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What is Convergence?

“Converge” may bring to mind the
four-piece band that specializes in
hardcore punk and extreme heavy
metal music, an atmospheric pro-
cess in which higher momentum air
moves into lower momentum air, or
a dynamic object-oriented program-
ming language with compile-time
meta-programming facilities. If you
have been reading accounting jour-
nals lately, you will most likely asso-
ciate “converge” with the movement
toward a global set of accounting
standards.

Converging is defined in the dic-
tionary sense as “to come together
and unite in a common interest or
focus.”! Many national standards-set-
ters are working “to develop, in the
public interest, a single set of high-
quality, understandable and enforce-
able global accounting standards that
require high-quality, transparent and
comparable information in financial
statements and other financial report-
ing to help participants in the world’s
capital markets and other users make
economic decisions.”?

Sir David Tweedie, chairman of
the International Accounting Stan-
dards Board (IASB), and Thomas R.
Seidenstein, director of operations for
the International Accounting Stan-
dards Committee (IASC) Foundation,
say the goal is to “identify the best
in standards around the world and
build a body of accounting standards
that constitute the ‘highest common
denominator’ of financial report-
ing... convergence must improve
both existing financial reporting and
consistency across borders. This is not
convergence for convergence’s sake.”

This article describes international
convergence, the varying degrees of
convergence and the potential barriers
or obstacles to successful convergence.

Evolution of International
Convergence

The IASC was first established in
1973 by Australia, Canada, France,
Germany, Japan, Mexico, the Nether-
lands, the United Kingdom, Ireland
and the United States to develop
international accounting standards.*
In the US, the private sector move
toward convergence of accounting
standards started in 1994.> However,
momentum really started to build
when the IASC Foundation estab-
lished the IASB in 2001.

At a joint meeting held in Septem-
ber 2002, FASB and IASB published
the Norwalk Agreement. The two
boards agreed to:

(8) Undertake a short-term project aimed
at removing a variety of individual
differences between U.S. GAAP and
International Financial Reporting
Standards (IFRSs, which include
International Accounting Standards,
IASs);

(b} Remove other differences between
IFRSs and U.S. GAAP that will
remain at January 1, 2005, through
coordination of their future work
programs; that is, through the mutual
undertaking of discrete, substantial
projects which both boards would
address concurrently;

(&) Continue progress on the joint projects
that they are currently undertaking;
and

{d) Encourage their respective interpretative
bodies to coordinate their activities.®

In 2005, the FASB and the IASB
reaffirmed their commitment to
convergence. In an updated memo-
randum of understanding published
in February 2006, the FASB and the
IASB indicated agreement on the fol-
lowing guidelines:

* Convergence of accounting
standards can best be achieved
through the development of high-
quality, common standards over
time.

* Trying to eliminate differences
between two standards that are in
need of significant improvement
is not the best use of the FASB's
and the IASB's resources—instead,
a new common standard should
be developed that improves the
financial information reported to
investors.

* Serving the needs of investors
means that the boards should
seek to converge by replacing
weaker standards with stronger
standards.”

The catalysts for the continued
focus on international convergence
include:

¢ A strong desire for the consistent
application of accounting stan-
dards that would lead to increased
comparability of financial
statements and more informed
decision-making;

* The need for better access to world
capital markets, especially for for-
eign and international investment;

¢ A response to the financial scan-
dals that came to light starting at
the beginning of this decade; and

¢ The ability to improve reporting
conditions for businesses that
cross international borders.

Converging is defined in the dictionary sense as “to come together and unite in a
common interest or focus.” Many national standards-setters are working “to develop,
in the public interest, a single set of high-quality, understandable and enforceable
global accounting standards that require high-quality, transparent and comparable
information in financial statements and other financial reporting to help participants
in the world’s capital markets and other users make economic decisions.”
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As noted by Consolacion L. Fajardo,
DPA, CPA, from the National Univer-
sity in California, “Consistent appli-
cation of accounting standards that

are the same for companies around the
world would result to better compara-
bility of financial information resulting
in more informed decision-making. For
regulators, the confusion associated
with needing to understand various
accounting standards would be reduced.
For auditors, a single set of accounting
standards would enable international
auditing firms to standardize training
and better assure the quality of their
work on a global basis.”

The Securities and Exchange Com-
mission’s proposed decision in June
2007 to permit the use of IFRS for U.S.
filings further highlighted the need
for and the drive toward a global set
of accounting standards.’

Five Degrees of Convergence

“Convergence” is used to describe
a wide array of approaches that can
vary significantly in terms of the
level of effort and coordination that
is involved. In addition, the termi-
nology used may mean different
things to different people, especially
across different countries, cultures
and languages. This section explores
and attempts to define the follow-
ing five major degrees or levels of
convergence:

¢ Adoption

¢ Convergence

¢ Harmonization
¢ Adaptation

o Informed Deliberation

These different degrees or levels
can be thought of as being on a spec-
trum, as seen in Figure 1, with adop-
tion being the most complete form
and informed deliberation being a
form that allows for but does not
automatically include a convergence
goal. There may be variations that
can further complicate discussion.
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Figure 1: Degrees of Convergence

ADOPTION CONVERGENCE

HARMONIZATION

ADAPTATION INFORMED

DELIBERATIONS

Adoption

In a dictionary sense, adopt means
to accept formally and put into effect.”’
In preparing its Reports on the Obser-
vance of Standards and Codes, the
World Bank found that the adoption
of IFRSs could be categorized as:

» full adoption of IFRSs;

e full adoption of IFRSs, but with
time lag;

* selective adoption of IFRSs; and

® national standards “based on”
IFRSs.

The time lag in adopting the inter-
national standards primarily results
from the time required to translate
the standards.

“True” or full adoption of IFRSs
results in the most complete form of
convergence. Selective adoption of
IFRS and national standards “based
on” IFRSs would more closely resem-
ble “adaptation” than “adoption.”

Convergence

As defined at the beginning of
this article, “converge” is “to come
together and unite in a common
interest or focus.”™ In an ideal sce-
nario, complete convergence would
result in “a single set of high qual-
ity, understandable and enforceable
global accounting standards that
require high quality, transparent and
comparable information in financial
statements and other financial report-
ing to help participants in the world’s
capital markets and other users make
economic decisions.”?

Whereas adoption generally involves
accepting standards that have been
developed and putting them into prac-
tice, convergence requires starting with
standards that have already been put
into practice and gradually making
them uniform. This process usually
must be approached from the perspec-
tive of existing standards as well as
new standards that are currently being,
or yet to be, developed. From both per-
spectives (new and existing standards),
deliberations and due process proceed-
ings are generally conducted in paral-
lel but may vary based on each board’s
individual timetables.

Harmonization

The dictionary definition of harmo-
nization is “to bring into consonance
or accord.”” This term appears very
similar to the term convergence; how-
ever, convergence and harmonization
are actually viewed as two different
approaches in practice. For example,
the title of the Australian Account-
ing Standards Board’s (AASB) policy
statement on convergence is “Inter-
national Convergence and Harmoni-
sation Policy.” If the AASB viewed
the two terms interchangeably, the
title of its policy statement would be
redundant.

In the context of the AASB’s policy
statement, “international conver-
gence” means working with other
standards-setting bodies to develop
new or revised standards that will
contribute to the development of a
single set of accounting standards
for worldwide use; “international har-
monisation” of Australian accounting
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standards refers to a process that
leads to these standards being made
compatible with the standards of
international standard-setting bodies
to the extent that this would result in
high-quality standards.’®

The process of convergence and
harmonization, as defined by the
AASB, are neither both required nor
mutually exclusive. Convergence
involves working together with other
standards-setters on a common set of
international accounting standards
while harmonization involves work-
ing individually to bring one’s stan-
dards in line with either international
accounting standards or an alterna-
tive best practice. Therefore, one could
be working toward convergence and
harmonization at the same time or on
one but not the other.

Adaptation

Adaptation is “to make fit (as for
a specific or new use or situation)
often by modification” In terms
of convergence, adaptation occurs
when a country modifies the original
IFRSs or International Public Sector
Accounting Standards (IPSASs) to fit
a perceived need or difference in its
particular country. For example, New
Zealand IFRS (NZ IFRS) are an adap-
tation of IFRS to ensure that the stan-
dards applied in New Zealand reflect
factors that are unique to public ben-
efit entities or to the New Zealand
environment. For example, NZ IFRS
adds accounting rules for non-cash
generating assets, such as the state
highway network, to the existing
IFRS for cash-generating assets.”

Informed Deliberation

Informed deliberation is a com-
mitment by the standards-setter to
consider the work of other standards-
setters but not to be constrained
in developing the best standard.
Informed deliberation involves an
active effort to review international
standards and standards of other
domains and countries when devel-
oping standards for similar issues;
stay abreast of developments by other
standards-setters; and include materi-
als on these views and developments
in the briefing materials along with
the materials for the related issues
under deliberation.

Thisis the degree or level of conver-
gence at which the Federal Account-
ing Standards Advisory Board
(FASAB) has historically operated.
For example, during deliberations
over the draft Concepts Statement,
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Definitions of Elements and Basic Rec-
ognition Criteria for Accrual-Basis
Financial Statements, in addition to
reviewing its prior definitions of ele-
ments, FASAB reviewed the approach
to defining elements and the resulting
definitions of other standards-setters,
including the IASB, the FASB, the
Governmental Accounting Standards
Board (GASB), the International
Public Sector Accounting Standards
Board, and the Australian, Canadian,
New Zealand, Swedish and United
Kingdom standards-setting authori-
ties. FASAB staff also reviewed the
emerging definitions in the joint
conceptual framework project of the
FASB and the IASB and the reasons
for the proposed changes from their
current definitions.

FASAB lays out its strategy for
developing standards in FASAB's
Strategic Directions: Clarifying FASAB's
Near-Term Role in Achieving the Objec-
tives of Federal Financial Reporting.
FASAB's due process includes moni-
toring the activities of other standard-
setting authorities, such as IPSASB,
and seeking their views on proposed
concepts and standards (See wwuw.
fasab.gov/pdffiles/stratobjectivesnov2006.
pdf). At the September 2007 FASAB
meeting, some of the board members
expressed an interest in exploring
what more FASAB could do in the
area of relying on or collaborating
with other standards-setters but there
was not an immediate interest in pure
convergence or adoption due to the
barriers and obstacles involved (see
section below for a further discussion
of these perceived barriers).

The GASB’s Strategic Plan 2005-
2009 lays out the GASB’s policy in
regard to IPSASs.®® GASB's objective is
to participate actively in international
public sector accounting standards-
setting by influencing the develop-
ment of international standards and
harmonizing with those standards,
where appropriate. GASB adopts the
following strategies to achieve this
objective:
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1. It reviews international standards
and standards of other countries
when developing GASB standards for
similar issues.

2. It provides input before due process
documents are issued on ongoing proj-
ects of the IPSASB that could impact
GASB standards and projects.

3. It prepares official GASB responses
to IPSASB due process documents
that address issues relevant to GASB
standards and projects.

Potential Obstacles / Barriers to
Successful Convergence

A number of potential obstacles or
barriers make the process of conver-
gence extremely difficult, especially
when applied in the federal account-
ing standards-setter environment.
Perhaps the following example will be
useful in understanding the complex-
ities involved in full convergence:

Imagine that you and your cousin
are discussing how fun it would be to
take a family vacation to Walt Disney
World. The two of you invite your 18
closest cousins and their immediate
families to go with you on a family
vacation to sunny Orlando, FL. Amaz-
ingly, you have all agreed that you
want to drive in a convoy. First, you
must pick a date and a time to meet
up that is agreeable to all (which ends
up being three years in the future).
Then you must decide which route to
take since you and your cousins live
in Maryland, Virginia, Pennsylvania,
New York or Washington, D.C.

Once you have decided that you
are taking Interstate 95, you all hit the
roads together. You cannot stop off at
one of the exits unless you communi-
cate with all other 19 vehicles, some
of which are ahead of you on the road
while others are behind you. Since
all of the vehicles are varying shapes
and sizes, they need to stop for gas
at varying times. Rest room breaks
must be similarly coordinated. Aver-
age speed depends on the individual
cars and drivers; some are moving
faster than others and it is hard to
stay together.

You cannot veer off the path to stop
at an outlet mall or a produce stand
without losing track of the convoy.
The others would wonder where you
went and if you are still on the same
journey. It is difficult to get everyone
to agree where to stop to eat or spend
the night because everyone has vary-
ing tastes, budgets and lifestyles. The
natural leaders in the group want to
exert control over all decisions.

Some of the group will want to
switch destinations mid-trip and go
to Myrtle Beach or Atlanta. They will
have to be talked back into agreeing
with the master plan of Orlando.
Two of your cousins will decide that
the trip is taking too long and cost-
ing too much money and will turn
around and head back. This reminds
you of the six cousins that you did
not even bother to invite on the trip
because they never have enough
money and complain about every-
thing along the way.

Once you get to Orlando (with only
11 of your cousins now because five of
them decided to stop at varying points
along the way and not continue on to
Orlando and another one had to head
back to tend to a crisis), you realize
that you had foolishly assumed that
everyone wanted to go to Walt Disney
World. You and the one cousin who
originally started planning the trip
are, in fact, the only ones who want
to go to Walt Disney World. While
you and your one cousin dutifully
stick together in Walt Disney World,
each of your 10 other cousins and
their families head off to Universal
Orlando Resort, SeaWorld Orlando,
Universal Studios, Universal’s Island
of Adventure, Amway Arena, Ken-
nedy Space Center, Central Florida
Zoological Park, Orlando Museum of
Art, Orlando Science Center, and the
Orange County National Golf Center,
respectively.

At your next family get-together,
you look at everyone’s pictures and
remark on the differences and simi-
larities among your vacations in the
end and how difficult it was to get to
Orlando together, only to end up sepa-
rated because of differing tastes, bud-
gets and lifestyles among the cousins.
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Now, translating this example into
the environment of a federal stan-
dards-setter, one must consider the
following regarding convergence
with other standards:

¢ The needs of the federal govern-
ment'’s financial statements users.
The need for more informed
decision-making in world capital
markets with more foreign invest-
ment choices—a major catalyst
for international convergence for
listed companies—is not a driver
in the federal environment. In fact,
because of the differences that
arise with tax-driven or public
sector entities, many countries
are limiting their convergence
efforts to listed companies only.
The threshold question is whether
users of U.S. government finan-
cial reports need a global set of
accounting standards. If so, an
area to explore would be how to
ensure adequate due process for
U.S. financial statement users in
the international arena.

¢ Federal preparers, auditors,
consultants and contractors may
not currently have the technical
knowledge and training to plan
for, implement and audit the
results of existing international
accounting standards. Implemen-
tation (or transition) would be a
tremendous undertaking in and
of itself. Assuming a user need for
global standards is identified, one
must then ask whether the need
justifies the federal government
using taxpayer resources to revise
its existing financial reporting
process.

* One of the goals of IASB has been
to accentuate principles and avoid
rules. While there is merit in the
principles-oriented approach, this
results in a lot of leeway and judg-
ment during implementation. In
the federal environment, the more
options for implementation there
are, the more requests for imple-
mentation guidance we receive.
Acceptance of international
standards could lead to the need
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for extensive interpretation and
other technical guidance. If indi-
vidual countries provide extensive
implementation guidance, will the
overall goal of comparable finan-
cial reports be obtained?

Conclusion/Qutlook

While many have argued that
achieving the principles of conver-
gence is a worthwhile goal, many con-
tend that there will not be a fairy tale
ending to the story of international
convergence. While we may think we
are heading together to Walt Disney
World, we could end up alone at the
Kennedy Space Center with great
pictures, good memories and a large
credit card bill.

Is convergence impossible, even
in the federal environment? No. Is
it difficult to achieve? Yes. In his
presentations on federal financial

management, Sam Mok, CGFM, for-
mer chief financial officer at the U.S.
Department of Labor and AGA's
National President-Elect, has used
the example of a frog in a well to
describe operations that need fixing.
If you are the frog in the well, work-
ing hard doing your job, but you have
no idea what is going on in the world
around you or even where you are in
the scheme of things, you could be
completely missing opportunities to
improve the efficiency and effective-
ness of operations.

Standards-setters must jump into
the bucket and hoist themselves up to
the top of the well to see where they are
in the world of accounting standards-
setters and what others are doing. At
FASAB, we do this through informed
deliberations. This ensures that the
members have the information they
need to make the best decisions they
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can to help achieve the objectives of
federal financial reporting.

Beyond informed deliberations,
FASAB also looks for opportunities to
leverage its resources by partnering
with others or building on the hard
work others have done. For example, in
2004 FASAB elected to monitor IASB's
ongoing project on lease accounting
instead of developing its own new
approach to lease accounting. More
recently, FASAB and GASB are actively
considering ways to work together on
common projects. One example is the
Omnibus AICPA project to incorpo-
rate reporting requirements embod-
ied in audit literature in accounting
standards. Others relate to the ongo-
ing conceptual framework projects
at FASAB and GASB and phases that
align well such as the upcoming “mea-
surement attributes” effort.

.How much further the board goes
in its convergence efforts will depend
on the needs of the users of federal
financial statements, cost/benefit con-
siderations, and the fit that the board
finds between the federal reporting
objectives and standards developed
entirely by others with possibly dif-
ferent reporting objectives.
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