
































However, such competition cannot occur if, as the Accounting Consensus suggests, the
standard settirig agencies are assured of tax revenues to pay their way. Like any other
organization, they would innovate, and make the difficult trade-offs necessary to limit the
complexity of their standards only if they had to eatn their own way in the form of royalties
gathered from organizations that choose to claim that their financial reports conform to their
| respective standards. Any tendencies of the standard setters to race to the bottom would be
counterbalanced by the self-interest of investors and analysts on one hand, and the vigilance of
‘ the statutory regulators on the other. The U.S. bond rating agencies (Moody’s, Standard and
Poors and Fitch) who once showed signs of racing to the bottom in markets for subprime
mortgage-based markets showed signs of some improvement having been disciplined by both the
markets as well as statutory regulators in the first half of 2008.

4. To this end, the operations of the FASB and the IASB should be gradually

merged into one corporate body and one set of standards to be called, say, IFRS.

In practice, pursuit of uniform written standards at the expense of social norms’
diminishes the effeCtiVéness.of financial reporting in stewardship and governance, and in better

informing security markets. As mentioned above, the chances of discovering better methods of

financial reporting through trial, experimentation, comparison, and research would decline, and '
the chances of evolving to better methods of financial reporting would be diminished by such a
Mmove.

In education, uniformity discourages thoughtful classroom discourse, attracts less talent

to accounting programs and, ultimately, to the accounting profession. Uniform standards induce
a follow-the-rule-book attitude among accountants at the expense of developing their

professional judgment. Since judgment and personal responsibility are the hallmarks of a learned

5 See Sunder (2003, 2005).
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profession, pursuit of unifo_l_'m written standards weakens the accountants’ claim to bel_ong in this
class, as well as the claim of accounting degree programs to belong in universities alongside
other professions such as architecture, dentistry, engineering, law, medicine and nursing,
Uniformity dis_courages research and debate in academic and practice forums. Most importantly,
uniformity encourages increasingly detailed rule-making, and shuts the door on learning through
experimentation, making it difficult to discover better ways of financial reporting through
practice and comparison of alternatives.. Impyovipg financial reporting requiljcs creating a careful
balance between written standards and unwritten social norms,

5. This single set of standards should be practiced in the U.S., EC, and elsewhere,
and the U.S. educational system should prepare itself to integrate IFRS into its
curricula so U.S. graduatés will be able to prepare, use, and andit financial
reports based on IFRS,

~ While the attempts to write uniform standards of financial reporting are primarily driven
by their direct and immediate impact on capital markets, they also have major educational -
consequences, It is possible to argue that these consequences are equally if not more important,
and that they certainly deserve more attention from academics. Moreover, those charged with the
responsibility to develop uniform standards should include the educational consequences of their
actions in their dgliberations. R

The expansion of the ambit of written authoritative standards has led to fundamental

changes__in t‘e_)‘(ﬂ,‘)._.c)‘qk‘s,‘(.:our;se content, _g]assroom discourse and examinations, including the
professional exar‘r_lw_i;l_l,at_ilqn for CPA certification conducted b_y the AICPA. In the absence of an
authoritative standard for.a class of transactions, textbooks, class discussion, and examinations

tend to explore various possible ways in which a transaction could be accounted for,
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consequences of alternative accounting treatments for various parties and the economy as a
whole. Such discourse helps develop the mind of students to think fundamentally, does not allow
for black and white answers, and helps attract young peoplé with powers of abstraction to the
accounting profession. Development and eXercise of judgment, after all, is the hallmark of a
profession.

With expansion in the scope of authoritative standards, educational discourse has
progressively shifted toward increasing emphasis on rote memorization of written rules to be
regurgitated in the examinations. With the accounting standards written by the FASB being
granted a monopoly status for public companies, intermediate accounting classes have moved
toward focusing on line and verse application of those standards, and not on critical examination
of the merits of altérnative accounting treatments for various classes of transactions. Such
“memory-based” curriculum tends not to continue to attract talented youth to a profession for
long.

A second aspect of the problem is the educational papacity. Under the current system just
discussed, college and university courses in the US spend a great deal of time and course work
teaching the specifics of accounting standards. It has been argued that competition among
multiplicity of standards would call for even more accounting courses, core requirements,
faculty, classrooms and other academic resources, and tuition fees or taxes to pay for them all.
Under the current system of accounting education, it is not reasonable to expect the students,
who have been drilled to memorize the speciﬁcs of FAS to figure out by reading IFRS what they
are supposed to do or not do. While accounting firms worry about additional costs of multiple -
standards and seek to economize by arguing for uniformity, some in academia see this as an

opportunity for expanding accounting programs.
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Alternatively, we could follow the example of law schools and consider moving the
accounting educational system in the direction of teaching general principles which are largely
independent of the specifics of the standards issued by one or another regulator from time to
time. Students educated in such a higher level system of education will have developed the
powers of abstraction that would allow them to pick up any system of standards and apply them
to specific transactions using their own Judgment derived from education in general principles.
Even under this alternative, given that the intermediate accounting courses and textbooks have
already become more oriented to rote memorization of standards, time and resources would be
needed to reorient the accounting education system.

Juliet Cao of the University of Washington at Tacoma writes’:

In short, I realize that it will really be useful if the students can walk away from the class

knowing (1) what exists is not necessarily optimal; (2) what is hard to achieve is not

necessarily undoable (e.g., introducing competition into standard setting); (3) that it is

ultimately us, individual accounting professiqnals, who s_hape t_t;1;e whole industry. Itis a

pity that students are often drowned in technical details and inst;uctots.qo not have

enough time to expose them to more interesting; and important aspects of accounting.

This is especially true for intermediate accounting, as most students may plan to take the

that “should be covered” because they may show up_,.in:tthPA_ exam,

Reliance of financial reporting on uniform written standards and their convergence in
U.S. and the world do not hold the promise of a place for accounting in university education.
Such reliance does not help attract people who are willing to think, develop and use their

Judgment and take personal responsibility and rewards that go to the professionals who are

® Personal correspondence.
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willing to do so. Instead, accounting appears to be headed for the low road, and we should not be
surprised if the better students in business schools shun accounting after the SOX-induced
bubble in demand for accountants subsides, as it ineévitably will.

To conclude, finding a balance between uniform standards and norms,‘ and deﬁning"t'hé
extent of their 'resbecti\ie roles in financial reporting, are not easy tasks. Standard-setters find it
difficult to know which standards are superior, and what should be the criteria for ranking the
alternative standards. Societies that depend on norms and tradition also can get stuck in
inefficient solutions {e.g., slavery) and it may take reform movements, even armed uprising, to
release them.

By their nature, evolved social norms and culture are specific to the society they serve.
Variations in evolved systems, like in the beaks of the finches inhabiting various valleys of the
Galapagos Islands, or in wedding ceremonies in various parts of the world, are not explainable
entirely in terms of identifiable factors. Random chance and history also play a role. Attempts to
harmonize financial reporting across the world assume that all cross-country variation in
financial reporting practices is random or at least that the advantages of dispensing with such

variations exceed any reduction in the fit betiveen the local economic environments and the

financial reports. The practices proposed for universal use are those prevalent in the English-
speaking countries, espécially U.S. and U.K. and their authoritative versions written down in
English often have no exact equivalents in Chinese, Japanese, or even Italian and German. Such

ethnocentricity would be rejected in most other fields but it remains largely unchallenged in

financial reporting.

The monopolies in the US and the EU deprive the economies and rule makers of the

benefits of experimentation with alternatives. Under a monopoly regime, one can no longer
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observe what might happen if an alternative method were used. If the whole world uses a single
method of accounting _that happens to be flawed, it would be almost impossible to produce
convincing observational evidence that a better alternative exists. Discovering efficient rules of
accounting is a difficult problem because of the lack of reliz?ble information about the
consequences of alternatives. A monopoly restricts the amount of information available to the
rule makers as well. What are the logica] reasons for us to deny ourselves the benefit of
information from competitive markets? This preference for uniformity slows the evolution of
accounting, denying accountants thg right_ and opportunity to develop new and better methods.

The pendulum appears to have swung too far in the direction of uniform written
standards. We should consider giving social norms a stronger role and restoring personal and
professional responsibility in accounting and business. Without a need for responsibility and
careful reasoning, the accounting profession _itsg:lf will be diminished.

- We should again take up the social norm of “fair representation” as a moral compass for
accounting, just as “guilty beyond reasonab_le_z doubt” is used in.criminal law. Written standards
cannot capture e_i_ti_l_regr_ of these ideas. It may be necessary to create some kind of ac;ounting court
system to»jg;lg@_w_]}‘a‘lt constitutes “fair representation,” as Leonard Spacek (1958) proposed long
ago.

We ShQL_ll.C__l,.?_lSSiSt the evelution of accounting norms by allowing competition among
multiple accountingl_;fule makers with no co_llqsion or push for convergence. Instead of being
forced to use the FASB’s §tand.ards, what if US firms could choose to use FASB, IFRS, or
another standards system from a small set selected by the regulators? Standard-setting bodies
could then receive their‘_income solely from royalties charged for the use of their standards and

have their revenue based on how well their system actually works, not on how many rules they

7 See Hayek (1945).
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write. With competitive standards, we will have a healthier system of discovering better
accounting systems and developing thém over time, without eliminating judgment, and creating a
better balance between standardization and norms.

Is it possible to tame the financial reporting practices of corporations through substantial,
if not exclusive, reliance on uniform written rules and punishment for violations? Whilé the
standard setters erect short sections of fence in fhe vicinity the lion was last spotted, the
compensation committees of the boards throw red meat of juicy cpmpensation packages
encouraging hungry animals to walk around these flimsy barriers in the open jﬁngle of financial .
reporting. A body of evidence on behavior of social animals suggests that beyond tﬁeir physical
needs, constraints zind threats, norms of their own sdéiety play a significant role in wﬁét fhey db.
It is not unreasonable to think that, given the importance of our own extensive and complex
social structures and norms in various walks of life, igﬁoring them in financial reporting may not
be a wise course.

In the preface to his Dictionary, Johnson wrote about his “fortuitous and unguided
excursions into... the boundless chaos of a living speech." Can authoritative uniform standards
without collaboration with social norms bring a semblaﬁce of order to the chaos to ﬁ‘r{an.c.ielil |
reporting? After seven decades of incessant efforts, it is clear that the current accounting |

consensus in favor of monopoly accounting standards will make things worse, not better.
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Agenda as of August 26, 2008. Note that Open Meeting agendas are
subject to last-minute changes.

Item 1: Exemption from Registration Under Section 12(g) of the Securities
Exchange Act of 1934 for Foreign Private Issuers
Office: Division of Corporation Finance
Staff: Mauri L. Osheroff, Paul M. Dudek, Elliott B. Staffin

Item 2: Foreign Issuer Reporting Enhancements
Office: Division of Carporation Finance and Office of the Chief Accountant
Staff: Paul M. Dudek, Craig Clinger, Felicia Kung, Paul Beswick, leffrey
Minton

Item 3: Commission Guidance and Revisions o the Cross-Border Tender
Offer, Exchange Offer, Rights Offerings, and Business Combination
Rules and Beneficial Ownership Reporting Rules for Certain
Foreign Institutions
Office: Division of Corporation Finance
‘Staff: Mauri L. Osheroff, Christina Chalk, Tamara Brightwell

Item 4; Roadmap for the Potential Use of Financial Statements Prepared in
Accordance with International Financial Reporting Standards from
U.S. Issuers
Office: Division of Corporation Finance and Office of the Chief Accountant
Staff: Wayne Carnall, Paul M, Dudek, Craig Olinger, Michael Coca, Paul
Beswick, leffrey Minton, Liza McAndrew Moberg

Item 1: Exemption from Registration Under Section 12{g) of the
Securities Exchange Act of 1934 for Foreign Private Issuears

The Commission will consider whether to adopt amendments to its rules
regarding the circumstances under which a foreign private issuer is
required to register a class of equity securities under Section 12(g) of the
Exchange Act.

For further information, please contact Eilliot Staffin, Division of Corporation
Finance at (202) 551-3450.

Item 2: Foreign Issuer Reporting Enhancements

The Commission will consider whether to adopt amendments to the forms
and rules applicable to foreign private issuers that are intended to enhance
the information that is available to investors.

For further information, please contact Felicia Kung, Division of Corporation
Finance at {(202) 551-3244.

http://www.sec.gov/news/openmeetings/2008/agenda082708.htm 10/16/2008




SEC Open Meeting Agenda: August 27, 2008 Page 2 of 2

Item 3: Commission Guidance and Revisions to the Cross-Border
Tender Offer, Exchange Offer, Rights Offerings, and Business
Combination Rules and Beneficial Ownership Reporting Rules for
Certain Foreign Institutions

The Commission will consider whether to adopt revisions to the current
exemptions for cross-border business combination transactions and rights
offerings to expand and enhance the usefulness of the exemptions, and to
adopt changes to the beneficial ownership reporting rules to permit certain
foreign institutions to file reports on a shorter form. The Commission also
will consider whether to publish interpretive guidance on issues related to
cross-border transactions,

For further information, please contact Christina Chalk, Division of
Corporation Finance at (202) 551-3263 or Tamara Brightwell, Division of
Corporation Finance at {202) 551-3751,

Item 4: Roadmap for the Potential Use of Financial Statements
Prepared in Accordance with International Financial Reporting
Standards from U.S. Issuers

The Commission will consider whether to propose a Roadmap for the
potential use by U.S. issuers for purposes of their filings with the
Commission of financial statements prepared in accordance with
International Financial Reporting Standards ("IFRS") as issued by the
International Accounting Standards Board. As part of the Roadmap, the
Commission will also consider whether to propose amendments to various
rules and forms that would permit early use of IFRS by a limited number of
U.S. issuers.

For further information, please contact Michael Coco, Division of
Corporation Finance at (202) 551-3253 or Liza McAndrew Moberg, Office of
the Chief Accountant at (202) 551-5300.
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