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Abstract
In the context of current interconnected capital markets, all the investors, regardless their
country of origin would be provided with the improvement of the quality and comparability
of financial information due to the high quality of some common standards of financial
reporting. In order to achieve this, the two bodies, the FASB and the 1ASB, are working
together to reduce the differences between the IFRS and the US GAAP. However, there are
some problems observed by the US SIF managers, which fall under their area of work.
They are divided in three groups: The lack of essential information expected by the
American investors. For example, the IFRS does not impose the presentation of the
investments made by an investment company; Different assessment bases for the financial
actives and debts in the IFRS, which influences the main indicators for the investors;
Presenting relevant information regarding the risks taken by investment funds and the
analysis of proneness to these risks.
Keywords: capital markets, investors, financial information, international financial
reporting standards
JEL Classification: E62, H20

1. Introduction

Relevant for marketable companies but also for unmarketable or small companies,
currently, the International Financial Reporting Standards represent the set of
accounting standards accepted by most capital markets in the world. (Farcane,
Dima, 2011). They are currently issued by International Accounting Standards
Board (IASB) that acts under the surveillance of the International Financial
Reporting Standards Foundation. The IASB was founded in 2001 in order to
replace the International Accounting Standards Committee (IASC). Many of the
standards that are part of the IFRS are known by their old name, International
Accounting Standards (IAS), they were issued by the IASC between 1973 and
2000, during its restructuring. Subsequently, in 2001, the IASB adopted all the
IAS. Currently, IAS are no longer issued but the ones that already exist keep on
being applicable until their replacement of amendments with new standards called
IFRS. The IFRS are used by many states in the world including member states of
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the European Union, Hong Kong, Australia, South Africa, Singapore and Pakistan.
Approximately 100 states require or allow the use of IFRS or have a convergence
policy towards them.

2. Material and methods

2.1. Both bodies, IASB and FASB aim at promoting the international convergence

of the principles that form financial situations (FS).

By the “Norwalk Agreement”, the IASB and the FASB agreed to synchronies their

work agendas and to closely collaborate in order to decrease the differences

between the IFRS and the US GAAP. FASB and IASB signed an Agreement

Memorandum which comprised all the aspects that the two bodies wanted to apply

the convergence to.

The main objectives of the IASB are:

Developing a unique set of international standards of quality financial reporting,

which are easy to understand and apply and are globally accepted;

¢ Promoting the rigorous use and application of these standards;

e Taking into consideration the need for financial reporting of the emergent
economies and small and medium societies;

e Realizing a convergence between the national accounting standards and the
IFRS.

Currently, the set elaborated by IASC/IASB comprises:

The International Financial Reporting Standards issued by the IASB after the

convergence with the FASB (there are currently 12 IFRS, only 8 of them being

active);

The International Accounting Standards;

o The Interpretations of the Standing Interpretations Committee (SIC) issued
before 2001 and the Interpretations of the International Financial Reporting
Interpretations Committee (IFRIC) issued after 2001.

e In the United States, the Generally Accepted Accounting Principles (GAAP)
are elaborated by the Financial Accounting Standard Board (FASB), a private
non-profit organization that was assigned to do this by the USA Security and
Exchange Commission (SEC). The SEC has the legal authority to establish the
financial reporting standards but, throughout history it chose to rely on the
private sector when enforcing that function.

Therefore, the FASB has five essential goals:

e The improvement of the information provided in the financial situations by
emphasizing the relevance, reliability, comparability and consistency;

e Updating the standards in order to reflect the changes in the economic
environment;

e Putting forward the deficiencies that may occur in financial reporting and that
may require the institution of a standard,

e Promoting the understanding of the nature and quality of the information in the
financial situations;
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e Promoting the international convergence of accounting standards and
increasing the quality of financial reporting.

Instead of trying to eliminate the differences among the standards which, in their

turn, needed improvement, they decided that the issue of new standards is a better

approach. In order to achieve this, they launched a series of short-term projects in

various fields:

Tablel.
Work fields for the short-term convergence
Assigned to FASB Assigned to IASB
The option of fair value Debt costs
Depreciation (together with IASB) Depreciation (together with IASB
Income tax (together with IASB) Income tax (together with IASB)
Real estate investment Government subventions
Research and development Shareholding associations
Events subsequent to the reporting period Reporting operational segments

Source: http://iasplus.com/restruct/restfasb.htm,

With this occasion, the elimination of the incumbency of the reconciliation with the
US GAAP. Previously, the US SEC imposed all foreign trading companies that are
marketable in the US to create financial situations according to the US GAAP to
reconcile FS made according to local standards with the US GAAP. This obligation
generated huge expenses to the trading companies that were marketable both in the
US and in other countries. Since 2009, the SEC eliminated the obligation of
reconciliation with the US GAAP concerning trading companies that prepare their
financial situations according to the IFRS. The American societies will still be
compelled to abide by the US GAAP.

In April 2008, the two bodies (IASB and FASB) adopted a plan to finish the
convergence projects established with the occasion of the Agreement
Memorandum. They also took into consideration the need for amending the goals
and fields of application of some of the projects. Hence, they were divided in
several categories:

Projects that imply fundamental amendments to the IFRS and
possibly in the US GAAP

e Income recognition — elaborating a standard based on an approach from the
client’s perspective in order to assess the performance obligation through
which the sum paid or payable by the client is appropriated to the components
of a transaction. The alternative is an example based on the “fair value”
through which the said obligation is assessed at a current “fair value”.

o “Fair value” assessment — the time to use the “fair value” assessment could
not be established. The final price and the initial price were defined and the
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way of calculating them was established. Furthermore, there have been
changes in the existent standards in order to replace the different terms of
assessment used with the initial price and the final price, according to the
intention of the existent standard.

e Consolidation — a new standard was established in order to consolidate
financial situations.

e Derecognizing — it was decided to faster replace the aspects on this subject
from IAS 39.

Projects for fields that do not need improvements both in the IFRS
and FASB standards

e Presenting financial situations — the project was limited to the interface of
financial situations and a limited amount of appendixes. Hence, there are still
differences between the IFRS and the US GAAP regarding which elements are
included in the profit or loss account.

e Financial instruments — full evaluations at “fair value” will not be applied to
all financial instruments.

e Debts and equity capital — it has been proposed to adopt the definition of the
FASB according to which only the instrument that presents the lowest residual
interest in a company is classified as “equity capital”; the other instruments are
either debts or actives.

Projects for fields with no current standards — Extractiveinsurance
and industry

| Short-term convergence projects

These are:

e Stock gains

e Joint ventures — the 1AS 31 replacement is desired

o Profit tax - the IAS 12 replacement is desired

The main issue confronted by the IASB is defining, recognizing and assessing
debts. This issue appeared when revising the IAS 37 because there is no agreement
regarding defining debts and, therefore, none to recognize or calculate them.

In 2008, the SEC put forward a “Trajectory for the potential use of the IFRS by the
American companies”. This document proposed amendments that allow the
American companies to use the IFRS since 2010. However, the FASB believed that
the respective approach is untimely because the costs and benefits of the different
alternatives that reach that goal still need to be studied.

In February 2010, the SEC issued a statement through which it attested again its
commitment to the development of a unique set of quality globally accepted
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accounting standards. Furthermore, the SEC attested that the IFRS are the best
option to be adopted by the American market. The declaration emphasizes the fact
that such a change would generate many structural and operational problems. In
order to solve these problems, a Work Plan has been established. After its
fulfillment and after finishing the convergence projects of the FASB and the IASB,
the SEC will again put forward the issue of adopting the IFRS.

2.2. Comparative technical aspects between the IFRS and the US GAAP

regarding the financial investment companies

In December 2010, Deloitte's Global Financial Services Industry (GFSI) published

the study “Harnessing the forces of change: IFRS for Investment Fund”, which

puts forward and emphasizes the main differences between the IFRS and the US

GAAP that need to be handled when adopting the IFRS in the American market,

from the perspective of the managers of these companies. We can divide these

differences in two big groups:

o Differences resulting from the different ways of treating financial accounting
information — which will be presented in Appendix 1;

o Differences in presenting the financial accounting information — which will be
presented in Appendix 2.

These are the main aspects that show the differences between the IFRS and the US
GAAP. The two bodies work together in order to eliminate these differences and to
perform the convergence process. However, there are some issues noted by the US
SIF managers that fall under the specific of their activity. These fall into three
categories:

e The lack of essential information expected by the American investors. For
example, the IFRS does not require the presentation of the investments made
by an investment company;

e Different assessment bases of the financial actives and debts in the IFRS,
which influences important indicators for investors;

e Presenting relevant information regarding the risks taken by investment funds
and the analysis of the proneness to these risks.

The ICI (Investment Company Institute), an association of American investment

companies issued a letter (GFSI, 2010) to the SEC wanting to make sure that the

convergence performed will be stronger under these aspects, before asking the
investment companies to opt for the IFRS in the elaboration of financial situations.

In February 2010, the IFIA (Irish Funds Industry Association) actually proposed

the elaboration of a separate set of standards in the IFRS for investment companies.

This set should have the following characteristics:

e Assessment principles compatible to the rest of IFRS (with the elimination of
some options available in the rest of IFRS);

105



Studia Universitatis “Vasile Goldis” Arad Economics Series Vol 24 Issue 3/2014

e Astructure of the financial situations that more clearly reflects the nature of the
investment funds, insisting upon the value of the net actives and net value per
share;

e The presentation of relevant information regarding important risks in
investment funds.

Conclusions

The importance of the International Standards of Accounting used in the financial
management, has its strategic role, which involves participating in taking decisions
of general policy (acquisitions, cessions, the use of financial resources) but also an
operational role, which refers to the activity of financial management and the
financing of the company’s operations.

Both organisms, IASB and FASB have as an objective the promotion of
international convergence of the principles which are at the basis of the drawing up
of the financial situations (FS). Thus, the use of International Standards of
Accounting in the financial management has the purpose of ensuring the correct
accounting evidence and the necessary financial resources, both for the increase of
the value of a company and for the safety of the heritage.
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