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“Keep it simple, stupid”: 

Can global standards be principle-based? 

 

It is an honour to be with you tonight to deliver the Ken Spencer Memorial Lecture.  

First, I would like to congratulate the Financial Reporting Council and the FRC Chairman, 

Charles Macek, for the initiative in beginning what will become a permanent event.  I stand 

at the podium tonight with the knowledge that my dear friend Ken is probably listening in 

from above and judging my every word.  Ken was never afraid to spot any weaknesses—and 

then quite unsympathetically to alert everyone to them as well.   

 

I remember one night in Connecticut when having got rid of the Americans, Ken, 

Warren and I sampled the delights of Scotch Malt Whisky – sadly, again and again.  I was 

led astray by the Aussies.  The next morning I had to chair a planning session of the G4 +1 

Group of standard setters comprising Australia, Canada, New Zealand, the UK and the US + 

the International Accounting Standards Committee (IASC).  I had no idea whether it was 

Monday or Christmas!  Fortunately the meeting seemed to be looking after itself which was 

as well given my total lack of concentration.  I was congratulating myself on successfully 

disguising my condition when Ken, with that evil look in his eye and with complete lack of 

sympathy or consideration that I was in as bad a state as he was, interrupted the meeting to 

ask if the Chairman could please sum up the debate so far.  The Chairman certainly could not 

– I didn’t even know what subject the group was discussing. 

 

Things didn’t always go Ken’s way.  In Warsaw a group of us was coming back from 

a dinner discussing various accounting issues when we noticed a young lady walking ahead 

of us.  This wasn’t any young lady – this one possessed 10 foot long legs and a micro-skirt.  

Being Chartered Accountants we were, of course, completely unaffected – we probably just 

continued discussing the gain on liabilities in an inflationary environment.  Then there was a 

dull, hollow sound – Ken had walked into a lamppost.  As I mentioned at Ken’s funeral, I 

promised him that night I’d never tell anyone and I never shall!  

 

This lecture is a fitting tribute to Ken because of his enormous contribution to the 

world of accounting.  For me it is a great professional and personal pleasure to present this 

lecture in Ken’s memory.  Indeed, I am here today in great part due to the foresight and 

leadership that Ken showed to the cause of international accounting standards.  Ken had long 
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believed in the globalisation of accounting standards and actively pursued the objective as 

Chairman of the Australian Accounting Standards board and latterly as Chairman of the 

G4+1 Group.  For many years, he had been Australia’s representative on the IASC and 

became one of the founding trustees overseeing the International Accounting Standards 

Board (IASB) in 2000.   Being Chairman of the Nominating Committee that appointed the 

original 14 Board members, he had a significant hand in selecting the IASB.  He was a great 

mentor to many of members of the IASB and played an important role in getting the new 

organisation moving.  All of us who worked with him miss that craggy face, the grin, the 

wicked sense of humour and, above all, the fiercely loyal friendship. 

 

 Tonight, I want to focus my remarks on another interest of Ken’s - the future 

direction of accounting, in particular whether it is possible to create and implement a set of 

common set of international accounting standards that are principles-based and eliminate the 

need for ‘bright lines’ and unnecessary rules.   

 

When speaking to different audiences throughout the world, I am struck with a 

growing sense that accounting is becoming too complex, that an audit partner must 

increasingly rely on the expertise of specialists to conduct an audit, and that financial 

statements are becoming ever more difficult for even the sophisticated investor to use.  Of 

course, some of the complexity of today’s accounting is a reflection of a marketplace where 

transactions are also complex.  However, I admit that an element of these concerns is 

justified.   Some of today’s accounting standards are needlessly complex.   

 

My goal at the IASB is to make accounting more understandable, while providing 

transparency to transactions where current rules obscure rather than highlight economic 

reality.  Many in the audience tonight may be sceptical of our ability to achieve that aim.  I 

don’t know if you have noticed that the trends more generally are not encouraging.  The 

Lord’s Prayer has 56 words, the Ten Commandments 297 words, the US Declaration of 

Independence (big mistake that was) 300, and the European Commission Directive on the  

Importation of Caramel Products 26,911 words.   

 

Yes, it will be a challenge to reverse this trend.  For those who know me well 

recognize that I am always ready for a good fight.  The cause of principles-based accounting 

standards is a worthy cause.  If we succeed in developing a principles-based system used 
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internationally, we will have served a future generation, preparers, and investors well and 

probably saved the accounting profession from itself. 

 

  

A growing consensus on global standards 

 

The IASB is well-positioned to take the lead in the effort to develop principles-based 

standards with the great majority of the world’s economies moving towards IFRSs.  Broad 

acceptance exists over the logic of adopting a single set of high-quality accounting standards 

relevant to the world’s capital markets.  “The life blood” of capital markets is financial 

information that is:  

 

1 Comparable from company to company; 

2 Relevant to investment financing decisions;     

3 A faithful depiction of economic reality; and    

4 Neutral, favouring neither supplier nor user of capital, neither buyer nor seller of 

securities. 

 

At the same time, national borders have less meaning as barriers to international 

capital flows disappear, and investors seek higher returns and diversification opportunities.  

Companies are increasingly operating in multiple jurisdictions, and the cost of consolidating 

different national accounts is costly and prone to error.  In this environment, it makes sense 

to have a single set of high-quality financial reporting standards used throughout the world’s 

capital markets.  The creation of such a set of standards is our mission at the IASB.     

 

 As a country dependent on trade and with sophisticated capital markets of its own, 

Australia, at the initiative of the FRC ably led by my friend Jeff Lucy, recognized the benefit 

of IFRSs at a very early stage in the IASB’s existence.  Australia’s decision to adopt IFRSs 

in 2005 served as a catalyst for others to adopt the standards in the Asia-Oceania region.  

Indeed, it is significant that all of the region’s major economies—including China, India, 

Korea, and Japan—all are moving in the direction of IFRSs.   

 

Outside of the Asia-Oceania region, Australia is in good company as well.  In 2005, 

the countries of the European Union joined Australia in adopting IFRSs.  Deloitte estimates 
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that 102 countries either permit or require the use of IFRSs for listed companies, while a 

large number of other countries have formal policies of convergence towards IFRSs.  Two 

hundred companies in the Fortune Global 500 are using IFRSs, and IFRS preparers account 

for US$11 trillion of the world’s equity market capitalisation of US$36 trillion.  By the end 

of 2011 we expect some 150 countries (including China, Canada, India, Israel and Korea) to 

be using IFRS and US GAAP and IFRS to be giving virtually the same results.   

  

 

Where we stand today 

 

  Despite the advance of IFRSs, I would caution one from drawing a conclusion on the 

IASB’s commitment to a principles-based approach on the basis of the existing set of IFRS 

standards.  Until now, the primary focus of the IASB has been on preparing the set of 

standards for use by countries, like Australia, for their adoption in 2005. 

 

 The IASB’s existence and shape owes much to a major reconstructuring initiative 

taken by another far-sighted Australian friend, Michael Sharpe, in his role as Chairman of 

the former IASC (our predecessor body)- the result of his vision being the formation of the 

IASB in 2001.  From the IASC we inherited a suite of 34 standards.  While most of these 

standards were principle-based there were, due to US influence, some that could be 

described as overlaid with additional guidance and rules.  Of these 34 standards, 14 had been 

heavily criticised by the International Organisation of Securities Regulators (IOSCO).  It was 

quickly realised that if IFRSs were to be accepted on capital markets throughout the world, 

these 14 standards had to be improved as soon as possible. 

 

  The Board’s work, therefore, for the first five years was to try to get the 34 standards 

ready for 2005 - given the request to have a year’s breathing space this meant that most of 

the improvements (to 17 standards) had to be, and was, completed within three years – by 

31st March 2004 (a target day which coincidentally was the day of Ken’s passing).  There 

was no time for major revisions.  Even for the new IFRSs adopted for business 

combinations, share-based payments, and extractive industries, we needed to borrow from 

other literature or grandfather existing national practice. 
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During its first few years, the IASB was also presented with an opportunity.  The US 

Securities and Exchange Commission (SEC) and the FASB have always been consistent 

supporters of international standards.  However, following the collapse of Enron and other 

financial scandals in the US, the willingness to accept international approaches to accounting 

standards grew.  It was this changing mood that led the FASB and the IASB to capture what 

was a small window of opportunity.  The Norwalk Agreement was the result.   

 

The aim was to merge two internationally used forms of accounting into one by 

choosing “the gold standard” ie where the Boards’ standards differed, by choosing the better 

of the two or, if neither was of appropriate quality, writing a new standard.  The boards 

agreed to remove the differences between their standards as quickly as possible; to align their 

agendas to avoid future differences; and to interpret all the standards in the same way.  The 

aim was to reach a position where the requirement for companies listed on the US financial 

markets using IFRSs to reconcile to US GAAP would be removed as the standards would be 

virtually the same.   

 

 Some of the differences between IFRSs and US GAAP have now been eliminated, 

and we are beginning to see the light of the end of the tunnel regarding the potential 

elimination of US reconciliation requirement.  The SEC has set a target for the elimination of 

the reconciliation requirement for IFRS accounts by 2009.  

   

 Admittedly, the IASB may have reached different conclusions and drafted standards 

differently if it had inherited a clean sheet of paper.  However, events did not present us that 

opportunity, and we adapted to a rapidly emerging market place.  This was largely to enable 

countries like Australia to adopt a workable platform of standards in 2005.  

 

 

The Future of Accounting is Now  

 

 Today, the pressure to repair the inherited standards or focus on short-term 

convergence projects is over.  The IASB can now do some real standard-setting with our 

objective in mind – to produce one set of high quality global standards.  It is from this point 

forward that observers should judge our commitment to principles-based accounting 

standards and to the elimination of unnecessary complexity in accounting. 
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 I often hear that the effort to write principles-based standards is doomed to failure, 

because of our partnership with the US FASB.  This view unjustly states that our work 

programme is focused too narrowly on the removing the reconciliation requirement and will 

lead us to adopt an overly complex and prescriptive approach used in the United States.  I do 

not believe that is the case, because the fundamental nature of the convergence programme 

has changed.  An agreement (known as the Memorandum of Understanding) between the 

FASB and the IASB and involving the SEC and the European Commission was completed in 

February 2006 setting out a roadmap for the removal of the need for the reconciliation 

requirement.  The focus has evolved from the elimination of differences of existing standards 

to a new emphasis on a joint effort to develop new standards where current accounting is 

deficient.   

 

 The approach adopted in the Memorandum of Understanding enables us to adopt a 

clean sheet approach to new accounting standards.  For these new proposals, the IASB is 

determined to write standards based upon clearly articulated principles.  In my opinion, a 

good principles-based standard must pass four tests:   

 

i Is the standard written in plain English? (This is also important to enable easy 

translation of our standards.) 

ii Can the standard be explained simply in a matter of a minute or so? If not, why does 

it take longer?  (ie can only specialists understand it or can most accountants use it?)   

iii Does it make intuitive sense?         

iv Does management believe it helps them to understand and describe the underlying 

economic activity? 

 

Today, it would be an understatement to say that some of the standards on the books 

cannot meet these tests.  Accounting can be both primitive and a closed book to outsiders.  

The blame is shared.  Many standards are difficult to understand because the main principles 

are submerged under a series of exceptions and detailed guidance.  This does not have to be 

the case.  Furthermore, in many cases, by popular demand the basics of transactions are 

frequently disguised to avoid volatility in income or to disguise the real levels of debt of a 

company. 
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I often despair of accounting.  Frankly, accounting is not rocket science.  It is often 

said of the professions that they try to surround their activities with mystique to confuse the 

layman.  Accounting standards can do more than that – they frequently baffle many 

accountants so much so that few audit partners can complete an audit without relying on the 

advice of experts within the firm.  My usual comment when confronted by many supporters 

of complicated accounting policies is: “Explain that to your granny”. 

 

Let us look at three of the most egregious cases where exceptions in accounting rules 

to accommodate different interests have added complexity, while reducing transparency.  All 

three are now under review. 

 

Pensions 

Let’s apply the “granny” test to the existing pensions standard.  Suppose a pension 

fund is in equilibrium, having liabilities of A$40 million matched by assets of a similar 

amount.  If the value of the assets was to fall to A$30 million and liabilities remained the 

same, the fund would have a deficit of A$10 million.  Under what is the most commonly 

used option of IAS 191, the deficit is reduced: 

a) by a reduction of 10 percent of whatever is the higher of assets or 

liabilities—in this case liabilities, leading to a reduction of  

A$4 million           

b) by ‘spreading’ the remaining deficit of A$6 million (A$10 million minus 

the $4 million) over the expected working lives of the employees—say 10 

years for this example. 

The result is that deficit shown in the financial statements becomes A$600,000.  The 

incomplete nature of such an amount recognised in income and expense and the balance 

sheet obscures the impact of the loss in value of the fund assets on the entity.  While 

information about the total deficit is shown in the notes, standard-setters know that disclosure 

is no substitute for good accounting.  Moreover, there is a growing body of academic 

research indicating that market participants do not incorporate the disclosures in decision 

making. 

                                                 
1 See “Post Retirement Benefits, Outside the Corridor” Company Reporting No 199, January 2007, p 3. 
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This does not make any sense.  I know that I couldn’t explain that to my granny.   

 

Furthermore, not only is the change in the value of a pension fund not reflected in the 

financial statements correctly but  the annual cost of pensions charged against annual income 

is offset by the estimated long term return on the assets in the fund.  Some of these estimated 

returns have been heroic!  In the United States from 2000 – 2004, the income statements of 

the top 500 companies, recorded these estimated returns at US$498bn.  The actual return 

amounted to US$197bn.2  In other words, US$301bn of phoney profits flowed through the 

profit and loss accounts of the top 500 American companies over a period of five years.     

 

 

Leasing 

            

On leasing, there is some good news—the standards internationally are harmonised.  

The bad news is that they are absolutely useless!  One of my great ambitions before I die is 

to fly in an aircraft that is on an airline’s balance sheet.  Why does this not occur?  Because 

most aircraft are leased and the standards divide leasing into two types: operating leases and 

capital/finance leases in which (broadly speaking) the asset is owned for almost its entire 

life.  For operating leases the only amount shown in the financial statements is the annual 

lease payments which are charged to the profit and loss account.  For finance leases, the 

present value of the future payments under the lease is shown as a liability and on the other 

side of the balance sheet the right to the asset.  Why aren’t aircraft shown?  This is because 

aircraft are not leased for their entire life.  They are usually leased for only seven years; 

therefore, they fall into the operating lease category.  But ask the airline the following 

questions: 

 

• Q: Can the airline escape from the lease?  A: No, it is committed to annual payments 

over the next seven years. 

• Q: Can the airline measure the amounts it has to pay over seven years?  A: Yes, it is 

written into the lease contract. 

                                                 
2 ‘Pondering Pensions: How They Affected the S&P500 in 2004’  
The Analyst’s Accounting Observer  May 27, 2005 (Revised June 27, 2005) 
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The definition of a liability is met.  The airline has an obligation from which it cannot 

escape and which can be measured reliably.  It should, therefore, show as a liability the 

present value of the payments that have to be made and on the other side the rights to the 

aircraft for the same period.  These would not be trivial figures.  The leasing volume for the 

year of 2005 amounted to US$582bn 3  – and this was for only one year.  Most of it was off 

balance sheet.  

 

Financial Instruments  

           

 Finally let’s turn to financial instruments (especially IAS 32 and IAS 39) because 

they are the poster children of ‘rules-based’ accounting.  However, the 500 pages of IASB 

guidance or nearly 1200 pages in US GAAP are not the result of a standard-setter’s whim—

they reflect the two boards’ desire to address their constituents’ desire to account for specific 

transactions, to reduce reported earnings volatility, and to have more certainty through 

guidance.   

 

 I often say if you understand IAS 32 and IAS 39, you haven’t read the standards 

carefully enough.  Here’s why.  IAS 32 requires an asset or liability to be recognised when 

an entity uses its own equity instruments as 'currency' in a contract to receive or deliver a 

variable number of shares whose value equals a fixed amount, which is inconsistent with the 

conceptual framework.  The treatment of impairment is different depending whether it is for 

goodwill or a tangible asset, or (separately) whether it is an equity instrument or a debt 

instrument held as available for sale.    

 

While these inconsistencies can be overcome, some would argue that the business 

world is complex and accounting standards that would overtly simplify a complex world, 

would do a disservice to the financial community.  No-one could argue that IAS 39 does not 

attempt to deal with complexity. It is also true that there are clearly articulated principles in 

IAS 39.  The standard applies to cash and contracts for cash.  From a measurement 

perspective: 

 
                                                 
3 Source:  World Leasing Yearbook 2007, p1  
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• all financial assets and liabilities are measured at fair value on initial recognition. 

        

• subsequent measurement should reflect the nature of the instrument and purpose for 

which it is held 

• all derivatives are measured at fair value 

 

 It is in the application and in the exceptions to the principles that the problems occur.  

For example, paragraph 9 of IAS 39 defines a derivative instrument.  The definitions are 

discussed further in Application Guidance paragraphs AG9 to AG12A.  The definition is 

further elaborated on in paragraph 38 and AG53 to AG56 dealing with regular way contracts.  

These paragraphs are then supplemented in the implementation guidance to IAS by nine 

issues dealing with the definition of the derivative and five issues dealing with regular way 

contracts.   

 

Similarly, financial instruments are defined in four categories in paragraph 9 which is 

then expanded upon in AG14 to AG26.  Another 13 issues dealing with these definitions 

appear in the implementation guidance.  Paragraphs 10 and 11 describe an embedded 

derivative and illustrate the appropriate accounting treatment.  Such derivatives should be 

separated from the host contract and accounted for as a derivative unless the embedded 

derivative is closely related to the economic characteristics of the host contract (there are also 

a couple of other  conditions in paragraph 11 relating to separation of embedded derivatives 

from a host contract).  However, an entity may elect, in certain situations, to measure the 

entire hybrid instrument at fair value through profit or loss under paragraph 11A.   If the 

embedded derivative cannot be measured separately a further exception is given in paragraph 

12.  Eleven further issues involving embedded derivatives are dealt with in 

the implementation guidance. 

 

Similarly, IAS39 allows optional hedge accounting.  Gains and losses on derivatives 

can be held back (breaking all the normal rules) if cash flow hedge accounting is used.   If it 

is not, these gains and losses will be recognised as they arrive.  The timing of these gains and 

losses is essentially a management choice. 

 

 I have long given up asking my colleagues to explain this one to their granny. 
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A Better Way 

 

 I have picked on three of my favourite cases where accounting is needlessly 

complex or fails to reflect the economic facts, but there are certainly other examples.  

The question is where we go in the future.  Can standards be written differently?  Can 

the standard-setter deal with the main issues related to a particular type of transaction 

(what is known as an 80% standard) leaving the other problems to be dealt with  

 by reference to the standard’s main principles and the use of professional judgement? 

  

 Returning to the four tests that I set out earlier, the answer lies partly in 

developing standards that make intuitive sense, partly in the drafting, and finally in 

the way financial statements are presented and explained.   

 

A principles-based standard 4

 

 If principle-based standards are to be introduced then lessons must be learned from the 

problems arising from existing standards.  If complexity is to be avoided the exceptions to 

the scope and to treatments will have to be eliminated.  Similarly, application guidance will 

have to be limited to only what is absolutely necessary to operationalise the principle. 

 

It would not, however, be enough simply for a standard setter to make the above a 

desirable objective.  A process would have to be introduced to ensure that principles-based 

standards are delivered.  All exceptions should be questioned and re-debated before a final 

standard is issued.  Applications of exceptions by analogy would have to be prohibited – 

thereby eliminating a major source of interpretations.   

 

                                                 
4 I am indebted to my Board colleagues and in particular to Mary Barth, Jim Leisenring, Trish O’Malley, 
Warren McGregor, John Smith and the Directors, Liz Hickey and Wayne Upton, for their observations on this 
issue. 
See also, Principles – Based Approach to US Standard Setting FASB, 2002; Katherine Schipper ‘Principles – 
Based Accounting Standards’ Accounting Horizons, March 2003, and Principles Not Rules: A Question of 
Judgement; Institute of Chartered Accountants of Scotland, 2006. 
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The core principles would have to be clearly stated. Other sub-principles should be 

related to these in a tree-like structure.   

 

Inconsistencies with other standards should be dealt with.  Despite the potential delay 

consequential amendments should be made if by doing so collectively standards now use the 

same principles.  

 

 Principles should be tied to the conceptual framework.  The basis for conclusion of 

the standards should have specific discussion of the how the principles in the standards 

compare with the framework.  Any departure would have to be explained.  

 

It may be necessary to depart from the framework if emerging transactions indicate 

that the framework is out of date.  Any exception to the framework, however, should provide 

a basis for elimination of the exception by later changes to the framework itself. 

 

The use of principles should eliminate the need for anti-abuse provisions.  It is harder 

to defeat a well crafted principle than a specific rule which financial engineers can by-pass.  

A principle followed by an example can defeat the ‘tell me where it says I can’t do this 

mentality’.  If the example is a rule then the financial engineers can soon structure a way 

round it.  For example, if the rule is that, if  A, B and C happens, the answer is X, the experts 

would restructure the transaction so that it involved events B, C and D and would then claim 

that the transaction was not covered by the standard. 

 

A principle based standard relies on judgements.  Disclosure of the choices made and 

the rationale for these choices would be essential.  If in doubt about how to deal with a 

particular issue, preparers and auditors should relate back to the core principles.  The basis 

for conclusions should also include, in particular, the question of whether there is only a 

single view to tackle the economics of the situation. Often there are competing views - is one 

deemed to be more relevant.  If so, reasons for choosing that particular view should be 

explained in the basis for conclusion and reasons for rejecting the others clearly outlined.   

 

All application guidance and examples to understand the principles have to be 

questioned.  Would anything be missed if they were deleted?  If guidance is necessary, is the 

principle sufficiently clearly stated?  Does the standard include bright lines and arbitrary 
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limits?  Why are these necessary?  Does the transition follow the normal pattern?  If not, why 

is a change proposed? 

 

How would you put this into practice?  Let’s take the leasing example from earlier.  

The core principle in a new leasing standard could be expressed as:   

 

“The entity is required to show the liability it has incurred by signing the lease 

contract and the rights to the asset obtained thereby.” 

 

That is the thrust of the standard.  How much more would be required?  We would possibly 

need sub-principles related to the core principle in a tree-like structure dealing with: 

 

1 the definition of the particular liability incurred and the rights obtained; 

2 the treatment of renewal options or cancellation features; and 

3 residual guarantees. 

 

Telling it as it is 

 

 The result of such an emphasis on principles, and a reluctance to provide detailed 

guidance, will necessarily lead to what I call ‘tell it as it is’ accounting.  I understand that this 

could lead to increased volatility in financial statements.  For this reason, we need to focus 

on presentation and management commentary as well.   

 

 Presentation should show where volatility will have an effect in the short term and 

where it relates to long term matters.  Users would have to understand the differences 

between gains and losses in the short term as part of the opening cycle reflecting nearness to 

cash and those resulting from long term investment portfolios, revaluation of buildings and 

changes in pension fund surpluses and deficits.  The financial statements should reflect these 

differences in the timing and uncertainty of the realisation of the gains and losses – and 

enable management to explain their company’s performance appropriately. 

 

 In this new world, management commentary takes on added significance.  Make the 

company tell its shareholders what it tells the analysts.  For example, in the UK, while many 
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companies were upset at having to show their pension fund deficits they soon learned how to 

deal with the problem.  Companies were saying things such as: 

 

“We have a pension deficit of A$40m, we expect to put an extra A$5m per annum 

into the fund over the next few years.  We assume the assets in the fund will grow at 

4% per annum and we will change the scheme slightly.  We therefore expect that by 

2011 the scheme will be back in equilibrium.  The effects on profits, assuming they 

stay at today’s levels, will be 1.3%.” 

 

All we standard-setters have to do is provide the vehicle in the form of the management 

commentary.  As in many cases standard-setters know what has to be done – but can we 

make it understandable. 

  

 

A Shared Challenge 

 

 A principle based system will only work if preparers, auditors, users and regulators 

wish to make it work.  Use of judgement will require preparers and auditors to exercise 

courage and to defend their judgements.  Users would have to accept that companies would 

not always adopt exactly the same treatment for dealing with particular situations but over 

time it is likely that the better treatment would emerge as being favoured.  If an inappropriate 

treatment emerged then clearly the standard setter would have to step in to correct the 

situation by amending the principle or by dealing with the issue specifically (another rule?).   

 

The training of accountants would have to change.  The basic concepts of 

accounting would have to be emphasised at degree and at professional training level.     

Preparers and auditors would have to accept that a principle-based system would tend 

to ban the treatments designed to smooth earnings.  

 

Greater user sophistication is necessary.  Investors will need to rely on the variety of 

information that corporations are giving to explain financial results and be able to recognise 

the different sources of performance and volatility.   
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Regulators should not be able to second guess preparers who have made honest and 

reasonable judgements and which meet the objective of a principle.  If two or more methods 

are appropriate to achieve the result the principle desires then these have to be accepted.  If 

the regulator insists on one method he is in effect inventing the rule and moving away from a 

principle based system.  Regulation can be the enemy of principles – a danger that has to be 

watched by securities and prudential regulators world wide.   

 

Similarly, we cannot deal with lots of requests for interpretations – whether as formal 

International Financial Reporting Interpretations Committee (IFRIC) pronouncements or 

explanations of decisions not to offer an IFRIC interpretation.  Every interpretation is a rule.  

For example, in several issues brought to IFRS recently, it is often difficult to choose 

between two competing treatments.  The question that has to be asked is: does it matter if 

management select one policy and disclose the effect of selecting another?  The information 

will be in the market place and adjustments can be made if necessary.  If the effect is 

material and the issue occurs frequently a case may arise for a few paragraphs being added to 

the standard to ensure greater comparability.   

 

Finally, the legal situation.  It will be much more difficult in the United States to 

introduce a principle based system given the litigious nature of that society. I acknowledge 

that this is a risk to IFRSs as we pursue convergence.  I believe the risk is overstated.  The 

risk can be mitigated however by the careful generation, collection and retention of 

documentation and the seeking of expert advice and the views of professional colleagues 

throughout the life cycle of transactions.  Above all, those who make such judgements, 

document them and who have made an honest and fair attempt to meet the principle should 

be defended. 

 

If the United States cannot accept the degree of judgement deemed appropriate 

elsewhere then the FASB may have to issue requirements additional to those of the IASB. 

The IASB would then have to consider ways of ring-fencing the additional US guidance to 

prevent such guidance associated with a jointly written standard from being deemed 

compulsory by IASB’s current requirements to look to the standards of other standard setters 

if an IFRS does not deal with a particular situation. 
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  Ken Spencer Memorial Lecture March 07 

The last, best chance 

 

We are at an important juncture in accounting.  The integration of the world’s capital 

has led to the emergence of IFRSs as a broadly accepted set of accounting standards.  This 

development has also provides us with a unique opportunity to write standards that focus on 

clearly articulated principles, making financial reporting more accessible to a broader range 

of users again.   

 

Ultimately, the financial reporting world will get the standards which it deserves.  A 

rules-based system is inevitable: 

 

• If those involved with financial reporting do not act with integrity,  

• if in court accountants attack reasonable judgements which have turned out to 

be, with hindsight, incorrect,        

• if auditors and preparers ask for voluminous interpretations or additional 

guidance,  

• if raw economic facts are unpalatable and exceptions to the principles sought, 

• if the regulators insist on particular ways of dealing with a situation. 

 

This is probably the standard-setters’ last chance to move the clock back to try to 

write shorter, less complex standards, to remove the cottage industry of the expert and return 

accounting to the profession.  We have to move away from the position where only the 

technical partner understands (or thinks he or she understands) the standards.  Accounting is 

not rocket science – we have to try to write standards for the bulk of the profession.  We are 

going to try – it will then be over to you. 
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