look at the European regulation there is a lot 
about sustainability, environmental sustainability, corporate responsibility and that 
addresses more society at large not so much directly the investor. We don’t negotiate, we see 
that as the remit of other organisations such as the Commission or other standard setters and 
we have absolutely no issue with that. However, it is also clear that sustainability issues are 
very important for the evaluation of the company, value creation of the company, if you are 
working in the oil industry obviously long-term sustainability of your company has a lot to do 
with environment and et cetera. So, I think there is an increasing overlap between these non-
financial reporting and actual broader financial reporting because for many companies this 
issue becomes very important for the value of the company you know. So, I think that there 
is an increasing overlap and we recently decided to do more work on our commentary 
practices, update our commentary statements, and really give guidance to companies to 
describe this broader financial information which is not captured in the financial statements. 
 
 

Do you believe that accountants have the right skills to prepare that non-financial 
information or should that be other people preparing them? 
 
We certainly do not have the skills to develop sustainability standards for example on CO2 or 
whatever you may think of, workers’ rights - we don’t have those skills, if the companies will 
think this is the big impact on the value of the companies, the regulation about carbon dioxide 
it affects your profitability, you should pay attention on that in your annual report.  
 
 

What do you think about the balance between quality and quantity in the accounting 
standards? 
 
Some investors may think that you can never have too much information. I think that can be 
a problem. There can be too much immaterial information in financial statements and again 
obscure the financial information that is truly relevant. I think many disclosures are given with 
a stick to book mentality and I think that companies can get rid of quite a few disclosures. If 
they did a proper materiality test, have done some work in the disclosure framework, or 
prepared more tools to use their judgement, use their common sense and provide disclosures 
that are of high-quality hopefully a little bit less quantity. 
 
 

When IFRS 9 was 20 pages longer than IAS 39 did that increase the complexity or 
simplified the standards? 
 
I don’t think it’s a simple standard, it's very complicated. I think we have made measurement 
classification a little bit more logical and therefore simple. I think we have given a lot more 
pragmatic standards for hedging but that is complicated stop so it makes it easier 
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for companies to use hedging techniques, to have a proper accounting for that, but I cannot 
say it’s simple. 
 
 

Are your standards too detailed and extensive? 
 
No, we tried to be as more principle-based as possible. But in order to make the standards 
work ... if you use only principles it would be too free for people to choose to do their own 
accounting and that will go to sentiment of compatibility. So, unfortunately the standards 
cannot be as short as we would like them to be.  
 
 

Is this because the reality is too complex already counted and has become too 
complex? 
Economic reality is very complex 
 

Is it not because of the demands of investors? 
 
No, I think the economy has become more and more complex over the decades, especially 
the last couple of decades. In the past accounting was much more simple but we didn’t 
capture a lot. Accounting was very simple in the past because it hardly existed. But a lot of 
very much relevant information completely escaped financial statements. So, yes sometimes 
you have to introduce standards that might seem a little bit complex but that’s because the 
simplicity before the standards was false simplicity  
 

Is the IFRS 9 at the basis of the financial crisis? 
 
You mean IAS 39? 
  

Yes, sorry. 
 
No, I don’t think they contemplated any part in the significance of the financial crisis 
 
 
Even though it’s addressing the shareholders who want profits? 
 
The basic course of the financial crisis was the undercapitalisation of the banking sector and 
that was shown very clearly by the accounting. If people would bother to read the financial 
statements more critically, they could have seen that banks have no capital, almost no capital. 
Accounting showed that very clearly. So, I always thought it was non-sensible argument that 
the accountant had anything to do with the financial crisis. 
 
 

How do you charge the balance between IFRS-9 and IFRS-17 in insurance, as there were 
some issues in between them? 
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I think we have sorted that with the transition measures. I think the standards go well 
together, but I understand that the insurance wants to wait for the application of IFRS-9 until 
IFRS-17 was also effective. But in itself the standards go well together. 
 
 

Do you think for us standards have Anglo-American logic not addressing the economic 
reality in some other countries because there are some criticisms made upon the EU that EU 
has some hand over them? 
 
No. I never agree with this criticism because I never know what Anglo-American logic is. The 
truth is that more than a current accountant was formed in England and supposedly expanded 
to the United States. Anglo-Saxon countries have a very strong tradition in accounting. I 
believe that accounting developed itself is relevant to European needs for that matter 
Australians or New Zealand’s.  
 

Because some members of the board from New Zealand or France cannot really push 
for their own reality? 
 
No. 
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SS ENG B2-3  
Group Interview 

The first question is if you would like to describe your background experiences and 
responsibilities in your current position. 

Background… I did an undergraduate in accounting and worked in public accounting for five 
years, before going back to school to get a PhD at the University of Michigan and when I was 
done with my PhD moved to an academic role as a teaching faculty member at two different 
universities, most recently at University of Utah, in total 22 years in the academy and just two 
year now at FASB. So, that is the past background.  

In terms of responsibilities, now I am one of the seven board members responsible for setting 
the accounting standards for the United States.  

 

Imagine a scale from 1 to 10 where you are to mark up a number, where 1 is strong 
external regulation to 10 completely self-regulated. Where would you locate the regulatory 
arrangements governing financial reporting in the US?  

I will give you a couple of answers to this, because I use the regulatory environment comprise 
not just by the standards that are set, but the enforcement of these standards and both of 
them work to define the strength of the regulatory environment.  

So, when it comes to public companies in the US I would put very close to one, I would put 
them about a 2 in terms of regulatory environment because you have the FASB standards 
combined with SEC oversight and enforcement and also PCOB, the Public Company Oversight 
Board that plays a very important role in the regulation of auditors and so between are very 
strong audit function and a very strong regulatory oversight function by SEC and then the 
standards setting by the FASB so the three work together hand in hand to provide very strong 
external regulation to public companies.  

But if we go to private companies in the US, in their instances, there is less regulatory 
oversight, they are not covered by the SEC. PCOB also does not have a role to play at AICPA, 
we also have standards that are more relaxed, in some instances for private companies, 
because of different analyses of cost benefit and environment. I would say that for small 
private companies they have the least amount of oversight and I would put a five. For large 
private companies a four, because they have a tendency to have a rigorous audit conducted 
because of size and activities that they engage in. When I talk about small, I talk about mom-
and-pop shops that have to have an audit for their bank.  

I think audit they get is different from the type of audit that the large companies like Cargill, 
which is a huge private company in the US, would pay for.  

 

There are a small number of companies in the US that are using IFRSs. On the same 
scale, would IASB differ?  
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I do not think so, because even if we look at the standards... The thing that would be different 
for those companies that are trading in the US capital markets would be the application of 
accounting standards, not so much the oversight. I don’t know, it might be a bit lower from 
the public companies that trade in the US, because if they get the audit outside of the US, I 
don’t know how would the PCOB play their role? I know they tried and certainly the US has 
oversight, but there is research that has been done to the extent to which they are able or 
exercise as much regulatory oversight of companies that are trading in the US but domicile 
outside of the US. There are some differences there. The IASB standards are different 
standards, but I still think they are high quality, so I think, put them probably about a three, 
but more because of the potential being a little differential oversight, because they are 
domicile outside of the US.  

 

They are actually domiciled in the US, because IASB is domiciled in Delaware, they have 
just a working branch in London.  

Well, if there are within the US, you have public companies that the SEC is exerting the same 
level of influence over them, I would not treat them any differently. OK. I am not sure if they 
interact with the SEC or not. It would be very interesting to know, it is a lot of food for thought 
there. So, if they are trading in the US capital markets they have to be under the auspices of 
the SEC and they, if there are..... I don’t think that US companies that are filing 10Ks use 
international standards. I think if there is a company that trades in the US capital markets, but 
they are domiciled outside the US they can opt to use the international financial standards, 
without reconciliation to the US GAAP.  I don’t think there is an option for the US companies 
to use international standards, because that was a point of debate at the SEC and they 
decided not to go that path.  

 

No, it is actually for non-domestic companies.  

So, that is why I said they are domiciled outside of the US, they are non-domestic to the US.  

 

Ok. We get back to the PhD questions. What is the role of FASB and how is it different 
from the role of IASB in the regulation or the standard setting of accounting? 

So, the role of FASB, big picture, is to ensure that there is transparency and comparability of 
information and we try to achieve that by setting standards that are consistent in meeting 
with the objective of financial reporting, which is to provide information that is specific to 
resource providers in a cost effective manner.  

Now you said that your follow up question was how was that different from IASB? 

Yes. 
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My perspective of IASB is that they would give a similar answer, that thy are concerned about 
transparency and comparability of information and decision usefulness of information.  

 

Is IASB or FASB freer is setting standards?  

Free from what? 

 

The general opinion is that because IASB deals with 116 jurisdictions there are certain 
pressures to follow different business models, while FASB having one jurisdiction only, the US, 
it is easier to set a standard.  

So, I think that both FASB and IASB get pressure, if you want to call it like that, but get, receive 
input from various constituencies. So, preparers, auditors, users being the three primarily 
constituencies that are going to try to influence the setting of accounting stands because they 
are reacting to what they see as costs and benefits, as the standards are going to inflict upon 
them.  

And I think that wherever you are in the international domain or FASB domain, those sources 
of pressure are the same. I think that the IASB has to contend with, as well as a much reduced 
level, when you start adding different jurisdictions to your portfolio, the costs and benefits of 
standards different from one jurisdiction to another. So, we face that in the United States, 
when we start talking about the differences in the cost benefit between public and private 
companies. We just recently had a discussion about disclosure requirements and whether 
there should be a difference between financial and non-financial institutions, when we talk 
about the costs and benefits. So, the numbers of jurisdictions that we have within the US are 
limited to the differences in the organisational structuring and differences in industry.  

In the IASB world they have those differences and then they have on top of that the 
differences in 116 different jurisdictions that have different regulatory legal environment, 
different contractual environment, and different cultural environment. All of that also 
impacts the cost benefit analysis and I do think it is a much more complicated for the IASB 
because of all those factors coming in into place, but at the heat of it is still the same sets of 
players trying to exert their influence because of what they are responding to what they 
perceive to be the costs of benefits of standards.  

The other player that will often came into play is also governmental influences and in the US 
we certainly have a history of Congress being quite interested in the standards that are set by 
the FASB on occasion, generally not so much, but every once in a while, look back in time and 
see stock option being one example of that in that, when government got very involved and 
very concerned about standards. I do think it is important for standards setter to manage 
these relationships at the government where there are areas that they are particularly 
sensitive to, understand what it is, what the issues are, and what the standard setter is trying 
to achieve, and I think that again, that is more complicated for the IASB because we are talking 
about one governmental agency, the Federal, whereas the IASB they have governments 
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across 116 different organisations or constituencies.  So again, same players, just more 
complicated because of diversity, in the IASB, which we still have, but on a much lesser scale.  

 

How do you judge the balance off in between independence and accountability of 
FASB, SEC and the Congress? 

So, I think that is a really really tough question to address, because I firmly believe that 
governments are not always concerned with the same things that the standard setters are 
concerned with. When we set standards we are trying to achieve transparency, we are trying 
to let the market have the best information, to make resource allocation decisions in a neutral 
fashion, so not to biased activity in one direction or another. Whereas governments are often 
concerned not about the neutrality of information, but potentially simulating in certain 
sectors of the economy for a variety of reasons. And I guess that at the heart of it, I do believe 
that providing shelter for non-economic activities via a lack of transparency, which is 
essentially what we are talking about. When governments start to get involved in that 
purpose to standard setters to provide neutral information, very often that effort might seem 
like a good idea in the short run, but a bad idea in the long run.  

So, I don’t really view standards setters as having accountability to governments, I view 
standards setters to have accountability to the capital markets and to the users of financial 
information that are giving up resources to a fair return. And they are not going to be able to 
make that assessment about whether they expect to receive a fair return, unless they have 
transparent information to do the best job to predict the future cash flows and future of cash 
flow that the entity is going to generate. So, I do not view as standards setters being 
accountable for governments.  

 

In Europe there is something called the European Public good. I know that in the US 
you do not have something similar to EFRAG, but do you think that Public good should be 
introduced in the US as a filter for standards? 

No, I think the European regulators have had a difficult time to define what they mean by 
public good particularity when it comes to accounting standards. You can take a situation, 
let’s go back to stock options, where the government got involved in that debate over 
whether stock option should be accounted for, as fair value in the past, associate with stock 
option reflected into the financial statement. Well there was a strong argument, coming from 
the opponents of that from the tech industry. If the transparency would be provided to that 
list of transactions that was going to end the most productive sector of the US economy, it 
was going to kill high tech. The reality is not what happened and we also know that over the 
many years a lack of transparency over the stock compensation it become a preferred method 
of compensating employees and executive because it was not transparent, and you have 
massive wealth transfers from shareholders to manager and to employees and the 
organisations shareholders, that those shareholders were kept  unaware of, and as a result 
unable to assess whether or not those transfers were fair or adequate compensations for the 
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services being provided to executives and employees. So, you can make a public good 
argument    that you want to protect a certain sector of the economy, but that by definition 
it means it gotta be somebody else bearing the costs for that. So, I just believe we are all 
better off if we just provide the information in a transparent fashion and let the resource 
providers decide where the resources are going to be best utilised. If the government has a 
desire to support certain parts of the economy, there are certain tools to do that, they don’t 
need to do it through financial reporting. They can do it via tax law, they can do it through 
other regulations, environmental regulation as so on and so forth. So, I don’t believe that 
financial reporting is an approached mechanism for that issue to come into play.  

 

There is another question on Prudence, which we will get back later, but for now is 
Prudence a matter of public good? 

I am going to go back to neutral and transparent, I think that early on in the account thought 
there was an argument that it was a very or extremely limited role for Prudence or 
conservatism in financial reporting in the following sense: if you have two uncertain outcomes 
exactly identical in terms of the likelihood of chances of happening the Prudence or 
conservative approach would be to report the lower number. So, first of all, you need to have 
a situation where two outcomes or multiple outcomes, and all of those outcomes are 
identically equal, is highly highly unlikely to happen. In that instance you may make the 
argument you should report the lower number, because that would be the conservative thing 
to do. But others, such as us who were trained in the doctoral work, would argue that even 
in that instance an inflated value would be more transparent reflection of what the magnitude 
that should be reported in the financial statement should be, combined to adequate 
disclosures to explain that fact that there are two prudential outcomes that are likely.... I will 
put myself in that camp that I would believe is more appropriate to report the expected value 
with adequate disclosure. To end up with all of that, I do not believe it is a role of conservatism 
or Prudence in financial reporting.  

I think there is a role of Prudence, I think it runs purposes with an emphasis on transparency 
and neutrality. I do think previously there was a role in the audit function where there is a 
high level of uncertainty and that auditors should be very prudent and bring in more audit 
work to try to seal that they have the level of comfort around the number that are being 
reported. There is a role for preparers to be prudent in the preparation of information where 
there is a high degree of uncertainty, as they should be gathering more information, in order 
to try to come up with the best estimate at whatever the measurement of the activity is in 
the financial statements. So, would argue it will be a role of Prudence and Conservatism in 
that case when it comes to gathering the information and monitoring the information that 
has been gathered, but once all the information has gathered now that they reflect something 
the financial statement, the financial statements should be neutrally and transparent and 
reflect the info that has been gathered.  
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Because auditors have a bit of space for judgement, would you include auditors as part 
of the standard setters or as part of the regulators? 

I think that auditors are monitors. They are not really like regulators, and they are not really 
standard setters, but they are monitors, they have a monitoring role in the financial reporting 
cycle.  

 

Do you believe that a wider range of stakeholders is now involved in the regulation of 
accounting practice?  

Yes, I think that the role of auditors and prepares, at least in the US, if you go back all the way 
to the 1930 when audits first audit become required for public companies, and the first 
organisation was created to make accounting standard in the US, which was the Committee 
on Accounting Producers, AICPA Committee, the auditors and preparers were heavily 
involved in the setting of accounting standards from that point forward and they continued 
to be heavily involved. I think that the FASB for the last decade, maybe 15 years have tried 
very hard to bring more users into the standard setting feedback loop and that has been a 
recognition, the way to do that is not to give a user exposure daft to read and provide input 
on, but instead, to provide material that help users to see on the outcome will be on the 
standards look like and let them respond to that. And here at the board to try to communicate 
more effectively with users on their own terms and I think that has been successful, and I 
think that is room for improvement. And I also think that it is complicated by the fact that 
users do not always see their role in the process. So, they tend to be more reactive than 
proactive, whereas preparers and auditors tend to be very proactive. That difference revolves 
in the potential different influence in the process of accounting standards setting process.  

 

The core objective of financial reporting is the focus on how a ‘reporting entity’ should 
provide transparent financial reporting that is ‘decision useful’ to a primary user group of 
‘investors’. Do you agree that this is the primary user group for financial reporting? 

So, in our Conceptual Framework it is actually not investors as the primarily group, it is 
broader than that. It is really resource providers and that includes existing and potential 
investors, as well as lenders and creditors so I would agree with that broader group that are 
the resource providers that are the user group, if we focus on the US.  

 

What about society at large, as indirectly as a customer can be interested in a 
company, or even employees would be interested if he is going to receive his pension or salary 
next month. How would you judge this?  

I think there are users outside the primary user group. My question is if we may focus on that 
user group may necessarily lead to different results. Again, if we try to figure out that what 
we try to provide is info to help resource providers is the uncertainty on future cash flow, if 
that is going to determine their returns.  
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If I would turn my attention to employees, you gave a very good example there, the employee 
is worried whether or not they are going to get their salary tomorrow. They are concerned 
about the same thing, right? Cash flows. Different user groups may be concerned about the 
different subsets on these cash flows, but at the end of the day they are worried about the 
same thing. Is this organisation going to create enough cash flow in order to pride me with a 
return for the money I am lending to them, the money I am investing in them, or the services 
I am providing in the case of an employee.  

If you think that a taxing authority would be interested in whether or not that entity has 
enough cash to pay taxes, at the end of the day it always comes back to cash flows, with 
respect to the financial performance of the company.  

I know that later on you have a question on whether there should be social and governmental 
disclosure that would be outside the longer term returns that company is going to provide 
me. We can address that later.   

 

We can actually address it now, if you want.  

Ok. In terms of social disclosures to the extent they give right to assets and liabilities, I would 
argue yes and they should be and are in most cases reflected in the financial statements. You 
can think about an obligation to clean up what we refer in the US as a super fund site where 
the government can come in and clean up what is required and the company has been 
charged with the cost associated with that clean up, they are gonna show an obligation the 
financial statements, like a loss in the financial statement associated with that activity and I 
think that is basically appropriate for the financial statements to reflect. So the question is 
not the actual assets and liabilities that exist but whether we are talking about the if that 
helps society at large or even users of financial statements to better understand risk 
exposures at the extent to which the company may not have yet manifested it and the future 
expected cash flows and in those cases I think that at least in the us we do not view that 
information to be under auspices of the FASB, but being the responsibility of SEC and that I 
would be more appropriate disclosures for the MD&A section of the 10k or form 22F where 
they have to discuss their risk exposures.  

 

In the US there is something called SASB, do you work with them? 

No exactly. We did not have any meetings with them or anything like that. 

SS ENG B3: I would say there is some informal conversation between the individual members 
of the FASB, even executive director, as you know there are former FASB leaders, involved 
with the SASB, including the former chairman of the FASB, so we operate in the same circles, 
but in terms of joint projects of former relation, no, there is none.  
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You are referenced as a self-regulator, right? Do you agree with this term that defines 
you? 

I think about this as a standards setter in the private sector. How would you define in your 
mind a self-regulator?  

 

A non-government agency that regulates the market, basically.  

I struggle with that because we do not have any enforcement power. We set the standard but 
then the SEC regulated these standards so they are the regulator and us the standard setter,  
you know, unless there is ....there are two ways there, one is through the SEC and the other 
one is through requirements AICPA has for auditors to say that financial statements are 
accordingly to the principles and they have to follow FASB standards.  

 

The scope of the question is if SASB is as well a standard setter, or they differ from you, 
as you are a standard setter and they are a self-regulator? I am trying to understand where 
you would position SASB?  

I had a hard time with the world regulator, because to me a regulator has one component 
which is the enforcement component. I think they set standards and I would describe this as 
a private sector standard setter and I would not describe as a regulatory agency or regulatory 
entity.  

 

Do you view regulation in a continuum as you said standards and the SEC and Congress 
and the US government maybe implement them, or do you view them as separately? 

I would say the former in the US in setting the standards, there are other components of the 
system that then have to be enforced, so SEC, PCOB, and a combination of enforcement also 
with AICPA auditors, that is the mechanism of enforcement. 

 

Is the American profession body part of the standard setting or part of enforcement? 

The AICPA? They are part of the enforcement, not part of the standard setting. They have 
influence, they may have input like any others can have input, but certainly here from AICPA 
on exposure draft, but their input is as a constitution, not part of the standard setting process.     

 

We are going to another question now. The question is if at FASB is the same issue like 
at the IASB? Do you think that we should reinstate ‘reliability’ rather than ‘faithful 
representation’, given that many assets valuations are not based on market value but are 
estimates? I am talking here about the shift from HCA to FVA and faithful representation.                                                                                                                                                                                                                                                                                                                           
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Yes. I am going to take a different view on this one, then maybe you might have heard before. 
We have to think about what is the objective of financial reporting: A. is to provide decisions 
useful info for resource provides and we already discussed that these resource providers in 
making these resources allocation decisions are trying their best returns, and in assisting 
returns they truly need to understand the amount of future cash flows. So, it is all about 
predicting future cash flows. So, the economic phenomenon that the resource providers are 
trying to seek information about is not about the asset itself, it is about the cash flow that the 
asset is going to generate through use in the organisation. So, when we are setting accounting 
standards, we think about the qualitative characteristics of the information of the financial 
information that is different from the representation of the asset value. The most important 
thing that we do is to provide relevant information, so it will help users for the cash flows. So, 
as I said before the cash flows are not embedded in the asset itself and it depends on how the 
asset is used. For example, take a commodity trader that trades platinum and they are trading 
that platinum. So, the expected future cash flows to them that are embedded in the fair value 
are the same if they are SS-ENG-B2 Commodity Trader or it is SS-ENG-B3 Commodity Trader. 
It does not matter because that platinum is going to release its cash flow through trade. They 
are identical. There is nothing we are doing to that platinum to change those cash flows and 
they are also identical to what is embedded in the market value.  So, in that case I would argue 
that your statement is accurate that the FVA, the faithful representation it provides relevant 
information, because it is the best signal of expected future cash flows that are going to be 
generated through the use of that asset by the holder of the asset which in this case is this 
commodity trader.  

But not take that exact amount of platinum and put it in a business that is making catalytic 
converters and the platinum is the raw material that is used in the production of those 
catalytic converters. Now, the future cash flows that are generated by platinum are impacted 
by a lot of decisions that the company itself is making. How efficient are the operations, how 
much scrap and how much rework it has to be redone and how much material is gonna be 
wasted in the process? That is gonna affect your cost structure. How many catalytic 
convertors are going to sell and that depends on how much marketing advertising and effort 
they put in the activity, the quality of the product and so forth. Now the amount of future 
cash flow that is generated by Christine Catalytic converter then SS-ENG-B3 is going to be 
different because of the decision we are making within the business. In fact, in that case the 
market value of platinum is frankly irrelevant to a user that is spending time trying to predict 
future cash flows if they sell the catalytic converters. They wanted to know what they were 
making in the past, what is going on in the market for catalytic converters and what is this 
company cost structure, if they are efficient or inefficient user of platinum and how that is 
reflected in the costs, statistics, how much inventory do they currently have and how much 
did they cost them in order to acquire that inventory. All of that information is not going to 
convey marking platinum to fair value because the cash that is embedded in that fair value 
for platinum is completely different from the cash flows that I anticipate from generating it in 
my business. So, in that case I would argue that fair value is not a faithful representation of 
the asset value, because the asset value is determined within the organisation and put to 
production. I would also agree that the historical cost is not a faithful representation of that 
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asset either, but if we get back to relevance as being the overriding qualitative characteristic 
we are trying to meet, which of those are going to provide more relevant information to 
predict the amount of cash flow that is going to be generate from the use of asset. Many 
many users would say that in a low inflationary environment Historical cost is just fine and 
preferred. So, I guess I do not get to the place of excluding that faithful representation is bi-
elemental number 1 and if it really provides a faithful representation of asset value in that set 
of cases where the cash as an entity are the same as cash flows embedded in the market 
value. 

 

So, level 1, level 2 and level 3 type of assets would not make much of a difference, as 
ultimately is a matter of cash flows? 

Well, level 1, 2, and 3 make a difference in helping users to understand how much uncertainty 
there is in the measurement. So, you have the market for platinum, but instead the entity has 
to think about, what is the value of this thing where there is no market for it, their plan is still 
to generate cash flow though sales. Right? I am gonna be able to communicate to users that 
they make a bunch of assumptions in trying to figure out what the value of that asset is, 
maybe looking at what value the other metals are currently traded for, whatever they might 
have done to try to put on value on that asset.  

 

We said at the beginning that we are going to get back to the question of Prudence. 
IASB was under pressure from the EP to put Prudence back, which says something about their 
independence and accountability. I know that the US is lacking back in time with their 
Conceptual Framework. Would you put Prudence back? Is Prudence important for the 
American market? 

I cannot speak for the board as a whole, I can speak for myself, and I am not supporting that, 
I can say that the general sense of the rest of the board would be that they also do not support 
that. I would put it as a prediction that it is unlikely, but again I am just a vote of seven and I 
have not polled all the members. My general sense is that there is no appetite for Prudence 
to be part of the Conceptual Framework.  

 

Do you believe there is a policy transfer, mainly from FASB to IASB, as history shows, 
or both of the bodies are doing similar things because they are addressing general accounting 
needs that are the same everywhere? 

I think it is a bit of both in the following sense. To the extent that all are trying to achieve the 
same objective and we all have the same fundamental objective throughout the world. It 
seems that almost everybody has come to the conclusion that providing decision usefulness 
information to resource providers is not the only objective, but certainly a very important 
objective and I cannot think of any jurisdiction where it is not considered or any jurisdiction 
where is not considered important at all. To the extent to which we are trying to all meet that 
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objective you would expect some similarity in outcome but the reality is that there are 
different ways of meeting that objective and different cost benefits in different jurisdictions 
which you anticipate with the impact of final standards that will be produced as a result. I do 
not find it surprising that there are similarities, I also do not find it surprising that there will 
be some differences and that we end up with different paths to achieve that same objective. 
That is one component. The second component, we feel that it is cost effective to learn from 
one another, it is important to learn from the IASB as well as the other standard setting boards 
all over the world. So, pick a case. The Japanese recently issued an exposure draft on crypto 
currencies. We in the US have not taken that on board because we do not sense any issue 
with that in the United States, but we certainly pay attention to what the Japanese are doing 
and trying to learn from the feedback that they are getting on the proposal. When the time 
comes that we need to make some judgement on those issues, we are not reinventing the 
wheel but learning from the experiences of other standards setters because there is some 
similarity in the economic circumstances that would be helpful for us to pay attention to what 
they did. So, I would say it is a bit of both.   

 

There is a question with two sub questions: Do you believe that the regulation of 
accounting has delivered high quality of financial reporting? And the second part of it is 
accounting too detailed and extensive?  

I would answer yes to the first one that regulation has delivered high quality financial 
reporting, but that does not mean there is no room for improvement so in other areas that 
we are constantly looking at to reduce cost and complexity and there are new transactions 
that are coming up and need to be addressed, like progressive issues. In terms of detailed and 
extensive, I think that there are packets that you can look and say that the standard are too 
detailed and extensive, equity is an area that constantly is complex about by preparers and 
auditors, as it is unduly complex to apply and that is a symptom of setting standards when 
you have a weak Conceptual Framework, in particular areas like measurement, we have no 
principle of measurement, so trying to decide at air value or amortized costs, it is difficult 
when you have no principle to guide that. We do not have any definition of comprehensive 
income, so deciding where gains and losses should go on liabilities reported at fair value, open 
to debate and the distinction between asset and liabilities is not one that is well attained by 
the current definition of liability and current definition of assets.  

When you got an area like that when conceptual framework does not provide a specific 
guidance you end up in a situation that is not tied together by an override concept and that 
tends to increase complexity because you get a lot of inconsistencies in the standard setting 
so I think that there are places where standards are increasingly complex so I argue that it is 
important that board has a complete Conceptual Framework. That said, some of the 
transactions are very complex, the financial environments have some animals that would 
have looked very different back in the 1930s and even 1990s. When you have very complex 
transitions a certain amount of detail complexity is just got to be the matter of course.  
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Finally, comparability, if you want comparability if you want the same information to be fold 
similarly you need to provide details in order to ensure that the standards are applied in a 
comparable fashion and that is just a difficult trade off but is the reality.  

 

Which ones do you think are more complicated, principle based or rule-based 
standards?  

I think both, you know if you have very detailed standard, you have rules to follow so you can 
argue potentially that is less work for auditors to audit and for preparers to prepare but I think 
they will also argue when they have a situation which does not fit the parameters for which 
the standards were written for than it becomes potentially quite costly, because you may end 
up economics that is not capturing their unique situation.  

Any time there is ...the cost often is just transferred around and the question is who bears the 
costs? Is it the users who bear the costs? Because they are not getting very good information. 
On the other hand if you have a standards that is more judgement based than you can argue 
that is beneficial to the users because it allows the prepares and auditors to generate the 
information that capture the inter-binding economics by on the same time can be a reducing 
on comparability which can reduce (!?) Costs on users and there is also going to be the 
potential for each organisation and each auditor has to reinvent the wheel each time they 
have to do an audit because there is not enough bumper within the standards to provide the 
path easily how to account for the transaction, so I think that both of the approaches comes 
with a set of plusses and minuses and all we can do is to act in the environment we are and 
ty to litigate the best we can.  

 

In the UK you have the hierarchy of law, which is the primary, secondary and common 
law. Are you familiar with this in the US?  

I remember reading a paper a long time ago about different countries and what specific legal 
regimes they fall into.  

 

The scope of the question is to try to understand accounting standards and where are 
they placed in the hierarchy of law? What are they? 

SS ENG B3: I am not sure I fully understand the question. The standards themselves 
are not laws in the sense that they are not passed by Congress. They have the authority of 
law because the Congress has delegated to the SEC the right to create accounting standards, 
and you can be punished for not following accounting standards, but I guess, I do not know 
how to answer the question. To what extent the violation of accounting standards is a civil 
penalty or a criminal penalty? I do not know where the line is crossed when a company is 
found to frauding its numbers or violating accounting standards, whether that is a civil offence 
as opposed to a criminal offence, I do not know the answer to that. I do not know how a 
lawyer would look at that, but accounting standards are not laws per say.  
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Right. This question puzzled everybody, nobody knew how to answer, including lawyers 
actually.  

Yes, it is a good question.  

 

Two short questions. Back in the days, there were four American members of the IASB 
board, now there are only two left. Do you think this will change objectives and the way 
accounting is set by the IASB?  

That is a question I would leave to the IASB to respond to. It is a thought one to weigh on.  

 

Should accounting standards address the stability of the firm or stability of the markets 
as a whole?  

I am hesitating on my answer to that because I am going to the transparent, neutral 
information, so you know transparent neutral information show that the market is (!?) Some 
may argue will impact the stability of the market, but I think that if the information reveals 
the undermine economic that is the ..stability of the firm is ...  

 

SS ENG B3: Stability of the firm and stability of the market is not in the scope of the 
FASB consideration. Is really neither one.  

 

So, what do you have in mind when you develop accounting standards? You must have 
an objective, I assume investors, but what about in terms of the firm? 

Objective is that the resource providers have the information to assess the underlying 
economic. It is the firm... what they really care about is if they really have sufficient resources, 
sufficient cash flow to provide me an adequate return for the risk that I am taking. So, our 
objective is to provide information to help them make that assessment, but not to, you 
know...worry if that results in a company, market or industry being more or less stable.  

Company is more or less stable because of the economics of its activities, right? So, making 
good decisions they will be stable for, if they make bad decisions presumably, they will not be 
a stable firm. So, our job is to make sure that information is transparent so they can 
distinguish between the firms making good decisions, or firms making bad decisions.  
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SS ENG B4 

 
Can you introduce yourself by saying about your background and responsibilities?  

I am an academic myself, I hold a PhD from University of Ferrara in 2013. I had an interest in 
intangibles, intellectual capital recording and then I moved to macro integrated reporting 
practice. In 2014 I joined the IIRC as a member of team, of the staff. My first role was 
responsible development to IR to the internal market, while over the year I changed my 
responsibilities, I am responsible for Italian market, but I am also responsible for leading 
practices programmes, so basically, I am working on the database of the IIRC, academic 
networking, and in November last year I joined the former technical teach of IIRC, which is 
not guidance research team.  

 

You know that in the academic literature accounting is perceived as being largely self-
regulated. So, on a scale from 1 to 10, where 10 is purely self-regulated, while 1 is 
governmental controlled, where would you place accounting practice? 

When you talk about accounting practice, you refer to IFRS?  

Yes.  

 

Ok. I would say between, I would rate as 5 or 6.  

 

Can you explain why?  

I am not a specialist in accounting, even though my entire background and education is in 
accounting, and I would say that there are much more generous standards at the international 
level, but I think the transposition into the national context can still have some space in order 
to accommodate and find a balance a balance at what is happening at the international level 
and national level, but much more in the national level regulatory environment.   

 

Do you think that the IFRC can be nationally controlled? 

Kind of there are some national cultural aspects that cannot be controlled at international 
level. There are some sensibilities, some vulnerabilities that to some extent at national level 
can find some place, vis-a-vis of what is going on at the internal level. I do not think that this 
is just a pure transposition of the international standards at national level. I know there are 
still some discussions on how to implement certain standards, some problems and some 
doubts, because there are some cultural, social, political, environmental aspects that are not 
the same all around the world.  
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So, accounting is self-regulated, but it gets controlled by national or international 
politics? Is this correct? 

Yes.  

Is this making accounting a technical matter or political matter? 

It is not only a technical or only political matter. In this respect, I was reading last week a 
paper by Antony Upward about shifting the sphere of economics, it was very interesting, 
because it is an investigation on why accounting is not just about accounting. This can be the 
case mainly in the US but if you come to Europe, I am not talking about Asia, because I am not 
familiar with that, but in relation with Europe, I think accounting is not about accounting, it is 
not a purely technical think, it is not only about book-keeping, it is influenced by economic, 
social and political discourses that are going on there.  

 

This is a new school for many old-fashioned accountants.  

Ya. 

 

Would you say the IASB is only a standards setter, or it is a regulator as well?  

In what sense is unique?  

 

In one of their newsletters, they say they have a unique arrangement in the regulatory 
world and here I am trying to make a comparison with FASB, if you are comfortable with that.  

I would say, it is much more of a standard-setter. I think that there are lots of politics, there 
is a lot of literature about this. I think from pure personal experience, there are a lot of 
political things going on in the IASB. I would say it is much more of a standards setter, rather 
than a regulator.  

 

Is it a unique standard setter?  

I am, I think that when we are talking about FASB, we talk about the US. When we talk about 
the IASB we talk about the rest of the world. When we try to set up standards for the US, it is 
much easier than for the rest of the world because you cannot really compare Europe with 
the US. The US is a big country, they speak one language, they have one constitution, one 
president, while when we talk about Europe we talk about completely different countries, 
cultures, presidents, languages, obviously there are different logic and approaches that FASB 
and IASB are undertaking. Without taking into consideration what is going on in Asia, 
Australasia and Africa, most of the time we forget, we forget that there is New Zealand and 
China and Japan. I would say there are much more tensions in setting up standards at 
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international level, rather than setting standards in reference to the US. Not surely if I 
answered your questions.  

 

You did. Because there used to be four American members in the board of the IASB and 
now there are only two and the French member is part-time and there are some new 
Australian members there, is this influencing in a way the standard setting?  

I think so.  

 

Is it pushier from which side? 

There used to be four American members of the board in the IASB, now there are two. 
Australia is still Anglo Saxon. Asia will be different. I think there is still some dominance if you 
call it that way, by the Anglo-Saxon world that when we talk about Anglo Saxon we do not 
talk only about US, we talk UK, New Zeeland, Australia, South Africa, so I think we need to pay 
attention what we refer to what we refer Anglo Saxon. I know that if we go to British and talk 
about the influence the Anglo-Saxon world is having, so they say, but this is different, that is 
Britain, Australia, they will understand the differences, but from a European perspective, New 
Zeeland and Australia are part of the Anglo-Saxon world. I would say that there is still some 
influence from the Anglo-Saxon world, even if it is not only about the US, much wider, 
depending how you see it.  

 

So, accounting in the Anglo-Saxon world differs from within, like FASB would have 
another objective and purpose and technique of accounting standards, then the rest of the 
world, like the UK for instance? 

I think so. If you take into consideration for example what is an entity in the old European 
continental Europe there is a long tradition what is business economies, business 
administration, what we called in Italy, economia ambientale (it), which is the economy of the 
entities, so to speak, but in the Anglo-Saxon world this from the very beginning in the 
university studies and accounting studies, in economics and management. In the old 
economic continental Europe tradition, we have an idea what is an entity, while in the Anglo- 
Saxon world there is not a unitary holistic system approach in order to understand what is an 
entity. From the Anglo-Saxon perspective world, specially of the US, there this idea of 
orientation postulated.  

In this perspective, accounting in the US and much more in the Anglo-Saxon countries 
accounting is about accounting, is a technic, if we take into consideration the European 
tradition, Germany, France, Italy for example there is a long tradition accounting is not about 
accounting is something broader is something broader can be translated as business 
economics, so there are tensions is in between the two ways of perceiving accounting, when 
we talk about accounting in the Anglo-Saxon world we refer to financial accounting, but in 
Italy you can talk about financial and economic. For example, we take into consideration the 
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annual report, in the US would be the financial statements, while in Italy but also in Europe 
we take annual report financial and economic which is much more broader, it is not only 
financial accounting, but it implies, what is the economic concepts and all this it is underlined 
some concept of what is an entity, what is the theory of firm and that implies more think.   

 

UK accounting is based on judgement more than any accounting in the world, the 
continental one seems to be more detailed and I have a feeling that you told them the other 
way round.  

Let’s say for example, try to understand how the same idea of the business model is conceded 
in the IASB such as the IFRS 9 and you can clearly..... for FASB all the subject aspect have to 
somehow be eliminated because accounting is a reflection of economic reality should be a 
reflection of reality and then the question is what is economic reality, I think. While if we refer 
to the IASB there are some attempts to align with what FASB is doing.  

IASB was not even referring to the notion of a business model at the beginning of 
development of IFRS 9. It is a concept that was put in form by the respondents to the 
discussion paper, exposure draft that IASB has proposed to IFRS 9. The main concern for the 
IASB was to eliminate the subjective, judgement part of the business model even though I 
think that this account was done to align to what FASB was doing.  

 

OK. You know the Norwalk agreement between the IASB and FASB failed. You think 
that the room left is for new cooperation, or competition? If you think about competition, do 
you think is it wise for FASB to get to the international level? 

As I say, I would not talk about competition, because the audience, the preparers, that are 
referring are completely different. If you go to an US company or to a French or Italian 
company obviously you are not talking to the same kind of companies. There are some 
different logics that underline the two companies. I would not talk about competition, I know 
there been some attempt for FASB and IASB to collaborate for example the financial 
instruments standards was one of the standards they were trying to collaborate, to put 
forward a standard what is reporting entity is another attempt, I think that I would not talk 
either about cooperation or competition.  

The future is that they will collaborate on some projects and will not collaborate on other 
projects.  They understand that their preparations and logic are completely different. Not 
aligning only pure technical stuff. The idea, I think the reasons for which it is difficult to find 
full cooperation is that since the beginning there are completely different logics. These two 
cannot work. Sit on two different logics and cultures, obviously.  

 

So, would you say that the American logic is more rigid, based more on short term 
needs, while IASB is based on judgement and long-term needs?  
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I would say. I will also see these in terms of their relation with Integrated Reporting. The IASB 
it is much more difficult to develop integrated reporting. They have some issues about 
adopting integrated reporting. Now, at the international level, you talk about Europe, talk 
about China, Japan, India, New Zeeland, Australia, ˂IR˃ is a concept that is well development, 
there is a sort of consensus reach on the Integrated reporting and I think that this is due to 
the different perspective, and cultures, that these two will not have in accounting and in 
general I would say.  

 

We are at the last question from this section. Not sure if you are familiar with the 
debate at the European Parliament in between the accountability and independence issue of 
some of those self-regulators, IASB, but also EFRAG and PIOB? Do you believe that there is a 
need for the accounting regulatory bodies to be more directly accountable to the European 
Parliament or to national governments so as to incorporate their concerns?  

I would say that to be accountable at the EP level would encourage to some extent, a little 
more integration rather than to be accountable at national level. There are pros and cons in 
relationship to both of them. If you are more accountable to national bodies you are more 
accountable to make your point listed and to make your point. At the European Parliament 
there are more balances to be respected, because obviously there are a lot of countries 
putting forward their opinion and judgements. But I think that Europeans prefer acceptability 
rather than national ones. Otherwise, I think the whole idea of Europe being Europe fails.  

 

How do you judge the interplay in between independence and accountability?  

What do you exactly mean? 

 

For instance, IASB claims to be an independent body, while the EP thinks because they 
have the coercive force and right, they think they have to comply because we also pay them. 
How do you judge this interplay between independence and accountability? 

Obviously, when you pay the standard setter, you expect something back and that is not 
always the case because also at the European level there are some complexities obviously we 
are not talking about countries with the say economic power, social power, we talk about 
courtiers that have variated power and policies. I would say that there is really a tricky 
relationship between independence and accounting in general. I am not sure if I answered 
right now. 

 

You did, in a way.  You at the ˂IR˃ which is kind of a platform to put together financial 
and non-financial, how does it work for you? Who are you accountable to? 

We are accountable to stakeholders and when talking about stakeholders, I do not know if 
you are familiar with the Corporate Reporting Dialogue? 
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Yes. Where Ian Mackintosh is? 

Yes.  

When we talk about...obviously at the IIRC we have a governance structure board, the 
Council, at the much more operational level there is the staff, and various levels of 
accountability so to speak. But the first people and organisation are accounting to, first of is 
the markets, without the market there will be no idea of ˂IR˃. ˂IR˃ if investigate the whole 
study is very vertiginous it is not about suitability not about account is something completely 
new, that has been created, obviously we are the idea to put make the make understand that 
about a reporting practice but a new way of think, about what your organisation is doing, to 
some extent can be conceived, about new theory of the firm, when we talk about ˂IR˃ we are 
not only referring to one type of capital but six capitals. I would say that when talking about 
˂IR˃ who are we accountable to is the markets, broadly conceived, prepares and users, but 
obviously to all other organisation that support integrated reporting: IASB, FASB, World 
Business Council for Sustainable Development, CDP, IFR, GRI, SASB.  I think that it is difficult 
make a list because the same idea of ˂IR˃ entails a lot of actors and different interest to some 
extent we are trying to ingrate and connect.  

 

Would you say the integrated reporting standards are for the markets as a whole or 
for the firms acting in the market?  

I would say it depends what you are referring to when you talk about the markets. There are 
not only for organisations because this information is used internally for the organisations, 
but also externally for the stakeholders and shareholders that understand the activity of the 
organisation. It really depends what you refer to when you talk about what the markets are.  

 

For instance, you have FVA accounting which allows mark to market. Are your 
standards for the market, that the standards refer to or are the standards for the firm?  

I would say for the markets. Let’s say both of them ˂IR˃ is not about reporting is about 
integrated thinking. Is about the way in which organisations think about business internally. 
But also, what the users of financial analysis, customers, and board rage of stakeholder, the 
use as they make up these info, I would say both of them.  

  

This leads me to two questions. The first of it's core objective of financial reporting is 
how the reporting should provide transparent financial reporting that is ‘decision useful’ to a 
primary user group ‘investors’. Do you agree that this is the primary user group for financial 
reporting? 

So, in comparing financial and non-financial reporting, is that, you know, they always make 
reference to the users. Basically, financial reporting is made of a dimension of, as you said, a 
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dimension of ‘decision useful’ to ‘investors’. If you talk about suitability reporting, they refer 
to the interest of the stakeholders conceived, or taken into consideration. If you consider 
integrated reporting, you have reference to providers of financial capitals, as not just 
stakeholders. I think the real question is, who are these users and the extent to which these 
users are created and their relevance is created by organisation and standard setters. You 
know, in order to respond to the question, you know it is a bit of a vicious circle. We create a 
new reporting practice such as sustainability in order to respond to the needs of stakeholders, 
but the question is who are these stakeholders? Are all the stakeholders relevant or not so 
relevant? To some extent, the challenge comes from investigating a bit more the existence of 
these users, investors, providers of financial capital, stakeholders provided their relevance.  

 

For instance, you at ˂IR˃, I know who your members are. How are you relevant to 
states and the European Parliament, for instance?  

I am not the best person to talk about this. I am much more involved with academic and 
technical things. I know that there are some strong linkages with the European Commission, 
which as you know, our CEO used to be Member of the European Parliament, obviously on 
the big challenges here is to understand what is the future of non-financial direction and if 
integrated direction can play a role and how these non-financial disclosures are transposed 
into the national law. I cannot talk about direct compact but it interesting to infer some 
indirect contact, we can refer to them in this way, in order to understand, what is the future 
of ˂ IR˃ what he whole scope of the EU directive of non-financial information. Obviously, what 
I know and I am sure about, the European directive of non-financial reporting info has been 
written in the same spirit of integrated reporting and there are a lot of alignments and things 
in common. But, the way this got transposed on the national level is the question though.  

 

Because integrated reporting also addresses society at large, how do you assess the 
importance of society at large against the providers of financial capital? 

I would say ˂IR˃ I say that yes, society plays a role within the ˂IR˃  but I am not sure if ˂IR˃ is 
the best corporate reporting practice able to respond to the needs of society. I think there 
are other standards and forms and guidance which can help much more in this perspective.    

 

What do you mean? 

If you talk to society you refer more to GRI, you may refer to the US correspondent SASB to 
accounting or suitability projects, climate disclose, carbon disclosure project, I think that are 
other organisations that are able to respond to the needs of society. I am not saying that IR is 
not responding to the needs of society, but maybe it is not the principle device that can be 
used, that can be used to respond to the needs of society.  
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With regards to the Conceptual Framework the International Accounting Standards 
Board has previously removed the need for ‘prudence’ as a governing principle. IASB has 
project the European Parliament to put it back. In your opinion is it necessary for financial 
reporting to adhere to a ‘prudent’ approach to recording financial information for users?  

I think it really depends, you know, as we say since the beginning, IASB is the result of 
influence from many countries. Prudence has been one of the key principles underlining 
financial reporting in Italy as in maybe many other countries. It was interesting to see that 
Prudence was removed but also the fact that IASB put be back again in the Concept 
Framework. It is difficult to judge, everyone talks about Prudence during financial crises. It 
really depends on the different stages the financial crises has reached in many countries 
where financial crises have not stopped yet.  So, maybe they are much more keen to perceive 
Prudence as an important approach, while in other countries where to some extent, came 
over the crises, where the crisis is perceived to be finished, maybe they feel that Prudence is 
not the key principle underlying financial reporting anymore. I think it is kind of a very 
interesting approach.  

 

How important is Prudence in the Conceptual Framework thinking that the Conceptual 
Framework is not enforced in the EU? 

It may have a role, I do not have any...not really, I am not going to push one particular vision 
here. I would say, let’s see what is the future of such a framework and what is the perception 
of financial crises, has reached.  

 

Would you consider HCA more prudent as it is not much space for estimation and 
modelling?  

That would be the obvious answer if we talk FVA level 3, the obvious answer is yes it will be 
much more prudent.  

 

In some business models, it proves to be imprudent.  

I think that here, it is a much more business model-based approach, rather than a standard 
based approach. Now, it will be interesting to see much more with the eye of the business 
model and the relevance they are gaining. How the standards are changing vis-a-vis the world 
of business models. ˂IR˃ is not different in these respects. The world of ˂IR˃ is that you have 
to communicate your own story of value creation and this depends of business model and 
your uniqueness of business model.  
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NGO ENG C1 
 

Hello, Raz PhD student from Queen Mary University of London, I am here to interview 
you as the President of the organisation, sorry CEO. Yes, that’s different in your organisation. 

Yes, we’ve got a good corporate governance model, where we separate the rules of chairman 
and chief executive so we have a president, that’s the chairman who’s in charge of chairing 
the board and who has an elected number of the members, but he’s not an executive, I’m the 
executive. 

 

Ok, who are you accountable to? 

To the board and to the members assembly. So, the President is elected by the members 
assembly, he’s the representative of the members and my accountant is first to the board and 
then to the members assembly, the members assembly is actually designating and connecting 
the board members. 

 

Ok, what brought you to the first place in the accounting world? What’s your 
background and how come you ended up here? Don’t tell me you jumped.  

I’m not an accountant , you know that , yes , I jumped , cause I started my life in horses, I think 
you know, so I was a horse trader so I know a little bit of other things that we were talking 
earlier and after a carrier in sports, so professional sports, I studied law and economics, so I’m 
both an economist and a lawyer, but probably predominantly a lawyer with a special degree 
in European Public Policies, which is something that I’ve been quite passionate about. That’s 
my background.  

Don’t ask me to describe my carrier cause I’ve been doing  plenty of things, very, very 
different, but if there is a red thread, which I’m not sure, if I’ll be honest with you, it’s really 
been European affairs, so I have been on the board of think tank Europe, a European policy 
centre and I’ve been working with PriceWaterhouseCooper’s, I was one of the directors of 
PriceWaterhouseCoopers here  and at that time I was working a lot in European public policy 
projects for the firm doing a number of studies on future policies, especially in relation to e-
business and to taxation. I deal with a little bit of work in the health sector and innovation 
and put a lot of thought and I also did some work for clients on European affairs. 

 

So, would you describe your job more like on the policy side of accounting than simple 
accounting?  

Definitely, I am not an accounting technician, the way I have looked at accounting in my 
studies is not from a technical point, of course, but more from the macro policy system points. 

So, are we still on the management or policy side? 
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Both, I would say, cause I have been confronted I would say accounting, well, for first time I 
was, it was when I created my own business at 21, and I had to do accounting and I had an 
accountant , and the accountant is probably the guy who saved my life a number of times , 
coz at 21 I was pretty crazy, so it was good that I had an accountant that was actually 
overseeing me and the things I was doing with my business , so that was, you know, very 
helpful, and I think I started at that time understanding of what accountancy can bring, and I 
would say not only to their clients but also to the economy because, he didn’t just save my 
life, but saved my business several times, and enabled my business to be part of the 
community I would say.  

So that’s how I realised the importance of the role of accountants and then I spent 11 years 
in an accountancy firm, where I started in a tax practice, and very quickly I moved on to a 
board member, so responsible in overlooking the entire firm’s activity but at the same time 
in terms of clients surveys, looking at the public policy side of things and advice especially the 
European commission actually , on a number of public policies issues. 

 

Second question. You mentioned your very mixed background from the corporate 
sector to being an entrepreneur, governmental affairs and now you’re with a professional 
body. Academic literature vastly describes accounting as being self-regulated. We have a scale 
here, from 1, being governmental regulation to 10 being predominantly self-regulated. Where 
would you say accounting regulation fits in?  

My answer might surprise you, but I would probably put it between 3 and 4, so I think on the 
strongly regulated side, I think there is a perception that the practice, standards setting 
settings and accountancy is self-regulated. I think that’s a false perception. I disagree with 
that. So, let’s say 4. 

 

Do you think that professional bodies, like you or national ones, let’s take one of your 
members, are regulators?  

Whether we are regulators ourselves? No, not anymore, it’s more than a decade now, two 
decades. 

 

But you used to be?  

We used to be and I think in some circles the perception remains, but since basically at least 
two decades, we’ve moved from a model of self-regulation to a model of mixed regulation 
so, I would say self-regulation with public oversights and regulation, and we are moving into 
direction of a growing regulated model. What do I mean by that, maybe I should explain, well, 
we are looking at accounting, not looking at auditing, looking at accounting? Now, if you look 
at accounting from European perspective, they’re all of professional bodies are extremely 
limited, cause we’ve got on one side of the market, where we apply for IFRS and will come 
back to that as I think that’s the main area of concern, but for the rest of the market, the 
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market that does not apply IFRS, alright, so, to put things forward, I would say non-listed 
entities, where basically only relying on the fourth directive, which is not called the fourth 
directive anymore, so that’s just an indication of my old age, but we’re looking at a directive, 
and one of the reasons of the complexity of this directive or the many options within this 
directive is the Members States, unable to agree, on accounting matters, and there is very 
little room, very, very little room, for self-regulation in this it’s fully regulated in reality. 

 

What triggered change, because you said it used to be self-regulated and not anymore. 
What triggered the change? 

Well, the change came in a number of waves, but you can basically link it to the growing 
intervention of the EU and the need for harmonising areas of corporate law, of company law, 
okay? So that’s where the change came from and the idea of the need for more harmonisation 
of accounting across the EU and more or less, another way has been the corporate scandals, 
the turn of the century, where, actually the old idea of self-regulation collapsed and so the 
development of the IASB and public oversight etc. So those are the big events that actually, 
gradually, put an end to full self-regulation. And now if you look at the directive and it’s pretty 
prescriptive, despite the options etc. so the space depending on the different national 
structures and there are different national structures, but the space for standard 
interpretation for the non-listed market, ok? lies with the different national structure, but is 
within the framework of the directive, which is pretty prescriptive. 

 

So IFRS, which was the one to put the language of business as one at world level, 
emerged from something that is not there any longer? 

Well, it emerged from the need of having a common accounting language, which I think has 
always been there, but it emerged particularly when markets started to further integrate and 
globalise and there was realisation that differences in accounting practices were not very 
healthy and were not providing the necessary information. Well, you might remember, but I 
don’t remember exactly and I’m not a historian, but there was these cases when I think it was 
Mercedes Benz, in particular, but a number of European firms getting listed in the US and the 
difference is even into their bottom line, based in different practices and productions and so 
on so forth, so that, you know, revealed the vast differences in accounting practices and was 
not perceived as extremely healthy and extremely helpful, so the need, which has always 
been there I think, emerged as more pressing. 

 

Ok, the way you answered, we can shift the questions from 3 to 4, but we just do them 
in line. You mentioned that IFRS emerged out of the markets, that mainly means the need of 
shareholders in businesses, the need of investors, while then you said, the states came in. 
What other stakeholders are involved, if they’re involved, and do you think this wide 
perspective is a good one?  



315 
 

Well, I think that’s a debate that we, at Accountancy Europe have had promoted, coz I’m sure 
you have seen our paper on the future of reporting, and I personally believe that the sole 
focus on investors that we currently have and what the IASB has is insufficient today. 

 

For who is insufficient? 

Well, it’s insufficient for markets, ok? Because, out of several reasons I think, it depends on 
how you look at stakeholders, but market players, categorised market players, I would say, 
are all contributing in informing the IASB at least that they’re having a role and an influence 
on standards, on standard setting, even whether they’re in or out is not necessarily what 
matters most. 

I think the IASB is really making great efforts to be inclusive and to have all their main market 
players, I would say, but proven mechanisms of concentration and the exposure draft and so 
long and so forth, I think they’re really gathering broad input from all the necessary angles. I 
think, however, I would say, but what you see emerging today is a lot more appetite for 
transparency, a lot more appetite for proper stewardship and accountability, and an 
understanding that this is not only an issue for investors, that there are a lot of people who 
are interested in how companies manage their business and their resources, and how they 
perform, and how they impact, I was going to say the environment in which they operate, but 
I am using environment in broad sense, but it also includes environmental impacts which 
trigger a lot of attention, rightly so, so that’s why here, in fact, we’re not using the concept of 
financial reporting anymore, we are talking about corporate reporting, which we see as 
broader than only financial, cause the reality is, I would say, that financial performance is only 
the translation of performance in other areas, you can’t have financial performance if you 
don’t manage your resources properly, if you don’t manage your production and production 
staff properly, if you don’t manage your customers relations properly, so a number of 
fundamentals I think, are that, then translate into financial performance, and if we don’t 
connect these different dimensions, we are only focusing on the small end result, which can 
grow artificial, in a way. 

 

As stakeholders, there is something called smart regulation, where some perceive even 
the Big 4 being part of this, where even society at large is being perceived as part of it. Do you 
have a hierarchization of this? 

Well, you can’t really say that all stakeholders have exactly the same interest and use and 
etc., so they’re probably something like different layers of stakeholders, I suppose, but at the 
end of the day … and it depends on your time scale, but If you take a longer term and more 
strategy time scale, I think we are all on the same not maybe boat, but planet, at least, so all 
of us, whether you’re a customer, whether you’re an investor, whether you’re an employee, 
whether you are the boss, whether you’re an executive I mean, whatever rule you have, you 
are connected to all the other stakeholders anyway, I mean even in your individual life, I 
would say, we tend to be quite schizophrenic and we have a behaviour as a customer, we 
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have a behaviour as a consumer, we have a behaviour as a parent, a behaviour as a citizen, 
and they’re not connected, but at the end of the day we are one and the same, and what 
happens in one of these spheres has an impact on the others. 

True. We go to question 4 now. American business is kind of different than the 
European ones, it’s more aggressive and FASB on their website they say, accounting is for 
shareholders, and the IASB website, it says for shareholders and stakeholders. What do you 
think are the roles of IASB and FASB in accounting regulation and also think at self-regulation? 

Can you elaborate on that? 

 

You said accounting is no longer self-regulated and you put it a 4, so if you want to 
expand on the current role of IASB and FASB? 

I think there is a perception if we take IASB, we are here in Europe, so if you look at the IASB 
I think there’s a perception that this is a self-regulated body, but that is ignoring the structure, 
the government structure of the body, which as any other body including the EU or national 
constitutions is not perfect, I think there is no such thing as perfection anyway, then, I think 
that if you look at the government construct at the IASB, regulators, policy makers are 
represented, they sit in the top of the structure. So that’s the reality which is very often 
ignored in some of the European debate, but it is nonetheless, the reality. So, you can’t really 
say that because an issue like accounting is not only the end of regulators, so emanations of 
the public sector, that is the, totally self-regulated, it’s a multi stakeholder organisation. 

 

The IASB board has to be independent, how does this prevent them from not being 
fully self- regulated? 

Well, that’s the kind of delicate balance that we’re looking for today, in many different areas, 
but, what does independence mean?  In this particular circumstances, what it means, to my 
view , that no particular group of stakeholders can have a bigger influence than the other 
groups of stakeholders, but a different way of looking at independence in this context is that 
all stakeholders are at arm’s length, so investors, future investors as well, so not only 
shareholders, providers of finance, those who prepare and those who audit, the profession, I 
mean all of these different stakeholders to cooperate while in a mechanism that makes sure 
that no one has predominant influence on the outcome.  

So, some will see this as self-regulation. I think it’s a mechanism to make sure that all market 
players, I would say, can contribute to the elaboration of standards and that none of the 
groups of players have a predominant influence on the outcomes. 

 

So, you would say the IASB is more like a standard setter than a regulator? 

It is a standard setter. 
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And it is not a regulator? 

No, it’s a standard setter. So, when I looked at your questions, I was not entirely sure of how 
you use the word regulators and the concept of being regulated. You’ll have the same thing 
if we move from the IASB for a minute and you look at the other side of the market. You have 
regulators in the particular cased EU institutions setting up the framework that is the 
accounting directive. Now, this is not self-sustained in a way, it requires something else, in 
certain countries this something else will be the transposition of the directive, plus, you know, 
gold plating some would say, when in reality it’s just implementation of that directive I would 
say and in certain instances even that wouldn’t be enough, so you will need a national 
standard setter that actually provides additional standards and these standards even if they 
are produced by a perceived self-regulated body, if you want, they are within the framework 
of the accounting directive and they have to stay within this framework. They don’t get on 
the sides, they don’t go above, they just go below, that is the only thing we can do. 

 

In terms of objectives of accounting, US GAAP differs from the IFRS standards, the 
Norwalk Agreement more or less failed, do you think it will be a smart idea for the IASB and 
the FASB to compete with each other? 

Compete or cooperate?  

 

Cooperate, there is a harmonisation meaning we understand each other even though 
some standards are different but we have equivalence, there is a bit of a competition in the 
US market for the European companies, not for domestic American companies. What do you 
think about fostering competition in between them? 

Honestly, I don’t know. I think before answering this question we should ask ourselves what 
we’re trying to achieve and what conversion really means, and conversion is an interesting 
word by the way, an interesting concept, but I think the question is how much conversion you 
really need to seek, cause if you have convergence for 80% of the stuff , alright, and that’s 
already quite an achievement , and if you have just marginal or minimal differences, well that 
is the most difficult issues usually to resolve, the ones that have got to be resolved, and the 
question is, is a question of trade-off , how much resources do you want to invest into making 
converging issues that are not necessarily the majority of the issues that you’re dealing with. 

 

You think it’s a bit unfair, that Americans are in the borders of IASB, but they keep their 
FASB only for themselves? 

I think it’s pretty typical American. Well, don’t quote me,  I wouldn’t say it’s unfair, coz I think 
you need to look at the objectives, of long term strategy objectives, more than at the current 
situation, and I think one of the problems for instance in the EU Parliament is that people look 
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at today’s situation, and they complain about the involvement of the Americans on the board, 
because EU is the largest user of IFRS standards, ok. For me that’s an extremely narrow, short 
term and not at all strategic perception. It lacks vision, cause if you look at it today, tomorrow, 
what you want to achieve, still even if it’s very ambitious and you know, seen as out of reach, 
I think it’s important that the IASB remains inclusive and that you have Americans, Chinese, 
Japanese, Africans, you’ve got the entire representation of the globe, and especially with the 
US, such a big capital market, I think it is important also to continue, I would say, driving 
underground conversions, that they are involved into the body that has these discussions on 
global standards, and an IASB without the Americans, even if the Americans continue not to 
use IFRS, I think, to my view will be deficient in a way.   

 

So, in terms of regulation, do you think this compromise between Americans, 
Europeans, Chinese, Japanese, Russians is the best way to create IFRS? 

I think it is important that all parts of the world are being reflected, almost, well that’s a bit 
of an overstatement, but I would say in principle, independent from their use of the standard, 
alright, what do I mean by that? I think it is important that the IASB has the long-term 
ambition and rule of developing global standards, and has a global composition. If you would 
restrict the composition of the IASB to fuse or currently, playing, I would say, using IFRS, you 
would in the longer term limit the potential expansion of the use of the IFRS. 

 

So, what are you telling me is that the IASB has a political role?  

If you want to call it political, yes, we can, I think it’s more strategic and political in a way. If 
we think that global standards are good for the economy of the globe, I think it is good that 
all regions of the globe, all practices are being represented. If we think that what we need is 
just a structure that produces standards for those who are currently using it, then we can 
exclude those who are not using it, the price for that will be that the club remains forever 
closed. You see what I meant? Do I need to elaborate, or you see what I meant? 

 

Yes, I’m fine, I understand what you mean. One more follow up question on this one. 
Is the standard setting process political or technical? 

I, honestly, I don’t think that there really is such a thing, as a divide, between what is technical 
and what is political. They are very closely intertwined and those who make these distinctions 
usually have a political agenda, so I think this is a fake distinction, in a way, so the technique 
is what it means to implement a political end.  

If the political end is to have global standards, you’re using the technicalities to achieve that 
goal, that of course it has a technical diversion and even those who say: Oh, this is only a 
technical issue, nothing political, it’s only technical, I mean that on its own, it’s a political 
statement. 
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Of course, it is. 

And it’s creating the wrong discussion, the wrong debate, so we should probably move away 
I think, from dividing the world in two: technical and political. I think it’s more a matter of 
what level you’re operating at, what the detailed implementation of the vision, I would say, 
is technical in this sense, but it is just irrational and it’s just execution. 

But once you move away from execution, I think, the divide between technical and political 
is somewhat artificial and if you want to have a really informed and fruitful discussion on 
these matters you need to understand both the political context. The political issues and their 
technical translation and I think that for instance, reflected in the new structure of EFRAG, 
where I think it has been a little bit if thinking around this, that goes in this direction, the 
divide between, things are not purely political or purely technical, they’re mixed. 

 

Yes, of course they are. We are at question number 5. So, we’re getting back to the 
political setting about the regulators and you. You have to specifically tell me who do you 
think, because everyone sees a different one from the other, should be accountable to the 
Commission, Parliament or national governments? 

That’s a pretty difficult question in a way, so are we talking about the IASB to start with? 

 

Let’s get 3 examples, we get the IASB cause that’s the big elephant in the room, we get 
EFRAG, where things are more obvious now, after the Maystadt report, and we’ll take 
Accountancy Europe, your organisation. 

Well, we’ll start with the later, Accountancy Europe, because that’s easy, because we’re not 
producing standards, we’re not producing regulation of any kind, we are not regulating our 
members, so there is no reason I would say why we would be accountable to others than our 
stakeholders and in particular to our shareholders if you want, so I think the accountability of 
the professional body like Accountancy Europe which is bringing together national institutes 
across the continent, so 15 other bodies, 37 countries, so beyond the EU 28. Our 
accountability is to these bodies, who have created us and to all those who are stakeholders 
of the profession. 

 

You don’t regulate the members who then regulate the members?  

Depending on their jurisdiction, their role and the regulation of their members, differs. But, 
the only thing, we, as an European organisation do is be a conduit for members to develop 
European views and to channel these views to the European policy makers to inform the 
debate, coz the reality is that European policy makers are pretty remote of the ground, so it 
is important that bodies like Accountancy Europe can be used as channel to provide feedback 
about what is really happening on the ground, so that’s one rule and if we don’t have a 
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regulatory role on our members we have a thought leadership rule with our members, so I 
would say that our role is more to incentivize our members on what we think is right, but not 
to regulate them. We have absolutely no powers on our members, except the power of 
expressing views, asking questions, so it’s more at the level of thought leadership than at the 
level of having power and being able to exercise power. It’s about exercising influence, which 
is different, it’s soft power, if you want to use the American phrase, so that deals with us and 
that’s easy. You want to go one level down and talk about our members? 

 

No, because you said it’s very different from one country to another.  

This is a reflection of the diversity; I think of the European continent. 

 

How would it be in the UK? 

Well, professional practice, professional conduct is going to be self-regulated by the 
members, so things like EFIX (!?) etc., but the practice of accounting per say, will, as I 
explained earlier, even if the professional bodies producing standards, these standards have 
to be within the framework of what the law makers decided.  

  

Will the situation in the US be different? 

I think there is more to my understanding, there will be more scope and more space for self-
regulation in the US, although again, the mechanism is different, I mean the SEC gives its 
mandate to a fast peak? That each retains the hand, I would say, meaning that if FASB, which 
is independent in theory if FASB doesn’t do, or does something that SEC dislikes, the SEC has 
always has the power of taking over and on top of the SEC you’ve got Congress, and the 
example that I’m sure you’ve heard, because it’s always the same example being given, is 
when FASB actually started looking on stock options, Congress intervened, coz that was 
political, Congress has been lobbied and lobbying practices in the EU and the US are extremely 
different, even if the same word is used, ok? And on such a sensitive matter, touching our 
direct vested interests, Congress intervened. 

 

Is the same way of intervention like when the European Parliament intervened to 
endorse IFRS standards or ask uncomfortable questions in public hearings to IFRS Foundation 
in the IASB, or is it more aggressive? 

Well yes or no because, well , there are different problems here, I think one of the problems 
is that, on these issues, I think, on these issues law makers, whoever they are, can set goals, 
ambitions, objectives, can define outcomes but they just don’t have, now we’re going to get 
to the technical part, they just don’t have the resources to give birth to their vision, so they 
can define objectives and goals and all these things but they can’t necessarily drill down the 
details to give birth to their wishes, to their vision. 
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We get to the second part now; we get to the IASB. 

Well, by experience, when you look at when, a political body like the European Parliament in 
the EU, gets in to the debate on IASB matter, it’s one of two things usually, one is on the 
governance and independence of the body and for me it’s a pretty strange vision to challenge 
the independence of the standard setter and require the standard setter to have only one 
stakeholder which would be regulators and lawmakers. It’s quite fundamental I think, this 
understanding of the multi-stakeholder effort that the IASB is trying to put in motion, if you 
want, that’s one thing and the experience show at least in my view when the Parliament 
intervenes it is usually because the Parliament has been lobbied by vested interests, while 
what the IASB is trying to achieve in its work and in its structure is to precisely prevent that 
from happening. It is precisely to take this multi stakeholder approach with a degree of 
independence that means that all the stakeholders are at arm’s length, when the Parliament 
comes into the equation, it is disrupting this balance, because it is usually intervening, 
because it has been lobbied by particular interests that are trying to become predominant on 
the definition of standards. Do you see what I mean, or is it too abstract?  

 

It is ok, what do you think about potential conflicts of interest? 

Within the IASB? 

Within the IASB, will they have to be independent, while their board members might 
have different background approaches from academia to BIG 4 to former politicians.  

Well, I suppose this is precisely how you can achieve independence, is by having everybody 
around the table, so that everybody with a different background, their different cultures, their 
different links or affiliations have to cooperate and are all keeping each other at arm's length. 

 

How do you comment on the fact that, and here we move to EFRAG actually, it’s the 
link IASB has its own employees, so whoever is on their board, they are paid by them, while in 
EFRAG their board members, they are still being paid by their, let’s say, their mother 
organisation, whatever that might be? 

Well, I think there are different reasons for that, there is a very pragmatic encounter of 
reason, which is called money, resources. EFRAG is not an organisation that could afford 
remunerating its board members, so that’s point one I would say, yes, of course it’s a multi 
stakeholder organisation, I think that is what is important, under the new governance of 
EFRAG, these people on the board are representing a particular sector, so it doesn’t shock 
me, that being representative on this particular interest group or sector, they are emanations 
from this sector and are remunerated by some of the players of this sector. They are their 
representative in a way. 
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How would you judge the thing that the Parliament gives 17% of the money IASB has 
and 50% of EFRAG’s? Do you think that for this money the Parliament is allowed to intervene, 
or this money is being paid to assure independence? 

Well, you’re making the right point Razvan, for this one, I think it all depends on your 
understanding of the value of independence, and I’m sometimes worried that there is a 
perception from some in the Parliament, that if we put money on the table, they need to do 
what we tell them to do. That is buying influence, that is not very good governance, that is 
not showing respect for the stakeholders, that is built on the wrong premise to my view, that 
because you’re an elected member of the Parliament you know better and you are more 
accountable of representing the mutual interests of the society than an organisation that 
actually brings together the different interests at stake and make them work together, so I 
find it pretty odd, that there is this ongoing perception in the Parliament, which is, you  know, 
as we pay, we have more than a say, we can put an ask to this body, that is totally ignoring 
independence, that is doing exactly the same thing as lobbies in Washington, it’s buying 
influence and it’s not on technical or political or legitimate grounds, I think. I think the 
Parliament should see the money it puts into EFRAG, as contributing to the public good, ask 
to further insuring the independence of the body, so there is this mechanism that keeps all 
stakeholders groups at arm’s length, that is one thing, but also in addition to that, the 
Parliament puts in the pot independent money, that is not coming from any of the 
stakeholders group, so I would see that as an additional investment into preserving the 
integrity and independence of your organisation. I’m very disappointed that some in the 
Parliament see this as buying influence. 

 

There is something really strange that can happen in this structure, so you’re telling 
me the other companies put money inside rather than going to the body they are paying, they 
would go to the European Parliament to lobby, so the influence would just come the other way 
around. Where is the public good here? 

Well, I think the public good is threatened by the attempts of certain stakeholders, usually in 
industrial interests to use Parliament as a second chance to obtain outcomes that they were 
unable to obtain in a process that confronts all the different interests, so it is shifting the 
debate from a balanced, informed debate, following a due process, to a power play, and I 
don’t find this healthy. 

 

In this triangle the IASB, EFRAG, there is another organisation paid by the Parliament, 
PIOB. They technically have to look after the public interests’ oversight board. Do you think 
they are doing their job well? 

I think the PIOB and there is a slight confusion at times, the role of the PIOB is not at all into 
accounting, the PIOB is only looking after auditing and ethical standards so it’s a structure 
that is overseeing on behalf of the money groups of the regulators and the policy makers, the 
standard setting boards that work independently under the suspicions of IFAC the 
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International Federation of Accounting. The PIOB has no involvement in the accounting 
structures. 

 

So, the checks are not like checks and balances, let’s say it like this, they are not within 
the accounting world, we need the auditors to step in, to kind of see if the Public good is 
followed? 

No, I think it’s almost two different worlds and I would say two different mechanisms, so one 
is the definition of accounting standards and here is IASB which is overseen by the trustees 
and the foundation and regulators on top appointing the trustees and overseeing them. 
We’ve got this structure that is pretty robust when you look at it and that is looking and 
producing accounting standards when it comes to Europe, we have our mechanism to 
endorse or not these standards, that is where EFRAG comes into the equation. It is at the end 
of the day, a decision of public sector, of regulatory bodies, so the European Commission   
actually endorses the standards, so again this is a check on what the IASB is doing and EFRAG 
because the Commission doesn’t have the technical capabilities and the accounting 
committee, the ARC, the Council the Member states does not have the technical capabilities 
as well, so EFRAG is a multi-stakeholder organisation that brings together the different 
interests and the technical capabilities, and that informs the Commission on the endorsement 
of standards. That’s one side of the equation, then as regards all the auditors, auditors will 
actually give their opinion on the financial statement, alright, and they will do that following 
standards and complying with ethical standards.  

These standards are produced by two independent boards, totally separate from the IASB, no 
relationship I would say and regulators are in the monitoring group created by the PIOB, which 
is a structure tasked with overseeing the setting boards and making sure that it follows due 
process. 

 

Ok, that’s very good, we’re shifting now to the second part of the interview, which is 
more technical on the purpose and objective on financial reporting and you touched some of 
them. The first question is who should use accountancy more? You’ve already commented a 
little on this one so is it financial reporting or corporate reporting as you put it?  Is it more 
appropriate to name it nowadays more for shareholders, potential shareholders like investors 
or society at large? 

I personally believe it’s society at large. The point however is that society at large is a very 
vague concept and you need proxies to make things rational, so of course you still have 
investors, potential investors, providers of finance in general that includes banks, etc.  

 

So, people that are actually investing their money, risking their money and paying for 
the accounts should not should not be the primary users, they are just as important as other 
users. 
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They are very important users, but companies have an impact not only on their shareholders, 
and I think it’s a real debate in a way, between shareholder value and stakeholder values and 
I think you’ll find very, very few people, unless they’re mentally deficient, overage or they 
didn’t see the course of history going on that continue believing in the old concept of 
shareholder value only. That is gone and I think more advanced companies are more and 
more looking at creating stakeholders' values. At the end of the day if you’re only focused on 
the shareholder value up to a point where for that purpose you screw your customers and 
you destroy your community and you destroy resources, there is a point where you are really 
going to destroy shareholder value as well. 

 

Is this only for listed companies? 

I think it’s for everybody, I mean if I am an SME with 5 employees and a very local market, if 
I’m not serving my customers and I’m terrible with my employees, I’m just destroying value 
and even if I’m the sole shareholder I would question my capability to produce value for these 
sole shareholder in the long term and that’s very often what experience shows. 

 

That’s great. Is Prudence important and also does Prudence have a role to play creating 
this value, shareholders or stakeholders’? 

I think there has been a lot of debate on Prudence and I’m not sure it’s the right debate, in 
the sense that I don’t think that it’s necessarily a conceptual debate on what Prudence means 
and on what is its role in financial statements, bla bla bla.  Prudence is a cardinal value, it is 
important when you, for instance, report on financial performance that you do so with 
prudence that you don’t overstate or understate things, that’s the point. 

 

When it was out of the IASB Conceptual Framework, did it make any difference? 

Let me go on set backwards. I think the problem or there was a problem that the IASB was 
trying to address, is not at the conceptual level, it’s how people were using Prudence and the 
number of companies that have been using Prudence actually, manipulate their financial 
statements by creating provisions on the backdrop of Prudence that where then, not given a 
true and fair view of their financial position. So, the problem is not Prudence, the problem is 
the way people use Prudence. 

 

How did it work in practice cause the IASB Conceptual Framework is not endorsed in 
Europe, so if the Prudence was in or out, the Conceptual Framework was not endorsed 
anyhow, so accounts will have used Prudence regardless of this legal matter and they would 
have used it in very, very wild ways. So, would it have made any difference if the accounting 
framework would have been endorsed in Europe or not at all?  
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Probably I would say, but I think that’s a very personal view actually, I think the debate is not 
focused where it should be in a way and we’re having plenty of exoteric arguments about its 
concept and its place in the framework etc. I think if you go down one level, in practice, the 
problem is how people use concepts and the fact is that Prudence is a concept that has been 
abused in certain circumstances and the attempt was to resolve the behaviour by doing away 
with the principle, I’m not entirely convinced I would say.  

 

Historical Cost Accounting and Fair Value Accounting. Is Prudence making any 
difference in using either or? 

Using historical values is very, very prudent, it’s so Prudent that at a point in time it doesn’t 
reflect reality anymore and what investors, analysts and others were doing, was always re-
evaluating financial statements based on historical bases that needed a significant amount of 
interpretation to come on a conclusion on the value, the performance, and the potential for 
the company. And I think, conceptually, at least fair value, or I would personally, this is a 
personal based interview, so I can say what I think, personally I think we should not be talking 
about fair value, but about market value, and all the problem come when there is no market 
value, and we’re coming up with exoteric evaluation model based to try to find a fair value. 

 

Would you agree with this distinction between FVA accounting in this way, level one 
assets are marked markets, level two are marked models and level three are marked magic? 

Yes, I would, I think if you want to be practical and distinct as much as possible to reality, 
historical cost is a sound basics that exists, marked to market is also something that exists, 
problems come once you get off one of these two buckets. 

 

And go where? 

Well, marked model. I think there are limits in marked model and the more complex, the more 
sophisticated the model is, the more uncertainty there is in fact. 

 

Historical cost it’s fair value at its point in time. 

It’s fair value on the day of the transaction. 

 

So, is that faithful representation still on? 

No, it’s faithful on day one, the next day, it’s not anymore, cause you’re not factoring it in the 
evolution of the market and impacts of time. 
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So, you say a mixed model like IFRS 9 would work better, or just choose one pure model 
against the other? 

I think a pure model, I think it is important to explain what the reference is and personally I 
understand history cause cost, I understand market to market and I still understand marked  
evaluation I would say, but I take a little bit of distance and judgement that the more you go 
in this direction, and the more the model is sophisticated and complex, the further away you 
are from reality and you into a crystal ball, so I think the best, to my view, is to stick as much 
as possible to reality, if you don’t have a mark to market, well at least you know what history 
cause cast means. It is fair value on the day of the transaction, and you can make your own 
judgement on this, you’ve got sound basics, you’ve got something. 

 

Ok, so you are more like on the productionist side of accounting rather than financialization? 

Yes, definitely.  

 

Ok, we move slowly towards the end of it and there is something that will be 
obligatorily from the first of January and is called non-financial reporting, that is a directive 
imposing things on accountants. It might not be the very same people preparing financial 
statements but how do you see the interaction of them? Is this adding to the length and 
complexity of it or is it simplifying our understanding? 

I think it is essential to connect non-financial performance to financial performance, ‘coz I 
think in real life they aren’t connected. The question is how we do that and in the first stage 
I’m afraid that yes, it is going to add to length and complexity and to information overload 
and that’s unfortunate, but that’s a fact. 

 

Is that because there is no standardisation in non-financial reporting? 

Well, yes and no, I think right now what we see is too much abundance of standards or 
potential standards and framework in field of non-financial information, and we have called 
for consolidation right here, cause you got two stages I think, when something starts it’s great 
to have experimentation, competition, bubbling out the things, then, when things come to a 
certain degree of maturity, gradually you see things consolidating. It’s a process you see at 
work everywhere, but I believe that now is time to have a little bit more consolidation in the 
space of non-financial information. 

 

This consolidation, will it work better for some business models than for others? 

I don’t know, honestly I don’t know, probably it might be so and that is why to avoid, to 
protect the filed in between  companies, it needs to be ordered consolidation and we need 
to have a due process, probably by getting the different standard setters together to 
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cooperate and to produce something like we have seen on the financial side in a probably 
accounted point, with a much smaller number of standard setters who collectively work on 
conversions. So that’s a good thing, we’re probably reaching a point where we need that. 
Nonetheless, this is going to add it’s additional information, but it’s additional information 
that’s essential to help you make sense of the financial information, to help you also, see the 
big picture and make a judgement on the future potential of the company, of the reporting 
entity. 

 

Should a body like the IASB create non-financial standards or that should just be left to 
others? 

Personally, I believe it makes sense that there is much further, deeper integration of financial 
and non-financial information, so given the robustness of the IASB governance structure, it’s 
current role and its scope that’s a potential outcome, so that would potentially be a good 
development. Having said that, I think there are other things that we need to look at to resolve 
this issue of information overload and complexity and all these things we’ve talked about, and 
it’s really integrated reporting which is trying precisely to do that, to connect financial and 
non-financial information, to connect short term, medium term and long term, and to connect 
strategy to execution and performance, to make the connection of the dots, coz we have this 
example I gave in the begging that we are schizophrenic, we are schizophrenic as individuals 
already, this thing consumer-parent-citizen etc. We have different behaviours in different 
domains. Companies are the same and this is very detrimental to performance, very 
detrimental to long term collective interests of stakeholders, this is detrimental to natural 
resources, this is detrimental to future generations, this is detrimental to shareholders, we 
are long term shareholders, you know, if they continue to exist and I’m not always sure, but 
we need to integrate, we need integrated thinking, integrated reporting. 

 

Is this not creating so many detailed and extensive and complex standards? 

Not if you take a strategic perspective and that is what we suggested in our report: ‘Future of 
reporting’, there is such a thing, you need to connect the information and you need to look 
at the information slightly differently, you need to look at what in report we’ve called ‘the 
Core’ that is the top lair of strategic information totally connected, making sense of your 
financial and non-financial performance, your strategy, your risks, your business model, 
explaining at very high level in a very concise way what you’ve been doing and what you’re 
about to do. And that needs to be connected to more granular information of where you find 
all the financial data and non-financial data that underpins your core report. How can we do 
that?  

Well, we don’t live in the 19th century anymore, so it’s not about book of paper or even PDF 
files, we can use technology to make this work much better, there are load and loads and 
loads of information out there and we need to use the technology to make it work and 
probably if we stop dreaming a bit as we are reaching the end of our interview, I think it’s the 
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old concept of reporting that is totally outdated in reality. So, what is reporting? Reporting is 
I’m doing a number of things that you Razvan are interested in, but you can only know what 
I tell you, is that satisfactory? And in reality, I sit on plenty of data that I am or not using in a 
certain respect and not in an offer and you don’t have access to that. 

 

How would you judge this one? IFRS 9 it’s 20 pages more than IAS 39. Is this adding to 
complexity or because of the explanations it’s simplifying the standard? 

That’s a difficult judgment actually. I think size per say is a problem. Do you remember there 
was a guy, a very long time ago with a big beard who was sitting there and his name was God 
or something and he spoke to another guy called Moses, I think, and he told him: ‘Look man, 
that’s the 10 things you should care for and that’s the 10 commandments’ that stocks on a 
piece of paper and that has been underpinning societies for more than 2000 years coz I can’t 
remember exactly when he came up with that thing, so that’s quite robust and as we’ve been 
moving on , we have just been adding pages and pages and confusion and complexity and not 
necessarily better outcomes so probably time to stop with that, but the last thing I’d like to 
say and maybe we can then stop is that I think it’s the old concept of reporting as I would say 
that will probably need to be totally revisited and maybe what technology will enable is that 
we’ll move from a push model and I tell you what I’m happy to tell you and that’s the only 
thing you can know to a model where technology actually enables you to interrogate my data, 
so that would really be user centric, not reporting but information, I can perfectly see a world 
where I tell you my interpretation of where I am, my performance, my financial position, my 
environmental and social impact and it all supports or undermines my strategy and my future 
prospects and could take on 5 pages, 10 pages and that’s what I would give you, but to enable 
you to exercise judgment on that, to enable you to verify that, technology could empower 
you to interrogate my data and everybody will come with no, no, no, no that’s not possible 
because of competition and it is all this idea that business has to be secretive, I mean that’s 
an idea of the 19th century, so we need a far more open system I think and a far more users 
centric system.  

 

IFRS in terms of hierarchy of law: in the UK you have primarily secondary and common, 
while in the European Continent you have a five-step distinction… 

Yep. 

What are IFRS standards? 

They are not law; they are professional standards. They may be endorsed by the legislator, 
but does not turn them in terms of hierarchy into laws. I think there is a regulatory framework 
like the IAS regulation and the Commission endorses the standard, so it is integrated in the 
legal framework, but it is not law.  

 

Is it because they are created by self-regulatory bodies? 
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No, it is because of the level at which they operate. Ok? It is not because of the origin, because 
any law maker can decide that any norm produced by anyone because of law, or custom, but 
here it is not because of the origin, it is at the level they operate.  

 

So, even if they are mentioned in the EU directive and regulation that doesn’t turn 
them into law? 

That is a question I need to think more about, but my instinctive response would be no. That 
would be my instinctive response. That is because I am thinking like a French lawyer and we 
have a number of cases for instance, where professional codes, professional practices, can be 
validated by law, but that does not make them become law. There are good practices that 
were validated by law.  

 

In Romania the case is that ministers allowed IFRS to go to Romania legislation by 
tertiary legislation. Is it considered as legislation?  It is tertiary? 

Ya. Coz I would make a comparison with tax for instance. If I take a French example which I 
don’t think is that far from Romania, you are going to have a number of benchmarks in the 
constitution which are the big big big big parameters of tax law. The big principle and you go, 
one level to one level down and end up with regulations, which are executive law, not 
necessary voted by parliament, but is in the framework of law and the parliament has agreed 
and then you got the instruction to the directive or whatever is called by the administration 
and that is standards in a way. That is what the administration says it is going to do and how 
it is going to approach an issue, it is not a law, but is standard, and is binding with the 
administration.  
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NGO ENG C2 
 

We shall ask to kindly introduce yourself, tell more about your background, 
what are your responsibilities within IFRS? 

My career was mainly for the first half as a Minister in France. I was a trainee and then I joined 
the Minister of Finance and I became the head of a very special department in France that 
deals with paying and collecting, paying expenses and collecting taxes and maintaining 
bookkeeping and accounting. Then I became head of the Budget in the Ministry of France, 
then I shifted to a new development and I became a banker, I chaired a bank that was 
specialised in funding the SMEs. And then I joined the Securities Commission in 1995 and I 
was the Chair of the Securities Commission for nearly 13 years, with 1 year of interruption 
cause there was a reform in France and on that occasion I became involved in IOSCO matters, 
the International Organisation of Securities Commission, I chaired the executive committee 
and then I chaired the technical committee twice. And this is when I got involved in the global 
accounting policy. I was the chair of the technical committee when we decided to endorse 
the so called 39 standards of the IASC with a view to facilitate cross border activities for global 
firms and this was the triggering event that speeded up the reform of the IASC and led to the 
new IFRS Foundation and the new IASB. That was in 2000 in Sydney and the new organisation 
was set up in 2001. I left to the Securities Commission in 2008, I briefly chaired the small 
organisation called the International Valuation Standards Council, I was the Chair of the board 
of trustees and then I was appointed the chairman of the board of trustees of the IFRS 
Foundation in January 2012 which is my present position. I have also been involved in France 
with regard to public sector accounting. I chair an advisory board to the minister of Finance 
that sets standards for all publicly owned entities by central government, local government, 
agencies and social security. I’ve been involved in accounting directly for quite some time now 
as a supervisor rather than an accountant. I studied accounting, but not I am not professional 
accountant, 

  

So, what did you study? 

I studied law and economics. 

 

So, it’s law and economics. Ok. Because that’s an extensive answer for the first 
question. In one of the papers you produced you said „IFRS and IASB are not self-regulators.”  
It is in one of the latest newsletters. On a scale from 1 to 10, where 1 is governmentally 
controlled and 10 predominantly self-regulated, where would you rank your organisation? 

It’s a difficult question because we are an independent organisation and the IASB, the board 
that sets the standards, is clearly an independent body. They make their own decisions. Now, 
the question is how do they do that and of course they work very closely with a host of 
stakeholders and they work under the supervision of the trustees, who are also independent 
people. Look at the due process of the IASB and make sure that IASB has worked effectively 
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with all stakeholders and listen to all observations, proposals, and then, since 2009, the 
organisation has a whole, the trustees and the IASB are monitored by a monitoring board, 
which is basically the Securities Commissions, the main ones, representatives from IOSCO, the 
Japanese FAS, Korea, China, Brazil and the EU Commission, of course. So, to answer your 
question is not an easy one because from a technical point of view, from a purely decision 
making point of view you could say that the board is totally independent but obviously they 
have to take care of the views of others and of the fact that their standards to be effective 
need to be accepted and endorsed by the stakeholders, which is a long, diplomatic and 
technical process and there is this monitoring which is mainly meant that the process is OK 
and the people that deal with it are fit and proper. So, it’s difficult to answer your question 
because if I think about some self-regulated organisations which are clearly independent then 
you’d say that is strong, it’s string, is 1. If you look at organisations that are answerable to the 
government, then it’s 10 and we are somewhere in between probably, probably 8, 7 but I 
don’t think it really makes sense. I think that you have to analyse the functioning of the global 
system. There is no authority that has the capacity to impose a technical solution on the IASB. 
But on the other hand, once the IASB has set up a standard, this standard has no legal 
authority by itself. It has to be endorsed by the governments, so some of them do endorse 
automatically, others have an endorsement process and might derive from the standards. So, 
it’s very difficult to answer your question in a clear and definitive way and of course IOSCO 
and the securities regulators community as a monitoring community, because they are in 
charge of making sure that financial information is appropriate for the good functioning of 
the markets. Nonetheless, they have no authority to tell the IASB this is the solution you 
should enforce. So, they are part of the discussion technically, but they do not approve or 
refuse the standards. 

 

So, they do not mix with each other, everybody has their own job. 

Yes, and the only link is this kind of monitoring, whereby the political legitimacy and 
respectability of the IFRS foundation is monitored by the securities regulators of the world. 
They want to make sure that the trustees are respected people, knowledgeable people that 
will manage the organisation and supervise the due process and they want to make sure that 
these guys appoint good people in the technical part of it. But, you see, I wouldn’t talk in 
terms of regulation or self-regulation. We are in between, we are in standards setting, which 
is slightly different, really. A very independent body from a technical point of view, but a body 
that is monitored by the securities commission committee and that has to recognise that the 
standards have to be endorsed and accepted globally. 

 

So, you’d like that the EU or IOSCO it’s a regulator while you are a standard setter? 

Exactly. IOSCO, of course, doesn’t have the same power as national securities regulators. 
Again, IOSCO is a grouping of securities regulators, but it doesn’t have the capacity to impose 
on its members the standards. There is a very long, complex, diplomatic process, whereby we 
converge towards the same standards, but we may diverge and there is no authority to 
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impose the IOSCO standards, only the securities regulators commit themselves to the 
community. For instance, when they sign the multilateral MOU that organises the corporation 
between themselves, with regard to enforcement clearly, they commit themselves but 
willingly. It’s not a treaty-based organisation and we are not a treaty-based organisation. So, 
it’s a delicate balance as you can understand.  

 

Are you unique? 

I think we are fairly unique because you see organisations that have been setup by treaty, for 
instance, for statistics or for ISO, I think it’s based on treaty. You have organisations that 
popped up from the professional organisations, for instance, the audit standard setting body 
is a committee of the organisations of accountants and I was part of the people who years 
ago decided that we should had some kind of oversight on this and we setup the PIOB which 
oversees the process of the IASB people. The IASB is a professional organisation, it’s funded 
by IFAC, whereas the IFRS foundation firstly it’s a foundation, it’s a not-for-profit private 
organisation and it’s a sort of strange arrangement from a diplomatic point of view where 
IOSCO, the Basel committee, the IAS, and then the Financial Stability Forum and the Financial 
Stability Board recognise the relevance of this organisation. And IOSCO called for the 
organisation to develop global standards and then the Financial Stability Board and the G20, 
G8 first, but G20 then, made recommendations and supported the global philosophy. In 
Pittsburgh and London, in 2009-2010, right in the middle of the crisis there was a call by the 
G20 to support the global set of high-quality accounting standards. So, you see, it is a very 
peculiar kind of arrangement. 

 

Do you regard yourself as a community interest company, we are talking here about 
the legal company framework in the UK? 

I couldn’t tell you because I am not familiar with UK law. We were originally set up in 
Delaware, we are a recognised company in the UK where we have headquarters but we still 
have legal links with Delaware. We have to produce our accounts there and provide some 
legal reports to the Delaware authority, but we are basically a UK based entity that functions 
according to UK laws.  

 

We are heading to the 3rd question. You mentioned the stakeholders. Do you believe 
that a wider range of stakeholders is now involved in the regulations of accounting practice? 
And I am not only talking about how your board it’s constitutes. 

I do believe that we have a host of stakeholders that participate in our work. The primary 
focus of the IASB is to make sure that we provide good standards for the sake of a good 
information of investors with regard to the performance and situation from a financial point 
of view of a company. This is the core issue, but we have to work with a number of 
stakeholders. We work with preparers, while the guys who do the standards, keep the books 
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and produce the accounts, therefore I not only investors, but we have preparers with us. And 
we also work with securities regulators, we work with the accounting and auditing profession 
and we have an advisory council which is a significant organisation. You will find very different 
kinds of international organisations, major standards setters at the national level. All these 
people are participating in the process and I guess this has developed in time, an interesting 
development with our relationship with the regional and national standard setters when we 
set up the so-called ASAF a few years ago. We have 12 regional and major national standards 
setters that work together several times a year and work with the IASB. So, I guess we have 
today a broad range of stakeholders and we listen to a number of contributions by the 
stakeholders, having in mind the fact that the main focus is to provide information to 
investors, broadly speaking, I mean not only shareholders the main ones, but also those who 
provide credit. And then, my personal view is that the true divide is really between those who 
do not have direct access to internal information in the companies and those who look at 
companies from the outside and need to make sure that they have appropriate financial 
information which helps them make relevant decisions investing, lending, working with the 
company. I think this broad picture explains how diversified the stakeholders are with the 
focus again on investors. We have a privileged organisation of our relationship with investors 
throughout the globe, we maintain a very close relationship with them. 

 

How do you avoid conflict of interests between bigger stakeholders that are more 
powerful than the other ones? 

Well, from a theoretical point of view, I see no question there because of the independence 
of the board and because of the due process as it is managed by the trustees. From a practical 
point of view, I’d prefer SS ENG B1 to respond to you because you might have a more practical 
experience, but my feeling is that as the board is composed and as the trustees monitored 
board and as the process is public, I see no risk that a group of specific stakeholders which is 
possible very powerful would sort of impose their views to the board. And in fact, what 
happens is in the country there are sometimes technical and political difficulties for the board 
to cope with very strong stakeholders, who have a vested interest and who are not necessarily 
happy with the direction which is taken hence the time it takes to finalise the standards. If 
you look at these controversial standards that were IFRS 9, IFRS 16, IFRS 17, all these 
standards have been debated for years with very strong and powerful stakeholders that do 
not necessarily have the same views of the board and the board made his decision. We have 
to listen to them, they have to take care of the feasibility of the standard and its 
implementation. I don’t think I could give you an example where I have the feeling that the 
board sort of yielded to a very powerful group of interests.  

 

Is there a balance on the board? Like BIG 4, academics, former regulators? 

There is a balance of academics, preparers, some of them have been also security regulators, 
auditors or accountants. When you look at the composition of the board, I can give you more 
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details, but you will see there is a combination of skills, there is a combination of experiences, 
and there is a combination of geographical representation.  

 

We go to question number 4. What is the role of IASB and FASB in regulating 
accounting? 

Well, FASB is the US standards setter. They set the standards for the US. Full point.  

 

Is there a huge difference in-between their ways of FASB's and yours? 

Again, I will prefer SS ENG B1 to respond to you on this. We have 14 board members, there 
are only 7, you should check. They are national clearly, we are international. From a technical 
point of view, I don’t know, I mean whether they have the same level of transparency I don’t 
know, I would prefer SS ENG B1 to answer this question. But clearly, the IASB is a global 
standard setter, we have 4 people from Europe, 4 people from the Americas, 4 people from 
Asia & Oceania, 1 from Africa and 1 at large. So, it’s a global organisation. By nature, it takes 
a global view. And the FASB is a national standard setter, the national standard setter of the 
biggest market in the world, but nevertheless a national standard setter. 

  

Do you believe it should be more competition? In between the US standards like the US 
standards to become international? 

You know, it’s a very difficult question. We have been in a process of formal and organised 
corporation and convergence for several years. It started with the so-called Norwalk 
agreement in 2002 and then both organisations worked together to try and deliver the same 
or very similar standards. Now, when the crisis blew up, firstly, the main standards were 
developed, while the new ones were more difficult, and were more controversial. And the 
US, who were very proactive initially in the 2000s. I worked very closely with Andrew Levin 
who was the chair of the IASC at that time to foster the reform of the IASC. Because of the 
crisis, clearly the US sort of slowed down the process. They had recognised in 2008 the 
relevance of the IFRS and accepted IFRS as foreign registrant in the US market. So, today, you 
have, I don't know, probably 600 big companies in the world that are listed in the US in IFRS 
and that represents probably 5 or 6 trillion dollars. It’s one of the main market cap in IFRS, so 
it is in the US. Once they had made this big step in 2012 there was a report by the SEC and 
they considered that they couldn’t make another step forward and since then we are at a 
stand still. Which means that from a technical point of view, the US are not considering global 
standards today, for option or for adoption, but nevertheless the 2 boards and again SS ENG 
B1 can talk about this better than me, the 2 boards continue to work together, with a view 
either to converge wherever possible or to avoid divergence wherever possible. But there 
remain some differences and the priorities are not exactly the same. For instance, we have 
developed and finalised the standards for insurance, the FASB has not yet finalised the 
standard, they are working. We hope that will be converging, rather than diverging. So, it’s 
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not a competition really, it’s an entity that develops global standards that have been adopted 
by 128 countries in the world today and permitted by a dozen more and a very powerful 
organisation, which is a national organisation for the US. So, it’s not a competition, it’s a 
difference.  

 

We are going to question number 5 and this is the last question from this section. 
You’ve been in front of Parliament 3 times, which today is the 3rd time on public hearings. You 
heard MEPs, especially Sven Giegold, asking for your organisation and SS ENG B1’s 
organisation to be more accountable to the European Parliament and there are some national 
governments that would like you to be more democratic, let’s say. How do you incorporate 
their concerns in your job? 

I must admit that personally I am speaking for myself. I have some difficulty to understand 
these criticisms. I can understand them in the environment of the building of European Union, 
the relationship between the Parliament and the Commission and the Council and all these 
things. But as a global organisation, we cannot be accountable to each or any national 
parliament. We are not going to be accountable to the 126 parliaments that have endorsed 
our standards. So, we do our best efforts to cooperate, to come to parliament, to explain, to 
respond to their questions, to illustrate what we do and what are the difficulties and what are 
reasons why we went this direction or another one. But we are not an EU institution, we are 
a global organisation. And the 2nd thing is that I know, by experience, I’ve been involved in 
this for 20 years now, I know no other organisation that is so transparent. I mean all the board 
discussions are held in public. The due process committee, which is a committee of the 
trustees, that supervises the due process is held in public. All our papers are public. So, what 
does it mean being accountable? What can we do more? We just finalised recently a 
reputational review by an external firm. In conclusion, we were the champions of 
transparency. Being said that, we have deals with Europe, Canada, Japan and others.  

 

Do you regard your standards in terms of objectives addressing more to European 
markets rather than Japanese or other international markets? 

Again, this is a question you might ask on, so I’ll give you a personal answer, which is the 
following: I believe accounting as we understand it, is not linked to a specific nation or to a 
specific economy. Our definition of accounting is that it is a methodology, a system whereby 
you identify, you measure, you classify transactions, liabilities and assets. The way you do it 
is linked fundamentally in our domain to the functioning of a market economy. So, there is no 
such thing in my view as a national interest of accounting. And when we develop accounting, 
we try to find concepts that are universal, so they may conflict with former concepts at the 
national level, they may conflict with prudential concepts, they may conflict with tax 
concepts, but it’s very difficult to say that you have a definition of a leases or insurance 
contract which is different in Canada, Australia, Japan or France. So, I know we have this 
difficulty with the EU parliament, but I think it is probably because we do not consider 
accounting the same way. 
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Is accounting neutral and technical or rather a socially constructed practice? 

I think it should be as objective technically as possible. In my opinion, accounting is not a tool 
to manage reality, it’s a technique to represent reality as it is. It may have consequences on 
reality. I am not a physicist, but I understand the quantum that says that if you describe an 
event, it has a consequence on the event. I don’t know what it means, but obviously if 
accounting shows volatility, it may have consequences on the behaviour of people, but the 
question is whether there is volatility or no volatility and it is not if you hide volatility it is not 
there and we have seen that in the past for all crises.  So, there is a fundamental issue there, 
which is probably one of the reasons why sometimes some members of the parliament are 
not really happy with what we do.  

 

You kind of start answering question 6 where you give some important hints of the role 
of accounting and who it is meant for as primarily users. You mentioned investors, but you 
mentioned some stakeholders as well. Do you want to expand more on this?  

Well, this is again personal, and I would not commit the board because as you know the 
trustees do not step in substance, they monitor the process. But I have been a securities 
regulator for 13 years. I’ve been considering these issues of financial information and the 
reasoning is the following. Those who are primarily users of accounts, in the market economy, 
are the investors. Those who provide finance to the companies, those who allocate capital 
through sectors, firms, countries and this is clearly…My feeling is that the board is right when 
they say that the primary users are the investors, but from my point of view, I mean all the 
people who deal with a company and do not have access to internal information, need to 
have a good information of the company. If you are contracting a company, you want to know 
where there is in a good health.  You’re engaging for 2,3, 4 years in a contract with a company. 
You want to know if this company will survive. So, I guess the clients, the providers, the guys 
who do business with the companies, the guys who have strategic reasons to look at a 
company to see where there will be a Merger or acquisition or whatever. They need to have 
this information. So, from my point of view, we’re serving the investors, you serve a broad 
arrange of users, including by the way governments and all those who want to have an 
understanding of the financial situation and the performance of the company. Now, 
sometimes there is a discussion with regard to the managers. And, our view, if I understand 
well, is that because the managers have direct access to information, they are not the primary 
users of our standards because they already know. Of course, the standards have to respect 
because of their duty to the outside world. But we are not taking the views of preparers only. 
We are taking the views of all those who have an understanding of the fundamentals of the 
company and of the concepts that need to be used. Take an example. When we deliver a 
standard on leases it has been very controversial. But it has appeared that leasing has become 
a major system of funding for a company.  Now, take the extreme. It is nearly an annual charge 
or is there a debt? From the point of view of preparers internally, they would prefer to see it 
as a charge because it doesn’t show indebtedness. But they know the reality internally. The 
guys from the outside, if you do not disclose the debt, they do not know. Some of them do 
and you may remember for instance that in the airplane industry there was a sort of 
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multiplayer of 8 that was used by financial analysts to reconcile and rediscover the possible 
debt of those companies which we do know, most of them, do not own the planes. So, this is 
exactly what we are aiming at. And this is why serving the investors is the primary goal, it 
serves other parties externally and they should be interested in it.  

  

Ok. So, there is no hierarchy like investors first and everybody else comes second.  

Is it meaningful really? Do you need to diversify the representation according to the people 
you are talking to? I mean the companies are good or not good at telling a different story: the 
client, the provider, the investor. But the primary objective is clearly the investors. 

 

Question number 7 As the time is running out also, how would you comment on 
prudence being taken out of the lost Conceptual Framework of IASB? 

I think it’s a long story and it’s probably misunderstanding. And as you know and SS-ENG-B1 
will be more precise than me. They are considering reintroducing some concept of Prudence 
in the conceptual framework because they have understood that many people have been 
shocked by the fact that they have deleted it a few years ago. And it is a misunderstanding. 
Why is it a misunderstanding because from the point of view of the board, again, you need to 
be as objective as possible. And what they didn’t want was that you could misuse the concept 
of Prudence to manipulate reality. So, what Afeloteby (!?) was called in year 2000 cooking the 
books or management of earnings. He issued a very famous article of that when we was at 
the ISCC (!?), pilling up reserves, hidden reserves. And then what about the guys who are 
investing in the company, they would like to know if you could distribute dividend, they would 
like to know the reality. So, Prudence should not be misused. Now, Prudence has a behaviour 
of being cautious. If you have a doubt, you have a model that you are not sure, you have 
possible events that may make the data different, then you are prudent, you say I take a 
conscious view of the final judgement I make. This is absolutely necessary in all the standards. 
And I guess they will reintroduce Prudence in a way or another in the next few years.  

 

 So, the financial crisis has something to do rather with misuse of Prudence rather with 
the lack of it? 

Oh, the financial process is a very different story, but financial crisis is a flood management, 
flood regulation and I was there. You know, it’s a flood understanding of externalisation of 
risk, fundamentally. I take a mortgage for which I don’t know, 30% equity, I package it, I sell 
it to a fund, the fund gets money from investors and in this transformation thing, I take the 
mortgage out of my balance sheet. I put it in a special purpose vehicle, it became a money 
market instrument. My trading desk buys this paper with no capital needed at all. This is not 
accounting. This is a disorder. Intellectual, legal, technical whatever you like.  
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 What do you think about public good, as defined by the European Commission, being 
introduced in standards? 

Again, I think it is possibly a misunderstanding. I guess the board has deeply tried in their 
minds the fact that they are delivering a public good. And that this public good is there to 
serve market participants in such a way that they receive good information, sound 
information, appropriate on time relevant. Again, they will not consider that hiding the reality 
is for the sake of public good. There is a difference in the approach really. Public good is 
embedded in the standards and in the standards setting. Its definition is good information 
and that is a public good.  

 

 About good information, how would you comment about the differences between 
historical cost and fair value accounting and the faithful representation? 

This is again something SS ENG B1 will develop more than I could do. I mean, historic cost is 
fair value at some point in time. When you bought your house, it was a market price. Now, as 
time goes on, sometimes historic cost continue to make sense and that is the case for instance 
for a financial instrument which has cash flows that are well identified and that you hold to 
maturity. When you compare a bond, 10-year bond, 10%, held to maturity, with the sum of 
the price of the bond in the market, it’s equal. There is a thesis in Columbia that has been 
produced in 2009 or 2010 that demonstrates this. This is the reason why the board, having 
discussed at length this issue of cost vs market value, has decided that it would be 2-way 
system where instruments held to maturity with a fixed income would be at cost with 
impairment and instruments that were not in this situation and were traded, would be at a 
fair value. So, I think again, this is not a philosophical question, this is a technical question. 
And the way the standards are developed today, tries to manage the combination between 
cost accounting, which is still significantly present in IFRS and market value which is mainly 
for those instruments that are traded or that have no fixed income in advance. 

 

 How do you comment on level 3 assets and the modelling that happens around them? 

This is a big one. I will not elaborate on it. I understand the issue, because, you know, what 
happened in fact when i was a member of the Financial Crisis Advisory Group in 2009-2010, 
when this notion of this difference between held to maturity and others was developed and 
adopted finally by the board, and it appeared very quickly that you couldn’t manage 2 
categories only, because in reality, market participants would tell you – yes, ok, at this stage, 
I consider that this asset is to be held to maturity, but it might that in the next 4,5,6 years I 
might have to sell them. I cannot commit not to sell them for sure for the rest of their life. 
And so, there was a discussion whether we could have a notion of available for sale.  And 
then, when this notion of available for sale was developed, the discussion was ok. But we 
don’t want you to manage your earnings, choose when you sell, choose when you do not sell. 
So, if it is available for sale, it will go to an OCI and then the question comes ‘What will you 
do? Can you reorient it to profit and loss or whether it remains in the balance sheet?’ And 
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this is the ongoing discussion today. But the 3 categories make sense in a way. It is a flexibility 
given to those who manage the assets to be able to manage in between the trading booking, 
the held to maturity and in between this available for sale through an OCI.  

 

 In the Stolojan reports, there was a mentioning that IFRS should consider looking at 
non-financial reporting like social and climate disclosures? How do you comment on that? 

A big one which again SS ENG B1 will address. Again, we do not want to get involved in 
standards setting for non-financial items, but we recognise that there is no clear border 
between financial and non-financial and there are items where we need to get involved to 
make sure that the non-financial does not pollute the financial, and therefore we want to 
cooperate with these bodies to make sure that things are consistent and we also wish to look 
at our own standard setting and by the way  the non-standard setting activities  we have a 
management report, which is not a standard where we can go a little beyond accounting to 
describe these, the strategy of the firm, the relevant main data, we have the relationship with 
non-GAAP measures. So, the board today is working on this, they don’t have a definite view, 
but they are working on this. And we have MOU with integrated reporting to see where we 
fit in the global picture. We are not going to step in environment, to step in social or whatever. 

 

 So, you don’t collaborate with everybody elaborating non-financial standards, but with 
some of them as there is no clear standardisation of non-financial standards? 

Yes, you know the criteria are not the same, it’s more quality. We are not going to step in an 
environment, to step in social or whatever.  

 

 Do you think some companies should get a business model with a mix of financial and 
non-financial? 

They already have. If you look at the integrated reports or the recommendations by the 
corporate network or corporate governance network, you will see that is already a case. You 
cannot be only in the financial, you need to describe the products themselves and you need 
to describe the ways that you produced them and then you have to explain what is your social 
policy, what is your environmental policy, so it’s already the case. 

 

 In your opinion, do you believe accounting standards deliver high quality standards or 
they are too complex, too lengthy? 

Both are true, but the reality is that the complexity is not in the standards. The standards 
reflect complexity. Complexity is a fact of life. Complexity is invented by preparers, managers, 
by those who do business. It’s not the accountant that has invented such products in finance. 
So, the accountants have to describe a reality which has become complex and everybody is 
trying to simplify it. But each time you simplify, somebody, somewhere, invents a new device, 
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a new concept, a new product, and you need to address it. And this is a never process of 
innovation which standards have to consider and take on board. So, the complexity is not the 
pleasure of the standards setter, it’s the need to do their best effort to encompass all the 
complexities that are in the market, really. And they try to fight for it, they try to simplify 
disclosure, to simplify the standards and so on. The reality is that it is complex. It’s clear that 
insurance is complex, banking is complex. Accountants have not invented the system whereby 
when you sell a ticket for a plane, you also sell other things together which you will collect or 
not later on. So, they have to describe it. Revenue recognition is a nightmare. 

 

 Do you believe it’s a good balance in between quantity and quality? 

I guess they do their best. I mean, you will never be satisfied, but they do their best.  

 Because IFRS 9 has 20 more pages than IAS 39. Is that a simplification? 

It is, because the problem is complex. You know, when they will deliver standards on hedge 
accounting, it will be complex.  

 

 In terms of legal hierarchy, because you said you studied law originally, which in the 
UK is divided in 3, while in the EU continent is divided in 5, like primary law, secondary law and 
common law, while in the continental tradition you have from organic law rather to tertiary 
law and local law. What do you think accounting standards fit in? 

I wouldn’t make it primary law. I would hesitate between secondary and 3rd level. If I look at 
the situation in France, the top principles are in the law, the rules are delivered by the Ministry 
of Finance. So, it’s somewhere between the regulations and the recommendations. In the EU, 
it’s probably somewhere closer to regulation, I would say, but I am not sure. Again, it depends. 
It depends because the standards themselves are not as clear cut as a law, it’s certainly not 
in a civil law system. They leave room for options, for judgement and therefore it's not very 
easy to entrain this in law really.  

 

 Is it a law or is it not a law? Or something really particularly as accounting standards? 

It has to be endorsed. I think the EU system is a good one. By the way, they do exist in other 
countries. The Australians have an endorsement process, the Canadians have an 
endorsement process. Now, I don’t think Parliament should look in the details of the standard 
and amend them. Because this is clearly far too technical. So, they can endorse the global 
standard, but at each time you have seen countries willing to legislate at a very technical level 
it hasn’t worked for long. So it is. 
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NGO ENG C3 
 

We start with an easy question. Can you introduce yourself, present your background 
and your current responsibilities?  

Thank you. So, I started in the accountancy profession 30 years ago, much of my time in the 
UK, as a professional auditor. In the early 2000 I made something of a career change, and I 
was first exposed to IFRS when I left the accounting firm, as was actually a civil servant in the 
UK with responsibilities with the accounting advisor to the department of trade in the UK and 
my responsibilities were to represent the UK at the ACR with the EU Commission  that 
discusses the endorsement of the IFRS, among other things, and also be the policy lead to the 
policy lead of the implementation of IFRS in the Company law.  

 

So that means FRC kind of hate you? 

Indeed. Not quotable. So that was my first exposure to IFRS and in terms of IFRS I moved back 
to the accounting profession and become the global head of IFRS for a division of an 
international accounting firm and then the opportunity to join EFRAG and I took up, about 
two years ago so I am the CEO of EFRAG and Chairman of technical expert group or TEG.  

 

What are you by education? 

I studied chemical engineering at university. It is fairly unusual in the UK education system, as 
there is no need to have studied anything related to accounting at the university. People 
studied all kinds of different things at university, so it is not unusual to have an engineering 
background and become an accountant in the UK. There are some countries where that would 
be unusual.  

 

So, when you look at a hydrogen atom, is that an asset of liability? 

It is tangible, isn’t it? My early clients in audit, when in the process of audit, when the 
engineers talked to their auditors, they were quite surprised to find that their auditor 
understood what they were talking about. So, it was to my advantage.  

 

But EFRAG has 3 main objectives so: 

1. we aim to influence the implement the IFRS on behalf for European stakeholders, bringing 
together and European view point on development of IFRS; 

2. we advise the European Commission where the IFRS standards need to be endorsed in 
Europe;  
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3. and we undertake research or proactive projects, we use the words interchangeably. We 
investigate the interest of Europe stakeholders and try to bring some fresh ideas into the 
debate.  

 

As chairman and CEO of TEG, that is a double headed position? 

It is.  

 

What are your responsibilities in both?  

So, in my CEO position I have overall responsibility for the operation of EFRAG, so for 
recruitment decisions, for how operating procedures and practices.  I am responsible for the 
organisation, obviously with the team around and as the Chairman of the Technical Expert 
Group. As the name suggests the TEG is a group of people that meets once a month and I 
chair these meetings, but the substance of the role is I am the lead spokesperson for EFRAG 
on technical matters.  

 

Do you speak to the Commission, or who do you speak to in this capacity?  

I speak to all the stakeholders, like the Commission, I give presentation to accounting 
regulatory committee, if EFRAG is meeting with the IFRS Permanent Team in the European 
Parliament, I would normally provide the update on question of technical matter, while the 
EFRAG Board President would address matter that are more political in nature or strategic.  

 

We will come back to this later on. I need to sense your opinion on other things. 
Question number two is about a scale from 1 to 10, where you have to put a cross where do 
you think accounting is more self-regulated or more governmental controlled. You are the best 
man to answer this question, as you were in government and then in industry. Do you think it 
is more self-regulated or subject to more external governmental control, which can also be the 
European Parliament or Commission?  

I will put my cross against 3. I have lots of questions about what aspects of accounting worlds 
we are referring to. EFRAG is very involved in the development of accounting standards, 
particularly the IFRS standards.  

 

Would EFRAG be an outlier in the industry? 

It is a rather unique organisation. We are not the only regional body, who tries to influence 
the development of IFRS, there are regional bodies in Latin American countries, Asia and 
Oceania, but we are the only organisation with the mandate EFRAG has.  
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Let me step back a moment. In answering 3 I had in mind the standard setting process. It is 
ultimately the government on regulators at EU level, institutions that decide which type of 
companies have to produce financial reports, which frameworks companies have to follow to 
produce those financial reports. There are governmental agencies that enforce these 
requirements, there are private sector firms that do auditing, but the firms themselves are 
regulated. There are influences of private organisations on legal structure, we are a public -
private partnership in structure, with funding coming from the EU Commission and I could 
continue, but I won’t continue too much. It is a complex architecture to reduce that to a single 
point on a scale.  

 

Do you make a difference in the standard setting of accounting and regulation of 
accounting?  

In my own mind the standard setting is an assessment of developing the regulation, it is not 
the only aspect because the accounting standards fit in a wider legal framework. It is the legal 
framework that decides which companies have to produce what type of report, with what 
frequency, how that report has to be disseminated, but in substance standards are part of the 
regulation. But then, there is the enforcement side of things. Making sure that enforcement 
is a public sector activity.  

 

So, you say the standards are developed by IASB with the help of your proactive role 
and they are enforced by the government?  

They are enforced by enforcement bodies which in Europe are national level organisations, 
but ESMA and European Commission of course.... all the supervisory authority has a strong 
coordinating relation to develop frameworks and characterises of more consistent regulation 
among the Member State regulatory bodies.  

 

Will professional association be part of the enforcing?  

Not so much anymore, I think.   

 

What changed that? 

In the UK before many reforms were made in Europe and elsewhere after many accounting 
standards, Enron, world com, to address accounting failures that time. So, we talk about pre- 
Enron and post-Enron accounting environment, in the UK at least in the pre-Enron 
environment than the regulation of audit which is a one aspect of wider financial regulating, 
the auditors have their checking role, but somebody has to check the auditors, that would 
have been done through the professional association to an extent. That has changed certainly 
in the UK where I am the most familiar, but I think throughout Europe, where the regulation 
of auditors is done now by independent enforcement regulatory bodies.  
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Can you name them?  

In the UK is the FRC which is responsible for.... which is in itself a public private partnership in 
substance, but in other EU countries would be entirely a government activity.  

 

So, that is an independent regulator, is it not a self-regulator?  

It is an independent regulator.  

 

You would see a difference between independent and industry self-regulator? 

To me there are accounting firms that have an industry body and that industry body has a 
regulation function and an enforcement function, that is self-regulation by the profession as 
a whole. This is how it was in the UK pre-Enron. But now we have an independent regulator, 
which is not accountable. An institute is accountable to its members, an institute which is also 
regulating its members, there is potential for some tensions and conflicts of interest there. 
The FRC is not accountable to the audit firms.  

 

True.  

The audits, because you are an auditor as well. (I am stopped by the interviewee) 

I am, but, I have not audited for a long time. But I am still a member of the ICAEW. 

 

You have a lot of freedom, in a way or another, not a lot but you have judgements that 
you are allowed when you audit companies. Because auditors can make a judgement and I 
heard that there are some books of procedure at Big 4 on how you do it, they become some 
small regulators in their own right? 

Accounting and audit both require the extensive use of judgement and most certainly the use 
of judgement goes hand in hand with a certain amount of flexibility. Something that is 
judgemental can be difficult for a regulator, for an enforcer. Because enforcement can say did 
you do this properly? and the entity subject to the enforcement will say it is a matter of 
judgement and we used our own judgement and it is hard to prove one way or the other the 
judgement was made in good faith, was made properly. But I think it is unavoidable. Imagine 
an incredibly prescriptive regime, where you know precisely how to do accounting and audit 
for every conceivable circumstance, but I do not see how that can even keep pace with the 
complexity of the real world and the variety of circumstances.  

 

Are you familiar with smart regulation? 
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I heard the name. I won’t want to be tested to write on what it means in practice.  

The European Commission came with something called better regulation, but in the academic 
world, it is called smart regulation. If we force the argument there we can squeeze in all those 
big companies interfering with the regulation and trying to understand if their interference is 
lobby or is unavoidable because of the system in-builds. Trying to get a good sense of their 
position.  

To be honest I am not really up to date with the latest developments in auditing standards, 
regulation. My perspectives are rather historical ones.  

 

We go to question number 3. At EFARG you have some stakeholders, do you take into 
account all of them is the decision-making model balance? Will you include other stakeholders 
that are out there?  

EFRAG is absolutely open to input from all stakeholders. The final ...an EFRAG decision is only 
to make a recommendation. A recommendation to the IASB, recommendation to the 
European institutions for a standard to be endorsed or not endorsed. Of course, there is a 
decision that is made, but the final decision in the final decision of the endorsement process. 
The final responsibility for the decision is with the EFRAG board and the EFRAG board does 
not necessarily weigh up the comments. There are more comments for, or against, it not a 
referendum, is not a democracy in that sense. We look at the stakeholder we reach, at their 
ideas, and arguments and I think often in practice, is the view of majority for our 
responsibilities as we in the board we do not have to evaluate just the width of opinions, we 
have to evaluate the quality of the arguments, bearing in mind our mandate.  

 

So, you mix in between the board decision which is purely technical with your mandate 
which is political?  

Our mandate is to serve the public interest. As institution we have an institutional belief that 
financial reporting is a public good and improvement in financial reporting delivers benefits 
and benefits exceed the cost in the public interest.  

 

So, you would say that you are more technical here at EFRAG? 

The why… EFRAG throughout the history, and the history is now about 17 years, at that time 
it was very very technical. More recently and since the reforms following the 
recommendation of Philip Maystadt is much more of a political versus technical balance. 
What do I mean when I say political? We are very much assisting not just that new standards 
are technically good with the vast established frameworks for assigning the technical strength 
and weaknesses of accounting standards, whether in EFRAG’s view they serve the European 
public interest, they are conducive to the European public good, but that is evidence based. 
We are trying to be evidence based. In the end is this political? I understand it is really about 
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very particular interest groups and in favour of something and that involves compromise and 
trade-offs. Crucially important, for our assessment point of view and I am not the final 
decider, is to look at the evidence, assess the evidence objectively, consult impact 
assessment, so, for example do we think that an accounting development that is technical 
would raise issues about European business? Would that raise issues about financial stability? 
We are engaging without stakeholders to get input on that, but we are also looking at 
academic input, we are looking at sources of input that one might describe as objective.  

 

In your board there are different members that represent different industries? 

Yes.  

 

Is there a counterpart to the IASB? I mean your board perfectly matches the board of 
IASB?  

Certainly not. We have different criteria for the EFRAG Board then the IASB board. I think that 
EFRAG criteria are more specific in the ...to nominate a member of the EFRAG Board, you have 
to be a member organisation at EFRAG. Member organisations are a balance in between 
private sector European organisations representing financial services, business in general, 
accounting professionals, representing investors, users of financial statements, also national 
organisations. So is that private public model on how EFRAG operates is to ...there are 
multiple stakeholders in which the board operates, not in a statistical way, but in a way in 
which it represents various stakeholders of financial reporting. And we also have the 
observers to the EFRAG board that have their own interest in financial reporting, the 
European Commission, the European Central Bank.  

 

Two questions here: How do you make a balance in between the independence of the 
members and stakeholders in the board and accountability to the European Commission for 
the European public good?  Or whoever else you may decide to be accountable to.  

We aim for a balance in between public and private interest, because that represents those 
parties with a legitimate interest in financial reporting. EFRAG has its mandate which is when 
it comes to endorsement advice, to give endorsement advice against legally specific criteria. 
So, having that mandate and an organisation designed to deliver against that mandate is a 
key part of finding that balance. Our individual board members, they represent, or they are 
appointed by a particular constituency, particular national organisation, or industry 
organisation. In joining the EFRAG board, we stand to confirm that they have to serve the 
EFRAG mandate independently and objectively. Of course, none of us are ultimately 
independent. We all have those upon whom we depend.  
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So, there are the 3 authorities ESMA, EIOPA and EBA who don’t have voting right. How 
do you keep that in balance with the private stakeholders from the board? 

They do not have voting rights and the EFRAG board has now been in place for over 3 years, 
3 and half years, we never need to call for a formal vote. So, our official observers decided 
that didn’t want to be full members of the EFRAG board as they are accountable ....EFRAG 
tends to operate by consensus and organisations such as ESMA and EIOPA they could not 
commit to an EFRAG consensus, they have their own mandate, and in their own mandate 
brings them to a different concussion, the rest of the EFRAG board would like to retain their 
independence to stick to their own mandate, to their own view, so they will not feel that 
pressure to become part of that EFRAG consensus. So, in practice the vote is not relevant 
because we never had to take a vote, and that could happen if something gets very difficult, 
very controversial.  

 

There is something controversial. There is some criticism I read about you, just want to 
inquire about. Some people of the board are not paid by the board but by rather originating 
companies. When they come at the board, do they think of EFRAG or whatever bank, or 
association they are coming from? I am just trying to understand how they can be independent 
and think European public good rather than thinking very privately and very capitalist oriented 
focus. 

It is a representative model. We try and serve the needs of European stakeholders including 
of course the European institutions, but those stakeholders include users of financial 
reporting, include companies that produce the financial reforms, the audit firms, the 
investors, analyst users and the ultimate consumer of the product. So, EFRAG membership 
structure which determines the composing of the board tends to represent all the 
organisations with their different interests in financial reporting. If you are coming from a 
company background, we call them preparers, they have a particular interest in the 
development of financial reporting and the direction they would like to move in, which may 
not be the same as auditors. My background as an IFRS leader for an accounting firm, the first 
thing an auditor would like is clarity. Is this treatment right or wrong? Companies as a 
generalisation may prefer more flexibility. EFRAG provides a form with different perspectives, 
whether this different perspective can be debated and people argue from these positions, 
from the point of view from their own constituency, we find a way of coming to a compromise.  

 

Is there any stakeholder more relevant than another?  

Well, the objectives, let’s go with the objectives of IAS regulation, the European companies 
listed on the regulated markets have to produce consolidated financial statements in 
accordance with IFRS, as endorsed in the European Union, and that has some objectives, 
broadly making the European capital market more efficient. Those are not EFRAG objectives, 
those are the stated objectives, paraphrasing slightly the IAS regulation. So, to me is to say 
how are the capital markets participants, is the company trying to raise capital?  Current 
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prospective providers for capital, lenders, prospective lenders. The auditors to the same 
extent, I think the enforcement bodies, auditors’ bodies as intermediaries, that the process 
has integrity. I think you can say that under the capital market-oriented framework, which is 
not EFRAG’s framework, but in the IAS regulation, yes you can argue that there are particularly 
important categories of stakeholders. I think one of your questions is more about the 
audience of financial reporting. If you change the audience you change the equations, you 
change the analysis for who are the primarily stakeholders.  

 

We talk more about that when we get there. Can you comment more about the role of 
EFRAG and IASB or even FASB if you want?  

We are sometimes in the same room as people from the FASB. For example, the IASB 
established something ASAF - Accounting Standards Advisory Forum and the FASB is a 
representative. EFRAG is a representative as well, and the ASAF is a forum where IASB board 
members receive advice from regional organisational and national accounting standards 
setters on important development on the IASB agenda. So, we are in the same room, but our 
direct engagement is with IASB not with FASB.  

 

At IASB it used to be 4 Americans on board, but now there are only 2. What is your 
relationship with them? Do they push for a more American view, and you have to balance that 
for a European view? How does this work in your proactive role in influencing the standards 
at the IASB?  

Well... I think we can analyse the let’s say ....take 2005... IFRS came to Europe in 2005 that is 
the effective date of IASB regulation. We can analyse the time between then and now, as 
convergence era and post convergence era. A long time under its leadership the IASB believed 
that the US would move to IFRS for domestic US companies which has not happened. Firstly, 
I am not surprised that has not happened, but the IASB and FASB embarked on a programme 
of converging the standards in many ways, dominated the IASB agenda, dominated the 
standards setting activities and brought a lot of US influence in the IASB activities.  

We can argue that there is a lot of international influence in the FASB activity. But that is an 
argument of who is more influential over who. The convergence era it is hard to call a date 
when it stopped but it stopped now, there is no formal converge meetings, there is not IASB-
FASB programme, there is still some coloration through ESAF and other forums but where 
EFRAG is an influencer and of course we are not the only influencer around the numbers they 
differ, but 130 jurisdictions where Europe is still 28 jurisdictional and additional EEA member 
states, but about 100 jurisdiction are using IFRS for their financial reporting landscape and 
think all of those.... (interviewee did not finish)  

 

In the US there are about 200 companies that are using IFRS as issued by IASB, do you 
ever look at them? 
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These are non-US, non-domestic US companies. These are foreign private issuers as they are 
called, companies that are located outside the US, with access to the US capital markets and 
indeed under SEC rules they can file under IFRS as issued by IASB and if they do that they do 
not need to reconcile their results back to the US GAAP.  

 

Do you ever look at them? Do you even try to tell them about the European public good 
on American soil? 

There are European companies, as of today it is entirely possible to follow IFRS as enforced 
by IABS and at the same time, follow IFRS enforced in the EU. There are some small 
differences. There is for example a small modification or hedge accounting rules in Europe, as 
Europe did a top up, a small modification of the current insurance accounting standards. Now, 
we are going into technical details, there are minor differences, but they tend to be optional 
in their nature. Europe under the IAs regulation can carve things out, but you can carve it out, 
a company chooses to still apply the whole version of the standards without the carve out.   

 

I was going to ask for a specific example where EFRAG intervened at IASB level to get 
the European public good inside. Is this hedge accounting example one of them? 

I do not know what role EFRAG played in the carve out of hedge accounting because that took 
place in 2004. EFRAG was certainly involved in providing technical advice but the more recent 
example is in the insurance sector which I mentioned, where now the IASB has published the 
insurance standard with an effective date of 2021.  A number of years, the IASB has published 
a financial instrument standard with a proactive date 2018 and EFRAG argued for a long time 
that it would not be in the public interest to require insurance companies to apply a financial 
insurance standard one year and and financial insurance number 2 years later, because for 
insurance companies that may totally overhauling the assets part of your balance sheet. In 
one period and then you are overhauling the liability side of your balance sheet in a different 
period. We argued that would create costs and unnecessary confusion. And IASB took a lot of 
persuading and did come forward with a version of a solution. EFRAG analysed, but it did not 
fully solve the problem. It was a good development but it did not fully address the concerns 
raised by EFRAG on misalignment of the date because it would not solve the problem for the 
Europe insurance companies. So, this is what led to a top up at the European level, but I think 
without EFRAG strong intervention it would not have been an IASB solution.  

 

So, you looked at the European Public good right?  

(Head sign yes) 

 

European public good has a definition done by the Commission in a non-paper. Do you 
follow that or you have your own version of European public good? 
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We do with ...well... we try to assess European public good in our activities and is particularly 
important when it comes to endorsement advice. The former process starts with a formal 
request, a written request for advice from the European Commission. Without that request 
EFRAG won’t give advice. We give advice if we are asked and each request from the European 
Commission will be customised, to some extent.  So, the description of the European public 
good in the non-paper I think is a starting point for those themes when we address if a new 
standard is an improvement, we also assessing the risk of negative consequences on 
competitiveness, financial stability, and other generic themes, but there might be additional 
things in particular in the endorsement advice requests, because certain standards might 
impact one sector more than another, for example.   

 

What do you favour more stability of growth?  

We cannot make these kinds of trade-offs.  

 

Ok. The question is bad. I need to ask another one before. Do you think accounting is 
neutral? Or because it reports information in a certain manner is having an influence?  

I do not think that financial reporting standards as they are developed are intended to change 
the behaviour of key actors. But beyond, and this is important, beyond helping the users of 
financial statements to make better informed decisions, of course, even if they are making 
better informed decisions, which companies to lend to, which companies to lead to, they will 
be winners and losers among particular companies. You can say, a bad company benefits from 
a lack of transparency. You can see it like that.  

If we take a change in lease accounting from off balance sheet to on balance sheet. There is 
no motivation on the IASB part to affect the popularity of leases. But! The evidence we looked 
at suggests there will be some effect, not a very large one, but there will be some effect on 
popularity of leases, because some companies, in deciding whether to lease an asset or buy 
an asset, have looked at their effects on the balance sheet. And if they feel for example that 
they are debt constrained, they may be more reluctant to go down, borrowing, so let’s say 
the option to rely on an asset or keep it on the balance sheet is available they may take that. 
That is one evidence we look at, one of the motivations and most of the motivations we 
looked at there were very commercially and operationally reasoned rather than anything to 
do with appearance of the balance sheet, but the balance sheet is still a factor.  

Now one can argue that the old accounting was not neutral. Because it gave companies an 
accounting incentive, an accounting subsidy if you like to lease an asset rather than buy an 
asset. Probably, the lease industry will argue that the old accounting was neutral and the new 
accounting is not neutral. Which is neutral, one can debate. So, accounting is not intended to 
change behaviour, but it can change and a big part of EFRAG in assessing and testing standards 
and looking at the European Public good framework is to try to understand the likely effects 
and behaviour changes.  
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Would you say that, on your work on IFRS 9 there is an early non-objection to be voted 
by the European Parliament tomorrow, or today I think that changes expected loss model to 
an incurred loss model will bring more stability? So, in some cases you judge stability and in 
others you judge growth?  

Well, I think I will defer to those who are more experts. The vote of the European Parliament 
and early non-objection this week is on a very very narrow objective of IFRS 9, not to IFRS 9 
itself. The IFRS 9 endorsement advice assets these issues and the European banking authority 
are very much part of that process, organisations with specific mandate to financial stability. 
It is very very complex to determine the effect between….. A change in financial reporting and 
all of the different positive and negative drivers of financial stability. One can make an 
argument and argue that accounting will be more volatile under expected losses, is that .... I 
think that evidence is very mixed on that. The way the issue is assessed on financial 
implications on the change in lease accounting and the framework they operate on is that 
accounting captures more forward looking risk information that has a positive effect on 
financial stability anticipating the future risks and putting them to some extent on the balance 
sheet today. So, IFRS 9 does that.  

 

How does this integrate with the European public good? 

It ultimately produces risks to the financial stability, is it a matter of public good.  

 

We go to the last question from the first part. We go then the technical question that 
you will enjoy more.  

I enjoyed these questions.  

 

There is obviously a relationship in between European Parliament and EFRAG, there is 
a vote on funding, issues about accountability and independence. You know that. EFRAG is an 
NGO.  You are British, and in the British legislation there is something called a Community 
Interest Company. Do you think that EFRAG will fit better that role of CIC and in this sense 
EFRAG relations with the European Parliament will improve, more or less?  

I think that our relationship with the Parliament is good and has certainly improved as a 
former MEP is our Board President, has improved our communication and interaction, and 
made it right. I am personally not that concerned. EFRAG has a legal structure that has a 
purpose and to me that is more than the operational matter, is the substance that we do and 
the quality of the advice that we give, which is closer to my heart. I think the commitment we 
are showing to make impact assessments to the European public good. It is a matter of 
substance.  Just to let you know what do I mean by substance, I think I would rather have 
been judged on the quality of what we do rather than on the particular legal structure we 
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operate under. I have not investigated the pros and cons of the UK CIC. I joined EFRAG 2 years 
ago with the structure that EFRAG has.  

 

How do you judge this double relationship you have with the Commission and 
Parliament? You advise the Commission, but you are at the Parliament from time to time as 
well. Do you see yourself as a self-regulator, or an independent regulator, or as an unique 
organisation?  

More of a unique organisation. We are not a regulator, we are an influencer. We are meant 
to exercise influence from a European public interest point of view. Not from the point of 
view of any special interest group.  

 

So, you don’t do lobby, but influence on more general terms?  

We are trying to bring together a European ...there is a part.... makes that there is a rich 
diversity of opinions including financial reporting on accountable development. We try to 
engage to all stakeholder who want to engage with us, we cannot force people to engage with 
us, and final a middle ground, find a balance and finding that balance we take that to the IASB 
and trying to persuade the IASB to move in that direction or that direction, with a lot of 
success over years.  

 

This means that you are independent because you find this balance and you are 
transparent, but you cannot be really be accountable to the EP or to the Commission, you are 
accountable to a general European public good?  

I and our president, we are kind of pleased to be invited to the European Parliament and give 
an account of ourselves. As you said yourself, the Parliament votes on our funding. That 
happens to be in the same legislation providing the IASB funding and PIOB funding. 
Ultimately, if the Parliament was unhappy enough, it could vote against. The European 
Commission provides more than half of EFRAG cash funding, through an annual grant that is 
pursued in the regulation, the Parliament votes on, so the Commission can withhold our 
funding. So, I think we are ....that makes us quite accountable.  

 

You are in the middle of IASB and the Commission but both of you received Commission 
funds and you have to influence the IASB? 

Yes. That makes it a complicated architecture.  

So, I think it is probably the endorsement phase that generates the most interest. Where the 
steaks seem the highest. EFRAG takes very seriously the endorsement advice, our part in the 
process. All the work and the endorsement process can take a long time, like 2 years after the 
publication by the IASB of the final standard. But we are dealing with the standards in the 
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development, like with the new insurance standards for 20 years.  Over the new leasing 
standard, over 10 years, EFRAG has been exercising its influence to do what it does, getting 
the concern of the European stakeholders, feeding those to the IASB, almost through the 
process. I am saying almost because the insurance standard process started before EFRAG 
existed, so we could not be involved in that and the more effective it can be in that work, 
before, so ... in principle the easier the endorsement to be.  

 

Who started EFRAG and for what reasons?  

It originally started by a number of our existing member organisations including accountancy 
Europe, but not only. We call them the Founding Fathers. These individuals were within the 
organisation for a number of years before it was set up. Because Europe is moving towards 
more harmonised accounting, but they could not see any organisation that was operating in 
a technical way that was trying to put together a European perspective, so they put it 
together.  

 

Who else was there?  

Business Europe was there. I actually need to look this up. Saskia can remember. She can tell 
you who were the founding fathers. We were part of the process with accountancy Europe 
back then in those days. It was created in response to a need, to a gap and the European 
Commission encouraged the development of EFRAG. Didn’t necessarily have to be EFRAG, it 
could have been something that the European Commission recognised the need to have a 
technical advisor in the enforcement process, and the need for the technical advisor was 
EFRAG. The technical advisor for the IAS regulation, but also an organisation to do the upfront 
influencing.  

 

Is that because they cannot keep technocrats there for a long time?  

I will not like speculating on European Commission motivations. But the EC is not made 
of accountants. Some people are accountants in it, but EFRAG is a group of technical 
specialists with a passion for financial reporting. You have these people tougher pursuing a 
common objective. I think it is a powerful model.  

 

Who is accounting reporting for? Is it for investors, creditors, potential investors, 
society at large, governments?  

It is clear under the IASB Conceptual Framework that the focus of IFRS today is on the info 
need of current and potential providers of capital, current and perspective. It is also clear that 
financial reports address a wider range of stakeholders. I personally do not have any 
particularly strong opinion on who the right audience is, or who the IASB chosen audience is.   
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What I do think is if to develop standards in a systematic and objective way you need to have 
an audience in mind. You need to understand who you communicate with, who you want the 
company to communicate with. So, you can understand the type of decisions, that those 
bodies or these stakeholder groups that are using the financial information you are providing 
them with and then you can identify their needs and you have a reasonable framework to 
develop standards with those objectives with that audience in mind. Could the audience of 
financial reporting be society as whole? Well, I don’t know. How do we decide what are the 
needs of the society as a whole are? With who as a practical matter the standards setter 
involves with? What sort of decision society as a whole is going to make? So, that can be 
looked into, but the concept of a vaguely defined into practical reality as a standard setting 
will present some challenges.  

 

So even though you look at the European public good you do not look at society at 
large that much?  

In assessing whether financial reporting could have a negative effect on the European 
economy, etc I don’t repeat the list, that for me is taking into account the concern of the 
society at large, but is not taken into account all the concerns. Not to ignore anything. One 
could argue what is gender equality is a very important issue for society at large. I do not see 
how financial reporting can make a difference for gender equality. Maybe somebody else can, 
but I do not see how. I don’t think there is a need to assess that. Now, ...if...one...an 
organisation with a particular mandate or particular interest in pursuing better gender 
equality can say that companies should disclose more on their balance on gender equality, or 
pay levels of male/ female, etc these days, perhaps can require that. And from the point of 
view of pursuing accounting regulation indicative, I do not see the accounting information 
ought to provide that, but I do not ... bed to change the mandate and I want financial reporting 
to make a genuine gender equality. You have to think about different information.  

 

Speaking about the information, there was a standard called Prudence, which meant 
different things to different people. In the last IASB framework it was taken out. Now, it will 
be put back again. The IASB Conceptual Framework is not endorsed in the EU. Why is Prudence 
important and why is it making a difference?  

Prudence is a fascinating concept, fascinating debate. As you said it means different things by 
the term, but in my experience, there are two main ways in which the terms are used. One of 
which is to be cautious under conditions of uncertainty. That is something much for 
companies. Companies apply account standards and often they apply accounting standards 
to items who are uncertain in some ways. Cautious Prudence is much about asking a company 
to take a cautious approach and the valuation is pretty much on how the IASB writes 
standards. An element of a particular element that is dealing with something that is highly 
uncertain, a litigation claim, you can write the standards in a way that creates a more cautious 
approach. Then, the other way, the overlap with the first is a bit asymmetric. The valuation 
of assets differently from the valuation of liabilities is important not to undervalue your 
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liabilities but is important not to overvalue your assets. More reluctant to recognise somehow 
more proof, with more certainty before you recognising a profit before you recognize a loss. 
That is asymmetry. You think about profits and losses, assets and liabilities differently. 
Wherever you ...cautious Prudence is coming back to the framework. Asymmetry is going to 
be back in the framework, but not referred to a top type of Prudence, more acknowledgement 
of the information to the relevant, it needs to be a different approach to assets than a 
different approach to liabilities, that would be in different words included.  

You said that the framework is not endorsed in the European Union, but the IASB will most of 
the time standards that are consistent with the framework. They can deviate from the 
Framework, they want to be an independent body. If they do that, they will have to explain 
in their basis for conclusions why they deviated, but they can do that.  

 

Prudence, even though it was not always there, was embedded there. Correct? 

Was certainly used. Many examples. So, what we call, contingent liabilities. You recognised 
contingent liabilities. If it is probable there will be some outflow of the payment or whatever. 
You only recognise contingent assets in the balance sheet if it is virtually certain. You need 
more certainty to recognise a contingent asset than contingent liability, that is in today's 
standards, endorsed standard. We talked about impairments, expected credit losses, now you 
recognise the expected loss, on a loan, you only recognise the income as you earn it as interest  
and you can keep the loans under the amortised costs measurement if you think the loan will 
go up in value, may be if it is an fix interest rate low, so maybe there is a fix interest rate loan 
and the interest rate got down, from the lender's perspective that is more valuable,  you do 
not recognize that gain upfront, you just recognise the interest that you are entitled to over 
the life of a loan, so that is asymmetric. One of the issues around Prudence is that it is an 
important concept for Europe, it is in the European accounting directive. EFRAG argued that 
it has part to play in standard setting so it should be in the framework. What is very very hard 
to assess is when we need Prudence and how prudent should you be? These are the 
judgments of the standards setter.  

 

So, when IASB is not respecting its own framework, you as IASB, how do you react to 
it?   

Well, the existing framework is very out of date and it says so little that it is very hard not to 
be in compliance with it. Now, so, we have not really been tested. But we are having a new 
framework later this year and the IASB will start to write standards and if we encounter a 
situation where something is inconsistent with the framework, of course, we will need to be 
looking at the arguments, but it will certainly be testing and challenging the deviate from the 
framework. When you develop a framework, it is a Conceptual Framework, so you think very 
conceptually. When it comes to develop actual standards, you get much closer to real world 
development, how businesses are operating, what types of assets and liabilities, how they are 
doing transactions, and that changes over time.  
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Accounting for crypto currencies for example seems to be an issue that is growing and getting 
a lot of media coverage. That is a challenge under current standards, under our current 
framework. It can be an issue of not compliance with the framework, but there is no way to 
test that yet, you get to a new type of transaction, you get to a new type of thing, that goes 
beyond and is more specific than in Conceptual Framework.  

 

Americans are having their own revision of Conceptual Framework and normally they 
are ahead of IASB with standards, but now they are behind. Is there a difference in between 
IASB and FASB accounting objectives?  

I am actually not sure. I follow the IASB quite closely, the FASB ... it started out a joint project 
to update the Conceptual Framework to update between IASB and FASB, but as it happened 
a number of times, walking side by side for a while and then taking different paths, I think 
they will be some differences based on my experience of FASB. FASB is very focused on capital 
markets. They have their mandate from the SEC on capital markets regulatory in the US. I 
think they are. Another issue in Europe is to recognize the stewardship objective of financial 
reporting for example. I have a question mark if stewardship has the same prominence in the 
debate in the US.   

 

Would you say that FASB follows a capital markets model, while the IASB more the 
firm level? Do you see what I mean here?  

Can you repeat the question or rephrase it?  

 

There is Historical value and FVA, would you say FVA leaves more space to estimates 
and modelling rather than HCA which is more stable? 

FVA certainly, because it deals with things that are not quoted on active markets and it 
requires more valuation, more modelling. It can be easy to underestimate the complexity of 
HCA, determining the cost of an item, it is easy enough when you purchase it, but even there 
are question about capitalised interest, taxes and duties, that sort of things, but when assets 
are self-developed, determine which costs, which are assets and which are not, is complex. 
But most people would say it is less complex than fair value. In measurement is more stable 
as you say, and you can have impairment and the impairment brings you back to an estimation 
process.  

 

Can HCA get imprudent?   

HCA isn’t.... HCA in some situations like derivatives, but certain there are questions about 
Prudence because it allows cuts both ways, they have zero costs, but can become major 
liabilities or assets for that matter, but you do not recognize a liability for a derivative. But 
historical costs more traditional assets when accompanied by an impairment test is generally 
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considered to raise no issue around Prudence. FVA one may say that it can be challenging in 
terms of Prudence because it recognises losses as they arise also. FVA is symmetric. I talked 
about asymmetries already. HCA is asymmetric if we have in property and equipment at 
historical cost if it becomes impaired, we recognise the loss. We only recognised a profit in 
value only when it is recognised only when sold, while FVA via profit and loss accounting 
recognises gains and losses symmetrically. It is neutral.  

 

How would you judge level 3 assets? In terms of market to market, market to model 
and mark to magic.  Do you think that gives a lot of space for estimates like wild modelling? 

Level 3 assets require the use of estimates. I would certainly hope that once the auditors do 
their job and regulators would get involved from time to time, enforcing that systematic as 
day to day part of the financial reporting process that constrain the possibility for wild 
estimates.  

Also, disclosure around FVA, an assumption when there are lots of fair value measurements 
in the same financial statements, you cannot value the info for each valuation separately, you 
may have a crazy amount of disclosure, but there are cheeks and balances. But! there is ....if 
management wants, there is still probably an acceptable range of valuation , if management 
wants to go to the boundary of the acceptable range I guess they could. Now, at the time that 
would catch up with them, because in need the FVA is the amount of money you pay out or 
receive.  

 

Getting back to the original question and connecting them. You have a fair value to a 
market and then you said that FASB is writing standards for capital markets, for those markets 
judged at fair value. I am trying to discover what IASB has in mind when writing a standard, 
the market as whole to which you can judge the fair value or has in mind individual companies, 
regardless of the market? Is it a matter of internal stability of the company or stability of the 
market?  

I think that both boards have a mixed measurement model. Both boards refined their thinking 
when cost benefit measurement, when FVA is more appropriate, that type of think, what type 
of asset and liability we are dealing with here. I gave the example of derivatives where it 
seems that historical cost does not really work. But also, how the assets and liabilities are 
used in business. I saw that later on you have a question on business models. The IASB is high 
level and can be developed further. Now they have a more systematic way of thinking about 
whether FVA is more appropriate, and it is very important to think in terms of information for 
the balance sheet. In practice the users of financial statements want to do the analysis, they 
want to value the company. The financial statements are not a valuation of the company, they 
are an input. Users are not typically taking FVA on the balance sheet and plugging them into 
more valuation or typically making forecasts about the cash flow out in the future using the 
historic numbers as inputs to those valuation. What they need is info about financial 
performance as a balance sheet which they can use the information about past financial 
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performance adding their own views for the future prospects about the company and come 
up with their forecasts. So, I think it is simplistic to argue that the capital market focus on 
those who want to predict the future cash flows or the value of the company, automatically 
gets you to an FVA measurement type approach. Ultimately it is a matter of measurement, 
portraying the financial position and performance of the company bearing in mind both FVA 
and historic cost adding strengths and weaknesses, and the conceptual thinking is really to 
try to understand which strengths and more weaknesses are more relevant in particular 
situations.  

 

I know EFRAG has a mandate and you cannot go really beyond that. Non-financial 
reporting is obligatory as of 1 January. The directive is very vague, not a lot of standardisation, 
do you look at non-financial reporting? 

As of today, our mandate is very focused on IFRS and the financial statements. In the 
past EFRAG has taken a more active interest in wider financial reporting. There was certainly 
an interest when you think that....EFRAG should be more interested in wider financial 
reporting and non-financial reporting in the future. I think that is partly because the part of 
the border line between financial statements and wider corporate reporting is coming under 
pressure for different reasons, partly because financial reporting is going to a more stable 
thing now, but in the future, the innovation in several years will be perhaps in the non-
financial reporting.   

 

That is for sure actually.  

Indeed, an organisation can bring together the interest of European stakeholder making sure 
that Europe is in position at the forefront of debate, EFRAG can have a very valuable role in 
this, but we are not going to go ahead of our mandate, discussion will continue.  

 

Just as a view on this. Is this non-financial reporting enhancing the objectives and 
purposes of financial reporting or add to their length and complexity?  

I referred to the boundary already. An up to date, when we think about annual report, 
corporate reporting, the back half of the financial statements, quoted companies on the 
European market are back half of financial statement, while the front half is a combination of 
non-financial information and financial information, and financial analysis, but no analysis, 
risk reports, information about strategy, risk, business model,  financial, etc. and the 
requirement for non-financial directive that is being transposed in Member State law. The 
requirements from the front half will reflect the requirements of directive as transposed into 
Member States law but supplemented by a lot of thinking that Member State level do.  

UK has what is called its strategic report, for example and that the regulation for that report 
will be align to be consistent with the non-financial information directive but also with the UK 
implementation, the French implementation, the German implantation, so we have a ...so the 
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question, I don’t think this will complicate the financial statements because it is a different 
piece of the reporting. There is a challenge, if you want to design the optimal corporate 
reporting, you need to design who the audience is, we touch on that and then you have to 
think more holistically what is the information needed. What is the particular audience, what 
are the particular types of decisions needed to make? If it is a decision-making group for 
stakeholders and therefore what are the information needs. But as of today, we have 
different part of corporate reporting, we call them financial and non-financial part, different 
regulations with different standard setters, different allocation of responsibility, between 
what is at European level and what is at Member State level maybe the same preparers, but 
you can get companies that do not need to prepare IFRS in the financial statement, but to 
some extent there is a different scope indeed, different audit requirements.  

 

Do accountants have the right skills and knowledge to prepare non-financial 
reporting?  

I think accountants are a broad range of people with different knowledge and skills so there 
are certainly people with accounting backgrounds who are very passionate, and 
knowledgeable in these areas. In the end we did it with reporting information, and 
information needs to be prepared, under certain control to a different set of standards than 
traditional financial accounts, the one who has spent their career, preparing financial 
statements, that particular individual will need to change the skill set.  

 

Would this affect how shareholders invest or not necessarily as they will have numbers 
on one hand and the narrative on the other?  

In a way that is nothing new. Shareholders, the users of wider corporate reporters, they often 
analyse, they use different information sources in different ways, place different weight on 
that, different type of information, but I mentioned already how the traditional analyses user 
may go about, valuating the company, forecasting future cash flows. The financial statements, 
provide a great deal of information, but at their heart provide a record of historical 
performance and financial position, which can be a starting point for analysis, nut when 
valuing a company, whether is to generate future cash flows to pay a loan if you are a 
potential lender, whether the current share prices are too much, too high or too low, you 
need to look into the future and financial statements might give you a trend, but they may 
not tell you about broader intellectual property of the company, about the business model, 
about the quality of its management, about development in the market, about its 
competition, and various think that you need to take account of, in turning your historical 
performance into your prediction about the future. I am talking about those with a financial 
analysis type of mind and was one example of a stakeholder group. So, wider factors are 
something which investors often happen to use in the forecast of their analysis. But if you like 
the investor-oriented components of the front half of the annual report, if they are done well, 
give analysis better information, to make those assessments about the future, but there is 
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also an element of the question you asked earlier around a wider audience, trying to address 
some of the info needs and concerns to society at large wider stakeholder in there, as well.  

 

Unless you don’t say something interesting there are two more questions. The first one 
is: Are financial reporting disclosures or corporate reporting disclosures, whatever you may 
decide to talk about, too complex and lengthy nowadays?   

I think I will talk about the financial reporting standards. In Europe bear in mind that the 
primary group of organisations that have to apply those standards are companies quoted on 
regulated markets, so, we are not dealing with unquoted SMEs for example, as some Member 
States have extended the applicability of IASB regulation. That is a different Member State 
level decision. We are dealing with a spectrum of companies. I think is very challenging even 
among the quoted companies, for smaller ones it is challenging to be familiar with all the 
standards, to keep pace with all the developments, they need a lot of help, and other advisors, 
but there are pros and cons too, as you need a certain amount of guidance to fit enough 
coverage for all the business transition that take place in that range, increases all the time, in 
the business word it becomes more complex, not less. So, it is difficult to identify large areas 
of guidance, you can try to develop a model where there are different types, summarise, 
briefer standards, for some smaller category of quoted companies, but we are dealing with 
quoted companies, you can have differential regimes, views get very mix when EFRAG looked 
to this in the past, have been over all a lot of enthusiasm to simply the set of standards for 
smaller quoted companies for example that comes back from time to time.  

 

Do you think that the American model of being too detailed and precise is better in 
allowing judgement?  

Those are about trade-offs. I was brought up to believe that judgement is a good thing, you 
want judgement to be used in a positive and professional way. Not to be used in a negative 
way, to us flexibility to screw the results in a particular direction, but! I said that the IFRS 
standards their volume is challenging for smaller quoted companies. The US situation will be 
much unacceptable for much of the rest of the world. The volume of information will be 
unacceptable.  

 

Apart from the French maybe  

Maybe so. You try to take the US model, even the practicality of translating that volume of 
material into all the different languages is challenging enough with the translation of IFRS.  

 

Would you say that accounting standards are complex because the economic reality is 
complex or because they developed in such a way to be complex?  
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Both of those trends have taken place. One of the drivers of complexity, continuously calls by 
some stakeholders may add clarity, as you can point the finger at them and say ...  

 

When IFRS 9 got 20 pages more than IAS 39, was that adding or simplifying on 
complexity? 

Overall in terms of its principles IFRS 9 is a simpler standard than IAS 39. But what do we mean 
by simplicity or complexity? I will come back to the impairment model briefly. IAS 39 had very 
prescriptive rules base guidance on how assets and liabilities are measured. IFRS 9 is more 
principle based. Most stakeholders, when you try to go to principle or guidance to help 
understating that with a reasonable degree of consistency, stakeholders have a different view 
on what degree of constancy is reasonable. So, the principle then creates more demand for 
guidance to the application of the principles. Leaving an incurred loss model for impairment 
to an expected loss model is that more or less complex?  In terms of the principle I don’t think 
it is more or less complex, but! again there is additional modelling and estimates, and 
complexity of information applying expected credit loss model and that created a demand for 
more guidance in the application example in implementation guidance than IAS 39 incurred 
loss model.  

 

Would you favour IFRS for SMEs?  

I do not think that IFRS for SMEs is aimed at small companies. Some of them are not that 
small. It is more like a business model. So, the European commission says it is too costly, 
maybe to some of them, but not to all of them.  

IFRS for SMEs I think it is a good standard for unquoted companies that have identified a 
group of stakeholders, that might be landers, or multiple shareholders, you need to find info 
on which to base those decisions. I don’t think, I think it is too much for ...not the size is the 
main thing, but for a company with a single shareholder, where they may have a bank loan, 
and the bank may have their own ... a single own creditors may have their own mechanism 
to get the information they may want. Certainly, it is not a micro entity standard. That is really 
the reason European has not really endorsed the IFRS for SMEs, are partly around the 
complexity of interaction of the tax law and law on distributing on capital maintained, as well. 
It will create challenges, Europe certainly benefits from having strong international standard 
setters, they are important stakeholders for EFRAG. National standard setter takes the 
accounting directives and converts those into the national accounting standards. No Europe 
moved away from national accounting standards to an international, or single standard, of 
private ...which raises the question of what the national standard setters actually do.  

 

There is a hierarchy of law, which in the UK is divided in primary, second and common, 
while in the Continental Europe the division is more complex. You advise the European 
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Commission on taking or not taking the European standards on board. What is the IFRS 
standard in terms of hierarchy of law?  

Once they are endorsed in the European Union, they are European regulations. I don’t know, 
a European regulation basically as my understanding, it overlays, like it trumps national 
legislation, because it applies directly from the European Union to the companies that apply 
the standards.  

 

So that would be primarily law?  

You probably need to ask a lawyer.   

The reason I am asking is because the is an academic Shyam Sunder from Yale  

I know him.  

 

He said that is common law and that puzzled me a and then I asked somebody that I 
am sure you know from Accountancy Europe, who told me that they are not law, there are 
standards, totally separate from the law. Having those 2 opinions, I have to find what 
accounting standards are in fact.  

I might give you a third opinion. The IAS regulation certainly change the status of accounting 
standards, in this particular context, so, before IFRS we had, we still have the accounting 
directive which is turned into legislation, it has to be applied in every single state because it 
is the law and many but not all the European Union country would have some system to 
create accounting standards in the UK before the IFRS they’re were not laws, they were just 
standards, basic requirements for the accounts, following directive was the highest level to 
produce financial statements to give a true and fair view, but in practice the courts of England 
would expect a company to follow the accounting standards in order to give  fair view to.... is 
kind of a soft law. I have to rephrase. The IAS regulation is hard law. The enforcement is still 
at Member State level. As far as I am aware, I am of a direct European Commission 
enforcement process against the companies who do not comply with IAS regulation, but the 
IAS regulation is in itself a regulation and each time a standard is endorsed there is a new 
regulation that enforces that standard, in the text of the enforced standard, is in the official 
journal. That is my understating. It is a law. 
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NGO FR C4 
(Interview conducted in French and translated into English)  

 

I would like to kindly ask you to talk about your professional journey and your current 
responsibilities at EFRAG.  

So, about my professional journey, I started by studying economics, law and political sciences, 
when I was young so after getting my political studies degree I became university assistant 
for two years in my hometown Toulouse, afterwards I got a job at the French Ministry of 
Education, for 7 years I was in charge of an office where we trained the university 
administrative staff. And as mister Macron would say, at the same time, I was an intern at a 
law firm in Paris. That is how I became a Parisian and a trainee lawyer. In 1980 I started 
working as a lawyer at the State Council and then at the Court de Cassation(fr) in France until 
1994 when I became a normal lawyer at the ordinary court and in 1998 I was recruited to be 
the head of legal finance branch of a bank and a member of the director's committee. I held 
this office up to 2007. Meanwhile in 2004 I was elected Member of the European Parliament 
and I quitted …. I was a MEP until 2014. Also starting 2008 I devoted myself only to my work 
as an MEP and stopped any other work agreement, as for 30 years, all along this time, I was 
the mayor of a small town called Seine-Maritime in Normandy, France. Voilà (fr) my 
professional journey, so it has always been in the legal department but in different sectors: 
educational, corporate, the lawyer’s bar.  

Were you the Devil’s Advocate by any chance?  

Nope. Not yet. No, not yet Devil’s Advocate… not even for the vampires.   

Sooo…at EFRAG I was chosen mid-July 2016, at the nomination of the European Commission 
which has then been accepted by the European Council and by the Parliament and then 
ratified by the general assembly of members of EFRAG, a quite complicated process might I 
say, therefore I started on the 1st of June 2016, and the duration of the mandate of the 
chairman of the board lasts for 3 years and at EFRAG I am the President of the Council that 
counts 17 members and I am the spokesperson of EFRAG. To say that my role is not 
necessarily technical, there are certainly better specialists than I am, but my role is rather 
political, to listen to what the Commission, the Council, the Parliament and all the interested 
parties in the national accounting have to say. In other words, the stakeholders…so that I can 
give accurate advice to the board of EFRAG. 

 

 OK. That is really, all your career. Now, I designed this interview in two parts: one of 
accounting regulation and another part a bit more technical about accounting. Technical 
meaning legal or whatever you find relevant. Please describe the accounting power on a scale 
from 1 to 10 where 1 means regulated by the government and 10 means self-regulated? 
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So, it depends if we take a country so if we take the French level, for example, the accounting 
is widely regulated by an authority of accounting standards at ANC which defines the 
regulation imposed on enterprises.  

 

 There is the boss! 

Yes, he is the boss! at the European level, there is, you know, a directive on accounting, agreed 
regulation, but still the regulation comes from the Regulatory Code. There are quite few rules 
that are drafted by the companies themselves.  

 

That means that they are controlled by European institutions. 

Yes. 

 

If you could still give me a number on the scale from 1 to 10? 

I would say that for Europe it is 8 or 9. 

 

8 or 9 means that it is self-regulated? 

Excuse me…I thought it was the other way around, so 2 or 3…2 or 3… 

 

2 or 3 yes…that is for Europe and implicitly France.  

Well yes…or…France is almost 1. 

 

Do you make any difference between a regulator and a person who decides the 
standards? Because some specialists told me that the European Parliament is a regulator, but 
IASB is a standard setter. 

The standard setter is the one who will define the accounting regulation that must be applied, 
having two principles, two points of orientation, the French orientation, where we make very 
precise regulation, in France there is an accounting master plan that defines very precisely 
the way in which everything must be calculated…and if we take the IASB the are more based 
on regulation that gives space for judgement, so this are the standards development. Then, 
the Parliament, indeed, does not dictate accounting standards, but it decides which are the 
applicable standards and which are not. Therefore, it is in this aspect that the difference that 
you are talking about makes sense, that on one hand we have the one that elaborates the 
regulations and on the other one there are the Parliament and the Council who decide which 
are the norms that are effectively applicable and which are not. 
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 That means that it is the French way….that is wrong 

 

 Which one? 

Because you said that the French way is very precise but the IASB accounting is based on the 
principle… 

 

Yes, it is more open…. But that means there is a French way and a wrong way? 

But look, the other day, we audited the CFO of Alliance, the German insurance company, on 
the insurance contracts, it is the new regulation that is currently in preparation for the 
insurance companies. And he explained that there are some problems right now regarding 
the regulation, but once these problems are solved for the rest it doesn't really bother them 
and he added it all depends on the way the auditors will interpret the rules. So, this is where 
it comes to the judgement, and it is a more pragmatic method, a British one, so to say than 
the French one. You know, we say, jokingly, because you like joking a lot, we say that the 
jurists are textually obsessed, like a pun of words with sexually obsessed. The French are very 
obsessed. It is interesting to see the different approaches between the English who never ask 
for precision, the more it is ambiguous, the better. The Germans who are looking to find out 
what is demanded from them, but once it has been decided they don’t ask themselves any 
more questions, they execute, they obey. And the French who are always looking for 
precision, for details, to then realise that all these details annoy them therefore they are not 
happy with the regulation they adopted. There are many different approaches and we can 
see that also in the Parliament in the way the lobbyists act. The French are always caught in 
the details while the Germans observe from afar and then you have the different texts.  

 

To quote Goethe: The devil stays in the details… 

Yes…The devil stays in the details…it is true. 

 

Ok, now we get to the second question…I think that you are more acquainted with the 
IASB than with FASB, the American counterpart, can you comment on the role of IASB/FASB? 

It is a private organisation. 

 

Is it truly private, is it private-public? 

No, it is private. It is sustained by a foundation and it even has one of the companies that 
holds a seat among the enterprises in Delaware, US. It is private but the countries and 
organisations that use the policies proposed by the IASB finance it. Never mind, there are 
some countries that are adhering.  The situation of Europe is original because normally the 
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accounting regulations show the skills of the EU. But the European Union decided not to 
create its own regulation but to adhere to the IASB. With this decision that the EU adopts the 
policies of the IASB, they can apply them or not, but we cannot modify them. It is everything 
or nothing.  

 

Do we have the right to carve in? 

This possibility was used once for IAS 39, where one part was not put in place. But otherwise 
the EU has no right to modify it. Recently, however, there was, on the amendments IFRS 4 – 
IFRS 9, because there was a mismatch between application data of IFRS and the future 
regulations. Europe has finally adopted a top-up, a system that widens the scope of the 
amendments that were put in place by the IASB. IASB had made some amendments 
addressed to the insurance companies if not exclusively then in a very big part. But that left 
out the insurance banks because they saw there the possibility of distortion competition. The 
European Commission proposed a system that widens regulations to the insurance banks, the 
IFRS 4 amendments that were put in place by the IASB. So, we haven’t changed the rule, we 
just widened it at a European level.  

So, the IASB functions like a foundation, which is animated by a trustee, a certain number of 
persons who manage, and apart from that there is also the IAS board that is the organisation 
that elaborates the regulations and who has an important administration in London. Europe 
is at the same time a user of IFRS and also a financial contributor, the most important financial 
contributor even at the IASB.  

 

Is there any difference between Europe and the other users like China or Brazil, for 
example? 

The difference is that we have, in Europe the procedure of endorsement does not exist 
elsewhere. The countries that apply the IFRS regulations apply them after they were 
elaborated in the sphere of enterprises for which they were made. There are countries that 
apply IFRS regulations to all their companies, countries where there are only some companies 
that apply the IFRS, countries where it is optional, etc. But they are giving the possibility to 
examine if the regulation proposed by the IASB is compatible with the European principles. 
Therefore, there is this procedure of endorsement on which EFRAG states its opinion.  

 

But it is similar to Israel, I believe? 

I don’t think so. I believe that we are among the only ones who have this system of internal 
control.  

Aaa ok, because in Russia, on the contrary, it is the government who decides, it is not 
the Russian Parliament, it is the government at a technical level, who decides to adopt or not 
the standards.  
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On this type of precise questions, the best is to see Andrew, for it is him who knows well the 
mechanics of this matter. I know the big principles but not the details, plus he has been there 
since forever.  

 

About the FASB is it the same or is it stronger than the IASB, or is it less strong than the 
IASB? 

On that I am not very sure, but what I do know is that, for a long time there was this idea of 
convergence between the IASB regulations and the American regulations, but in the end this 
idea was abandoned some years ago. 

 

And today? 

We look simply at the endorsement procedure in Europe, one of its elements is the IASB 
regulation. Don't make it difficult for our companies, in respect of the regulations applicable 
to the American companies. That shouldn’t lead to a distorted competition. 

 

This was my fourth question, let us pass to the fifth. Can you please comment on the 
relation between EFRAG and the European Parliament? 

I want the European Parliament to ban electrical fishing. Is it today? Are they in Strasbourg 
right now? 

 

Yes, they are in Strasbourg.  

So, about the relations, EFRAG, even if we don’t generally present it like this, it is the 
counsellor of the European Commission. We have the role of giving advice to the Commission, 
actually, this is the title Council Group. But when counselling the Commission, you cannot 
leave out the other essential actors, and especially the Parliament. And with the Parliament 
the relation exists because to begin with it is the Parliament who grants the financing of 
EFRAG. EFRAG functions on a European subvention that represents 60% of its budget, and 
this financing is approved in the budget plan, by the Parliament, once in the general budget 
and from the concrete point of view of the EFRAG by the notice of the Commission.  

In the European Parliament there is a special group of MEPs who examine the international 
accounting regulations, and anyway… Since I became president of EFRAG, I have tried my best 
to ensure that our relations with the European Parliament are getting better and better and 
we keep in contact with the parliamentarians by inviting them here. It already happened, and 
by trying to involve them more in the process. This is not an easy objective given the busy 
schedules of the MEPs, it is at times very difficult to decide the dates for the meetings, but 
even so there have been encounters and I think that overall communication has improved.  
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That means that the relationship you have with the European Commission is different 
than your relationship to the European Parliament? 

The relationship with the Commission is very institutional because as I said the Commission 
finances EFRAG by 60% and a Commission representative assists the board of EFRAG. Actually, 
there are a few members of the Commission who assist EFRAG. We report to the Commission 
on what EFRAG does and we receive not only requests to give our advice but also indications 
on the activities that we must lead. It is not exactly a hierarchical subordination, but it is a 
very high collaboration in which the Commission is the decision maker.  

 

Is it a relation a bit more technical than the one you have with the European 
Parliament? 

The relation is more technical and there is communication on records like for example Mr. 
President I would like to be able to discuss with representatives from FISMA about the 
orientations that they want.  

 

So, the relation with the Parliament is more technical?  

Yes, with the Parliament, the relation is political, and we do not tackle the same subjects, and 
the Parliament has the problem of efficiency in accounting regarding enterprises and their 
economies but less technical issues to discuss. We were talking not long ago about long-term 
investment on IFRS 9. Among the things that caught the MEPs attention was this directive on 
long term investment. These types of questions are the types of questions that concern the 
Parliament rather than the Commission. 

 

This means that EFRAG advises the Commission, but what is your relation with the 
Parliament in respect of the accounting standards?   

In accounting matters there is no co-decision, but there is the possibility of blocking. Before 
an accounting law is passed the Parliament can, if it meets the majority, to stop that law, 
which leads to negotiations between the Commission and the Parliament to avoid blocking. 
For example, with IFRS 9, according to what I know, there was a debate about blocking it but 
the majority was not met. But because of the tension, a special report has been made about 
long term investment, an impact study on long term investment. The Parliament has its 
weight in this discussion given the fact it can block, but only with a majority.  

 

Does EFRAG provide advice to the Parliament when it wants to block a regulation? 

No EFRAG does not provide advice to the Parliament. We, at least since I am in office, I have 
never seen EFRAG giving advice to the Parliament. What we are trying to obtain is that MEPs 
make us part of their positions starting when we are in the process of elaborating so that we 
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all have time to think about the regulation. This objective is not yet met. And there are very 
few MEPs who really care, apart from Theodor Stolojan and maybe a couple others. There are 
not many who spend their time on these dry matters that are not very spectacular. I think 
that we need to say that when they tell voters that at the Parliament they have been spending 
a lot of time on IFRS 9 and IFRS 17 I am not sure that it has a big media impact and yet it is 
important.  

 

The decision to make an endorsement of a standard is a technical decision or a political 
decision? 

It is a very good question because it is delicate. In this house, the culture is that the decision 
is a technical matter, I mean at EFRAG, therefore there are technicians who examine the 
standard and who says if technically it is acceptable or not. Apart from this aspect there are 
also the Commission and the Council and the Parliament who have the political choice to 
apply or not apply the standard. But there is, in my opinion, an intermediate space, it is the 
analysis that is made at the level of EFRAG and which, in my opinion, should be wider than 
the simple technical discussion. When I say this, I rely on the Maystadt report that is on our 
charts since 2013 and has underlined the necessity of an impact study and of considering the 
public wellbeing of the Europeans. These two impact studies and public good are expanding 
the discussion further than the usual technicalities. The impact study means looking at what 
are the eventual socio-economic problems of the application of all accounting norms. Not all 
accounting norms have an economical impact, but some of them do. For example, if the 
application of an accounting norm results in modifying the economic system that exists in a 
legitimate way, that has an impact. About taking into account the public wellbeing in Europe, 
how to define it, there is no absolutely legal definition, but the European Commission has 
issued a document in 2016 that tries to define and give the first definition on European public 
good saying that the European public good is a norm that is favourable to the economical 
balance, that does not put in danger the financial stability, that added value. This is the 
definition that was given, in a nutshell.  

 

That means that European accounting is for stability and not necessarily for growth? 

Yes, you are right; I did not mean that we should not favour economic growth.  

 

OK.  

But that should never put in danger the financial stability.  

 

That means accounting is not just neutral and technical? 

No. This is the root of problems in this house, that the technicians have a tendency to say it is 
neutral, but in fact it is not neutral, it has economic consequences. I give you an example, 
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amendments to IFRS 4 that apply only to insurance companies and that the existing insurance 
companies that are preponderant, the job of insurer, but not to the insurance bank, have 
created a distortion of competition between these people who are in the same business craft. 
Because people who do the same thing were not applying the same norms at the same time 
and so some were going to make the effort while the others didn’t have to make it 
immediately. In my opinion, this fits under the European Public good, we haven’t treated it 
as such because we would have not finished discussing in years, the gender of angels and the 
equality of competition, the principle of…, in my opinion, are my opinion elements of the 
European Public good.  

 

PIOB is financed in the same way as EFRAG is and that is also concerned with the 
European Public stability. What is the relation between EFRAG and PIOB? 

Actually, we don’t have one. For the moment, the mandate of the activity of EFRAG is strictly 
regulated by the Parliament to give its opinion on the IFRSs. The PIOB deals with auditing. It 
is a different organisation, it is a Belgian who preside it. It is Eddy Whymeersch who is the 
president, but we don’t have…I mean I met Eddy because he came to see me here and we 
talked, but we do not have a common way of working. The mandate of EFRAG can finally 
evolve at some point. It can evolve if the European Commission, the Parliament, decides to 
use it in a different domain. I believe, I know that in the High Level Report on Financing 
Sustainable Development there are small ideas underneath about what EFRAG could be doing 
related to that.  

 

That mean you work better with the IASB and the IFRS Foundation?  

With them we collaborate in two ways. Firstly, we collaborate in the sense that we examine 
the endorsement regulation that they enact, though this is less of a collaboration and more 
of a control, an exam. There is a relation with the IASB in the phase in a priori to the issuance 
of a standard or at its revision, which is an influence action from EFRAG.  

 

Is it lobbying action a European style of influencing?  

No, it is more institutionalised than lobbying because we answer to the IASB procedures 
through the comment letters, we answer to the consultations of IASB and I should also say 
there is an informal contact between EFRAG and IASB in the stage of preparing the standards. 
Therefore, the role of EFRAG is to make known the European point of view at the IASB. Firstly, 
to make it known and secondly to manage so that the European point of view is taken into 
account. From this standing point, efforts have been made after the Maystadt Report so that 
these influencing actions become more efficient.  
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That means that EFRAG can influence the decision of IASB, that means everybody, the 
Japanese, the Africans, everyone will have a bit of European accounting logic?  

Europe maybe doesn’t weigh enough in the decision of IASB, even though it does, but there 
are the consultations between the authorities and the stakeholders from different countries 
that weigh a lot more. You should meet with them because they participate, there are 
periodical reunions everywhere in the world attended by accounting, standardising bodies, 
to think and coordinate together for the elaboration of international standards.  

 

Is the European voice stronger than the American voice at the IASB? There are some 
people from Australia there, also, I know. Can you elaborate on this?  

I would say that the European voice is relatively strong, the European Commission estimates 
that it is not strong enough and that Europe is not sufficiently taken into consideration in the 
head structures of the IASB. It is a usual polemic. Europe’s problem is that it is divided and if 
we go to the origins of the IASB, historically, it is due to the fact that the European countries 
can’t seem to agree on the accounting method that should be used. I think there is a bit of 
weakness here. 

 

Me too. I think that the French members of the IASB are part time members not full 
members. 

Yes, just like the formal boss from here. 

 

Yes, Francoise Flores. Now a more direct question. There is some criticism that I heard in the 
European Parliament about the independence of IASB and the independence of EFRAG. It is an 
urban myth that the board members of the IASB have been paid compared to the members of 
EFRAG who are still paid by the companies and therefore they are less independent? 

At EFRAG there are employees paid by EFRAG, the President is paid by EFRAG but the board 
members are not paid for their activity. Their travel and accommodation expenses are paid 
by their organisations, but that, in my opinion, does not diminish their independence. The 
board of EFRAG, now, after the Maystadt report, there are 8 national standardizers and 8 
representatives of European organisations. So, the 8 standardizers are 8 people who in their 
countries are at the head of the accounting authority. 

 

Is that a conflict of interest?  

With who? 

 

You have at the same table the regulators and the private sector representatives.  
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Yes, but I am going to tell you, I had the opportunity to say it to Pervenche Berès and I was 
astonished. I was told that these people are going to defend their own interest, and I am 
surprised at one thing…that at the board, the companies Cantine D Europe (!?), Insurance 
Europe, Business Europe, etc the representatives, talk more about accounting techniques 
than about the economic and political aspects. And I was even surprised about this weakness 
of taking into consideration the economic and political interests. Finally, because of these 
regulations, these precise techniques, they are technicians before they are politicians. Also, 
when they face concrete problems, they bring out points of view that are then discussed 
together. And even if the European Insurance is not the same as the point of view of the 
insurers, he is one between 17, it is not him who dominates. No one can dominate this board. 
The big advantage of having a mix representing the national organisations and the European 
professional normalisation and organisation is that the exchanges are more concrete. 

 

How do you comment on the decision of ESMA, being an observer but not a member? 

That is at the origin of the Maystadt report that planned the three agencies plus the BCO (!?) 
will be members of the board. And the agencies were the ones who refused to be board 
members, in a way, they said that it is an organisation that is not public, effectively, EFRAG is 
a private law organisation, but financed largely by the European Commission, therefore at the 
service of the European Commission. The Commission says, I was informed as I was not on 
the report at that time, that taking part in decision-making where private guests can 
participate. The decisions will not be good because some private actors participated. So, in 
order not to affect decisions that were taken they decided to be just observers. This is a weird 
situation because they are very active observers, but they are observers with the right to 
speak, they are not there only to see and listen to what happens. These three agencies 
intervene widely in the debate, and in general they intervene in a very authoritarian manner, 
to make their opinion heard.  

 

So, they are not there to vote. Can you comment on this?  

They don’t vote, but given the fact that decisions are generally taken in consensus, it is very 
rare that, well shortly…they have the same influence as if they would vote. 

 

You told me that IASB is a private company; EFRAG is a private company too? 

Yes, it is an establishment of private law, but very linked to the public. If tomorrow the 
Commission does not pay anymore, EFRAG is dead. Or if the Parliament does not want EFRAG 
to be paid anymore, EFRAG is dead.  

Because EFRAG is an NGO, do you believe that the community interest company model 
would suit EFRAG better?  
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Honestly, the legal status is not of great importance but what is fundamental is this duality 
principle between the standardizers and the non-accounting people. This is the originality of 
EFRAG, that was introduced by Maystadt who brought the standardizers. Before there were 
no standard setters and it is because of that, that the image of lobby organisations is stronger, 
because, effectively, before there were no standard setters.  

 

And in what year did the standard setters appear? 

In 2013. 

 

Can you elaborate more on the 2013 Maystadt Report and the job of the standard 
setters?  

They are standard setters, they are part of the board, there are 4 permanent ones: Italy, Great 
Britain, Germany and France and for others who line up, so up to the last board modification 
we had 4 member countries: Sweden, Denmark, Luxembourg and Netherlands. These are the 
four and then Spain became a member of EFRAG and Luxembourg isn’t anymore. Therefore, 
now there are 8 standardizers.  

 

Is that giving a good balance to EFRAG, being neutral, accountable and independent, 
all at the same time?  

Everything that EFRAG does is public and is on the site, all the working documents are 
published on the website, it is very transparent. We submit everything to consultations.  

 

That means that transparent and independent are the same thing? 

We are both transparent and independent at the same time. Independent because we don’t 
depend, I mean we depend on the Commission because they pay us.  

 

So, if the Commission or the European Parliament ask you something… 

If they ask for something we do, we are not going to tell them to go to heck. Everybody sees 
what we are doing, sees our documents and they can comment or react. Every time we take 
a position, we put it on the site. The project document is public and the people who are 
interested can comment their point of view. I personally verify that every comment gets 
answered.  

 

But if the Parliament asks for something, that does not affect your independence? 
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No. That depends on what they are asking, if they are asking us to give advice in a certain 
sense that would be bad for independence, if they are asking us our opinion on one subject 
or another, we would be having a different role as advisory group, but until the present we 
have never been asked by the Parliament. It is the Commission that supervises the relation 
between the Parliament and EFRAG, everything happens with the presence of the 
Commission. The proof is that when we have reunions with the Parliamentarians, we invite 
the Commission to be present.  

 

We finished the first part and we are moving on to the second part that is more about 
technical accounting. 

You should talk to Andrew more about this type of question… 

 

But can we continue? 

We can continue but I am not very strong on this subject. 

 

I would like your educated opinion: first question, who is accounting for? the investors, 
for the society, for the creditors?  

Yes, what I am giving you are opinions of someone who is not a specialist. I am surprised here 
to see that a big part of those who are at the board in the pro-European organisations think 
especially at the investors, saying accounting is destined to clarify the investors and it allows 
them to direct their investments.  

 

Are you looking at the European Public Good? The definition is wide, it is not even a 
definition it is a description. Do you look especially at the investors, or at the financial stability 
or public good for the society? 

I told you that the first concern is the investors and I find that we may not take into 
consideration the company’s peremptory.  The investors and financial analysts permanently 
want to know more and more and the objective of accounting regulation is to ensure the 
transparency on one side and the comparability on the other side so that we can compare 
two companies following the same accounting criteria, allowing us to compare the numbers. 
If the regulation is not the same, we cannot compare. 

 

That means that the accounting standard is for the enterprise or for the capital market 
union? 

 In my opinion, it is for all companies but it is especially oriented towards the investors than 
towards the enterprise, therefore accounting is very useful for investors.   
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But also, for market stability? 

I think that we shouldn’t forget that behind there is a company and that accounting should 
be profitable for the company. To allow the company to understand the way it functions, to 
retrace it and it shouldn’t be disadvantageous for the company. 

 

I asked you this because now we have a mixed model between the historical costs and 
fair value accounting. The thing is that if the accounting standards are for the whole market, 
with the fair value accounting the shares can be devalued. 

It varies…It is very volatile… 

 

Yes, it is, and that is why I am asking if the accounting standard is for the investors who 
invest in one enterprise that refers to the market to value its shares or if it is for the whole 
market? What is more important, the individual level or the macro level? 

The Company will make its evaluations in respect of the market and it is for this reason that 
in the big debates it has been rebuked that the fair value is an outcast, that means when the 
market has problems the value of goods diminishes creating a crisis. There has been a huge 
debate after 2008 about fair value. It is true that when everything depreciates, even if it 
recovers afterwards it becomes a zig zag. 

 

The fair value model, is it reliable? Is it the true and fair view of the market or is it a 
reflection? 

From the point of view of the image, it reflects a certain moment, in the case where there is 
a certain market to evaluate, because in some cases the evaluation is difficult. But when there 
is a market it reflects the market. But the question that is being asked, there has been a 
colloquy on the fair value, not long ago, the 5th of December, but I am not qualified to give an 
opinion, is if this system increases the crisis? because if it goes badly all the values decrease 
therefore the companies lose substance, when maybe two months later everything will go 
back to normal. These accordion shots we don’t have in history.  

 

Do you think that the historic model is more stable? 

Yes, absolutely! It is stable but less transparent. Less relevant when it comes to transparency.  

 

But in some business models the historical costs are more unstable. For example, if one 
buys a building as a long-term investment, that means if he wants to resell he has to 
recalculate the value on the market? 
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I am not well acquainted with the matter so I can’t answer.  

 

What is your opinion on Prudence as an accounting standard, especially as the IASB 
has made a point that Prudence is coming back to the conceptual framework level. 

There is a huge debate on this subject because certain elements are elements of the European 
accounting regulation: Prudence, the true and fair view, technically I don’t know how to 
answer you, but there is a person who is very skilled in this domain, PAA-ENG-D4 a French 
standard setter who is very opinionated on this true and fair view. He is very attached to the 
matter, he is very well acquainted with this subject, you know him, he comes to meet you 
from time to time. It is with him you should talk about this. Have you met him already for your 
thesis? 

 

Yes..yes..I did…It was before Christmas that I had an interview with him. Do Prudence 
and true and fair view have anything to do with the Public Good? 

In my opinion, they are not the same thing, it is not the same domain, for me public good is 
an non-accounting aspect of the accounting regulation. Non-accounting implications for 
accounting regulations. It involves seeing if the non-accounting aspects are compatible with 
what we want for Europe, for the companies in Europe.  

 

Non-accounting meaning? 

Economic and social consequences, environmental consequences.  

 

We are almost done, we are at the 9th question. Do you think that this non-financial 
reporting is important for financial reporting?  

Yes, it is going to develop, and anyway I think that the High Level Report will be very 
interesting regarding this matter, and simply, I think there is a link between the two, financial 
and non-financial, and even if it is not its first role today, in my opinion EFRAG can play an 
important role in this evolution.  

 

Does EFRAG have the competency to advise on the non-accounting standard? 

No. 

 

Because it is a non-financial aspect? 

Today, no. But we can always expand our field, if the Commission wishes so. Nowadays, we 
have 400 companies that make non-financial standards. They need to standardise because of 
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an EU directive, as non-financial reporting is mandatory now. We need to do something. I 
think that EFRAG can do something but maybe not now. For the moment no and nobody 
asked to work in the frame of the mandate and the mandate is endorsement for the financial 
reporting, for the international accounting standards. It is possible though that after the High-
Level Report that the role of EFRAG will evolve. In any case I wish that EFRAG will be present 
on this reflection because at EFRAG we combine the representatives of public interest, the 
standard setters and the professional organisations. It makes sense to involve an organisation 
like EFRAG than any other professional organisation that usually takes charge. 

 

Do you know what accounting standards are developed now and for which needs, like 
for investors or society?  

Right now, it is not planned for the next 2-3 years for any new big accounting concept coming 
from the side of IASB. On the other hand, there are planned accounting improvements on the 
existing standards, revisions are planned after having experienced the clause. After this there 
will be a pause on the side of IASB, after IFRS 1, things will get calmer but they will bring the 
other regulations up to date.  

 

That means that the regulations are complex because the society is complex or they 
are complex because the accounting profession is complex?  

The society is complex and then this regulation allows judgement and they can be sufficient 
after some practice, the advantage you know it, but the inconvenient is that if the 
interpretations are not the same everywhere we can get in the situation where the same 
standards can be the cause for intense differences.  

 

Does this go against the French standards that are precise? 

The French language is very precise and everyone ridicule (fr) our accountants. Judgement is 
very important but the risk is that there will be differences in the way of applying the 
standards. 

 

I have one more question and we will finish with this. You are a lawyer, in the hierarchy 
of law, the accounting standards of IFRS, in France, is it organic law, tertiary law, or what else 
is it?  

Well the accounting standards are general terms defined by the law, the rest is part of the 
regulation domain, that means administrative law, and in France anyway it is not about the 
hierarchy of norms, it is intermediate.  
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Another French lawyer told me that they are not legislation, they have a special statute 
as accounting regulation and that there is no specific law.  

There are general principles and then there is that accounting plan, which is an administrative 
document. 

 So, it is an administrative document.  
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NGO ENG C5-6 
Group interview  

 

I would like to ask if you can describe your background and your current responsibilities 
in your current position. 

Sure. By background, I am accounting, a certified public accountant in the United States. My 
experience was in public accounting and also in standards setting. Right now, I am now the 
President and CEO of the Financial Accounting Foundation which is the parent organisation 
of the FASB, the Financial Accounting Standards Board, which is the organisation that sets 
accounting standards in the United States. As the President of the FAF this is a non-technical 
role, in other words I do not have responsibilities or authority in the FASB standards setting 
processes. The role provides services to the FASB. It also has interaction with the board of 
trustees, which is the governing body which has oversight of the FASB. 

 

We go to the first proper question now. In the academic literature, accounting is 
generally perceived as being self-regulated. If you are to mark up on a scale from 1 to 10, 
where 1 is strongly regulated by the government, while 10 is predominantly self-regulation, 
where do you locate the regulatory arrangements around accounting? 

So, I am going to answer this question relative to the United States. Is that appropriate?  

 

Yes. Please do.  

Ok. I would say that in the US, we have strong external regulation of financial reporting and 
that is predominately through the SEC, so a strong regulatory focus and strong enforcement 
focus and then the FASB is not a regulatory organisation. We do not have enforcement 
capability. We are the ones to conduct the standards setting process and issue the standards. 
But for public companies in the US is the SEC that has the...you know they are the ones 
enforce the regulation. Is that clear enough?  

 

Yes. But mark it up on the scale, which number? 

I would give a 1. Strong external regulation.  

Ok.  

 

So, you say that your company is more like part of the standard setter, rather than 
being part of the regulators, as such? 

Yes. I think it is a fine line to try to explain. Because we get for public companies that file with 
the SEC they have to follow FASB standards and our authority for setting the public companies 
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comes from the SEC. So again while, we have the authority delegated to us from the regulator 
to set the standards, but not to enforce them. That is for the SEC.  

 

OK. That is a bit shocking because I thought in the US you have more freedom over the 
standards. If you can comment more on the role of the three organisations the FAF, the other 
one is FASB and the 3rd one is the IASB. How do you think they differ and interact obviously? 

Let me come back to the other question, Raz. You said you were shocked. I want to make sure 
you understand. The FASB does have relative freedom when it comes to setting the standards. 
In other words, they are independent of the SEC, there are independent stakeholders. But 
that being said, they can take input from the SEC, they take input from stakeholders in setting 
their standards, but in the end it is the FASB members, who are the ones who vote. It is a bit 
confusing, because on one hand you have the SEC which is a very strong regulator, and on the 
other hand you have a standards setter that is independent. I still would think of the overall 
system being fairly strongly regulated. Is that clear?  

 

Yes. sure. In Europe some people said about the standards the IASB is making, because 
the EP as the regulator steps too late in the process, when the standards are already made, 
it's an 8. This is my extremes. 1 and 8. It makes sense from your point of view, what you said.  

Yes. I mean when you think about the relationship between the IASB and the European 
Parliament, it is different, I would say, significantly different from the relationship from FASB 
and on the one hand the SEC and on the other hand Congress. Congress which is roughly the 
equivalent of the European Parliament, unlike the European Parliament, has no hand in 
standard setting at all, where the European Parliament I believe has to endorse the standards, 
before the companies in the EU can follow them. So, I think, for example, your questions are 
about FASB, IASB and FAF. The IASB in my opinion would have even more in some ways 
independence or you refer to more self-regulatory than the FASB is because of it we are 
closely aligned with the SEC.  

 

Ok. I understand. So, would you say that IASB is more independent in the work, while 
FASB is more in line with the national American institutions? 

I think the IASB and the FASB differ because the IASB is accountable to many different and 
dispersed countries and stakeholders. In the US the FASB basically is accountable to the SEC 
and I think that relationship from the SEC to the FASB is different than that the European 
Parliament has given to the IASB. For example, in the US, the SEC they don’t actually have to 
do any rule making, when the FASB issue the standards, they, if they disagree with the 
standards they would take action to veto and nullifies in some way, whereas I think in Europe, 
the European Parliament is proactive and has to take action for standards to become 
effective. In the US, the FASB issued the standards that become effective on what the SEC 
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objects which they practically never do, whereas in Europe, the European Parliament has to 
endorse the standards before it becomes effective for companies in the EU.  

 

Just to let you know how it works here, basically we have this non-objection procedure, 
so if nobody raises any objection is adopted as part of the enforcement and it never happens 
that anybody said anything so, I would not know how it will function if somebody has an 
objection.  

In the US?  

 

No, that is in Europe. Just a brief.  

Do you believe that a wider range of stakeholders is now involved in the regulation of 
accounting practice?  

 

I guess. What do you mean by regulation? 

We have to agree on this. You regard yourself as a standard setter, right? and not as a 
regulator? So, we will be talking more about standards setting. What is behind the question is 
the following: in the US, FASB says that accounting standards are for shareholders only, while 
IASB says it is for shareholders and stakeholders. And if you think in the US, is there a situation 
when stakeholders have something to say on the way accounting standards are set?  

Stakeholders and we talk about a broad range of…. stakeholder is companies, it is auditors, 
investors, who have an interest in what goes on here. You know we have a process which is 
similar which is similar to the IASB wherever the FASB deliberates is done is open, they put 
documents for comments, they get feedback and comments on the proposals, any numbers 
of different ways to get input from stakeholders through a number of their advisory groups. I 
would say it is a very open process. I think it always has been, so in other worlds the course 
of FASB history it always has been an open process with the ability of stakeholders to provide 
their comments and way into a proposal. I think what we been trying to do over the last five 
to ten years is to get more input from the ultimate consumers of the financial information, 
that being the investing population, but I would say there is a wide range of stakeholders who 
participate it the process put their input as the FASB is developing its standards. Ok.  

 

Would you say that there is one stakeholder who is more important than the other?  

You have a question here, somewhere, I think where you talk about primarily user groups 
being investors. I think we do see the investors as the primarily beneficiary of good financial 
information, because good financial information leads to good decisions about allocation of 
capital, leads to more decision capital markets so we do see the investors as the primarily 
beneficiary of good financial reporting. So, I think the FASB would try to set its standards 
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thinking what is the most useful information to an investor, but it does not mean that the 
exclusion of how this would affect preparers actually !? financial statements that need to be 
standards that they issue need to be implementable. They cannot be so complex that cannot 
be implemented and then they also think about the audit profession. It needs financial 
information to be audited as well. Primarily focus is on the primarily user of the information. 
We pretty much see those as the investors.  

 

Do you believe that there is a need for the accounting regulatory bodies to be more 
directly accountable to the European Parliament or in your case the Congress as to incorporate 
stakeholder concerns? 

I think the more.... The system works in the US actually function pretty well, having the FASB 
primarily accountable to the Securities to the Exchange Commission when it comes to the 
public companies, the SEC is an independent, that you see as a governed, the more Congress 
the better off we are.  

Congress definitely has a role, there has been times where were two committees one in the 
Senate and one in the House of Representative that has a jurisdictions over financial 
reporting, and we are always happy to provide them with information need, and we want to 
make sure they understand what issues FASB is dealing with, so the state hearing from their 
consistency, and know about it. I think the system we have right now works pretty well, which 
leaves the Congress more independent from Congress and we have sufficient oversight by the 
SEC. 

 

How do you integrate Public good with this? For instance, when the European 
Parliament enforces a standard we use a criteria of Public good and EFRAG is using that as 
well. Do you think it is a good idea, public good to be in the accounting standards?  

How do you define public?  

There is a definition provided by the European Commission and EFRAG is using it. I am 
not sure if you have something similar to EFRAG in the US, like a proactive body to the 
Commission, or the SEC to take standards on board and then the Parliament is doing a double 
check on this. If you do not have, can you still comment on this, public good being part of 
standards? 

Let me answer your question this way Raz. I think what we hear at the FASB, the fact tends to 
do is to issue standards that are neutral and reflect the underline transactions. And then what 
we believe the policy makers are deciding about that thing affects the public good. They 
should take the neutral information, and make a particular decision on what particular policy 
out to be. So, again I think the objectives of the standards is to neutrally reflect the effect of 
underline economic and then the user of that information if it is policy making, making a 
decision about pensions, or house care programmes, and thinks like that, capital level. They 
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can take the neutral information and make whatever policy decision needed to drive what 
they think the right policy would be.  

 

So, do you think accounting is something neutral and technically, not socially 
constructed? 

NGO ENG C6: Raz, this is NGO ENG C6. I think, I will give you an example, what Terry is the 
work we believe in, it is essential to the work that goes on here. Not everybody, people get 
confused about that. When the FASB was debating its standards on leases, which puts leases 
on the balance sheet for the first time, there were a number of stakeholders from the 
industries that depended on leases, they were very upset about this. They thought this is 
gonna hurt our business, our economy, because all these obligations will show up on the 
company balance sheet and that can depress interest in using leases to finance whatever. 
They were confused on what our objective was. They were like this is going to hurt us, so you 
cannot do it. What FASB was trying to do as to give lease a contractual obligation to spend 
money and that is now reflected in your financial statement, and it should be. And eventually 
that argument prevailed, but some clients will still be confused what FASB is trying to do and 
so you know we stick to that objective which is economic transaction, is not accurately and 
neutrally reflected in your financial statements or try to figure out how does that happen, 
what is the cost of getting that information, does not exceed the benefits to investors.  

 

All right. I can understand this. We go to question seven. Both FASB and IASB are 
changing their Conceptual Frameworks and I think it is the IASB that is the first one to be 
published. Do you believe there is a policy transfer between IASB and FASB in terms of 
Prudence? There is a sub question here, if you regard Prudence as something still useful?  

To this question, you may want to somewhat who is on the FASB to get their views on this. I 
would emphasise again is the notion of Prudence compared to the notion of neutrality and 
just to reiterate that the emphasis that the FASB is to provide neutral information versus 
when I was a student we learned about conservatism, which I think is similar to the Prudence 
notion, that they always chose the more conservative estimates of value, wherever what the 
FASB is saying now is more about being neutral. Anyway, I think if you wanna we can put you 
in touch with FASB to answer more about how they see Prudence compared to the IASB.  

 

That would be very useful to snowball somebody in FASB. They are the big elephant 
that I miss in the room. Are you ok to the rest of the questions, or are they too technical?  

Again, I think, while I look again at this I have a sense of neutrality being the overriding of the 
factors, this would be probably more appropriately, need to be answered by someone from 
the FASB.  
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Ok. I have to design some new questions in my head. If you can comment more about 
the independence of people on your board, because in Europe there are some comments about 
the conflict of interest that happens at EFRAG versus IASB. Because for instance EFRAG board 
is not paid, they will still be paid by their originating company, be it Deloitte, or academia, or 
anything else, while IASB by paying its board is regarded as more independent. Would you 
have such an issue in the US? 

We do not have an equivalent of EFRAG. You know, I think EFRAG is accountable to Europe, 
to the EU, primarily, right, to the Parliament?  

Yes. True Parliament and Commission.  

So, I think, I guess, correctly if I am wrong, EFRAG, can they make changes to the standards? 
or they are basically studying what the IASB has issued and a. participating in the process of 
the IASB and b.  the advising the European Parliament and there may be somebody else in 
between, to endorse. So, they are not exactly creating standards, is that correct? 

 

It is. Because they do not create standards, but according to their new mandate they 
still have a proactive role to influence standards for European needs. So, they do not set them, 
but they try to interfere and influence as much as they can.  

Right. So here is a question whether it needs to be independent I think is a function on what 
their output is. Here in the US we are strong believers in standards setting. IASB is 
independent because we don’t really have an EFRAG, I guess from my perspective it is not 
EFRAG issuing standards, there are people reflecting the position of their employer. If they do 
not rely on the authority to change the standard, it might be ok, they are not independent.  

 

One last question, can you say anything about SASB? Is that suitable in the US the non-
financial reporting? Do you have contact with them in any way?  

Yes. We are aware of them. We could not view our mission, the scope of our mission is 
different from another words the matter that the SASB is addressing, and thinks that are not 
within the scope of this organisation and so we think that we have to receive, the whole thing 
evolves, what we are doing. We speak with them periodically, and I think is gonna think 
ultimately is what the US decides by the US, I mean the regulators, the SEC on whether to 
require the information that the FASB is promoting to companies disclose. Right now, it is 
voluntarily. So, for now, I would say we are stick with the scope of our mission and making 
sure we are addressing the things that are within our scope and of course we are interested 
in what is going one, for now the information is not required as part of the financial reporting 
package and we will see if it in the future.  
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NGO ENG C7 
 

 Would you like to describe your background and responsibilities in your current 
position?  

OK. So, my background is as a chartered accountant. Most of my career in financial reporting 
and standards setting and my current position is as Director of redefining value at the World 
Business Council for Sustainable Development.  

 

Any particular experience particularly to standards setters? You mentioned that you 
are one of them?  

Yes. I work for a number of standard setters. I work for the Italian Standards Board, I worked 
for the International Corporate Sector Accounting Standards Board and the UK Financial 
Reporting Council and also as Director of research at EFRAG in Brussels.  

 

The second question involves a scale from 1 to 10. What do you think about accounting 
practice and financial reporting? Do you think that for the time being there are completely 
self- regulated or there is strong external regulation more likely to happen? 

I would say probably a five on the basis that there is a very strong element of self-regulation 
and in many ways it is the accounting firms, not the regulators that have a supranational level 
within Europe and I think a lot of decisions around what comes to is appropriate financial 
reporting practice. By the accounting firms, not by the regulators. I would say it is a 5. 

 

So, you think that accounting firms are doing regulation? Can you be more specific 
here? 

Basically, the accounting standards are quite partial. I mean they address some fair level areas 
and impacts are lots of transactions and that require an interpretation in terms of how to 
apply the standards to practise. Now all accounting firms codify that in their accounting 
manuals and a lot of the judgements have no accounting manual.  

In practice the standards setters, often referred to as an issue point of reference is to look at 
what it is in the accounting manuals. There is quite a rigorous process where firms in a way 
decide on technical issues on what risks are willingly to tolerate. In some ways it is quite a 
political process, balancing maintaining the relationship with a client and trying to keep the 
client happy. And also exercise some professional judgement, you know… 

 

Do you believe that professional associations like ACCA, or ICAEW in the UK are part of 
the regulatory process?  
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Not really. I think they would like to be. But I think in reality their influence is quite weak. They 
maintain professional standards and they have a disciplinary process; I think it is very much 
out of the fact. I do not think they have much influence in terms of actual practice. It is more 
when somebody does something wrong, they might take action.  

 

Recently, there is a debate on stakeholder and shareholder value in accounting. The 
question is, do you believe that a wide range of stakeholders I am not involved in the 
regulation of accounting practice?  

No, I don’t. I mean I don’t think that despite the changing legislation, for example, in the UK 
in 2005 in the Company Act section 172 was introduce to broaden the duty of directors, that 
the duty wasn’t just to shareholders but they had a duty to exact words ‘have regards to a 
broad range of stakeholder’. But despite the legislation that replicated and many other 
jurisdictions as well. Despite legislation saying that, if you look at documents in terms of you 
know the regulation of the adoption by the FRC and documents issued by the IASB, it is taking 
the shareholder primacy point of view. There is no recognition of recording other than 
investors. A customer reference to say the primary focus for investors is that information may 
be relevant to other stakeholders.  

 

Next question is a similar one. FASB have on their website that accounting is 
specifically for shareholders, while IASB say that is just you just said shareholder and other 
stakeholder. The question is what role is there for IASB and FASB in regulation of accounting?  

I think they play quite a profound role, because I think they do really set the norms and they 
do effectively dictate the accounting practice and again it is very much a political process. So 
is the FASB and the IASB although allegedly they are meant to be technical bodies guided by 
a set of principle of a Conceptual Framework and you know, essentially, they are very political 
bodies, because if you look at Maystadt they are on the broad side, both organisations, you 
know they are predominantly dominated by people from the accounting firms. There aren’t 
that many investors or academics, or people from practice. So, they can play quite a profound 
role in setting the norms of financial reporting.  

 

Do you believe that competition in between the two of them will really make the 
process more organised or more interesting at least? 

Yes. The political constraints on the sides have really limited the capacity for competition. So, 
if we go back to the Norwalk agreement and initial attempts to try to harmonise IFRS with US 
GAAP a lot of those projects failed because the board could not agree because of the 
constrains they have to work with. If you take the Conceptual Framework which an example 
to use, if you look at the objective of financial reporting, there would be a strong a continuous 
debate whether FASB said because of the US environment the objectives were really just to 
provide information of future cash flows, whereas the IASB having its European strong 
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constituency, was arguing for some stewardship. Stewardship is a concept that was taken out 
of the US framework with supremacy of shareholders and effectively shareholders are 
primarily interested in cash flows. So, I think those constrains kind of illustrate there is really 
no competition. I mean, it is, you know, if you take some of the work that is harmonised, you 
will be told that were essentially similarly established so the task wasn’t that great. I think 
that in some other areas it completely failed because it differs on different sides of the 
Atlantic.  

 

The fifth question and lost one was the regulation of accounting. Do you believe that 
there is a need for the accounting regulatory bodies to be more directly accountable to the 
European Parliament or to national governments so it incorporates their concerns?  

I think my short answer to that would be yes. It is a pity that we go back in history because 
unlike most legislation it is not delegated to private bodies, so the accounting profession has 
managed to gain certain privileges that are unknown to others, essentially to self-regulate. So 
effectively, the accounting profession has been allowed to self-regulated and the standards 
by a private body and it is not really accountable to anybody which is quite a strange 
arrangement in a democratic system where laws potentially are made by elected officials.  

Now, we have this kind of these strange circumstance where there is kind of token by the 
European Parliament and similarly in another jurisdiction, but the accounting project has 
become so technical that really that in the democratic engagement in terms of endorsement 
and jurisdiction where there is endorsement is effetely, because there is no genuine 
opportunities for the Parliament really to modify what it is in the standards. It is the process 
how Parliament has no place in the development of the standards, throw it is essentially 
limited to, either accepting or rejecting the final decision of IASB in terms of the final 
standards were issued.  

And I think from my perspective it puts the Parliament in a very high stake of you know 
reflection of standards. They have to have strong grounds to do that and because Parliament 
is not made of technical people it is very difficult for them to even engage with the content 
of the standards because they are so highly technical. So, we have this process that allegedly 
is democratic in terms of decision making, but in practice the IASB, a private body, sets the 
rules, which are passed into law within Europe and even though some issues, tensions at the 
edges the Parliament role has essentially been very peripheral. So, there are some noises, but 
the IASB knows well as does EFRAG the Parliament will not say no to a standard. Its 
implementation but it won’t reject the standards. The IAS regulator firmly ... system in place 
that makes it quite rigid.  

 

Do you think the European Parliament is the right one give money for those accounting 
bodies, IASB, EFRAG and PIOB for them to stay independent, while you do not have a say in 
whatever they are doing, like taking Prudence out of Conceptual Framework, having some 
particular view on true and fair view? What would your comment be on this practice?  
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I think in the end it is strange, if we look at other areas of all law making it is quite unusual for 
a legislature to effectively outsource legislation to a private body. So, I think that part of 
strange arrangements and I think this whole notion of independence is quite a fragile concept 
because if you look at the current discussion taken, I think at the monitoring board and all the 
standards settings, IFAC there are real questions on whether or not the boards are in fact 
independent.  

I think by virtue of the fact that European Union provides some funding to the IASB I do not 
think because there is no real accountability is a non-reciprocal transfer they effectively 
provide a grand without any conditions, without any effective conditions, the European 
Parliament does not real have a capacity to either monitor or to really influence its 
independence of the IASB, its ground making.  

 

One extra question in this section and we are done. You mention law. Where would 
you say in the hierarchy of law, accounting standards produces by the IASB are? Is it, primarily 
law, secondary law or common law?  

My understanding is that it is primarily law because it is embedded in the company act, within 
a jurisdiction around the EU.  

 

We are done with this section. Now, question is question nine as the interview is semi-
structured. Now, the question is on the core objective of financial reporting is the focus on how 
a ‘reporting entity’ should provide transparent financial reporting that is ‘decision useful’ to a 
primary user group ‘investors’. Do you agree that this is the primary user group for financial 
reporting? 

It could be circular because financial reporting has effectively being designed because of 
investors if you look at the history financial reporting it has effectively been design to serve 
the needs the need of investors and because that it make thinks that you quite justified that 
is the reporting is for investors. So, I think it is rather circular, but I think in practice objective 
is in law and in fact with investors, that is clearly the objective and there is no mechanism to 
address the needs of other stakeholders, because the due process, the way the board is 
structured there is no public interest person on the IASB, so really there is no mechanism to 
address the needs of any other user group.  

 

With regards to the Conceptual Framework the international accounting standards 
board has removed Prudence as a governing principle. Do you think it is necessary for financial 
reporting to adhere to a prudent approach recording financial reporting for users?  

The issue with Prudence has many different meanings. It mainly has been flexed over time. 
So, I think with the FVA accounting and the march away from the historical cost the board 
would be virtually impossible, at least conceptual level for the board to keep the notion of 
Prudence. And so, it is incompatible with really the norms that so, the notion of Prudence has 
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been flexed from having root in conservatism where you understate the positives and 
overstate negatives, understate assets and overstate liabilities and the same revenues and 
expenses. The whole rationale behind that was to ensure that it was a natural mechanism for 
cocked into the process of financial reporting and to ensure to absorb the risk and volatility 
of various business models.  

That notion has notion has been effetely rejected as we move towards greater use of fair 
value accounting where we stop to inflate values particular assets values, to some notion of 
market and also value they observe some of those values, there is a level 1 but once you go 
to level 2 or level 3, where is somehow subjective, and so you obviously entreating e notion 
of Prudence, in terms of Prudence anchored in conservatism when you apply fair value 
accounting.  

And it is not just Prudence, it has been wrapped into things like true and fair and IAS would 
argue that if you would show state financial instruments at historical value accounting that 
should not be true and fair, because it is not a fair representation of those financial 
instruments.  

So, the notion in a currently form has been adopted to name that Prudence that just means 
‘be careful’ rather than saying conservative. The same words have been more into something 
in a different meaning. Now it is quite a new notion because it is quiet, almost statement the 
obvious to say, you need to be careful. You need to be careful in your calculations. Make sure 
you do not make mistakes. In a way, it is a fairly ridiculous notion, to be careful. Well, of 
course, everybody who is responsible for preparing accounting information should do so 
carefully, making sure they do not make any errors.   

 

Next three questions are rather long so please pay attention. You already meaning 
market to market, this question is on rather the opposite. The shift from historical cost 
measurement to fair value accounting aligns with the IASB’s recommendation that financial 
reporting should be a ‘faithful representation’ of asset values. Do you think that we should 
reinstate ‘reliability’ rather than faithful representation’ given that many assets valuations are 
not based on market value but are founded upon estimates and modelling?                                                                                                                                                                                                                                                                                                                                

In short, I would say that reliability is absolutely key and the fact that that is no observable 
market values for certain assets has underscore in a how the ridicule the whole thing has 
become, because how can you have so called fair value of something that you cannot actually 
get at fair value costs, so you have to impute that you are ending up with quite a notional 
value, the problem is faithful representation is you can have a faithful representation that is 
completely means less.  

I can draw a shape and then take a photo of that and say that is a faithful representation of 
that strange shape but it does not mean that strange shape has any meaning. and is not 
something that I can potentially use. I think it creates a natural tension with the objective, 
which is that there should be neutral information that making and I am not sure how 
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information can be useful if it is not reliable. Maybe a faithful representation may not be 
reliable to be I can rely on that information making decisions.  

So, I think the whole value project has in my view at least, the fact that has been to say this 
information should be useful and when we got info level 3 that is of a who base do 
assumption, often those assumptions are not transparent and auditors can look at the 
spreadsheet that was developed, and the models and say well the input may be reasonable, 
the assumption that the inconsistently apply.  

I still think there is an ultimate challenge, but the result in value that does not have particular 
meaning, now the IASB would say but HCA is completely meaningless as well, because I 
bought shares in a private company 10 years ago, clearly why I take of these share is 
completely meaningless. I would argue that the user to make their own assumption of what 
happened to those shares. I think this is a good illustration of conservatism because under 
our existing accounting models is something carried at historical cost. It is in the impairment 
of values we will write that assets down that there is no compulsion unless you choose to rate 
value to write that asset up. In the case of reporting 10 years ago, if there was any impairment 
the company would have to write that investment down, but in terms of any kind of increase 
or appreciation of the value of those shares in a private company I think they will be useless 
to what would be a reliable measure to make decisions. I mean in fact that would work in 
practice they will go in if you think about, target companies you are think about acquiring it, 
so you are a big company, Unilever and you want to buy another company you go in there a 
value the business and to make a decision about acquiring it, so, really it is not clear what 
they imputed to fair value, what decisions they are meant to be useful for.  

 

We slightly depart from HCA and FVA now. In recent years there has been pressure on 
reporting entities to disclose additional non-financial information relating to the stewardship 
of resources by management including social and climate related disclosures. Do you believe 
that these changes will enhance the objectives and purpose of financial reporting or add to 
their length and complexity? 

That is a difficult question because I think it depends on the entity, so I think some entities 
have realised that climate change and other non-financial disclosures are actually the 
business model and our integral to their business model. I think you can know companies 
actually report useful information. I think for ours when the company applies, I think that has 
really highlighted the incompatibility with the objective of financial reporting because when 
you strip it all away it is like a decision usefulness, typically interpreted as a decision 
usefulness for investors making short-term decision and in that case the information 
unsurprisingly has not been demanded by investors and investors typically do not look at it 
very carefully.  

As they look at the goal, and so I think it really highlights the tension we have and really the 
rational that IASB has put in terms of resisting. The sort of inclusion of non-financial factors in 
the framework of reporting. One extraordinary example is that we have the financial stability 
board set up a task force on climate related financial disclosure underline financial disclosure 
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for inclusion in the financial filing and when the IASB discussed the recommendations they 
conclusion was that were not relevant to them and was nothing for them to do, which is quite 
extraordinary even that the objective of financial reporting is all about the IASB mandate is 
about regulating financial information and the FASB with the blessing of G20 now has 
determined that they think at included in financial information. The board has not 
acknowledged and refuses to acknowledge, I think it shows how the objective is paying in 
practice so, it is really just about cash flows. Short-term cash flows, therefore it is inconsistent 
with what is incompatible with accounting models and there are a lot of dangers to end up 
with a lot of non-financial information that doesn’t mean very much and I think that is why a 
lot of investors are ignoring it.  

 

Because you are from the World Council for Sustainable Business, I would do a follow 
up as you also mentioned business models. Do you think it is feasible to be a business model 
to put at peace financial and non-financial disclosure like a proper structure where they are 
meaningful one to one another?  

Yes, because if you look at large companies like Unilever like SSM in the Netherlands all these 
companies recognise that the creation of value involve managing not just financial resources 
but also non-financial resources and they kind of binary distinction of financial and non-
financial is rather meaningless because if you look at the things that have harmed companies 
the most, if you look at Volkswagen it wasn’t their financial value promoted on the emission 
scandals, which had nothing to do with financial resources, that was all about ethics and how 
people make decision which that organisation there was an ethical element here which could 
argue that non-financial factors had a profound effect. Uber is another example where again 
mistreatment of staff which gain would be nonfinancial, the Council would say, you know 
human resources have nothing to do with us, are not on our balance sheet and you destroy a 
lot of value in Uber.  

So, I think progressive companies are saying that there are financial and what you might call 
extra-financial factors to a business model. If they want to stay in business, they realise that 
this is something separate or extra or the other shadow that is actually incompatible with 
business.  

 

Ok. I can say a bit of inconsistency in answers 9 and 10. For the time being the non-
financial is not with IASB and that makes it a bit irrelevant to shareholders while in some 
particular business models like Uber and Unilever it is occasionally more valuable than 
financial reporting because it does affect financial value?  

 

Yes. Ok.  
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We go to the last question. In your opinion do you believe that the regulation of 
accounting has delivered high quality financial reporting or is disclosure just becoming too 
detailed and extensive? 

That is an interesting question, because it is dependent on quite a subjective or rather 
normative interpretation. High quality to whom? If you look through the lenses of investors, 
I am not sure that they would necessarily say it is high quality, but I think that is even more 
telling is I am not sure they will understand the difference in between average difference 
between average quality and high quality, because accounting has become so technical if you 
and I have to investors and you now sometimes they will except because the information has 
been audited that is high quality and have no other information to rely on.  

And another complicated factor is that I am answering about on a roundabout that I know, 
the rise of  alternative measures which the standards setter has acknowledge and the 
regulator is not have acknowledged our importance for decision making but break all the rule 
in terms of you now the accounting rules that are not correct so, the standard setter and the 
regulator have accepted that there is alternative performance measures often critical and 
there are academic studies that has demonstrated that if you look at the number 1 metrics 
that is used typically is a derived measures like EBITDA so, you know, compressive income is 
fairly meaningless notion for investors and yet there has a been a lot of effort put into trying 
to you know have everything pass through with comprehensive income.  

Try summarise, I think the issue has been that accounting information contained in financial 
reports has become an exercise in compliance and so if you look at the way in which 
companies run their business they do not use a we know this for a fact. They do not use the 
IFRS numbers, they use other numbers. My sensation would be that if the people running 
these billion dollar corporations do not rely on IFRS, but on other information, then it is quite 
likely that other information that they are using is basically more relevant to investors and 
hence performance measures.  

I think it becomes very distinctive and compliance and if you talk to please within companies, 
they will tell you yes, they have to comply. They have to produce IFRS numbers but this is not 
how they run the business, which I think it kind of says it all.   

 

You said that IFRS is primarily law, how come they do not use IFRS numbers?  

Because even a law… these results… so the law is some notion of accountability it is not about 
decision usefulness. The law has no notion of decision usefulness. The law is on some degree 
of accountability to shareholders and if you look at the centuries you know some level of 
transparency to shareholders and the law basically delegated what that means in practice to 
private sector accounting led bodies to really determine that.  

But there is nothing in law that says, the information that you produce must be relevant. The 
endorsement takes in the EU is based on hole qualitative characteristics but you look into the 
endorsement process, it is quite a subjective judgement and it is essentially is reduced down 
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to IFRS producers of information as well and the standard they came and you look secondly 
which is always been struggle for EFRAG which is the European interest.  

EFRAG is a struggle with if you look at endorsement advice has been given, that often on the 
basis that well if you make the technical text it must be good, for Europe because the 
alternative would be to have unregulated inconstant information which would be the high 
cost of capital which would go against the European good. So, I think that is the formulation.  

 

So, you think public good it has to be embedded in the standards?  

Yes, but also, the means in which IASB interpreted it, because essentially for financial 
reporting and at least standard setting the public good has been made subsidiary to 
technically, right. If you think about IFRS 9 the first instances, what is the best way to account 
for financial instruments and therefore as follows that the best is determined by the IASB and 
must be in the public interest.  

 

Public at large? or small public?  

I think that such a vague notion it is public at large that I think a notion that make much of a 
definition and I think that you can see in terms of it is much more measurable in terms of 
outcomes where you can see, observe the numbers of population, decreased in people dying 
of cancer, or heart disease or whatever, so you can see that regulation have in public 
outcomes, I think for accounting because it has become so technical and accounting is 
essentially constructed, at least in my view, it is very difficult to observe the impact on the 
public good.  
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PAA RO D1 
(Interview originally conducted in Romanian language, translated into English).  
 

I will start with the first question and please tell me about your background and how 
you reached the current role.  

On background, I have graduated from the Finance Faculty, I have my PhD in accounting. I 
have been a chartered accountant for almost 10 years and I have worked in the sector, 
however I became an accountant later on. Simultaneously, I teach at the Faculty of 
Management Accounting from Bucharest University of Economic Studies (ASE), while now I 
work as an accounting freelancer. I am the President of CECCAR (The Professional Body of 
Accounting Experts and Authorised Accountants of Romania) for already three-four years 
dealing with the management of this professional body, acknowledged by the Romanian 
state. 

 

From a scale of 1 to 10, whereas 1 is considered as strongly regulated and 10 less 
regulated or self-regulated, how would you rank the accounting area? 

Regarding the accounting area, it is a regulated one. CECCAR was founded by law, the 
legislation sets its functioning elements. We have the organisational and functioning statute 
adopted internally, but approved by the Ministry of Finances, where it details all the 
competences of the body which mainly refer to managing members and ensuring the 
continued professional development of members. Concerning the accounting legislation 
which regulated the accounting, we are partners of the Ministry of Finances in drafting these 
regulations. The Ministry of Finances is the legislative initiator. If I were to rank accounting on 
this scale it would be around 2. 

 

Very regulated? 

Yes, very regulated including our (!?) must be accepted by the Ministry of Finances. On the 
accounting side, national accounting standards are issued following the Ministry of Finances 
decision.  

 

Do you think the accounting profession is based more on the stakeholders or there are 
other types of stakeholders involved? 

The financial reporting is applied to all stakeholders. It is an accounting system that has to 
answer to all the parties concerned. If we refer to the reporting of stakeholders, that is the 
accounting management reporting, which has a totally different structure, which is not 
standardised as it is standardised reporting to the external environment. In fact, financial 
reporting addresses the external environment whereas the internal management reporting 
addresses the stakeholder and management system.  
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IASB and FASB, if FASB is about stakeholders then IASB has a larger mission. What do 
you think is the role of IASB and FASB in the financial reporting?  

I think they have a very important role in accounting regulation both at the EU level and 
finally, at the international level.  

 

Considering that they are not in direct competition only slightly, particularly in the US 
for non-American companies, do you think there should be more competition between them? 

I think that the best solution is cooperation and not competition. After all, it is a common 
interest to succeed to draft a set of standards that would make the financial condition 
verifiable from any place of the globe.  

 

Another question on the accounting regulation. In the European Parliament it is 
believed that these private agencies are not controlled sufficiently by the governments and 
parliaments, which are democratic institutions, and in some way, they are found out of the 
democratic control. What do you think?  

I think there should be a professional activity control. Democracy is for politics and 
professional activity is for professionals. I think it shall be considered the way in which the 
adopted standards tackle the current challenges of the global economy.  

 

Should instead have an economic control rather than political one? 

I suppose the economic control applies. After all, they function as judicial entities registered 
legally with both revenues and spending. I suppose this is not a problem. However, from the 
technical point of view, indeed will probably be needed that these institutions be more 
opened in cooperating with all the parties concerned. Hereby, I refer to the regulation, the 
state, states, but equally to the business environment. 

 

To what extent is this linked with the second question where you have mentioned that 
the activity is very regulated ranking it to two? 

In Romania? 

 

In Romania but also in Europe. 

In Romania, the accounting activity is regulated to the extent that the operating and 
administrative rules of the activity are set by law. National Accounting Standards are prepared 
by the Finance Ministry and I believe there should be a regulation. Depends on what we refer 
exactly: Regulating the activity or regulating the accounting rules?  
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To my knowledge, taking into account the policy of IFRS adoption at the EU level, the 
regulation of accounting rules certainly Member States try to implement them into the 
national standards. In one way or another, these are linked with fiscal policy. After all, we 
reach the most sensitive topic for every Member States budget. Even though we are talking 
about decoupling fiscality from accounting, there are influences on how national standards 
affect tax bases. Here we talk about revenue reporting, spending reporting. 

 

Accounting shall help managers to take a decision? You have mentioned that it 
addresses mostly the external environment. 

Financial accounts?  

 

Yes. 

Financial statements so far are by themselves address the external environment. If we refer 
to management then we shall refer to managerial accounting. It is the one within which the 
managerial reporting system develops so that it offers useful information and data in 
decision-making.  

 

IASB has taken out the standard of Prudence from their last framework. Some say this 
was the basis of the financial crisis. How do you comment on the reintroduction of the 
standard in IASB? 

I say that given the crisis we have been through, and the fear of new crises, I believe that this 
principle of Prudence must be reintroduced. Especially if we correlate with what we want in 
the financial statements to have that faithful image. Yes, the position of the financial 
performance. 

 

Hereby we will shift to the 8th question. How does the real picture fit with fair-value 
accounting, it is different from the historical cost accounting? 

Historical cost accounting, I do not think it has much to deal with reporting finance as long as 
the complexity of business models of transactions has greatly increased. Preoccupation to 
present an image as close as possible to the reality of the position and financial performance 
through financial situations is what all interested parties want. There is a risk that the 
methods used to set that correct value to induce who know differences from reality. 

 

How would these differences be seen in reality? How would they influence the public 
good which the European Commission wants to introduce as a new standard of public good? 
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We get back from what we want from the financial statements. Let's have a compelling 
picture. The state needs a full picture, also a true and precise one, of the financial statements 
so that there is certainty on collecting the right taxes and duties on the state budget. The 
business environment needs such conditions to make purchasing decisions. The population is 
interested in knowing what is really the position and financial performance of a company, 
that maybe it can invest in the financial market, can work on savings products, investment 
funds from banks, joint venture funds. And ultimately, I think that such a quality of 
information of financial reporting is useful for them. 

 

From 1 of January the Directive on non-financial reporting will be applied. How does 
financial reporting fit with non-financial reporting? I’m referring here to the complexity and 
length of reporting.  

What non-financial reporting is missing, it is a standardisation of information that is truly 
relevant to a particular type of business. Because I do not think it's appropriate to read 
hundreds of pages to find no information. I guess you can read 10 pages from which you really 
get the information. It can prevail certain risks of a business or why not certain positive trends 
of the business. 

 

How can it be mentioned in accounting about the death of a CEO?  

Indeed, we cannot really insert it, not even in the non-financial reporting, but I really think we 
can say there are all these info sites and there is this explosion of information, with social 
networks and internet … which, from my point of view, can be synthesised so you can 
estimate a market trend, a trend of consumption, and why not, foresee risks in the next 
period. Risks related to non-compliance, environmental risks and so on. Ultimately, all of this 
can affect the value of the firm for the medium and long term. 

 

If it could be created such a business model, do you think the submission of financial 
reporting with non-financial reporting would be carried out better? 

Concerning the financial reporting, surely probably some aspects of data that touches upon 
profits and losses, would be welcomed, for a certain type of business. Equally, for the non-
financial reporting I think that identifying the information through studies that can affect the 
businesses would be useful to be mandatorily submitted. But, I am of the opinion that we 
shall opt for the identification of a minimal set of information, which would indeed prove their 
utility and not for reporting full of data and information that is hard to be synthesise and 
secondly, the relevance over the business is low.  

 

Can the financial and non-financial reporting affect the market stability or the stability 
of a certain group of investors? 
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Well, if we look at the origins of the 2008 financial crisis, I think that the answer is clear. 
Meaning that if it was really known what is the financial situation but also the non-financial 
aspects which were behind businesses and triggered the financial crisis, I think the situation 
would not turn out to be that bad as in reality evolved. The change of standards, financial 
instruments, that have changed, equally with the mission.  

 

The objectives of accounting shall be then the stability of markets?  

The presentation of financial information together with the useful non-financial information 
identifying the risks and opportunities.  

 

How detailed? 

It is hard to say, but by any means not 100 pages. 

 

How does the quantity of information influence the quality? 

The quantity of information can be indeed a positive factor, but in order to obtain the 
necessary info, the information shall be processed and synthesised so that you get the 
essence. The more information you have to work with, the better. But what is important when 
you are reporting is not to deliver non- important data so that somebody has to process them 
but truly to offer that information synthesised which would be useful. 

 

For instance, the new IFRS compared to IAS 39 is over 20 pages longer. Is it a positive 
thing or a negative one?   

I can say that this evolution of standards is somehow a good one, because the business 
models and transaction models between businesses became more and more complex. 
Somehow, these standards shall quasi-cover these types of transactions/business models. 

 

The IFRS, from the legal point of view, which in the UK can be part of primary, secondary 
and common law, while on the continent, it can be organic law up to the tertiary law. What 
are the IFRS standards from a legal perspective?  

IFRS, as a regulatory model, is introduced in Romania through the Minister's decision, being 
part of the tertiary legislation. The national standards of accountancy which represent a 
partial transposition of the IFRSs, are equally regulated through the Minister's decision and 
adopted by the Ministry of Finances, tertiary legislation. 
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PAA ENG D2 
 

So, the first question is how would you describe your background and what brought 
you to the current position, plus your responsibilities? 

My background is in political science. I’ve been working in Brussels for 13 years now, finished 
my academic studies. Before that I used to work in management consulting in the UK. I’ve 
been working with ICAEW as Head of the EU office, a new role set up when I came in 10 years 
now. My role is to develop quite a lot over my 10-year period, so my focus in my day job is to 
develop an interface with the EU regulatory side and the institute and members back in the 
UK and not only in the UK but elsewhere in Europe, and we cover a wide range of issues.  

We look at financial reporting and accounting and auditing, which I consider the core issues, 
but we also look at broader issues, a lot of work in public finances. We look at a broader range 
of corporate government issues, whether it’s sustainability, measurement angles to it and so 
on and so forth. Obviously given that we are where we are, we are also spending a lot of time 
on Brexit practical issues trying to understand the impact on the accountancy profession. 

 

We go to the second question now, actually a bit more personal. Do you think it was 
by chance you got this current position or other reasons? 

I was recruited because they were looking for someone who came in with a broader 
communication, political background to try and help enhance the visibility and the position 
of the institute in Brussels. The institute has been in Brussels for almost 25 years, as a national 
body. It’s good to set up an office in Brussels, in recognition that a lot of the regulation impact 
has been there in Brussels for a very long time. So, it was a decision not to bring in someone 
who had an accountant background but to bring in someone who could act a bit of a 
translator, both ways, translating a bit vis-a-vis the policy making arena here in Brussels, but 
equally translating the policy making back to the UK. 

 

Very Interesting. Now we go a bit more technical into regulation issues. There is a scale 
here from 1 to 10 while 10 is pure self-regulation while 1 are constraints from the government, 
governmental regulation. Would you say accounting regulation is self-regulating or 
governmental regulated? 

I don’t believe it’s self-regulated anymore. I think it is a perception, but clearly the history of 
the profession has changed dramatically. I was trying to think where would I place it myself? 
And, also looking at the financial reporting rather than the broader audit where you might 
place it, the market is slightly in a different position, I think, it came out as 3, 4 but I think 
there are different issues if you are looking at the top level, for the international, IFRS as 
opposed to a slightly more domestic accounting standards. 
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IFRS, where would it be? 

I think IFRS would be around 2 ,3. 

But the other way around two it’s more like governmental controlled. Yeah, I think IFRS, the 
role of the profession is quite limited. I would put it, the standardised process is…is… I 
wouldn’t put it on a self-regulated scale but more on the other side of the scale. 

 

Ok, why would you say this? 

I think how the standard setting process is set up, it depends on what level, where you are 
looking at. If you take the top level, where I’m from, you look at the mechanism set in place, 
with the monitoring board and the 3-tier level structure that we have in IASB. I don’t think it’s 
pure governmental, but I don’t think it’s self-regulated either. So, you have to put words into 
balance I think it’s more on the… it’s a process in which it has clear oversight at international 
level, obviously there such a number of entities that the monitoring board, if you come down 
several layers you get to a more technical layer, a professional has a stronger role. If you get 
to the middle, the trustees, if you look at their background, it’s such a mix of people who have 
experienced the private sector and the public sector. It’s hard to judge where they are. There’s 
a lot of flow between the two sides. 

 

I will do a small trick; I will go straight to question number 5. The way you answered is 
connecting better, this way. There has been a debate at the European Parliament that the 
accounting bodies speaking here more of the IFRS and PIOB, they need to be more accountable 
to the European Parliament and to national governments. Do you believe this is the case? Are 
they not accountable enough? 

I think accountability is a fluid process. They are more accountable today than they were 
previously and the history of accountable standards from something where we are today. You 
got to take the standard setting in isolation. If you just look at the work of the IASB and ignore 
the others. I don’t think it gives you the whole picture, so you need to look at the way the 
IASB works and the openness it has from the stakeholders whether the profession or private 
actors or on the governmental side. I think you have to then look at the oversight mechanism 
that shows certain accountability with the European Parliament, with the monitoring board, 
the European Commission there is an element of European oversight in that system. And then 
that’s just part of the process because they are not applicable in the EU, then they put in a 
satchel book, for that to happen you need the endorsement process. Then, when they are in 
the satchel book you have the enforcement mechanisms which are government led or in the 
case of the EU are increasingly shared between government and national competent 
authorities providing the role. You have to take the whole ecosystem, as a whole rather than 
just try to take out the pure standards setting element. 
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So, you don’t find it an issue that Business Europe is financing EFRAG, you do see a 
conflict of interest in accountability? 

There’s a standard financial model you see in the broader financial services area where you 
have service organisations directly funded activities regarding supervision of them. I think if 
you take a very pure interpretation, yes, you could say that it impacts. Personally, I don’t see 
it necessarily has, but I am looking at it as an outsider, but it’s a mixed funding model now, so 
it’s not purely necessary, I mean there are accounting European funds, it’s a mix of different 
users, not keen to fund their projects. I think in an era of titan finances it would be purely 
funded out of the EU budget but it’s a different discussion how to finance impacting activities. 
It’s also difficult, I think we should look back in the private sector, you have to do that in a 
way it should be. 

 

OK, we go now to question 3. You mentioned some stakeholders like the government 
and other associations. Do you believe that a wider range of stakeholders is now involved in 
the regulation of accounting practice? 

What do you mean by accounting practice? 

 

The way standards are set. 

Because I think if you look at the standards setting process, the endorsement process, I think 
it is open for a wide range of stakeholders to be involved in the process. I think there is an 
openness in the IASB to transmit this information, to input in the process as well as EFRAG, 
so that the possibilities are there, but you tend to find similarities as well, those organisations 
concerned are the ones who tend to reply and so you’ve got to seek information from 
stakeholders so you will always get from professional bodies or you will get responses from 
the firms. It’s sometimes harder to get responses from a broader range of investors or from 
a broader range of firms. I don’t think it’s because the process is necessarily closed, I think the 
problem of how you get input from those you might not feel as being affected. 

 

Your answer to question 2, you said that account regulation was governmental 
regulated, the government being a stakeholder in this process. Do you feel you are a 
regulator? 

ICAEW a regulator? In the accounting area, no. I think it helps the system by providing 
guidance, by providing training. There are a couple of elements where the guidance we use 
in the UK is particularly a de facto guidance organisation, given more credibility. But, no, when 
it comes to standard setting of course the profession has a role in regulating its own members, 
in all areas it’s slightly different, I would say yes, the profession still retains some delegated 
powers. 
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Ok, yes. We talk about the big elephants in the room. IASB, FASB – how do you portrait 
their role in regulating accounting and setting standards? 

In setting standards, they are obviously there. I can’t speak to FASB, I am very limited… I have 
knowledge about them, but my dealings with FASB issues have been very limited. I think you 
can make the argument by setting standards you are automatically shaping power in the 
profession, but I don’t think regulation, the technology is slightly different between regulation 
and standard setting. 

 

What can it be, this difference? 

Regulation to me is a broader situation if you look at the accounting standards, to me, it’s not 
just to say these are the standards that should be applied, developing standards and the 
government should decide whether or not they allow entities to use them. It’s not just 
because you put out standards the de facto use of them, unless they say yes, this is the route 
we want to go. 

 

Having this in mind, do you think it’s good... (interviewee starts talking) 

I would say that the EU is a regulator. The IASB, the IFRS Foundation is a regulator. That’s the 
distinction. It sets the standards but the standards don’t become law until they are put into 
law by the regulator. 

 

OK, Do you think it would be good for IASB to compete with FASB or it’s better for them 
to go on as competitors or collaborators? Competition or cooperation? 

We were encouraging more cooperation, and we got to a point where we are where we are. 
I think the IASB should deliver on it, focus more on an agenda. It is an argument, having some 
competition is not bad. It enables you to test standards against something so that’s my view. 
I think there are systems which companies can use, there are huge benefits in having a single 
accounting management which investors can understand, but as long as they are intelligent 
to each other, then there is also the argument to say, having some competition is not 
necessarily bad, the US market is very different, uses domestic standards different than you 
find elsewhere, is not necessarily bad. 

 

We go now to the second set of questions. FASB on their website say accounting and 
financial reporting standards are for shareholders, while IASB has a totally different approach, 
they are for shareholders and stakeholders. In your opinion, representing the accounting 
profession, what do you think is the primary rule of accounting, who has it to be addressed 
to? 
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I think primary users remain the investors. There is a clear rationale for why investors and 
shareholders remain primary users, but I don’t think that they are the only users, so its 
investors plus entity but you then have a number of arguments to other stakeholders who 
need the information in exactly the same way, or provided in different ways to meet their 
needs.   

There was a big argument during the financial crisis as to whether the credential regulators 
were also users and at that time, actually they could get the information they needed in a 
different way. It didn’t have to come through the financial statements of accounts. I think it’s 
a question of what information do you need and how is it best delivered. This is a debate that 
needs to grow as we move into a more digital world where you can provide information 
differently. That brings challenges as to how to show consistency between the information 
you are providing. 

 

Then you say that the accounting profession is regulated by the government. Accounts 
are not for the government primarily but for shareholders or investors? 

Yes, I don’t think that’s a problematic position to hold.  You need to ensure that investors 
have access, that the financial information investors have access to is reliable, is transparent, 
of quality and that its integrity can be verified because that underpins the working of the 
capital market. Just like if you look at listing rules, governments are the main users of that 
information that it is regulated by law. That’s why we have regulation on perspective. 

 

So, by investors you mean actually people that invest in the company or potential 
investors, more like stakeholders?  

Half, half, really. Yes, investors plus of course, employees have an interest in the information 
of the company but they might not need it presented in a financial account, we get into what 
other financial information do stakeholders need or want. 

 

We get to question number 7. During the financial crisis there were some voices saying 
that Prudence, the concept, not understanding free work, that accountants should be prudent 
and investors do not understand the language of business, now Prudence got again into the 
Framework. How would you comment on this one? 

I don’t think we believe that during the financial crisis the removal of the word Prudence 
meant that the profession was becoming imprudent. We had a lot of discussions at the time 
about what was the role of the profession and how the accounting standards that might have 
been the impact or not on accounting standards at that time. Having said that, the word 
prudent came back in, just to make it clear, eliminate, or deal with any concern that others 
might have had. It came in different ways and different forms in the Conceptual Framework. 
It took a very pragmatic approach, took it back in and hopefully that deals with any remaining 
doubts. 
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This question connects a lot with the next one about the historical cost of fair value 
accounting. Fair value accounting, you don’t really do evaluation for level 3 types of assets. 
What do you think about the historical cost of fair value accounting and how reliable are they 
especially now that Prudence is back in? 

I am really going out of my territory, I will make a broad comment, it’s probably one to pick 
up with my colleagues in London when you interview them. There is a risk that if any user 
starts measurement they would give you a picture either move to fair value accounting. The 
problem with fair value accounting is the market, what are you actually using as evaluation 
basis? But I don’t think that historical cost measurement was perfect, beyond that I have my 
doubts. 

 

Ok, so you don’t think that’s a really reliable method, the historical cost for fair value 
accounting? 

There is a risk if you are using historical costs on the market that has changed so much that 
you are not reflecting on the current value. There is also a risk that the market drops overnight 
like a knife, that’s going to have a potential impact. It was the debate which was extremely 
heated at the time of the financial crisis, the line that we took at that time that ultimately the 
financial statements need to reflect the reality as it is. If you don’t like the message because 
the market has collapsed, the accountant is the messenger, not the cause of the collapse of 
the market. 

 

Ok, in this situation wouldn’t it be good to be specifically mentioned in the Conceptual 
Framework for standards? 

Yes, I don’t know what our position is, I can come back to you. 

 

The next two questions will be a bit long. 

Ok, my answers might be very short. 

 

The is the European directives applicable as of first of January on financial reporting. 
In the accounting world there is a lot of debate between financial and non-financial reporting. 
This will include other resources in management. Do you think non-financial reporting, 
especially on climate and people make things too complex for accountants who may not 
necessarily have the skills to report under these new conditions? 

It’s going to be a bit of a rumbling reply. I think it is totally valid that there is a call for all this 
information. We have supported broadly the call to provide it, and this is a lot of additional 
information being provided if you look at UK, you now have disclosures on slavery, you now 
have disclosures on gender pay gap, you have all the disclosures coming from the NFI, so there 
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is a load of disclosures. If I think it is obviously a challenge, but I think we are going away which 
is why I would say there is no attempt yet to use one general model but many. Our accountant 
proved to pull this together, their training enables them to look at this, measuring something 
else, but clearly, they need external or additional resources to help this.  Once you get all this, 
what do you do with it, where should it sit?  

That’s where we had some different views, for instance on the, first we came up with regards 
to country by country disclosures and the view that we took then, we certainly supported the 
transparency of that statement, but we didn’t think it sat in the financial statements, I think 
that’s  a view that we still need to investigate, who needs to access it, does it need to stay in 
the financial statement, but it’s important that that requirement to report.  

 

So, you don’t think that non-financial information can fit into the objective of financial 
reporting? 

Non-financial reporting, we go back also a little bit to the usage of non-financial information, 
you can argue, even more so, that the question is where is it better for this information to sit, 
how should it be presented and what kind of insurance you need to provide given it’s still  
very normal era.  

If I look at the UK, quarter one of next year, all large companies have to report on gender gap 
pay. Does that information need to sit in a financial statement? It’s brand new and not for the 
time being, the requirement is there, to provide that information if you are a company, by 
the law does that have to sit in the financial statement?  

They have the financial statements elsewhere. The jury is still open. And then the reverse of 
that is that we have to constantly deal with criticism that the annual report is becoming so 
complex, so unmanageable, that no one can possibly look at it and understand it. So, how do 
you deal with that part of it as well? Maybe this is where technology will start to help. I think 
the challenge is also if you are not publishing or if you are publishing in all different areas, 
how do you insure underlying dangerous issues coming across. 

 

Talking about investors, the potential investors going back to question 3, for them do 
you think non-financial information like gender pay gap will be an incentive to invest in 
companies. When does non-financial information become financial information to some 
extent? 

Speaking on a personal level, I would very much hope that that’s the case. Having that 
information starts tuning more companies or investors, how companies are run, to employees 
you see the gender pay gap, it’s been quite revelatory in some organisations have already 
reported it and that’s been used primarily internally for employees, a call for rebalancing. So, 
I would very much hope that it encourages investors and shareholders to ensure the 
companies they have invested in, to manage better whether in all cases, I don’t know. 
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So, you suggest this is a business model appropriately structured by technology or 
artificial intelligence, just by regulators, step by step. 

I think it is appropriate that regulators set the parameters that society needs to start to see 
in this area. Their model is tested, which works best and then you need the users of this 
information to act on. It is very hard to enforce that, how you regulate someone who wants 
to put the money in that company or other. You can only hope that by providing that you get 
more information, the best quality of information for better investment decisions. But it’s 
hard to regulate that. 

 

We are at the end, there’s one more question you already suggested an answer: the 
quality of financial reporting and the quantity of it. Do you think disclosure nowadays is too 
detailed and extensive? 

You need to find a balance and this is where this information has to sit? Can it sit in different 
places, can it be represented in different ways, can technology help us? In some ways, we are 
still using people in based annual reporting, presented actually in pdf. The model hasn’t 
changed that dramatically. Maybe it will. 

 

Do you think there is some information that is still missing from there or is there too 
much information for stakeholders to understand, or even for shareholders to understand? 

I think it is up to the individual to take it or not. For the larger use, that’s why you start to 
need intermediates to translate that information for you. On various bits of research that 
we’ve done I had to look through annual reports. There are different documents to look at. I 
am not an accountant. You know, you sit there trying to look through different things. It’s 
quite a specialists’ task. That’s probably why the investors tend to rely on intermediates to do 
the work for you, as a retail investor. 

 

The question is: is there a hierarchy for law? Where does IFRS stand? 

My personal view, as I am logically thinking it through, I’d say it’s probably secondary in a 
sense of, you have a standard, but standards only take effect in a different jurisdiction once 
it is put into a statute, generally it is secondary legislation. I mean, that’s what I would 
categorise it at EU level, the endorsement process. It’s not primary legislation. Well, you have 
the IASB as primary, individually. 
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PAA ENG D3 
 

We can start and the first question is if you would describe your background and 
current responsibilities? 

I am a chartered accountant, I work for the ACCA, The Association of Chartered Certified 
Accountants, I am head of Corporate reporting at the ACCA and I am looking at policy in 
relation to financial and corporate reporting.   

 

Are you an economist by education?  

No, as I said, I am a professional accountant.   

 

Can you elaborate more on your current responsibilities? 

Well, that includes looking at developments in IFRS and so I organise responses to 
development to new standards proposals, to their consultative documents. I am involved with 
the work of the ACCA as it concerns development in financial and corporate reporting in the 
European Union and development there, and also in the UK and so on.  

 

Ok, this interview will take about 45 minutes, depends, if you are fast in your answers 
it can take less. It is divided into two parts, one is on regulation standard accounting and the 
other one is on financial objectives, and if you envision a scale from 1 to 10, where 1 is 
governmental control while 10 is self-regulation, where would you say the accounting industry 
stands?   

These are my personal views. I would have thought somewhere around 4. The regulation 
about how accounting is, you know, very important, very significant by law and also in those 
cases where it is applicable like with listed companies in the European Union with the IFRS 
prescribe form a significant regulatory framework within which they should operate in terms 
of other source of reporting, and the regulation is the content of annual reports, outside the 
financial statements, and the regulation is much less.  

You know a sort of a tight framework and the ... it is left more to the companies reporting to 
decide the exact approach to use for that, but the general content is often specified in 
regulation. Again, in terms of the actual professional conduct there is a mixture and it depends 
which jurisdiction you are in. As well there is a balance of regulation and self-regulation. So, 
self- regulation means the regulation by the profession itself like the professional bodies such 
as ACCA, but that is within a framework in the UK, you know of regulation statutory 
authorities. There are a number of models there in different countries, so it’s somewhere in 
the middle, I suppose, it is leaning slightly more on the externals than the self-regulation.  
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So, currently in the world of accounting there is a mix in between governmental 
regulation and self-regulation? 

Yes. 

 

You mentioned that professional bodies are more on the self- regulation side? 

 Yes. I don’t know about all of them, I think it varies from jurisdiction to jurisdiction, but clearly 
there is some self- regulation as a profession.   

  

Where would IASB and FASB sit in this arrangement? 

Well, I think, in that area, as I was just saying, the financial reporting tends to be the financial 
statements, the main elements of financial reporting that tends to be more regulated than 
other forms of reporting where this is more left up to individual companies to decide exactly 
how they will fulfil the reporting requirements and overall, if they want to do more than the 
law requires, then they are generally free to do it, but the content of the financial statements 
is more closely regulated by the accounting standards produced by IASB and FASB. And that 
is the way I would put them, that element of accounting I would put more of a lower end on 
your scale, stronger external regulation.  

 

So, would you say, for instance in case of IASB there is the European Parliament who 
is a regulator, while IASB is a standard setter, or is the IASB a regulator as well?  

Yes, well, I would say they are a regulator, it does depend on what you mean by these, what 
you take on these terms to mean, because I noticed they can vary. So, obviously there is 
normally, in different countries, different jurisdictions, there is a legal framework produced 
by the IFRS, they operate and they provide more detailed standards that people have to 
follow. So, you know there some people, some regulators mean people who regulate the 
capital markets in some countries the Securities Commission or like the SEC in America, or 
you know, so people have different things in mind sometimes, about regulators, but I think it 
is people who produce rules and frameworks that  have to be followed, with some force so it 
will be both people at the ACCA who are enforcing the law and the standards, and the FASB 
to develop standards that people are meant to follow. I would regard both of those as 
regulators for instance.   

 

Because you are ACCA and you are international, would you favour more competition 
or more cooperation in between IFRS as issued by IASB and US GAAP issued by FASB? 

Sorry, can you repeat the question? 

So, if you would favour more cooperation in between IASB and FASB? 
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I think more cooperation, I think would be good; I think it helps the operation of the capital 
markets and the investors if the basic principles under which reports are prepared, you know, 
are reasonably comfortable between US companies and maybe looking at either European or 
Asian companies that are following IFRS.  

 

Ok, do you believe that a wide range of stakeholders should be involved in the 
regulation of the accounting practice?  

They should certainly be involved in the development of the standards and you know, the 
other form of regulation. Yes, I think so, you know it is essentially regulators try to regulate a 
dialogue between the company and its various stakeholders, I think in terms of financial 
statement the most important are the investors but clearly there are other groups involved 
as well, and so, I think, I think, you know, a range of stakeholders do need to be involved in 
that process. I think that people like the IASB have to make sure they’ve gathered the use of 
companies who are preparing the reports and the stakeholders for whom these are intended, 
and any other parties who are involved in the process like regulators, Securities Commissions, 
auditors, you know there are a number of parties. Yes, should be based on the influence of a 
wide range of participants. 

 

Do you think that all stakeholders are equal or some are more important than others? 

I think that the interests of some stakeholders are more important than others, yes.  

 

Do you make a distinction between US accounting and international accounting? As 
FASB says, accounts are for shareholders, while the IASB says, is for shareholders and 
stakeholders.  

Yeah, I would tend, you know, to lean more on the IASB in that regard, if FASB say that 
accounts are for shareholders full stop, I think there are clearly other people involved who 
use the financial statement and I think that is important to have a perspective that recognizes 
that there is a range, employees other business partners  are clearly consulting, you know,  
financial statements, and you know, relying on them. So, I think you cannot just have…we 
need to recognise we have a wide range of stakeholders involved. I think some are more 
important than others, depending on their reliance on those financial statements. If we think 
of that part of corporate reporting that I think you are focusing on with IASB and FASB.  

 

Ok, this is the last question of this section. If you think that bodies like the IASB and 
even you, ACCA, should be more accountable to European Parliament concerns? And there is 
a second part of the question, how would you judge the interplay between independence and 
accountability?   
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Well, I think, you know the European law is the context in which all of this .... for European 
companies the European law is the context within, which all of this is developed, so you know, 
clearly the various parts the European legal system needs to be, you know, are necessarily 
involved in the process as accountability to EU legal process, which I guess the European 
Parliament is a part of that process. So, yes, it needs to be accountability for what has been 
done within the context of their laws. Sorry, second part of your question? 

 

Yes, how do you judge the interplay between accountability and independence?  For 
instance, when IASB issued IFRS 9 there were some discussions at Parliament regarding public 
good stability, etc. How do you see this? 

Yes, I think the IASB does have to be accountable and do an account of what it has done and 
that is.. a lot of that will be…the influence  of the range of stakeholders we were talking about 
earlier, gathering views from these stakeholders involved in these standards and the effect of 
these standards, and the due process in reconsideration of what they went through to 
develop the standards. In Europe, we sort of have a scrutiny of the outcome of that and to 
some extent, the process that has gone through by the endorsement system, so I think there 
is, there is.. FASB people who are carrying out an important function, to be accountable for 
what they have done.  

 

Even though accountants have to stay technical? 

Well, you may have to explain that remark a little bit more.  

 

There is this discussion that IASB is not a technical body, but rather a political one, in 
the sense that what they do is political, favouring one model or another. 

Yes...I do not know. Again, we are talking about different meanings of regulation and 
regulators, and they are quite a lot of different meanings to political, clearly I think the, you 
know, on some issues there may be a range of views, what would be a good outcome, good 
standards, should require, clearly,  a decision, you know, has to be made, and you know, 
within those, probably within that range of views, if that is a political choice, if you would call 
that a political choice, then, yes, there will be decisions that have to be made and not 
everybody will necessarily, would have been their first choice.  

 

Ok, we are now going to the second part of the interview, the present objectives. You 
kind of answered this question already, but if you can expand on it, it’s about the decision 
useful to a primarily group of investors, and if you think that these investors should be the 
reporting entity, or creditors in society at large, is important as well? 

Yes, I think I have, this is a tricky area. I think I said that I do believe there is a… you know the 
standards need to reflect the interest of the people who do rely on the financial statements 
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that result from the application of the standards, but  I think, investors are a certainly 
important user group, within that, they are putting their money into investments, to some 
extent based on the financial reporting of that entity, so, you know, they are important 
equally of course, creditors are lending money, or bond holders, banks are lending money, on 
the basis of  that,  they are lending money on the basis of that, of that financial reporting, 
clearly on a sort of  legal context on hold, for instance, rights to repayment stands ahead of 
those shareholders, so that means that, you know they had some extra protection.  

So, are they the primary user group? That is how the IASB operates. They identify the 
investors as the primary group, I don’t think that means they are the only user group. I think 
there are other parties that reply on the financial statements and particularly those that don’t 
have access to other forms of information, I think it is a right to access information and 
explanation, so I think that people like investors, creditors, employees, other business 
partners are important in that respect and that there is, one can distinguish very often the 
banks’ lending the money to have access to the further financial information, whether or not 
they are using the financial statements. I think that one can distinguish groups on that basis 
as well. So, I think if you start with a… you know, a recognition that there is a wide range of 
users can be involved, but you say on whole you develop the standards to satisfy the needs 
of investors, I think, very often, their needs are going to equally cover those all other parties 
who will be looking forward as well, so information relevant to them is likely to be relevant 
to creditors and for instance, employees, and those that you talked about.  

 

Ok, I guess you remember a couple of weeks ago there was this debate on Prudence.   

Yes.  

 

And the fact that Conceptual Framework of IASB has previously removed Prudence as 
a governing principle. In your opinion, is it necessary for financial reporting to adhere to a 
prudent approach recording financial information for users?  

I think I would see a role for Prudence, whether the word is the right one, you know, I am not 
absolutely clear. I think you can see, I think in developing  financial statements we do, we 
need robust recognition criteria for gains and losses, and for assets and liabilities, and I think 
you can see whatever the Conceptual Framework may or may not say, I think you can see the 
operation in the standards being developed  that continues to be developed, I think you can 
see robust definition criteria in operation, so you can see contingent gains must meet a much 
higher threshold for direct or contingent losses, you know, profit making contract even at the 
time of recognise is different from loss making contracts. I think you can see the operation of 
those recognition criteria in practice in the standards that continue to be developed. It is quite 
clear in the IFRS 15, where there is uncertainty about the amount of the revenue than if there 
are risks that are significant, there are risks that are not all the contingent of the consideration 
you received, then you do not recognize this...so, I think we can see the recognition as robust 
criteria.  
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In terms of when it comes to evaluating those items, personally I think you know we should 
try to be as neutral in the measurements of the items, as possible, but clearly those 
measurement criteria where there is uncertainty about value than answer to be reflected in 
the value,  and the evaluation that is put on that, whether it is a cost basis or value basis, it 
says uncertainty it should be a factor and evaluation should be less because of that 
uncertainty. So, personally I think, that is the sort of system I think should be there, and 
companies should be whether it is uncertainty it should be reflected in the recognition 
advisory, or the measurement advisory, that uncertainty needs to be recognized by 
companies when preparing their financial statements.  

 

Is there a risk for Prudence to mean different things to different people and the concept 
to be very broad?  

Yes. There is a big risk. Prudence means different things to different people and, I think, that 
one of the problems is with Prudence maybe, users may not be entirely clear about the extent 
to which Prudence has been, you know, Prudence or uncertainty has been recognized in the 
financial statements, so I think that is important. That is clear, I think the reason why the 
recognition criteria should be clearer about the amount of standards themselves rule out 
certain aspects to be recognised, thresholds to be met, where measurements include a lot of 
uncertainty, I think you should be given a lot of indication of the extent of that uncertainty.   

Prudence can mean different things to different people. I began by saying, well, maybe 
Prudence, because of different interpretations, of what that might mean, is the reason why 
the word is now getting in the way of proper understanding, or what should be there. 

 

The next question, you can relate it or not to Prudence, it is totally up to you. It is about 
the shift in the historic cost measurement to fair value accounting which aligns with the IASB 
recommendation that financial reporting should be a ‘faithful representation’ of asset values. 
Do you think that we should reinstate ‘reliability’ rather than faithful representation’ given 
that many assets evaluations are not based on market value but are founded upon estimates 
and modelling?                                                                                                                                                                                                                                                                                                                                

Yes. Well, I think with faithful representation, it can be a helpful concept for the financial 
statements. I am not sure that, you know, faithful representation is one of the factors, the 
concepts that underline the conceptual framework relevance, really significant, to other 
fundamental characterises. I am not sure that IASB financial reporting, particularly say faithful 
representation of asset values rather than other things, I think, we got to balance you know, 
the representation of assets and liabilities with the suitable recognition of gains and losses as 
well.  So, but faithful representation does cover assets values in their framework, would apply, 
and again is reliability better than faithful representation? I am not sure.  

I think faithful representation in the framework is broken down to various concepts, I 
suppose, like neutrality, so that to some extent I think it includes the idea of substance over 
form. I do not know how you define reliability beyond that. The Conceptual Framework has 
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also the concept of verifiability, so you know when informed people should be able to reach 
a certain consensus on the values attached to gains and losses, assets and liabilities, so 
probably the combination between faithful representation and verifiability should cover what 
most people would. I am not sure what more reliability would add to that, really. So that is 
the wording. 

I think that you also raised the issue in your question about that assets’ evaluations based on 
market values, I mean not based on market values but on modelling. Yes, to some extent I 
think that is true, you got to take the financial statement, you have to remember, that the 
financial statement as a whole, I think you know, most of the measures of financial statement 
are based on historical costs, and you’ve got that in mind, I think in terms of where, and very 
often the evaluations, you know, there are certain places where asset values have to be and 
fair values, and there are evaluations where the values might be optional, and then there is a 
larger case where we are dealing with historical costs.  

So, bearing that in mind, historical costs, I think the majority, and then, optional fair values 
and then compulsory fair values. So where do we have fair values required or an option, they 
should be based on the concept of market values but clearly market values, as you say, market 
values are not always active, you know, quoted market prices are not always available, the 
estimates and modelling should be based on what companies believe they could sell the 
assets for, and that does need to factor in uncertainty. If there are no quoted market prices, 
then there will be a degree of uncertainty around the assets and modelling that are meant to 
get away, replicated them, and there is uncertainty that needs to be included in and reflected 
in the evaluation in estimates and models come up. If somewhat says unless there are market 
values, you should not include fair values would be quite difficult. There are cases where fair 
values even if there are no quoted market prices are still helpful and valuable and better than 
using historical costs.  

There are instances of that, I think, you can see that reflected in the standards and evaluation 
of equity, equity holdings where the historical costs may not be a very useful guide, where 
you have properties that are held for their capital gain and income that I think, you know, 
estimates what is believed they could sell the assets for and be more helpful to investors and 
other users than historian costs that might have applied. So, this is my thought on that one.  

 

We go to another question ‘cause I’ve seen that ACCA recently launched a training 
program in non financial reporting. Do you think that in recent years there has been this 
pressure on reporting entities to disclose additional non-financial information relating to the 
stewardship of resources by management including social and climate related disclosures? Do 
you think this enhanced the objectives and purposes of financial reporting or simply adds to 
their length and complexity? 

I think that I would rather distinguish financial statements and other forms of reporting and I 
think the pressures for non-financial reporting and you know, the usefulness of that to the 
various people and of course the corporate reports, it’s always been there and it’s probably 
increased.  
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I think the financial statements themselves might not need to reflect so many of these, but I 
think the overall corporate reporting package should do. We see that climate related 
disclosures, they are, you know, I think the financial impact of those likely, in the future, you 
know needs to be reflected in corporate reporting and that does help user of all sorts, where 
these impacts are likely to be very significant and is very helpful for them to be included.  

I think all sorts of other non-financial information are very useful to users of all sorts, 
particularly, investors. I think that very often the non-financial information may about, may 
be influential and closely related to operation, so the number of subscribers to a network, the 
amount of mineral resources you had identified on your properties, the development of new 
products,  new drugs or whatever it is, all these, and a lot of information about the retail , 
what the customer pays, the opening of new stores, all of these are very important non-
financial information which I think people need.  

I think you also need and…. I think that is good reporting to include the effects of wider things 
like the impact of climate change or indeed, you know, some measures of your impact on 
society as a whole because I think customers, nobody else, customers are normally interested 
in this information and if customers are interested in this information, then investors and 
other users, of the corporate report, I am not sure the way you pose the question wherever 
financial statements themselves need to incorporate all of these,  but I do think that 
information needs to be available to the users of corporate reports.  

 

Do you think that accountants have the right skills and knowledge to prepare non-
financial reporting or should other people prepare them?  

Inevitably there’ll be other people who need to be involved in the process, certainly, I think, 
the role of accounting would be assembling this information and fitting the best they can, and 
help integrate this into this meaningful and useful overall picture of the company, but clearly 
other people may be involved. There are people who are skilled in communications and 
presentation, and also people who have the knowledge and experience in dealing with 
mineral reserves or the development of new products and so on, need to be...you know, 
probably a wider group of people involved, wider than the people involved in financial 
statements.  

 

Deriving from this one, it has been argued that a useful development might be to utilise 
a reporting entities business model as a framework within which financial and non-financial 
disclosures to be constructed. Do you believe that employing a reporting entity ‘business 
model’ will enhance reporting?  

Ok, I think it is helpful. I think certainty in the non-financial disclosures, I think the selection 
of the disclosure is inevitably going to reflect the business model of the entity and in terms of 
the financial reporting, the effect of the business model might be rather you know a bit less 
significant but I think overall, it is a useful concept. Whenever you have these terms on 
business models you have the differences in definitions between people and understanding 
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what the business model is and I think that can be rather detailed, taken as a sort of  high 
level you know different business models identified, but just a few business models, a lot of 
investment and business models and the trading business model, might well be sort of 
examples that one might be thinking of  there; there would be few business models and then 
companies frequently talk about modifying their business models when they mean accessing 
new channels of  communication and new challenges to access customers, in essence changes 
fundamentally what they are trying to improve, the way they  go about their business.  

So, I think, there is capability of misunderstanding there, but the general framework of how 
and at a high level, companies generate values, I think the concept of business models is very 
important in terms of companies presenting their story. It can only be understood in terms of 
people being appreciative, you know what the strategy of the business model of the company 
in terms of financial statements, there are, we will be looking at a rather restricted number 
of business models and the impact of those is important to reflect in financial statements.  

 

We are kind of at the end, almost. In your opinion do you believe that the regulation 
of accounting has delivered high quality financial reporting or is disclosure just becoming too 
detailed and extensive? 

On the whole, it has delivered quality financial reporting. That would be my overall 
judgement, I agreed too much of the assessment of their impact. I am thinking of Europe since 
2005 and the development of IFRS. I agree broadly with the findings of the Commission’s 
Report on that. I think it is high quality financial reporting that we’ve developed. I would say 
the question is not on survival overall, it is a separate question of the disclosures becoming 
too detailed and extensive. I think I begin with the position, if we include too much details 
and add too much information which is not very material, that is a lesser problem than if we 
leave out information which is material. I always start from the point that the material 
information is included and it is presented and described in a useful way and I think 
disclosures are, you know, however extensive or brief they are, are not very helpful.  

So, I think it is the quality of the information which is very important. Quite clearly people 
measure these things and the amount of information in accounting has expanded. I think that 
to some extent we need a good overall picture and then, details that users can pick and 
choose based on how much detail they choose to look at. I think it is the quality of what’s 
reported mostly, whether financial statements are getting too long, they probably are.  On 
average, a bit longer than they need to be and people do include things which perhaps are 
not very material, but say to companies that it is easier for us to include that information, as 
say, it is possible for users to ignore and withdraw things that they are not interested in, or 
do not seem to be very significant.  

 

Ok, that is interesting. Do you think IFRS for SMEs is a good idea, or is it just adding 
unnecessary costs? 
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This is it. On the whole I think it is a good idea. It is a potential blueprint that countries can 
use for the reporting outside the listed public interest entity sector and you do see a number 
of countries around the world that have done so.  There are arguments that for the smallest 
entities than the financial statement has to be produce, perhaps  more difficult or more 
complicated to produce than might be appropriate from them and the financial statements 
might be longer and detailed perhaps, than it needed in their context and I think that  national 
authorities always have to have to judge that, but it is a blueprint which I think works well in 
some context and is useful to that extent.  

 

Two more questions. Do you think public good as defined by the European Commission 
should be introduced in accounting standards in IFRS? 

I am not...I am afraid I do not have a very easy answer to that one, I mean a ready answer to 
that one. The idea that they are working for the public benefit, that is right and the standards 
that should be developed with a range of, as we discussed, a range of stakeholders in mind, 
and specifying as much as within the bounds of those constrains they operate, like the cost 
of the preparedness, for example. I think it should achieve the benefit for those user groups 
whether that is best captured by the phrase public good, I don’t know. It sounds like the right 
sort of phrase, there has been some, you know, developing on the concept in the European 
Union, the European public good, on the whole, that is a fair measure of what ought to be 
achieved by the standards.   

 

Ok. Last question. Here, don’t be embarrassed, as some people did not know how to 
answer it, so I got immensely various answers.  

I will do my best.  

 

In terms of hierarchy of law, and in the UK the legislation is primary, secondary and 
common, where would IFRS standards stay? 

Can you just repeat that? Are you talking about the UK? Is that right? 

 

Yes, so in the UK there is the hierarchy of law, primarily, secondary and common law. 
What would IFRS standards be? Is it primary law, secondary or common? 

Is not primary law, the primary law is the requirements under the regulation if we think about 
listed companies now to prepare account regulation to prepare accounts using IFRS if you 
meet the criteria in that primary law. I am not a lawyer, so secondary law, I do not know, is 
quite clearly stated in the primary law and they develop the law, they develop the standards 
that are referred to in the law. I am not sure I know. I am not sure I can answer that question. 
This is how I would see it, I would see it as the primary law, and then, the primary law being 
the regulation and IFRS standards are what are referred to in the regulation, as we know that 



417 
 

they then are what follows the primary law. That fits with the common law in the UK. I am 
not a lawyer, the common law generally exists as statutory law, in the UK, overrides the 
common law, so I guess the primary legislation you referred to will override the common law 
and as I said, the standards are attached and referred to in the primary legislation.  

 

Ok. That is good. This is the end of it unless you have any further comments? 

I wouldn’t say so. My own comments, not necessary ACCA’s is used on these subjects. 

 

Ok, once I scribble it, can I get back to you for some clarifications? 

Sure, absolutely. 
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PAA ENG D4 
 

First of all, thank you very much for this. We will start by introducing yourself, 
like who you are, what is your background and what are your current responsibilities? 

So, very simple, I graduated from political sciences in Paris together with a law degree and I 
joined a small accounting firm called Mazars, very small at that time and I became by chance 
an accountant, and I spent 14 years with that firm. I was the first one recruited in Paris. I took 
over the responsibility of the firm 9 years later as a young partner, also as a senior partner 
and I stayed in that position for 29 years, growing the firm to 40.000 people in 17 countries, 
and then when I had that, there was a special agreement. All was done in Germany, 1000 
professionals and one in China well underway for one more year, to add to 2000 people in 
China. So, this is when, at the end of 14, beginning of 15, I was approached to become the 
chairman of the accounting start up centre in France.  

So, my current position is chair of the French Accounting (?!) called ANC Autorité des Normes 
Comptables. By the way, between 1996 and 2006 I had been a member of the predecessor 
organisation called CNC, but in a member capacity and as chairman of ANC, I also hold a 
number of positions which are linked to that position. I am a member of the board of the 
Financial Markets Authority, I am a member of the board of the Banking and Internal 
Supervisory Authority (ACPR), I am also a member of the French Financial Stability Board. This 
is in France. I am also a member of EFRAG in Brussels and I participate in the meetings in 
membership CISC (!?). I also have relationships with a number from centres in China, Japan, 
Korea, US, Canada, etc. 

 

What do you do as current responsibility as chairman of ANC? 

ANC has 3 missions. Mission 1 is to take the appropriate regulations for the preparation of 
financial statements of French entities, you know, the annual financial statements. So, any 
company in France, any entity submitted to compulsory preparation of financial statements 
have to follow the regulations issued by ANC, this is mission number 1, which is a significant 
part of the role. The other mission, number 2, is to contribute to, and influence the 
international standard setting activities, namely, IFRS and IASB, that’s another very significant 
role and the 3rd role is to stimulate accounting research and to make sure that the community 
of academics is active and in special debate. 

 

So, your job, you would reference it to be more political or more accounting 
based? 

Well, it is technical and it has a technical dimension which is very clear, however in our 
jurisdiction, the political aspect of accounting is important too because I am not a believer. I 
don’t believe that accounting is only a technical matter, but also a matter of public good or 
public interest. So, as a consequence that you have probably observe already, in our 
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symposium ‘Etat Generaux’ also in the position that we hold vis-a-vis IASB we take a view on 
what is good for Europe, what is good for France and the way to ensure that businesses are 
properly reflected and the contact that is compliant with European and French public good. 

 

Ok, we will come back to the public good later on. That is very important. Now, 
on a scale from 1 to 10 where 1 is strong external regulation by the government and 10 is 
predominantly self-regulated, where would you place accounting practice? 

You mean accounting standard setting? 

 

Yes, it is self-regulated or more like, governmental controlled? 

I would say it is right in the middle. 

Right in the middle, number 5. 

I’ll tell you why. 

 

Sure, please do. 

The reason why I think it is also the French approach to accounting standard setting we have, 
ANC has regulatory power by law, so we are organised by law, so to some extent we would 
be like 1 or 2. But we are an independent authority, so we are going a little towards 3 or 4 
and the composition of our board which is making decision in a mix of personalities, you know, 
you have people from business, I have 4 people from businesses, I have 4 people from 
accounting firms, I have 3 people from the financial market regulation or banking interest 
advisory authorities. I have 3 people from the courts of France, various categories, and I have 
people from the trade union. So, that takes me to 5 because I cannot say we are self-regulated 
because we have an element of public authority which is very clear in the regulation modality. 
As you know, in France you have a hierarchy of regulations, we have the constitution, the 
highest level, then the general legal principles, then you have the law, then you have the 
regulation which is called decree and we have the regulation called arête and then you will 
need self-regulation or guidance, so I am at the level of arête, a regulation which is in fact, 
which has the responsibility to implement the higher levels. The higher levels in accounting 
are very general so it gives us a significant amount of freedom. 

 

Ok, there are 2 questions here, follow up questions. Do you regard yourself as a 
standard setter rather than a regulator or a proper regulator and how do you see the European 
Union in this respect? The second question, if you can answer this question, we’ll go to the 2nd 
one later. 

No, I regard myself in the organisation which I chair as a full, fledged standard setter in the 
French arena, no problem. As regards the international, in the European dimension, my role 
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is different. I participate in the European system which is different, so your question was also 
related to what I thought about the European system? 

 

Yes. 

Well, for me, you have 2 dimensions at European level which are interconnected. The first 
dimension is the directive and the directive for me is very important because it is our basis in 
Europe. When we transpose or when we issue regulations in France, we cannot bypass the 
directive, which is of course, fine.  The directive is a source of reference for the endorsement 
of IFRS because in my view, but not only my view the IFRS regulation of 2002 is using the 
directive as a reference. The only point mentioned is that it is not necessarily strict conformity 
under European law when you say something is not in conformity, it means conformity is a 
rule and there can be exceptions but duly justified. 

So, that in Europe you have the directives, the French principles, the directives, for me, the 
start-up centre in Europe, whoever issues the account directed. It is the key for me. 

 

And who is the regulator in this case? 

You mean the regulator of what? I don’t understand what you mean by regulator. The issuing 
of regulation? 

 

Yes. 

Or enforcing? 

Both, in case they are different. 

 

No, because enforcing is another different activity. ANC is not enforcing, it is the auditor, the 
Ministry of Justice, and other people. I set the standards. I am not checking the standards. 

 

The European Parliament is a regulator or an enforcer in your opinion? 

No, for me the European Parliament is a standard setter. 

 

Ok, standard setter; OK, we go now to the second small question. 

Sorry, I must add, for me, it is clear for me that Europe has, what we have with directives, it’s 
important that there is a delegation of sovereignty which has been given, granted to IASB for 
the international standards applicable by the listed companies on the regulated market, that 
delegation is of course subject to in order for IFRS to become applicable in the EU, you need 
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a proper endorsement of course and the endorsement is for me the guarantee that we are in 
ultimate control of our accounting sovereignty in the light of the directives. So, it is very 
important to make this distinction between the companies listed and the regulated market, 
which have to prepare their financial statement in accordance with IFRS as endorsed in the 
EU and the other companies which prepare their financial statements and our national law 
taken through a transposition of the EU directives. 

 

You mentioned the hierarchy of law and you said 5 or 6 categories, 
constitutional, general law principles and then you went to self-regulate and guidance. 

No, self-regulation would be the end and also the international treaty and the foundation of 
treaties in EU of course which are key. 

 

OK, in terms of this hierarchy of law, where would you say IFRS accounting 
standards fit in and if they are different from national law, or from accounting standards in 
France? 

No, they have, in my view, the same legal, similar legal state for different classes of 
businesses. 

 

And in terms of hierarchy of law, what are they? 

In Europe they are equivalent to EU law without transposition. As soon as it has been 
endorsed in the European Union, following the process that you know, as you recall, but as 
soon as the endorsement has taken place and publication has been complete, then it is 
applicable in the EU as a full law. 

 

Some people would say they are standards and they are not law at all. How 
would your comments on this? 

I don’t know, for me this is a legal mistake. In the EU system where all countries are accepted 
following the various treaties there is no option as far as an issue by IFRS has been reviewed 
as follows the endorsement process in the EU and when the country and the Parliament have 
not objected against the proposed regulation, the regulation for me is applicable in the Union 
by everybody. 

 

Ok, we go now to the next question. You mentioned that IASB has a special role 
due to delegation of sovereignty. What is the role of IASB and FASB from the US in accounting 
regulation? 
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Well, they are totally different. IASB is under the control of the IFRS Foundation and is issuing 
standards which are issued by them, they are not mandatory, they need to be taken abroad 
by national jurisdiction or regional jurisdiction to become law. So, for me it is the basis, the 
best definition that I can find for IASB is that it is a syntax going to the end of the process 
preparing standards, that these standards are not applicable per say, they have to be adopted 
by national jurisdiction or regional jurisdictions in the EU. It is highly influential and there are 
at the same time important and competent, so they have acquired in the last 15 years a very 
influential position. However, nobody is applying or, sorry, some jurisdictions have decided 
to apply without considering, what I would call an automatic endorsement but the strong 
jurisdictions such as the EU have endorsements which are not automatic, which requires  
scrutiny, analysis, assessment, which is exactly what is happening in the EU.  FASB is different. 
FASB is the standard setter for the US, so once their due process has been issued, it is 
applicable in the US. 

 

Would it be this case more like a regulator or standard setter? 

It is at the same time, depends what you call a standard setter. Standard setter for you is 
someone that prepares standards which are not regulation but just inspirational. Then they 
are a regulator in what is showing regulations data mandatory then FASB is a regulator, they 
issue regulations that are applicable. The same for when I said that we were a standard setter 
at ANC that’s exactly what the financial statement is what I meant. 

 

Ok, that is clear now. What about EFRAG? How would you judge EFRAG? 

In terms of what? 

In terms of accounting setting. 

EFRAG is first of all EFRAG. It is basically the advisor to the European institutions, in particular, 
an advisor to the European Commission. So, in this respect we are not standard setting or 
issue regulation, we are advising people with the authority to issue regulations, so, I think due 
to the organisation EFRAG, which is good, also to the team EFRAG, which is working hard, we 
certainly are influential, EFRAG is influential, in this field which is technical and also, political. 

 

So, is EFRAG part of the industry´s self-regulator or is it more like part of the 
governmental side? 

It’s a specific category quite frankly, because we are the advisor to the government side, so 
in this respect, we play a role closer to 4 or 5 on the scale, or 4, 5 , 6, but on the other hand, 
we do not have the role, we do not have the responsibility to issue the regulation finally, you 
have the ANC, the Commission, the Parliament and you have the Council. 
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But how would you judge the fact that the EFRAG board is full of members from 
Big 4, from banks and other private institutions? 

Full auditor, I wouldn’t say it that way, because you know, and as I said, it is a mixed model, 
like ANC, the mixed model is that, yes, ANC is issuing regulations, on the governmental side, 
but it is also, yes, we are very careful to make sure that we have representations of all 
stakeholders, to get to obtain regulation, so we discuss and we assess the quality of what we 
issue, is in fact derived from the fact that all stakeholders have the possibility to express their 
view. 

 

Ok, do you believe that a wide range of stakeholders are now involved in the 
regulation of accounting practice? 

Sorry, can you repeat that? 

 

Do you believe that a wide range of stakeholders is now involved in the 
regulation of the standard setting of accounting? 

Yes, yes. I think there is a large, basically, it’s roughly very, very…we have a good 
representation, frankly. 

 

OK, are there some stakeholders more important than others? 

I think that the key element that changed, in my view, the status of EFRAG and improved it 
significantly has been the fact that national standard centres are now part of EFRAG directly. 
It was a big mistake in the past, EFRAG made a big mistake, no, I wouldn’t say that, is was 
prior to the first phase, now we are in a different phase where, standard setters or regulators, 
it depends on the definition, but the people that are in charge of standard setting and 
sometimes issuing of regulation, which is the case of ANC in the major jurisdictions are 
participants directly to the advisory process, to EFRAG. That's absolutely key, this was the 
reform, which I think was excellent, quite frankly.  

 

Ok, what do you think about official bodies staying at the same table with 
representatives of private business? How would you judge this struggle of power within the 
board of accounting associations? 

Can you say it again, please? 

 

Basically, for instance, in EFRAG and IASB there is a mix of stakeholders, some of 
them being governmental related, others, private companies related. How do you judge this 
mix? 
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Well, I am careful, I think it is better if you have a significant element of public and 
governmental accountants. I think this is very important for people to be efficient. I think it is 
important to have that as a reference, because you know, if you don’t have that, then you 
could be considered right or wrong, having a biased business, which I think is not a good idea. 

 

Ok, we go towards the end of the first part of the interview on accounting 
regulation. Do you think that accounting regulatory bodies, and in here I would like from you 
specific examples, do you think they should be more accountable to the European Parliament 
or national governments, or they should stay rather independent? 

For me, independent is important, but accountable is important. I have absolutely no problem 
being accountable. Accountable means that you are fully transparent on what you do and you 
play your part, so you do whatever you have, mean, asked to do, but you do it in accordance 
with your... in a fully transparent and accountable manner. In other words, you have to 
explain to the people that have given you that responsibility, you have to explain how you do 
it and you have to set this on a regular basis, you have to make sure that you are not 
trespassing, you have to receive comments and observations from the people that have 
delegated this authority to you. 

 

So, you don’t think there is a conflict of interests in between private companies 
sitting on boards and receiving money from the state like the EU is financing EFRAG and IASB? 

No, it’s a joint financing. We have a similar system, slightly different. In France, we have the 
expenses of ANC on a the daily basis are financed by the French government and I think this 
is, I feel very independent and also we have a special fund which is financed by listed entities 
where I collect our 1.6 million Euros, something like that, a year, to pay our contribution to 
the IFRS Foundation, our contribution to EFRAG and then our contribution to the accounting 
research via a project in the symposium.  

So, it’s a mix and personally I feel extremely independent because I am at personal level, have 
been appointed, I forgot to mention this in your interview, that I’ve been appointed by the 
French Presidency, but following a hearing in France of the two houses of the French 
Parliament, so I feel that I received an element of, you know, responsibility which is very 
generous in political concerns and I have to be accountable to the French Government and 
also, the French Parliament. 

 

How does this mix with your independence? 

It doesn’t mix, it creates a duty for me and if I was not complying with that duty, sometimes I 
would fail, my mission would be fulfilled, so sometimes I’m in agreement with gazette, 
sometimes I’m in agreement with the board, we operate, we are trying to find a reasonable 
consensus, but if I have to make a choice, I’ll make a choice. And my board members are 
either appointed by their respective authorities, which is the case of supervisory authorities, 
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or appointed by the Minister of Finance, or for auditor, for business people, or one from the 
Trade Union. 

 

OK, so it’s a compromise, a negotiation, a process? 

I wouldn’t say compromise, it’s a forum where stakeholders express their views and they are 
also in duty to be complying with the public in general and I remind them if they forget, and 
they are my personal supervisor, I have a higher level of accountancy. 

 

OK, that is very interesting. One short question from this section of the interview 
before we go to objectives of financial reporting. Do you think at international level IASB and 
FASB should compete with each other? Or do you think that the Norwalk agreement has to go 
on? 

A: First of all, an assessment, a factual assessment, the Norwalk agreement is over. There is 
no willingness at all, it started before Trump administration. There is no appetite at all on the 
US side to converge. It doesn’t mean that they want to diverge, they are of course careful 
when they make decisions, but it is also very clear that they have stopped the convergence 
process, it was too burdensome, too complex, so I think it’s a matter of fact. It is not what is 
happening at global level today. We have competition. There is a word I like, it’s called co-
opetition, which is very simple, people but cooperate, when it is in their interest to do so, and 
people compete when in their interest to so do. Co-opetition. 

 

That’s French philosophy, I think. 

No, no I heard it in the US and quite frankly it is very unlikely the convergence process starting 
again, by the way, I think that having a global standard is complex. Now, I am not in favour of 
having what we had before, what I would call accounting dialect because there was an 
element of unfair competition in it which was not good because many jurisdictions didn’t have 
legal capacity. So, I think what IASB has been doing and what FASB is doing, is good, but we 
will be unable, I think, to reach a full, medium term, single set of global standards. Now, the 
differences are not very important but it is very difficult to delegate your sovereignty fully to 
the IFRS Foundation, or to any foundation, so you have to be careful, it is a link, to public 
good, which is difficult to ensure. 

 

OK, public good. We will address it at the right time which is about in 3 or 4 
questions. For the time being, the first questions on the purpose of objectives of financial 
reporting, do you think that the reporting entity should take decision usefulness to primary 
user groups as investors or should take a rather broad image and take into account other 
stakeholders? 
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I have a very clear belief, personal belief, is that financial information is prepared for a broad 
range of stakeholders, a broader range of stakeholders. 

 

Ok, so, the shareholders who invested their money and risk themselves, their 
money there, are not more important than stakeholders? 

No, I’m not saying that. Of course, they need to find what they are looking for because they 
are investing money. However, I think the financial information has a broader base of 
stakeholders, because at the end of the day the people that bring money in are important, 
the customers are important, the providers are important, the employees are important, 
society at large is important because, you know, there the entity is a meeting point for all 
those contributions, successful businesses are businesses that manage to take into account 
and organize in a very constructive and efficient way the various interests . So, overstating 
one is a bad idea. It’s probably a lot better for the shareholder if the entity is extremely 
respectful of the other second one. 

 

In this respect do you think public good should get into the accounting 
standards? 

Well, when elaborating or endorsing a standard, when preparing a standard or when adopting 
it, I think it is absolutely key that public good is taken into account.  

 

Is public good defined by the European Commission or is there a rather different 
public good that you have in mind? 

I think it’s public good is a notion that has been picked up at the time of the IAS regulation in 
2002, which I think is good, but the notion itself is in my view not precise enough yet. For me 
it should reflect, for me, European public good is whatever is defined as good for Europe by 
the European institutions. So, for me frankly it’s an open case here because the EU has not 
addressed this issue, but I think in a number of cases, in the long term investment, a standard 
that is not encouraging, or the… is discouraging for long term investment is not ok, in terms 
of public good. Because the European Union has said that long term investments are one of 
its priorities. 

 

Ok we don’t have a definition either of long-term investment, do we? 

No but you know, it’s not that because we do not have it, we shouldn’t work on it. You know, 
can I open a parenthesis?  

 

Sure. 
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You know, when I took over Mazars with 50 people at that time in ‘83, people considered that 
it was impossible to create an independent firm of substance and that the Big 8 at that time 
had won the battle and it was finished, so there was no option but to go to be in a Big 8 or to 
concentrate on very small businesses, and I said it’s not proven , it’s a matter of energy, action, 
a matter of determination, and we did it! So, you know, maybe long-term investment is not 
properly defined, maybe accounting standards are not defined yet in their relationship to long 
term investment which is not defined properly. But, quite frankly you know, when you need 
to sit and think, that’s all, and move.  

If you had the opportunity to come to Paris the week of the symposium you would have seen 
the first round table which was dedicated to elements of the European Conceptual 
Framework, which is an interesting piece of literature, which can be improved of course. But 
you, I think that if you are for a minute staying at the level of the general principle, we tried, 
I asked two people to concentrate on this for probably, 6 months, 5 months and they drafted 
it in the format which is a bit similar to the IASB Conceptual Framework, a document which is 
offering a thesis for discussion in Europe. It takes part of the European directive principles; it 
takes part of the IASB Conceptual Framework and from this it builds some sort of reference 
that can be discussed. Because you know, I am not pessimistic about Europe. I know it’s 
difficult sometimes, but I think it’s a matter of willingness and enthusiasm. 

 

Can public good come from a private organisation like the IASB? 

Well, it depends. It is difficult, they are willing to take public good into account in their 
process, which is fine. But on the other hand, they represent a lot of different debates, sorry, 
they work for, or in connection with, many different jurisdictions. So, I think it is not easy to 
say there is a global public good. For selfish matters, yes.  But the expression of it is not easy 
to find. You have the United Nations, you have to go to the OICT (!?) and things like that. At 
the time it is more inspirational than mandatory or compulsory. So now to get into the public 
good as defined by a legal system, you have to go to whichever level is defined on regulation. 
I think some poll of climate change. For the IASB  to move in this area is not very easy because 
you have the Chinese on one side, the Japanese on the other side, you have the Germans, you 
have the French, bla bla bla it is not easy.so you have climate change, and quite frankly it is 
important to know what you will be doing in terms of accounting standards in the future, how 
do you value assets, how do you take into account the useful life of, I don’t know, a nuclear 
plant or a coal powered electric plant? It is not easy. How long will that last?  It’s a matter of 
when you see the debate in Germany, when you see the debate in France, when you see the 
debate at EU level, you certainly have something that you can consider, but if you go to 
compt..21 or compt ..23(fr),  or whatever more difficult to say that we are, that we have to 
take that into account. 

 

Ok, ok. 
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The Trump administration is moving out of those topics and therefore the US will say we have 
no limitations, no problem, when in Europe, people are willing, the citizens are willing to have 
renewable and clean energy. 

 

Ok, we are coming back to that one in terms of non-financial reporting, very 
shortly. What do you think about the IASB Conceptual Framework not being endorsed in 
Europe? 

For me it’s absolutely normal. The Conceptual Framework of IASB is not binding on the IASB 
so why should it be endorsed by the European Union if it’s not binding for the IASB? Here you 
have a different culture.EU law is as I explained, based on a hierarchy of regulations, 
constitutions, treaties, laws, decrees, etc. This is what I would call the continental law system, 
where the general principles are determined by the democratic people, not democratic body, 
guiding authorities. I'm saying it is not democratic in Europe but if you take China, China is in 
the same system. It is organised by the Communist party and the Government, which are 
interlinked. So, this is one system.  

The other system, which is the Anglo-Saxon system, is based on common law. Common law 
is simple. It’s moving, sorry. I’ll go back to the Continental system, for me, the system which 
is stopped down, so the raw principle is higher above and then when you move to 
implementation, then you lower the level of the legal instrument. The common law system is 
automat, it is stuffed with self-regulation, it’s stuffed with the observation of practice, then  
you have from what is happening in practice you have best practices, and best practices are 
transformed into standards, and then if you are lucky, you get to a form of regulation or law 
that most of the time it is cave law, not law, it is as determined by the judges which is 
different. So, IASB is operating from such an inspiration and therefore, for them, the 
Conceptual Framework is inspirational. It is not the cornerstone of the system, it is the 
consequence of the system and a good reference for further actions. When, in Europe, the 
consequences are the cornerstone of the system. Get the idea from me? 

 

Yes, yes. They are two different legal systems with opposite logics and I get it. In 
this sense, will this hinder the objective of financial reporting, or not? 

No, because, you know, at the moment in time, the endorsing process it is designed for that, 
at a moment in time there can be, not because a bottom up system and a top down system 
can reconcile if they have a proper dialogue. 

 

What about in terms of Prudence, at the Parliament, at least, there were a lot of 
debates about it being taken out of the Conceptual Framework. I do not know if it was the 
same case with you, with the accounting bodies? What do you think about the financial 
reporting to adhere to a prudent approach again? 
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For me, I think that I have been an auditor for, you know, a number of years, so I have seen 
in practice, people, you know, accounting principles by ear, to moderate the enthusiasm of 
business people, because you need enthusiasm to be an entrepreneur, but when you report, 
you shouldn’t be carried away by too much enthusiasm. So, for me, Prudence is important. 
Prudence… there are 2 levels of Prudence: there is what we call asymmetry, which is required 
by directives with exceptions; we say profits are accounted for only when they are realised. 
And that is one way, one side. And the other side is liability or accounted for when they arise, 
which is different. So, in one case, you take profit when it is realised and liability is as soon as 
it arises.  

I think it is good for Europe. We want a sound economy, we want reliable businesses, we want 
a robust financial market. You cannot realise that, we need to consider that Prudence is an 
important factor. It doesn’t mean over Prudence, systematic Prudence is not a good idea 
either, so it’s a balance. Once you have the asymmetry properly organised by standards, you 
need to be careful not to be biased in one sense or the other. 

 

Ok, there are some people that commented once we shift more to fair value 
accounting from historical cost. Prudence is really hindering the process of assessing assets 
and liabilities. How do you comment on this one? 

Well, first of all I think the answer is in taking into account the business models that are 
deployed by the entities. Fair value is a reasonable measurement for a number of activities as 
long as the fair value is derived from reliable sources of information. But it has to be limited 
to those activities which the standard setter has considered as better reflected by fair value. 
For me the basic system is. ...because it is reflecting many activities such as industry, 
therefore, fair values are to be considered for financial, trading activities, yes, for trading 
activities of financial instruments but also commodities, etc. That means something that we 
have to be careful with because there is a lot of relativity in the financial or commodities 
market. So, for me fair value would be a bad solution. 

 

Ok, so do you think that fair value accounting is based too much on modelling? 

Yes, yes for me we are sure to investigate further what is level 2 and level 3 of fair value. Level 
3 is pure creation of a non-existent market and level 2 is deriving what could look like a market 
from market data, it is not easy. So, we have to be careful, because there is a lot of judgement 
about it. 

 

Ok, what do you think about this in terms of OCI? The newly introduced accounts. 

In terms of what? 

 

OCI. 
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Aaa, OCI. OCI is something that is very unclear for me, and for everybody. Some people 
consider it as an element of performance, other people consider it as an information related 
to a change in equity. This has to be clarified but I am more in favour of the simple solution 
than of the first one. I think it is more, it is more interesting as an element of huge profit and 
loss, identified as such and on the basis of which you cannot distribute Prudence in the net 
assets of the company. Now, considering OCI as an element of performance is very dangerous, 
because you create two levels of performance and one level people don’t really understand, 
which is OCI. 

 

Ok, we are heading towards the end, we spoke for over one hour, as of 1st of 
January, which is pretty soon, non-financial reporting is obligatory in the EU according to the 
EU directive. What do you think about the mix, non-financial reporting with financial 
reporting? 

For me I think it is absolutely key. I think that we have been left financial information over 
many years and even if it is not perfect, there is a level of quality which is ensured by the fact 
that you have people issuing regulations, you have people complying with the regulations, 
you have people auditing compliance, you have people enforcing compliance,  so you know, 
even if you can  criticise,  this is a robust system. I am talking about financial information, and 
if you want to develop a reliable non-financial information, you should take into account two 
key factors: for one, it is very difficult to know what is non-financial information, what is quasi 
financial information, what is brief financial information, the nature of that information is in 
many cases very close to the financial information.  

And the second point is that it should be extremely clear for me that trying to follow similar 
processes is the only way to ensure quality. It is being understood that for me, corporate 
information in general has to become known as a whole. You must have a holistic approach 
to financial and non-financial information because they both contribute to the full 
understanding of the entity you are trying to understand. 

 

Are they the same people who are supposed to produce the financial and non-
financial information? 

You mean, where? 

 

In accountants. Do you think accountants are prepared? 

You probably need exactly the same people, I think it will be difficult, but you know, on the 
other hand, you probably need to be careful, but if you create other things, you will have a 
problem. 

 

OK. 



431 
 

 Sorry, I think you need to enlarge the team, I think. 

 

Ok, do you think there should be a business model to enhance non-financial and 
financial reporting or should it be more general? 

I am not sure, I don’t know what is the exact definition of a business model, but I think it is 
the ability that, it is for me one of the challenges, of the important challenges of the coming 
year in the union and for me an excellent topic to integrate further and create proper 
momentum in the Union. 

 

Ok, will the ANC ever issue non-financial reporting? 

This is another discussion. 

 

It’s the last question, now.  In your opinion, do you believe that regulation of 
accounting or standard setting of accounting has delivered high quality standards and here I 
would like you to comment if there is a right balance in between quantity and quality and if 
you think it’s too extensive and detailed? 

I am not sure I understand this question. 

 

If accounting standards are too extensive and detailed and what do you think 
about their quality? 

Well, if you, I think that they are too key answers to your question. First one, if you want 
standards that can be applied in a variety of jurisdictions, you need to have standards which 
are principles based. So, you need to be, you don’t want to be too precise because if you are 
too precise, it will correspond to one jurisdiction and it will not correspond to other 
jurisdictions. So, it’s important. That’s point one. And point two, I think that you absolutely 
need a good mechanism for implementing, interpreting and implementing the principles, 
which includes at the same time a central level and a decentralised level. That’s why we have 
created in France what we call it... which is a forum for implementation of international 
accounting standards. 

 

So, they are not too detailed because they are based on principles? 

Yes, if they are too detailed, they will meet the target. 

 

Ok, what do you think about their quality? Is it good enough for Europe? 
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Well, let me see first of all that part of the glass filled, which is the... prior the IAS regulation 
of 2002, you know we had no common language in the Union, which was not good, so in this 
respect it has been a major progress. 

 

Ok. 

But, on the other hand, I think you can improve quality on the basis of proper dialogue taking 
into account the European public which is not taken into account. Which is taken into account 
at the end of the process, but that’s why I was saying you need to enhance the dialogue 
between Europe and IASB. Let’s bear in mind that the number one appliance of the IFRS 
Foundation is apart from IASB, the European Union, even Brexit, by far. I know that the IFRS 
Foundation is trying hard to diversify the user and therefore they are working with the 
Chinese, they are working with the Indians with the Japanese, bla bla bla, but on the other 
hand, the Union is by far number one customer. 

 

OK, do you think the logic of IFRS standards are EU based, or they take into 
account the Chinese, the Indians, the Japanese, all the others? 

Well, they try to be global. Sometimes there is a difficult discussion with the Union on some 
things there are issues, but other things there aren’t issues. So, I think for instance that the 
standard for interest issued in May 2017, is a good example I subscribed to the overall 
orientation which has been followed by the IASB because it was something that I was 
advocating for many years, but on the other hand they are sometime ignoring some of facts 
European insurance industries, and the European insurance industries are paramount for 
financial stability and financing and long term development and growth, so we have to be 
careful not to disturb this mechanism of insurance in Europe. 

 

Ok, are some states more in favoured than others? This is the very last question. 
For IFRS standards? 

No, no, not willingly, but from a cultural standpoint probably. You know there are different 
accounting cultures and there is a prevailing culture at IASB by its foundation, location of its 
functioning principles. I am not blaming, I think I mentioned already that I was disappointed 
by the last appointment that the trustees made,  it was a good opportunity to reinforce the 
European Union and on the contrary they are very fortuitous, by taking onboard a lady called 
Ann Tarca who is Australia, as you know the European Union today is represented by 4 people 
in the board of 14, 4 people including one Brit, who will not be in the Union past March 2019, 
one Chairman who has to be neutral, probably, and so that leaves 2 people, 2 persons for the 
Union, really, including one German guy and one French lady, and the French lady is part time, 
so I disagree with that. 
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Ok, so you think the board is not appropriately representing economic need, but 
rather political influences? 

I think the board is culturally unbalanced. 

 

Do you think IFRS should be for SMEs or not? 

No, I don’t think so. Too complex.  
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PAA ENG D5 
 

I would like to start by asking you to describe your background experiences and 
responsibilities in your current position? 

The focus of the role is on trying to contribute to the accounting standards setting 
development. But beyond accounting there is the consideration of wider corporate reporting 
issues, such as non-GAAP reporting and other emerging, other corporate reporting areas. The 
angle I look at the issue from is the point of view of putting forward the interest of investors. 
CFA is a members’ institute and our members are investors professionals so we are really 
acting in their interest and putting forward their perspective in as far as how accounting 
information is to change because we believe accounting info has a core role in the capital 
markets ecosystem. As I mentioned I have been in the role for 10 years, prior to that I had 
experience as an auditor, management consultant, and very briefly as an investment analyst. 
I am a CFA chartered holder and also a CPA. That is my background.  

 

So, your background is very accounting oriented? 

Yes, it has been mainly accounting oriented, so I have been in the role for the last 10 years so 
just been really looking at the accounting regulation, accounting standards and how those are 
relevant for investors.  

 

The world of accounting is very regulated.  On a scale from 1 to 10 you have to tell me 
one number. Because, in the academic literature there is kind of a generally accepted idea 
that accounting is self-regulated, on a scale from 1 to 10 where would you put accounting?  
10 is self-regulated while 1 is more governmental controlled?  

Not the government, but these regulations are very robust and there are mandatory reporting 
requirements and standards that are out there, in many jurisdictions there are enforcement 
bodies that have a role. So, on a scale from 1 to 10, I would disagree with 10, I will be tempted 
towards the regulation, but the fact that there is such a variety level of enforcement, I think I 
would go with 3.  

 

Is this in the US or in general?  

In general.  

 

Do you make a difference in between a regulator and a standard setter?  

In giving that answer I do not make a difference, more like combining the roles. But I see it as 
a chain, ‘cause it is a requirement, it is a requirement for companies to file the reports based 
on accounting rules. The standard setter is enabling or it is providing the framework to 
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companies for complying with those rules, so they are part of the regulation chain. I see it as 
being linked. I recognized that there are also reporting regulators, like the SEC in the US, or 
the FRC in the UK in countries also where regulators undertake enforcement roles. I recognize 
those are separate roles, but I think it also sees it as a part, overall, of the regulation chain.  

 

Are you at CFA part of this regulation chain? Do you see yourself as a regulator?  

No, we are stakeholders. So, our role is to try like any other stakeholder, auditors, companies, 
and active investors. We act on behalf of the investment community and try to influence the 
whole regulation chain.  

 

Do you think that is the case that with professional associations, they are part of the 
regulators, like ACCA or ICAEW? 

No, they are similar to us. Because they are primarily presenting the interest of their 
members. There is an evolution. There was a time when these bodies were very influential. 
In the US the AICPA, before FASB came to be the accounting stand setter, the AICPA was 
setting accounting standards. They still have a heavy hand in as far as audit standards are 
concerned in the US, but even that is diminishing. I think the recognition of the professional 
bodies particularly, the accounting professional bodies if they are responsibilities for setting 
standards. There is probably evidence that there are conflicts of interests, biassed interests 
towards the members. The audit firms, the companies in some cases. Clearly this is a need for 
a task force, an independent non-attached type of body set to have a role so I do not consider 
them as being part of the regulator.  

 

What about auditors? At least some auditors can use a lot of judgments and that 
judgement is interpretation which eventually means playing with the law. Is that part of the 
regulation?  

No, I think that is necessary because businesses are…you can never have one size fits all type 
requirements. I think, by design accounting standards are meant to enable judgments by 
practitioners because you’ve got a variety of ….being businesses and you really cannot set 
rules to cover each and every type of business transition and business just like you take a very 
qualified approach and the practitioners have to conform to that. It needs to be some level 
of judgement and in accounting standards in most cases they are options. If that, is desirable? 
That’s another question.  

I think there are strong arguments made to minimise the options, because for investors it is a 
challenge and comparability of information when there are too many options for the 
practitioners, they can choose depending on needs. But I think, the idea is there are many 
options and these options being embedded in accounting standards this is a desirable 
situation. And your question is on the auditors, the auditors are just practitioners. They are 
situations when they have to do the judgement, when they are verifying the appropriateness 
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of recording of transactions. They have to make judgments if the chosen approaches are 
appropriate or not. And I think that exercising judgement is the value that the auditors bring 
to the table.  

So, I do not see, I see them as takers not influencers or maybe I put that the wrong way, they 
are consumers and based on that consumption they are well placed to influence and inform 
the type of rule that has been set, but it is not their responsibility to set these rules. So, they 
are not regulators. They are not part of the regulation chain. They are just stakeholders similar 
to investors. Investors also use the information and they have opinions based on that use of 
information. I will give you an example. Segment Reporting - the rules in place on the levels 
of disaggregation, such as how disaggregation should occur and the types of segments that 
should be identified. Investors can have a sense of how useful that has been, because they 
actually use that information. There are rules that are not intended and investors can give 
feedback to the accounting standard setters. Whether it is through post implementation 
reviews or whether it is through consultative documents related to particular standards.  

 

A key word here is stakeholders. Do you believe that a wider range of stakeholders is 
now involved in the regulation of accounting practice? 

In so far, I think there needs to be clarified the objective of stakeholders. In that sense, I guess, 
when you have prudential regulators, you need to understand where these objectives are 
aligned, and where these objectives are conflicting. And in so far, there is clarity on that, the 
sense of the specific input based on objectives of the accounting information. Then yes, you 
can say there is a need to have a wider sense of stakeholder. There is not the case of bringing 
everybody to the party. I think you need to be clear of why, why are they involved?  

So, investors, they are users. Right? At least some investors, I know counter argument are 
there so many investors out there, some never use financial reporting information, some are 
short term oriented, a bit conflicting, or rather putting together all the investors under one 
bucket. If you think about the investors who actually critically analyses the financial statement 
information, I’d say that is a stakeholder, auditors are stakeholders, companies that use 
information are stakeholders, the regulators, the security regulators who’ve got a role in 
enforcement are key stakeholders.  

Most recently, I guess, the prudential regulators were seen as stakeholders, because of 
accounting, there is also a question of prudential objectives of financial stability where the 
accounting information was meant to be more transparent information. And sometimes 
there is a perceived tension between those two objectives, but nevertheless prudential 
regulation depends on the accounting information, so it is important for the accounting 
standard setters to do a lot to the needs they may have and to manage the expectations as 
well, and to manage the points where there is tension. These are the needs of the investors 
and when they are in conflict with the needs of prudential regulators. So, a good example is 
IFRS 9 where there was such a balancing act that was done vis-a-vis the impairment approach 
that’s undertaken, so there was that balancing act that was undertaken by the accounting 
standard setters. 
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When you say IFRS 9 would you say insurers, because the European Parliament stepped 
in with the early non-objection because otherwise it would have been an impairment with 
IFRS4 and the Parliament did this in the transition period of non-objection, to be completely 
prepared for IFRS 17? 

So, of insurance, I guess the question was for insurance, the question was on assets liabilities 
mismatches and whether there was the reason and they cross-aligned the timing. There are 
various arguments there were, first of all, there were a lot of arguments there, first of all there 
was a question of costs to have disconnected the implementation of IFRS 9 or IFRS 17, but 
more fundamentally, there is the question of asset liability mismatches for some insurers. 
Whether that, again, I don’t think you have a consensus on that topic, because it is a question 
of if there would be incremental mismatch relative to today.  

 

 The real question is if you believe that because public authorities like the European 
Parliament stepped in the process to make it better? 

I don’t think they did have the final say. I don’t think they gave into that. I think bodies such 
as EFRAG had to weigh the pros and cons of stakeholders and then they had to put that 
forward to the European authorities including the European Parliament and of course the 
European Parliament would come to its own view. But I don’t think this was the swaying (!?) 
factor, I think the IASB must have listened to insurance companies, must have listened to 
EFRAG, must have listed to others who responded including investors and balanced all the 
arguments and then made the decision.  The European Parliament, I’d say, it has a role. Clearly 
it has a role. The endorsements, when the European clearly says that the endorsement has to 
occur. So, yes, I think you’d expand the stakeholders to those who’d approve including public 
authorities, particularly in the European context, where they got endorsement requirements 
so they can exercise some leverage. Whether they exercise fully because the question is does 
the European Parliament have their own consultative mechanism, or it is expats such as 
yourself to be able to give input, whether it would be actually talking to the stakeholders that 
have a view on costs and benefits of specific changes, that will be the question that I have.  

 

You are saying there are some stakeholders that are more important than others in 
the process? 

I think so, I think so and I think that it is even recognized in the conceptual framework. The 
primary investors. It was meant to be targeted to investors. 

 

We are getting to that, at another question. So, the Government or the Parliament or 
authorities are not the natural stakeholder. They are kind of an extended stakeholder? 

Yes.  
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That approach must be very, very American? 

No, no because what I meant is the role input that influences, if I look at the IASB like does 
the European Parliament issue comment letters. This is the question I ask.  

 

Yes, we did it once, and we made a fool of ourselves.  

That is simply when the board is making its decisions, who is influenced? That is what are they 
considering,  the IASB considers those who present views by comment letters also take part 
in round tables, and, also apart from taking those views, like when they are doing the field 
testing and outreach, they will reach out to companies to see how specific standards work, so 
the case you gave of IFRS 9 and IFRS 17 they will do some field work with insurance companies 
and they will talk to with institutional investors, they’ll talk to insurers, not just any investors, 
they’ll talk to insurance investment analysts, who will be informed on what is going on and 
they will look at the comment letters that may come.  

So, the European Parliament certainly signs off, but I see them, and I think they have a very 
important role, to be honest. I think the question mark that comes at the end, after all the big 
processes like, for example, the questions on financial stability, the questions that are put to 
EFRAG to do more the impairment of equity instruments and the projects that are required 
to IFRS9. Sometimes you need somebody who is, like, detached. This is an argument; the 
accounting issue just cannot be left to accounting. And I think the Parliament has a role in 
that respect but is not involved in the ins and outs, the weights of the standards, so, they are 
second readers in that respect.  

 

How do you match this with what you say at the beginning, the number 3 in 
accounting, like accounting is a kind of is controlled by authorities, it is not self-regulated?   

Yeah, so, again, this might be a model, sometimes working seems to be conceptual 
inconsistent. Maybe it is a matter of terminology, what’s regulation in my mind, may be a 
definition of issues. The legal framework, I have to be careful by the terms I use, the need for 
there to be a mandatory conformance to rules would be set by public authorities. It could be 
a government that says just give an example, outside accounting, I am just thinking the 
stability board climate disclosure would come last year…some governments like the French 
government and to some extent the UK government, have sent favourable signals towards 
companies that are conforming to those rules. It gives impetus for the mandatory application, 
but the government would not get into the weights of the specifics of the standards and the 
implementation of the standards and whatever goes with the implementation chain, 
enforcement, etc. so the government would not be involved in that, especially, as they evolve. 
But it was there, when it almost gave birth to this requirement. So, it’s the same, If I think 
about the case in the USA, the SEC.  

How did the SEC come about? It was in the ‘30s there was a whole big depression at the time, 
so the whole legal framework, legislation gave birth to the SEC. Then for a long while you had 
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voluntary standard setting by the profession, which was mainly done by the profession but 
the SEC was also, somewhat involved in that, for a while, but only in 1973 SEC decided that it 
has primarily responsibilities for setting accounting standards and it gave back to FASB. It lets 
FASB become grown up and set standards and all that. So, there is a whole chain there, 
whereby these seemingly independent bodies arise, but they depend on an eco-system that 
is supported by the public authorities. There is a special situation in Europe whereby at the 
tail end of the endorsement formula standards become law, or they become mandatory, 
assigned, so again the authorities become involved. 

 

So, again the authorities are involved from the beginning?  

Yes, giving birth and signing off in a European context.  

 

But in the middle? Will it be the accounting profession at large?  

Accounting standards, because the accounting profession mainly means the practitioners, so 
I would say users and suppliers and rule makers of accounting. That is what you mean? 
Because, for example, IFRS doesn’t describe themselves as accounting professionals. They are 
part of the dependents; they are users of the accounting information.  

 

There is something I want you to expand on the role of FASB and if you can also touch 
IASB, how do they differ from one to the other? Is FASB freer than IASB in setting standards? 
Is the Congress and the SEC having a more protective hand on them or really showing them 
some dirty looks? 

Of course, there are many similarities, of course there are differences.  First of all, the IASB, 
its audience is very broad, so how many countries, what else? FASB is a single country 
standard setting body. There is a funding stability, funding structures, it is more secure from 
the FASB stand point relative to the IASB.  

 

What do you mean by that?  

I may not be very precise as to what FASB's funding formula is, but they are not having a 
funding crisis. Traditionally there is this situation of… they depend on donors. They depend 
on contributions and these contributions can come largely from the profession, the auditors, 
that is. There is a problem of conflict of interest, if most of the big money is coming from the 
Big 4, or from the audit firms you almost got to act in their interest. If the coffer dries out you 
have a problem. So, FASB has less of that issue because of the whole funding arrangement is 
a lot more secure. There is not that dependence on the accounting profession, as far as its 
funding is concerned. 
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Ok, are they getting any governmental money?  

That is why I am saying I am not really; it has been a while since I looked at it, but the very 
specific formula is different. I don’t know if there is a levy system in place, as companies file 
their 10Ks they pay a fee for it, some of that gets proportioned FASB. There are a lot more 
independent formulas related to the IASB.  

The IASB just as an example, the European Union exercises its muscle and say, I remember 
one of the discussions around, when they said, not the Union, the Commission, the European 
Commission, the discussions around Prudence and the role of Prudence in the Conceptual 
Framework. It was possible a signal to be sent to the IASB. Put that in or else….(laughing) so 
that kind of stakeholder pressure that IASB would be susceptible to. And there are all other 
sorts of pressures that the IASB can face, a good example was during in the financial crisis 
whereby the threat of carve outs made IASB, I think about its IAS 39 classification and 
reclassification requirements, because they are a lot more, wider strategic considerations 
from an IASB standpoint.  

But that’s not to say that FASB is exempted from those, the FASB had its chairperson Robert 
Herz also being summoned by the Congress, in the financial crises, and you literally ordered 
to amend also the impairment requirements. There is also a lot of evidence over time, this is 
not clear, but it is a lot of evidence that FASB is often being persuaded by specific 
stakeholders, I think that a good example would be the leasing standard. While it seems to be 
converging with the IASB and only, at the, literally at the last minute, after something like the 
3 alterations from footer to stakeholders FASB decided to take a different truth and that 
seems to emanate from pressures from the industry, specific preparers whatever, to have 
some leverage on the FASB.  

So, you see a lot, it is a bit of a paradoxical situation, whereby structurally it seems to be a lot, 
FASB should be a lot more independent, and in fact sometimes there are situations when the 
SEC decides not to adopt or the way they put on hold the optic on IFRS that is the question of 
independence of the FASB but in the sense it is almost hypocritical, because FASB is not 
independent either. In fact, in some cases, the IASB seems to be more independent, more 
able to make the right choice and even before the financial crisis for example, the adoption 
of the stock options expensing, the IASB was bold enough to allow that to FASB due to political 
pressure. So, both standard setter are subject to the independent related conflicts, and you 
cannot say that one is more pronounced than the other, but structurally the IASB is more 
vulnerable given its dependence on the multiple jurisdictions and the fact that it desires, it 
needs to keep all the jurisdictions on board, in needs in particular to keep the EU on board, 
so that the EU has the largest adopter of IFRS so it has undue leverage, and I think that in part 
IASB was very much in favour of US coming on board because there would have been a 
counterweight be one very influence stakeholder.  

 

There used to be 4 American members, now there are only 2. Do you think that this 
geographical balance matters? 
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I think that is more talking, really. I think that is more talking. Actually, I think that's 
overplayed. For me there are only numbers. What I see is the Americans tend to have an 
influence from a leadership standpoint, so even if you look at board dynamics. In those board 
meetings it is English that is spoken, right? So, naturally you find that the native speakers tend 
to be the more influential board members, at least that is my sense. You find a lot of the 
Anglo-Saxon, the American, the Australians, the UK board members, they’d be a lot more 
influence than the board members from China or from Japan, but it seems to be a by-product 
of language in many cases.  

But also from the American standpoint FASB standards and or the FASB standard setting has 
been very, it has impacted on IFRS quite a lot, right? In part because of the formal structure 
that was in place, that was given during its convergence, but even before that, standards 
before became IAS 39 is one example, literally copying what is there in the US and was totally 
and that has gone on for a long while, looking across and see what is going on across the 
Atlantic and copy that. So, the role of board members is to form…I don’t think that is really 
the issue. Of course, when you have 2 rather than 4 you there's less influence, but I think that 
is overstated, the number of Americans.  

 

What about people representing various industries, contributing with various amounts 
of money? The EU for instance gives to the IASB 17 % of its funding, but gives to EFRAG, who 
has a proactive role in influencing the standards 50% of the funding. Even so, I am not sure if 
there is any MEP or any official sitting in the board of IASB, but correct me if I am wrong, it’s 
not so the banks, investors, preparers will sit on the board.  Do you think some industries are 
more influential than others and it is not a right balancing, between how much money you 
pay in and how much you get out? 

When I look at the board composition, it does not seem to be biased towards any 
stakeholders. This is a biased option, a sense of under-representation of investors. Previously 
there were three board members who had investment backgrounds and now there is only 
one. But on balance it seems ok, it doesn’t seem tilted towards any particular sector.  Central 
banker is there, a banker is there, so this is a model: the central banker, the German guy, 
Edelman is there. 

 

Are some of them part time? Like the French representative? 

 Francois Flores. Yes, Francois Flores, she is a part timer there.  

 

Isn’t she losing out?  

I would say ...that could be the case. Actually, that’s a separate argument. Should there be 
full time roles? But when you look at the walk floor of the IASB it’s decreased significantly. It’s 
part of efficient arrangements for them to have some part timers and when you look at the 
case of Francois in particular. She was the EFRAG chief before. So, she is…the standards 
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setting is a game, it is an art, it is a very particular art and some are better than others. And 
how should it be outsourced, being in the EFRAG process chairing a section of very technical 
engagements so I think she is almost in a place where she can do it part time and can do it 
very well. I will be more concerned about the relatively new persons in the standard setting 
role who are coming from practice who do not know the standard setting game, rather than 
the ones on a part time basis, I would be more concerned. But if you get someone like Francois 
or take David Tweedie, if they are on a part time basis, to be honest that is good enough.  

 

The issue of independence, how do you judge this and tell me how it is at FASB, if you know. 
IASB pays its board members with IASB money, however at EFRAG they sit on the board but 
they are still paid by their mother company. Is this affecting independence of the board 
members? 

So, being paid by the IASB makes you totally and fully dedicated? 

 

Yes, but you go to EFRAG, and you are paid by Deloitte. Let's say, when you go to 
EFRAG, do you start thinking about EFRAG or do you still think about Deloitte? 

You are more likely to still think Deloitte. I think the IASB tries to emphasise that regardless 
of your background, that’s really hard to shake off, the background, biased towards 
experiences you had, but the ideal situation is to have a board member when they come on 
board they see themselves not representing the constitution…they are representing that 
perspective at some level that’s why they are on board, but at some level, they lobbying just 
for that.  

If you are a user person, you really care about what preparers are saying, you need to talk a 
lot more to preparers. Same with preparers they need to engage with investors. You are 
meant to be balanced, you are meant to be like a judge who is doing cost benefit, on a very 
objective basis rather than being an advocate for your perspective, but for EFRAG I think, it is 
more likely to be the case. Because it is an experience you are having, it is a part time 
experience so the standard setting is more on a part time basis, not standard setting but the 
technical expert group discussions, the more they are more about, they are occurring, like 
every week, they are more likely to be representing their mother organisation or rather their 
specific practitioners, I suspect.  

 

How is it at FASB?  

FASB is similar to IASB, reports you have 5 or 6 board members? They reduced the boards, I 
think they had seven and reduced, too much fewer than they were before, but they are meant 
to be independent as IASB board members.  

 

Is the FAF similar to the IFRS Foundation or do they differ in some respect? 
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I think they are the same, actually, that is the thing I think there is an American influence. IASB 
was designed, it was a FASB replication in the main, so the more appropriate question, is IASB 
similar to (laughing…) all the structure in the FAF, the trustees, board, I think the only 
innovation the IASB has had was this monitoring board during the financial crises, but even 
the role of monitoring board how influential it has been is questionable, and again that may 
feed into your public authorities role. The role of the monitoring board. That is the main 
difference I would see, the structure by large is the same, similar with the working groups, 
the various advisory councils they look pretty similar in structure.  

 

There has been a criticism on policy transfer as it looks like the FASB standard after 
about two years, the IASB is replicating a similar one and adjusting it to an international or 
rather more European setting. Do you think it is the case of policy transfer or is just in 
accounting you have the same issues everywhere?  

That is what I am saying. FASB has been influential in that sense. But it has been a two-way 
traffic. I think the challenge is somewhat unfair to describe, to characterise a one directional 
influence. It is likely both ways, but a biased one way over the other, because FASB has existed 
as a standard setter for much longer, and in a sense, when you look at the history of IASB it 
was an Anglo-Saxon initiative. The Americans, when it came to be in 1973 even before that 
they were thinking about the type of international harmonisation. So, there is a lot of copying 
the FASB’s thinking even when the IASB was largely a think-tank. So that history I think, 
influenced the connection IASB has had with the FASB, but in more recent times that’s less of 
an issue and clearly there are places when the IASB has differed from the FASB.   

Just look at the converge stand are clearly demonstrated independence in the lease, IFRS 15, 
FASB was trying to reward to some kind of industry based accounting, not totally, but to 
encourage that through this transition resources group and endless questions and in a sense 
coming up with special requirements, special objectives a bit of unwinding the objectives, 
having a principle based standard.  

And the IASB made a break and said no, we are not going that path. So that does demonstrate 
independence, I think. If you even look at the projects, there are aspects where, I am thinking 
about the performance reporting which is one example. The IASB seems to be thinking far 
ahead of what the FASB is intending to do. So that aspect realises, particularly what has 
occurred now, would be a failure to fully converge with the indication that the FASB,  the US 
is not adopting IFRS the incentives to copy US kind of disappeared, whereas when the 
perspective of US GAAP disappearing for real and IFRS becoming the single global standard 
setter, the incentive structure is somewhat different, somehow give a carrot to the US 
authorities, or US environment and copying their requirements was part of incentivize them 
to adopt IFRS, but that is not the case anymore. In fact, the convergence is happening, I am 
thinking about the hedge accounting whereby the FASB has copied largely, the project was 
taken by IASB under IFRS 9.   
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As the Norwalk agreement has actually failed, do you think now as they could not 
converge there is more taste to compete one to each other?  

I would not say fail. Fail may be harsh. There are concepts, even revenues, IFRS 15, much as 
the FASB is trying to unwind, some 2018 adoption has begun. So, there is minimum unwinding 
that occurred. The main revenue recognition came a lot closer than was the case, and I would 
say that it is an example of success, and there are other requirements like business 
combinations, whereby pretty much the same. So, there are many areas in which accounting 
standards become more comparable. They are all some success. The later aspect, to be rather 
than competition, I think your question would be underling the question of competition, the 
question whether they is a race to the top as opposed as race to the bottom.  Even if there 
are formal convergence requirements, there would be an aspect of competition that could be 
in place, could be looking at each other, what each board is doing and trying to be more 
popular based on what you put out there.  

But I would not say that the Norwalk agreement was a total failure, it was an interesting 
experiment, and who knows how it will play out. Because the underling argument for having 
similar reporting requirements still remains. There is still the same level of market desirability 
to have comparable reporting requirements if it is from investor's point comparability from a 
preparer stand point, the issue of level playing field, one regime is more stringent than the 
other. You need to change that, whatever arguments you come up with. The level playing 
field argument from preparers standpoint the fact that you got so many multinationals out 
there, the issue I think was put on the shelf for narrow reasons, for narrow interests and based 
probably on the concerns of a few stakeholders, very influential ones in the US, but I think the 
case for change is still there, but how know what will happen twenty years down the road, or 
whatever.  

Who knows if accounting standards will still exist in twenty years’ time? No, but just with 
technological disruption, this world, or setting rules for interim and annual reporting will still 
be required. Whether there will be other information systems with other sets of standards 
will be more easily set on the global basis, on the very convoluted proactive process.  

Accounting is very unique, it is a field that is vast to innovation, if you compare it to finance 
and financial economics, the pace of change takes an optic of new ideas a lot quicker. 
Accounting is a very social and very political, irrational process.  

 

Would you go that far to say that accounting is socially constructed? 

Yes. Totally, totally, totally, I do not see it as rational. There is a venue of rationality, the cost 
balance, but if you look at the argument are largely, people making judgments, even the 
accounting standards board. They are largely anecdotal, they are largely experience based, it 
is not like objective data they have a clear articulation of extent, that short falls exist.  

So, take IFRS 17 in a sense there is a problem there, but it is not being quantified, it is fully 
understood. When you look at cost benefits I do not think they actually have data on what is 
costs insurance companies to make a change, the real cost of adopting IFRS 9 at an aggregate 
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level or at a representative level. As far as I understand, the top investors, we talk to investors 
or to us and yes, we give them when they influence a process, we give them our members 
feel this, our members have said this.  

The role of that is summing up people's experiences, it is valid to that it is not a very objective 
evidence-based process. There is evidence that the most optimal path is the path chosen. It 
would be more balancing people’s fears, people’s habits, people’s aversions, like their 
resistance to certain types of issues. I'll give an example.  

Everybody says that cash flow statements are so important. There was this idea a few years 
back of having a direct cash flow statement. If you put that on the table everybody freezes. 
You cannot go down that path. There is a lot of sometimes rational, but playing the emotional 
arguments. Same with Fair Value Accounting, same with there are all kinds of issues, even the 
issue of Prudence.  

Is that an interesting question, but a very passionate, emotional argument, put forward, 
rather than a demonstration of why this is necessary, the consequences of not having that in 
the framework, that have been demonstrable, any piece of evidence is like coming to the 
same conclusion. This is what I am used to in my jurisdiction.  Please keep it that way because 
this is what I must do in my jurisdiction or in my world. That goes on in the accounting world, 
then the standards setting process coalition, in this highly subjective, it is a social construct.  

 

So, accounting is not technical and neutral but rather, it’s political? 

It is political. It is technical, of course is technical. That is the point, many people think. When 
you are in the accounting world, you are not even close to mathematics, totally, or 
engineering no, not at all it all about human behaviour it is about human biases, it is 
convention, right, and this convention it is not very clear why one convention is better than 
the other. Even the question of objectives of accounting, it evolves, like the whole decision 
usefulness mindset. It was not always the case that it was relatively recent; it came maybe 
from one jurisdiction and split over to the wider world.  

But yes, it is a very political aspect to very strong accounting. Even the board itself, if you look 
at dynamics as others mentioned in the Anglo-Saxon board members are more influential, 
but is it purely on technical strength, or purely based on tools of influence, used even in board 
settings. It is the charisma of the person, David Tweedie. They influence the rules ultimately. 
There are more persuasive, those who shout the loudest will tend to influence the rules more 
than others.  

 

Speaking about this political way of accounting. Do you think that FASB should 
integrate more concerns as an institution SEC concerns? Congress concerns? Or should it really 
stay technical with their own political process?  

I think they should be independent, when you are pushing for independence you are trying 
to push for an economic agenda, even economic is described as…a balance of a better 
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demonstration of benefits and costs, judgement should be made based on that. Real cost 
benefit analysis of the rules that have been designed. Whether you call that technical of 
course you need to understand the conventions, as accounting is a bunch of conventions, 
codified practices, in this accounting do that, so you need to understand it is in part a 
language, in part is a bunch of conventions but it is only meant to faithfully represent 
economic circumstances. The art of making sure that these conventions are actually doing 
what they are reported to be doing and that represents the economic circumstances. Yes, you 
may describe that as technical I guess, but the process of getting there, a kind of political 
processes, will still be there to some extent because you are engaging political, which means 
you are engaging with stakeholders and this engagement is one that is meant to be as 
objective and as balanced as possible or it is a special interest prevailing or supply evidence is 
getting more weight than should be the case.  

So, I think, moving away from evidence is getting more weight than should be the case, is 
certainly desirable. The role of congress, also. How do people get to Congress? They lobby 
right? Those who get more money can lobby more, they go there and their representative 
will agree to put forward their position and sometimes they are doing it well, but they are not 
really well placed when you are looking at what they are doing, they do not have the 
boundaries to look at issues in detail. You have a Congress person like the one who was 
speaking on leases standard and literally saying how that the sky is going to fall. I am sure he 
meant well, that is what he was told, right? But did he really have the time to do a detailed 
evaluation of the merits of whatever has been put forward to him? Probably not, and I see 
the same with a lot of well-meaning MEPs. Of course they have the people like you to do that, 
but sometimes you wonder, even the briefs that they’ve got, the others have a comparative 
advantage because they just focus on the lobby. Somebody from EFRAG that is what they are 
doing 24/7 thinking about these issues, engaging so many parties, reading all sorts of 
evidence.  

But the MEP has a much wider brief, so can he compete fairly, can he really put credible claims 
out there? Or will it be influenced by the last person he has spoken to? If he is only speaking 
to people who have got access to him, and then that person from the outside, like I know for 
example, some MEPs who had very strong interaction with this British institutional investors 
because … and this guy’s felt very strongly in aspects about IFRS, but this guy the MEPs are 
not talking free to a boarder universe of investors, so you will find some specific MEPs who 
will not just be airing what they hear from the people who have access to them and not 
necessarily a whole universe of investors that you try to reach there, via a consultative 
process, so there is a problem in that respect.  

 

How will you judge public good, coz EFRAG has to look at the European public good for 
the endorsement advice to the European Commission. This public good is vaguely defined 
really, would you say, because the Parliament or the Commission intervened in the process? 
It's a matter of public good?  
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That is a very technical question. Not technical in that sense. I am not very sure about that. I 
think accountability is public good and if every organ that has responsibility, a key 
responsibility has some level of accountability, I think that is desirable, I will not use the word 
public work because I do not know really what they mean in that context but, some level of 
accountability is a desirable situation.  But, if the ideas also encompass the notion of not 
conflicting with the economic objective, not creating externalities, not harming the public 
interest, is that notion is encompassed to that idea of public good? I would say, yes of course. 
That needs to be considered. 

 

Is there in the US any concerns or any reference to public good?  

No, not to my knowledge.   

 

  Is that socialism? 

Yeah…. (Laughing). It is a joke. No, exactly, even things like ESG is an interesting example 
where ESG are factors, actually part of the long-time investment decision making, but often 
they are being cast as tree hugging social values, but those are just labels, I don’t think they 
are well thought labels. I think in any system bodies need to be in a sense…designed ..that is 
why the authorities there have to step in and create the FASB or PCOB which came into being 
in 2003, again there were conflicts of interest that were evident, that is why Enron and the 
collapse of Anderson came into play and then they realised, lets create a body that regulates 
the audit profession and that body needs to be independent. So, there will be some political 
involvement, Sarbanes-Oxley were politicians, there was some political involvement in the 
creation of these entities. But once they are up and running, once you create them, you 
expect them to do their job and they are causing harm to society, one way or the other. So, 
once the system fails to work, you are left to your own devices, but if it fails to work, 
somebody has to hold them to account. And that is a very legitimate question.  

And I see it all over, whether it comes from the government, it comes from any stakeholder. 
I have seen it in the UK. The question must be raised around the FRC as well. There is a fear 
that they are too lenient towards the profession. And this is coming from investors, from 
investment bodies, when they are looking at the level of fines, various audit firms, various 
then have engaged or have had lapses in their professionalism seem to be getting a slap on 
their wrist, with a minimum fine.  

One stakeholder, in this case, investor, looks at... hang on… what is going on? Is there a 
problem with the design of that body? Is there a problem? I think those are legitimate 
questions, in the case of IASB, also, I would say, because IASB is a very unique body is not an 
acceptability question. But on devises the whole suboptimal structure is not really what it is 
intended to do, listening to its stakeholders more of a think tank, in a sanctuary that is IASB 
that is unduly influencing the rules that are set out there. It is meant to be independent but 
independent does not mean detached, or do your own thing and there are no consequences, 
independent is simply meant to be that you are making unbiased, I think unbiased is the word, 
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because independent connotes some kind of you can do your own thing and nobody is going 
to question. But regardless, I think that accountability has to, everybody that has important 
responsibility, including the IASB, including the FASB, has to have accountability and or it is 
fulfilling its mandate.  

 

Do you think EFRAG should extend its mandate? 

Yes. The EFRAG mandate is political, it is not by the Commission or the Parliament or for the 
money they receive.  

 

Where do you think EFRAG should go more? 

Because EFRAG is technical accounting standards, right? I think there is a realisation that, in 
Europe there is this situation of technical accounting standards, then you have CSR issues, like 
separate. I think that those two need to come together, the whole financial and non-financial 
divide is somewhat artificial. It needs to be somewhere a linkage of the two stronger 
information. EFRAG needs to …. 

 

We will get back to the non-financial thing. Do you think IASB is an independent 
regulator or industry self-regulator? Is it the similar type of with the IASB and FASB or is it a 
different type of independent regulator in the broad sense?  

In the main they are the same, of course they are different because of location and because 
of the jurisdictional, the variation in jurisdictional coverage, there are differences from that 
standpoint but in the main they are the same.  

 

Ok, because EFRAG thinks it is more an influencer, while IASB is more like a standard 
setter?  

EFRAG is influencer, a very unique body, it influences, but again because it is a degree of 
signing off, very similar to let’s say public authority, EFRAG more so, they have influence, like 
when it comes now to IFRS 17, now EFRAG becomes really important. But they are also 
important, for example when companies are trying to defer the adoption of IFRS 17, EFRAG 
will have views, they will put out comment letters and IASB will pay attention to that, but I do 
not think they have to, but they can actually go against EFRAG. But there will always be worry, 
that EFRAG will not forget… but, hopeful this assumption that everybody is grown up, it is not 
like I do what I want when it is my time to sign off, I will remember that.  

I do not think that they have this punitive mindset and if they were, there would be a concern, 
nobody wants to have a situation, just like in the US, the SEC is like a stakeholder, like any 
other, so they can issue comment letters to the FASB but you won’t want a situation whereby 
FASB just does what the SEC wants. Stakeholders are important but if SEC strikes a letter and 
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says I adopt this formal impairment, FASB automatically does that, nobody wants that. 
Nobody wants EFRAG to simply write to IASB and the IASB has to respond.  

 

What do you think of the IASB, sorry the EFRAG, it’s registered as an NGO, but it is a 
really particular non-governmental organisation, while it really deals with governments? How 
do you see this? 

It is private, I think that is why to be honest. I do not have a problem with that design. First of 
all, the EU is very unique, the multiple governments, so in a sense it is a balancing self-
regulation that it is in place. They should not be in front of …anyone in the government. Or 
even to present the EU position, they will already be a balancing off different country 
interests. It is very hard to exercise and to influence EFRAG. So, I do not see that as a problem 
at all.  

 

How do you see this? People do not normally lobby EFRAG or IASB but they lobby the 
Parliament; it goes the other way around. How do you see this architecture? Do you think it is 
bad, or is it good? 

You cannot stop it, it’s inevitable. Can you really stop lobbying? People, politicians have a 
clear role, so I think they are part of the ecosystem, as far as they are safe guards of the 
ecosystem, that is fine, I do not think it is a problem. People should put an opinion through 
all channels possible, even the media, politicians, I believe stakeholders, should explore every 
option possible to put forward their point of view. It is the duty of those who are in charge 
with different responsibilities to act in a balanced sense, so the politicians obviously will hear 
a particular point of view they will put it and is never, and it seems to work. When I think 
about IFRS 9 as an example, a very hard question here was asked, but on balance, when these 
questions came forward, it did not put the whole process to a hold, it did not stop an objective 
evaluation of the merit of IFRS 9. If an opinion is so off the wall there will always be substantial 
evidence at any point in time to come to that opinion, so even at the point of signing, the EC 
will have a role, the European Parliament will have a role. It will be so hard for the MEPs to 
totally override the whole chain without very strong evidence that is of similar quality or 
similar level to what was put forward.  

Do you think that EFRAG failed with IFRS 9 when they were not able to provide 
quantitative study, but only provide a qualitative one?  

I think that is not EFRAG’s specific failure. The European settings pushed for that, for more 
evidence you want a situation when it is a more objective standard setting, that needs to be 
a lot more progressive, even IASB has recognized that. They are looking at more research. 
They are internalising research a lot more than they were doing before. And EFRAG is just in 
a sense reflecting the state of play. It is not their failure; it is the things that stand right now. 
Everything tends to be more qualitative, anecdotal, rather than quantitative. When 
somebody pushes for EFRAG, like it was the case with IFRS 16, it was a good template that 
should be extended to every standard. There would be a case what the problem is, evidence 
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of the impact, evidence of the evaluation, of various externalities, even it means outsourcing 
to the bodies that can provide that evidence, as is the central bankers, the EBA, but you need 
that ecosystem that is very, I would say objective and relying on evidence rather than just 
opinions.  

That has been a problem forever. In part the challenge has to do with the nature of academic 
evidence as well. Coz academic evidence is deemed to be evidence, but it is very, it is not 
accessible for most practitioners, it is not compelling accounting which has some important 
data points, it is very hard for practitioners in fact it will be very dangerous to take it at face 
value, particular academics that tend to be in line half? Another half? And then you publish 
papers down the road and somebody proves what they were doing for the last study or last 
20 years, which is totally dubious, but at the time it seemed to be very credible.  

I will give you one example, to my knowledge, of how discretionary accruals are measured. 
There is just a whole bunch of studies that use a particular proxy and then the last few years 
you get this guy, gosh, I forget what is his name, he is a prominent academic, that proxy is just 
totally wrong, it is rubbish, and you see that the body of work is just misleading and useless, 
but before getting published on that basis. To get published you had to use those proxies and 
now later on …there is always that challenge. Take value relevance studies. I know there is a 
piece in 2001, which is a question of the premises of the value relevant studies whether the 
correlation causes causation, associations feeling informative on the value of information and 
somebody else comes up with a counter view point, so it is a game, academically and lot is 
very hard for practitioners to then say, you’ve proved this and often what they are doing is to 
look at past data and then in finding behaviour based on past data it is not really predictive, 
it is disinherit  useful and there should be a new requirement, how useful it is, how do I test, 
so I think academic needs to evolve, pass more behaviour, experimental type research and 
be made a lot more accessible and also being aligned to the incentives of policy makers 
because academic incentives are more to getting published in journals. That is all they really 
care about, getting published in journals is a noble objective, but who cares outside 
academics, who cares if you are published or not?  

 

Do you think that now since EFRAG has an academic board, it is something smart or 
just creates a total mess?  

I think it is smart and it is a step in the right direction. There used to be a bridge in between 
academics and practitioners. So, it’s a two-way adjustment, so the standards setting bodies 
including EFRAG, IASB need to pay attention to the evidence. I, for example, I attended the 
IFRS research conference. Did you attend that?  

 

Yes.  
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So, I thought it was fascinating.  I was fascinated by the people on pension, right and a long 
term invention and the implication. That kind of people …maybe not you, I find this an 
interesting type of study. That kind of engagement where practitioners are policy makers are 
exposed to evidence they need to consider, but also academics to stop being incentivized by 
studies that are predicated on just databases being available, or data being available, and in 
a sense, sometimes explaining the obvious, or just because it was said by a very smart 
methodology and economics, it is not really an interesting problem but it is econometrically 
elegant problem. If they get away from that, and see what EFRAG has done, will help that, it 
is two ways.  

 

We’ll go on the question of decision usefulness and primarily user group accounting. 
You said it is a technical process at the basis, politically and socially constructed. Who is 
accounting for? Is it mainly for investors or for society at large? 

The Conceptual Framework and I agree with that users’ investors. 

 

By investors you mean already the shareholders inside the company or potential 
shareholders?  

No, potential as well. Existing and potential shareholders, but I personally will go just further 
than just equity shareholders, providers of capital, lenders as well, fixed income investors 
have been an important constituency as well. And all while they’re involved in that process, 
so credit rating agencies are one example, their work is targeted at fixed income investors, so 
I see them also as users of primary financial statement information. 

 

So, when accounting is created, is it created for these primarily user groups and the 
other user groups to the extent they can fit in. Will they use accounts?  

I think that you have to take the point of view that in catering for, sometimes it is problematic 
in a way more than entitled, they are getting special treatment and why? What have they 
done to deserve it? I think the arguments made around the equity investors bear residual risk, 
but even that is debatable, really, when companies are really looking at bankruptcy situations 
and even at that situation it is not equity shareholders who bear residual risk in practice, that 
is somehow problematic.  

But, I think from the point of having a framework to come with the most information possible, 
it needs to be geared at the users of financial statements, so certain principles for example 
the notion of materiality, what is material information? To operational that you need to have 
a frame of reference and having the frame of reference that’s geared towards the user is the 
most helpful way of thinking about it. Then, it is also the reality that a particular set of users 
actually use the information to make decisions, real decisions. Many other stakeholders like 
customers. If I am a customer in a company, I buy their products, which means I only care 
about their products, but I do not care about much else, right? I care the company exists, but 



452 
 

the extent to which I am paying attention to, what the company’s doing and making decisions 
based on financial statements, is very limited, whereas for investors they have to, they really 
have to pay attention on a very systematic and sustained bases, so the best place to be the 
reference point of obtaining a robust and utility information. It is utility based arguments 
rather than rights, or … 

Risking money?  

Personally, I am not persuaded about this. Employees are at stakes, if the company goes bust, 
the employees, in my mind, provide a sort of capital. Financial capital is only a form of capital. 
Employees have stakes, suppliers have stakes, customers have stakes, all stakeholders are 
important, it is not just to provide money that is important to a company. Personally, I do not 
subscribe to that viewpoint. It has to be very strong in the US but I am not persuaded by it 
and there are very strong arguments that can be made even from a legal standpoint, you 
know, it shouldn’t be all about shareholders while maximisation. Just an operation and 
instrumentalist prospect when I am thinking of utility information and which audience 
actually uses the information in a meaningful way, it is the investors. And not all investors, I 
agree, the chain is quite complicated. Some never use financial information, passive funds 
and many just rely on data aggregated, but there is somebody out there that has to go and 
all through the financial statements that get that information. The value-oriented investors 
have to look at the notes in quite some detail, they are not nuggets to the accounts, but who 
else does that? Out of curiosity of interest, it’s nothing at stake, but if I make money, because 
I support arbitrage opportunities during the financial crisis, reading the 10K or reading the 
notes in a lot more details, I will be able to make good profit. I will be able to short sudden 
stocks because of what I have been doing in my homework, in my financial footnotes. That’s 
a very different mindset for somebody who is just intellectually curious.  

 

Where do governments, or fiscal authorities fit in this story?  

Yeah it could start…again, tax rules are different again, it depends to some extent on the 
account information, a whole different set of tax rules. Yes, there is some level of interest, 
but again, it is not like there is some level of interest, but I don’t think it’s the same level that 
investors have, because for the tax authorities all they try to ensure is that they paid the right 
amount of tax in a point in time, but they are not trying to make sure that the companies are 
going concern, what its value be in five years’ time. I do not think that level of analysis takes 
place. For this amount you paid me it is the real among you should have paid me?  That is an 
important consideration, but it is not as far reaching as the objectives of the investors.  

There used to be something called Prudence which the regulators liked, but it was not 
liked by the profession, and it was, for this reason, taken away from the Conceptual 
Framework, but under pressure from the Parliament, they put it back. How do you judge this 
Prudence? 

Did they actually put it back, or was it more a promise? 
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IASB made a promise to the European Parliament to actually put it physically back, but 
Prudence means different things to different people. Even if it was…. 

I think it was word games, because it means different things to different people and they 
know that so the issue of Prudence was whether accounting is not neutral but is actually 
conservative in all cases and I think, by extension, again,  there are various issues that come 
and play there, particularly when fair value accounting has become more widespread, there 
are many who are against fair value accounting and the saw Prudence as being one stake to 
beat that all fair value accounting went with.  

So, it is not Prudence to adjust the value of assets, so, they are also pushing for conservatism 
and Prudence was the vehicle for getting that. But I think the challenge is what does it mean 
in practice and in accounting, is it or does it have sufficient safeguard? The IASB has argued 
that they steal some elements of Prudence like asset recognition has higher thresholds for 
recognizing assets then the is for recognizing liability, so there is an asymmetry there which 
they argue is prudent, and within specific standards, they can demonstrate, I cannot 
remember all those examples, but there are very specific demonstrations. I think Philippe 
Danjou from IASB has given a speech where he was able to break it down and show within 
specific standards Prudence considerations have come to mind. But it is very tough. It is one 
of these that I have evidence that I have done, you may not feel like I’ve done it, but it is very 
easy for them... so take revenue recognition, I can think of revenue recognition.  

To my mind when I look at IFRS 15 their requirements are a lot less prudent than it was the 
case. So, their consideration is now, you can recognize that, whereas before it was a much 
higher threshold than before for recognizing various considerations. But they do have 
instances where, like for licensing arrangements they’ll say you can’t do that, they say you are 
prudent because you can’t do that... Even when you can recognize the probability thresholds 
that are in place, then they'll say that that is Prudence because you need a very high 
probability before you can recognize. So, in practice the direction of travel I think has moved 
more towards neutrality to this trade-off. Accounting has always had this trade-off of 
relevance providing the relevant information and providing the most reliable information.  

So, traditionally Prudence was seen as only half-staff in the financial statements if they are 
totally reliable. But the counter argument is that you were missing out on providing relevant 
information. Even those, like, take Barou (!?) as an example. He is one of those who at one 
level, headlined level is speaking for both sides of his month. He is against fair value 
accounting, is really for the old type of accounting. Heavy on income statement recognition, 
minimum fair values, but at the same time he is suggesting intangibles should be recognized 
on the balance sheet. In recognizing that conceptual inconsistency he says that it should be 
on an amortized cost basis. You can see that in his own mind it is a balancing act he is playing 
with, because at one level he desires Prudence, but when you are totally prudent then you 
do not recognize intangible assets, but you realise it is useful to recognize intangible assets 
and he kind of comes to this compromise which is stuck in between.  

So, for European authorities I think, that, like my experience of these discussions, it depends 
on what kind of audience you are talking to. So, the institutional investors were really 
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concerned about Prudence. Their concern was that dividends were being paid based on 
unrealized gains, right? But again, that seems to be more like a governance short fall because 
it is clearly what’s unrealized gains in the financial statements? Then it is really up to the 
management and both in charge of governance, to understand what is distributable and what 
is not. You cannot say, I am blindly, because it is in the performance measurement, because 
it has to be automatically fitted to my formula. I cannot strip out what’s irrelevant for the 
purposes of my contract, and I would say the same with prudential regulators. They always 
have flexibility to tell how capital, what capital adequacy requirements will be. You cannot 
say that the accounting information system forced you to do things in a particular way, to 
adjust your rules, for that way it is a bit of a …  

I think understanding the objectives of accounting and how to deal with the accounting 
information. For the political authorities I am not sure to what extent as it is more an 
ideological issue, sometimes I have to understand what words mean. Sometimes at fair value, 
it is good to be prudent. How can you choose not to be prudent, right? It seems to be a 
desirable good of Prudence in accounting. But in terms of, say, how it does that translate to 
recognition measure, recognition measurements, approaches, presentation changes, what 
needs to go through the OCI, what needs to go through the income statement, you never got 
a sense that the political authorities were really extending their arguments to that. It was just 
more, to have it in the Conceptual Framework, we just wanted it there. So, why do you want 
it there? Why is it so important? What is the consequence of it being there?  

 

So, even though it’s missing, it’s still applied?  And when you apply it, can it go as widely 
as not overstating your assets and understanding liabilities? Be careful with your calculation? 

Exactly and your contract as well it is really management as well, coz accounting has 
contractual objectives, so governance, the compensation you pay to executives, dividends 
you pay to shareholders. You cannot just argue that the accounting information forces you to 
do things in a particular way. You should exercise judgement, decide what’s appropriate for 
each and every of those contracts.  

 

Is Prudence having any influence on fair value accounting?  

I think, so, again, there is the issue of a …so Prudence is a very special word. In accounting it 
was always the relevant versus the reliability question.  The question for reliability of fair 
values. At one level the sudden type of fair values is not an issue, because there are 
observable, market prices, but I think the challenge is when you got level 3 type of fair values 
or where they are less observable and in scope for manipulation. So clearly should you not 
recognize it because the measurements could be dubious, right? Or could you have 
safeguards such that the user of information is able to know that the estimation error, within 
that measurement, and is this issue confined with fair value accounting on that question, no.  

Estimation error cannot be caused with amortized costs.  So, fair value, the issue could be 
how they are measured?  Their actual measurement could be biased to that,  and an  
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amortized cost regime in some cases you depend on fair value, as well, like impairment on 
the bases of a fair value, so you can’t get away from it, but you could also play the timing, so 
here is also subjectivity there, so I think you really need to think around the governance 
around these estimation errors,  and the governance includes better disclosures to better use 
the information ,and also just  that corporate governance would be audit quality, those who 
are in charge of governance need to intend not to mislead the public and investors in what 
they are communicating and that is not a real problem of the accounting standards. So, if this 
is a trade-off between, if I take the point of view that the fair values providing relevant 
information, is creating transparency relative to the historical costs regime, it is an enhanced 
transparency, then it should be a fair value measurement approach. With the help people 
need to be aware of the information risk that is associated with fair value. So, Prudence again 
I think of course it is an issue, but I’ve seen as a reliability versus trade-offs, always in place 
and I think that as society or as things get more sophisticated, reliability concerns should also 
diminish, because there will be multiple sources of information. Even with intangibles with 
will be hard to value, I suspect in 50 years’ time there will be lots more practice discovery, lots 
more alternative sources of information readily accessible to stakeholders, so it will be much 
harder to be fooled by what company tells you, than was the case 10 years ago, or will be the 
case now, so reliability will be less of an issue further down the road.  

 

I guess so. Can you expand on that, there was a shift from the historical cost 
measurement to fair value accounting which allows the IASB recommendation that financial 
reporting should be a faithful representation of assets values, right?  Do you think that is 
reliability rather than faithful representation that gives asset evaluation not based on market 
value but rather based on estimates and modelling? 

I missed the last detail, so ...if you think that it should be reinstalled with reliability rather than 
faithful representation so assets evaluations are not based on market values but rather on 
other estimates? 

The question is whether, or, so faithful representation is neutrality, not biased one way or the 
other, that is how I understand it, but reliability also has the aspects that are desirable, like 
verifiability of information. The IASB, I do not know if I am getting this right, to argue that 
reliability is part of faithful representation. If you disagree with them, like if you sort of break 
it down to what you are getting. If I am looking at verifiability, I think that is desirable, like 
auditors need to be able to ascertain the veracity of what has been reported. But even that, 
something is coming to mind, it is actually a change, particularly, I would disagree, if you are 
based on modelling, particularly when you start with a model, the range of credible values is 
wider, it is more measurement and certainty. In a sense it is less verifiable because it is matter 
of what I am saying is like the range of acceptable values is broader so you can, how do you 
say… that is not precisely right.  

 

Well, we still have level 1, level 2 and level 3, so we can say it is marked to market, 
mark to model and mark to magic? Keep the 3 Ms.  
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But if it is marked to magic, keep level 3, when you look at the sensitivity and this was in the 
context I saw this in the context of an academic paper that came a few years back to look at 
(!?) One of the level 3 assets in securities. If you did a sensitivity analysis of 2% the range of 
values would be something like 50-time materiality, audit materiality. So, how does the 
auditor actually go and with that wide range of possible value, right? How does the auditor 
then go and say for a fact that whatever is being reported is wrong or right? It is a lot harder 
for level 3 assets. Mark to magic it is a lot harder to go and verify those, so reliability is a lot 
lower for those types of assets, even emphasising it, is meaningless because it is inherently 
harder to do.  

 

Is it historical costs a solution to not to get these estimates?  

But that is the point.  It is always a trade-off; they are all desirable attributes, right? So, there 
is relevance. You need the information, but it is good information, can I make partially good 
information useful? I think this is where things have settled down. Give people partially good 
information, that is a signal of something and give them the tools to make it useful. I think 
that is better than avoiding, I think the worst outcome is avoiding giving the information at 
all, because it is not reliable.  

 

Ok, what do you think about this shift, like ‘financialization’ of accounting? This is what 
it really is about?  

Alright, so the whole market efficiency. The things being predicated on, I think, of course level 
1 depends on observable market prices, but even those prices as we know easy rationality, 
irrational exuberance, stock markets have bubbles I think is not recognition, but again is that 
case of...it is helpful to give people partially good information than no information at all?  

So, I think it is a question of investors’ duty, really, take it but take it with a pinch of salt. It is 
better to have it than not to have it. I think it is a better starting point, even what could be, 
even dodgy estimates. Give me your opinion. When investors are engaging with companies,  
they judge the intrinsic value of companies, they can go at blind, kind of so called, and I am 
tired of hearing that, but I never know how they do it , like in case of banks, I look at the bank 
loan book and somehow, because I understand the economic environment and all that, and I 
got some historical viewpoints, I am able to precisely guess the impact of sudden changes in 
economic parameters on the book of Deutche Bank and Dexia Bank, without any company 
specific engagement.  

I find that very questionable...it is not logical, no matter how skilled I am. So, I am saying giving 
me a blunt judgement and it is up to me to make adjustments to that judgement reconciling  
with my view of the world and all that, and come to what is acceptable to me. If I am not 
doing that, that’s my problem. Anything arises from so many standards, leases is one example, 
those obligations, those who argue that, that obligation is meaningless, the calculation is not 
complete, etc. but it is a better starting point, than not having that information at all.  
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Ok. I understand. What about other sorts of information like non-financial reporting? 
Do you think that investors are really looking at that, do you think it increases the complexity 
or simplifies understanding? 

Actually, that is a very fascinating question. Increase complexity? No. Are they looking at it? 
Not to the extent that they should…because it is pertinent to be...it is integral to judge the 
prospect of the companies and in some cases, it is quite evident like climate risk, right? How 
will it affect insurance companies; in certain sectors it is clearly evident, whereby the 
regulation changes, the climate regulation changes, the products, the market sizes change, 
the branding strategies may result in cost efficiencies, may result in liabilities, where the cases 
such as BP and Volkswagen, there are cases clearly evident, what is wrong when the stock 
price goes down, because these factors are relevant. There are others who are apparently 
relevant, but hard to, like human capital....  

 

Are you an asset or a liability? It is a joke.  

I am not sure...it’s all major diversity, you know financial directing, we see reports on financial 
diversity, but what does that mean? There is a company, is it better because it scores high on 
that? So, in fact it links to a clear card, you need a mosaic of information to judge how good 
the human capital is? When does that spill over to financial impact? So, I think the challenge 
is the translatability to financial impact and unfortunately companies taking a very 
compliance-oriented approach to communicate this information. So, it is not really 
translatable to financial impact, so it is harder for investors to pay attention to these factors. 
But should they? Of course, they should. You can’t see how all these climate risks, corruption, 
there are places where there is high corruption, how you manage your people, the culture 
within your company, of course these are differentiators of good and bad companies.  

 

Is this affecting stewardship? 

Exactly. You judge stewardship, you also judge the long-term value of companies. Lots of 
studies have shown that there is a paper from Aviva. I am not sure if you see that paper, it 
came last year. There is a paper I could send to you, it was just showing how the whole system 
is designed for investors to be short term oriented, the whole sales side, corporate standards 
being introduced. They have an ecosystem that is just designed to have a short term 
orientation and a lot needs to be done to reorient investors to long term, including providing 
research that enables long term investment judgement, because, currently what exists is 
useful analysis, or short term analysis oriented, but not really that long term oriented 
information. There is also another research piece that I saw, from I think called 2 EYEs which 
is showing that companies with complex commitments are much are longer than what they 
disclose and what investors as for, the kind of engagements that they have, so investors are 
not really looking at company long term investment strategies, they are more focused and 
companies also conforming to what investors are interested in, which is much more shorter 
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term orientation. So, in this respect, the non-financial information which is the real key part 
of this long-term outlay needs to be fitted into the investment process. 

 

What do you think about numbers and narratives? Is this non-financial reporting 
simplifying the understanding of numbers as you would really know what is behind that 
number, or it is just adding to the length and complexity? 

I think it is probably the latter. Showing that companies with complex commitments are much. 
If you provide information, I think that is why the integrated reporting initiative that is very 
important because it pushes to create connectivity, in the absence of that you are just adding 
layers, which as you said is increasing complexity and that can be a challenge for regulation 
in general. It is very risk reporting and all kinds of layers of reporting that are not connected 
and I think it as being currently executed, probably adding complexity, but I wouldn’t take it 
away, I think you need to go further to creating connectivity, rather than just trying to, say, 
reducing complexity, but not providing the information at all. So, the integrated reporting 
approach is very, it is one way of thinking about it. Show how the 6 capitals or different 
capitals are interconnected, what’s material across these different types of capitals. That is 
the key.  

 

What do you think about the lack of standardisation in non-financial reporting as there 
are about 400 packages? 

Oh yes, there is a cacophony.  

 

Yes, you got GRI, one of the major developers… 

We would have very wild guesses. Yes, that is the point, so you got GRI and in the US is that 
SASB. It has existed since 2012, it is the Sustainability Accounting Standards Board, then you 
have the Climate Disclosures Standards Board, but I would say that CDSB is more...some of 
these are just smaller frameworks. The financial stability board was described in just one 
standard climate risk, the EU non-financial directive, stock exchanges requirements within 
countries, France, India, Australia, they all have specific requirements, from an investor 
standpoint, and I think, from a company standpoint. From an investor standpoint it is just 
confusion because it is not clear which framework should be developed more, should there 
be aligned, what are the differences, what is the materiality of a framework against another, 
so that confusion is real.   

From a company standpoint, I think people are increasingly engaging with these issues. So, 
companies are in a difficult position, because even if they do not have specified requirements 
they get questionnaires from investors and other stakeholders and are still having to report, 
but that just creates far more confusion because every audience out there will just send a 
different questionnaire and that’s burdensome for companies as well. So, I think you have a 
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situation where you got a well-defined framework for reporting these issues would be a big 
development.  

 

Do you believe more in the EU ones, the international ones or the American ones?  

The EU one, the challenge is because we have principle-based standards, but in a field that is 
quite recent, where you have to say to companies that they don't do the right thing. What 
they believe is appropriate, do the right thing, my sense is, companies just do not do that, 
they need to be told what to do, or they are playing the compliance game, right? So, you get 
some kind of meaningless metrics, but they’re conformed with the requirements, report on 
corruption, report on ...on... for me this diversity issue, it has just been totally hijacked 
because, what is the objective?  

The idea is diversity, you are creating cognitive diversity, you are minimising bias, you are 
creating more accountability, all that, but the objective sort of got lost, has gone more down 
there, almost, not fairness argument, but...it is the nice thing to do. You look like a good 
person if you do it. You are a fairer company if you got more women on the board, more 
people who are different, and this happens a lot and is very subjective because diversity has 
so many vectors, gender, ethnicity, sexuality, once one group is catered for, all these special 
groups, special walking groups, quotas, it is a big deal.  I think about good objectives, how do 
you take it to the next level? Same with independence, it can be abused. I am independent, 
but does independence mean lack of accountability? Are independent businesses leading to 
greater efficiency? Is independence actually leading to less bias? If it is not, then it should not 
be a sacred value. I see the same with diversity, if it is up to better performing or more 
effective organisation, it should not be pushed just for the sake of pushing it. But the 
distinction is not made, just say, do that.  

 

Do you think it should be a business model, in particular to financial and non-financial 
reporting, like a framework to structure it? 

Yes. I think so, based on the business model, is that your question?  

 Yes.  

Yes, because apart from that, thinking about these GHG emissions, even for banks, about the 
GHG emissions, totally relevant for a bank,  saving paper, think about what is material, are 
you crowding out, what really matters for your business model, by giving me staff that is more 
relevant to another industry, so it is a bit of that, mixing and matching and that is why I am in 
favour of the US model, SASB in particular, cause they are ..I know,  not everybody is in  favour 
of their approach because they feel like they are too prescriptive, they come up  with very 
specific metrics, but the premises of their standards is industry specific standards. So, they 
consider what’s material. They are trying to obtain what is material, different business models 
and those are the metrics that they recommend and not one size fit all type model.  
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Across the board I think you hear these also, I think that accounting in general the business 
model in general, it keeps getting into conversation, maybe not in rigorous manner, but it 
came into IFRS 9 business model, but I think it is a challenge in general, we’ve got the general 
reporting frameworks, which at some level enables comparability across industries as well 
which is a desirable status to be able to  look at similar transactions across industries, but 
increasingly you see the view point on useful information.  

It only makes sense to use the business model level... in the sense that in requirements you 
need to start with the business model and define those requirements but this is not the way 
to be designed, in a sense like it has been retrofitted the whole business model discussion, it 
been retrofitted into this general reporting world. But it is important for investors, the 
business model I think is key, you got it, it is the starting point.  

If I want to understand IFRS 17 it is pointless to start with real information IFRS 17 first, spend 
enough time understanding insurance models extensively first, and then, at the tail end, think 
about accounting requirements, that is the logical flow.  

 

One more question, is that in your opinion that the regulation of accounting has 
delivered high quality financial reporting or is disclosure just becoming too detailed and 
extensive? It’s kind of two questions in one, really. 

Yes, it is, there is corporate improvement, even high-quality accounting information is the 
one area with a highly successful global experiment. IFRS has been a great success. It is hard 
to think about any other comparable regulatory effort out there, financial regulatory, out 
there at the same level. I would say in the mainstream it has been a large success, disclosures 
has also being enhanced significantly over time, yet the traditional challenges, some of the 
questions that we were talking about, like reliability, always existed in one form or another, 
the application of fair value, this 100 year old type argument, it may seem so pronounced at 
a point in time, but there are long standing arguments and they depend on the economic 
cycle as well.  

The disclosure overload ...too detailed...to be honest, I do not agree to that...that is less of a 
concern, I think about the broader proliferation of data and information, generally, so the 
issues are... you need to create connectivity and optimize the communication. I do not think 
the issue is the information, you probably need more information because companies are not 
fully transparent, IFRS 15 was one example, whereby there is recognition that revenue 
disclosures were poor, but in the same time you hear about a disclosure overload, whereas 
the top line has barely got any disclosures. So, they are areas where improvement is needed, 
but the question of coming up with a framework that makes it parsimonious, that makes it 
consumable, and makes it easily accessible to the users of financial statements, it is not that 
it is too much. People that are incapable of...we are incapable of that. 

 

  Yes, but if accounting is also for society at large? 
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Yes, but do they use it? 

 

I don’t think so, really. 

And it goes to my earlier point, they design it for those who actually use it. So, as a customer 
you actually read...when you are going to buy a computer are you going to read the financial 
statements? You don’t. You don’t read Apple’s quarterly releases before you buy it? I think 
the details is that narrative, but I think it is wrong, with technology is creating disruptions and 
it is about people getting sophisticated enough to deal with the proliferation of information. 
Information will even be more. Are you going to stop big data because of information 
overload and enhanced insights you may get? The enhanced predictability you may get from 
big data. Are you going to say no, don’t harness that capacity because I got enough? if you do 
that you are going to be impacted as an investor, you’d be out of business and I just think 
society will be much poorer, rather than enhancing the processing ability to stop the 
generation of information.  

 

What about IFRS 9? It was 20 pages more than IAS 39, was that a simplification? 
Because it’s this improvement in quality in financial reporting, IFRS 9 is an improvement, 
especially the change in the incurred loss model.  

My view is that I disagree with that. I totally disagree with that. I thought it is a very reactive 
approach towards, in fact, I never really understood why they’ve got financial instruments to 
the table, and if they did, they did not fulfil what they promised to do, which was to reduce 
complexity. At the time IAS 39 was too complex, so is IFRS 9, it’s quite complex. They may 
argue like, they say hedge accounting requirements are simplified, but that is .. simpler for 
whom accounting is a very bespoken approach. If I look at the bottom line, from a user 
standpoint, I invest better. If I am able to gauge the risk management effectiveness of 
companies, I would say yes. But I think what they did was to reduce the compliance for 
companies, so yes there is a simplification there, but not user interpretation complexity.  

Classification, no. It is as complex as the categories...it is complex. ECL (!?) is more complex I 
think so, because it integrates credit risk management also with impairments, I think from a 
bank standpoint, they have to upgrade their systems and all that. are investors, are they more 
informed by the ECL (!?), you get a sense of the more timely write offs, but your point on your 
own judgments about credit deterioration, they’ll still be judgments, the whole 12 months 
expected, a lot of it is very judgmental full lifetime expected model, when you made the 
judgement, so it is hard to say it is less complex.  

 

Is this complexity coming because IASB and FASB want to show off how smart they are, 
or just to explain the money they use? 

There is a risk of that.  
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Or economic reality become increasingly complex?  

First of all, I think to be fair to them, they respond in the context of the crisis. So there is a 
problem during the crises, there was a pacific problem of too little too late, but if that was 
the problem, I guess there is the issue of classification. So, classification may have had some 
role as well, right? That’s when it was pushed to be classified and amortized cost basis and 
perhaps just have requirements that reduced that barriers to moving to amortized costs. 
Maybe there is an opportunity to do that, but why did they decide to do a wholesale, overall? 
It was not necessarily clear why. 

I think your broader question is if accounting standard setters should be engaging with heavy 
topics. I don’t know if they do that with malicious intent, but it is inevitable that everybody 
has to keep busy.  I think also there is an aspect of that, I think that risk also extends to EFRAG 
as well. The time when there was no such topic, it is fascinating to you as an accountant, if 
you engaged in some intellectual indulgence in the topic, or is there a real problem out there 
and it is demonstrably a big problem out there and I know one example on that, is the 
liabilities and equity project. You know the financial instruments characteristic of that. I hear 
it is a big issue for the banks. But it keeps coming to users, what is the boundary between 
liabilities and equity, but these kinds of issues have been existing for about 30 years and they 
could not come up with answers, they are keeping away the same problem. It is a bit of ‘Hey, 
are you doing this?’ because...or goodwill impairment, should goodwill be amortized or 
should be impaired, we can have all kinds of philosophical discussion about that. So, there is 
always that risk of indulging, come to nothing type projects. Is that a waste, that is deadweight 
losses associated with that? Maybe. So, there is always that risk.  

 

The last question here, if you are to think US FASB and IFRS, there is a hierarchy of law, 
like primary law, secondary law and common law, as defined in the UK, in the US it may be a 
bit different, it more common law, where would you say US GAAP fits in and where would you 
say IFRS fits in? 

In the law? That is very European. 

 

Is it a law, actually, to begin with? 

No, I think, it is more of a mindset of a European cause I think that common law is more of a  
disassociation, what you have codify requirements and ensure complying with those 
requirements, or as in the continental France, the legal framework is different and that could 
in a sense, extent the mindset towards accounting requirements, whereas to my mind, it is a 
very precise question, in the Anglo-Saxon setting is more a decoupling, it is not seen as law.  
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Some people would say it is law, some people would say it is something unique - 
accounting standards.  

I do not see it as law. I see it as....coz law has some notion, again, what is law?  Law is this 
notion of the right thing to do. While in accounting, the aspects of one judgement or the 
other, is less....is more professional judgement.  

I agree that law... when you have to drive on the right or when you have to drive on the left, 
there is no right thing to do , it’s about consistency, to comply, but law in itself is also rights, 
the right is to some extent even  a morality issue there, but accounting, maybe so, but, myself 
is that there is less of it being seen as codified, totally codified, totally rigid requirements, 
judgement is not required, it’s specified comprehensively due to that.  

 

In the US it’s more prescriptive, US GAAP is a bit more rigid than the IFRS? 

You got me there! Because the US is a very tedious society. So, in the US really. Look at...it is 
a very good point. So, the institutional setting there, I mean totally...I don’t think I am rebating 
what I am saying is that it is almost a mindset, in the US people are very litigious so that in a 
sense influences how standards are set. There is an inclination to be more prescriptive. I think 
that you are right, you have proven your case. Principle based standards are more tuned to 
litigious environments than to prescriptive standards which are influenced by a culture of 
being held accountable and there being legal penalties for misleading or distorting 
information.  

I think you are right. It is a problem I think in the ...coz people are trying to gain the system, 
the whole problem of structuring and all that and what is more pronounced in the US, because 
of that, very legalistic mindset.   
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PAA ENG D6 
 

We start with the first general question, if you want to describe your background and 
your responsibilities in your current position? 

I am a Member at ICAEW, a chartered accountant, I was in practice for some time then moved 
to a technical role, being at the ICAEW since 1999. I am Head of financial reporting audit and 
assurance. So, Audit and assurance only, since last month, head of financial reporting now. 
Generally, my background… I am responsible for policy, all financial reporting matters and 
also now audit and assurance.  

 

So, what would be your current responsibilities, what do you do? 

I oversee the determination of ICAEW policy in relation to financial reporting, audit and 
assurance, I oversee the production of guidance and assistance for ICAEW members in both 
of these areas and I oversee and contribute to production for leadership reports for ICAEW 
particularly present in the area of financial reporting. 

 

In the academic literature there is this idea that accounting is a self-regulated industry. On a 
scale from 1 to 10, where 1 is strong external regulation while 10 is completely self-regulated, 
where do you rate the financial reporting? 

Is this in the United Kingdom? Or in the EU? 

 

More like the EU. We are talking financial reporting rather than wider forms of 
reporting.  

I would say if 10 is complete self-regulation something like, give a second to think, I 
think I put an 8, sorry, a 3, so in other words it is high regulated in my opinion.  

 

So, 1 is governmental regulation, while 10 is self-regulation.  

So, 3.  

 

You say that it is a strong governmental control? 

Well a strong regulatory control.  

 

Why would you say this, because the Parliament steps only at the end of the process 
where IASB issues the standards?  
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Well, again it is a matter if one is talking about IFRS or about the UK, the various national 
GAAPs, coz you will have a distinction to be drawn there. I was thinking in both the terms, 
collectively, the general position across the board. I don’t think it would change if we are 
thinking purely about IFRS, because IFRSs are mandatory to be followed by listed companies 
in the EU, there are no exceptions to be made there, it is the law. So, there are standards to 
be followed, laid down in law, judgements to be made about these standards, depends how 
rules based there are, nevertheless there are enforcement mechanisms to support that, but 
obviously my experience is more in the UK environment but there is a great level of 
enforcement oversight from the UK regulator to check if these standards are followed, so I 
would call that a pretty regulated system.  

 

OK. Would you consider ICAEW a regulator? 

Well, it is a regulator of some aspects of its Members. It shares that responsibility with the 
Financial Reporting Council, but in the area of listed company reporting the responsibility lies 
with the Financial Reporting Council. When it comes to other entities whether is in the private 
or public interest, ICAEW has a significant regulatory role, but in doing that it has to work with 
the Financial Reporting Council. So, it has a significant role, but, but, it’s in partnership with 
the Financial Reporting Council and the Financial Reporting Council has a dominant role when 
it comes to IFRS reporting matters.  

 

Would you make a distinction between a standard setter and a regulator in the 
financial reporting industry?  

The UK Financial Reporting Council is a joint regulator and standard setter in relation to non-
IFRS reporting, so certainly there is a distinction because the IFRS standards are set by the 
IASB which is an international body without direct accountability to national institutions and 
those standards under the EU law are excepted after endorsement to be followed by all 
entities in the EU in all jurisdictions, but are covered by the regulation.  

So, I draw a distinction there, but it is less clear of a distinction when it comes to national 
GAAP, but it different to jurisdiction, FRC is a primarily regulator but also a standard setter, it 
can do both things, but it is nevertheless one body and clearly benefit of the alignment carried 
out by a single entity and that is of course different in the EU jurisdictions.  

 

Because you are involved with auditors as well, is that correct? 

Yes, but it is fairly new to me in terms of details. I cannot comment.  

 

Because the auditors have a certain degree of freedom when auditing and there is a 
lot of judgement involved, would you consider the auditor playing the regulator? 
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I think that audits are part of an enforcement system and I don’t think that I am acquainted 
with being a regulator. I think it is a clear distinction but there is an enforcement ecosystem 
and having statutory independence is a very important component of that. Regulation is 
undertaken by public interest entities, so the Financial Reporting Council is a regulator, so it 
is a clear distinction to be drawn there.  

 

OK. Do you believe that a wide range of stakeholders is now involved in the regulation 
of the accounting practice? 

I don’t think it is quite true to say that a wider group of stakeholders is involved in regulation, 
if we are talking about the practice of financial reporting, unless you see practice as 
organisations, but there is certainly more consideration and liaison with other stakeholders 
in consideration to the scope and generally of reporting to stakeholders. It is not an 
involvement in regulation, but an involvement in setting the expectations. For corporate 
reporting it is a matter of great interest. In the UK, the Financial Reporting Council is 
considering, and the government through legislation is considering clarifying the 
responsibilities of directors of companies to wider stakeholders, not specifically in terms of 
reporting, but that flows through the expectation of what is to be included in the strategic 
report of companies in the UK. So, there is much more consideration of stakeholders and their 
needs but it is an ongoing emerging area of attention and currently I don’t think is right to say 
that regulation is generally focused on wider stakeholders but is becoming an aspect of 
regulation when it comes to responsibilities and that actually include thinking about 
reporting, but that is very much an emerging area, where there are a lot of initiatives and 
guidance and recognition of the wider stakeholder in the non-financial information directive, 
which has just come in effect, but I don’t particularly remember how you worded your 
question, but wider stakeholders are not particularly involved to setting that regulation, but 
there is more consideration of their needs, when accounting requirements are set.  

 

What are the roles of IASB and FASB in the regulation of accounting? 

I think it is fair to say there are the two principal accounting standards setters in the word, at 
least to say, for the major publicly listed companies, so they have a major role to play. 
Certainly, the role of the IASB has become more prominent in many parts of the world, less 
so in the US, where the FASB is very influential, fewer jurisdictions now require reporting 
under the US jurisdiction, so there is a switch in the predominance of the two standards there. 
So, IFRS is very influential around the world, but America is still the primarily economy in the 
world, with very major cooperation around the globe, where the standard is set by the US. 
FASB is still critical, so I think, one still hopes for these efforts to keep these two sets of 
standards broadly aligned for the benefit of those who apply standards and for those who 
have to understand financial statements and the bridges under the two systems.  
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Would you say that because IASB has Americans on board, the US has a double say in 
setting standards? 

I don’t think, but you can correct me, that any serving members of FASB also serves on the 
IASB, but there are people on IASB with American citizenship and possibly a background in 
the American stand setting. Personally, I do not have any great concern about that. I think it 
is important for the IASB to draw the best expertise in standard setting around the world and 
there is this very strong tradition in the United States and inevitably even at this stage of 
standard setting around the word is beneficial to that experience in the USA. I think, if it is 
encouraging alignment in between the two standards that is a good thing.  

It is clearly an issue to take account of, the US does not use IFRS standards formally, but when 
thinking about trustees, another element, but thinking about the IASB it needs to clearly have 
representation of all the IFRS user markets. I think it would be unhelpful to rule of the US 
board, and I also think that there is a legitimate US interest in IFRS, as many subsidiaries of 
US companies around the world use IFRS and there are some that hope there will be further 
movement towards IFRS reporting in due course in the United States, so it would be 
counterproductive to be too strict on the geographical and nationality of the members of the 
IASB.  

 

How do you judge the stakeholder’s involvement in the board of the IASB? 

What I listed to in discussion with a small group of individuals and I tend to list to a group of 
people interested in good corporate reporting a looking to improve the quality and 
transparency of the standards around the world, so I do not tend to think of it in terms of 
balance of power, and do not see particular, predictable split of opinion that reflects national, 
geographical or occupation background.  

I see very good people that were selected because they have a good understanding of 
financial reporting from different backgrounds, standard setting or applying the standards , 
so I do not find it very political or I see it as one of the strong feature that other standard 
settings do not have that are representing very much their national constituency for example, 
or regulatory constituency, I do not think that tends to be the case with the IASB which I think 
is why it is very effective standard setting model.  

 

Would you make a difference in between the opinions of the board members of the 
IASB who are paid by the IASB, and they keep a certain degree of independence and the board 
of EFRAG where they are paid by their mother companies, being them BIG four, regulators, 
banking, insurers, whatever they are? 

Well, both, the IASB has diverse source of revenues, that includes the professional firms, I am 
not familiar necessarily with all the financial arrangements, but the IASB should attract fuds 
from a wide range of constituencies, businesses, and accountancy forms but I am not aware 
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of evidence of that particular independence. With EFRAG I am not sure, so perhaps you can 
explain why EFRAG is different? 

 

Because board members at EFRAG are not paid by EFRAG but by the originating 
company.  

Oh, I see.  That is a very interesting point. I am not aware of any of such impacts, but it is a 
legitimate question that would probably need itself to inquiry and further consideration, but 
I do not have a view. I can see how it might impact the decision-making process. I would hope 
that it doesn’t.  It will be interesting to look at the evidence of that in practice.  

 

Do you think that there is a need for accounting regulatory bodies, like the IASB and 
EFRAG to be directly accountable to the European Parliament? 

Europe is a fairly major constituency of the IASB, and I am pleased to know the efforts of the 
IFRS Foundation to improve its relationships with the European Institutions, be aware and 
take account of the view of parliamentarians and the EU institutional framework. You have to 
be aware that the IASB it is a global organisation for them to be a formal accountability to the 
Parliament there clearly is a clear oversight from the Parliament and I think they have the 
ability to reject the endorsement decisions, so I think that it is beneficial that there is that 
democratic accountability aspect to the IFRS endorsement process in the EU , but I wouldn’t 
be calling for a more formal or direct process of accountability. I am not aware of that being 
strongly supported among the European stakeholders. It is a very interesting question and I 
would not have advocated that myself.  

  

How would you judge in between being accountable to the Parliament and staying 
independent? 

Well, I think that the IASB clearly is accountable to all its major stakeholders, it has to be part 
of its processes to be reaching out these stakeholders and the way that was done has 
improved a lot since IASB was founded, and that is not to say that it couldn’t be better, I think 
there is an underlying need to allow the technical independence of the IASB to continue we 
the public oversight as well as the trustees and I think that it is important to introduce that 
dimension to the accountability process and there is a balance to be struck and I think that 
the experience of the international Accounting Standards Committee before the IASB was 
founded, wasn’t good when it was that much reference back to national standard setters or 
national institution as it did not produce particularly good standard setting process as one 
doesn’t… but that is not to say a great deal around that standard setting process to ensure 
adequate accountability and transparency of the process and good and due process that now 
has reached proper liaison and communication to key stakeholders like the Parliament.  

Do you think that this endorsement process of the European Parliament changed the 
objectives of the financial reporting?  
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I think that the minds of standard setters and others interested in financial reporting to the 
economic and wider consequences of financial reporting, I do think that it is important for 
both consequences to be considered and evaluated in a cross benefit assessment approach 
and I think it will be referenced to a common good in the EU endorsement process, it is a good 
one and I know there were difficulties or perhaps different views of what they might mean, 
but I think it is sufficient consensus about that to improve the general quality of the standards 
setting and I think for example EFRAG’s work in the impact assessment of the IFRS 16 is good 
step forward in the process of understanding the equilibrium and the wider implications of 
these standards.  

I would just say that the ICAEW just started a leadership project on the whole process of 
impact assessment which might throw some light on these questions.  

 

OK. We now go to the second section of the interview on the purpose and objectives 
of international financial reporting. The first question here is, the core objective here financial 
reporting is on how the reporting entity should provide transparent financial reporting that is 
a decision useful to a primarily user group of investors. Do you agree that this is the primarily 
user group of financial reporting?  

Well, you have to be careful and define the terms involved there. It is a very lively debate and 
of course you know that we had one the other night about who the users are of corporate 
reporting and whether there is a need for different reports the needs of these wider 
stakeholders and I think that the focus of IFRS standard setters of investors and other capital 
providers it is probably the right one and it needs to be kept under revision this wider 
evaluation of the expectation of wider stakeholders, it is discussed and debated and 
addressed increasingly in platforms of communications by companies. But probably, one is 
talking about IFRS supporting, one would focus, it would be significant risk involved in 
changing the focus, there will be significant risk involved, because IFRS report, I think it is fair 
to say but you may have access to other evidence, but our work and other work that I’ve seen 
suggests that there is a degree of trust from investors in IFRS reporting that facilitates the 
probability and transparency that investors looking across the world for better opportunities 
require.  

So, I think maintaining their focus of the IFRS standard setting on that count user group, not 
making due reference, as I think is the case with the likely value of those to other users making 
that reference at the same time. There is much to be debated about the wider context of 
reporting more generally and of course there were a lot of initiatives, like integrated reporting 
or improved narrative reporting, other forms of communication, specific reports, 
sustainability reports, so one example in the UK, particular to all sorts of stakeholders, has its 
place as well. So, I think, there is a distinction to be drawn between initiatives that address 
the needs of wider stakeholders and in effect the corporate communications, as a result, the 
actual core, financial would-be part of a larger information set that investors do value, but 
that whole area needs to be looked at with some care.  
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FASB mandate is to develop standards for shareholders while IASB develop standards 
for stakeholder, maybe also society at large. Do you think that this is a democratic set due to 
the EU?  

So, are you drawing a parallel in between the IASB and FASB’s target audience? 

Yes, exactly.  

I do not think it is because of the EU that a wider user group is articulated, but I might be 
wrong, it is a time when IFRS term to reference were… financial reports have a wide social 
impact, while shareholders and stakeholders remain our primarily audience. Then, there is a 
need to be aware of wider stakeholders’ interest. To be honest I am not sure why or when 
FASB terms of reference was drawn to focus only on shareholders or what the significance of 
that in terms of the implication in terms of standard set by the FASB is, but I certainly, support 
what the current IFRS is focus on the literature, but how much of an impact that has on the 
standard setting by the IASB as opposed to the standard setting by FASB and I am not really 
sure, I sort of suspect a huge practical impact but there are other evidence to consider there.  

 

Ok. With regards to the Conceptual Framework the IASB removed Prudence as a 
governing principle. In your opinion is it necessary for financial reporting to adhere to a 
prudent approach in recording financial information for users?     

Well I think that in the judgements that are made in applying the IFRS standards there is 
always an expectation to be a reasonably prudent approach, so I do not think that is 
particularly controversial. There was a discussion about where that concept fits within the 
IFRS Conceptual Framework, but I am supportive of the plans to include, to reinclude some 
sort of reference to Prudence in the new Conceptual Framework. When that is finally 
published it will be useful in clarifying what the intention of the standard is and the way the 
expectations will be applied. I think it’s been an interesting debate on why Prudence was 
removed from the framework in 2010 I think it was it, and it was a debate ever since, and 
there will be some better guidance in the role Prudence plays in the Conceptual Framework 
when we finally see it, later this year I think. 

 

Ok. This is a long one. The shift from the historical cost measurement to fair value 
accounting aligns with the IASB recommendation that financial reporting should be faithful 
representation of assets. Now, the question is, do you think we should reinstall reliability 
rather than faithful representation given that many assets valuations are not based on market 
value but funded upon estimates and modelling?   

Well, that is a difficult one. There was a lot of debate on reference on otherwise to a liability 
in the IASB literature. I am not convinced that is necessary to make separate reference to a 
liability, it is encapsulated in the concept of faithful representation, but I do not have 
particularly strong views, so I have with what the IASB has blended there, but I am aware 
there are concerns amongst others and we have debates here at the ICAEW for and against 
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but it has not been a strong feeling that a reference to a liability, you know, a separate, one, 
higher status. Currently, not a strong view on that, but I am not convinced there is a need to 
change that.  

 

Do you believe that historical cost can be imprudent and allow certain modelling as 
much as FVA? 

What does that mean? Imprudent? Accounting is not a precise science? And I do not think 
that anyone, measurement basis, necessarily provides the best information in it, in all 
circumstances, and I think that is the circumstances of your question. There are certainly cases 
when historical costing isn’t helpful as a measurement basis in terms of usefulness of the 
information provided in the financial statements, so I am not sure about in Prudence per say, 
but it is a good case, in certain circumstances that I think they were discussed a very great 
deal over the last few years over the place of measuring the fair value in the right 
circumstances, so I think a mix model remains the most appropriate one when it comes to 
measurement, it is not as ordinary as perhaps we would like, but it is a recognition in the 
practical sense, there are circumstances where historical cost it is appropriate and 
informative and there are certainly some situation where it isn’t and other methods are much 
more meaningful, users are concerned.  

 

There are not that many questions left.  

Ok. In recent years there has been pressure on reporting entities to discuss additional non-
financial information related to the stewardship of resources by management including social 
and climate related disclosures. Do you believe that these changes will enhance the objectives 
and purposes of financial reporting or add to their length and complexity?  

Well. The answer is that it can be either of those things or both of those things and I think it 
is an area where it is a real need for a dispassionate case for mandating additional disclosures 
or not and the case for those to be included in the annual report or elsewhere, but I think it 
is a fairly difficult debate and I think it is still played out and there is certainly many 
improvements to the disclosures of non-financial information and the requirements to do 
that, and there is little doubt in my mind that this led to an enhancement of the value of 
report, thinking in particularly of the UK experience, there are demands and calls for far more 
disclosure and the Task Force for the Climate Related Disclosures causes one of those even 
though is one of the voluntary ones. I think that those demands and calls bring with them a 
danger of an excessive amount of information in the annual report. I do not think necessarily 
adding to the length of the annual report is a bad thing, it is more a matter of clarity of layout 
and the structure of the report and the cohesiveness and linkages in that report, which count 
more than the actual number of pages.  

It is a fascinating aspect, the number of pages, and how they tend to increase, but they have 
all sorts of regulatory reasons. In the UK they added to the lengths of the reports and they’ve 
been determined by the regulators, rather than standard setters particularly concerned about 



472 
 

financial reporting aspects, of the overall report. So, the length it is not always a bad think, 
but I think the important thing is that they do not lead to a lack of cohesion and clarity in the 
report which is why the companies present a layout in the communication, so in the UK may 
be additional regulatory reports they can led to layers and layers of new reporting which is 
kind of obscure the important narrative about the companies, performance and impacts.  

There is a need to improve additional disclosures in annual reports, but there are also other 
places where that information might be included, so that is particularly the case with the 
climate related disclosures, so one does not really want to see twenty or a hundred pages of 
data on carbon emissions in an annual report. These disclosures must be material to the 
company and you must have the ability to understand these impacts on the company and the 
company's impact on the environment generally.  

From the annual report if you are an investor considering the prospects and impacts for the 
company, but you should be able to drill down the detail outside of the annual report and 
should be kept a very careful consideration of what should be mandated in that annual report 
and not in every case the same disclosures are applicable for each and every company. It is a 
bit of a dangerous game to mandate, significant amount of new disclosures in the legislation, 
and to sit there for a very long time, and it is quite difficult to change that. As necessary as 
the issues and the way they are considered information is considered relevant or available, 
all those things evolved but the legislation tends to be pretty static.    

There are otherwise encouraging disclosures and other ways of disclosing some of the details 
as well.  

 

Do you think that it might be useful to be reported under different types of business 
models to structure financial and non-financial information?  

Yes. I do. I think that the focus on the company is articulating the disclosures. In some cases 
their business model is a good one, is an important one and certainly in the UK there has been 
improvement in that area. It has been a requirement to disclose data and this model is since 
2013 or 2014 I forget, in the strategic report in the UK.  

Other companies are struggling to do that well that has been an interesting process , because 
one would expect boards to have a good draft and how the business model links to the 
company strategy, like KPI and so on, I do not think that was always the case, so I think it been 
useful to the boards mind the business model and the risks to the business model and the age 
of rapid technological and social change. I think it’s been useful in organisations to see that 
the model is articulated, better understood and of course is better for investors which are 
primarily purpose is to be disclosed in the accounts of course. Before these disclosures are 
really good, and the linkages make to strategies and drivers of the business and the risk and 
opportunities involved are made very well and routinely provide, really helpful and 
transparent information, but I do think it is moving in the right direction and there are quite 
significant improvements in reporting, at least in the UK, I have to keep saying, in recent years, 
but I am not sure how far it has progressed in all parts of the EU, but I do note that the non-
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financial information direction, I think I am right in saying that there is a requirement across 
the EU at least companies of a certain size to make disclosures about and we might see better 
information across the European Union in future. So that is a good thing and needs to be kept 
under review, to see if companies need more help or encouragement in that direction.  

 

There are two more questions and the weekend can start, I guess. In your opinion do 
you believe that the regulation of accounting has delivered high quality financial reporting or 
disclosures are too detailed and extensive? 

Well, I think there are a few different problems there as IFRS disclosures has grown without 
any particular structure or wider consideration on their impact on general understandability 
of the financial report and there has been a maybe a misunderstanding about the way the 
standards are written and all the disclosures that have to be made, regardless of materiality, 
may be problem of users that ask questions when disclosures are missing, preferably on the 
ground of materiality,  preferably that the companies to make those disclosures, so all the 
stakeholders involved need to come together and work towards more meaningful and 
relevant disclosures in reports to show that the right information is disclosed and no more.  

 

The big problem in disclosure generally in governance, requires more and more details to be 
disclosed for the purposes of social policy, regulatory policy, even the back half of the account 
leads to the overall disclosure burden. So, I think the IASB from what is looking at principles 
of disclosure but it will take a consolidated effort from regulators, and users and preparers to 
try to get it right and probably they will try to periodically, as problems will creep back in 
standard setting and house preparation and lesson over time and lessons that are learned 
and then forgotten. You need to be constantly vigilant in this area to see where we are in 
terms of good reporting, but generally I think it is a good time to make an effort and the IASB 
is generally doing that.  

 

What do you think about public good? Do you think it should be an actual standard of 
public good? 

An accounting standard? 

Yes.  

Aaa. I am not quite sure what you have in mind there.  

 

EFRAG is using public good criteria when they endorse the standards. 

I see.   
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Do you think they should get it as an actual standard? 

My instinct is to say no, but public good it is a pretty important concept and is relevant when 
jurisdictions have a sovereign right and decide to accept or not IFRS standards, and I think 
whether is the public good, the common good, those are important concepts for judging the 
wider impact of regulation of all sorts, including standards. I would expect the accounting 
standard setter to be cognitive of the public good when writing new standards, but I am note 
sure if that is something I would expect to see an accounting standard on the feature of high 
level of conceptual documents of the IFRS and I am not sure what references of that nature 
there are currently without looking at the revised Conceptual Framework. But the public 
interest I believe is what the IFRS Foundation is seeking to address, so I am not sure how much 
distinction will be withdrawn in between public good and common good, but it is certainly an 
overarching principle in all of these things.  

I don’t see the case, it could be set out as a proposal that I would understand better, but at 
the moment I am not sure about the case for any sort of standard on the public good. Having 
an understanding of what the public good means is helpful to all of us in accounting, auditing. 
There are important points of reference.  

 

The last question, it is very very technical. In terms of hierarchy of law in the UK, where 
would the accounting standards, like the IFRS fit? 

 

Aaa, there are requirements in the UK law, but I am not a lawyer so I am not sure how to 
answer the question properly, but they are part of the UK law, IFRS. The reference needs to 
be changed after the UK leaves the EU, but they have the force of law, if my understanding is 
right but I am not sure, they have equal weight with the other UK legislation I would 
understand, but I am not a lawyer, so I might be getting that wrong.    

I would not draw a distinction between IFRS and other requirements in the UK law, like a full 
requirement to follow those, so I am not sure what the issues might really be there. So, I am 
afraid I cannot answer to that one.  

  



475 
 

CRA ENG E1 
 

Can you describe your background and current responsibilities in your current position? 

My background, I started with Ernst and Young in capital markets auditing so I 
qualified there and within 1 year I was working in controls, and regulation, a bit. Then, I moved 
to industry, I worked there for more than 7 years, so I was previously as an advisor in technical 
accounting, and recently I am working as an in-house advisor and rating analyst and also look 
at what changes internally and externally in accounting mean for us.  

 

Generally accounting is perceived at least in the academic literature as being self-
regulated. On a scale from 1 to 10, where 1 is government controlled, while 10 is 
predominantly self-regulated, where would you place accounting?  

 

You include auditing?  

No. 

  

I think is true, because accounting gets self-regulated to the extent is public 
accounting where accounting are publicly disclose, analyst look into it, ask question, there are 
a lot of stakeholders looking into it, so it is a scrutiny so you can say that it is self, it is a strong 
self-accountability in there. But having said that, there are a few occasions where you see 
accounting being below the stands, so you do need some kind of check and balances as well. 
Now on a ranking, I think it will be around 4.  

 

So, is there a bit of too much government getting involved there? 

From that perspective, I think, currently it will be a bit lighter. So, I would say 6. The way I 
would like it to be 4.   

 

So, you will like it to be 4, but it is 6? 

Yes.  

 

How do you judge the element of public good into the standards?  

Public good is basically about providing more transparent accounts, timely disclosure, that is 
public good. Different stakeholders have different perspectives, but if you get the information 
on time and it is very relevant, that is public good, I think. It is the main, I would say, criteria.  
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Can the public good be promoted by private companies like the IASB?  

So, you are asking for a corporate perspective? I think that the corporate perspective is 
increasing shareholder wealth. That is the privately objective, where anything else comes 
secondary.  That will be like in conflict with the public good. I think.  

 

It will be what? Sorry?  

It will be in conflict with the public good, because public good will be more like, I think, like 
environmental concerns and other staff that is not primarily objective. But of course, now 
because it is well connected, there is a perception so they are pressurised to it. I don’t think 
the main objective is to prioritise stakeholder wealth.  

 

Do you think is there a wider range of stakeholders involved in accounting standards 
setting then it used to be in the past? 

Yes. There is. I think because I think the more stakeholder involved I is because of different 
perspectives, like environmental concerns so they like to know what is happening, if and how 
the numbers are generated, if the company does profit or not in relation to other staff. From 
that perspective they do have an influence.  For example, when the financial crisis happened,  
there was a lot of push from a lot of stakeholders that wished it would be more Prudence and 
that influence accounting changing from a different perspective. So, I would say yes, there is 
a wide range of stakeholders involved.  

 

In terms of IASB and FASB, think about the board, how well do you think stakeholders 
are represented? 

I think they consider everybody, but it will be difficult for me to comment on that specific 
point.  

 

Can you comment on the role of IASB in setting accounting standards?  

I think they do public calibration, they listen to everyone, they consolidate comment letters, 
like different stakeholders and their perspectives, they balance that up, so I do think they do 
a good job, taking also stakeholders concerns.  

 

What do you think about EFRAG?  

EFRAG, I do consult quite regularly. I think that bodies like this should be more involved in 
looking at other stuff, and provide feedback, so they play a very important part. 



477 
 

 

Both of them are self-regulators in a way or another, would you make a difference in 
between EFRAG and IASB?  

I think yes, they are self-regulatory and they have because I think the board operate openly 
and publicly, so you understand their perspectives and points so I do not think I have any 
additional comments on that.  

 

Do you think they should be more accountable to the European Parliament, 
Commission, National Governments, for the work they are doing?  

That is an interesting question because the European Parliament...they should be accountable 
to the European parliament. That is the short answer.  

 

You said the scale is 6, but you would wish it would be 4. 

Yes. 

So, do you think that it should be more accountable?  

You should also have ... what I meant it was like, because I do not think, there was looking 
thinking from accounting perspective the quality of accounts. Like standards are at one place, 
this is what you should do, but how preparers use and apply those accounts is a different set. 
From that perspective I think they should be more regulation, which is already what ESMA is 
doing. They inspect accounts, they publish stuff that should be given more priority. From that 
perspective there should be more regulation and more resources in there. But as far as the 
bodies are concerned, I think they are self-regulated and they are publicly transparent, and 
from this perspective it improves governance so I think I do not have additional comments. 
Just wanted to clarify.  

 

There is something called smart regulation where public and private interaction. If you 
think of one second audit, auditors because of their level of judgement that they can apply, 
would they be a bit on regulators’ side or not really? 

I think auditing profession needs to be revisited. Because auditing is still, for example, why do 
they have to do on sample based and automation and technology can help you do 100%. That 
is one point. Second, is more and more judgement come in with the new round of standards 
becoming live and think you have limited resources and information so would make a 
judgement call and rely management representation latter to get that, if it true or not. I think 
from that perspective auditing need to revisited, they should be more pressure on them than 
judgement, they should have more data and judgement should be based on a data driven 
basis. Audit need to be revisited. Audit is not fit for time.  
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What about accounting? Accountants apply some judgement as well. Would you 
consider them a bit of regulators or standards setters?  

I think accounting… do they apply judgement? and they are scrutinised aggressively from 
different stakeholders? They have to answer questions and that effectively makes them to 
apply judgement properly. One thing with analysts is that they do not have first-hand 
information as auditors have. That is why it is very important auditors more thoroughly as 
they are the first line of questioning, they have the data. The only thing they need to do, need 
to start, I said somewhere, and firms as well, audit need to change. Stop involving those 
analytical skills and we look into it and challenge management more, rather than just relying 
on management representation and that everything is fine and true and fair. Does this answer 
your question?  

 

Yes. Do you think that investors are still the primarily group that IASB has in mind when 
standards are created and if there is a decision usefulness into accounts, while they invested, 
or something needs to be modified?  

I think the main objective is investors and that is correctly they are the providers of financing 
and capital. I think that is true, from my perspective.  

 

What about you as a credit agency? Would you consider yourself as a secondary user 
of account?  

I think we are probably users, because we use the data, so we are primarily users. How do 
you differentiate between primarily and secondary?  

 

This is what I try to discover. 

Secondary is like you get some numbers as a secondary source of information. You do not 
look directly into the accounts; the numbers are thrown in indirectly. We are primarily users 
because we look at every quarter.  

 

Society at large, for instance, is a secondary group of users?  

Yes. You can say that. They are key stakeholders, tax authorities, regulatory bodies, 
shareholders, investors, rating agencies, equity analysts, they are thinking you be primarily 
and all the rest are secondary.  

 

FVA allows a lot of judgement into it and there is a risk of estimates and modelling. 
Would you consider that historical cost would be a better model or it implies as much as 
volatility as fair value? 
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That is true that FVA creates more volatility. But I give an example that FVA is just like a mirror, 
it shows you what has happened at that point in time. So, FVA is creating more volatility 
because there is more volatility in the market. Accounting itself I do not think is strong. It is 
because of the usage of accounts, FVA is more current, it provides more latest trends and I 
think that is definitely helpful from an analyst's perspective. So, I do not think so, but there is 
a question that comes in, where FVA is especially in level 3 securities, where it is so subjective 
that it literally depends on management view. And should that be about under FVA 
accounting or should that be allowed under FVA, but it should also have a disclosure for HCA 
and reasons why it is continuously moving up and down, which I think is the right approach 
to give prospects and it represent that disclosure itself it would limit the abuse of that FVA.  

 

How do you judge the interaction in between a firm and the market? The firm tries 
maybe to stay stable but it has to address itself to the market for the evaluations. Is accounting 
done or not for stability of the firm or rather for markets?  

There is a risk that sometimes accounting is used to present a picture that everything is fine, 
stable, and it is not. That is what we commented on the IASB framework, the argument 
against Prudence coming back. It should be neutral, whatever is happening it should be 
reflected because the risk of Prudence is that you could create provision in bad times based 
on judgments and then when good times come in you keep it and you try to reverse that 
provision to smooth things up, because there is a risk in there. What is why it should be 
conflicted as it is, based on the underline volatility, circularity, economic changes, it should 
be reflected as it is, I think.  

 

So, would you connect it more to reliability or…? (he stops me and starts talking) 

I think accounting should present numbers what they are to the truest, whatever is 
economics, rather than just a... for example revenue recognition standard is a very good 
standard. it provides you, because of derives criteria, push you at… you should recognize 
revenue, should unbundle because previously thinks were bundle and looks like very stable, 
but underline they were segments, one was loss making, one was very profitable, but that is 
helpful for us. So, yes. if it is more, timely, more accurate to the underline economic is more 
reliable.  

 

That makes sense. You have here a study on non-financial reporting. What do you 
mean by non-financial reporting? 

ESG.  

The interaction between them is making accounting more lengthy and complex or is 
simplifying the reality because....(stops me) 
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ESG is for companies to... there is a one thing I want to let you know is like, within primarily 
users there are two pressure groups: short-term and long-term pressure groups. Short-term 
pressure groups have more noise and I think remuneration is another bit that kicks in there. 
Now, what ESG is doing is giving a bit of noise to long-term, like sustainability. What it does 
to other factors and from that perspective I think it is good. It requires money to give a bit 
longer view and I think is positive.   

 

How would you define long term investment?  

Long-term view is basically, is how the business is sustainable is the long-term for example if 
you are entirely dependent on all based energy production, while short-time you might say it 
is cheaper, you can get it, how long-term is sustainable, I think ESG come in making these 
questions so I think is positive from that angle. I gave a simplified example. You can apply it 
much wider as well.  

 

The EP has now a working group of people trying to define long-term investment, so 
they are working on a proper definition to it. Can you give some hints on what long term is? 

It is like in 10 -15 years, how where you are going, that is strategic thinking that shows you 
what they are thinking in the long term. I think that was a discussion we had in UK, FRC role, 
in reliability and risk reporting that is exactly what I told them. They need to tell us what they 
think in the long term, rather than short term risk, where you are the market volatility, so we 
are going to do this, lower rates less share buyback, as that decreases our remuneration as 
well as shareholder remuneration, but in the long term what is going to happen?  

Like, I think, ESG asks those questions. How your supply chain replies to much on, from certain 
jurisdiction which can be problematic, so that long-term suitability I think provides you good 
information.  

 

This obviously adds to the number of pages of a report, being separate or integrated. 
Is this simplifying understanding, or just making the report lengthier and more complex?  

Look, you have more stakeholders and to address more stakeholders you need to address 
them with additional information. From our perspective you will not see expanding it is a 
problem.  

 

Would you say investors would look at ESG as well? Or they will not really care?  

They are working on it. So, I cannot comment on due care. I do expect it will start keeping in. 
It is not ESG, we are also looking at the other thing like climate changes, the disclosure coming 
is additional it is an issue.  
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Do you think it should be a business model specific to structure the way info is present 
in integrated reporting?  

I generally look into detail in integrated reporting, so I cannot comment on that. Business 
model I had a discussion , I think business model disclosure should come in. more strongly 
that they should tell us and they should not just tell us only what the business model is now, 
they should tell us how the business model will be in 3 to 10 years’ time, that include supply 
chains, how this commodities and I think that is very important just to show how long-term 
developed being, making profits or be suitable.  

 

There are some commentaries to say accounting is nowadays too lengthy and 
complex. Is this happening because reality, economic reality is too complex, or because 
accounting as a profession tries to justify itself?  

No, I do not think that is true, I think accounting is getting complex and will continue to get 
complex, more and more judgement will be involved, and one reason for that is because we 
have a lot more to add on current value. Current values from have, because HCA was 
previously. You just did this and reported, that was straight forward to audit, that was straight 
forward to report, straight forward to explain. I just got this 400 000, that is what is paid. 
When I say I pay this and I revalue and I think it is gonna work 200 000 you ask the question 
why do you report that 200 000, because that is the value you think it will be, and what 
benefits will I get, that tells the move to current reporting.  

Insurance will be going into current reporting and a lot of others are going in that direction. 
What that means is you will have more judgement involved, so accounting will be complex. 
And also is complex because business underline are involved in different activities, previously 
you look at 30-40 years accounting and companies just produced soaps and sold those sops 
mostly domestic. Now they have supply chains spread out across because of globalizations 
and to diversify they also have (!?) like they do a lot of different staff. Under one umbrella so 
and then from there on pricing or strategic perspective pricing is done differently like if you 
get just for is expensive, but if you get 3 and 4 good and services together is slightly cheaper, 
so it is complex. So, I do not think accounting is to be blame for that. Is the world we live in.  

 

IFRS 9 against IAS 39 is 20 pages more, is that because additional explanations simplify 
the standards or expands it? 

IFRS 9 is one standard where I would think accounting has been scratched, because you are 
making, bringing macroeconomics, like if you kept to FVA for certain securities, or equities, 
but IFRS 9 is bringing in basally illiquid portfolios and you are asking them to value the credit 
risk. I think that is very changing for the accounting profession. It has lot of implications, I 
think, lot of European bodies are looking into it, so I do not to comment on too much, but 
from accounting perspective that is challenging, because it includes so much, multi discipline, 
you need to do forecasting, what you expect mortgage market will be, what the property 
prices will be, how the economy will be performed, and I think that brings in an element of 
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speculation which  I think will be a challenge and could have some other implications. I think 
you need to draw a line as well, where you want accounting to be because we have moved 
from historical to current accounting but how further do you want to extend that. There 
should be some kind of limit to it. That is my perspective.   

 

Any extra info you want to give? 

Yes. Auditing needs to change. I don’t think auditing is it for purpose it is still stuck on what 
HCA account, I think that needs to move and with the technology and resources and 
information I think they should be challenging much more and other think I ...to make that 
happen it is the regulators they need to start looking into auditing, quality of audits. Because 
if you start thinking about the quality of audit, as soon as the quality of audits will improve, 
the quality of accounting will improve because of the application which will be reflected. So, 
I think ESMA does a great job, SEC does a great job.  

 

Do you think that PIOB, which is also a self-regulator financed by the European 
Parliament? 

Sorry which one? 

Public International Oversight Board.  

I am not aware of them.  

 

They are part of IFAC and deal with audit. Do you think they are the public good of 
accounting?  

I am not aware; I cannot comment on that. But I think generally, you need to improve the 
quality of audits and I think only by improving quality of audits you will improve the quality of 
application of standards because standards if you look at a space, they provide more 
information, more (!?) and that should also improve.  

 

How would you comment on this? The European Parliament gives money to 
associations IASB and EFRAG and an audit one. Because EP provides them with money, they 
have to stay independent. Do you think this is the right approach or there should be another 
balance, or agreement to be done? 

It is a difficult question to me, because it is effectively the same question like in the US as well. 
They do provide, by common issues have checks and balances you can manage that. Those 
self-governing bodies they are transparent, they put everything on public, they disclose what 
they are doing, why there are going, so I think improves governance, and it also reduces that 
risk of independence, just focusing on accounting, if you want to improve quality of 
accounting you need to improve quality of audit. That is a key message I would say.  
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BIG ENG E1 
 

Hello there, this is the director of the EU policy centre excellence based in Brussels. I’m an 
auditor in my background, now dealing with more regulatory affairs for 3 years in Brussels, 
prior to that I’ve been working in the audit function of the FMM (!?). 

Ok, BIG ENG E1, hello, you read a bit about the catchy outline in advance, so that actually 
pretty much answers the first question. The questionnaire is divided into two: regulations of 
accounting and the objectives of financial reporting. You’ve seen many research questions I’ve 
had so I guess we kick start with the second one.  

 

In terms of from one to ten, where one is external regulation and ten itself pure self-
regulation, what do you mark accounting in terms of governing the financial regulation? 

Well, I would note it somewhere around 4, 5 and the reason why I’ve taken this position will 
explain itself in the upcoming replies to the following questions. So, this is a pure mark and a 
thing that’s to a little bit more of an inside of why I took such a position, where you better go 
through the rest of the questionnaire and when the things will appear, we’ll put them 
together. 

 

Ok, so, do you believe that a wider range of stakeholders is now involved in regulation 
of the accounting process? 

The ones based in Brussels, they live in EU institutions, I would be focusing on the process of 
endorsing. If threats, which is the one thing I’m mostly up to and as if the IFRS might take a 
little bit more longer time and should also get a little bit into how the governor of the IFRS 
Foundation is based and could be a little bit patchy. What are my says that when it comes to 
the endorsement process and it comes to the EU, I believe that it’s great that the governance 
of EFRAG has been reformed. In my opinion there have been some reliance to corners 
involved at least in general assembly level which are part of the endorsement process, so not 
only the accountancy profession is there, but a wide group of stakeholders including  
organisations like Business Europe, Associations of the corporative banks and European 
banking federation and as well as European Federation of Insurance, which means that for 
sure it’s not only the profession in terms of accounting which is taking part in the governance 
IFRS . 

 

OK, talking about self-regulators, there is something historic between the IASB and 
FASB. They have a different approach in regulating. If you look on the web site FASB has, it 
mentions only stakeholders, while the IASB is for stakeholders and shareholders. How do you 
see the role of the IASB and FASB? 
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Well, the FASB is very much as IASB’s approach and I actually was struggling taking a position 
from a European perspective, also the general framework of the IASB is different based on 
the approach. I would focus a little bit more on the IASB and in my opinion to be 100% when 
it comes to the composition of the governance of bodies like IASB and IFRS Foundation we 
have still too much representative from the profession and potentially they still kind of lack 
representatives from other stakeholders and there are still some step forwards to be done 
even in terms of how the European Union contributes both, financial upon the view and in 
terms of what kind of professionals Europe is actually contributing to the governance of the 
international standard setter. 

 

Ok, because the Norwalk Agreement kind of failed, would it favour more competition 
in between the three organisations? 

What do you mean through more competition? 

 

Well, the IFRS is allowed only to limit the extent to the US, mainly to European and 
international companies, not to domestic ones, whereas the FASB approach is typical to the 
US.  So? 

Well, in my opinion this is something that consists of the idea of International Financial 
Standards from the very beginning. Ideally, in the long run that should have met some kind of 
conversions among the two sets of standards, but it doesn’t look like it’s any longer such a big 
deal of an appetite on the US side. It’s not something that we, an international community, 
can do, so there is the US to take a different approach in conversions. I’m fully convinced that 
on the international side, for the IASB and the IFRS conversion side there is an appetite for 
conversions and it’s really hard to say if it’s the same with the US, but once again, it’s 
something I never processed as feeling not being busy with the US. There is a declaration of 
the governing bodies and from the FASB it looks like it’s not a project that might be finalised 
in the short run. That’s kind of stepping back, in my opinion. 

 

Think about another institutional relationship, where these organisations should be 
more accountable to the European Parliament and national governments. Do you think this is 
a good approach or would this hinder those organisations being independent in their work? 

Well, independence and accountability is always a matter of finding the right balance. In my 
opinion at the present stage there is something of what it takes in between accountability 
and independence. I was mentioning that accountability and independence of the IFRS 
Foundation members create the milestone which would be inspiring the selection of 
resource, and to get the good balance, the right balance in this representation we should 
simply apply the democracy principle, but once again accountability is not only the 
representation of law investigation, inspiring the selection process, sectors’ members. 
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OK, what can you say about public good being integrated in accounting standards? 

Well, that’s a critical thing, just mentioning that public is good is a pillar and element that’s 
only one part of the coin, sure in general public good is an element which is good for 
accounting standards but it has to be reached with the right balance between accountability 
of the members of the standards setters, and that could be the only element guiding the 
selection of accountancy standards –standards setters. 

 

Do you think all those organisations, self-regulators should be more like community 
interest companies? Like private companies for public good? 

Well, once again, I believe that when it comes to the current governance of the international 
bodies and European advisor bodies like the IFRS, like EFRAG, their structure and their 
governance has been recently reformed and, in my opinion, they’re working fine. I would give 
them a chance before thinking if EFRAG will change their governance again, as the current 
structure, to me, looks appropriate and let’s give them a chance to operate and see if they 
are good at it, as has been the case so far. 

 

Ok, that was the first part of the interview, now we go to the second one to about six 
questions on purpose and objectives of international reporting and the first question is: The 
core objective of financial reporting is to focus on reporting entities which should provide 
transparent financial reporting that reports directly to the investors. Do you agree that it is 
the primarily user group for reporting purposes? 

This is, I would say, between inverted commas, kind of a political question, so I wouldn’t say 
that investors are the primarily users’ group to be targeted. It depends on which kind of 
accounting standards are we talking about, first of all, when it comes to the accounting 
standards for listed entities, for other entities that deal with the use of the public money, then 
for sure investors are one of the most relevant stakeholders that kind of standards are 
thought for. Though I would say accounting standards are relevant as well, at least as relevant 
for other groups of stakeholders like for instance the shareholders, the owners themselves 
and more and more accounting standards are getting relevant for other groups of 
stakeholders which may appear external to the main interest of the company like the public 
at large, but actually they are getting more and more involved in what companies are doing 
more and more interesting and this is something that I reflected even in the way companies 
are providing their information to the public so investors for sure are one of the most relevant 
stakeholders interested by the accounting standard setting procedure, though I would say not 
the only one, at least owners in the community where the companies are operating as well. 

 

Ok, that was about the uses, now we’re talking about the preparations. At some time, 
Prudence disappeared from the Conceptual Framework of the IASB as a governing 
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principle. In Europe is it necessary for financial reporting to use a prudent approach or 
is this not any longer the case? 

There is a need to carry out an adequate analysis of the compatibility between the income 
determination rules and the IFRS and the criteria of Prudence in distribution, so I’m generally 
in favour of the reinstatement of the concept of Prudence within the Conceptual Framework, 
even because on top of what we have been saying about profit distribution, to be prudent, 
this thing is somehow without that insufficient  knowledge of the Conceptual Framework, so 
this thing is going to create plain field once again and on the other side is achieving another 
target which is Prudence in terms of distribution of the evidence to the shareholders. 

Ok, when talking about Prudence, some scholars, they talk about the shift from historical cost 
measurements to fair value accounting and IASB recommendation of IASB reporting should 
be faithful representation of assets value, do you think we should reinstall their capability 
rather than faithful representation given that many assets evaluations are not based on 
market value but found at deep honestly modelling? 

Well, I would start by saying that we all know that under the pre-existing model to the 
financial reporting framework there has not been success. The previous framework did not 
actually succeed in identifying in due advance some relevant losses in several listed entities, 
particular to banks, and these resulted into insignificant impairments of national assets, that 
have been recorded, particularly just after the financial crisis has begun, and last but not least, 
the need for a bail out for the public funds.  

I would say that introducing a concept, a model of expected losses when it comes to financial 
assets instead of incurred losses was a good step forward. Nowadays the issues about 
identifying criteria which are simple, applicable and homogenic in terms of determining the 
value, this is a challenge. We are going in the right direction, but there are too many 
differences from one entity to another. 

 

Ok, going further on the objectives of financial reporting and recently, there has been 
a pressure on the reporting entities to disclose additional non-financial information relating 
to the stewardship of relations and the management including social, even related disclosures. 
Do you think that these challenges will enhance the purpose of financial reports left of 
complexity and if accountants do have the right skills to put those on paper? 

Well, this is a very interesting question, because the need for conciseness for both financial 
and non-financial information in the annual report is an overall general concept commonly 
accepted and recognized. Though, we can not only regard to this coz in several cases to get 
to the possibility to sound and carry out sound and relevant analysis it requires more granular 
information, more appropriate, more analytic information which is by definition costly but is 
also needed coz once again conciseness may lead to a time where financial means saved, 
though not provided the right quality of information that may lead to a proper analysis of the 
financial and non-financial position of companies. 
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As a follow up question to this one, there are some companies with particular business 
models. Do you think that it can be argued that useful developments might lead to utilizations 
of the reporting entities, business models as a framework within which financial and non-
financial disclosure can be better structured? 

Well, when it comes to this specific question and issue, I get a quite clear-cut opinion. 
Capturing the link between financial and non-financial information and performance in one 
unique single space, is for me evidently a preferred model, cause putting the two information 
within the same framework would actually give the possibility of capturing interaction among 
the two sources of information, financial and non-financial, having them within two different 
sets of information, though is admitted by the EU directive, it’s not the best way forward. In 
my opinion the best way forward is an integrated reporting between both financial and non-
financial information. 

 

We are heading to the last question. In your opinion, do you believe that regulations 
of accountings have delivered a high quality financial reporting or disclosure is becoming too 
detailed and extensive?  

This question might actually require hours. I would say that on one hand it has to be clearly 
recognized and acknowledged that a greater degree of transparency and comparability was 
granted by IFRS introduction and adoption. Though it is also clear on the other hand that as 
we were mentioning earlier the IFRS for some companies, for many companies also 
introduced an increase in technical complexity that in some cases also triggered partial 
noncompliance with accounting standards. And this is, in my opinion, due to two main 
reasons, on one side there is potentially too much of residual broom for interpretation inside 
IFRS, that can create some differences in the way companies have been adopting standards, 
the other one was the Prudence concept, many companies were still adopting Prudence, 
though the previous model of the IFRS Conceptual Framework was not providing for it any 
longer, and this second issue is going to be, mostly soft to the reintroduction of Prudence in 
the framework.  

I would close by saying that I like to reinforce the concept that proportionality in the 
application of the IFRS is an important issue. That’s relevant to all of the companies listed in 
the European trading block form. Though contradictory to what most people say that 
proportionality is a concept that has to be regarded as a dimension of the company, it’s not 
the case. In my opinion proportionality, as more today, with other elements and what is really 
at stake here, factors which are really at stake are what an entity actually does how is its 
business structure model, what are the fundaments, it’s governance, it’s risk management 
process, as well as its potential social and environmental impact. These things, these elements 
are more important than dimension when it comes to applying proportionality kind of mean 
and approached to the IFRS. 
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BIG ENG F2 
 

What is your background and what brought you to your current position, and if you 
can describe your responsibilities there? 

Ok, so I worked as an auditor, at Deloitte, in France, and then, in France and in the US, and 
then I worked 3 years at the IFC which is the IASC predecessor where I wrote 2 standards, 2 
major standards and then I went back to Deloitte in France, to be part of what we call the 
technical department of Deloitte and to set up at IFRS, a centre of excellence. So, this means 
it is a department that provides support to the auditing in relation to IFRS, to IFRS 
consultation, IFRS learning, IFRS communication and we also provide the views of Deloitte, in 
France at least, on IFRS. I am also a member of our Deloitte global IFRS leadership team, the 
global committee of Deloitte dealing with IFRS in terms of consultation, communication, 
learning and positions, so that is my Deloitte involvement.  

I am an EFRAG global member as well, and in France I Chair the Accounting Committee and 
the French Institute of Auditors, CNCC of the Department of PIE (!?), I am chairing the 
accounting committee of the PIE department at CNCC. 

 

Have you experienced any problem because you are an auditor and you chair an 
accounting board, is the perspective different? 

No, it is different, what I am chairing is the committee within the accounting profession, when 
the accounting profession sticks together, so I am talking with my peers, here I am chairing 
the committee where all the peers in the accounting profession come and discuss accounting 
topics with the positions we have sometimes on clients, that’s all. It’s not a problem. 

 

Ok, in your accounting experience, in the academic world, accounting is normally 
referenced to be self-regulated. On a scale from 1 to 10, where 1 is external regulation by the 
government and 10 is predominantly self-regulated, where would you place accounting? 

You mean in France? 

 

In France or, if international accounting or elsewhere is different, you can tell me your 
opinion. 

Sure, on a scale, where would you look at for reference? Currently governing financial 
reporting? 

Yes. 

Ok, I don’t know what you mean by external regulation? 
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For instance, the IASB, I had an interview with them yesterday, and they said they are 
not a self-regulator because they are controlled by different Parliaments and Governments in 
the world. 

A, ok. Right, it is IFRS? We are talking IFRS here, right? We are not talking French GAAP?  

 

Not necessarily, you can tell me the opinion of French GAAP as well, but I need IFRS as 
well. 

OK, it is regulated in Europe because we have the endorsement processes and so on, so I 
would say it is regulated and I would say...the question is a little bit difficult to answer, coz I 
don’t know what you are going to extract from this, so I would say between 3 or 4, something 
like that. Why do I say so?  IFRS is published by a private organisation. They have a public 
mandate and act in the public interest and are under the governance of the monitoring board. 
Then for IFRS Europe, and you know as well that we have the endorsement. Process, so we 
have to go through regulations, you have laws, to implement IFRS in Europe. It sounds 
perfectly.  Now the regulation is not done by Europe, there is an endorsement process, but 
we were drafting texts in Europe. So, I don’t know whether if this explains why I am a 
counsellor on 3 and 4. 

 

Is the ANC in France more powerful or less powerful than IFRS? 

In France, all accounting standards are developed and approved by ANC, by Autorité des 
Normes Comptables which is part of the Ministry of Finance, so as I would say it is stronger 
than regulation so it’s between two, something like that we have people from the private 
sector that participate in the debate. 

 

There is something called smart regulation which makes private companies being part 
of the decision making. You, as Deloitte, prepare accounts and IFRS has a lot of judgement. 
Are you kind of free to judge? Do you consider yourself, in this respect of freedom, as a bit of 
a standard setter or decision maker, in anyhow? 

No, we ensure as auditor that the company applies IFRS correctly. So, in doing so, we do with 
our best knowledge about how should the text be applied, so this is why we have discussions 
within the accounting procession to ensure that, you know, if we read the text in that way, 
and others also read the text in that way, and if we see that  there is, we  are not reading the 
text in the same way, then we elevate the issue. We elevate the issue if we are at global level, 
we elevate it EFRAG which is the way of interpreting IFRS, we are in France, we elevate it. 
With the (!?) , now (!?) has created a succession of international accounting standards. So, I 
would not say that obviously by the judgement we make on how we read the text, we may 
have an influence on how the text is applied but I would not call it standard setting. 
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Ok, because time is running, we go to question three. Do you believe that a wider range 
of stakeholders is now involved in the regulation of accounting practice? 

Again, the terminology that you use, the regulation of accounting practice, that I have an issue 
with…I do believe that it is great if the way French stakeholders are involved in developing 
the accounting standards. So, it is important that there is a wide range of people in charge of 
developing accounting regulation, involving a variety of backgrounds. This is important. Yes, I 
do believe that at the IASC and you look at EFRAG, and even at ANC in France. It must be 
understood that you need to have a broad representation of the key stakeholders to 
participate in the debate to set up accounting regulations. 

 

What are those key stakeholders in your opinion? 

The key stakeholders are preparers obviously, users obviously, auditors, the regulators and 
then you may have the representatives of the public authorities, for instance, the European 
Parliament is represented by… have their own representatives, and somehow, they also 
participate in this debate, through the IFRS committee, as the EU Parliament, so they are 
involved as is appropriate. 

 

Ok, do you make a difference between regulators and standard setters? 

Yes, and I would definitely not mix the two. Regulators are in charge of ensuring that the text 
is applied properly. Standard setters should be independent. So, the proposed rules that are 
(!?)...and the decisions and then the regulators are in charge of ensuring that they are applied 
correctly, and you have the auditors in between. If they see that. These are nor applied 
correctly, (!?) so we do not mix up the roles between those who propose laws and those who 
approve the law. 

 

What do you think about the interpretative role an auditor or an accountant can have, 
in this relationship? 

As I said, the auditor they try not to interpret, particularly, the real issue of interpretation, it’s 
not the auditor that is going to do the interpretation. The auditor, the only thing that they do 
is ensure that the text is properly applied. If there is an interpretative issue that is, you don’t 
know how to read the text, the text can be read one way or the other one, if the issue is big, 
if everyone agrees that there is an issue which is big and that it must be dealt with, then it has 
to be sent to EFRAG or to the appropriate bodies for interpretation. So, as auditor, we try to 
ensure the consistency of interpretation of IFRS or French GAAP, or whatever GAAP. 

 

Ok, do you believe EFRAG, because you are part of EFRAG as well, is an industry self-
regulator or a standard setter? 
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It is not a standard setter, because it does not develop accounting text. It is not a regulator 
because it does not confirm how the accounting regulation is applied. So, it is an (!?) that...it 
is there to ensure that, its several missions, its mission is to ensure that before we introduce 
IFRS for use in the European environment, that those IFRS are suited for use, in the European 
environment, we provide an advice to the European Commission on that. The second role of 
EFRAG is to influence the debate in connection with standard setters and the IASB so that the 
IASB texts have properly the configuration coming from Europe, and thirdly, for EFRAG, the 
role is to be proactive in the thinking of the topic, the topics that IASB may take.  

So, you know, in IASB the sooner you have what they are currently doing and we try to at 
EFRAG, to bring the European voice, be influential, and there is also what the IASB has not 
yet, the IASB has taken on its agenda, its topics and if we see that in EFRAG there are topics, 
that are interesting, it is possible that IASB might be working on them, we try to do a proactive 
activity so that when the IASB will start the research, we have already some research done by 
EFRAG that may guide then the to a second direction...so that activity means you are 
influencing the activity. The role of EFRAG is to advice the European Commission on the 
suitability of the use of the new IFRS issued by the IASB and also to be influential on the IASB 
through the activities that we carry out, either because the IASB has a current project for, 
let’s say there are certain topics that the IASB has not yet started the project on such topics. 

 

Ok, can you comment on the role of IASB and FASB in accounting? 

The world, as you may know, as you know, for the major companies that basically you have 
the world of companies that apply IASB and world of companies that apply US GAAP.  So, 
FASB is a national standard setter, in the same way that ANC is a national standard setter for 
French GAAP, or in the UK the national standard setter for UK GAAP. For the US the national 
standard setter, they mainly focus on the interest for US companies, whereas IASB is a global 
standard setter. They set standards for the general public interest at a global level. 

 

Do you think that FASB has more power in standard settings than IASB? 

No, not anymore. You know I started with IFRS in 1995, so it’s more than 23 years ago or 22 
years ago. At that time the FASB was extremely powerful. Now the FASB works with the IASB 
to obviously try to influence but in Europe the influence is at large. Why FASB has influence is 
because they have a lot of resources, a lot of people who produce thinking and you know, all 
the basis for new texts comes from research that may have been published and years that 
may have been developed, so the more you produce the more likely you are to be influential. 

 

You know, the IASB has to come in front of the Parliament, the FASB has to come in 
front of Congress or is the SEC controlling FASB in a way or another? 

Yes, that is why a national standard setter is not a global standard setter. There is a big 
difference.  
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Do you think that there should be more competition in IASB and FASB? 

No, because they are not fulfilling the same  ...(!?) 

 

Ok, but there are European companies that in the US they report according to IFRS. 
There is a bit of a competition in between themselves. Would you favour FASB to become a 
global regulator? 

Absolutely not. Don’t mix up the standard setter and regulator. In the US, the regulator is the 
SEC. The standard setter is the FASB, don’t mix up the roles. The regulator is EMS in France, 
ESMA in Europe and SEC in the US. Standard setter is the one that develops and publishes 
accounting standards. It's the FASB for the US, it is IASB for Global, European Commission for 
Europe, it is ANC for France. 

 

Thank you very much for this distinction. A lot of people did it and in the accounting 
literature it doesn’t really exist, as such. 

Yes, so your question about FASB and IASB. FASB as I said, is there, to protect or to develop 
US interests, so it cannot fit into a global role, that being said, if FASB developed some good 
ideas, why not use them (!?) It was looking at (!?)  for their own environment and became 
influential because it produced a lot of thinking, but nonetheless, when you are at a global 
level, it’s just a national standard setter, or just a standard setter. 

 

Ok, what do you think about the policy transfers among FASB and IASB? It looks like 
once a standard gets set in the US, IASB does kind of a similar thing? 

This has not always been true. We had the results. Sometimes the FASB was very happy that 
IASB moved forward so that they could use them as well as some type of regulation in the US. 
I would not say that IASB is a follower but because we know that for comparison of 
companies, that accounting, using different sets of accountings, whether it is IFRS or US GAAP 
may create differences. For the interest of users, it is obviously important that there are not 
make big differences between the two frameworks.  

This is why there was a convergence program that was put in place in the years 2000 and 
2010 to ensure that IASB and FASB would be working on the major differences in that 
literature to see whether they eliminate some of those big differences. And so it is always 
better when you have people doing different things, we can talk to them, see whether we can 
come to the same solution, if we can, all the best, if we cannot, then too bad. On several 
occasions, IASB has said if I take for instance the standard on   (!?)...IASB I will not follow you 
for these treatments. But still, they worked with FASB trying to achieve all the variants where 
they could come with the same solution. 
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Do you think that the American members of IASB have an influence or Australian 
members? Do they push for their regional business models? 

Obviously, like the European ones. But then, when you sit on the board, I have been working 
3 years at the IASB. It is important, not the same governance and configuration I have to say 
but I have seen it operating. You try to do it, balanced. Obviously, you try to get input from 
America, Asia Pacific, Europe, and you try to balance those needs. In the past, perhaps the 
American users were more heavily recent, but now, when you look at the composition of the 
IASB I would not be so adamant to say that it is under the influence of the Americans.  

You know, when I have my global meeting within Deloitte, what I am hearing is that they say 
that IASB is too much on the European influence. So, at IASB you have people appointed from 
different geographical locations. It is because we expect that those people will bring their 
experience and knowledge of what is happening in the various places in the world. So, there 
is this combination of representation. 

 

Ok, you as a board member of EFRAG. EFRAG gets some funding from the European 
Union. Do you think it should be more accountable to the European Parliament or it should 
stay independent for the money you receive and how do you judge this relationship?  

We are acting in the European public interest, so at heart, to ensure that the European money 
that is allocated to us is appropriately used. This is why we make reports, we are fully 
transparent on our procedure, we are an organisation that is extremely open, we talk to 
anybody. The EU Parliament, we have invited them and we always invite them to come to talk 
to us and try to have regular meetings, we have those designated by the European Parliament 
to come to talk to us, so we, are trying to be transparent and to anybody’s request, and those 
who want to talk to us, we are happy to talk to them. 

 

So, you don’t think it’s a conflict of interest because you work at Deloitte but you work 
as well at EFRAG in the public interest as a private organisation? 

No. I don’t think that. I think I bring experience, I bring knowledge to the board about what I 
think and all my experience that I built over EFRAG for 22 years, and frankly, as a person, I am 
fundamentally convinced of trying to do my best acting in the European public interest and I 
do my best, when I am there, I am not thinking Deloitte, I am thinking what is best for the 
European interest. And I don’t know why there would be such a conflict of interest, because 
you have the civil servant, will not be able to bring all the knowledge from people coming 
from various backgrounds. So, this is what I like at EFRAG, I think it is an excellent model. This 
is a public private partnership and I think this is the best combination. Nobody has control 
over the organisation but everybody has to work together and find a consensus and we do 
find a consensus. In order to make decisions, so that everybody can bring all the knowledge 
that they have and work in the public interest in mind, having the public interest in mind and 
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frankly, because for three years on the EFRAG board, and this is what we do, what is best for 
Europe,  and the combination of the people that sit on EFRAG mixing both private and public 
sectors, with the observers and the regulators as observers, I think it is extremely good 
governance and really helps ensuring that it will satisfy everybody. 

 

Should you be more accountable to European institutions, or should you do only your 
technical work? 

We have been, first of all, you know, the European Commission to set up a mandate. So, the 
European Commission together with the European Parliament and the European Council have 
decided what should be the mandate of EFRAG. The mandate of EFRAG is being a technical 
advisor to the European Commission on EFRAG matters. So, we operate within the mandate 
that has been given to us by the EU Commission in liaison with the European Parliament and 
the European Council. Now, should the European Commission decide that we should 
undertake different jobs or extend our mandate, we are always happy to do so.  

For instance, at the moment, we are discussing whether EFRAG should get better involved in 
corporate reporting or making more than a link between financial and non-financial 
information and for that, I think this is the future. This is the future and we need to think 
about it for the next 10 years, it will be the hot topic of the next 10 years. You know, it is up 
to the Commission to decide what the European Parliament and the European Council want 
EFRAG to do. 

 

Sure, are accounting standards, are they technical or are they political? 

You know, you can understand they are just technical. If at EFRAG we have a mandate in 
carrying out our endorsement advice to assess whether the standards are good, openly good, 
how these might affect. European growth, European stability, competitiveness of European 
entities, it means that accounting standards do have strategic consequences, so it’s obvious 
not just a technical matter. 

 

Ok, what do you think about accounting in terms of decision usefulness being primarily 
for investors or shareholders? Do you think is this the right approach or is this the 19th 
century? 

Well, I think that for IFRS the population for which the financial statements are targeted, that 
its providers complete, the current and the future ones is a group, the primary user group. 
Obviously, you have plenty of types of users interested in financial statements, so I am very 
in line with that objective. The problem is when you broaden the objective with the 
population of people you want to !? report, it makes it very difficult then to decide what 
should be in the report. You have probably heard that the report is too complex, too long and 
so on. If you expand and grow the population of the users, then the range of the report will 
be even bigger.  So, it is important that the necessary definition of what is primary user group, 
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what it is, to ensure that they are attended firstly developed as primary user group and then 
if you have secondary user groups, you can also provide them with information, but you have 
to depict what is your primary user group with respect to the reporting that is required.  

 

Ok, we still have 10 minutes. In terms of Prudence, do you think it is still relevant for 
decision making as the IASB took it out and then put it back again? 

Yes, I think it is important, depends what you mean by Prudence. For me, Prudence, that is 
what is in the European directive, I don’t want to reopen the debate, but I do believe, as I am 
an auditor, you know, I always invent a comfortable not truth, overestimate. That being said, 
it is no good either if you under-estimate your assets and over-estimate the liability, because 
for a user it is so, that the shareholder, if the distribution may be lower and if this shareholder 
is a company, they would not have had a fair share of the assets and liabilities, because the 
distribution was based or biased on over-estimated assets and under-estimated liability. So, I 
don’t think it would be good, either. So, this is why I am for a balance in using Prudence that 
is yet we use estimates, so we have to exercise an appropriate degree of caution when you 
make judgments, and when you exercise your judgments, also, because I am cautious about 
the assets I put on the balance sheet and ensuring that I have the appropriate (!?) in the 
financial statement. That it’s a fine balance and probably...I do believe a little bit of asymmetry 
might be wanted in some cases, but actually the ...somehow for instance as a secondary 
example usually the way the government cuts are recognized it is quite prudent, the 
introduction of expected model in IRFS the standards on financial instruments is definitely 
Prudence, it reflects not necessarily an economic reality...so it is definitely prudent. 

 

Is financial reporting done for firms or for capital markets? 

Yes, because it is for the current. Capital markets, yeah, because you need to accept 
information. How do we have information? We know whether they are going to invest, their 
equities instrument or ...now people, you know, the shareholders, they have no access to the 
data, yes, they need reporting, they need financial reporting. Yes, it is for financial markets, 
this is for shareholders that transact on the financial markets. 

 

How do you regard the shift from historical costs to fair value accounting and if fair 
value accounting is a faithful representation or is rather a model based on estimates? 

I would not depict some moving historical costs to fair value because we are not yet in the 
fair value model, it is a mixed model and there is no intention to move to fair value model in 
most literature, so, now it’s a question of figuring out in the mixed model when that fair value 
measurements provide relevant information to the users of the financial statement. IASB has 
designed, has drawn some lines, so far, we’ve reached an agreement with them, so because 
investors, when I talk to them, they need to know historical costs does not necessarily provide 
faithful information  of what the thing is today and what type of cash flow it can generate, 
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but also, fair value is not always better... it’s in some cases, just adding fair value is not 
necessarily better, so in some cases, it has to be decided starting on the type of transactions 
that are being considered, what is the best model, what is the best measurement attribute 
for the transaction. But surely, I believe in a mixed model. 

 

Ok, in this mixed model, do you believe public good should be taken into account as a 
standard? 

It depends. How do we define public good? When you are at the IASB level, the general 
interest is the public interest, so yes, to act in the public interest means ensuring you provide 
transparent information. You give this information to the public, that would be relevant to 
them and that they can use and that they can have a faithful depiction of what is happening. 
So, yes this is what they are trying to do in standard setting. 

 

Ok, what do you think about the definition of public good done by the European 
Commission? 

The papers on European public good?  

 

Yes, yes. 

This is difficult. This is what we try to apply. This is difficult. This is a difficult exercise, every 
time we try to carry it out. Not always the same criteria have the same weight, so, depending 
on the standards, some elements of configuration you pay more weight than other elements 
of configuration, you place more weight on...(!?) 

 

Ok, does public good judged by IASB is different than public good as judged by the 
Commission? 

Of course. Because IASB is a global organisation, the European Public Good Commission is 
regional, it defends the interests of the region, so the European public goods cannot be 
described in the same way as general public interest, at a global level. 

 

Ok, this is very interesting. 

For instance, in the European public good, when we look at whether the competitiveness of 
European companies would be comparable. It is not something that the IASB will consider 
particularly. What it might consider at a global level is ok, introduce new standards, how it is 
going to disrupt a global economy, yes, we look at this. But at a macro, global level, we will 
not look at jurisdictional level. 
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Ok, thank you. There are two more questions, because we are kind of finishing as you 
have another interview. What do you think about non-financial reporting such as social and 
climate disclosure being integrated in financial reporting? Do you think that is in the public 
good? 

I think. I don’t think it will be included in financial reporting. I think we need to invent a new 
corporate reporting that will pick up elements of financial reporting and non-financial 
reporting and explain the link between those two elements. It does not yet exist and this is 
the key project developing in the next ten years, maybe even earlier. It is very important.  

 

Ok, do you think that accountants would do this job or there will be new accountants 
doing this job? 

No, the problem is that it is not the accountant profession that would do it, the accounting 
profession will contribute but there is a need for someone to take the lead and it won’t be 
the accounting profession. Probably it should be. I will see if the European Commission takes 
the initiative there and develops the idea, I don’t see why not. First of all it has to be 
developed before it becomes a regulation, so we need to have an approval for development 
of ideas. 

 

Ok, ok, because it will be obligatory as of the first of January due to a European 
directive. 

Yes, for the non ..yes but.. what I am thinking of is a new corporate reporting that will mix up 
both financial and non-financial in some different way, yet not existing, non-financial 
directives, how to apply this year is crucial, very important. 

 

Ok, do you believe that the non-financial reporting is in the objective of the financial 
reporting? Or is it just adding to its complexity? 

It is different, but they have a common objective, but I am not sure, again, there would be a 
need to better define, who it is for, who it is proposing for, who is the primary user group that 
is targeted. Is it the same user group as financial reporting or not? Because this may have...and 
if it is not, as I said you cannot mix up. You don’t develop standards in the same way when 
you have a different focus group. 

 

Ok, ok. What do you think about IFRS for SMEs?  

Another one?  I have French GAAP, I have German GAAP, I have Italian GAAP, I have Spanish 
GAAP and if you add another up to GAAP. It is too much. 
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Ok, ok. We are going to the last question. I think we surpassed the time for the 
interview. Do you think that accounting has delivered high quality financial reporting or is just 
too detailed, and too complex? 

Sorry, can you say it again? 

 

Do you think that financial reporting today is of high quality or it is just the quantity 
and is this just too detailed and too extensive? 

No, I think that everybody tries to do high quality financial reporting. Obviously, there is 
always room for improvement, but I think that, frankly, when I see preparers, auditors, 
regulators, we try to do...and we do have a lot of papers, trying to make the financial 
statements more understandable, more concise. But, you know, transactions in real life are 
complex and you cannot avoid that complex transaction sometimes, derives from a complex 
financial statement. The base is sometimes very complex. But, as I said, there are major 
efforts that are being undertaken in the past years and will continue to make financial 
reporting more easy to understand, more readable. 

 

Ok, are the European ones clearer than the US ones? Because we are principles based, 
they are different from us. How do you judge this one? 

I don’t know, I don’t have enough....it is different, but there are different types of users, also 
but I think I like what IFRS does. 
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ACD ENG G1 
 

I would like to start by asking you to describe your background experiences and 
responsibilities in your current position. 

I studied accounting since the very beginning, was educated in economics with focus on 
history, law, political science, because it was the new approach at that time and I had this 
idea, I wanted to be a researcher in academic and I had this idea of looking at the accounting 
system and I was very interested in accounting theory at that point versus the application of 
the economic concept. It was a very interesting field, with the concept of measuring it. I’ve 
been doing this since 30 years now and I focus on matters of control, governance and 
regulation.  

 

So, purely academic career?  

Purely academic, I am not a CPA and I never practised accounting, I was briefly a financial 
analyst for a while, where I got the quantitative skills, but it was not about accounting.  

 

If you were to mark up on a scale 1 – strong external regulation to 10 – completely 
self-regulated. Where would you locate the regulatory arrangements governing financial 
reporting?  

I see it, but it is a bit narrow in the sense that I do not see a dualistic opposition in between 
the two, it is much more a combination, it is more about how you combine. But the point is if 
you still need a sort of a stronger framework, yes, I do agree with this. I do not think the 
regulatory arrangements are sufficient anyway, you always need a professional dimension to 
implement them, and you need a consensus. You can call it external if you want as opposed 
to self-regulated, separated.  

 

Do you envision them as a continuum not like separate: setting standards from 
enforcement? 

The framework can be self-organised, but you need the external, what the parties agree to 
apply. It is external from that viewpoint. The work of the prepares, that staff, that is the idea.  

 

Would you make a difference in between the balance of power of standard setters and 
enforcers?  Do you see that one is more powerful than the other?  

In this context of regulation? In between standard setter and the regulator, nowadays the 
standards are more powerful, they are leading the game, even in countries where they do not 
do the rules. This concerns specially the internationally regulatory bodies and the US 
regulatory bodies, they received legitimate delegations. So, I would say much more power. 
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Do you believe there is a wide range of stakeholders involved in accounting and who 
are those stakeholders? 

After the crises, you have a huge discussion about the stakeholders to be involved in the 
accounting standards setting. This was the idea, what we tried to do, the corrective actions, 
which was taken, the addition of some conclusive bodies was not sufficient, so EFRAG at 
European level and the consultancy bodies which was added at international level empower 
all the stakeholder, even broaden the debate, before the standards were set.   

 

Would you say that banks are more important stakeholders than governments, or the 
other way around?  

It is much more opaque than this. This external formal process, endorsement procedure at 
the European level, and then you also have the endorsement process, what do you call it, the 
submission to stakeholders at the internal level, but also my impression is that the standard 
setting is advanced through much more informal networks so it is difficult to respond for all 
the standards. I do not think that the government or the Parliament are very present in that 
phase, so it is much more between the preparers and the auditors and of course the staff of 
the regulatory bodies, which have considerable autonomy in at least arranging the agenda 
and the discussion. But I do not want to generalise, I think.  

 

So, do you not think that the Parliament, because of its coercive power, can impose 
certain concerns?  

No, in some cases, at least at the European level it does not seem the case. Look at the SEC 
and the supervision of the FASB, but I do not think it goes further from the justification of 
normal rules. In Europe the standards are already undecided, so the process, ask the... this is 
sort ex-post, require very strong political consensus to oppose the adoption, because it is a 
take or leave approach and against the general idea that we accept the standards under the 
agreement with IASB It could happen but is not the regular way. It could happen, but most of 
the time the Parliament does it via its endorsement process, but it does not have a huge 
leverage. Again, I am an outsider, I am not there.  

 

We go to question number 4. What is the role of IASB and FASB in setting the 
accounting rules? 

I wanted to stress here, both are the leaders, in their regional context but also international 
about the accounting standard setting, provide regulatory factors, as they receive the 
legislative delegation and they really do the rules. So, they have a huge influence on 
accounting regulations nowadays. It is also consistent with what happens in other fields, as 
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this is where the challenges are. It was a general tendency especially in international political 
matters to create these private regulatory bodies, both nationally and internationally.  

 

Are they truly private?  

Very good question. They are formally let’s say, it depends what you mean by private. They 
are established as independent entities so they are not administrative authorities, so they are 
not submitted to the public law, they do not have the constraints and ruling of administrative 
authorities. At the same time, they play a collective regulatory role. They are not private in 
that sense, they do not establish best practice, they establish rules. So, they are not an 
association of best fellow, they think about the good practice, they do the ruling. From that 
point they are not private.  

 

Can you comment on the role of EFRAG is setting accounting regulations? 

It is not defined as such. It is an accounting standard body that has to filter the rule that has 
already been produced. Even their power was strengthened by the reform recently, relative 
to the international strands setting bodies, even in China, India, US they are much more less 
powerful. Because it does not hold the autonomy and power and resources to establish its 
own standards setting. It does not have the power to establish the rule, but also it does not 
have the means think of an alternative standard if they want to oppose the IFRS, which can 
happen in the countries that I just named it, China, US, India, has taken carve out or exception, 
or even establish alternative standards for a specific matter. They cannot do it. It is weakening 
its position.  

 

What do you think about their role as an influencer? Can they influence the IASB when 
they actually make the standards? Do you think this generates an unfair and political power 
of the EU into the standards? 

This is something, it is very.... it really depends on what you think about the relationship 
among the two. It is very uncomfortable on both sides. Because the fact that we are formally 
adopted them and they address so many jurisdiction, in a sense we need, such a control of 
influence over the standard setter, which is not normal, but this is a need, which seems fair 
in itself, but is contrary to the role of IASB has set for itself, to be independent, international 
and very related to the profession and not to hold jurisdiction. But at the same time, they are 
accepted in the legislative role and leverage over this, to be more powerful in other 
jurisdictions.  

It is a fundamental ambiguity, which puts both sides in a paradoxical situation.  It is a paradox 
in the standards setting if you want. I do not think EFRAG is powerful enough to control IASB, 
so I would not worry about it. At the same time, I wonder if IASB considers the European 
pressure. As they seem quite independent. If fundamentally the paradox, the relationship of 
EFRAG on behalf of the Europe Union and the IASB on the other side. 
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Why is there no equivalent of EFRAG in the US?  

They do not need it. It is delegation by the financial market authorities, essential is the 
delegation of administrative law. I do not know formally how it is going, at least at the federal 
level. But listen, exactly as a federal agent, under the coverage of a federal agency.  But 
ultimately the standards are with the SEC.  A more institutional way to do this. Functionally 
speaking, they world on behalf, but they know we have a large autonomy. Delegation is very 
strict.  

 

Do you think that SEC is more powerful or less powerful than ESMA?  

Relative to accounting?  

Yes.  

ESMA has no direct role, it is one European actor, part of EFRAG and the enforcement process. 
They do not have any direct influence. The SEC controls the FASB formally. It is not that simply 
politically speaking, but institutionally is very clear. Different position, formally speaking.  

 

OK. Do you think it should be more competition at international level in between IASB 
and FASB, now as the Norwalk agreement failed? Or one set of standards at international level 
is it too much?  

I really think that this idea is thoughtful and thought provoking. The idea is thought, but I take 
it at the eager level. So, I would distinguish. What do you mean by competition. where you 
can have regional authorities establish their own accounting rules. We transform the 
transnational direction, in a forum or dialogue for mutual recognition to improve 
compatibility between the set of rules. This would be a nice idea; they can compete like they 
can have alternative solutions. A forum to discuss, but also to be scrutinised, by a set of 
stakeholders, including the profession. At that point I can see a role for the IASB to contribute 
to institutional harmonisation, but not to do the rules directly. Competition that everybody 
can set their own accounting rule, this is not feasible from my viewpoint. Accounting has 
always been an institution. Even it was not regulated by law, but regulated by accounting 
models, by the professionals which were behind them. Still to be maintained by this. You 
cannot go like competition in the sense that I am free to legislate in accounting.   

 

What triggered change in accounting being regulated by professionals to accounting 
being regulated by these private organisations?  

For me it is a matter of history. From what we know from history this was a dramatic change.  
I am not an expert in auditing. It seems that under the previous regime, where it was more 
self-regulated by the profession, but under a strong framework provided by law and the 
jurisdiction at the regional level.  Paradoxically, the accounting profession was more 
established, the accounting model was more independent, and now with these independent 
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authorities, what it appears that they lead, submitted the professional and accounting model 
to external pressure. This includes the mind-set, not only the control of the rules. You know, 
the purpose and the matter. It seems to me that quite paradoxically, this weakens the 
accounting professional and accounting bodies.  

 

Do you think there is a need for the accounting regulatory bodies to be more directly 
accountable to the European Parliament or to national governments? How do you see this 
interplay in between accountability and independence? 

I see very well your question and it is about the way in which you think about accounting. If I 
just take the accounting regulation, which is our focus if you want, accountings rules are rules, 
are part of the institutional setting, which is absolutely necessary to organise, the economy, 
the society, politics, human community, it is important in all the three dimensions. We are 
getting back to democracy with the institutional setting. It has to be submitted to Parliament 
and to the Government, because this is what we do to submit the rules to public scrutiny. This 
is the due process of law. This is because it is a regulation.  Of course, if you have to balance 
the specific of these, does not mean, at least does not imply you can have a government which 
can set rules, and does only what it wants, if you want.  

The government as an actor has to be submitted to the same public scrutiny, as every other 
stakeholder which is interested in accounting.  So, I see the difference between the two. It is 
in the core ideal of democracy to obtain the balance between the two.  Every actor can have 
his wish about the ruling and after that we can establish a new process of law, to end up with 
rules that are acceptable, enforceable. To me accountability does not mean accountability in 
the global sense, it is intrusion.   

 

You do not think that the main problem is that account has to be more accountable to 
markets rather than to the government?  

Who are the markets? My problem with this is that I do not believe in the duality between 
governments and markets. It is a predefined idea. The problem to that it is that it is still a rule, 
something to establish in general terms as a social norm, as this kind of regulatory function, 
so even before, if you take accounting, it was still a trilateral agreement. You have the 
academia which have developed the technique and the concept and you have the notaries 
which enforce and after that you have the parties. The market nowadays and the accounting 
mechanism, so I do not see an opposition.  

 

Do you see an opposition in between independence and accountability in the carve out 
of IFRS 9?  

The point is that this is a very specific situation.  Independent means not corrupted, not 
submit to private interest, vested interest, different kinds of abuse of this public power. It is 
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way it is, a very important part of administrative law. To create protection against this 
problem.  

Accounting, it means that is on behalf of this community, how I see it, I do not see the 
opposition in between the two. The opposition came as IASB does the rules and wants to stay 
independent. IFRS 9 was an exception. 

 

The core objective of financial reporting is the focus on how a ‘reporting entity’ should 
provide transparent financial reporting that is ‘decision useful’ to a primary user group of 
‘investors’. Do you agree that this is the primary user group for financial reporting? 

This was debated since the principle was introduced. It is a very well known question. I do not 
agree with the narrow focus on investors. To me, this is biased. This focuses more on financial 
valuations and value assessment, which is not the primarily focus on accounting.  To me 
accounting is a going concern of being accountable. This is very dramatic. Financial 
information is about information, what is value, let’s say. The idea that accounting is more 
about control of the organisation, so, it is a different focus. It is not about the value of the 
firm. Is it about how I have reliable information? The social matters, including the 
shareholder, they are supposed to be external, as in a sense they are.  

 

You say that accounting is neither for the firms, nor for the market, they are accounts 
for themselves? 

Yes. It is not provided by, it is something different, it is a control system, it is not appropriate 
for the market, has all the information about the values, who would not matter, look at this 
control mechanism. Realisation of the ongoing processes.  

 

With regards to the Conceptual Framework the International Accounting Standards 
Board has previously removed the need for ‘prudence’ as a governing principle. By doing this 
they copied the US model. What do you think about this policy transfer? Do you want Prudence 
back? 

Prudence when imposed did a great job for accounting in general. Institutionally speaking was 
the most dramatic what happened in the US. For this new kind of accounting that shifted 
away, it is really about acceptability. It is also a matter about conservatism. I also need a 
reliable way to do this. I need something that needs to be proven.  

They miss the point, as we came progressively in accounting, even though we have different 
models, this makes perfect sense, you can add different specific rules in different cases. Some 
industries are more prudent than others due to the nature of the business which are subject 
to broader regulations such as with banking and insurance. 
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Has Prudence anything to do with public good? 

Indirectly yes. The rules of accounting for centuries have represented going concerns in 
society and time. You have in Prudence that kind of idea. Take into account the economic 
perception of a firm.  Prudence can respond to this in a sense. But it can also be a bit different. 
It was a more regulatory problem, a more dramatic problem, governance crisis, it was a way 
to express the idea, that the rules have to be accountable, regulatory setting, because they 
are still rules, as we say. It is a very formal statement, this kind of incidence with the general 
ruling, a governance point, which is welcome. To me, not all the jurisdictions can find better 
solutions in some regulatory bodies. That seems that natural way to treat this problem. If you 
want this integrative, you can.   

 

The shift from historic cost measurement to fair value accounting aligns with the IASB’s 
recommendation that financial reporting should be a ‘faithful representation’ of asset values. 
Do you think that we should reinstate ‘reliability’ rather than faithful representation’ given 
that many assets valuations are not based on market value but are founded upon estimates 
and modelling? 

It is very conceptual of the going concern. Not just taking the crises of resources, but generally 
understood, but control over the business, retracting mechanism, so, historical cost, already 
to this business venture. This is really a mark to market. To me this is a paradox, the business 
entity is not the market, but a specific course to a different environment. 

Reliability versus faithful representation, accounting as a device needs to be reliable. 
Something that we can check from outside. Financial representation cannot do that if I give 
you an estimation of a value. I change the parameters, but the model is still a faithful 
representation of the situation, numbers are changing. The sets of parameters are still 
relevant, but not reliable in a way to represent their ongoing concerns  

 

Do you think that a mix model works better?  

In mix solutions you always have to adjust to different pure models. At some point you make 
a choice about a pure model.   

 

In recent years there has been pressure on reporting entities to disclose additional non-
financial information relating to the stewardship of resources by management including social 
and climate related disclosures. Do you believe that these changes will enhance the objectives 
and purpose of financial reporting or add to their length and complexity? 

At the very beginning, the extra financial dimension was a voluntary idea. We do not want to 
make it compulsory. We want it a voluntary act. Started already before the crisis. Because 
Germany and France make compulsory ruling and now with the crises it has become relevant 
and an urgent topic. Is complex as such, to report and disclose on this. I do not think this will 
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undermine the audit of information. See information. My concern is more that it does not 
report the fundamental problem. Because you financial accounting is your financial 
accounting, but non-financial information goes a different way. The two are complementary. 
Not the same object.  

Possible, for some regulatory bodies it is even suitable or at least encourages or constrains 
financial investors, to use non-financial information. It seems the direction that this 
movement has taken.  

 

Is there any risk of non-financial information to be used as financial information by 
users? 

I am not so sure. The report is not easy to access. I know that access to info is very important 
to stakeholders. Accounting information is very important but I am too sure the same can be 
done through reporting, but, still work in progress. How these organisations will do it. Let us 
wait and see.  

The concept of non-financial reporting is very broad and its guidance mandatory for some 
companies to issue. Therefore, preparers do it for those who put money at risk, namely 
investors. The guidance provides information on the stakeholders, however not on 
shareholders making a problem of consistency of users and usage. This raises a question of 
user relevance and if stakeholder like society at large is the relevant owner of information 
who pays for it.  

 

It can be argued that a useful development might be to utilise a reporting entity's 
business model as a framework within which financial and non-financial disclosures could be 
structured. Do you believe that employing a reporting entity ‘business model’ will enhance 
financial reporting?  

There are specificities of a firm environment, people agree to this view point on business 
models. We take the business under consideration. Market as reference, but this business 
model we take all the business firms as a reference, but as a matter of fact I understand the 
practical use in the debate, the reaction to the marker to market view. Market to market rule, 
applied in the principle of accounting some constancies, will respond to some business 
models and concerns this way. But not a general principle, more like e reasonable, I do market 
to the business model. At this point the risk is that you have a market which cannot be reached 
and allow the preparers to apply some reference to business models, which can be completely 
confidential, because most of the time are confidential. You end up with something that is 
not controlled from outside.  

 

In your opinion do you believe that the regulation of accounting has delivered high 
quality financial reporting or is disclosure just becoming too detailed and extensive? 
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I do not believe that the recent developments in international and US accounting regulation 
have improved on the quality of financial reporting and disclosure. The problem does not 
concern only details and length, but also the overarching principles, what accounting rules 
say and the consequences of the regulatory game on the standard-setting process who 
control that saying that those private regulatory bodies have introduced. Extensive and 
sophisticated actors are much more worried about the fact that they are complex.  

I think that the function level they operate in is the same quality. They issue this separated 
standard, rules, the governance are very similar, I do not really believe they have been doing 
something different. It was the case before the set of Conceptual Framework, was not a 
general rule. 

The Conceptual Framework of IASB is not enforced in Europe. At the beginning it was very 
difficult. The Conceptual Framework was not acceptable to the member states in the 
beginning of the process, but the standards themselves do not include the Conceptual 
Framework as a standard. Is not consistent… is something supposed to orient the ...but the 
prepare cannot invoke it. Because of this a problem of conceptual framework in itself, not just 
the addition of the European Union, still not solved, they do not address the... they even do 
not have a rule for the capital markets, just one striking point.  

 

From a legal standpoint, what are the IFRS standards? Are they law, to begin with? 

At the moment it became an EU regulation, the official journal of the community became a 
law. And regulation in the broad sense. This is a huge step. It became a European law.  

I really believe when Shiam refers to the British it is very consistent with the common law 
idea. Even if the judge referred to customs, professional expertise, the law is different, and 
the judge is more autonomous, as long as the matter if not codified. It is more but nowadays 
no longer is the case. When we private bodies issue rules, called standards, by authorities, or 
by administrative authority. 

See this common law, private law dimension, very present. Even before there were 
professional standards, just professional rules, that judge will refer to them, but they were 
not taken over, the action code was very simple.  

The way it is a matter of law. General category in regulation, on one end you have this public 
administrative authority, institutional landscape of public power. Accounting for the political 
process. Also include delegation to different sets of independent authorities, they can have 
delegation of power. This is a different movement in regulation which was in the last decades 
especially at the internal level. The most striking example is the Basel Committee, by itself no 
authority, but by agreement it becomes financial law, they lead the process, but they remain 
outside.  
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ACD ENG G2 
 

The first question is, if you can start to describe your background and responsibilities 
in your current position. 

Ok, so I am a professionally qualified accountant who worked as a preparer until the age of 
about 35 and then switched to academic. And, so now, I’m an Emeritus Professor and I just 
do research.  

 

Ok, I was supposed to ask this at the beginning of the interview, are you ok if I record 
you? 

Yes, yes. Fine, how do you prefer to do it, I mean, I am perfectly happy to be quoted, but as 
you say, it is better to be clear about my idea, but if you don’t understand, that’s fine. I will 
not feel in the slightest bit restrained. 

 

Ok, ok. I’ll talk to my supervisor about this but, you will receive your draft, so just to be 
sure everybody is happy with the work done. We’re going to the second question, so If you 
were to mark up on a scale from 1 to 10, where 1 is strongly external regulation while 10 is 
completely self-regulated. Where would you place the regulatory agreements governing 
financial reporting?  

In the UK or in Europe?  

 

I would really talk more about IFRS or if you want to extend that to corporate, I am fine 
with it. 

Well, I mean, it depends on what you understand by regulation. As far as I’m concerned, 
regulation includes the concept of enforcement, and so it’s important to know what 
jurisdiction you’re talking about, because enforcement is different from one jurisdiction to 
another, and I would say, for example, that the enforcement in France is looser than it is in 
the UK, so I wouldn’t put France on the same place as the UK. I would put France at about 6 
and the UK is about 8. No, 8, that’s unregulated, isn’t it, so I would put France at about 4 and 
the UK at about 2. 

 

What about the European Union as a constituency? 

Well, it doesn’t have any enforcement basis. So, I would put it at about 6.  

 

What about the job the European Parliament and the Commission is doing with IASB 
and EFRAG, isn’t that enforcement? 
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No. Ok, that’s why it is important in a sense, to be clear about this. By enforcement, I mean 
that somebody is making sure that the companies are following the rules. So, you’re talking 
about the audit profession and then you’re talking about the stock exchange enforcer. If you 
are just talking about standard setting, then, maybe what you are saying is how strict are the 
accounting standards, and I would say, if we talk about IFRS generally the way they are 
written, they are probably about 2 on your scale. If you’re talking about the role of EFRAG, I 
would also say about 2, but the European Parliament is more like about 5, which I can explain.  

And then I think the European Parliament would like to have a more permanent role, but they 
simply do not understand financial reporting. So, frankly, I mean, you know, some of them 
understand it, I hope, but you listen to the questions that they ask, unsuitable, for example, 
and they do not know what they are talking about. You can see they are totally puzzled as to 
what they’re getting at.... And it’s not only the European Parliament, why would they know 
about accounting?  

Why would you expect politicians to know about accounting? You wouldn’t, it is not their job. 
I think in that sense, it is rather an odd thing for a Parliament to get involved in accounting 
questions, I do not know any other place in the world where politicians think they should have 
a role in setting accounting standards. Would you ask them to design boats? No! Would you 
ask them to do something more complicated like designing accounting standards? 

 

What about the US? How are the arrangements around accounting regulations or 
whatever, accounting standards, I would prefer this term? 

They’re very strict, they’re very strict because it is a different legal environment and if you get 
your accounts preparation long, then people will see you in front of the courts and that is 
always going to cost you money. So, preparers are much more concerned to follow the letter 
of accounting standards and they require that the accounting standards are very clear, in 
order that they can have the legal certainty that they won’t be sued. 

 

Ok. So, would you say in the US it is more governmental controlled or self-regulated? 

It..no…the government takes very little interest, I think. The SEC has a view, but what the 
companies are really afraid of is not the SEC, it’s civil litigation, because once you get into 
litigation, your legal costs can run into millions before you even get to court.  

 

OK.   

And if you get to court, you’ll win. 

That, I don’t know how it works, it depends on the company, if you are ..., you probably 
will not. 
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No, no, the problem with the court is that the jury, if you go to trial by jury, which is how civil 
litigation cases are tried, the jury hasn’t the slightest idea what you’re talking about. They 
have no idea whether you are guilty or not.  They don’t understand the arguments. Many 
people who serve on the jury are people who are unemployed, and always by definition, 
uneducated.  

 

Right. 

So, it’s a fact. Europeans fall into it regularly and then I get called as an expert witness in these 
cases but there’s nothing you can do because you won’t get a fair trial because of the jury. 
So, all you can do is settle, and the legal advice is going to cost you a fortune and then you 
have to make a settlement.  

 

Right. Getting back to the accounting world, would you say that accounting is not 
regulated, would you say that companies like IASB, FASB are standard setters? And what is 
the role actually of IASB and FASB in accounting? 

In both cases they determine what are general accounting principles, but in neither case do 
they determine who has to apply them, and neither do they have any role in the enforcement 
of the standards. 

 

Ok, is their role important? 

Well, some people would say that the IASB writes very complicated standards because it has 
no role in saying who should apply them, nor in enforcing them, so it just sits there in an 
intellectual vacuum, until what would be good accounting, let’s do that.  

It is not kind of subject to what you might describe as market pressures. It doesn’t have to 
leave its funds, so it is free in that way, whereas the FASB is much more sensitive to pressure 
from auditors and preparers, and the SEC, because it is dealing with a single jurisdiction as 
well.  

 

Ok, what about the board members? The board members represent various industries, 
don’t you think they are pressured like in the case of IFRS 17 by the insurers or in the case of 
other standards like bankers? 

Yeah, but do they take any notice? 

 

That’s what I’m trying to discover. 

Well, let me know when you find the answer. My own view is that and this is also relevant to 
the UK Brexit referendum, that standard setters expect their constituents to oppose a change. 
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So, they are not surprised when companies bang on the door and say ‘we don’t want to do 
this’.  

They will say, yes, nobody wants change, so obviously you are going to vote against it, and 
therefore I can’t really take you seriously, because, I know that every time you propose a 
change, everybody comes in and says no, you can’t possibly do that, the world will come to 
an end. And then we do, do it and the world doesn’t come to an end, so why should we listen 
to what you have to say? 

 

Ok. Do you think nowadays that... 

The very... as a sort of addition to that, to say that it’s a very fine judgemental thing how 
standard setters are viewed, whether a proposed change is too severe or not. I’ve asked many 
standard setters over my 30 years in the academic field, and they never can come up with an 
answer as to why they listen in some cases and not in others. 

 

Do you think that in accounting there is a wide range of stakeholders involved 
nowadays in setting standards? 

Yes.  

 

Are they balanced, are some stakeholders more important than others? 

No.  

 

In the same way, the stakeholders represented at IASB, are they the same stakeholders 
represented at FASB? 

Yes, with the difference that the IASB has a more complicated relationship with the 
government, because it doesn’t reply to any particular government. The FASB is clear, the SEC 
controls the FASB. The SEC allows the FASB to set standards on its behalf, but the SEC, from 
one day to the next could say, ‘we don’t agree’ to it and the FASB will have to not do it and 
you know,  I’ve heard, the IASB members have said to me, that the trouble with FASB is that 
even in the days when they are both working on the same standard, and would have a 
reasonable discussion on the IASB and you would think you are getting somewhere, and they 
would come back to the next meeting with a totally changed position, and you’d know that 
what happened, is that the SEC has called them in between times, and said no, we don’t go 
along with that.  

So, the FASB has a quite clear relationship, it has a manager which is the SEC and there is an 
uncomplicated, there is a clear relationship between the two of them as to who is the boss 
and who jumps when they’re told to. As opposed to the IASB, which have a much more 
political stands because 144 governments use its standards and so it’s not actually obliged to 
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jump when any  government asks it to, or tells it to, but the European Commission and maybe 
the European Parliament would  like to be in addition to have the IASB jump when told, so 
the continuing tension between Europe and the  IASB, because Europe cannot control the 
IASB but it’s the biggest ....but it’s not the boss. 

Ok, how would you judge this balance of accountability and independence, first in IASB 
and then in FASB? 

Well, the IASB isn’t really dependent on governments. And, if I were Hans Hoogervorst, I 
wouldn’t particularly listen to Europe, because Europe is now completely committed to using 
IFRS at a practical level. And I would not listen to the European Parliament, they are just 
whistling in the wind, I don’t know if you are familiar with that expression. It means that you 
are doing something that makes no difference. Because Europe is not going to abandon IFRS, 
it has no alternative to IFRS, so while Hans Hoogervorst and Michel Prada will go along to the 
European Parliament and listen politely and try to be helpful in crude power terms, they 
couldn’t care less because you can’t leave IFRS. So, the IASB has a very different position.  

Its position was much weaker 10 years ago, but now, again when Europe was the main user 
of IFRS back in 2003, 2004 and 2005 and Europe had enormous power, but as now that IFRS 
is used by South Korea, Canada, Brazil, Argentina, etc, the EUs power is more one of, they can 
make a noise in the corner and so but that it is. They are not going to bring the house down.  

 

Do you think because of EFRAG, the European Union has an unfair advantage over the 
IASB? Does EFRAG act as an influencer? 

No.   

Why would you say that? 

Well, because, EFRAG is in a position that.... you should read my paper on EFRAG. The point 
there is a point made also by the report that Downey (!?) commissioned from Maystadt. 
Europe has the most influence when they speak with a single voice, but it never speaks with 
a single voice on accounting. So, you can have EFRAG, saying we want ‘xyz’ but you may as 
well have France, Germany, UK, Italy, disagreeing, and saying to IASB we don’t want these 
things. So, EFRAG’s influence, I think the IASB respects EFRAG’s technical competence 
nowadays, so in that sense it has influence, but Europe does not speak in a single voice.  

We, in the course of the research for that particular paper, we interviewed IASB board 
members, and said, you know does it matter to you that, let’s say, France takes a different 
position than EFRAG and they said, yes of course it does, because it allows us to disregard 
EFRAG, if we want to. But mostly, EFRAG is very sensible and EFRAG is influential because it 
is good quality, high quality, but not because it has physical. 

 

Ok, so would you say that IASB because in the privileged position that they are, they 
are independent and unaccountable? 
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Yes. I don’t think they are out of control. I think they listen to what people say to them, so 
they are accountable in that sense, but in terms of bottom line power, there is nobody that 
can understand the IASB. The monitoring board is theoretically there to control the trustees, 
to control the IASB, but the monitoring board never intervenes on accounting matters. I think 
the IASB feels itself to be accountable but I am not sure that anybody is really in a position to 
move against it, not in the same way, not the same way the SEC could move against the IASB 
if it wanted to. 

So, FASB would be less independent, but more accountable. 

Yeah. 

Which one do you recon is a better model? 

Depends what you are trying to do.  

 

I am asking this question as a trap, since the standards are pretty similar on both sides 
of the Atlantic, with some differences, of course. So, I am just trying to understand how come 
two different models get the same standards.  

Well, because they’re trying to achieve the same objectives, I mean, IASB standards are very 
close also to UK standards and that’s not to do with our relationship, it has to do with people 
straining, and 150 years of financial reporting to the markets. It has a reporting response to 
pressures in the marketplace. The biggest financial market is in the United States, but the 
second biggest is London and the people who write accounting rules in those two centres 
have a long tradition of working in what investors want and they understand what investors 
want. Therefore, you end up with laws that are similar.  It would be surprising if you didn’t. 
It’s like saying we have a school for swimming in Germany and another school for swimming 
in Madrid. They do swimming completely differently, because the problems are exactly the 
same.  

So, you are not going to find completely different solutions to them and particularly not in 
today’s kind of information world where we know what’s going on in America all the time and 
they know what’s going on here. If you were as old as me, when I qualified as a professional 
accountant, we didn’t even have accounting standards and we certainly had no idea what 
went on in Europe or in the United States for that matter.  

Nowadays, all this information is immediately available and it’s taken into account, so it would 
be surprising if we came up with particularly different standards, and the only reason it’s 
peculiar is its legal system which forces solutions which are in information terms, all in legal 
protection terms. But going back to your question, what is the system, for me it’s not unique 
to financial reporting, all of law is based on jurisdiction. And so, as soon as you have a desire 
to have laws that go across jurisdiction, there is no legal framework for it, so you place it in 
the legal framework within the EU and that’s taking a long time to produce anyway, directly 
it doesn’t produce common rules.  
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Only regulation produces common rules but regulation is a relatively recent development.  
But look at the United Nations. How effective is it? Because you can’t take it to court. So as 
compared to the United Nations, I’d say the IASB is quite efficient and accountable, but it’s 
impossible to be accountable because it is outside any jurisdiction. 

 

In such a case, why did the Norwalk agreements fail? Was it because of the legal 
system? 

The Norwalk agreement was written in the environment of Enron. Now, the Americans 
believe that their accounting is the best in the world but during the aftermath of Enron, it 
suddenly became clear to them that that was not the case, and so they were willing for a 
while to work with the IASB, to say yes, we must improve and we will improve together with 
you and we’ll have the same standards all over the world. But the more that Enron faded in 
memory, faded into the distance, the less interested they were in incorporating. And so, they 
started looking more and more at their local requirements and say we’ll only do what you’re 
doing if it meets our local requirements. Mostly, it didn’t. So, I would say the Norwalk 
agreement was written in a particular window of opportunity forced by ENRON and which 
has closed since  

 

Ok. You kind of already answered the next question, if you think accounting regulatory 
bodies should be more accountable to the European Parliament or national governments and 
incorporate their concerns but I’m going to ask you something new here. In the EU we have 
something called public good, which EFRAG has to look at when advising the European 
Commission. Do you think it is a good idea to put public good into the accounting standards? 

No, it’s ridiculous. It’s ridiculous but this is how they use it. It’s already reality, it’s in practice. 
Yes, but it’s a political issue. And again, if you ever read my EFRAG paper, you will see the 
discussion of this in it, and we have an accounting already, the concept of the true interview 
...yeah?  

 

Yes. 

Nobody knows what that means. So, it’s a joke. The bias regulation, the main objective, must 
be the truth. They can only endorse if they give a true view, but it doesn’t define what the 
true view really is and nobody knows what it is. So, that is already ludicrous. And it must be 
in the public good.  

What is public good? How do you define it? We know what good is and we know what public 
is. But the public good is a very, very intangible concept. If it’s good for Deutche Bank is that 
in the public good? Or if it is good for unemployed people? That surely isn’t in the public good. 
So, the meaning is...and what it does, we argue anyway, what it does, it allows the European 
Parliament to say ‘a, but we know what the European public good is’, whereas politicians who 
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know nothing about accounting to say ‘I do not know about accounting, but I do know what 
the public good is’. It’s a bit of nonsense.  

It’s very European, but it doesn’t mean anything and it was disregarded until my staff largely. 
People didn’t know what it meant. They assumed that if a particular standard resulted in 
measured accounting then it was a public good. It’s a different public good. So, it’s a joke. It 
gives politicians the right, like my staff, who knows nothing about accounting, to say, you 
know ‘we want some other quality’ out of this financial reporting than good financial 
reporting, which is fine. At a political level it’s fine, of course. Why not?  

But viewed from an accountant’s perspective, it’s impossible to operationalize it. How would 
you define certain accounts in the public good? 

 

Well, this is the next question, if you think public good is a matter of shareholder or 
stakeholder primacy in the objective of account? 

If you’re asking me if that is my view, then no, that is not my view. 

OK. I think it’s a problem in accounting legislation that financial reporting, particularly in the 
UK owes its growth to the financial markets and so the law has been written to protect 
investors. The law doesn’t say what is good accounting. The law says how do you protect 
investors and then academics like you and me come along and say, but do that produce good 
accounts? And the law says that’s not the question we’re asking, that’s a different question. 
And no, of course it does not produce good accounts because there are many more 
stakeholders, I believe in a much wider view of the reporting. 

 

So, do you think financial reporting is done for shareholders while integrated reporting 
is done for shareholders and stakeholders? 

I think integrated reporting is trying to identify a whole, different stakeholders including the 
general public in the sense of when the company depends upon using public assets, like rivers 
or polluting land, that kind of thing, because it is recognised. And that’s a good thing, the 
societies, the companies play, some companies are very, very big and they play a very 
significant role in the world. And it is extremely important that they are accountable to the 
world for their impact.  

So, no, unfortunately we are stuck with a nineteenth-century legal framework which doesn’t 
really acknowledge that, but I think that the wider, faster reporting world does acknowledge, 
there is a much wider responsibility in reporting to investors. 

 

So, investors for the time being are still, in terms of decision, the primary user group? 

In terms of the law. 
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In terms of accounting? 

In terms of the IASB, its conceptual framework is oriented around investors, that’s for sure. 

 

So, would the objective be the firm or the markets? They look for growth, stability, 
what would be an account used by investors? 

To validate their previous predictions. 

 

What does that mean? 

Well, investors invest not on what the company did last year, but on what they expect it to 
do next year, and they have a number of inputs into what they expect it to do next year and 
the accounts come out a year later and tell them whether their prediction was right or not. 
And ordinarily, they should be looking at their prediction model as against what’s reporting 
in the accounts and why it is different. So, it’s there complimentary or validation role. 

Ok. Can we use estimates in modelling for those predictions, we are talking about fair value 
accounting versus historical cost. This makes accounts to be not reliable, but also not 
faithful... 
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