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PROBLEMS AND SOLUTIONS  

IN INTERNATIONAL ACCOUNTING STANDARD SETTING 

TODAY 

 

Thank you very much, Mr. Chairman. I am very honored and proud to be here and I expect that we 

will have a very good discussion. 

May I ask you first how much time you give me to start with, so that I leave enough time for the 

questions? Just stop me if I am too long because I would like to also have the opportunity to interact 

with everyone here. I am very happy to have the presence of so many representatives of Japanese 

stakeholders and companies. I very much look forward to discussing with you. 

I would like, very simply, to tell you from the French perspective, also from the European 

perspective, and to be honest, from the collective global perspective, what in accounting standard 

setting, what we see as not functioning well, and what we have to propose in order to see a global 

accounting standard setting work better, what are the solutions that we can propose? 

 

 

I – THE PROBLEMS 

 

So, let me start with the problems before I come to the solutions. We see problems in two areas. One 

is the substance of the standards and the other one is the institutional setting in the organization.  

When it comes to the substance of the standards, let me start with the existing standards. Of course, 

we do not very often hear criticism because people like you and me, we are very polite and we do not 

like to criticize in public our international standard setter. But now we have access to some polls that 

are very interesting in Europe -I will certainly pass it on to the secretariat after this meeting because 

it is really very interesting- . We realize that people, in the context of these polls, can express 

themselves without being impolite because it is anonymous. Now that we have also the benefit of 

some discussions that were held at senior levels with large companies in Europe, we can say more 

about what are the problems that people do not explain in public but which people experience in real 

life in companies, and to be honest with you, also in the accounting firms, certainly around the world 

but certainly in Europe where we are using the IFRS.  

 

The first problem,, to put it very generally, is that we continue to believe that the theory behind 

international accounting standards remains that companies are less trusted than the markets, the 

financial markets, and that there is an excessive reliance on the financial markets to give information 

about companies and therefore a recourse to fair value, on a still extensive and too wide scale. Of 
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course, financial markets tend to think short-term and there is a clash between the short-term vision 

and what we think is the reality of the economy which is more medium-term and long-term oriented. 

 

The other problem that we see is that too often the standards are based on abstract concepts. One 

good example is leasing. Leasing is really the new project, which is based on a concept, the “right of 

use”, but it doesn’t really reflect what people like you and me see in the contracts. This difference 

between the concept and the real contracts is really problematic. 

 

The third issue that I would mention is the complexity of the standards. They are too complicated. 

Complexity in the economy does not imply complexity in the standards, to the contrary. People I 

know in companies at CEO level or CFO level say to me, “we do not understand the IFRS anymore, 

so we have to rely on our technicians”. This is what companies have said to the IASB Trustees and 

management in Paris in 2011 very explicitly and publicly, you can find it on our website. That is 

dangerous. That is creating a gap between what the leading senior management does and thinks, and 

what you find in the accounts. That gap has substantially worsened and it is dangerous, it is a the 

source of risk, in my view.  

 

So, that is where we are and we are saying that to the IASB. I must say that I do not have the 

impression that the IASB understands or wishes to take these remarks sufficiently seriously. When 

we first read the speech of the IASB Chairman as he came here recently for the inauguration of the 

Tokyo office of the IASB, as he was desiging the reality of most of these critics, we had the 

impression in Paris that he was responding to us! But I said to my colleagues, “He is not speaking to 

us, he is speaking to our Japanese colleagues, so that means that possibly the Japanese colleagues are 

saying the same as the French”. In any case, the responses that we found in this speech were not 

convincing. I think that we are expecting more energy in trying to address the issues that we want to 

see corrected. 

 

I do not want to go over each of the new projects but they are very worrisome. First of all, you have 

to know that we were also embarrassed by recent project. IFRS 10 in our view is a not a good 

standard. I have to tell you that the four major European countries endorsed it earlier this year 

reluctantly and this is public information. People are not happy that the criteria for consolidation 

have been weakened for the sake of convergence with the United States, -which in fact is not even 

happening. Furthermore, IFRS11 and 12 are also not understood, their rationale and the reasons 

behind them are not clear and we have lost a critical tool for consolidation for no clear motive. 

Finally IFRS13 is adding to the disclosures, information requirements that the bankers tell us are 

impossible to calculate, and so complicated that nobody will read it anyway. And that is certainly 

providing no solution to what we have learned during the crisis. That is one of the big problems, 

which is that the lack of response to the main issues that we witnessed during the financial crisis and 
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in particular the question of the valuation of illiquid instruments. That has been the problem also in 

the case of Greece recently.  

 

We have of course lots to discuss about IFRS9, but we do not see anything convincing in the case of 

insurance. In the case of insurance, typically you have a clash between this industry which is the 

longest term industry in the whole economy, for which the IASB is proposing an evaluation model 

likely to be in current value, which is the most short-term oriented approach. This is a contradiction 

in our view that might create enormous risks and misunderstanding in the market. This has been said 

by major assurance companies around the world. 

And then, you have the leasing project. To us, the leasing project is not a good project.. I have 

already said a word about it. We do not understand the rationale. There is absolutely, in our view, no 

systemic financial risk in leasing accounting, all analysts understand the figures, and we are spending 

time on an “enforcement” issue which regulators should address, while some more fundamental 

issues remain unresolved by standard-setters. The way in which it is approached by the IASB is very 

conceptual and we are not confident that the consequences of this approach by the “right of use” are 

really under control. If we go in this direction and adopted the standard, that would mean also to 

probably record as assets a number of executory contracts which would appear on the balance sheet, 

be very difficult to evaluate and create another layer of volatility in the net income. 

To us, this is not going in the right direction and we are saying to the IASB that the fact that it has 

been a project that has not materialized after 6 years of hard work shows that it is not a good project 

and sometimes you have to stop a bad project. But they refused. To the contrary Hans Hoogervorst is 

saying that the reluctance to accept a good standard comes from lobbies and that he is trying to “keep 

capitalism honest” I quote. .Frankly, I am worried that this is not going in the right direction. 

 

Let me try and end the list of problems by mentioning that there are issues on which the reactions of 

the international standard-setter are too slow in response to our real needs. They are investing a lot of 

time and energy in projects that we do not need, like “leasing”, and “revenue recognition”, but they 

are not working on the projects which we need. They are not quick on disclosure. I will come back to 

that. They are not quick on the question of SMEs.. All of this is taking too much time. On the 

conceptual framework, the discussions will take years and it will be too late because most standards 

will be adopted. This is worrisome and this shows an attitude that also reveals problems in the 

process and in institutions. We, to put it simply, continue to believe that the system of international 

accounting standard setting is too much “top-down” and not enough “bottom-up”. We would like that 

to change. Frankly, all the problems that I have mentioned do not bring us to a global standard. You 

may accept compromises if everybody agrees but not everybody is agreeing, the United States and 

many other countries are not adopting IFRS. So for Europeans, it is becoming a real problem. I will 

come back to that.  
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Finally, we are seeing that the national standard setters, who are playing a very important role 

because they continue to set standards and because they are institutions where all expertise and 

knowledge is assembled in each country, these national standard-setters are nowhere in the global 

system. I perfectly know that the IASB has made a proposal and I will, in a moment, comment on 

that issue to explain to you our position on this proposal.  

 

As you see, we have a number of problems. Of course, we in Europe are using IFRS. They are our 

standards, we live with them. As I said, we try not to criticize them. But the reason why I am being 

so explicit, vocal and precise with you is that I think that if we were be working collectively, Japan, 

Europe, the United States and everyone else on the planet, we would be better served by saying the 

truth and expressing the problems so that we can solve them together. That is in the spirit of the G20. 

So, how to solve them is really what I would like to discuss now. I will start with the substance and 

the problems come to the process in institutions. 

 

II – THE SOLUTIONS 

The main introduction for me when it comes to substance is really to try and introduce in the IASB 

approach, an approach based on what we call the “business model”. What is the business model? The 

business model is the reality of the time that it takes to a company to accumulate cash-flow. In 

accounting terms, it is expressed in the profit and loss, which in our view is the primally indicator for 

the performance of a company. Investors, analysts, market people, clients, suppliers, or stakeholders, 

all focus on the net income. So the net income has to be protected. The net income has to say the 

truth. The net income has to reflect very precisely the profit or loss, and show the way in which a 

company is managed based on transactions that have effectively taken place. 

 

That is key and that is opposed to the vision of the IASB which is strongly influenced by theories 

that underpinned the development of the financial markets in the past two or three decades, which 

were big changes from previous five or six decades, especially in the United States after the big crisis 

of 1929 where accounting was also focused on the net income and on real transactions. But the shift 

in the 70’s and 80’s, 80’s and 90’s to financial accounting and to the evaluation of assets liabilities in 

the balance sheet have changed the paradigm.  

 

I think that the financial crisis should lead us to make, a move forward, to safer and more reliable 

accounting. The chairman of Deutsche Bank has said a sentence that was repeated bythe Chairman of 

the IASB., He said “there is volatility in the economy so there should be volatility in the financial 

statements”. I think that is absolutely wrong. I think, to the contrary, in as much as there is volatility 

in the economy, accounting should be about not showing volatility which is not reflecting what the 

management of a company is doing. Otherwise, what you show in the accounts is what happens in 

the economy, but you do not show what happens in the company. The accounts should show only 
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what happens in the company-the entity, as accountants say- and respect what are really their 

business models, When you are trading on a short-term basis, you are subject to external volatility 

but that is restricted to this case. By the way, passive volatility, if you will already included in the 

variation of many elements in the P&L, be it revenue and cost, where prices and quantify reflect 

perfectly and exactly how it affects the entity the State of the Economy. So really here¸that is the 

fundamental area where I believe we have to foster change in concepts and foster change in a 

number of standards. 

 

Of course, what we are doing now is to make a number of concrete proposals. So we have made 

proposals, for example, on how to account for green-house gas emission quotas and this is something 

that I could also provide to the secretariat -and which is available on our website- because it is based 

on a business-model approach. For example, we are showing that if these new instruments that in 

Europe now companies to have to pay when they emit carbon gas, if these new instruments are 

traded on a daily basis by a company, it has to be in fair value. But if it is used only as a means to 

respect the obligations vis-a-vis the State where you have to buy the instrument and give it back at 

the end of a fixed legal period, three years, then it shouldn’t be at fair value. Your business model is 

not to trade the instrument, it is just to buy it and give it back at the end of the period. I do not want 

to enter into the details but that shows you what kind of very concrete change and an approach based 

on “business model” can bring. 

 

We have made also proposals about disclosures. I have to say here, that these were essentially made 

by my British colleagues and ourselves, and that we tried to improve what had been done with other 

partners in Europe by just trying to enumerate 14 simple principles that we would give to the IASB, 

so that they draft their standards in such a way that they do not impose unduly too many disclosure 

requirements but just focus on what is necessary,. That is typically the contrary of IFRS13, if you 

want. Also I can give our proposals to the secretariat because you will see 14 points, 14 key 

principles in one and a half page. We believe that if the IASB just respected those 14 principles, the 

world would change for the better. The problem is now the way in which the discussion is going 

on.We have produced a document considered as a research paper so it’s exposed for a long time and 

it will take a long time to go to the IASB. It will be treated only as a proposal for framework, so 

before it is adopted, before it has an impact on future standards and before it affects the life of 

companies really, it will take almost 10 years. That is ridiculously long. This is why we are trying to 

accelerate the process. For example, I mentioned the issue early this year in the IFRS Advisory 

Council. The IASB is proposing to discuss it early next year. That means a year to just react to a 

proposal and accept to discuss it. We really would like to be quicker in the way in which we address 

critical issues like simplifying the disclosure framework. 

 

Now, let me finish with the list of solutions by focusing on the question of how to improve the 
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process. We have, as I said a moment ago, realized that it was very strange that national standard 

setters were not part of the system. So, we have worked with a number of colleagues from Germany, 

the UK, Italy and Japan. We have taken a year to develop a proposal for what we called a global 

partnership, whereby national standard setters would help the IASB at each stage of the process to 

better understand what the needs of the constituency in the various jurisdictions are. This would 

work bottom-up, not top-down. This would also include strategic level discussions between the 

Chairmen of the national standard setters and the Chairman of the IASB at high level to try and make 

sure that whatever the IASB is doing is matching the needs as felt on the ground. The IASB has 

become very worried that these proposals could materialize because the IASB has understood that it 

would have to share some of the, work of global standard setting. The IASB doesn’t want to share a 

priori. That is why the IASB has made a counter proposal. If you allow me, I would say that is the 

copy. The original is the proposal that we developed and that worried the IASB. If we accept this 

proposal, it will be another consultative body, chaired by the IASB, composed by the IASB, run by 

the IASB, where you can speak but the discussions do not lead to results. We will try to improve the 

offer. 

 

What I am trying to say is that, in conclusion, I perfectly realize that I am developing a significant set 

of criticism but as you see, we are also trying to put on the table a significant set of concrete 

proposals. I did not mention them all but as the Chairman of the trustees of the IFRS foundation, 

Michel Prada, has said last week in public, well, he said to me, “what you do is good. We need what 

you do. You are making concrete proposals, technical proposals and we need to work with you”. 

Therefore, I am confident that we can improve the situation.  

Let me add one or two things before really concluding. On the occasion of this discussion about the 

forum, we discovered that the IASB was trying to develop the concept of a global standard based on 

a regional approach. That is something that we have explained very clearly in our paper. We believe 

that this is a very wrong approach because the various regional organizations that exist are extremely 

different and very often artificial. For example, in Europe we have an organization which is only 

meant to give advice when the time comes to endorse or not endorse a standard. It is called EFRAG 

and it does not express that it will promote the needs of the European constituents vis-a vis the IASB, 

as much as it claims to help the IASB promote IFRS in Europe. This could be seen as a reversal of its 

mandate. The national standard setters of France, the UK, Germany and Italy representing most of 

Europe, have expressed publicly that EFRAG needed to be reformed. The European council of 

ministers, last month, has said the same. So that is the European situation.  

After Europe, what about at America? As for North America,, everyone speaks of the FASB, but if 

you have to think in terms of region, then you have to include Canada and Mexico but of course 

nobody sees it this way. What you have in Latin America is a totally different approach.. It’s starting 

but you have a group of countries which apply IFRS and some who do not apply IFRS so that in fact 

it is essentially a cooperation system but no more. In Asia, AOSSG is composed of countries with 
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very different strategies and very different problems. Problems in Japan are very different from 

problems in China. Problems in Australia are very different from Japan. Thailand is very diferent 

from Malaysia. You will not help the global system by just trying to force a regional approach. The 

IASB or others may love the regional approach because it creates artificial groupings, especially in 

Africa for example, artificial regional groupings which will compose institutions where there will be 

no criticism. It is a very defensive approach which we think is not good.  

 

We attach a great importance to regional approaches but tools for cooperation differ from one region 

to another. It is a regional issue to be settled within the region. For exemple, we in Europe take 

endorsement decisions at regional level, no more no less, that is a very precise policy. But when you 

think of global accounting, what is relevant in our view are firstly the problems that you find in the 

consistent “business environment”, legal, economic and cultural environment at the countries level 

and secondly the other level of consistency to achieve at the global level. It is already very 

complicated to establish a system that will be efficient at the national and global level combined. 

There is no multilateral organization that works with regions and that is because it would be the 

addition of a layer that does not add efficiency. 

 

I wanted to say that to you and really conclude that this brings us to the question of what Japan will 

decide for the future. And of course, as you may imagine, in Europe people want Japan to make the 

same experiment as we have been doing because it is normal that we all move towards this global 

system. But in the same time, we understand and we realize and we experiment as I said a number of 

problems which we believe you are also encountering and to certain extent, that the United States 

also are encountering, and that is the reason why you are not joining.  

What I would say at this stage to conclude is that if you feel the same type of issues and concerns as 

the ones that I have mentioned, it is absolutely critical in my view that they are made clear to the 

IASB so that you help us as well as we help you in trying to improve the substance of the standards 

and the organization of the system before it can become truly global. Let us say that we all have the 

objective that the G20 has given us to move at a certain time towards the global system but the 

priority today in my mind is to improve the underpinnings of the substance and the organization of 

the system. We very much count on the co-operation with Japan to help us achieve that improvement. 

Thank you very much.  


