
 
 
A  report that analyses IFRS advises the French lower house that the European 
Commission failed to make a good enough deal with the IASB when it chose to adopt 
IFRS. It recommends intervening politically to ensure that the interests of European 
business are taken into account and the halt the movement towards convergence with 
the US. It suggests Europe should be much more active in accounting research and 
EFRAG should be funded by the EU. It also recommends reinforcing the link between 
tax and accounting in individual company accounts. 
 
The 162 page report was prepared for the finance and economy commission of the 
French Assemblée Nationale  by members Dominique Baert and Gael Yanno. It was 
lodged with the parliament in March. The authors say their aim is to awaken people to 
the political issues and incite action, based on 30 proposals that are put forward. 
 
The French politicians observe that, to the great indifference of Europe, the 
Commission decided – in secret, they claim – to require listed companies to produce 
their consolidated accounts using IFRS. This was the outcome of the EU member 
states’ inability to agree on harmonised rules of accounting, as reflected by the many 
options in the Fourth and Seventh Directives and their adoption in national law. 
 
They argue that there was no real choice. US GAAP was the only alternative set of 
credible rules and there was no question of adopting them. They agree that IFRS are a 
fact of life and suggest no-one should or could try to oppose that. However, they think 
that the Commission’s endorsement turned the international standard-setter from a 
‘think tank’ to a real international force. The Commission failed to capitalise on its 
pivotal role and negotiate for itself a much greater control of the standard-setter. 
 
The report notes with approval the events of October 2008 where the European 
Commission forced the IASB to amend IAS 39 in just a few days. It says this should 
be the way of the future. The threat of a carve-out is the only political power that the 
Commission has, and it should use this to intervene if European interests are 
threatened.  
 
Convergence with US GAAP  
 
The French politicians also take issue with the IASB’s convergence programme. They 
note that the objective was to make it easier for European companies to be listed in 
the US. However, they point out that, thanks to the Sarbanes Oxley Act, of the 7,000 
listed groups in the EU, only about 200 are registered with the SEC. They think that 
further convergence is pointless: ‘The mirage of a listing on Wall Street has largely 
evaporated’. 
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They claim that although convergence is supposed to take place in both directions, it 
is the IASB that has taken up US standards word for word in IFRS. They cite IFRS 8 
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Operating Segments. What they describe as the ‘deference of the IASB towards the 
FASB’ is not justified in their view. The success of IFRS reposes on the quality of the 
international standards themselves. The convergence process uses up resources that 
could be better used developing new standards on fair value. 
 
They regret that the Commission saw fit to organise European inputs to the IASB 
through the European Financial Reporting Advisory Group (EFRAG), a private sector 
body like the IASB. They suggest that EFRAG should be taken under the 
Commission’s control and should be funded by it. 
 
The report observes that IFRS are situated wholly within Anglo-Saxon accounting and 
are dominated by theories which are drawn from American research on accounting. 
This research has been a feature of US accounting for many years and is therefore 
well developed, while French research is much more recent.  
 
The report suggests that part of the reason for the dominance of Anglo-Saxon ideas in 
IFRS is that Europe has not sufficiently developed alternatives. To combat this, it 
suggests that the Commission should fund a dedicated European centre for research in 
accounting. 
 
The report deals extensively with the impact of IFRS on individual company 
accounts. It notes, with approval, that there has historically been a direct link in 
France between accounting and taxation. It takes the view that this link should be 
preserved and reinforced. They say it provides certainty for the company in its 
relationship with the authorities, while IFRS import fair value volatility into profit 
measurement. 
 
It notes that while IFRS are not permitted for individual company accounts in France, 
they are nonetheless influential, since the French standard-setter has progressively 
imported notions from IFRS into French GAAP since the 1990s. The report points out 
that this domestic convergence has apparently been done without any debate as to its 
appropriateness. 
 
The report notes that while accounting has been taken always for a technique, it is far 
more than that. It carries with it judgements about value and economic and social 
relationships which put it firmly in the domain of the political. 
 
Comment  
 
The Baert and Yanno report to the French lower house of parliament raises some 
interesting issues about how Europe chooses to interface with the IASB. Baert and 
Yanno consider that the European Commission mishandled the issue when deciding to 
go to IFRS. The French politicians suggest that the European Financial Reporting 
Advisory Group (EFRAG) and that the Commission should make more use of carve-
outs. 
 
While the carve-out idea is certainly politically powerful – how effective a threat it 
can be was demonstrated last October – it is not clear that the relationship with the 
IASB would stand much use of that. Nor for that matter that the IASB’s credibility as 
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an independent standard-setter would survive either. It is not hard to imagine that 
further use of the carve-out would kill off the whole global experiment. 
 
However, while that aspect of the French suggestion looks impractical, it is a valid 
point that the IASB - EFRAG – European Commission triangle does not work very 
well. EFRAG works very hard, on a shoestring budget, to bring together views from 
all over Europe and present these to the IASB, but seems to lack influence.  
 
It seems likely that the national standard-setters in the Far East who are creating a 
regional forum as the Asia-Oceania Standard Setters Group also think that by 
combining to present a unified view to the IASB they will increase their ability to 
influence the IASB. But is this how it plays out? 
 
In reality EFRAG are presented with a variety of views from their constituents, and 
have to try to form a consensus from these. People who disagree with the consensus 
are likely then to comment directly to the IASB. Some constituents routinely 
comment directly to the IASB as well as to EFRAG. How is the IASB supposed to 
interpret the EFRAG view in these circumstances? Representing the region seems to 
take away coherence, not to add strength. 
 
A fundamental issue addressed by Baert and Yanno is that EFRAG is independent of 
the European Commission. Baert and Yanno suggest it should be brought under the 
Commission’s direct control. This might indeed give it more influence with the IASB. 
 
However, in my view there is a more fundamental problem. The present structure was 
set up in the 1990s with the then IASC negotiating hard for a position where EFRAG 
was the real interface with the IASB. EFRAG would work on projects and follow 
each standard closely through due process. The EU Accounting Regulatory 
Committee (ARC), which gives endorsement into EU law of the standards, was 
intended to be nothing more than a rubber stamp: a mechanism to keep the lawyers 
happy, while the standard-setters, through EFRAG, did the real work. 
 
Appeal process  
 
However, it has not worked out that way. Over time it has become a court of appeal 
against IASB decisions, and it more or less ignores EFRAG’s positions. Within 
Europe an entity that disagrees with an IASB proposal but does not succeed in getting 
its view accepted can then try to get the standard rejected by EFRAG. Whatever 
EFRAG decides, then the entity can try to get the standard stopped by the ARC (IAS 
39) or even by the European Parliament (IFRS 8). 
 
Europe has a de facto second, and largely secret, due process that only kicks in when 
the IASB has finished its extensive public consultation. This looks to be very 
damaging for the IASB and global convergence, but perversely it does not yield 
significant influence to the European Commission. The separation of the two due 
process mechanisms causes power to escape. 
 
You can contrast this with the SEC which rarely disagrees publicly with the FASB. 
The SEC talks with the FASB all the time and participates in one way or another in 
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due process. The European Commission, to intervene effectively, should do the same 
and be involved upstream of where it is now instead of leaving this to EFRAG. 
 
Public rows and second-guessing the standard-setter only damage everyone 
concerned. If the Commission has any doubt, it should look at the ineffectiveness of 
the UK Accounting Standards Committee in the 1980s. Its decisions were subject to 
approval by six different sponsoring professional accounting bodies. Consequently it 
never achieved very much because opponents of an issue would drum up sufficient 
support in the professional bodies. 
 
One can understand politicians’ arguments about sovereignty, but the failure of the 
EU’s attempts to achieve harmonisation in the 1980s has already demonstrated that 
accounting standard-setting achieves nothing when politicians take it over. You 
wouldn’t ask politicians to design a car for you, because they do not have the 
necessary knowledge and experience. Why would they be competent to write 
standards? 
 
There is certainly an argument that standards have social and economic implications, 
but some sort of advisory body, call it the Social Advisory Committee, ought to be 
able to comment on that. That aspect does not justify politicians running the standard-
setter. 
 
Peter Walton 
 
 
 
 


