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Editorial

Drive for sound application of IFRS is mission critical

Consistent interpretation and regulation of International Financial Reporting Standards (IFRS) is a hotly debated topic as
many thousands of companies prepare to report IFRS year-end information to their investors and stakeholders for the first
time. Without sound application and a high level of consistency, this huge undertaking to improve the comparability and
quality of financial information for investors, could be severely undermined.

Sound application does not mean identical

Consistency does not necessarily mean identical application or
interpretation of IFRS in every company, but it does mean that
every case has to be compliant with the standards.

At the same time, we must try to avoid a plethora of different
interpretations emerging from different bodies. This was the
conclusion reached at a recent open meeting, sponsored by the
European Financial Reporting Advisory Group (EFRAG), which
is tasked with developing Europe’s views on financial reporting.
Participants did not believe that EU-specific interpretations fit
the objective of achieving a high level of consistency worldwide.
However, they did suggest that coordinating European views
and priorities and feeding this in to the International Financial
Reporting Interpretations Committee (IFRIC) will help to develop
consensus on international interpretations. It was also felt that
national guidance on IFRS should be kept to a minimum.

This approach fits well with the IFRIC's strategy, which has been
to keep interpretations to a minimum. It has generally concluded
that it should discourage the development of jurisdiction-specific
interpretations because it is very rare for a particular set of facts
and circumstances not to have parallels in other countries.

Preparers taking primary responsibility

Companies changing to IFRS are focused on getting their first
IFRS reporting right as, increasingly, they recognise that significant
and unexplained reporting differences between companies in the
same sector have the potential to undermine market confidence
in their business. One way of reducing divergence is for groups of
industry preparers to work together to ensure that any differences
that do emerge are based on real economic differences rather
than varying accounting applications.

Robust application of IFRS is not just a question of companies’
co-operating externally — it is also critical to drive consistent IFRS
reporting internally as well. Some companies are already looking
ahead to see how they can better ‘embed’ IFRS (see page 39) so
that the new accounting practices form part of every-day activities
and sound IFRS reporting can be efficiently achieved.

lan Wright
PricewaterhouseCoopers
Global IFRS Leader

Making national guidance and enforcement
of international standards work

National regulators have an important and very challenging part
to play because there are over 150 regulators in Europe with some
IFRS compliance oversight. The scale of this burden on regulators
should not be underestimated.

Regulators are beginning to recognise that through working very
closely together, they can reinforce the credibility of IFRS and its
contribution to the efficiency of the capital markets. Without this,
there is a risk that companies would have to reconcile from IFRS
as enforced by a regulator in one country, to IFRS as enforced
by a regulator in another — nothing could be worse.

In Europe, key securities regulators have already established

a shared database where they can share details of enforcement
actions relating to IFRS accounting. The aim is to encourage
consistency by enabling consultation before potentially conflicting
decisions are made. If it works well, it could help demonstrate
that IFRS is being consistently administered in Europe and
speed up the removal of the US reconciliation requirement for
IFRS reporters (see page 2). At the global level, IOSCO, which
brings together securities regulators from more than 100 countries,
has just announced that it will also set up a global mechanism
for sharing decisions on the application of IFRS in 2006.

Within PricewaterhouseCoopers we have had to develop new
processes and protocols to meet this need for an internationally
consistent understanding of IFRS. This involves specialists
located in many different countries throughout the world.

Robust application will depend on continued efforts from all of
the parties. Preparers, auditors and regulators each need to push
for a proper analysis of the standards and a rejection of non-
compliant and unduly aggressive interpretation that could bring
them, or IFRS in general, into disrepute. Although there is much
more to be done this year, the pages in this edition of World
Watch demonstrate that there is unprecedented activity across
the globe to improve the quality and relevance of information

for stakeholders in the global capital markets.
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Comment: US GAAP reconciliation  (continued »)

Marie Kling and Sara DeSmith
look at the barriers to IFRS
acceptance and the steps that
need to be taken to remove
the reconciliation requirement.
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The eventual elimination of the US GAAP reconciliation requirement for foreign private
issuers that report under IFRS is one of the significant potential developments
affecting the future of global capital markets. The Securities and Exchange
Commission (SEC) has laid out a possible roadmap for eliminating the reconciliation

as early as possible between now and 2009.

In recent statements, both William
Donaldson (former SEC chairman) and
Donald Nicolaisen (chief accountant)
reaffirmed their support for the IASB and
FASB convergence programme. They
focused on the benefits that a single set of
high-quality, globally-accepted accounting
standards will bring to all capital market
participants. The key message was that
the ultimate success of IFRS in the coming
years depends on an intensive, collaborative
effort by many parties — companies,
auditors, standard-setters and regulators.

The SEC staff believe that IFRS and

US GAAP requirements and disclosures
need to be closely aligned before the
reconciliation requirement can be
removed. This is because the SEC’s
overriding mission is to provide investor
protection; to maintain fair, orderly and
efficient markets and to facilitate capital
formation. To achieve this goal they

believe that investors in the US capital
markets must have comparable financial
reporting to make informed capital
allocation decisions. Difficulties in
comparison and analysis may erode the
level of understanding and confidence

in financial reporting and lead to an
inefficient allocation of capital, and
potentially result in a higher cost of capital
for the participants. Ultimately, the chief
accountant of the SEC believes that
‘giving investors high-quality financial
information prepared using a single set of
globally-accepted accounting standards
will, in the long run, enhance investor
understanding and confidence and capital
liquidity and growth, improve decision
making and resource allocation, and
contribute to economic benefit for us all’.

So what needs to happen for the SEC
to accept IFRS and eliminate the current
reconciliation requirement?
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Accounting News

CESR submits technical advice on equivalence

The Committee of European Securities
Regulators (CESR) has recently
submitted its final technical advice on
equivalence to the European
Commission. The advice, which
considers the needs of investors on EU
financial markets, finds certain third
countries’ GAAP to be equivalent to
IFRS, subject to a number of disclosures.

A key element of CESR’s conclusion is the
assertion that companies reporting under
Canadian, Japanese and US GAAP are,
under no circumstances, expected to do
a complete reconciliation of their financial
statements to IFRS. They are primarily
expected to apply remedies (in the form of
disclosures) relating to a list of significant
differences provided in the advice.

‘Our assessment of equivalence has been
predicated on real world outcomes of
investor behaviour, where significant
differences in accounting standards are
handled through disclosure and not

reconciliation,’” said John Tiner, chairman
of CESR-Fin, CESR’s operational group
that developed the advice. ‘We urge the
authorities in the third countries to
address, as a matter of priority, the most
significant differences, which relate
generally to business combinations and
group consolidations.’

CESR received only limited comments

on the technical analysis of differences
between reporting standards, and these
have been reflected in the final assessment.
The equivalence assessment is based on
the standards in place as at 1 January 2005,
and CESR has emphasised that GAAP
comparisons are subject to adaptation
over time following important changes

in third countries’ GAAP, in particular as

a result of current convergence projects
between the IASB and the three national
standard-setters.

The European Commission also requested
CESR to publish, within the draft technical

advice, a description of the enforcement
mechanisms that are in place in
each country.

‘Active enforcement mechanisms are

a key element in the investment decision
framework, and so co-ordinating the
approach of EU national enforcers to the
enforcement of financial statements of third
country issuers, as for EU issuers, remains
an important future area of activity for
CESR,’ said Lars Ostergaard, chairman of
CESR-Fin’s sub-committee on enforcement
of financial information and director at the
Danish Financial Supervisory Authority.

The submission of the technical advice
marks the completion of CESR’s work on
the mandates received from the EC last
year to assess equivalence between
certain third countries’ GAAP and IFRS.
The next step is for the European
Commission to consider this advice and
introduce any necessary regulations to
implement its subsequent decisions.

Regulator urges companies to disclose IFRS data

The UK Financial Services Authority (FSA) has reminded
UK listed companies of their IFRS reporting obligations,
including the importance of disclosing price-sensitive data
without delay.

In a letter sent in April, Gay Huey Evans, director of the FSA'’s
market division, wrote: ‘We would encourage issuers to disclose
the relevant information as soon as the impact of the change

to IFRS on their 2004 financial statements can be quantified in

a sufficiently reliable manner.’

The letter also reminded companies to refer to the guidance from
the Committee of European Securities Regulators, and that failure
to submit IFRS interim accounts in time would breach the listing
rules and could result in the suspension of the issuer’s securities.

The FSA has already relaxed the 90-day interim reporting
requirement to the EU limit of 120 days to help companies with
this task.

By September 2005, 89% of the FTSE100 companies had
provided quantitative data on how IFRS adoption will affect their
accounts, according to PricewaterhouseCoopers’ research (see
page 38).

The FSA’s communication also urged issuers to devote sufficient
resources to producing the relevant financial information in 2005,
and to ensure that IFRS is fully embedded into their reporting
systems. It warns that where IFRS is not embedded into systems
and processes, ‘issuers may face significant issues in providing
timely and reliable information to the market on an ongoing basis’.
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GERMANY

New financial reporting
enforcement structure

Germany’s new two-tier enforcement
system to regulate financial reporting
across all industries kicked into action
in July, following approval of a new law
passed by the German parliament in
December 2004. The first tier is the
German Review Panel, a private sector
body, and the second is BARFIN,
historically the financial services
regulator, which will act as the
oversight body.

German Review Panel

The Review Panel is a five to fifteen-
member board made up of individuals
from listed companies, the accounting
profession and industries.

The Panel will consider three different types
of cases: complaints raised with the panel;

risk-based sampling (consistent with CESR
standard 1) which enables the panel to
meet its objective of taking ‘preventative’
action; and cases referred by BARFIN. The
German government has specified that the
panel is not intended to provide pre-
clearance advice to companies.

Cases will generally be dealt with privately
and companies will not be charged for the
time spent. Companies are expected to
co-operate with the Panel and implement
its recommendations — those that don’t
will be referred to BARFIN where
transgressions will be reported in the
public domain. The Panel may also refer
very significant or contentious cases to its
oversight body. Only 10% of issues,
however, are expected to be referred

to BARFIN.

BARFIN is the final decision-maker

on regulatory issues and the German
representative on the Committee of
European Securities Regulators. A Panel
representative will attend European
enforcement co-ordination sessions
alongside the BARFIN member.

‘It is very important that we talk with the
rest of Europe to get the right balance in
our enforcement activities,’ said Lies| Knorr,
secretary-general of the German Review
Panel. ‘European enforcement bodies
need to prove themselves as effective
watchdogs. We expect to be able to

do this but it won’t be easy with our
limited resources.’

The German enforcement model is similar
to those being followed in Sweden and the
UK. Austria and Ireland are also planning
to develop this type of model. Other
countries, such as France, Italy, Norway
and the Netherlands, operate a different
model where enforcement powers are held
by the securities regulator.

Similarities and Differences publications

Five PwC firms - Australia, Belgium, Germany, Indonesia, UK -
have developed Similarities and Differences publications that

give a summary of the similarities and differences between IFRS,
US GAAP and local GAAP. The title of the Australian Publication is:
AIFRS and IFRS - Similar but not the same.

The first section of each publication provides a summary of the
similarities and differences and then refers to individual sections where

key divergences are highlighted.

The publications take into account authoritative pronouncements issued
up to June 2004, which includes all of the standards issued for the 2005

‘stable platform’.

Copies of these new publications are available from the listed contacts:

e Australia — Louise Halliwell (louise.halliwell@au.pwc.com)

e Belgium - Raynald Vermoesen (raynald.vermoesen@pwc.be)
e Germany - Ebru Isiltan (ebru.isiltan@pwc.de)

¢ |ndonesia — Dudi Kurnaiwan (dudi.m.kurniawan@id.pwc.com)
e UK - Michelle Winarto (michelle.winarto@uk.pwc.com)
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BRAZIL

A step closer to convergence

The Brazilian Institute of Independent Auditors (Ibracon) has kicked off a joint
project with the Federal Accounting Council (Conselho Federal de Contabilidade)
to identify the main differences between generally accepted accounting principles
(GAAP) in Brazil and IFRS. The organisations recently presented their project to
Jan Engstrom, IASB Board member, during his visit to Brazil. The project is divided
into two phases: identification of the accounting differences; and development
and implementation of an action plan to achieve convergence.

The first phase has already been completed and the second is now underway.

As accounting standards are prescribed by corporate law in Brazil, key aspects of
the action plan are subject to approval by the Brazilian congress, and this will mean
finding space on the legislative agenda.

‘There are significant differences between IFRS and Brazilian GAAP and therefore
we believe we’ll face many challenges with this project,’ said Jorge Manoel,
PricewaterhouseCoopers assurance leader for the South American region. ‘IFRS

is emerging as the best choice for a global financial reporting language. We therefore
strongly support this initiative and we’re convinced that it represents a crucial step
for Brazil.’

Plans to adopt IFRS by 2011

Canada’s Accounting Standards Board (AcSB) is currently considering responses
received on a draft plan that sets out the its strategy to adopt IFRS over a five-year
period from 2006 to 2011. The new plan is expected to call for fundamental changes
to the way Canadian standards will be established in the future.

The AcSB is proposing separate strategies for the main categories of reporting entities —
public companies, private businesses and not-for-profit organisations. Chairman of the
Board Paul Cherry said the AcSB recognised that ‘one size does not necessarily fit all’
and that the divergent needs of reporting entities could not be met properly with one
single strategy.

Canadian standards will cease to exist as a separate, distinct basis of financial reporting
for public companies after 2011 under the plan. IASB chairman Sir David Tweedie
commented: ‘The decision to propose the convergence of Canadian standards for public
companies with IFRSs is another crucial step towards achieving a global financial market
and the consequent removal of artificial barriers to investment in new businesses and
hence new jobs.’

The AcSB issued its draft plan for comment earlier this year, following advice received
from the Accounting Standards Oversight Council (AcSOC). It has also started
discussions on the consequences of adopting the strategies proposed in its draft plan.
Detailed implementation plans will be published once the Board issues its final plan,
expected in March 2006 after further reviews by AcSOC.

Regulators are also taking action

In the interval, the Brazilian stock
exchange regulator (CVM) has issued
listed companies with a formal
recommendation to prepare a
reconciliation of their income
statement and equity in accordance
with IFRS.

URUGUAY

IFRS required for
all companies

This year companies in Uruguay are
required to prepare their financial
statements in accordance with the IFRS
standards and interpretations that were
issued and effective in May 2004. The
Uruguayan government has made this
mandatory for all companies, listed and
non-listed, but has not yet implemented
standards issued since last May, such as
IFRS 1-7 and the new IFRICs.

‘This is an important development,’ said
Omar Cabral, PricewaterhouseCoopers
assurance leader in Uruguay. ‘We’re
convinced that the strong IFRS financial
accounting framework will enhance
corporate reporting, transparency and
investors’ confidence.’

Many of Uruguay’s largest companies are
state owned and have been reporting
under IFRS since 2003 when the
government made IFRS mandatory for all
public sector companies. Uruguay has
also based its local accounting standards
on IFRS for some time, although significant
differences remained. The latest move
brings full IFRS convergence much closer.
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Speeding up its -«
IFRS Convgrgéﬁce

o

S

The Malaysian Accounting Standards Board (MASB) and the Financial Reporting
Foundation (FRF) are making rapid progress in their bid to fully converge with IFRS.
The MASB is in the process of revising 18 standards and issuing three new ones,
20 of which have been approved in principle by the MASB so far. To demonstrate
their commitment to convergence, all the standards have been renamed as
Financial Reporting Standards (FRS) and renumbered to better align with IFRS.
The MASB has also approved in principle 11 interperations, which are consistent

with international interpretations.

If the FRSs are issued as expected,
Malaysian companies’ financial statements
for periods beginning on or after 1 January
2006 will be aligned with IFRS, except

for six standards that have not yet been
adopted: employee benefits (amendments
to IAS 19), agriculture (IAS 41), mining
(IFRS 6), financial instruments disclosures
(IFRS 7), insurance (IFRS 4) and bank
disclosures (IAS 30).

Progress is also expected on these
remaining standards — the MASB has
recently issued two exposure drafts (EDS)
and it is considering the other standards;
some of these may have an effective date
in Malaysia as early as 1 January 2006.
The FRF and MASB are keen to
demonstrate their commitment to
minimising the timing differences with
IFRS. Already the MASB seeks comments
via its working groups on IFRS exposure
drafts as they are issued.

Dato’ Johan Raslan, executive chairman
of PwC Malaysia and chairman of the FRF

8 World Watch Issue 2 2005

said: ‘We understand that, as a further
step, the FRF and the MASB are
considering seeking public feedback

by releasing IFRS EDs in Malaysia at the
same time as the IASB. This would ensure
that the MASB - on behalf of Malaysian
companies, the accounting profession,
regulators and others — has an opportunity
to comment on IFRSs before they are
finalised. This would be a very positive
move that will fully involve Malaysia in the
development of international standards.

It will also address any concerns there
might have been about the FRF and the
MASB merely rubber-stamping IFRSs

as Malaysia’s FRS.’

‘Full convergence with IFRS will put
Malaysia in good stead for the increased
globalisation of capital markets, providing
comparable financial statements to
promote investor confidence. Malaysia has
done well so far, and we will continue to
move ahead. Our neighbours in the region
are not standing still either.’

The MASB’s policy is to strictly maintain
the IFRS wording, so new standards
issued by the Malaysian Board are
expected to be virtually identical to IFRS.

Dato’ Johan warned that Malaysian
companies will have to work hard to
prepare for IFRS convergence because

it will affect their financial statements as
early as 1 January 2006. They will need to:

¢ identify changes to accounting policies
or disclosures;

e align internal management reporting
systems with the new requirements;

e consider staff training needs; and

e give early briefings for analysts
and investors on the impact on the
financial statements.

In particular, companies should prepare
for the greater use of fair values in the
balance sheet, such as for derivatives

and equity investments. There are also
likely to be more intangible assets, and the
rigorous impairment testing could lead to
one-off charges to the income statement.
There is an increased need for specialist
skills, such as valuation experts.

Financial statement presentation will
also change, and Malaysian companies
will need to look out for issues arising in
their debt covenants, minority interests,
and changes in the functional currency.
At the same time, disclosures are likely
to increase.

Thailand moving to full IFRS

Thailand's Federation of Accounting Professions is reviewing its existing accounting
standards with a view to Thai accounting standards fully compliant with IFRS by 2006.
‘The transition will improve market confidence in transparency of reporting and
bolster foreign confidence in local accounts,’ said Prasan Chuaphanich,
PricewaterhouseCoopers assurance leader in Thailand.
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Analysts welcome EEV while
awaiting IFRS Phase Il project

Many insurers are expecting to produce supplementary European Embedded
Value (EEV) information in their reports next year, according to research by
PricewaterhouseCoopers. More than 50 analysts covering the European insurance
sector were polled earlier this year, and the results show that many have long been
dissatisfied with the information provided by insurers.

More than two-thirds of analysts believed
that EEV offers some improvements on
previous practice, and supported the
industry’s efforts to build consensus
around EEV reporting. Almost all analysts
surveyed expect EEV to improve the
comparability of European life insurers.

EEV was launched last year by the
European Insurance CFO Forum to make
it easier for analysts and investors to
compare embedded values between
different companies. It sets out a single
framework for how the data should

be calculated.

The research also shows that insurance
analysts are generally supportive of IFRS 4,
Insurance Contracts (Phase |). Analysts see
it as a step in the right direction to enable
listed insurers in the EU to prepare financial
statements under one set of accounting
principles from 2005.

They see the advent of IFRS 4 Phase | as
an opportunity for companies to improve
the transparency and breadth of their
insurance disclosures.

Analysts are concerned that in the
meantime there will be a lack of

Accounting News

comparability between insurance company
accounts. 70% of respondents rated IFRS
(including the Phase | standard) as a
marginal improvement on existing practice;
only 12% claimed that it significantly
improves financial information.

The standard was introduced as an interim
measure to deal with the immediate
challenge of implementing IFRS for
insurance contracts while the IASB
continues to work towards a long-term
Phase Il solution.

‘Insurers need the uncertainty over IFRS
Phase Il to be resolved as quickly as
possible or they risk losing out to other
sectors in the competition for capital,” said
Tim Harris, a partner in the Global Capital
Markets Group at PricewaterhouseCoopers.
‘In the short term, the potential uncertainty
and inconsistency could fail to reduce the
cost of capital for the industry.’

Most analysts support an eventual Phase Il
based on fair value and believe this will be
the most likely outcome. 70% of analysts,
however, suspect that it will be at least
2009 before an agreed solution is
implemented.

Kept in the dark about IFRS

Most analysts are being left to decide
for themselves how IFRS should affect
their approach to company valuation,
according to a survey carried out by
consultancy Citigate Dewe Rogerson.

The results of the survey, published in
March, provide an insight into what the
analysts from the top 12 investment banks
in London are doing to prepare for IFRS,
and their recommendations to companies
reporting IFRS numbers to the market.

Three-quarters of the investment banks
surveyed had not offered their analysts
any form of IFRS-related training. The
survey found that almost a third of
analysts had received no communication

about the implications of IFRS from the
companies they covered.

The findings highlight the risk that market
valuations and share prices may fluctuate
until analysts develop a consensus and a
consistent approach to the interpretation
of financial data under IFRS.

The consultancy firm has recommended
that companies communicate early the
impact of IFRS on their key financial
indicators. It suggests that ‘spoon feeding’
the new financial data to analysts may not
be enough; more proactive discussions
and presentations by the constituents of all
sector groups are required to limit volatility
in forecasts, valuations and share prices.
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EXTENSIBLE BUSINESS REPORTING LANGUAGE (XBRL)

Regulators boost XBRL use for IFRS

The introduction of IFRS has meant continual focus on XBRL this year; regulators have become both more ambitious and more
accommodating about its use, as they explore the potential cost benefits.

Dutch regulators are pushing the
boundaries of the XBRL IFRS taxonomy
beyond strictly financial reporting. To
reduce company reporting costs, the
Dutch ‘Taxonomy Project’ is consolidating
regulatory reports across agencies through
XBRL IFRS data elements. The project’s
first phase, completed in May, enables
regulated entities to streamline reporting
for the finance and justice ministries in

the areas of financial, tax and statistical
information. Use of XBRL as a reporting
tool will extend to applicable regulatory
reporting to meet the goal of an annual
€420m saving in reporting expenses.

The US Securities and Exchange
Commission (SEC) is also focused on
cost benefits from XBRL for companies.
SEC chief accountant Donald Nicolaisen
has recently said that improved efficiency
for filers is a key driver of the agency’s
voluntary US XBRL pilot programme.

Europe’s banking sector makes strides

The Committee of European Banking Supervisors (CEBS) has endorsed XBRL as a data standard for Basel Il solvency ratio
reporting. The Basel Il principles are designed to enable regulators to assess whether lenders meet capital requirements to
cover and protect depositors. CEBS is currently considering a data model and templates using XBRL and XML. In June it
co-sponsored an XBRL conference for the European financial services sector in London.

PricewaterhouseCoopers partner Bruno Tesniere, who spoke at
the conference, noted the significance of these developments:
‘The banking industry is the first sector in Europe to take
advantage of XBRL for both IFRS and regulatory reporting.

The London conference was an opportunity for banking leaders
to hear directly from supervisors and other industry keynote
speakers about XBRL prospects and benefits.’

The conference addressed the industry’s specific questions,
including: regulatory XBRL adoption implications;
implementation costs; leveraging the XBRL IFRS and Basel Il
XBRL taxonomies; and identifying software solutions.

‘This development will help to overcome the remaining hurdles
in the way of widespread industry XBRL deployment,’
Mr Tesniére concluded.
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The International Accounting Standards Committee
Foundation (IASCF) and the IFRS Taxonomy Working Group
have released IFRS General Purpose Financial Reporting for
Profit-Oriented Entities. The taxonomy incorporates additional
requirements for banks and other financial institutions and
has been acknowledged by XBRL International. It can be
downloaded from the IASB website: www.iasb.org

The IASCF has also restructured its publications department
so that it can increase resources available for its work with
XBRL International. The former IASCF commercial director
Kurt Ramin now heads the organisation’s XBRL work.
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Companies choose same

Most companies are making the same
decisions about which accounting
options to take under IFRS, according to
a PricewaterhouseCoopers study of 65
companies across Europe. This indicates
that there will be a high level of
comparability between the IFRS financial
statements of different companies. IFRS
already has fewer options available than
under most local GAAPs.

The informal study carried out earlier this
year identified the communication plans
and different accounting options chosen
by companies changing to IFRS across
16 European countries. It was a response
to companies’ demands for more
information about which of the different
options available in the standards are the
most popular.

On most issues the majority of companies
are choosing the same option. For example,
85% of companies with segments have
chosen to account for their primary
segments on a business basis (rather than
a geographical basis). The trend is clearest
for SEC registrants — all those in the study
chose the business option for segments.

Similarly, under IFRS 1, First-time Adoption
of IFRS, most companies with financial
instruments (72%) chose to retain national
GAAP comparatives for assets and
liabilities that fall within the scope of IAS

32 and IAS 39. ‘This option gives
companies more time to arrive at their
IFRS numbers,’ said Yves Vandenplas,
PwC'’s IFRS Transition Group chairman.
‘Companies have to take more time to
explain their transition carefully because
their comparative numbers will be on

a different basis to the current year and
won’t be fully comparable.’

However, the study found that companies
with a market capitalisation of over €1bn
are more likely than smaller companies

to chose the other option — to present

IAS 32 and 39 compliant comparatives

in their first IFRS financial statements.
‘These standards are more likely to have
a material impact on large companies
with more complex treasury operations,
so it is more important for them to present
fully comparable information,’ said

Mr Vandenplas. He added that this option
is only possible for companies that

either started their transition early or are
not significantly impacted on by IAS 32
and IAS 39.

Elsewhere too, companies’ size or
industries have had an impact on which
option they have chosen. Under IAS 19,
Employee Benefits, financial services
companies bucked the overall trend.
Two thirds of financial services (FS)
companies, compared to half overall,
chose to smooth the impact on the

IFRS options

balance sheet by the corridor deferral
method. Just one-third of FS companies
chose immediate recognition of actuarial
gains and losses in equity, compared to
half overall. ‘Companies are keen to
choose the option that best manages the
impact of IFRS on their reported pension
fund deficits,’ said Mr Vandenplas. ‘For FS
companies, that tends to be the option
that avoids more volatility in equity.’

Communications to the market

In the first quarter of 2005, most
companies in the study already had a
plan in place to communicate with the
market about their transition to IFRS,

and virtually all of them (96 %) expected
to communicate some IFRS information
before the 2005 year-end. However,

over a third of companies did not expect
to release any quantified IFRS information
before 2006. Mr Vandenplas concluded:
‘This proportion is likely to have fallen
during the latter part of 2005 as more
companies become aware of how
important quantified information is to
stakeholders’ understanding of the impact
IFRS has on financial statements.’

The results of this study are available to
companies that participate. If you would
like to benchmark your IFRS decisions
against a summary of peers’ choices,
please contact sarah.grey@uk.pwc.com

Participants: 65

Primary segment disclosure (IAS 14)

Il Entity chose geographical basis
for primary segment disclosure.

[l Entity chose business basis
for primary segment disclosure.

Comparatives for financial instruments (IFRS 1)

Il Entity decided to present IAS 32
and IAS 39 compliant comparatives
in first IFRS financial statements.

Il Entity retaining national GAAP
comparatives for assets and liabilities
that fall within the scope of IAS 32
and IAS 39.

Source: PricewaterhouseCoopers
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|JASB consults on role of national standard-setters

A shared vision for the roles of national standard-setters and the International Accounting Standards Board (IASB) has been
set out in a draft ‘Memorandum of Understanding’ (MoU) issued for comment by the IASB. It outlines how the respective bodies
can work together in advancing the quality international accounting standards that are enforceable and appropriate for use by

all territories.

Do national standard-setters still have a
significant role to play in those countries
adopting IFRS for their listed companies?
The MoU recognises the importance of
their ongoing contributions in terms of
raising significant issues, facilitating the
development of new international
standards, and supporting consistent
implementation of those standards in
their countries.

The IASB is currently examining
comments received on the draft MoU
and will shortly present a revised draft to
world standard-setters.

The MoU identifies responsibilities that
the IASB and other standard-setters
should aim to fulfil to facilitate the ongoing
adoption of, or convergence with, IFRS.

What the standard-setters say

The UK’s Accounting Standards Board
(ASB) broadly supports the MoU as a step
forward in setting out the respective roles

of national and international standard-
setters, says the ASB’s chairman lan
Mackintosh. ‘However it does not address
the roles of those standard-setters, like
the US and Japan, who have convergence
agreements with the IASB or regional
organisations like EFRAG. These topics
also need to be tackled.’

‘The ASB has exposed for comment

a document discussing its role going
forward. Comments were due by mid
September. It will be interesting to hear
whether our constituents agree, in relation
to the IASB, with the sentiments of the
MoU. In particular, | see a need for change
and improvement in the way we
communicate with our constituents.

The communication needs to be much
more in real time.’

‘I think the memorandum is extremely
helpful as a framework for setting out the
responsibilities of the national standard-
setters and the IASB,’ said Bob Herz,

chairman of the US Financial Accounting
Standards Board. ‘It recognises that the
world is a big place and it is essential to
have co-ordination at the national level to
ensure that we are all on the same page
when we debate these issues.” He added
that the memo is aimed primarily at those
countries that have adopted IFRS, rather
than standard-setters that are on a
convergence path, like the US.

Liesl Knorr, secretary general of the
German Accounting Standards body,
agreed that it was useful to have the roles
documented. However, she cautioned:
‘The challenge now is to see if we can
live up to the responsibilities outlined,
otherwise what is the paper worth?’
She added that she is particularly keen
to see the IASB start up the database
mentioned in the ‘Communications’
section of the paper to capture the
questions raised by standard-setters.

Proposed responsibilities in the MoU:

Working with regulators

National Standard-setters should take responsibility for dealing
with regulatory barriers to adopting/converging with IFRS; and
encourage regulators to participate in international convergence
efforts in their own regulatory fields.

Communication

The IASB should ensure that it makes information available to
standard-setters on a timely basis. Standard-setters should:
encourage their constituents to communicate their technical
views to the IASB and make the Board aware of any technical
differences of opinion they may have.

Project role

The IASB should provide opportunities to other standard-setters
to be involved in research projects. Standard-setters should,
subject to resources available, undertake research work with
the IASB and promote the role of working group members in
their own jurisdictions.
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Comment role on IASB consultative documents
Standard-setters should provide timely comments to the Board
particularly on projects important to its constituents.

Application of standards

The IASB should allow standard-setters reasonable time to
process the application of IFRS in their regulatory frameworks;
and standard-setters should avoid amending IFRSs in a way
that creates non-compliance.

Interpretation

Standard-setters should monitor the implementation of IFRSs in
their jurisdictions, identify issues that might require interpretation
and request the IASB or IFRIC to address the issue.

Education

The IASCF should be sensitive to the education needs of the
various jurisdictions; and standard-setters should make the
IASCF aware of their educational needs and provide the
Foundation with information that may be helpful in creating
educational materials to be made widely available.
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NATIONAL STANDARD-SETTERS COMMITTEE

Will national interpretations defeat ‘global’ standards?

The role of national standard-setters in the application of IFRIC interpretations
came under close scrutiny at the IASB’s meeting with the National Standard-Setters

committee (NSS) earlier this year.

IFRIC was hoping to tackle persistent
suggestions that there should be a level
of ‘authoritative guidance’ at a level below
its interpretations, which could be set
domestically by national standard-setters.
IFRIC’s concern is that national guidance
on IFRS would lead to variations in IFRS
that will defeat the aim of having global
accounting standards.

IFRIC has said that in selecting issues for
interpretation it has always adhered to the
IASB’s preference for principles-based
standards and avoided calls for ‘how-to’
guidance. Over the past three years it has
accepted 20 issues for interpretation, but
has rejected another 70 requests.

National Standard-Setters (NSS) have
argued that some issues could be country-
specific and so warrant national guidance.
Some NSS had put forward a proposed
model under which the NSS would seek
‘negative clearance’ from IFRIC when it
wished to develop a local interpretation.
IFRIC’s review of its operations rejected

the NSS proposal on the grounds that
negative clearance would involve IFRIC
forming a view without due process.

Instead, IFRIC proposed a system of
informal liaison between IFRIC staff and
the NSS, but stressed that proliferation
of interpretation could be an inhibitor for
international standards and that, in its
view, national interpretation was not
necessary. Commenting on the suggested
evidence of unique national issues, its
discussion paper stated: ‘IFRIC’s
experience so far is that principles are
never unique and that their application
is very seldom so.’

Paul Cherry of the Canadian Accounting
Standards Board has argued that it was
not always clear whether an interpretation
at a domestic level was an interpretation
of an international standard or of a national
standard. ‘We need to work out how we
are going to avoid coming up with
conflicting interpretations of the same
core principle,” he said.

Kevin Stevenson, the former IFRIC
chairman, agreed that IFRIC was still
‘finding its way’ on the communications
issue. ‘At this point there are not a large
number of interpretive groups so the
situation is manageable,’ he said. ‘But
what the future holds is less certain.’

Stig Enevoldsen of EFRAG reinforced this
view by saying that in his native Denmark
alone there were five bodies that would
like to issue interpretations. Regulators in
the European Union would also like an
interpretive role, he added.

While some NSS members reserved the
right to issue interpretations in some
circumstances, most NSS supported the
view that IFRIC staff should be involved at
an early stage to ensure that any domestic
interpretation did not conflict with IFRS.

Mr Stevenson said that he was pleased
with the outcome of the discussion. ‘At the
end of the day they said that they should
work through IFRIC,’ he said. ‘You can
understand their need to reserve some
interpretive capacity, but it could be very
confusing if a number of standard-setters
did that. Hopefully, they won’t.’

View: consistent application of IFRS
John Tiner, chairman of CESR-Fin

‘Where | am concerned is if the real boundaries of IFRS interpretation are being tested,
pushed and breached - this would call into question the credibility of having a single set of
standards for Europe. There would be a real danger of not realising the benefit of a lower
cost of capital and a more diverse investor base.

‘There is a huge obligation on the issuers [of
financial statements] and the auditors to try

and create consistency of interpretation within

reasonable boundaries.

‘Consistency early on is critical to establish
credibility. The US authorities will be looking
very closely to see whether the project in
Europe to implement IFRS is one that they

can rely upon — to see how, when and under
what conditions IFRS can be accepted in the
US market.

‘[IFRS across Europe] is a big win for Europe,
not only in the context of Europe as an
integrated capital market but also opening
up the market for European companies into
the US.’
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IASB project timetable
(Poject | EDpubishedfexpected | Stancard published/expected|

FASB and IASB joint projects

Business combinations — phase 2 (IFRS 3)
application of purchase method *

Minority interests —amendment (IAS 27) *

Revenue and related liabilities

Convergence

Provisions (IAS 37) *

Deferred tax (IAS 12)

Accounting for government grants — amendment (IAS 20)
Segment disclosures — (replaces IAS 14)

Financial instruments

Financial instruments disclosures (IFRS 7)

Financial instruments disclosures: shares puttable at fair value (IAS 32)
Fair value option (IAS 39)

Financial guarantee contracts and credit insurance (IAS 39)
Interest margin hedging (IAS 39)

Other projects

Share-based payments - vesting conditions and
cancellations amendments (IFRS 2)

Consolidation including SPEs (IAS 27)

Reporting comprehensive income (IAS 1)

Liabilities and equity

Emission rights

Standards for Non-Publicly Accountable Entities (formerly: SMEs)
Insurance — phase 2 (IFRS 4)

Leases — joint project with UK ASB

Note: these dates are provisional only and subject to change
* Comment deadline for these topics is 28 October 2005

12 July 2005 Q3 or Q4, 2006

12 July 2005 Q3 or Q4, 2006
Discussion paper due Q3 or Q4 2006

12 July 2005 Q3 or Q4, 2006
Q4, 2005 Undecided

Q4, 2005 Some time in 2006
Q4, 2005 Undecided

22 July 2004 18 August 2005
Q4, 2005 Q3 or Q4, 2006
21 April 2004 16 June 2005

8 July 2004 18 August 2005
To be decided To be decided
Q4, 2005 To be decided
Q3 or Q4, 2006 Undecided

Q4, 2005
Discussion paper due Q3 or Q4 2006
Q1 or Q2, 2006
Q1 or Q2, 2006
2006

Active project

Undecided
Undecided

incorporated throughout.

the acquirer; identifying intangible assets; goodwill and impairments.

New IFRS technical publications expected shortly from PricewaterhouseCoopers

IAS 39 hedging for corporate treasurers - covers the practical issues surrounding hedge accounting under IAS 39. It provides
step-by-step explanations of how to devise the most common hedging strategies. These cover in particular: designation,
effectiveness-testing, and accounting entries. It also contains a question and answer section addressing common concerns.

Revenue recognition - a practical guide to applying IAS 18, looking at the underlying principles of revenue recognition for sales
of goods, sales of services and multiple element arrangements, as well as presentation. Examples and question and answers will be

IFRS 3 questions and answers - this publication is aimed at CFOs, project managers on transactions and practitioners. It provides
answers to and illustrative examples of common IFRS 3 questions on issues such as: identifying a business combination; identifying

A list of current publications is available on the back cover. Companies can place advance orders with their local
PricewatershouseCoopers office or email gcrg.publications@uk.pwc.com
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IFRS 7 will mean ‘bare your soul’

The International Accounting Standards Board (IASB) has issued a new standard
that brings together financial instruments disclosures and will mean revealing
externally strategic information that was previously just internal. IFRS 7, Financial
Instruments: Disclosures, aims to improve the information on financial instruments
given in companies’ financial statements to enable users to evaluate the
significance of financial instruments for companies’ financial position and
performance. It applies to both financial institutions and non-financial institutions.

The standard replaces the requirements of
two previous standards: IAS 30, Disclosures
in the Financial Statements of Banks and
Similar Financial Institutions, which
catered for financial services, and IAS 32,
Financial Instruments: Disclosure and
Presentation, which applies to all entities.

The new standard takes a very different
approach. It requires companies to report
the information they use internally to help
them identify and manage their financial
instruments exposures, including interest,
currency and equity market risks.
Management therefore determines what
disclosures to make based on their
internal systems — there is not a defined
list. However, there are some minimum
disclosures that all companies must apply.

‘Preparing for IFRS 7 requires a new
mindset,’ said PricewaterhouseCoopers
global IFRS leader lan Wright. ‘“The
standard will mean companies will have
to “bare their soul”.’

‘They should take the opportunity before
they need to implement the new standard
to review their management information
systems to make sure they are
comprehensive. They then need to review
the supporting systems, processes and
internal controls, because the resulting
data will have to be externally reported
for the first time and covered by the
annual audit process.’

The IASB has encouraged early adoption
of this standard, although IFRS 7 will not
be mandatory until 2007.

Spotlight on IFRS

IASB amends
fair value option

The International Accounting Standards
Board (IASB) has recently issued an
amendment to the fair value option

in IAS 39, Financial Instruments:
Recognition and Measurement.

The revision limits use of the option

to those financial instruments that

meet certain conditions.

The amendment responds to concerns
raised principally by prudential supervisors
of banks that the fair value option contained
in the 2003 revisions of IAS 39 might be
used inappropriately.

‘The amendment addresses many of

the concerns raised by the prudential
regulators,’ said IASB chairman Sir David
Tweedie. ‘It is the result of extensive
consultations with those most closely
affected and we greatly appreciate the
co-operation of all the parties involved
during the consultation period.’

The amendment is effective 1 January 2006,
although earlier application is encouraged.

Amends to financial guarantee contracts

The International Accounting Standards Board (IASB) has made limited amendments to IAS 39, Financial Instruments:
Recognition and Measurement, and IFRS 4, Insurance Contracts in relation to financial guarantee contracts.

The amendment means that a financial guarantee contract that pays out only when
the debtor has failed to pay amounts due, is included in the scope of IAS 39. However,
if an issuer regards them as insurance contracts and has previously used accounting
applicable to insurance contracts, it will be able to apply either IAS 39 or IFRS 4.

‘We modified our original proposals in response to comments received, so that credit
insurers can retain most aspects of their existing accounting,’ said Sir David Tweedie,
chairman of the IASB (pictured left). ‘We expect to review accounting for credit insurance
contracts and other forms of financial guarantee contract in more detail in phase Il of

our project on insurance contracts.’

The amendments affect all entities applying full IFRS and are effective for periods
beginning on or after 1 January 2006, with earlier adoption encouraged.
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INTERNATIONAL ACCOUNTING STANDARDS COMMITTEE FOUNDATION

Constitutional changes increase oversight responsibilities

Changes to the constitution of the International Accounting Standards Committee Foundation (IASCF), effective 1 July, have
increased trustees’ oversight and interaction with parties affected by accounting standards.

The changes are the result of an
18-month review process, which included
public hearings around the world and

contributions from over 100 organisations.

The revised constitution upholds the
organisation’s main aim: to develop

a set of high-quality standards that are
in the public interest.

The trustees have taken steps to improve
their ability to meet their oversight
responsibilities, ensuring that the IASB’s
decisions are more transparent and
effective. Other changes are intended to:

e ensure that large economies outside
Europe and North America are
represented, with two new trustee
appointments from Asia-Pacific;

* increase the voting threshold on the
IASB from eight to nine members
(out of fourteen);

e increase the effectiveness of the
Standards Advisory Council;

e consider the special needs of small
and medium-sized entities.

Commenting on the proposals,
PricewaterhouseCoopers global IFRS
leader lan Wright said: ‘These are not
ground-breaking changes to the
constitution. The trustees and the IASB
will need to demonstrate in other ways -
in the operational changes they make —
that they have registered the comments
made by many observers that the
Board’s due process needs to be more
transparent, and that they are seen to
be listening to stakeholders.’

One stakeholder that may not be satisfied
is the European Commission (EC).

It issued a public letter in response

to the trustees’ proposals, indicating
reservations in a number of areas,
including the selection process for the
trustees, the extent to which members of
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the trustees, the Board and the
International Financial Reporting
Interpretations Committee come from
jurisdictions that use or are committed

to using IFRS, and the need to put the
Board’s funding on a sounder, more
transparent footing. Discussions between
the trustees and the EC are ongoing.

A report that details the trustees’
considerations is available on the
IASCF website, www.iasb.org.

Comments on the constitutional
changes have spurred three further
consultation papers: the IASB’s new
draft handbook on due process; the
draft memorandum of understanding
on the role of national standard-setters
(see page 12); and IFRIC’s
recommendations on comments
received from its internal operations
review last year.

|ASB travels Europe to
discuss top priorities

The International Accounting Standards
Board (IASB) will visit 17 European
countries over the next few months to
give members of the business
community an opportunity to discuss
the Board’s current and future projects.

Key topics for discussion will include:
convergence of IFRSs with national
accounting standards, dialogue between
the IASB and interested parties, and

further improvement of the existing
standards inherited from its
predecessor body.

The roadshows began in June when the
IASB visited the Netherlands, Germany,
Denmark, Finland, Italy, Belgium, Austria
and Portugal, among others. Each
roadshow will consist of a three-hour
meeting with around 20 CFOs and key
financial staff, and a press briefing.
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IFRS TRANSITION

Which standards give rise to most transition issues?

For most companies adopting IFRS for the first time in 2005, the transition process
is coming to an end. Some companies recently issued their first interim reports

in accordance with the new standards. The biggest challenges for companies
making the change to IFRS in 2005 do not always arise from the most complicated
standards. Some standards that look easy to implement can hide unexpected

differences with the previous practice.

Based on PricewaterhouseCoopers IFRS transition experience with companies,
the five standards that caused the most problems during conversions are:

Rank Standard Topic %
1 IAS 18 Revenue recognition 14%
2 IAS 1 Presentation of financial statements 13%
8 IAS 32/39 Embedded derivatives, hedge accounting, debt vs. equity 11%
4 IAS 38 Development costs and indefinite life assets 10%
5 IAS 21 Functional currency and currency hedging 6%

Revenue recognition (IAS 18). The
standard for revenue recognition is
principle based: you report revenue when
you have provided goods or services.
However, application of these principles
leads to changes in the way complex
transactions are accounted for. As a
result, many companies have had to revisit
their previous revenue recognition policies.

Presentation of financial statements
(IAS 1). The presentation requirements in
national GAAPs and previous industry
practices were very diverse, resulting in
different layouts for the primary financial
statements (particularly for income
statements) between companies and
countries. With the introduction of IFRS,
some of these reporting practices are not

acceptable. In addition, many companies
have been surprised by the extent of
supporting disclosures.

Financial instruments (IAS 32 and
IAS 39). Financial institutions use more
sophisticated financial instruments and
have faced the most difficult challenges
with these standards. Some of the most
common issues related to hedge
accounting, embedded derivatives, and
debt versus equity classification issues.

Intangible assets (IAS 38). The issues
with the most profile on intangible assets
are the capitalisation of development
costs; and the use of the indefinite useful
life category.

Changes in foreign exchange rates
(IAS 21). The functional currency of some
companies (or some subsidiaries within a
group) can be different under IFRS from it
was under previous GAAP. It has been a
significant challenge for some groups to
re-measure some assets in a new
functional currency.

IASB and FASB join forces on business combinations

The IASB and the FASB are holding
roundtables in October and November
to receive public comment on
proposals that aim to converge
business combinations accounting.

The Boards, which published their joint
proposals in an exposure draft in June,
plan to develop a single standard for
business combinations used for both
domestic and cross-border financial
reporting. The proposed standard would
replace the IASB’s IFRS 3, Business
Combinations, and the FASB’s Statement
141, Business Combinations.

‘By focusing on the fundamental principles
and avoiding exceptions, the proposals
aim to eliminate many of the inconsistencies
in the existing guidance for accounting

for business combinations,’ said IASB
chairman Sir David Tweedie about

the proposals.

The proposals maintain the basic
requirements of IFRS 3 and SFAS 141 that
all business combinations are accounted
for as acquisitions. The principal proposed
changes include a requirement to
recognise the goodwill attributable to

any non-controlling interests.

However, some are concerned about the
proposals. Many more liabilities will be
recognised under the proposals, and
business combinations will be measured
at the fair value of the acquiree rather than
of the consideration paid.

The Boards expect to issue a standard,

following the consultation period, at some
point in 2006. The standard will be effective
from 2007 with earlier application permitted.
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Converging on tax

The IASB is to amend the definitions of ‘tax base’ and ‘temporary differences’ in
IAS 12, Income Taxes, and provide additional guidance and examples in the
standard. The decision was taken at the Board’s July meeting, as part of the short-
term convergence project with the US Financial Accounting Standards Board.

The details of these amendments are still to be debated.

influence the outcome, before the debate
is too far advanced. If we can, we need to
make sure that we minimise disruption
that first-time adopters will face from
charging twice in a short period.’

IAS 12 will be restructured during the
preparation of the exposure draft to make
it easier to understand. The standard’s
principles will be highlighted, with the
examples and reasoning extracted to form
part of the implementation guidance and

the basis for conclusions. ‘This may sound like a dry subject but

its impact on financial statements is
significant, as one retail company tax
director recentlly said on moving to IFRS:
‘| feel | have to throw 20 years of deferred
tax accounting experience in the dustbin
and start afresh’.

‘This is the first time the Board’s thinking
on this topic has started to emerge,’ said
lan Wright, PricewaterhouseCoopers
global IFRS leader. ‘Now is the time for
companies with a view on this topic to

(‘ Print) @ Back to News Summary)

ED expected for
performance reporting

The IASB and the US Financial Accounting Standards Board (FASB) will finalise the
first phase of their convergence project on performance reporting later this year.
The Boards are expected to issue an exposure draft at the end of 2005 (intended to
be effective from 2007 or 2008), which will consider where all elements of measured
performance are reported on a single page. This could be a development of the
statement of comprehensive income known to US constituents and of the
statement of changes in equity, more familiar to IFRS and other non-US preparers.

The Boards aim to develop a set of
specific guidelines so that performance
measures are consistent and comparable
under IFRS and US GAAP. Under many
previous GAAPs, defined templates
helped companies decide how they
should present their financial information.
Under current IFRS the income statement

‘The move could have a significant
impact on companies,’ said
PricewaterhouseCoopers Gabor Balazs.
‘For example, non-US companies could
be required to present two years of
comparatives for the income statement
and cash flow instead of one.’

template is very limited and this has led to
significant diversity in practice, particularly
between companies based in different
territories, to the degree that it has began
to attract adverse press comment.
Potentially analysts and users can mistake
presentational differences for an
unexpected economic difference.

FSA monitors UK companies

The UK Financial Services Authority is
monitoring the way UK companies
present their results following analysts’
feedback that results presentation
under IFRS can be potentially
confusing and inconsistent.
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New direction
on revenue

The IASB is working with the US
Financial Accounting Standards
Board to develop a conceptual model
for revenue recognition. They are
considering a model in which an
entity recognises revenue on the
basis of changes in assets and
liabilities resulting from contracts
with customers.

In September, the Boards decided that,

at a conceptual level, non-financial
liabilities should be measured at fair value,
ie, the amount the entity would have to pay
another business to take over the liability.
However, they acknowledged that it can
be difficult to measure fair values for many
performance obligations. The Boards have
therefore decided to explore an alternative
approach that would measure the liabilities
based on the amount received or
receivable from a customer.

‘Many were expressing significant concern
over the progress of this project, which
seemed to be moving in the direction of
recognising revenue at an earlier stage in
the process than at present,’ said PwC’s
lan Wright.

‘The Boards’ decision to examine an
alternative model that looks to price
undelivered goods and services based
on the amounts received from customers,
is likely to be seen by many as more
comfortable territory.’
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JAPAN

IASB and Japan discuss convergence project

The IASB and the Accounting
Standards Board of Japan (ASBJ) have
met for the second time to discuss their
joint project on convergence of their
standards.

IASB chairman Sir David Tweedie, ASBJ
chairman Professor Shizuki Saito and
other senior staff of both boards got
together to consider differences between
their standards.

Following the last meeting in March,
representatives of both Boards exchanged
views on: their respective frameworks,
hedge accounting, and accounting for
asset retirement obligations. They also
made progress on the five topics in the
first phase of their convergence plan:
measurement of inventories, segment
reporting, related party disclosures,

unification of accounting policies applied
to foreign subsidiaries, and investment
property.

The ASBJ’s next steps are to issue an
exposure draft on unification of accounting
policies applied to foreign subsidiaries;
and issue a discussion document for
measurement of inventories by the end of
this year. The ASBJ also agreed to initiate
a preliminary project on intangible assets
for discussion with the International
Accounting Standards Board.

The IASB is expected to consider ASBJ
suggestions on related party disclosures,
measurement of inventories, and
investment properties.

‘These meetings are proving to be
invaluable in increasing the boards’
understanding of each other’s views,’

reported IASB chairman Sir David Tweedie.
‘l am confident that our continuing
discussions with the ASBJ will eventually
lead both to improved standards
internationally as well as the convergence
of our two sets of standards.’

Professor Shizuki Saito, chairman of the
ASBJ, commented: ‘| believe that we are
beginning to see a way forward to reduce
the differences between our respective
standards through mutual understanding.’
He also commented on how the
convergence process will benefit from
Japanese GAAP ‘having been assessed
by the EU as equivalent with IFRS on the
whole’. He added: ‘We will carry forward
this drive more steadily with the joint
project with the IASB.’

The next meeting is expected to take
place in Tokyo, March 2006.

IASB makes progress on SMEs project

The IASB has taken several steps
towards its goal of developing one set
of accounting standards for small and
medium-sized entities (SMEs),
following the reaffirmation of its project
plan in January.

The Board plans to release an exposure
draft next year after it addresses some
outstanding issues.

The Board has been working on the SMEs
project since 2003. Its goal is to develop
accounting standards suitable for entities
that (a) do not have public accountability
and (b) publish general purpose financial
statements for external users. National
standard-setters strongly support the
Board’s view that one set of accounting
standards for SMEs is more useful than
many different national standards.

Actions taken so far include:

e Broadening of the SMEs Working
Group (formerly known as the Advisory
Group) to include more preparers and
users of SME financial statements.

e Agreement to remain open to
recognition and measurement
simplifications for SMEs. Many
respondents to the Board’s earlier
discussion paper felt that these
simplifications were needed, but few
specifics were proposed. In response,
the Board issued a questionnaire in
April this year to identify recognition
and measurement issues. The IASB
collated the responses and consulted
with the Standards Advisory Council
(SAC) and the Board’s SME working
group in June. Roundtable discussions

will take place in late October with
preparers and users of SME financial
statements to discuss possible
simplifications.

e SME financial statements should
be designed to serve investors,
lenders, creditors, customers and
other outside resource providers —
in line with the IASB’s conceptual
framework. The board has confirmed
that tax authorities and owner-managers
are not the main intended users.

* Disclosure and presentation
simplifications are likely to be
required for SMEs. The IASB will
consult the working group on SMEs
and SAC towards the end of this year
on these proposals.

A new publication — IFRS for SMEs - Is it relevant for your business? — published by PricewaterhouseCoopers, explains recent
developments in financial reporting for small and medium-sized entities (SMEs). It outlines the reasons why some unlisted SMEs have
already made the change to IFRS and helps others to answer the question: ‘Should we, as a private entity, adopt IFRS?’

Copies are available from your local office or by emailing gcrg.publications@uk.pwc.com
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Interview: Kevin Stevenson, former IASB technical director
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You were with the IASB between

2001 and 2005. Did you have any
particular expectations about what the
job would hold?

| had been executive director of the

Australian Accounting Research
Foundation (AARF), so | had some
expectations. Frankly, it took the
formation of the IASB as an independent,
expert-driven board structure to persuade
me to come to London. | saw it as the
most significant change to standard-
setting in my career, and the chance to be
part of it was very exciting.

Did the role turn out to be what
you expected?

The IASB does replicate aspects of
standard-setting that have been
around for a while but it is quite on another

scale. The Board has 12 full-time
members, two part-time members and

a large staff and it is necessarily a much
more collegiate form of activity than | was
used to. My role needed to be both
technically and managerially oriented. At
the AARF | was the director with a smaller
staff and part-time board members. | set
myself a target while | was there of
knowing as much or more than the project
managers or board members. | would
have gone crazy if | had tried to stick to
that at the IASB - especially with the talent
available. Instead, my job has been to
ensure that the best was obtained from
that talent and that the decision-making
process was fully informed.

The external focus on the IASB has also
been much greater. The number of
journalists and so on who used to contact
me was infinite, it seems, and that
dragged on my time. | fully understand
now why the US Financial Accounting
Standards Board (FASB) is in Norwalk and
not New York. We also had to deal with a
very complex — probably the most
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complex — constituency that is spread
around the world in different stages of
development and in different stages of
appreciation of what you are doing. Each
also has different political interests and
different ways of attempting to influence
you. All of those things happen in one
country but the scale at the Board is so
much greater.

Did outside interest in the
Board escalate while you were
its technical director?

A Yes and it’s escalating all the time.

It didn’t start with a whimper - it was
high profile from the beginning. We didn’t
have to go out and bang the drums and
say ‘here we are, we’re different and, boy,
are we going to affect your life’.

One thing that has highlighted its high
profile for me is in the recruitment of
technical staff. In the past I’'ve headhunted
people individually and tried to convince
them about standard-setting and technical
work. It hasn’t been considered a normal
career path for most people. But when

| put out two adverts for IASB technical
staff once, | received 160 applications
from some very well-qualified people.

| found it very difficult to shortlist them.

‘I put out two adverts

for IASB technical staff once
and received 160 applications
from well-qualified people’

So the skills you needed were
readily available?

The IASB is an expat organisation

and people move on, so the demand
for new staff is going to be higher than for
the national standard-setters. But | did not
find it difficult to obtain new people. Those
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.) Different sides of standard-setting

Helping to put the IASB’s stable platform in place, generating support for the IFRIC’s work with regulators,
and a shift to the other side of the fence at PwC are just a few things that senior PwC partner,
Kevin Stevenson, has experienced during his high-profile career.

in the know understand that the IASB is
where the action is. By comparison,
national standard-setters are suffering
because they find it hard to convince
people that they will have a career if they
join them. It’s a harder sell for them than
it was five years ago.

Liz Hickey has taken over as
technical director of the IASB.
What will she be working on?

A History may prove me wrong, but the

general perception is that the first
five years of the IASB were always going
to involve putting the stable platform in
place, sorting out the processes for
standards and interpretations, working
out the relationship with FASB and others,
and so on. Now we’re moving into the joint
projects with FASB and working on a lot
of significant topics, from the conceptual
framework onwards. | hope Liz has the fun
part of the history because if we can do
everything we want to do in the next five
years we ought to be well down the track
on quite a few of those projects.

E You were also appointed chairman
of IFRIC when you joined the IASB.

A | was one of the initial members of

the International Financial Reporting
Interpretations Committee (IFRIC), which
makes it the third interpretive group that
I’'ve been a foundation member of. No-one
deserves that!

The role of IFRIC has turned out

to be much bigger than some
people imagined, with a large number
of interpretations issued in the past
few months in particular. Is that a fair
assessment?

| would be happy if that was the

perception because people have
been asking what IFRIC has been doing
for the past two and a half years. | kept
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reminding them that people were asking
the same of the IASB when it had been
going for the same length of time and had
only issued IFRS 1. A few months later all
hell broke loose and people were asking
us to slow down. IFRIC was much the
same. It wasn’t that they had been
extraordinarily productive in those six
months but that they had been working
intensively over the previous 18 months.
Meeting for two or three days monthly
when you are a part-time international
group is a very solid work programme.

What has been the most difficult
aspect of your role with IFRIC?

Managing people’s expectations

over what level of issue should be
dealt with. There are still people who really
would like IFRIC to resolve all of their
professional judgment issues. IFRIC has
had to resist that and not get diverted by
the political threats. It has to create its
place in space and move consistently on.
None of these projects is particularly easy
and some of them are as difficult as
anyone has had to deal with. People are
not necessarily always in agreement with
its output, but they are coming to respect
the fact that IFRIC is doing a pretty good
job in dealing with some very tough issues.

‘There are still people who
really would like IFRIC to
resolve all of their professional
judgment issues. IFRIC has
had to resist that’

How can regulators best support
IFRIC and the IASB in consistent
enforcement of IFRS?

Regulators really ought to be giving

their utmost support to IFRIC to keep
interpretation at the right level. We met
with the national standard-setters and the
FASB recently and there was a general
shift of sentiment from what | had seen
previously. They are starting to understand
that IFRIC has shown some discretion

about what level it will set interpretations
at, and there was a general feeling that
IFRIC has got it right. | was afraid that
some national standard-setters would
want more domestic interpretation so that
they had arole in life. There was a tinge of
that, but the majority supported IFRIC. If
the national standard-setters think that
way, and | know the accounting firms think
that way, it is only the regulators who
could push it off into a different direction.

‘Regulators really ought to be
giving their utmost support to
IFRIC to keep interpretation at
the right level’

Where do you hope the regulators
will get to, in an ideal world?

They have to deal with issues when

they arise. If there is a firefight over
somebody’s treatment, the regulator is
going to have to call it. IFRIC can’t help
them within a couple of weeks. A useful
role for regulators to play would be to look
across the various matters they deal with,
try to discern the generic issues that
called into question the interpretation of
standards and to refer those to IFRIC.

Some are pressing to have what they

call ‘authoritative guidance’ at the level
below an interpretation. That could push
us away from a principles-based approach
to detailed rules. A rules-based approach
would be a source of immense angst

for them as well as the IASB, as they
eventually become inconsistent with

each another and difficult to enforce.

What are the regulators’ main
concerns?

Some people want to push the model

onwards before the system has been
tested. Part of this is due to the fear that
there is a huge wall of interpretations
heading their way because people are
asking for guidance. Well, | was the guy
who opened the mail for the last few years

Interview: Kevin Stevenson

‘Il was the guy who opened the
mail for the last few years and
| can say that there was no
flood of issues coming in’

and | can say that there was no flood of
issues coming in. The accounting firms
are busy dealing with the issues that have
arisen. That was our intention — we want
the firms and the preparers to use their
judgement against the principles. We will
come in and resolve any issues that can’t
be sorted out that way.

How do you feel about now
working on the other side of the
standard setting fence, ie, at PwC?

| am now working in PwC’s Global

Capital Markets Group, which is a
group with very solid technical skills and,
perhaps even more importantly, project
management skills relevant to the
implementation of changes in reporting
requirements (especially relating to IFRS).
It has been very rewarding already to work
at helping clients shifting to IFRS or
resolve complex issues.

| saw David Tweedie again recently in
London and told him that he should be
very pleased at the huge professional
effort being put in to apply IFRS
consistently around the world; an effort
based on trying to stick to the principles
and applying professional judgement.

It was his vision that this cultural change
was very important. | suspect that this
cultural change will be as important to
auditing as it is to financial reporting.

World Watch Issue 2 2005 21



Interview: Manfred Wiegand, PwCs’ global energy and utilities leader

Is the move to IFRS a positive
change for energy and utilities
companies internationally?

A It will be much easier to compare
companies’ performances if they

are all using IFRS, but the transition
will still have a big impact on the way
companies report their performance.
Some companies’ earnings will be reduced
and others will be more variable. The
change may take companies and their
stakeholders some time to get used to.

How important are

communications to the market
about the impact of IFRS for this
industry sector?

A They are very important because
there is still some way to go before

market participants fully understand IFRS
accounts. Communications are a key
way of bringing analysts and other
stakeholders up to speed on the possible
impact of IFRS. Investor relations people
need to make sure that they have a clear
understanding of the impacts so that they
can communicate effectively with both
internal and external stakeholders.

It is possible that analysts will concentrate
more on cash flow generation and the
cash flow statement, which will be less
affected by the new accounting, to avoid
having to look too closely at all of the
technical changes of IFRS — we will have
to wait and see.

‘Communications are a key
way of bringing analysts and
other stakeholders up to
speed on the possible impact
of IFRS’
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What are the most difficult IFRS
transition challenges for oil and
gas companies?

As far as upstream oil and gas
companies are concerned, their
biggest challenge is that IFRS does not
contain a lot of industry-specific guidance.
Some entities have been used to US
GAAP accounting and are pretty adept
at it, but the lack of special guidance on
oil and gas in IFRS means they have to
interpret general standards and apply
them to their specific circumstances.

Upstream activities require substantial
cash outflow before the existence of
commercially viable reserves is
established. There are two commonly
applied methods of accounting for those
costs, usually described as ‘successful
efforts’ and ‘full cost’. Both involve
deferral of costs related to the search

for and evaluation of reserves. Full cost
leaves costs related to unsuccessful
efforts on the balance sheet for a longer
period. Most large oil and gas companies
follow a version of successful efforts, as
do many current users of IFRS in the
industry. This presents a challenge for
first-time adopters that may have been
using full cost under their national GAAP.

What are some of the significant
implications of IFRS transition
for utilities?

Utility companies are facing a

number of issues. One of the most
significant for utilities is the industry’s
widespread use of long-term contracts,
which under IFRS can cause volatility in
the income statement. Most contracts
contain a clause referring to a specific
index, such as the coal price or an
exchange rate, which are often caught as
derivatives under IFRS. This means that
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Rising to the ‘crunch time’ challenge

Energy and utilities companies are tackling some tough issues to change to IFRS. They are
increasingly aware that they must embed the new standards to realise the benefits of the change,
reports Manfred Wiegand, PricewaterhouseCoopers’ global energy and utilities leader.

some have to appear on the balance sheet
at fair value, with changes in the fair value
going through the income statement.

Each contract needs to be looked at
carefully and the potential impact on
income volatility assessed. In some
cases companies are considering
changing their approach.

‘One of the most significant
issues for utilities is the
widespread use of long-term
contracts, which under IFRS
can cause volatility in the
income statement’

Does IFRS accounting in this

case provide better information
for stakeholders and a clearer view of
a utility’s economic performance?

A The IFRS treatment requires
companies to control these
derivatives more closely than they may
have done before, so this may improve
benefits for stakeholders. The danger is
that the volatility in the income statement
caused by the derivatives could distort
the perception of the company’s core
business performance, if this issue
is not understood by the reader of the
financial statements. This brings us
back again to the need for really good
communications on the impact of IFRS.

m What are the other significant
issues for utilities?

IFRIC 4, Determining whether an
Arrangement contains a Lease, is
a concern for many companies in the
industry. It is not unusual for a power
plant to be built where there is a particular
need for electricity, such as next to an
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aluminium plant. These plants are run as
independent power producers (IPPs)

under these conditions, with most of the
output going to a single source or buyer.

IFRIC 4 could result in these contractual
arrangements being treated as an
embedded lease. Depending on whether
the lease is considered operational or

a capital lease, the power plant could end
up on the balance sheet of the company
that owns the aluminium plant, with the
IPP operator booking a lease receivable
in its financial statements. That has major
implications for the statements of both
the IPP operator and the buyer.

Will the presentation of IFRS
financial statements be the same
across the industry?

Oil and gas upstream companies

already have comparable financial
statements because most are using US
GAAP. There is no strict guidance on
presentation in US GAAP, but standard
practice has developed within the
industry. The change to IFRS could
improve comparability still further.
The utility industry is different, as most
have used national GAAP in the past.
The transition to IFRS means that
comparability will improve, but it is too
early to say whether all utilities applying
IFRS will use the same presentation in
their income statement. There are options
available but it is likely that an industry
standard will develop over time.

Has the transition been difficult?

Are oil and gas and utilities
companies racing to meet the IFRS
deadline, or are they ready?

The industry was running late on

transition until the beginning of this
year, but it has picked up speed recently.
Companies have had to cope with many
regulatory changes that are having a huge
impact on their business and the way they
report. Many are working to the limit of
their capacity just to reach the minimum
standards. It is similar to the experience
of Sarbanes-Oxley — companies are doing
what has to be done for the first year.
Over the next two or three years

‘Companies are increasingly
aware that IFRS impacts other
business processes. Internal
reporting, for example, will
need to be reconciled with
external reporting to properly
inform business decisions.’

companies will begin to optimise the
processes and see the benefit of the
changes to their business.

Companies now understand that IFRS
impacts on their business from many
different angles. They are recognising
that the standards have to be embedded
across the organisation so that reporting
is sustainable going forward and flexible
enough to adapt to further change.

The knowledge must be driven down to
subsidiaries and local accounting centres
and applied bottom-up, not top-down.

Companies are increasingly aware that
IFRS impacts other business processes.
Internal reporting, for example, will need
to be reconciled with external reporting
to properly inform business decisions.
Similarly, remuneration schemes may
need rethinking if they are based on
performance measures that have been
affected by IFRS. For example, where
one of the performance measures is net
income and derivative accounting under
IFRS is likely to affect income statement
volatility, companies will need to assess
whether this is still an appropriate
performance measure.

Do energy and utilities companies
see IFRS as a compliance issue or
can they see the long-term benefits?

Companies are starting to recognise

that greater transparency will be
recognised in the capital markets and will
benefit them. The recent announcement
by the US Securities and Exchange
Commission of the steps it plans to take
to eliminate the need for reconciliation
between IFRS and US GAAP by 2009
latest was also seen as a positive move

for the companies that are listed in the US.

Interview: Manfred Wiegand

Publications examining the impact of
IFRS on industry sectors are available
from PwC, including:

Crunch Time, for the oil, gas and utilities
companies, see www.pwc.com/energy

IFRS Solutions for metals — an
introduction, which includes 19 practical
IFRS solutions for issues in the metal
industry, see www.pwc.com/metalsifrs

Repacking your accounts, for the
logistics and post industry

Switching track to IFRS, for the
railway industry

Full steam ahead, for the shipping
industry,
see www.pwc.com/transportation
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Comment: International Standards on Auditing

ing and
_ yet_
al A

Continued p>

LN

It may be a surprise to many that there
are passionate discussions underway on
international auditing standards. Auditing
standards are not usually the focus

of topical debate, but in this case the
issues involved could have significant
repercussions for people outside the
auditor community. There is much more
than drafting conventions at stake.

ISAs make a difference

International Standards on Auditing (ISAs)
directly impact on how audits globally are
conducted today. The current debate
focuses on proposals issued by the
International Auditing and Assurance
Standards Board (IAASB) on the style
and structure of the ISAs.

The need to have a common global
benchmark for audit quality is driving
convergence in auditing standards, just
as the need for a common financial
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language has driven the push for
convergence in accounting standards.
ISAs are being adopted in major capital
markets — the UK has recently adopted
them, for example, and the European
Commission plans to impose them by
2007. Perhaps even more importantly,
however, all of the large global public
accountancy firms have voluntarily
adopted the ISAs in their global audit
methodologies.

Let’s be quite clear at the outset that the
ISAs today are high-quality auditing
standards worthy of being recognised as
a benchmark for audit quality. That’s why
we have adopted them in our global
methodology. But the IAASB’s clarity
proposals have opened the door on how
the ISAs could be better and, in so doing,
have raised questions about the role of
international standards and the best path
to global convergence.
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The decisions that will be made in the
IAASB’s clarity project are important.
At stake is not only how the ISAs are
drafted, but also what is needed to
comply with them, including the
documentation required. If the right
decisions are made, ISAs will bolster
global audit quality.

What'’s the fuss all about?

Clarity started with a rather modest goal.
At the urging of International Organisation
of Securities Commissions (I0SCO) and
others, the IAASB wanted to agree on
writing conventions that made the
professional requirements of auditors
abundantly clear. The proposal sets out
to identify all requirements as ‘musts’

or ‘shoulds’ and to rewrite all existing
standards in the present tense so that it is
clear whether the steps are requirements
or illustrative guidance only. >
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The IAASB is also exploring the structure of
the ISAs — what constitutes the ‘Standards’
and whether national standard-setters
should be able to rewrite the explanatory
guidance to fit their culture and
circumstances.

Clarity of auditors’ professional
requirements should be welcomed.

But unless they are applied judiciously,
there is a risk that there will be a
substantial increase in the number of
detailed requirements that may detract
from a necessary examination of the
bigger picture, where auditors need to
stand back and ask: ‘Does it smell right?’
The net impact could be to drive
behaviour towards a preoccupation with
compliance with detailed procedural
requirements, rather than focus auditor
attention on the application of judgment,
which so vital to quality auditing.

What is at stake, then, is more than
drafting conventions.

‘If the right decisions are
made, ISAs will bolster
global audit quality’

No quick fixes

Short-term ‘quick fixes’ that retrofit the
existing ISAs are likely to do more harm
than good. Careful consideration is
needed of which approach, format and
structure will drive the appropriate
application of professional judgment
and position ISAs to be recognised by
stakeholders as the benchmark for audit
quality globally.

As a minimum, we believe that the
following are vital for a robust set of high
quality international auditing standards:

e The ISAs should be principle-based not
rule-based. Auditing by checklist will
not work. Standards need to guide the
appropriate application of professional
judgment rather than supplant it.

e As international standards, the ISAs will
be applied in the context of different
legal and regulatory structures in
different jurisdictions, and in audits of
not only large, global public companies,
but also small, owner-managed
businesses, partnerships and other
types of entities. Principles need to
facilitate application in different
circumstances. But one size may not
fit all - particularly when it comes to
documentation.

International Standards on Auditing

e Documentation is key to effective
supervision and review. But it should
not become driven by an obsession
with compliance, as this risks it
becoming an added cost with little
added benefit. The primary purpose of
documentation should be to support
the audit team’s thought processes and
the conclusions reached in the audit.

e We need global auditing standards
that are a body of standards in their
own right, rather than a framework
for convergence among national
standards. This is vital if ISAs are to
be the benchmark for audit quality
globally. Adoption of ISAs into national
standards should be a translation rather
than a transformation exercise.

It is a challenge for the IAASB to resist
pressures to respond with ‘quick fixes’
that could have unintended negative
impacts in the long term. Robust
standards, as outlined above, can be
achieved if there is a focus on the
objective to be achieved rather than a
detailed list of specific steps. This will
enable auditors to exercise appropriate
judgement in applying the requirements
to a variety of circumstances faced by
auditors around the globe.

IFAC establishes oversight board

The International Federation of Accountants (IFAC) established the
Public Interest Oversight Board (PIOB) earlier this year to ensure
that IFAC’s standard-setting activities and compliance regimes are
fully transparent to the pubilic. It will increase liaison with national
oversight authorities to identify public interest priorities.

IFAC is the global organisation for the accountancy profession and
works to protect stakeholders by requiring high-quality practices
by the world’s accountants. The formation of the PIOB is one of
many reforms approved in November 2003 to help ensure that
IFAC’s standard-setting activities reflect the public interest and
are transparent to those affected by the standards.

‘Public oversight is critical to building credibility and confidence
in international standards,’ said IFAC president, and
PricewaterhouseCoopers senior partner, Graham Ward.

‘This, in turn, contributes to confidence in the financial information
produced by companies; in the examinations carried out by their
auditors; and, ultimately, in the capital markets that rely on such
information.’

The PIOB consists of chairman Stavros Thomadakis, professor
of finance at the University of Athens and former chairman of
the Hellenic Capital Market Commission, and seven individuals
nominated by the International Organisation of Securities
Commissions (I0OSCO), the Basel Committee on Banking
Supervision and the World Bank among others.

IFAC’s other proposals for reform include broad-based public
participation in IFAC standards-setting activities; and setting

up a more formal process for maintaining ongoing dialogue with
international regulators.
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Audit News
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New ISAs being proposed

The International Auditing and Assurance Standards Board (IAASB) has approved five new exposure drafts since the
beginning of the year. The timing of these new ISAs may be deferred as far as 2007 as a result of the IAASB’s ‘Clarity’
project (see page 24). In the meantime, the IAASB is moving forward with its consultations on the proposals.

Setting the bar for group

auditors’ responsibilities

The Audit of Group Financial Statements
is designed to enhance the quality of
the audits of group financial statements.
‘Technically this is a re-exposure of
proposals issued in December 2003,
but the new Exposure Draft (ED) is
fundamentally different and needs to be
evaluated on its own merits,’” said Philip
Ashton, PricewaterhouseCoopers
representative on the IAASB.

Perhaps the most significant change is
that the ED no longer offers the option

of ‘dividing responsibility’ with other
auditors. Rather the ED focuses on what
all group auditors need to do in order to
obtain sufficient appropriate audit evidence
on which to base the group audit opinion.

For ‘significant components’, the group
auditor is expected to either perform the
work directly or ‘be involved’ in the work
of other auditors. A differentiation is made
between ‘related auditors’ (in the group
auditor’s firm) and ‘unrelated auditors’
(auditors in other firms). Whether dealing
with related or other auditors, it is the
group auditor who needs to determine
the procedures to be performed on the
consolidated numbers and the type of
the work to be performed on the financial
information of group components.

One of the most direct impacts on
companies is that if group auditors cannot
obtain sufficient access to components,
the result will be a scope limitation. Under
the proposals, group auditors will need

to assess whether they have sufficient
access to components - including access
to management and those charged with
governance. In practice today, group
auditors often do not have such access,
particularly for joint ventures or equity-
accounted investments.

Diana Hillier, PricewaterhouseCoopers
head of global assurance standards said:

‘This will be seen as a tough standard and,
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if adopted, will have a significant impact
on practice. It’s hard to argue with the
logic of the proposals, but in the short
term, they could prove challenging to
achieve.’

Communications

The Communications ED is a revision to
ISA 260, The Auditor’s Communication
with Those Charged with Governance.
The IAASB has updated this standard

to reflect changing expectations in this
area and the significant developments in
regulatory and auditing standards in
several jurisdictions.

The communication process will vary
with the engagement circumstances and,
therefore, the proposed revised ISA 260
requires the auditor to establish a mutual
understanding with those charged with
governance of the form, timing and
expected content of communications.

The proposals are more specific about what
the auditor should communicate with those
charged with governance and why. Broadly,
auditors are expected to communicate:

e what their responsibilities are;

e the planned scope and timing of
the audit;

¢ findings from the audit, including the
auditor’s views about qualitative aspects
of the entity’s accounting practices;

e specific matters required to be
communicated, such as material
weaknesses in internal control and
uncorrected misstatements;

e Other matters that the auditor judges
to be serious and relevant to the
responsibilities of those charged
with governance.

Auditors of listed companies will also be
required to communicate in writing, to
those charged with governance, the fees
charged for audit and non-audit services
provided by the audit firm in the previous
12 months.

Diana Hillier noted: ‘It is significant that the
revisions also provide some dispensation
from certain communications for audits
of smaller entities in which management
and governance are one and the same.
Recognising different needs of smaller
entity audits sets an important precedent
for the IAASB.’

Modified reports

IAASB has had a series of interrelated
projects designed to enhance the
consistency of reporting between
jurisdictions. Two of the new EDs address
circumstances when the auditor’s

report is modified. The first deals with
modifications to the auditor’s opinion
(proposed ISA 705), the second with
emphasis of matter and other matters
paragraphs (proposed ISA 706). A number
of illustrative reports are provided.

At present, both modifications and
emphasis of matter paragraphs are
addressed in ISA 701. Philip Ashton, who
is a member of IAASB’s Modified Reports
Task Force, explains: “The IAASB decided
to split ISA 701 into two separate ISAs

to more clearly differentiate between
circumstances when the auditor needs

to modify the auditor’s opinion and when
other information is added to the audit
report even though an unmodified opinion
is appropriate in the circumstances.’

One of the more controversial proposals is
that the auditor should include a description
in the audit report of any disclosures that
have been omitted by management,
unless impracticable.

The auditor is not required to take on
management’s responsibility to compile
the information, but where the information
is readily available, the ED proposes that
the auditor include it in the audit report.

Although similar to the requirement to
quantify departures from GAAP, the
proposal is controversial because some
view it as blurring the lines between
management’s and the auditor’s
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responsibilities. Furthermore, some
believe that it conflicts with auditors’
professional responsibility of
confidentiality and could create other
legal and liability problems.

‘The IAASB saw this as an important
matter that is in the public interest,’
commented Ms Hillier. ‘If management
is aware that the auditor is required to
disclose the information anyway, there
is greater pressure on management to
disclosure the information itself.’

Other reports

The most recent ED focuses on the
auditor’s report on other financial
information. ISA 700, approved in
December 2004, addresses audit reports
on a complete set of financial statements
designed to achieve fair presentation
(most ‘statutory audits’). The new
proposed ISA 701 covers reports on
financial statements designed for a special
purpose, financial statements not designed

to achieve fair presentation but which have
broad distribution (‘compliance’ reports),
as well as audit reports on single financial
statements, elements, accounts or items
of a financial statement.

The ED provides guidance on: the financial
reporting frameworks used in these
circumstances; the form of opinion that
is appropriate; matters to be considered
when forming the audit opinion; the
elements of the audit report; and
restrictions on distribution or use.

One of the more controversial proposals
is the wording of the audit opinion. The ED
suggests that the auditor should use the
terms ‘give a true and fair view’ or ‘are
presented fairly, in all material respects’
when the financial reporting framework

is designed to achieve fair presentation

of the specific information presented.
How that will be interpreted in practice

is unclear, as most financial reporting
frameworks are designed with a complete
set of financial statements in mind. Audit

Audit News

reporting practice in different jurisdictions
varies widely in this regard. Unfortunately,
it is unlikely that the proposals, as
drafted, will drive consistency between
jurisdictions in the wording of audit
opinions, even though that was a key
objective of the project.

The second part of this ED proposes

new standards and guidance for auditor’s
reports on summary audited financial
statements (new ISA 800). It addresses
these key areas: the criteria to be used,
the nature of procedures and form of the
opinion, and the elements of the auditor’s
report. In such engagements, the auditor’s
opinion is whether the summary financial
statements are an appropriate summary
of the financial statements in accordance
with the applied criteria, unless a different
form of wording is required by law or
regulation in a particular jurisdiction.

FEE consults on EU audit reports

The Fédération des Experts Comptables Européens (FEE) is considering responses to its discussion paper on reporting issues
arising from ‘endorsed IFRS’, and possible implications for audit reports in the European Union.

Some form of European guidance may follow. The International ¢ whether the reference to the framework should be the same

Auditing and Accounting Standards Board will also examine the

in the notes to the accounts as in the audit opinion; and

responses to assess current international guidance for auditors. ¢ what words to use when financial statements comply with
both IFRS and EU endorsed standards.

The aim of FEE’s paper, released for comment in April 2005, is

to improve transparency of the financial reporting framework for

users of financial statements.

FEE asked for comments on how the financial reporting framework
should be referred to in the accounting policies within the notes
of financial statements. It has sought advice particularly on:

e which European or international body should issue such

guidance;

e how companies, which are in full compliance with IFRS,
should refer to the financial reporting framework;

e what words should be used in the accounting policies if

The key issue is that the user of financial statements should have

a clear understanding of the financial reporting framework on
which the statements are prepared, and against which the auditors

have reported.

‘There is a need to avoid confusion in the global marketplace
between IFRS standards issued by the IASB and the IFRS standards
as endorsed, amended or added to in a particular country,’ says

PricewaterhouseCoopers’ Graham Gilmour, who helped prepared

the firm’s response to FEE. ‘If the distinction is not clear, there
is a risk that investors or analysts will make inappropriate
comparisons and, potentially, ill-formed economic decisions.’

a company may not be able to maintain compliance with
IFRS in later years;

e whether audit reports should use a standard, generally
accepted phrase to refer to the endorsed framework applied
in the EU;

To minimise the possibility of confusion with IFRS, PwC suggests
using the phrase ‘accounting standards as adopted for use in the
EU’ to describe the framework of standards that EU listed companies
are required to apply. This would parallel the use of IFRS referred
to as national standards in Australia, Hong Kong and South Africa.
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Is the end in sight for unlimited liability?

Brian Bannister reports on the emerging global consensus of allowing auditors to limit their liability.

Liability reform is firmly on the agenda
worldwide. In Europe, 10 of the 25 EU
member states already have some form
of liability limitation for audit firms and
a number of others, including Italy and
Austria as well as the UK, are actively
considering reform.

The audit profession has been asking
the European Commission to adopt

a common position. This would establish
minimum harmonisation that would
prevent any member state from having

a national law that stopped auditors and
their clients from agreeing some form

of liability limitation. The European
parliamentary process is ongoing at
present, but four committees with

a competence for these matters have
voted in favour of this reform. The position
is that the directive will require the
Commission to undertake a study to
determine the macro-economic position

across the EU as a result of different
auditor liability regimes, and subject to
the results of this study, make
recommendations to the member
states by the end of 2006.

In Australia and Canada, new limited
liability laws for auditors have recently
been introduced and the topic is now
emerging as an issue for discussion in
the US, which remains the most litigious
environment for audit firms.

The influential American Assembly,
founded in 1950 by President Dwight
Eisenhower, recently convened a forum
made up of leading policymakers,
regulators, academics and business
people to look at the future of financial
reporting in the US. The Assembly
report concluded that the present US
liability position for auditors was
counterproductive. It argues that the
current liability regime acts as a brake

on the development of judgment-based
financial reporting, which users of accounts
want more of. In addition, the regime

also exposes auditors to huge and often
frivolous claims.

‘Allowing auditors and their clients to
agree sensible limits on liability is now
firmly on political agendas around the
world,” said PricewaterhouseCoopers
partner Peter Wyman. ‘This is not
because of special pleading or a desire to
let auditors escape their responsibilities,
but a response to the serious threat posed
to capital markets by the potential loss

of another major audit firm. Hopefully the
lead shown by the UK, Australia and other
countries will persuade the EU and the
US to follow suit and move us closer to

a global solution.’

Brian Bannister is PwC director
of public affairs in the UK.

The UK government has published proposals to remove the
prohibition that prevents auditors from agreeing liability limitations
with their clients. These plans form part of the Company Law
White Paper published in March 2005 and fit in with what appears
to be an emerging global consensus that unlimited liability has
potentially damaging consequences for capital market stability.

Joint and Several

For the last 75 years auditors in the UK have faced a situation
unlike any other business or profession, with a legislative ban
on auditors agreeing a contractual limitation of liability with their
audit clients. Auditors have long argued that this situation was
iniquitous and risked potentially serious consequences for the
capital markets.

The repeal of this prohibition on liability limitation was one

of the key recommendations of the Company Law Review
published in the late 1990s. The UK government has not
proposed a monetary ‘cap’ on auditor liability but has instead
chosen a regime to allow auditors and their clients to agree
proportionate liability subject to agreement by contract.

In practice this would mean that the courts would still hold
auditors accountable and financially responsible for their share
of any losses caused by the auditors’ negligence. However, they
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would no longer be held liable for losses caused by the actions
of other parties, as they are currently under the law of joint and
several liability. This means that auditors would no longer face
the prospect of having to pay 100% of the damages where they
might only have been found by the courts to be 5% responsible
for the loss.

‘This new regime will create a much more stable and secure
environment for the essential work that auditors perform, while
still making sure that auditors are held responsible for their own
mistakes,’ said Peter Wyman, chairman of the ICAEW Audit
Liability Working Group.

‘Unlimited liability is, in reality, a myth. Even the largest audit
firms have a capitalisation which is only a fraction of the value
of the clients they audit. In addition, the insurance industry is
unwilling to offer large audit firms sufficient cover. So these
reforms will introduce a large measure of common sense.’

Shareholder approval

The government is proposing that companies that agree to
allow their auditors to limit their liability by contract should make
the fact known in their annual financial statement. Proportionate
liability would not be automatic and would be subject to
shareholder approval before the start of the audit engagement.
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Internal control improvements

The Fédération des Experts
Comptables Européens (FEE) initiated
a debate earlier this year on risk
management and internal control
reporting in the European Union.

Its consultation coincides with the
European Commission’s move to
update corporate governance
requirements in Member States.

FEE’s discussion paper seeks views on:
the case for listed companies in Europe to
exercise risk management and internal
control in the interests of shareholders;
and how regulators in the EU and its
Members States might encourage
improvements in risk management and
internal control, without imposing
disproportionate regulatory burdens.

The debate is timely because of recent
developments, such as the EC’s overhaul
of the 4th and 7th Company Law

Directives. The proposal is that listed
companies should provide a corporate
governance statement that includes ‘a
description of the main features of the
company’s internal control and risk
management systems in relation to their
financial reporting processes’. Another
development is that the UK Financial
Reporting Council is conducting a review
of the existing Turnbull guidance on
internal controls, and US foreign private
issuers, including those in Europe, will
have to apply the section 404
requirements from next year.

‘We believe that there should be a debate
that involves all key stakeholders, and
draws on all the lessons available from
experiences in different countries,’” said
PricewaterhouseCoopers corporate
governance specialist Graham Gilmour.
‘Key issues for consideration are: the level
of information on risks and internal control

relevant for the markets and what should
be made public; the level of information
needed at board and managerial level;
and the extent to which this information
should be subject to external assurance,
if atall.”

The next stage in the process will be a
roundtable held by FEE later this year. One
issue for discussion will be the advantages
and disadvantages of different types of
control reporting.

‘Ultimately, the objective might be to have
a global standard for reporting on internal
control, in the same way as for convergence
of accounting standards,” Mr Gilmour
concluded. ‘But the “ideal” global standard
is not necessarily any of the models currently
applied; it may be a blend of current
approaches, which should be developed in
the light of further debate and experience.’

See article on page 40.

EUROPEAN COMMISSION

New group to advise on company law and governance

The European Commission (EC) has set
up an expert advisory group to provide
detailed technical advice on preparing
corporate governance and company
law measures.

The creation of the group is part of an
action plan adopted in 2003 on the
European Commission’s integrated
approach to company law and corporate
governance. Other important initiatives,
such as a proposal for an EC directive on
shareholders’ rights, are currently under
discussion.

The group’s members — 20 non-
governmental experts from various
backgrounds with experience and
knowledge of the subject — have been
appointed for three years.

‘Expert technical advice from stakeholders
is indispensable to making regulation
work,” said Single Market Commissioner
Charlie McCreevy. ‘1 am confident that this

advisory group has the practical experience

and technical skills to provide such advice.
An appropriate framework in these areas
should ensure more effectively-run
companies, which in turn should make an
important contribution towards enhancing
growth and jobs in Europe in line with the
Lisbon competitiveness agenda.’

The group’s advice will supplement
public consultations on EC initiatives and
complement the more strategic role of
the recently created European Corporate
Governance Forum, which was set up

to support convergence of corporate
governance in Europe.

World Watch Issue 2 2005 29



Corporate Governance News

ASIA

90% of CEOs value governance

A PricewaterhouseCoopers survey has found that nearly 90% of CEOs in Asia value
effective governance, risk management and compliance (GRC) and consider ita

source of competitive advantage.

PwC'’s eighth annual global survey asked
more than 1,300 CEOs, including 297 in
Asia. The results demonstrated that CEOs
in Asia have more positive perceptions of
GRC than those in Europe and the US;
89% of Asia CEOs agree that effective
GRC provides value but only 72% of CEOs
in Europe and 60% in the US hold similar
views. 88% of CEOs in Asia believe that
GRC has a positive effect on reputation
and brand.

Analysts at PwC said that the survey
indicated that effective GRC is not easily
achieved and that CEOs struggle with its
implementation. Two-thirds of CEOs in
Asia believe that the struggle is down to

a lack of understanding; a similar
proportion views culture as a barrier.

‘Over the last three and a half years, CEOs
have focused on complying with new laws
and regulations, putting new risk
management processes in place and
strengthening corporate governance
procedures,’ said Sam DiPiazza, PwC’s
Global CEO. ‘This has not been an easy
task, but for CEOs who view these
changes as investments rather than costs,
the payoff has been well worth the effort,
specifically when measured in terms of
performance improvement, greater
transparency and movement towards

a more sustainable enterprise.’
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Peers overtaken on governance

Thailand is ahead of its peers in corporate governance, according to an assessment conducted by the World Bank. In the 2005
Corporate Governance Assessment Report on the Observance of Standards and Codes (CG-ROSCs), Thailand overtook South
Korea, the Phillippines, Indonesia and India.

The CG-ROSCs result is expected to
boost investor confidence, especially

for foreign investors who rely heavily

on governance indicators to help make
decisions about their overseas investments.
CG-ROSCs measured companies against
several criteria, based on principles
published by the Organisation for
Economic Co-operation and Development,
such as the role of stakeholders and
responsibilities of the Board.

‘We are pleased with the satisfactory
scores and the overall result,” said
Thirachai Phuvanatnaranubala, secretary
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general of the Thailand Securities and
Exchange Commission (SEC). ‘Striving for
excellence and recognition in the regional
and global markets is an ongoing process
for the Thai capital market. We will map
out improvement plans and take into
account the World Bank’s suggestions
for addressing our weaknesses and
strengthening good governance practices.

Thailand’s SEC, the CG-ROSCs project’s
key co-ordinator, will now implement
approved policies from the National
Corporate Governance Committee to
build on these results.

‘Thailand is becoming more aware of
good corporate governance,’ said Prasan
Chuaphanich, PricewaterhouseCoopers
assurance leader in Thailand. ‘Companies
have started to pay much closer attention
to international standards on governance.
Corporations with a high level of
transparency and accountability will
strengthen economies, develop the capital
market and create value for the long term.’

The CG-ROSCs reports are available at:
www.worldbank.org or www.sec.or.th.
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Good governance

Listed companies in Peru are required to disclose the degree of compliance with
26 principles of good practice of corporate governance in their annual reports.

The concept of corporate governance is
not new in South America. However, it has
gained importance and momentum
recently as a result of the corporate
collapses in the US and European capital
markets. These collapses have put
pressure on regulators and other
stakeholders around the world to introduce
new requirements to improve governance,
particularly for public companies.

For example, the Andean Community
published guidance that reflects the
principles issued last year by the
Organisation for Economic Cooperation
and Development. In addition, the

Peruvian securities exchange commission
(CONASEV), together with other
stakeholders, issued more than 72
principles of corporate governance.

These principles were issued initially as
a simple reference to help companies
measure the degree of compliance with
best practices in corporate governance.
However, CONASEYV issued a regulation,
effective from 1 January 2005, that
requires listed companies (including
issuers of bonds or debt instruments) to
disclose whether they comply with 26 of
those principles and their degree of
compliance in their annual reports.

The principles cover areas such as:
shareholders’ rights, directors’
responsibilities, transparency, and
relationship with other stakeholders. The
degree of compliance with each principle
has to be indicated on a scale from 0 to 4,
where 0 is non-compliance and 4 is full
compliance. Companies that do not
comply with the regulation are subject to
fines and penalties.

Miguel Mur, the senior partner of
PricewaterhouseCoopers in Peru, said:
‘We see the introduction of these
requirements as a very positive step
toward a strong capital market in Peru.
Good practices on corporate governance
are now mandatory for listed companies
here in Peru and we believe corporate
reporting — and ultimately investors and
other users — will benefit from a robust
corporate governance practice.’

Revised best practices code

The Brazilian Institute of Corporate Governance (IBGC) has updated the Code
of Best Practices, which has been well received in the corporate reporting
community. The IBGC, founded in 1995, is an organisation that is committed to
promoting high quality corporate governance in Brazil.

Fernando Alves, the senior partner of
PricewaterhouseCoopers Brazil,
commented: ‘The main objective of the
Code is to provide guidance to listed and
non-listed companies to increase
corporate value, improve performance,
facilitate the access to capital, and
ultimately contribute to sustainability
long-term.” Mr Alves is vice-chairman of
the IBGC Board. PwC has been working
closely with the Institute to help them
develop the new code.

The Code covers a number of areas such
as: ownership, directors, management,
auditing, conduct, and conflict of interest.
It is based on four principles:

e Transparency: timely and
straightforward communications to
stakeholders about key aspects that
drive management decisions.

¢ Fairness: fair and equal treatment of
all groups, including minority owners
and other stakeholders.

e Accountability: corporate governance
players should account for their
actions on a regular basis to those
who have appointed them.

e Corporate responsibility: directors
and executives must focus their
efforts on the sustainability of their
organisation. They should include
social and environmental concerns

and be aware of their company’s
‘social role’, including the creation
of wealth, job opportunities, and
improving the standard of living
through educational, cultural, social
and environmental activities.

The Code is not mandatory but there are
significant signs in the market that
companies will be rewarded if they adopt
good corporate governance practices.
For example, BOVESPA, the main
Securities Exchange in the country,

has created two new markets (the Novo
Mercado and Nivel 2) for companies

that voluntarily adopt the corporate
governance best practices.

There is an increasing interest in these
markets, and the number of new filings
is rising. Currently 17 companies are
listed on the two markets (out of 360
listed companies).
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Sarbox delayed for US smaller caps

The US Securities and Exchange
Commission (SEC) has granted another
year for smaller companies to comply
with the requirements under Section
404 of the Sarbanes-Oxley (Sarbox) Act.

Earlier this year the SEC agreed to a one-
year delay for smaller caps, and its
Advisory Committee on Smaller Public
Companies has now recommended
extending this by another year. The
extension gives companies with a market
capitalisation of up to $75m until July 2007
to comply. This follows the one-year
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deferral (to July 2006) of the Sarbox
compliance deadline for foreign
private issuers.

The Advisory Committee reacted to
comment in the marketplace about the
burden of Sarbox reporting. It
recommended a delay for several reasons:
first, the costs of implementing Section
404 have been higher than originally
forecast, and costs may be proportionately
larger for smaller companies. Second, the
process of reporting on internal control
over financial reporting has proved

to be more complex than some
originally thought.

Along with the recommendation, the
Committee has also considered the
definition of a ‘smaller public company’.
It should be determined by a number of
factors, including market capitalisation.

It is anticipated that approximately 80% of
all US public companies, which account
for just 6.4% of the total US public market
capitalisation, will qualify as a ‘smaller
public company’ under the Committee’s
definition framework.

EUROPE

Launch of quoted company
campaign group

Seven organisations across Europe
have pooled resources to create the
Union of Issuers Quoted In Europe
(UNIQUE), a pan-European coalition
that will promote the interests of the
continent’s listed companies.

The seven members of UNIQUE include
the UK-based Quoted Companies Alliance
(QCA), Aktienforum of Austria, Middlenext
of France, Deutsches Aktieninstitut of
Germany and Greece’s two main lobby
groups for listed companies.

UNIQUE represents a total of 3,500
businesses across six countries. The
representatives have been working
together for the last two years mainly on
questions arising from the EU Financial
Services Action Plan that have an impact
on issuers, shareholders and equity
market procedures.

‘UNIQUE will provide a voice for quoted
companies across many countries and
assist in the discussion and advancement
of topics on the EC agenda relevant to
our members and the equity markets in
general,’ said John Pierce, the first
chairman of UNIQUE and the chief
executive of the QCA.
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SOUTH AMERICA

Kyoto Protocol challenges

The Kyoto Protocol requires all parties that have ratified the treaty to take
immediate action. This poses a huge challenge for South and Central America.

The Protocol, which became legally
binding in February this year, aims to cut
greenhouse gas emissions. It also aims to
find ways of helping countries to achieve
their goals through emissions trading
schemes, joint implementation, and clean
development mechanisms (CDM).

‘We expect an increase in social reports
verification and climate change CDM in
our region as a result of the Kyoto
Protocol,” said PricewaterhouseCoopers’

Sustainable development case studies

Brazilian food industry

Sadia, the largest company in the Brazilian food industry, is
developing a sustainability programme supported by CDM
initiatives. This aims to improve the sustainable performance

partner Rogerio Gollo, leader of
sustainable business solutions for South
and Central America. ‘The CDM provides
countries with the option of buying credits
in developing countries where remediation
project activities are often more feasible
and cost-effective. These projects will
ultimately assist developing countries

to achieve sustainable development and
therefore present an opportunity for them
to attract capital.’

Sustainability Reporting News

To support entities with their Kyoto-related
activities, PricewaterhouseCoopers has
organised five centres in South America
with more than 60 dedicated resources.
The firm has also established an internal
academy, based in Chile, to train staff
from across the region, ensure that they
operate as a connected network and that
they can facilitate learning from each
other’s experience.

‘Our experts help to align clients’ climate
change risk mitigation and climate change
strategy with the company’s core business
strategies and operation,’ said Mr Gollo.
‘We are growing and learning with our
clients through very practical experience.’

Minera Escondida — a subsidiary of Australian’s BHP Billiton —

is the largest private copper mine in the world. Management
developed its first corporate social report in 2004 after it

obtained information on certain key indicators, and sought
advice on the strategy and structure for the report. The project

of its main and outsourced activities. The project involves the

was completed in April 2005 and the company is looking to
develop its 2005 report.

integration of social responsibility criteria into the company’s

operations. It incorporates a corporate governance structure
and will develop environmental performance indicators.

Copper mines in Chile

Around 35% of copper produced in the world comes from Chile,
making it the biggest supplier. Many companies in this industry
have initiated ways to control and improve the social and
environmental impacts of their operations. Here are two examples:

CODELCO is the largest state-owned copper producer and has
based its business and communication strategy on sustainability.
The company has developed formal processes to measure and
report the results of social and environmental dimensions as
well as its profits. This has been done through the publication of
sustainability reports based on the Global Reporting Initiatives
(GRI) guidelines, including the recently-approved pilot version
of the Mining and Metals Sector Supplement.

Managing food safety

Svetlana Slotina, a PricewaterhouseCoopers consultant with the Sustainable Business Solutions
team in Moscow, has been certified as a ‘food safety management systems auditor’ after
completing an international training programme: ‘I can now help companies in different countries
with my new skill — especially those in the European Union that are required to meet stringent food
safety regulations.’

The training equips Ms Slotina to help companies implement the new food safety standard that is
expected from the International Standards Organisation (ISO). The new standard is set to replace
a national standard - HACCP, the Danish food standard - that has been widely used throughout
the world in the absence of an international option. The more widely recognised ISO standard will
help companies to integrate food safety management with their existing management systems,
such as those for quality, the environment, and health and safety.
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No shortcut to accountability

A new report from the World Business
Council for Sustainable Development
(WBCSD) explores how companies

can obtain value and restore trust by
understanding the relationship between
accountability and sustainability, and
their core business strategy.

Beyond Reporting, co-authored by Alcan —
a global leader in the aluminium industry —
and PricewaterhouseCoopers, was
launched at the WBCSD’s June meeting

in Japan, attended by more than 240
professionals from 31 countries. It
completes a broader WBCSD project on
the issue of accountability and reporting.

‘Everyone wants a simple answer to
accountability and reporting but none
exists,’ said Alcan’s CEO, Travis Engen.
‘Each company must define a solution
based on their own long-term
performance strategy.’

PwC'’s global CEO Sam DiPiazza, who
leads the WBCSD’s Accounting and
Reporting Taskforce and co-chaired

the project report, said: ‘Leading
companies build sustainable businesses
by embedding strong governance and
corporate responsibility into their
strategies and culture. By earning the
trust of their employees, communities,
trading partners and the capital markets,
companies with a culture of corporate
responsibility are able to generate value
where others cannot.’

According to Beyond Reporting,

companies that make the best use of

available codes and guidelines associated

with compliance and corporate social

responsibility can:

e articulate their own vision of
accountability and sustainability, and
embed it within core business strategies;

e use accountability codes as tools
to change mindsets about the
relationship between value creation
and sustainable development -
not simply by compliance efforts;
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e integrate sustainable development
and accountability across corporate
functions rather than create
specialised centres.

The report marks the culmination of a
project, which began in 2002, involving
more than 60 WBCSD member companies,
accountability specialists and investors.

The WBCSD is a non-governmental
organisation that provides business
leadership as a catalyst for change
towards sustainable development.

It promotes the role of eco-efficiency,
innovation and corporate social
responsibility in business, and offers
companies a platform where they can
share best practices.

Sustainability trends

This year’s sustainability trends and performance indicators from 60 industries

have been summed up in a new publication — The 2005 Sustainability Yearbook.
PricewaterhouseCoopers and Sustainable Asset Management (SAM — an independent
asset management company based in Switzerland) teamed up to present insights
from SAM’s annual sustainability assessment of more than 1,400 global companies.

The publication also provides an introduction to the ValueReporting Framework™ —
PwC'’s unique approach to managing and communicating corporate performance

in both financial and non-financial areas.

To download this publication, see www.pwc.com/sustainability

For further information on ValueReporting, visit www.valuereporting.com
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Norilsk leads the way

Many Russian companies today are interested in communicating their sustainability

achievements to the market but are uncertain about which approach to take. Norilsk

Nickel, one of Russia’s largest companies, which supplies 20% of the world’s nickel,
is a pioneer in the sustainability arena. It is one of the few companies to produce a
social report using Global Reporting Initiatives (GRI), and the first in Russia to
obtain independent assurance of its non-financial information in accordance with
the International Framework for Assurance Engagements (ISAE 3000).

‘Norilsk’s first stand-alone social

report posed a challenge for the
company because there were few
domestic examples of best practices
for creating a social report,’ said
PricewaterhouseCoopers Doug Grier,

a sustainable business solutions (SBS)
consultant in Russia. ‘Many companies
have not yet made the leap from using a
social report simply as a public relations
tool. But Norilsk has taken it a step
further to improve transparency and
accountability to stakeholders. It has
also acted on issues highlighted during
the development of its first social report
and implemented better systems

and processes.’

The company has found that helping to
manage local social issues and running
programmes for staff and local inhabitants
has helped improve the lifestyle of local
people, which in turn fosters a more
sustainable business environment.

Mr Grier explained that there is currently
debate in Russia over how sustainability
issues should be reported. Is it appropriate

What should companies report on?

to use international guidelines, such as
GRI, or would it be better to develop a
Russian framework to take local specifics
into account? Internationally, growing
numbers of large companies are using
the GRI standards and this is likely to
encourage others to do the same.

If companies continue to move towards
a common platform for sustainability
reporting, it will make their information
more meaningful because it will be
comparable with other companies’.

Expected growth in

sustainability reporting
PricewaterhouseCoopers expects
sustainability reporting in Russia to rise
significantly in the short term as former
state-owned companies seek to be more
transparent, and western companies look
for assurance about the sustainability of
their potential business partners in Russia.
Initially, the rise is expected to be from
those companies moving beyond Russia’s
borders to seek new investors or business
acquisitions, or new markets for their
goods or services.

There is no definitive guide to which issues companies should report on, since the
size, location and industry of a company will determine reporting needs. However,
companies should consider the points below to kick-start their thinking on

sustainability reporting:

e report what is important to your stakeholders;

e report on what adds value to your company (which involves connecting the
business value drivers with your sustainability agenda);

* recognise the unique socio-economic/environmental conditions of your

company; and

e report annually on your goals and objectives, and progress towards these.

CHILE

New social
reporting model

A new reporting model has been
developed to measure the impact of
companies’ social behaviour and help
them to report systematically on their
social responsibility actions.

‘Reporting on what actions your company
has taken to demonstrate its socially
responsible behaviour has become a
necessity,’ said PricewaterhouseCoopers
Chilean partner Luis Perera, who
developed the model and has written a
publication about it — The Fourth Financial
Statement. ‘This is because the market
expects it and most of your competitors
are likely to be doing it.’

The model shows how a company’s
results are derived from its social
behaviour, as well as profits, using the
same accounting principles applied in the
preparation of basic financial statements.
It offers companies an alternative way to
disclose their market information so that
stakeholders can easily understand their
social behaviours, value-creating
activities, and the distribution of value.
The ‘fourth financial statement’ can track
behaviour in four key areas: governance
and ethics, people, environment, and
contributions to development (for
example, education and community).

The Fourth Financial Statement is aimed at
management teams that wish to promote
corporate social responsibility (CSR),

as well as accountants and auditors.

‘Transparency of financial and social
actions improves a company’s image
and reputation,’ said Mr Perera, ‘and
demonstrates that it acts for the people.’

Copies of The Fourth Financial
Statement are available in English and
Spanish from Luis Perera, co-leader of
PricewaterhouseCoopers Sustainable
Business Solutions in South and Central
America, email luis.perera@cl.pwc.com
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New publication shares
good practices

PricewaterhouseCoopers has published Trends 2005: Good Practices in Corporate
Reporting, a report containing real-life examples from 42 companies who believe
that competitive advantage can be gained from improved communication of both

financial and non-financial information.

The publication acknowledges the burden
that recent corporate reporting legislation
and regulation worldwide has placed on
preparers of corporate reports. Its
practical framework can help companies
and corporate information preparers to
navigate through the array of different
regulations, and report in a way that
satisfies legal requirements while
providing a clear view of the company’s
performance and prospects.

‘Trends 2005 continues to highlight the
market-led shift to provide more
contextual and non-financial information,’

said David Phillips, PwC’s ValueReporting
partner. ‘This year the UK government is
supporting a similar agenda by adding

an element of regulation (the mandatory
Operating and Financial Review).’

The featured examples demonstrate

how some companies can provide

linked reporting between: the external
marketplace; strategies adopted to
compete in that market; how the risks,
resources and relationships are managed
to deliver on these strategies; and the
resulting financial and operational
performance outcomes.
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Trends 2005 is a call to action for
corporate executives to rethink their
reporting process, Mr Phillips explained.
‘The companies that meet the exacting
criteria for inclusion in Trends 2005 go
well beyond the minimum. They are
pushing reporting boundaries and
achieving greater transparency - the
ultimate goal of the new OFR and other
requirements worldwide.’

To view this report, and other related
publications, visit
www.pwc.com/valuereporting.

AUSTRALIA

Value creation for shareholders

Companies can benefit from an understanding of what creates value in the
markets, according to PricewaterhouseCoopers’ Corporate Value Report 2005.

The report is based on financial statement and market analysis, provided by the
Australian stock exchange, of the top 200 Australian listed companies during 2004.
It considers value from a range of perspectives, and discusses the key issues and
challenges that face executives and boards in creating value.

The report covers:

e which companies delivered balanced value creation in 2004;

e how companies can use market information to set benchmarks for management

and board performance;

¢ how IFRS changes may affect the perceived value of your company;

e what growth expectations are implied by the market and how this impacts on

companies; and

e how deals and de-mergers delivered value for shareholders.

The report is intended for directors and executives responsible for enhancing
shareholder value. Copies of Corporate Value Report 2005 can be downloaded from

www.pwc.com/au

36  World Watch Issue 2 2005




Sustainability Reporting News

6 Back to News Summary)

Reputational risk increases

Less than one fifth of CEOs have confidence that their internal controls are
sufficient to protect reputation, according to a survey conducted by
PricewaterhouseCoopers with some of the world’s largest organisations.

The risks to reputation have increased
because transparency levels are reaching
unprecedented levels — not just self
transparency but that provided courtesy
of others — and market conditions force
increased competitiveness. Many
business leaders are also recognising

the potential impact of transparency on
personal credibility and status, as well

as corporate reputation.

The value of reputation is becoming more
tangible as rating agencies and research
houses seek to assess reputation as an
asset and the extent to which internal
governance arrangements address the
risk of reputation damage. Regulatory
organisations are also closing in on this
space, in particular through initiatives

of the US Securities and Exchange
Commission. The UK’s new reporting

UNITED NATIONS

standard, RS1, Operating and Financial
Review, specifically mentions reputational
risk as within the scope of reporting on
strategic and operational risk.

‘Management of leading companies know
that “hard to manage” is no defence,’ said
PwC’s Tina Trickett, Sustainable Business
Solutions consultant. ‘We find that
companies are now starting to challenge
the reach and connectivity of their risk
processes, the basis for risk assessment
and the extent of information needed to
demonstrate suitable protection of
reputation.

‘Most importantly perhaps, some are
beginning to alter their perspective -
starting to assess performance, not just
from the inside out, but also from the
outside in.’

“Transparency’ for tsunami relief funds

Following the success of its first tsunami tracking system for emergency aid, the United Nations’ Office for the Co-ordination
of Humanitarian Aid (UN-OCHA) is set to launch a second tsunami relief system to monitor contributions to longer-term
recovery projects. Both projects have been developed with PricewaterhouseCoopers’ contributions of assistance on how to
improve the effectiveness of fund tracking systems.

The first new system — the Indian Ocean
Earthquake-Tsunami Flash Appeal
Expenditure Tracking System — was
launched by the OCHA in the immediate
aftermath of the disaster. It allows the
UN to demonstrate to the public how
tsunami-related funds have been spent
in the affected areas. The system can be
updated at any time and is available on
the internet for everyone to examine.

‘Discussions with the UN and the donor
community showed that one of the
immediate needs was to increase
transparency about how the donations
were being spent,” said PwC advisory

partner Gerard Verweij, who is in charge
of the team that worked on the system.
‘So we worked with the UN-OCHA team
to “bolt on” an Expenditure Tracking
module to their existing system.’

The system enhancement work was

only part of PwC’s pro bono contribution
to assist the UN’s tsunami relief efforts.
PwC is also working with the UN
Secretariat (OCHA and the OIOS) and six
UN funds, programmes and agencies to
contribute assistance in areas such as:
risk assessment, forensic accounting and
technology, internal audit, and IT audit.

‘Our aim in this work is to help the UN
meet its goals of improved transparency
and accountability,” said Frank Brown,
PwC global leader of advisory services.
‘Because the UN is such a large and
complex network of entities, we felt we
could make the greatest impact by making
a “menu” of our advisory services
available to the agencies and letting them
direct our efforts as their needs dictated.’

The tsunami aid tracking system
can be viewed on the internet at:
http://ocha.unog.ch/ets
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IFRS communications — as clear as a bell?

The full impact of IFRS will soon be revealed as companies moving to IFRS in 2005 release their year-end financial
statements. This article considers how markets might respond, and the importance of clear communications.

UPDATE TABLE

Status of IFRS communications

% FTSE 100 % FTSE 250

Released no financial information 2 20
Released some guidance only 9 21
Released quantitative information 89 59

Source: PwC September 2005

Analysts are predicting a mixed picture,
with both positive and negative impacts,
but their advice remains firm: warm up
the market with clear, quantitative
communication before the year end.
Companies have a huge degree of
flexibility about how, when and in

what detail they communicate with

the markets, and they should make
sure that there is no room for last
minute surprises.

Analysts and investors will
quickly become sophisticated,
and less forgiving to those
who communicate poorly

In the UK, 89% of FTSE100 companies
have already provided some quantitative
information about the impact of IFRS,
and most has been received favourably
by the market. Medium-sized listed
companies (mid caps) have been slower
to share information — only 59% have
released quantitative information.

There are many reasons for this, including
the difficulty of finding people with
experience of the new standards; the
necessity of upgrading information systems
to reliably collate data that they have not
had to report before; and nervousness
about how the market will react to
unfamiliar data. Whatever the reason, too
little information on the change is not sitting
well with a market still inexperienced in the
ways of the new standards, and this may
impact on share prices.
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Companies that come out with bland
statements will not convince markets.

In fact, the UK Financial Services Authority
recently issued guidance encouraging
businesses to disclose ‘as soon as the
impact on their 2004 financial statements
can be quantified’. It urges that such
disclosures should be full and should

not include attempts to ‘mislead’ on any
negative impacts. It also warned that
quantitative information on 2004
performance should be released no

later than the publication of 2005

interim results, and that market-sensitive
information should be disclosed as

soon as it comes to light.

Companies that have not fully planned
their IFRS communications to the market
will need to take action immediately

to make certain that their information

is correct and robust and that there are
no misunderstandings. Re-adjusting
numbers later on could damage

a company’s standing.

There should be as much detail as
possible, and clarity about whether

it is the underlying economics that is
changing, or just the accounting
procedures. Communications should
chart how companies got from local
GAAP to IFRS and what impact the new
accounting standards will have on the
business and financial reporting.

Companies need to be confident that
information is reliable when they put
it out to the markets - they should not
communicate information that could

be wrong. But if they have robust IFRS
numbers, it makes sense to share
them as soon as possible.

As soon as more IFRS disclosures hit
the market, analysts and investors will
become sophisticated very quickly and
will be less forgiving to those who lag
behind or communicate poorly.

Successful communication
strategies have included:

e Clear communication of the impact
of IFRS on decision making, policies
and the business, as well as
technicalities.

Providing analysts with data that is
detailed enough to validate their
models.

Indicating how much of the reported
impact is recurring and how much is
transition adjustments.

Identifying new sources of cash
flow volatility, if any, and information
on which external factors drive

this volatility.

Mock-up IFRS versions of the p&l,
balance sheet and cash flow
statements and explanation to
analysts of what has moved
compared to the old format.

Reconciling new performance
indicators to old ones.

Clear explanation of industry
sector issues.

This article is based on an article in an
Accountancy Age supplement on IFRS,
sponsored by PricewaterhouseCoopers
www.accountancyage.com/2040536
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Comment: Embedding IFRS

Before disbanding your IFRS ‘project team’...

Many organisations have been
managing and co-ordinating the
transition to IFRS through a group IFRS
project team. For some, this project
team has been in existence for several
years; for others, teams have been
brought together more recently.

As IFRS becomes 'business-as-usual'
GAAP, the core project team is likely

to be integrated with the rest of the
organisation. How you successfully shift
from IFRS as a project, to IFRS as part of
everyday business, needs to be actively
planned to ensure it is effective.

‘Embedding’ is about
making IFRS reporting more
sustainable and benefiting
from the change

Involve the business units

Ask stakeholders in the business units
what further support they need from group
finance before the project team moves on
to new roles. Ensure these requests are
adequately integrated into ongoing
processes.

Assign responsibilities

Identify people at group and business unit
levels who will take on recurring IFRS
responsibilities. Ensure clear roles and
responsibilities are assigned and that
these people are fully engaged with any
changing roles. Conduct training and
establish networks of contacts.

Share knowledge

Consider the use of internal websites for
sharing key documents and presentations.
Be conscious of what knowledge the
project team has that needs capturing and
sharing with a wider audience, before the
project team moves on to new roles.

Learning from the project

Spend time before your team disbands to
evaluate the successes and weaknesses
of the project and capture lessons learned
for similar project teams of the future.

Assess how the project ran against the
original objectives for the team. Cascade
key learning points onto those who will
continue to champion IFRS internally and
to others in finance project roles, for
example Sarbanes-Oxley teams and
finance system implementation teams.

Value for money

Appraise how effective was the use of
internal resources and of external
auditors/consultants throughout the
project. Share experience with key buyers
who would benefit from this insight.

Project management skills
Capitalise on the new skills the team has
developed while working on the project.
Consider developing their IFRS and
separate their project skills further by
using them in other projects that need
similar capabilities.

Celebrate success

Working on a complex and time
consuming project over an extensive
period warrants celebration. Take time
out to get the team together and
celebrate success.

Why IFRS needs embedding

What embedding looks like

Preparation of external reporting
by, for example, an operationally
independent project team staffed
by contractors/consultants at high
cost, produced outside the normal
reporting systems and using
non-standard data with limited
knowledge transfer to other staff.

Source: PricewaterhouseCoopers

Embedding is about changing tactical approaches, designed
to meet immediate IFRS reporting deadlines, into more
sustainable, efficient and effective procedures. It is about
being able to apply IFRS as business as usual.

This means that the changes that IFRS demands are
reflected in your business’s processes and controls, data,
systems and technology. Embedding also encompasses
people capabilities, performance management and reporting

strategies — everyone in the organisation needs to be clear
about what the new financial reporting language means for
the business as a whole and specifically for their area.

External reporting is replicated
after a period in a reliable,
efficient and robust way. There is
no reliance on short-term
resources, or temporary proc-
esses and systems. The new
reporting standards are part of
‘business as usual’.

IFRS goes beyond initial implementation. Properly
embedding IFRS enables companies both to meet the
challenge of reporting IFRS numbers externally, but also
to benefit from the change internally and be better able to
compete in a business environment that demands the
flexibility to cope with continuing change.

Embedding ;
the ability to . Flexible

change

The necessary organisational
structure, systems, data capa-
bilities and people are in place
so that future changes can be
factored into the activities of the
finance function without undue
stress.
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The missing piece of the
controls jigsaw?

Should there be more focus on corporate culture to add essential perspective to the
regulatory focus on control processes and documentation?

‘When bad news
reaches the market,
the cultural issue
behind it can influence
the market more than
the news itself’
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Regulators have responded to
headline-grabbing corporate failures
by increasing the focus on controls

to reassure the capital markets that
the fundamentals underpinning the
business are sound. The emphasis has
been on the processes of control and
documentation, but corporate culture
is another vital piece of the controls
jigsaw that should not be forgotten.

Greater insight into the culture of
organisations would add real value to
existing information on control processes.
It is the culture that, to a large extent,
determines how people interpret, and
act upon information that is provided
through the controls process (see box
opposite on what influences behaviour).

Why is corporate culture important?
Corporate failures often arise through
dishonest management or cultures of
fear and arrogance. These factors
influence how information is seen and
colour decision making. Extreme
behaviour that results in fraud can

be facilitated by an unhealthy culture.
The very systems that are put in place

to improve the controls may even
exacerbate the situation. For example,
technology plays a greater role as
companies streamline their business.
Unless the impact of this change on the
people is considered, there is a risk of
alienation where the person feels part
of the system rather than being treated
as an individual.

The effectiveness of controls cannot be
understood if the markets lack critical
information about the factors which

influence the decision-maker’s judgement.
Effective controls are the foundation of
reliable communication with the market.
Insufficient insight into the organisational
culture is a source of risk in the capital
markets — it prevents a proper assessment
of the business’ sustainability.

Bringing ‘culture’ to market -

who’s involved?

¢ Analysts and investors need to be
clear on what information is needed
to make an objective assessment of
corporate culture.

e Regulators must be aware that there is
little value in piling on further regulation
around the process of control without
the markets having greater insight into
organisational culture.

e There is significant work for boards
and particularly non-executives in this
area as this is fundamentally an issue
of governance and effectiveness.

e Auditors already make an informal
assessment of the culture and the
effectiveness of the board as part of
their audit work. They might be well-
placed to validate any reporting by
companies on their culture.

Moving forward

We would like to see all these different
players in the capital markets join forces
to create practical guidance and
recommendations for the participants

in our markets. Without this special

focus, the pace of development may be
too slow and the quality of reporting on
culture may not provide the level of insight
into organisation culture that stakeholders
need to be assured of the effectiveness

of controls.
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What influences corporate behaviour?

The ability to assess and analyse these
influences is key to understanding the
culture of an organisation. Behaviour is
complex and multi-faceted but in the
corporate context, there are three main
influences: leadership team behaviour,
values of an organisation and emotional
influences on decision-making.

Leadership team behaviour

The leadership team sets the agenda
and implants organisational culture.

A robust relationship between the CEO
and the chairman, where challenge
and debate is the norm, is essential.
The board must comprise people with
appropriate skills and values, and there
should be a balance of personalities
and backgrounds.

Most importantly, the team needs to

be aligned with the agreed strategy and
provide strong, consensual leadership.
A clear business strategy speaks
volumes about the effectiveness of the
leadership team. There also needs to
be clear communication of the
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objectives in that strategy combined
with an open culture.

Those within the culture should not be
afraid that delivering bad news will
taint them. No escalation of significant
issues causes a breakdown in the
decision-making process and results
in poor behaviour. When bad news
reaches the market, the cultural issue
behind it can influence the market
more than the news itself.

Apparent values of an organisation
Values create an organisation’s ‘feel’ or
reputation, and are judged and reinforced
by internal and external stakeholders.
Most organisations today publish a set
of values but these are meaningless if
they’re not implemented consistently.

The market perceives an organisation
through several influences: analysts
and investors form views through
interactions with the organisation but
this picture can be reinforced or
compromised by views of customers,
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suppliers and competitors. Add the
media to this cocktail of influences,
which can reinforce the reputation of
the organisation, and it can shape the
behaviour of those interacting with it
as well as those who work inside it.

Emotional influences on
decision-making

What motivates individuals when they
make decisions? Performance targets
are critical to drive change through a
business. However, a misplaced target
can push the business off-course by
encouraging people to behave in a
way that is inconsistent to the overall
objective. Challenges from shareholders
on executives’ excessive pay have
forced management to think beyond
simple sales and cash targets to the
longer-term goals of the business.

The challenge is to understand how
motivators influence behaviour within
the context of all behavioural influences.
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Diary Dates

Key Upcoming Events

2 Mar 2006 7th Annual Risk Management Convention 2006

Location/Contact
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Sponsors/Organisers

21 Oct PwC IFRS 2005 Conference Paris, France PricewaterhouseCoopers/Les Echos
+31 14936616
www.lesechos.fr/
31 Oct - 7th Annual Meet the Experts Conference London, UK PricewaterhouseCoopers
1 Nov +44 20 7915 5055
www.iir-conferences.com
1-3 Nov BSR 2004 Annual Conference San Francisco, US Business for Social Responsibility
+1 415 984 3200
www.bsr.org
2-4 Nov Triple Bottom Line Investing (TBLI) Frankfurt, Germany TBLI Conference/Brooklyn Bridge Group
Conference 2005 +3120 428 6752
www.tbli.org
7-10 Nov 12th XBRL International Conference Tokyo, Japan XBRL International
+1212 596 6289
www.xbrl.org
16-17 Nov  Current Financial Reporting Issues New York, US Financial Executives International (FEI)
+1973 765 1029
www.fei.org
16-18 Feb  Global Conference on Social Responsibility Vilamoura, Portugal World Council for Corporate Governance
2006 +44 207 872 5784
www.wcfcg.net
27 Feb - Global Association of Risk Professionals (GARP):  New York, US GARP

+1201 222 0054
www.garp.com

Corporate reporting publications

IFRS Technical
Acquisitions — Accounting and transparency under IFRS 3
Adopting IFRS - First-time Adoption of IFRS

Applying IFRS - Finding the right solution (available on
Comperio IFRS)

Disclosure Checklist 2004
Financial Instruments under IFRS

Financial Reporting in Hyperinflationary Economies —
Understanding IAS 29

IFRS Pocket Guide 2004

lllustrative Corporate Consolidated Financial Statements 2004

(specific editions available for banks, insurance, investment
funds and investment property)

lllustrative Interim Consolidated Financial Statements for
First-time Adopters — 2005

Impact of improvements, amendments and new standards
for continuing users

The following publications on corporate reporting practices and IFRS are available from your nearest
PricewaterhouseCoopers office. Electronic copies can be obtained on the website www.pwc.com/ifrs

Measurement Checklist 2004

Similarities and Differences — A comparison of IFRS and
US GAAP

Share-based Payment — A practical guide to applying IFRS 2
SIC 12 and FIN 46R — The substance of control

IFRS Transition
Ready for take-off? IFRS readiness survey (December 2004)

Corporate Governance

Audit Committees — Good Practices for Meeting Market
Expectations

Building the European Capital Market — 2005

Newsletters
IFRS News — Shedding light on the IASB’s activities
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