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Background 
 
Under the strategy announced by the Financial Reporting Council (FRC) on 3 July 2002 
(refer FRC Bulletin 2002/4, www.frc.gov.au), the Australian Accounting Standards Board 
(AASB) is working towards the full implementation of International Accounting Standards 
(IASs, now known as International Financial Reporting Standards – IFRSs) in Australia in 
respect of financial years commencing on or after 1 January 2005.  
 
The logic for the creation of a set of IFRSs is premised on the assumed improvement in the 
efficiency of the capital markets that will arise from the existence of a set of globally 
acceptable accounting standards that result in high quality, comparable and transparent 
financial reporting.  This is evidenced by the fact that the driving force behind the European 
Union’s decision to require EU listed companies to prepare their consolidated accounts in 
accordance with IFRSs from 1 January 2005 is the desire of the EU to create a single capital 
market. 
 
Fundamental to the success of the 2005 strategy is the ability of the International Accounting 
Standard Board (IASB) to have a set of high quality accounting standards in place so that 
companies in the EU and Australia (and elsewhere) are well placed to ensure their 
appropriate implementation.  That is the current challenge to the IASB and it is why the 
IASB is aggressively improving the set of standards inherited from the previous International 
Accounting Standards Committee.  The 2005 deadline has made it a tight and challenging 
program. 
 
Exposure drafts to date 
 
In its quest to improve the existing IFRSs, the IASB has issued the following exposure drafts: 
 
(a) “Proposed Improvements to International Accounting Standards” (the proposals 

impact twelve standards and is primarily aimed at reducing allowed alternative 
treatments) (May 2002) 

 
(b) “Proposed Improvements to International Accounting Standards IAS 32 ‘Financial 

Instruments: Disclosure and presentation’ and IAS 39 ‘Financial Instruments: 
Recognition and Measurement’” (June 2002) 

 
(c) ED 1 “First-Time Application of International Financial Reporting Standards” 

(August 2002) 
 
(d) ED 2 “Share-based Payment” (a new standard, November 2002) 
 
(e) ED 3 “Business Combinations” and Proposed Amendments to IAS 36 “Impairment of 

Assets and IAS 38 “Intangible Assets” (December 2002). 

http://www.frc.gov.au
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Exposure Drafts still to come 
 
The IASB work program includes three further exposure drafts intended to be operative by 
1 January 2005.  These deal with business combinations phase 2 (including issues relating to 
dual- listed entities), convergence issues arising out of the recent Memorandum of 
Understanding between the US Financial Accounting Standards Board and the IASB (the 
so-called “Norwalk agreement”) designed in the short-term to remove a variety of individual 
differences between US generally accepted accounting principles and IFRSs (there is also to 
be a longer term project to make the standards fully compatible as soon as possible) and 
insurance contracts (phase 1).  These exposure drafts are anticipated by 30 June 2003.   
 
The likely state of new and improved standards at 1 January 2005 
 
The IASB’s intention is to limit the number of further new or revised standards initially 
applicable in 2005. As a result the current projects that are likely to impact applicable 
standards for 2005 are: 
 
(a) First-time application (exposure draft issued August 2002) 
 
(b) Improvements (exposure draft issued May 2002) 
 
(c) Improvements – Financial Instruments (exposure draft issued June 2002) 
 
(d) Business Combinations and Amendments to Intangibles and Impairment of Assets  

(exposure draft issued in December 2002, plus a further exposure draft in 2003 
relating to certain consolidation issues) 

 
(e) Share-based payment (exposure draft issued November 2002) 
 
(f) Convergence (short term strategy, exposure draft intended to be issued in June 2003 

under the Norwalk Agreement) 
 
(g) Insurance contracts (Phase 1) (exposure draft to be issued in 2003). 
 
The convergence project (f) may cause a re-consideration of some of the issues considered in 
the improvements project exposure draft.  This is likely to delay the finalisation of some of 
the amended “improved” standards.  The IASB has decided to divide the insurance project 
into two phases, with the first phase being limited and deliberately constructed with 2005 in 
mind. 
 
In addition, there are projects currently under IASB consideration that could affect 2005 for 
some entities through their elections to adopt the resultant amended standards early.  These 
may include: 
 
(a) post-employment benefits (cost of defined benefit superannuation) 
 
(b) performance reporting 
 
(c) revenue and liabilities recognition 
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(d) consolidations (including special purpose entities) 
 
(e) segment reporting 
 
(f) deposit taking, lending and securities activities. 
 
In each of the above cases, the IASB currently plans to issue IFRSs in 2004 or 2005, with 
application dates beyond 2005. 
 
Most IFRSs do not operate in isolation because of their frequent cross-references to other 
IFRSs.  Consequently it is most impracticable for the AASB to issue and make operative 
selective IFRSs in isolation.  For this reason, and given the wide-ranging planned 
amendments to existing standards over the next two years to 2005, while further study is 
required by the AASB, it is far more likely that the AASB will be forced to make most IFRSs 
operative for financial years commencing on or after 1 January 2005 in a “big bang” rather in 
what is somewhat hopefully envisaged in CLERP 9 through a transition process.   While this 
may be considered to be unfortunate, it is, I believe, inevitable and is, of course, largely out 
of the hands of the AASB, given that implementation is dependent on the IASB’s timetable 
and output. 
 
I believe also that it is essential that the IASB meet its somewhat ambitious work plan 
(previously outlined) to improve the accounting standards it inherited from the former 
International Accounting Standards Committee so that the resultant IFRSs applicable at  
1 January 2005 are high quality.  To me this is an essential unstated premise underlying the 
FRC 2005 strategy decision.    
 
Will the transition be smooth? 
 
I believe the answer to the above question depends significantly on how entities plan to make 
the change.  Some of the planned changes, such as those related to the introduction of 
improved IAS 39 “Financial Instruments: Recognition and Measurement” are complex and 
will in many cases cause entities to make system changes especially where use is made of a 
range of derivatives.  Changes under many of the other standards will be much more 
straightforward, especially given that many of the AASB Standards largely conform to 
existing IASB Standards. 
 
The change to IASB Standards will require careful study and implementation not only by all 
entities involved (including their boards of directors and audit committees) but also by the 
accounting professional bodies and educational institutions responsible for education and 
professional development.  That certainly cannot wait until 1 January 2005.   
 
The AASB’s Role and 1 January 2005 strategy 
 
The AASB has been actively playing its role as an IASB liaison standard setter.  It has 
aligned its work program with that of the IASB. It has been monitoring the key IASB projects 
and deliberating on the tentative IASB decisions and communicating, in the pre-exposure 
stage, with the IASB on certain issues.  This is all in an effort to influence the outcomes of 
the IASB. The AASB has issued exposure drafts or invitations to comment in respect of each 
of the IASB exposure drafts that have requested constituents to provide their responses to 



4 

both the AASB and the IASB.  The AASB has also been making formal responses on the 
IASB exposure drafts.  In addition, the AASB has been actively working in partnership with 
the IASB in connection with the IASB’s project dealing with post-employment benefits 
(accounting for the cost of employee defined benefit superannuation).  The AASB has also, at 
the request of the IASB, recently agreed to commence both a short-term project (dealing with 
2005 issues) and a long-term project relating to the extractive industry (in conjunction with 
the standards setters of Canada, Norway and South Africa).  It has further agreed to 
commence a short-term convergence project relating to research and development costs and a 
long-term research project concerning accounting for intangible assets, including interna lly 
generated assets. 
 
The AASB intends to aggressively follow these processes. 
 
The challenge 
 
There are presently 33 IFRSs.  The present intention is to leave three existing standards 
unrevised before 1 January 2005.  11 IFRSs are planned to be amended and re- issued in 2003, 
with the other 19 IFRSs due for amendment and re- issue in the first half of 2004.  The AASB 
is intensively studying how these amended IFRSs can be introduced into Australia in an 
orderly manner. 
 
Investor relations reporting and corporate governance issues 
 
I believe it is essential that management and boards of directors come to grips with the 
implications of these significant changes from the viewpoint of investor relations reporting 
and corporate governance.  I believe audit committees and boards of directors should have a 
standing agenda item dealing with the transition to 2005 International Accounting Standards. 
 
I believe this is of particular significance from a continuous reporting viewpoint.  I do not 
believe boards of directors and audit committees can wait to consider the implications of new 
or revised standards, their operative dates anticipated in most cases to be financial years 
commencing on or after 1 January 2005.  Let me give you some significant examples: 
 
(i) The business combinations, intangible assets and impairment of assets exposure draft 

(ED 109) proposes significant new standards relating to: 
 

• the identification of intangible assets 
• the non-amortisation of intangibles with indefinite lines 
• the non-amortisation of goodwill 
• impairment of asset testing, including identifiable intangibles and goodwill, 

that requires discounting of future cash flows when assessing fair values of 
assets. 

 
When similar rules were introduced by the FASB in the USA, some entities 
determined that very significant write-downs of goodwill and identifiable intangibles 
were required.  I believe that good governance requires companies under the 
continuous reporting requirements to be currently considering the implications of the 
proposals set forth in ED 109 and to be making determinations whether write-downs 
will be necessary should the proposals become approved standards – which will 
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almost certainly occur.  Consideration needs also to be given to whether any 
disclosures under the continuous disclosure requirements are required. 
 

(ii) The financial instruments exposure drafts include complex rules relating to the 
classification of financial instruments (which, for example, may cause some resettable 
preference shares to be classified as debt, rather than equity), balance sheet 
recognition of derivatives (including derivatives held for hedging purposes) and 
derecognition rules, which could have a significant impact on the financial reporting 
of securitised assets.  While some of these proposals are currently subject to 
considerable debate, again I believe good governance and continuous reporting 
requires boards of directors to at least consider the possible impact of the proposals 
and to decide whether any current disclosures are required under the continuous 
disclosure requirements. 

 
(iii) The share-based payment exposure draft, ED 108, proposes that the cost of options 

issues in respect of assets and services be recognised.  These proposals, if they 
proceed, could have a significant impact on the cost of the remuneration of 
executives.  Again, I believe good governance and continuous reporting requires 
boards of directors and remuneration committees to consider the possible impact of 
the proposals. 

 
There are of course other examples, including the possible removal of the need to prepare 
accounts in Australian currency, which may be of significance to companies, such as some 
mining companies, that believe it is more appropriate to prepare their accounts in US dollars, 
being the currency of most of the ir revenues. 
 
Impact on Australia’s US Registrants 
 
It is too early to say what the impact of the adoption of International Accounting Standards 
will be on US registrants.  The hope is that in due course the US SEC will remove the need 
for the US GAAP reconciliation requirement.  However, I believe that will largely depend on 
the success of the “Norwalk Agreement” previously referred to. 
 
Under the Norwalk Agreement which was reached at a joint meeting on 18 September 2002 
of the US Financial Accounting Standards Board (FASB) and the IASB, both standard setters 
“acknowledged their commitment to the development of high-quality, compatible accounting 
standards that could be used for both domestic and cross-border financial reporting” and 
“pledged to use their best efforts to (a) make existing financial reporting standards fully 
compatible as soon as is practicable and (b) to coordinate their future work programs to 
ensure that once achieved, compatibility is maintained.”   Under the agreement, the FASB 
and the IASB have agreed, as a matter of high priority, to: 
 
(a) undertake a short-term project aimed at removing a variety of individual differences 

between US GAAP and IFRS; 
 
(b) remove other differences between IFRSs and US GAAP that will remain at 1 January 

2005, through coordination of their future work programs; that is, through the mutual 
undertaking of discrete, substantial projects which both Boards would address 
concurrently; 
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(c) continue progress on the joint projects that they are currently undertaking; and, 
 
(d) encourage their respective interpretative bodies to coordinate their activities. 
 
The FASB and IASB further agreed to use their best efforts to issue an exposure draft of 
proposed changes to US GAAP or IFRSs that reflect solutions to some, and perhaps all, of 
the differences identified for inclusion in the short-term project by June 2003.  The proposed 
strategies will be implemented by the two Boards having regard to the intended 
implementation of IFRSs in several jurisdictions on or before 1 January 2005. 
 
My personal view is that the US SEC is unlikely to remove the reconciliation requirement 
until most of the differences have been removed.  In any case, I believe the US capital 
markets will continue to wish to understand any differences until the markets become 
convinced of the quality of the International Accounting Standards. 
 
So is all of this effort worthwhile?  I believe it is, if the end result is a set of internationally 
acceptable high quality standards that leads to improved transparent financial reporting that is 
globally acceptable in the various capital markets.  I believe the effort will only be 
worthwhile if that is the result.  If it is not, I will forever regret that my generation of standard 
setters failed to meet the challenge. 
 
This paper contains certain personal opinions of the presenter, which are not necessarily the 
views of the AASB. 
 


