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By SIMON NIXON 

A monthly meeting of the International Accounting Standards Board would not typically get the pulse racing. But this week's London meeting is anything but normal. At stake is the project to create global accounting standards -- something endorsed by the G20 as one of the most important steps toward preventing a repeat of the current financial crisis.

This project was dealt a heavy blow earlier this month when European finance ministers demanded the IASB water down its rules on accounting for financial instruments (IAS39) to help European banks and insurance companies weather the crisis. They argue that recent U.S. changes created an unlevel playing field and are insisting new rules are in place this financial year. If not, the European Union is threatening to create its own rules.

The EU's arguments are largely politically driven. On each of the three most contentious topics -- impairment of assets held available for sale, the reclassification of assets originally held at fair value and accounting for embedded derivatives -- the U.S. rules are so different to the international standards that reconciling them in a piecemeal fashion makes no sense. For example, to match the new U.S. rules on impairment would mean adding a whole new category under IFRS.

What is in no doubt: The IAS39 standard is a mess. Originally designed as a stop-gap, it has now been in place for more than a decade. It already has 20 different ways of measuring impairments. That is why the IASB, in conjunction with the federal accounting standards board, last month announced a six month review of the all the rules surrounding financial instruments with a view to creating a new global standard that might come into place next year.

The risk is that the EU's intervention blows this vital initiative out of the water. Piecemeal reform would simply add to the complexity of the current rules and raise the specter of a global race to the bottom. Last October the IASB provoked international uproar by bowing to EU pressure to change its rules without consultation to allow banks to reclassify assets. If it was seen to cave in to EU political pressure a second time, the blow to its credibility could prove terminal.

On the other hand, if the IASB refuses to bow to EU demands and the EU adopts its own standards, the goal to create global rules is dead anyway.

The IASB has been placed in an impossible position. Its chairman, Sir David Tweedie, is understood to be trying to stitch together a compromise to undertake the review of IAS39 in chunks. Quite how this differs from the piecemeal reform that the IASB has always opposed is unclear. Such an approach creates the risk that agreed issues are constantly reopened for debate as the review progresses.

Of course, few European politicians are likely to lose much sleep over the IASB's predicament. For many, accounting standards have always been far too important to leave to the accountants. The losers are ordinary investors, who still hope that one legacy of this crisis will be financial statements that are transparent, fact-based and internationally comparable.
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