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ABSTRACT 
The decision to adopt International Accounting Standards (IAS) in Jamaica with effect from 
1 July 2002, makes this paper particularly apposite.1  This brief analysis aims to provide a 
concise, yet rigorous, account of the principles underlying the standards, as well as the most 
significant changes to result in financial reporting and their implications for policy making 
and financial stability.  This predominantly non-mathematical discourse relies on recent 
publications on the related issues and integrates the theoretical contributions from accounting 
practitioners.  The findings support expectations that the implementation of IAS would result 
in major changes in the content of financial statements and therefore significantly impact 
users of financial statement data. 

 

                                                 
1 IAS are also referred to as International Financial Reporting Standards (IFRS). 
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1 BACKGROUND AND INTRODUCTION 
The decades of the 1980s and 1990s showed a record number of bank failures and other 
incidences of financial instability resulting from structural changes within banking systems 
and financial markets in many developed and developing countries. There is widespread 
interest in the understanding and mitigating the factors that lead to financial instability and 
bank failures; these topics continue to be subjects that engage much of public policy in 
countries all over the world.   
 
There is a presumption that the adoption and implementation of international standards is 
crucial to the establishment of an institutional environment that can serve as a bulwark from 
instability and crises and enhance the resilience of domestic financial systems.  Economic, 
financial and structural incentives for financial stability – both nationally and internationally 
– support the implementation of international standards and underscore their importance.   
Among the most important of these incentives is, firstly, the need to develop the appropriate 
institutional and regulatory framework.  This is necessary to address the peculiar factors 
contributing to financial instability, and to support and guide increased globalisation and 
liberalisation and potential cross-border effects.  A second important incentive is the 
amplified necessity of timely, accurate and reliable information for investors, inter alia.  The 
Financial Stability Forum (FSF) stresses that markets are likely to provide the most powerful 
incentive to support the implementation of international standards, insofar as investors and 
lenders attach increasing significance to how much a country meets international best 
practices.  The FSF summaries the importance of international standards in this way: 

Using internationally acknowledged standards and codes to help guide policies and 
reforms should contribute to stronger and more resilient economic and financial 
systems and, ultimately, better economic performance (2001:17).     

Furthermore, continuing deregulation, increasing globalisation and the accompanying cross-
border and multi-currency financial transactions, and the international transfer of capital have 
played an important role in catalysing the need for international financial standards to 
harmonise accounting practice and improve transparency.  In this regard, there has been 
increased emphasis on the role of accounting as an important prerequisite for effective 
regulation and efforts aimed at financial stability.  Especially important is, firstly, the 
reporting environment.  The premise is for a reporting environment founded upon the 
adoption and maintenance of generally accepted accounting principles (GAAP) to promote 
accurate, reliable, consistent, transparent, and comparable financial and non-financial 
information.  The second area of emphasis is with respect to the achievement and application 
of high competences and ethical standards by accountants (Daley, 2002).  The Basle 
Committee underscores the importance of accounting and accountants to the regulatory 
process in a report to G7 Finance Ministers: 

Banking supervisors have an interest in the quality of accounting standards and their 
effective implementation, as a means of providing a basis for relevant and reliable 
measures of assets, liabilities, equity and income, as well as capital adequacy, and 
enhancing market discipline through transparent financial reporting.  They want to 
ensure that the accounting standards used by banks both support and facilitate 
supervisors’ objective of fostering safe and sound banking systems (2000:6). 

International Accounting Standards (IAS) issued by the International Accounting Standards 
Board (IASB) are among twelve standards identified by the FSF as critical for securing sound 
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financial systems.2  The forty IAS that have been issued to-date set out principles to be 
observed in the preparation of financial statements.3i The Basle Committee on Banking 
Supervision (BCBS), the International Organisation of Securities Commissions (IOSCO), and 
the International Association of Insurance Supervisors (IAIS) support the spirit of the IAS 
and similar efforts to harmonise international reporting standards.,IOSCO's Objectives and 
Principles of Securities Regulation, IAIS's Insurance Supervisory Principles, and CPSS's 
Core Principles for Systemically Important Payment Systems 
 
The adoption of IAS as of 1 July 2002 represents a major step in Jamaica’s transition to 
internationally accepted reporting standards.from a rules-based system of accounting to a 
more principles-based system.  [Confirm that this is true.  If so, then I will need to F/N 
something about Hart et al. suggesting (and me agreeing) that a rules-based system may be 
more suitable for societies such as ours].  The move towards harmonisation of international 
accounting standards is seen as a positive one: harmonisation is expected to unmask and 
illuminate financial results and to enhance interpretation and comparability and, as noted by 
the BCBS, could strengthen the link between public reporting and prudential requirements.4  
The adoption of IAS will signify Jamaica’s integration into mainstream accounting practice 
and ensure that the country’s reporting is on par with world standards.  In particular, as noted 
by Jain (2002), foreign investors will be better able to understand locally prepared financial 
statements without a need to decipher the exact meaning of local standards.     
 
The quest for organisational change, based on improved operational performance, is likely to 
be a key issue over the next few years, especially with the type of restructuring that is 
underway in many financial markets following periods of distress and crisis.  One of the 
prerequisites for optimising the benefits of standards is that those standards must remain 
relevant in the face of changing circumstances.  Continual review is therefore necessary. The 
pre-IAS environment in Jamaica meant considerable delay in updating local standards, 
arising from the inflexibility inherent in the disclosure process.  Moreover, the adoption of 
innovations in disclosure was protracted – even for those provisions that were initially 
identical to IAS.  This meant that the potential benefits from the reporting standards were not 
being optimised and financial reports were not being prepared using current reporting 
principles.  At the same time, the relative importance of different standards to individual 
economies depends on their financial structure and other domestic circumstances. 
Implementation must fit into a country's overall strategy for economic and financial sector 
development, taking account of its stage of development, level of institutional capacity, and 
other domestic factors.5 It is therefore instructive to examine whether the adoption and 
implementation of IAS will assist in the creation of a stable financial system in Jamaica.  The 
attempt to effectively address this issue is the focus of the remainder of the paper. 

                                                 
2 The IASB is an independent private sector body based in the UK aimed at promoting convergence of accounting principles 
worldwide. 
3 Standards set out what are widely accepted as good principles, practices, or guidelines in a given area.  The FSF notes that 
principles are fundamental tenets pertaining to a broad policy area and are usually set out in a general way and therefore 
offer a degree of flexibility in implementation to suit country circumstances, e.g. the Basel Committee's Core Principles for 
Effective Banking Supervision (http://www.fsforum.org/Standards/WhatAre.html).  IAS 1 notes the following components of 
the financial statement: balance sheet, income statement (profit and loss account), changes in equity, cash flow statement, 
and notes to the financial statement.From an implementation perspective, a useful distinction among standards is in terms of 
their degree of specificity: 
4See, e.g., Jain (2002) (http://www.pwcglobal.com/jm/images/pdf/IAS%20to%20be%20adopted%20in%20Jamaica.pdf). 
5 This line of thinking implies the rejection of the idea of the wholesale adoption of (regulatory) policies and practices from 
developed societies for use in less developed countries, per se.  This is in sympathy with North’s non-transferability of rules 
across societies due to the influence of history and informal constraints (e.g. attitudes, norms, culture), inter alia, on 
outcomes (see North, 1990). 
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1.1 Research questions, scope and methodology  
This paper focuses on the Jamaican financial system and extends the usual focus of the 
adoption and implementation of IAS to consider the issues that are of particular relevance and 
import to financial regulation and, consequently, financial stability.  To attempt to effectively 
answer the issues posed above, this study employs a thematic examination of a series of 
questions and issues, having cognisance of the factors that influence financial stability.  In 
detail, the intellectual questions addressed are: what is the change recommended by the new 
provision? How will this be reflected in the financial statements?  What are the implications 
for financial stability?  What is the recommended regulatory response?  In addressing these 
questions, some of the other key questions investigated are: is it possible to assess the impact 
of the IAS for financial regulation and therefore financial stability?  Do financial statements 
really reflect the underlying economic reality?  Are standards and practices sufficient to 
highlight the truth behind the data and to preserve the integrity of economic information 
represented in financial data?  The primary units of analysis are the different provisions of the 
Standards, with the individual balance sheet and profit and loss (P&L) item serving as 
exemplar sub-units.6  This research paper is aimed at regulators and policy makers involved 
in the Jamaican financial system, and is likely to be of interest to similar parties in other 
developing markets.   
 
The paper proceeds as follows: section 2 continues with a brief overview of the ethos of IAS 
and of the potential impact on financial reporting and assessment systems in general.  Section 
3 summarises the more significant changes in financial reporting in Jamaica resulting from 
the adoption of the international standards.  In Section 4, a comprehensive investigation of 
the implications of the changes on financial statements and on financial stability is presented. 
Conclusions and policy recommendations are summarised in Section 5 in the form of policy 
questions to be addressed and policy initiatives to be pursued in measures aimed at financial 
stability.  
 
2 OVERVIEW: IAS ON FINANCIAL REPORTING SYSTEMS 
In recent times there has been continuing emphasis on the role of accounting in safeguarding 
the assets of companies and in providing information for various users, and less on the 
traditional bookkeeping role.  Fostered by this change in emphasis, accounting standards have 
been forced to modernise and become more adaptable to changing economic situations.  
Accounting standards now seek, among other things, to contribute to sound corporate 
governance and financial and risk management practices within organisations.  Regulators 
have acknowledged the important role played by accounting (and accountants) to the 
regulatory process, and therefore to their consequential responsibility of financial stability.  
As noted by Daley (2002) with respect to the banking system:  

                                                 
6 It should be noted here at the outset that this analysis does not address the suitability of, or deficiencies inherent to, the 
IAS.  Nor does it address the problems relating to adoption and implementation, or directly address the applicability of IAS 
to a developing country such as Jamaica.  Rather, the analysis seeks to highlight the effect of the introduction of the IAS on 
the preparation and reporting of financial information.  Essentially, it highlights whether this new principle of accounting for 
financial transactions and reporting financial information supports the ethos of regulators and policy makers in creating an 
environment that is conducive to securing and maintaining a stable financial system.  The report is guided by the view that 
the Jamaican financial industry must be understood in terms of the quantitative as well as the qualitative factors that 
influence performance and, ultimately, stability.  As a result, the report has a local focus and will, where applicable, examine 
local factors within the context of the global financial architecture.  It therefore highlights the interactions of domestic 
qualitative factors (history, business culture, etc.) on the adoption and implementation of IAS. 
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Some key factors to the long term future of the banking industry are the identification 
and elimination, or mitigation, of the factors that lead to weakness and failure within 
banks, the implementation of measures to counter the negative impact of imprudent 
practices, and effecting changes in regulatory methods and practices to deliver 
improved efficiency in monitoring and supervision so as to engender stability and 
profitability in banks. Such considerations draw attention to the significance of 
certain mechanisms that may all be captured under the rubric of ‘banking regulation 
and supervision’ (2002:48). 

The issues are parallel to considerations extending to the wider financial system.  The 
economic and financial literature widely supports the view that regulation (and supervision) 
plays a significant role in the efficiency and stability of the financial system (see, for 
example, Gavin and Hausmann, 1996).  It is therefore important to recognise that the issues 
that impact on regulation have a direct impact on stability, and vice versa.  Clearly, the role of 
robust and effective accounting and disclosure standards and practices in effective financial 
regulation and supervision cannot be overestimated. 
 
At the same time it is acknowledged that, in addition to financial regulation and supervision, 
a broad range of political, social, legal and institutional factors impinge on financial stability.  
This underscores the importance of the interaction of the local environment and the 
international standards adopted, in creating the optimal environment for financial stability.  
While it may be argued that domestic regulations are more suitable since they (should) allow 
for the peculiar country circumstances, they are inadequate in an international marketplace 
(White, 1996).  As such, internationally accepted standards may be more effective at 
promoting sound domestic financial systems and international financial stability, since these 
standards are considered to be more objective and relatively free of national biases.7 
Consequently, it is expected that the adoption and successful implementation of international 
standards will yield both national and international benefits.   
 
Among the criteria utilised by the BCBS to evaluate IAS is their suitability for 
implementation in different types of economies.  That is, the BCBS argues that IAS should be 
suitable for both advanced financial markets as well as developing markets.  The BCBS 
further notes that IAS are especially important in developing markets as many of these 
economies lack a developed national accounting standard setting process (Basel Committee, 
2000).  The potential advantages of IAS have also been identified and acknowledged by 
policymakers and regulatory authorities in many developing economies.  In fact, several 
Caribbean territories, for example, Barbados, Dominican Republic, Haiti, and Trinidad and 
Tobago have already adopted IAS as the national accounting standards.  The benefits of IAS 
have therefore been recognised in developing as well as developed economies.  Within this 
context, the remainder of the paper focuses on the potential impact of IAS on financial 
reporting in Jamaica. 
 
3 THE ADOPTION OF IAS IN JAMAICA: A REFLECTION OF THE CHANGES  
 
In this section, a simple comparative analysis is used to outline the effect of provisions that 
are most likely to impact the content of financial statements in order to attain a better grasp of 
how influential the IAS are likely to be.  Table 1 below presents a ‘gap analysis’ showing the 
variance between the Jamaican standards (Jamaican Generally Accepted Accounting 

                                                 
7 See points noted earlier by Jain (2002) with respect to the uncertainty surrounding the interpretation of local standards and 
their lack of international acceptance. 
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Principles – JGAAP) and IAS.8   
 
The table summarises the more significant differences resulting from the adoption of the 
international standards, when compared to similar provisions previously enforced by the local 
standards.  Some of these changes are also reflected diagrammatically in the financial 
statements in appendices I to VIII at the end of the paper. 
 
Table 1 Gap Analysis: JGAAP vs. IAS  
IAS DESCRIPTION SUMMARY OF CHANGES 
11 

 
 
 
 
 
 
 

19 
 
 
 
 
 

22 
 
 
 
 
 

33 
 
 
 
 
 

37 
 
 
 
 
 
 
 

38 
 
 
 
 
 

Construction 
Contracts 
 
 
 
 
 
 
 
Employee Benefits 
 
 
 
 
 
Business 
combinations 
 
 
 
 
 
Earnings per share 
 
 
 
 
 
 
Provisions, 
contingent liabilities 
and contingent assets 
 
 
 
 
 
 
Intangible assets 
 
 
 
 
 

Recognise profit as each contract progresses, where the outcome can be 
reliably estimated.  Revenue recognised in the period now measured at the fair 
value of the consideration received or receivable.  Revisions in contract 
revenue arising from certain events will result in volatility in reported contract 
earnings.  Costs incurred in securing a contract are recognised as an expense 
in the period, and are not deferred.  Gross amounts due from/to customers for 
work must be disclosed as asset/liabilityWhere a contract covers a number of 
assets, the construction of each asset should be treated as a separate 
construction contract if separate proposals have been submitted, costs and 
revenues can be identified and each asset subject to separate negotiation.  A 
group of contracts should be identified as a single contract is the situations are 
reversed. More extensive disclosure requirements required. 
 
 Applies to all employee benefits while its predecessor, JSSAP 3.7, applied 
only to retirement benefits.   Unlike JSSAP 3.7, a surplus or deficit on the 
pension fund may require recognition on the employer’s balance sheet.  The 
IAS requires extensive disclosures and specifies required actuarial valuation 
method. 
 
‘Mergers’ – such as those arising out of restructuring or reorganisation – no 
longer recognised.  Business combinations dealt with as ‘acquisitions’ and 
‘uniting of interests’; the latter requiring minimal changes to aggregate.  
Shares valued at fair value at date of control; transactions costs charged to 
P&L account and not capitalised.  No longer amortise goodwill; annual 
impairment test reflects changes in P&L account.   
 
 Disclosure of EPS and Diluted EPS now required for enterprises whose 
ordinary shares will be publicly traded in addition to those that already are, 
even if the amounts are negative (loss).  Net income for diluted EPS is 
adjusted for any applicable interest expense (net of tax effect) and the number 
of shares is adjusted to assume conversion of all dilutive potential ordinary 
shares. 
 
Recognition criteria are based on judgment: the definition of ‘provisions’ is 
event driven, contingent assets must be disclosed only where they are 
probable (more likely than not) and contingent liabilities may be disclosed 
where they are both probable (even if not reliable) and possible.  Measurement 
is made on best estimates after taking in to account inherent risks and 
uncertainties.  Focus is on reporting the economic events as they happen - 
prudence convention is no longer upheld and no provision is allowed for, e.g., 
political risks, future operating losses or general restructuring. 
 
Standard now extends beyond research and development expenses.  An 
intangible asset must be recognised if future economic benefits from the asset 

                                                 
8 It is important to recognise that these are the standards for which there was a Jamaican equivalent that was significantly 
different from the IAS.  Standards that will not result in significant differences (probably because the JGAAP was equivalent 
to the IAS) have not been included.  Standards for which there was no JGAAP (the provisions are new) have been included 
in Table 2. 
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40  
Investment Property 

(identifiable and non-monetary without physical substance) will flow to the 
enterprise and the cost of the asset can be reliably measured.  Costs allowed 
for capitalisation must meet strict criteria and measured at cost or fair value 
(business combinations). 
 
The introduction of fair value accounting.  Applies to existing investment 
property that is being redeveloped for continued future use as investment 
property.  Enterprises may choose the fair value model (with changes in fair 
values recognised in the income statement) or the cost model (for property 
being constructed or developed for use as investment property – IAS 16) to 
disclose investment property at historical cost less depreciation.  Previously, 
changes in value were only disclosed by way of note. 

Source:  Various publications – PricewaterhouseCoopers (2002), KPMG Peat Marwick (2002), International Accounting 
Standards 2002 Handbook. 
 
Table 2 presents a summary of the provisions of new standards.     
Table 2 New standards, new provisions. 
IAS DESCRIPTION SUMMARY OF PROVISIONS 
12 

 
 
 
 
 
 

14 
 
 
 
 
 
 
 

15 
 
 

20 
 
 
 
 

29 
 
 

35 
 
 
 
 
 
 

36 
 
 
 

Income Taxes 
 
 
 
 
 
 
 
Segment Reporting 
 
 
 
 
 
 
 
 
Information reflecting the 
effects of changing prices 
 
Accounting for government 
grants and disclosure of 
government assistance 
 
 
 
Financial reporting in 
hyperinflationary economies 
 
Discontinuing operations 
 
 
 
 
 
 
 
Impairment of assets 
 
 
 

New rules on deferred taxation, which must be recognised in full and 
presented in the balance sheet for all temporary differences between 
accounting profits and taxable profits.  Based on the accruals concept, 
the requirement is for the current and future tax consequences arising 
from the recognition of the economic consequences of transactions to 
be concurrently recognised.  The carrying amount of the deferred tax 
asset must be reviewed at each balance sheet date.  
 
 Applies to consolidated statements for entities whose debt or equity 
are (or will be) publicly traded.  Information must be for reported 
primary and secondary (business and geographical) segments.  
Reportable segments are distinguishable components of an enterprise 
as determined from internal organisational structure or reporting 
system and revenue (majority earned from sales to external customers) 
or assets are ≥ 10% of total segments.   Examples: retail banking, 
corporate banking, investment banking. 
 
Compliance optional.  Disclosure, where agreed, may be by the 
General Purchasing Power Approach or the Current Cost Approach. 
 
Should be recognised only if there is reasonable assurance that the 
conditions attached will be complied with, and the grants will actually 
be received.  Grants should be recognised on a systematic basis as 
income over the periods necessary to match them with the related 
costs. 
 
The standard requires sufficient disclosure to clarify the basis of 
dealing with the effects of inflation in the financial statements.  
 
Information about a planned discontinuance must initially be disclosed 
in the first set of financial statements issued by an enterprise after it 
has entered into an agreement for the sale of its assets or the 
discontinuance has been approved and announced by the Board.  
Updated disclosures must be presented in subsequent financial 
statements.  The separation of discontinuing and continuing activities 
promotes better forecasting by users.  
 
Requires the recoverable amount of an asset to be estimated whenever 
there is an indication that the asset may be impaired - the carrying 
amount of the asset exceeds the recoverable amount.  An impairment 
loss must be recognised in the P&L for assets that are carried at cost, 
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39 
 
 
 
 
 

41 
 

 
 
 
Financial instruments: 
recognition and 
measurement 
 
 
 
 
Agriculture 

and as a revaluation (adjusted in reserves) for assets carried at a 
revalued amount. 
 
Applies to all financial assets, including derivatives, recognised on the 
balance sheet.  Requires most financial assets measured at fair value, 
and measurement of hedging instrument is the basis of hedge 
accounting.  Each entity has a one-time option to recognise all changes 
in fair value either in the P&L for the period or only those changes 
that relate to trading assets and liabilities. 
 
(Effective 1 January 2003).  Changes in fair value less estimated 
point-of-sale costs of a biological asset (e.g. cattle, plants, fruit trees) 
must be included in the P&L for the period in which it arises.  
Companies that utilise a significant amount of capital equipment are 
likely to carry a high deferred tax liability as capital allowances will 
exceed the depreciation charge. 

Source:  Various publications – PricewaterhouseCoopers (2002), KPMG Peat Marwick (2002), International Accounting 
Standards 2002 Handbook. 
 
No comparable Jamaican standards to those in Table 2 were in place prior to July 2002.  The 
impact of these standards on the information reported in Jamaican financial statements is 
therefore likely to be fundamental.  While all the standards in Tables 1 and 2 are expected to 
have an impact on the quality and content of financial reporting in Jamaica, there are two that 
are expected to have a more significant impact.  These two standards - IAS 39 and IAS 19 - 
are examined in detail below within the context of the implications of the standards. 
 
It is noteworthy that there are two Jamaican standards for which there are no IAS equivalents: 
JSSAP 3.5 (Disclosure of directors’ emoluments) and JSSAP 3.32 (Accounting for general 
insurance companies).  The insurance sub-sector is a vital component of the financial sector 
and is thought to have played an important role in the contagion of the banking sector that 
resulted in the recent crises.  The potential impact of IAS on insurance is therefore examined 
below.  

3.1 IAS and insurance 
There seems to be tacit agreement that until an international standard for insurance is 
developed and implemented, the provisions of JSSAP 3.32 – Accounting for general 
insurance companies – will continue to be enforced in Jamaica.9 
 
The impact of IAS on insurance is likely to be similar to the effects on the financial system 
more generally: improvement in transparency, comparability and potentially greater access to 
investment through the provision of better quality information.  In discussing the implications 
of IAS for the insurance industry Masters notes that: 

The International Accounting Standards Regulation will introduce a new era of 
transparency and put an end to the current Tower of Babel in financial reporting.  It 
will help … firms to compete on equal terms when raising capital on world markets 
and allow investors and other stakeholders to compare companies’ performance 
against a common standard (2002:2). 

Of course, these observations pertain, as well, to the entire financial system and are not 
limited to the insurance sector.  At the same time, Dilks points out that: 

                                                 
9 Anticipated implementation date for the international standard on insurance is 2005 (Masters, 2002). 
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The move to harmonised IAS is likely to require a fundamental shift in the way 
insurers create and communicate value in areas ranging from product design to risk 
management. … The danger is that it spotlights competitive weaknesses and exposes 
firms to increased market and regulatory pressure (in Masters, 2002:1). 

One of the key concerns of the committee drafting the standard is to ensure that short-term 
market fluctuations will not lead to unnecessarily volatile revenue statements, as this could 
devalue financial stability.  Masters (2002) suggests the use of improved modelling 
techniques to enhance the effectiveness of risk management, and securitisation to reduce 
volatility.  Equally important will be the increased opportunities for investors to fully assess 
the true performance and viability of insurance companies.  Indeed, these solutions are 
equally applicable to the wider financial system where IAS is expected to show marked 
changes in financial reporting.  The potential changes resulting from the implementation of 
the international standards are examined in detail below. 
 
4 THE IMPLICATIONS OF ADOPTING IAS IN JAMAICA 
The adoption of IAS in Jamaica with effect from 1 July 2002 means that entities are required 
to apply IAS in the preparation of financial statements for an accounting year beginning on or 
after that date.  Similarly, published quarterly results should also conform to IAS, as the 
following table illustrates. 
Table 3  IAS Compliance dates 
ACCOUNTING YEAR-

END 
IAS EFFECTIVE 

DATE 
FIRST IAS-COMPLIANT 

INTERIM REPORT 
IAS-COMPLIANT 
COMPARATIVES 

REQUIRED 
June 30 July 1, 2002 Quarter ending 30/09/02 Quarter ended 30/09/01 
September 30 October 1, 2002 Quarter ending 31/12/02 Quarter ended 31/12/01 
December 31 January 1, 2003 Quarter ending 31/03/02 Quarter ended 31/03/01 
March 31 April 1, 2003 Quarter ending 30/06/02 Quarter ended 30/06/01 
 Source: Institute of Chartered Accountants of Jamaica. 
 
One of the major challenges foreseen for regulators as it relates to the IAS-compliance dates 
is that the reported results for different entities will not be comparable for at least one year 
after the adoption date, as is evident from an examination of the compliance dates shown in 
Table 3.  This is due to the differences in accounting year-end of companies; it is a potentially 
problematic issue, as it not only impacts comparability across time, but also across entities, 
sectors, and even countries.  The following section presents a review of some of the changes 
on the financial statements consequent upon conformity with IAS. 

4.1 Impact of IAS on financial reporting in Jamaica 
The ethos of IAS is fair value accounting.  In general, the promotion of fair values by the IAS 
will promote harmonisation across countries, sectors and time and assist in the making and 
implementing of policy decisions.10  As will be discussed below, the concept of fair value is 
especially relevant to the valuation of financial instruments and consequently influences risk 
management practices and measures of capital adequacy.  Fostered by the categorisation and 
disclosure requirements, the application of IAS will ensure that more rigour is applied in the 
preparation of financial statements and this will have a profound impact on reported profits.  

                                                 
10 A most controversial issue is the reliability of fair value measurements, particularly where active commodities markets are 
absent.  One suggestion is for the use of estimation techniques such as discounted cash flow models to derive fair values 
(Eckes and Hitchins, 2000).  In this regard, IAS 39 mandates disclosure of a statement where it is not practicable to 
determine fair value and it is therefore not reflected. 
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As such, financial statements prepared using alternative standards can show different – and 
even conflicting – results.  For example, Jain (2002) notes that the restatement of the 
financial statements of Daimler-Benz from German GAAP to US GAAP resulted in what was 
previously reflecting a significant profit subsequently reflecting a considerable loss.  
Additionally, it has been noted that IAS will reflect different reporting patterns and will 
therefore impact management analysis and commentary in addition to key business measures 
(Wright and Pape, 2002).  According to Holgate: 

The perception among 62% of companies [in the EU] is that conversion to IAS will 
have little or no effect on their reported results.  However, the experience of those 
who have converted showed that … IAS had caused more than a little difference in 
the reported results (2002:56)11 (emphasis supplied).   

Eckes and Hitchins note that: 

The introduction of IAS will produce radical changes to the way banks are required to 
account for a whole range of transaction (2002:39). 

An unquestionable source of substantive information for economic analysis and policy 
decisions lies in the Standard (IAS 36) that speaks to the application of fair values to loan 
assets and recognising impairment in value. If there is objective evidence that there will be 
default of principal and/or interest repayment, an impairment loss must be recognised in the 
P&L or adjusted in reserves unless the delay is fully compensated by additional interest.  For 
a bank or other financial institution, the requirement to adjust for impairment in value may 
serve to halt the disbursement of poor quality loans, thereby reducing the entity’s exposure 
and risk and enable preservation of its capital.  This is because failure to identify impaired 
loans will result in significant loan losses, which is one of the main factors thought to 
contribute to the likelihood of failure.  This is particularly important in the Jamaican context, 
where non-performing loans are deemed to have undermined the performance of the banking 
sector and precipitated a banking crisis in the 1990s.  The standard on impairment of assets is 
therefore vital to the survival of banks and, consequently, to financial stability. 
 
It should be borne in mind that the underlying principle of IAS is to represent the economic 
reality as best as possible.  This means that accounting data prepared using IAS will seek to 
present the substance of economic transactions: this is the primary consideration.  
Considerations regarding accounting conventions such as prudence – anticipating a loss but 
delaying the recognition of a gain until it is actually realised – will become secondary, and, in 
fact are not required.  As noted in a PricewaterhouseCoopers (PwC) survey, this ‘economic’ 
reporting is in contrast to the usual fiscal (tax-based) accounting.’  With the emphasis on 
economic reality and fair value, it is evident that IAS will result in a more transparent 
reflection of economic value.  Financial statements prepared using IAS are therefore likely to 
provide increased utility for regulators and supervisors, particularly in surveillance aimed at 
assessing changes in critical values.   
 
At the same time, the Standards require that many adjustments be passed through the Profit 
and Loss account (impacting contemporaneous profits) rather than through the Reserves 
account (impacting accumulated profits and reserves).  The increased use of fair value 
accounting will presage increased volatility in the income statement from one year to the 
next, resulting from the confluence of macroeconomic and financial market factors on the 

                                                 
11  Peter Holgate is a senior technical partner at PricewaterhouseCoopers. 
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value of assets.  This increased volatility in earnings will undoubtedly adversely impact on 
the effectiveness of output that utilises earnings, or any variation thereof, as input.   
 
The following provisions of IAS 39 have been identified as important and potentially 
problematic for banks: firstly, categorisation of financial instruments as: ‘originated loans and 
receivables,’ ‘held-to-maturity,’ ‘available for sale,’ or ‘trading.’12  The classifications agreed 
by management are critical as they determine the basis of measurement of these assets in the 
balance sheet and will mandate changes in the way that banks manage their investment 
portfolios.  The first two categories of assets should be carried at amortised cost.  Assets 
available for sale and trading assets should be measured at fair value; changes in value being 
reflected in equity in the case of the former, and in the current profit and loss account in the 
case of the latter.  Specifically, these requirements will directly impact ‘capital,’ ‘assets’ and 
‘earnings,’ which are significant components of critical ratios for assessing banking system 
stability. 
 
It is important to note that management cannot transfer a ‘trading’ asset into another 
category, although an asset is allowed to be transferred into the ‘trading’ category if it 
becomes part of the portfolio of actively traded assets.  Similarly, assets can only be 
transferred into ‘originated loans’ in the case of a business combination; transfers are allowed 
out if a portfolio of loans becomes actively traded.  Moreover, the standard imposes a penalty 
for activities contrary to the nature of an asset as defined by management.  For example, if an 
asset that was classified as ‘held-to-maturity’ is disposed of before maturity, all other assets 
so classified must be reclassified as ‘available for sale’ and re-measured at fair value (as 
against amortised cost).  In addition, the entity is then ‘tainted’ and prohibited from 
classifying assets as ‘held-to-maturity’ for the subsequent two accounting years.13 These 
provisions will support the development of current regulatory paradigms to promote effective 
risk management and increased market discipline, and to counter opportunities for abuse or 
concealment.  The broad success of those paradigms is conditional on the extent to which the 
requirement for legal separation of ‘funds management activities’ from normal banking 
activities and the Central Securities Depository (CSD) serve to eliminate occurrences of over-
exposure and contain risk. 
 
Another feature of the links between IAS and regulatory initiatives to support increased 
disclosure and transparency is the provision concerning derecognition of financial assets and 
liabilities.  Derecognition involves the removal of a financial asset or liability from an 
entity’s balance sheet.  Several conditions must now be satisfied, having cognisance to the 
legal and economic implications of transactions, before the asset or liability can be classified 
as ‘off balance sheet.’  Furthermore, any difference between the proceeds/payments and the 
book value of the asset or liability should be included in the P&L account 
 
A second provision relates to fair value measurement of financial instruments that are 
categorised as ‘available for sale’ or not so classified but not ‘held to maturity.’  For 
instruments ‘available for sale,’ banks have a one-time election to record gains or losses in 
the profit or loss for the period or directly into equity.  Gains or losses on other instruments 
not ‘held to maturity’ are accounted for immediately in the profit and loss account.  The 
impact on the financial statements (and therefore on users of financial information) is similar 
to that noted above. 
                                                 
12 The discussion is within the context of on IAS 39 as it stands at August 2002.  It is under consideration for revision. 
13 ‘Tainting’ would not be invoked if the sale would not have a significant impact on reported profits or future changes in 
fair value (e.g. if made within three months to maturity or where 90 per cent of principal has been collected).  
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Thirdly, embedded derivatives must be separated from the host contract and accounted for 
separately.  Embedded derivates are included in a range of financial instruments such as put 
options on preferred shares, put options in bonds, and early repayment options in commercial 
loan agreements.14  Identification and valuation of these derivatives (where they exist) may 
be particularly challenging in developing countries. 
 
Fourthly, IAS 39 requires the application of hedge accounting for a group using internal deals 
for hedging.  PwC is of the view that this is probably the biggest challenge for banks as the 
stringent hedge accounting requirements are onerous, particularly as it relates to internal 
deals, ‘macro-hedges,’ and documentation of processes. 
 
A fifth provision in IAS 39 is for discretionary hedge accounting.  If the option is taken to 
apply hedge accounting, the requirement to measure the effectiveness of hedges results in 
onerous record keeping. 
 
The following example seeks to highlight the financial impact of IAS 39 on selected items in 
the financial statements.  It reflects the results of an entity that is assumed to have adopted 
IAS at the beginning of Year II.   

4.1.1 EXAMPLE: IAS 39 IN THE FINANCIAL STATEMENTS – FAIR VALUE OF FINANCIAL 
INSTRUMENTS 

       Year I  Year II 
Investment securities         $m     $m   
  Available-for-sale at fair value (Yr.1 – cost) 1,203  3,904 
    Fair value adj. on adoption of IAS 39     -     207 (in reserves)     
    Losses from changes in fair value      -    (105) (in reserves) 
    Provision for impairment          (2)       - (in P&L/reserves) 
  Amount shown on balance sheet (see Appendix II) 1,201  4,006  
 
  Held-to-maturity at amortised cost   1,009  4,018 
    Provision for impairment         -      (19) (in P&L/reserves) 
  Amount shown on balance sheet (see Appendix II) 1,009  3,999      
 
  
Loans and advances 
  Gross       54,259  60,146 
   Less provisions for impairment     1,051       943 (in P&L) 
  Amount shown on balance sheet (see Appendix II) 53,208  59,203 
 
The example highlights some of the provisions noted above, particularly those in respect of 
the measurement of the different classes of financial assets.  Prior to the adoption of IAS 39, 
securities were measured and carried in the balance sheet at cost or amortised cost and 
provisions were made only for expected permanent impairment in value.  With the adoption 
of IAS 39 in Year II ‘available-for-sale’ securities are measured at fair value, with periodic 
unrealised gains or losses arising from any changes being recognised in equity.15  ‘Held-to-
maturity’ securities continue to be measured at amortised cost, but provision is made for 
                                                 
14 Embedded derivates are also identified in callable bonds hedge fund certificates, in equity type investments in other 
companies, and early repayment options in mortgages. 
15 The alternative policy of recognising unrealised gains and losses in the income statement could be adopted. 
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impairment in value.  Provisions for impairment in loan values reflect adjustments made in 
respects amounts written off as uncollectable.  It is noteworthy that provisions for impairment 
in loans (based on IAS 36) include specific provisions for country risk and credit risk.  
Certainly, the requirement to identify such risks from one year to the next would serve to 
enhance risk management practices. What is also evident from the example (though not 
explicitly shown) is the consequential impact on reported earnings as a result of adjustments 
passing through the P&L account. 
 
According to Jain: 

Other than the standard on financial instruments [IAS 39], IAS 19 is the one most 
likely to have a material effect on the financial position and results of operations of 
Jamaican companies (Interview, 2002). 

The primary impact of the provisions of IAS 19 is the continual actuarial revisions and the 
extensive disclosure requirements.   IAS 19 provides that enterprises recognise short-term 
employee benefits (wages, annual leave, sick leave), all types of post-employment benefits 
(for which extensive disclosures are required), other long-term benefits (e.g. sabbatical), 
termination benefits, and equity compensation benefits (such as share purchase options).  A 
liability must be recognised for accrued vacation pay and sick leave to the extent that 
employees can carry these forward.  Expected profit-sharing costs and bonus payments 
should only be recognised when there is a legal or constructive obligation and a reliable 
estimate of costs made.  Contributions to the defined contribution pension plan are charged to 
the P&L in the year to which they relate.  Legal as well as constructive (expectation created 
from past practice) obligations must be met under a defined benefit plan.  Under a defined 
benefits plan, pension costs are charged to the P&L so as to spread the cost over the service 
life of the employees as the actuaries advise. Actuarial gains and losses and past service costs 
on long-term employee benefits are recognised immediately unlike post-employment 
benefits. Provision must be made for termination benefits when demonstrably committed.  
While no recognition is required for equity compensation  Provision must be made for future 
benefits for past work. benefits, extensive disclosure is required.  In addition to the significant 
strain on companies’ human and financial resources resulting from the extensive disclosure 
requirements, the revision of pension costs resulting from the implementation of IAS 19 is 
expected to cause an obvious impact on the volatility of reported earnings of companies.  As 
such, it will be necessary to inform stakeholders of the reasons for various changes to the 
financial positions of organisations.  Notably, provisions in any Employee Share Ownership 
Plan (ESOP) may require amendments, as profit-sharing formulae are adjusted to effect 
reporting changes.  Jain (2002) proposes the construction of models and appropriate 
sensitivity analyses to assist in dealing with the potential impact of implementing IAS 19, in 
particular, on the financial statements.  The following balance sheet and profit and loss 
extracts highlight the impact of IAS 19 on financial reporting, particularly in terms of the 
disclosures required for periodic valuations. 

4.1.2 EXAMPLE: IAS 19 IN THE FINANCIAL STATEMENTS - EMPLOYEE BENEFIT OBLIGATIONS 

       Year I  Year II 
Pension Scheme 
Present value of obligations      886    1,240 
Less: fair value of pension plan assets   (699)   (1,051)  
         197         189  
Less: losses and service costs       (17)           (7)  
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Liability in the balance sheet      170         182     
 
Other post-retirement benefits 
Present value of obligations         85      101  
Less: fair value of pension plan assets      (32)        (44) 

     53        57 
Less: actuarial losses           (2)         (2)   
Liability in the balance sheet          51          55        
Total liability in the balance sheet (see Appendix II)     221       237       
 
Amounts recognised in the income statement 
Service costs           66        80 
Interest cost           56        76  
Expected return on plan assets       (59)      (96)  
Net losses (gains) recognised in the year        (5)           6  
Total included in staff costs (in other op. exps.)      58       66  
(See Appendix IV) 
 
From the above, it is clear that the requirement for actuaries to continually assess the 
adequacy of employee benefits provides valuable information for both employees and 
management. 
    
While it is also acknowledged that the use of IAS will not alter the economic substance 
underlying the data presented in financial statements, there will be significant variance from 
the data previously (currently) presented.  In addition to extensive disclosure enhancements, 
the Standards require adjustments in the way that specific items are treated and presented in 
the financial statements.  For example, under IAS, disclosure of the capital invested in, and 
the profitability of, different lines of business (segments) is mandatory if the entity is listed 
on the stock exchange and if that segment contributes ten per cent or more to the total assets 
or income of the entity (IAS 14).  As banks expand the range and diversity of activities, these 
disclosures are critical for effectively assessing bank holding companies, and the relative 
riskiness of the various activities (Federal Reserve, 2000).  This will certainly support 
initiatives by regulators and supervisors to promote improvement in accounting and 
disclosure and to enhance the quality and integrity of data available for various entities.  This 
point takes on added importance if it is recalled that one of the factors thought to have played 
a significant role in the recent banking crisis in Jamaica was the diversion of banks from core 
banking activities.   Similarly, new rules for business combinations (IAS 22) impact the issue 
of financial conglomerates, which is another factor that has been adduced as a significant 
contributor to the Jamaican banking crisis.  IAS 22 provides for the revaluing of assets at fair 
value at the time of combination.  This will result assist in the identification of, and 
accounting for, impaired values as well as the identification of realistic values for assets and 
liabilities and, therefore, capital.  For banks, the level of capital has a significant bearing on 
the extent to which certain activities are facilitated or prohibited - such as the level of lending 
or holding of fixed assets.  In this respect it is plausible to question whether an earlier 
adoption of IAS (or the adoption of additional principles at an earlier date) could have 
averted the Jamaican banking crisis of the 1990s. 
 
Obviously, the impact of IAS on the preparation and content of financial reports will be 
evident at the micro level in individual categories of assets, liabilities, income, and 
expenditure.  It is to these that attention is now focused. 
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4.1.3 IMPACT OF IAS ON KEY FINANCIAL RATIOS 

Apart from potential significant volatility in income and assets resulting from the change to 
measure financial assets using ‘fair value,’ significant change is expected in various other 
profit and loss and balance sheet items resulting from other provisions.  The results of a 
survey of over 650 Chief Financial Officers in Europe indicate that 61 per cent of users of 
IAS noted that their financial statements were very different or showed noteworthy 
differences in key elements (Wright and Pape, 2002).  The following list of balance sheet and 
profit and loss items that are likely to be affected has been compiled using the information 
from Table 1 and Table 2 above. 
 
Balance sheet items       9.  Retirement benefit obligations 
1.  Pension fund surplus    10.  Deferred tax assets and liabilities 
2. Construction contract work in progress  11.  Fair value and other reserves 
3.  Investment property    12.  Retained earnings 
4.  Securities   -  trading/investment     13.  Total shareholders’ equity 
5.  Derivatives      Profit and Loss items 
6.  Investment in associates    1.  Operating income 
7.  Goodwill      2.  Net profit 
8.  Provisions      3.  Earnings per share – basic/diluted 
  
Any change in any one or more of these balance sheet and profit and loss items will have 
significant knock-on effects on component ratios, and with consequential impact on the 
effectiveness of regulation through the impact on any early warning system, or other 
surveillance methodology that utilises financial information.  To illustrate, some of the usual 
indicators are outlined below as are indicative influential IAS. 
 
 
 
Table 4 The impact of IAS on key financial ratios 
SURVEILLANCE INDICATOR SOME POTENTIAL INFLUENCES 
Capital to risk assets  Financial instruments (39); asset valuations (39); business combinations (22) 
Loans to total assets Impairment (36); asset valuations (39) 
Operating expenses to 
operating income 

Employee benefits (19); financial instruments (39) 

Return on equity Financial instruments (39); Provisions, etc. (37) 
Return on assets Investment property (40); income taxes (12); financial instruments (39) 
Liquid assets to total assets Investment property (40); income taxes (12); financial instruments (39) 
Note: The numbers in brackets relate to the respective IAS. 
 
The examples outlined in 4.1.1 and 4.1.2 above are extended to show the final impact on key 
financial ratios resulting from those, and other, changes.  The individual amounts included in 
each ratio below are reflected in Appendices II and IV. 
 
       Year I  Year II 
Capital to Risk assets     8.0%  8.1% 
Total loans to total assets    64.2%  58.3% 
Operating expenses to operating income  69.3%  70% 
Return on assets     1.0%  0.9% 
Liquid assets to total assets    13.1%  14.4% 
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While it appears that the adoption of IAS in year II has had significant influence on some 
ratios, any inferences from the change in these ratios must be conservative as the differences 
may be due to other factors than merely the change to IAS.  To be sure, the change in 
reporting requirements would have had an impact, but additional information would be 
required to assess the overall performance of the entity. 
 
More generally, the impact of IAS on these key financial ratios will follow through to 
influence the perceptions of the operations of financial entities and, ultimately, on the 
conduct of financial regulation and supervision.  For example, the volume of loans relative to 
total assets reflected on a bank’s balance sheet will influence the available window for 
additional lending.  This is because banks must maintain a required level of capital to risk-
weighted assets, and loans are among banks’ riskiest assets.  Any resulting rationing or 
expansion in credit is likely to have a concomitant impact on interest rates and, consequently, 
open market operations and monetary policy.  Intuitively it will be recalled that monetary 
policy influences and is in turn influenced by financial stability, the maintenance of which is 
the ultimate goal. 

4.2 IAS and financial stability 

The foregoing illustrations give a clear indication that the adoption of IAS in Jamaica is 
likely to have a consequential impact on statistical and economic analysis and therefore on 
perceptions of stability.16  Within this context it is useful to question whether standards and 
practices (such as the IAS) are sufficient to highlight the truth behind financial data and to 
preserve the integrity of economic information that is represented therein.  To address this 
issue in some detail, the impact of IAS on risk management, corporate governance, market 
discipline and regulation is examined briefly from the standpoint of the impact of IAS on 
information more generally. 

4.2.1 IAS AND RISK MANAGEMENT 

Where accounting standards (and therefore practices) are weak or inadequate, poor risk 
management practices or impropriety may be easily concealed.  Provisions embedded in the 
IAS that govern the treatment of certain items aim to counter opportunities for abuse or 
concealment.  The bias towards the call for more effective risk management in financial firms 
is doubtlessly due to the high correlation evidenced between financial firms and excessive 
risk taking.  The active speculative motive and the continuous probing for enhanced returns 
through innovative financial instruments seem poised to promote opportunities for continued 
risk taking among financial firms.   
 
The new standard on financial instruments, recognition and measurement (IAS 39) is 
considered to be the single most significant source of adjustments for banks.  IAS 39 has 
assumed exponential importance due to recent developments in financial markets: the 
creation and trade of complex financial instruments, the increased used of technology, and 
the requirement for fair values for most risk management models.  The Standard seeks to 
modernise outdated historical cost and methods of profit recognition.  Among the provisions 
of IAS 39 are those that seek to mitigate impropriety in situations regarding unrealised gains 
and losses whereby assets with unrealised gains are sold, while those with unrealised losses 
are held.   
 

                                                 
16 The ultimate effect on stability in fact, will be dependent on the rate and method of transmission of this perception into 
reality.   
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More fundamentally, the implementation of IAS 39 could result in something of a dichotomy.  
One the one hand, fair value measurements augment the value of information provided by 
risk assessment models such as Value at Risk (VaR) and Earnings at Risk (EaR) and may 
make them more effective.  VaR models assesses risk by ‘using statistical information and 
simulation models designed to capture the volatility of assets in a [company’s] portfolio.’17  
Since VaR models measure the volatility of a company’s assets, and IAS employs fair value 
measurements to reflect the underlying economic reality of events, it is clear that the 
effectiveness of the VaR models is directly affected by any volatility in asset values resulting 
from the application of the standards.  Any volatility suggested by the models and implying a 
greater risk of bankruptcy will be a clear reflection of the underlying economic reality.  The 
models are therefore likely to be more effective at informing risk management practices.  
Both regulators and risk managers alike will therefore have access to telling data and 
information that may be utilised to better understand, control and, possibly, exploit risk.   
 
On the other hand, unreliable fair values may actually distort the quality of information 
available for decision-making.  There are some practical difficulties in obtaining reliable 
measures of fair value for assets in the absence of active markets (which is likely to be the 
case in many developing countries).  Consequently, it is arguable that the potential increase in 
volatility in reported earnings and equity resulting from the application of IAS 39 might belie 
or negate an organisation’s risk management practices (BCBS, 2000), if it is more a 
perception of the reality due to the veracity of information and not reality.  Moreover, efforts 
aimed at effectiveness risk management will be thwarted and forecasts will require more 
cautious interpretation because of the increased uncertainty surrounding asset values and the 
consequential effect on earnings.  Evidently, this may lead to instability in the financial sector 
if businesses operate based on egregious forecasts, or respond to misleading market signals. 
 
The foregoing highlights the need for consistent and proactive risk management to secure 
sustained profitability and growth within organisations.  Among the factors considered 
necessary to complement effective risk management is effective corpoSince new legislation 
such as America's Sarbanes-Oxley bill has raised demands on corporate officers and their 
boards, firms must now mandate compliance and accountability. rate governance.   

4.2.2 CORPORATE GOVERNANCE 

Within any economy, banks, as custodians of public funds, perform a vital function and a 
stable, profitable and efficient banking system is a primary prerequisite for achieving robust 
financial stability.  There is a presumption that timely and adequate regulation and 
supervision and effective monitoring of macroeconomic and firm-specific factors are 
necessary measures to reduce the likelihood or effect of factors underpinning financial system 
instability.18  To achieve optimal returns, regulation and supervision must be supported by the 
internal contributions from directors and management as evidenced in purposeful corporate 
governance.  Corporate governance holds a prominent place on policy agendas the world 
over, as it is considered a key confluence factor to financial instability.  In the light of the 
recent collapses of Enron and WorldCom, for example, there is a critical need for 
improvements in corporate governance, as firms seek to strengthen and preserve investor 
confidence.   
 
An interesting issue arises with respect to the governance of banks. Effective corporate 

                                                 
17 Butler (1999), p. 5. 
18 In this regard, the literature strongly promotes the development of early warning systems. 
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governance is necessary to guide the relationship between bank principals (directors and 
managers) and the public.  This relationship is based on the premise that the quality of 
oversight provided by bank management is critical to ensuring effective leadership to drive 
the various operational functions.  Management must ensure that banks are operated in a 
manner that does not result in undue risks to depositors’ funds, but that is effective in 
ensuring the adequacy of internal controls to prevent fraud and similar activities.  These 
issues influence, and are inextricably linked to, considerations regarding transparency.   
 
Within this context, transparency regarding the conduct of business that is facilitated by, or 
results in, robust accounting standards that reflect an accurate view of operations and delivers 
timely information for decision-making is of paramount importance.  As noted by Wright and 
Pape, ‘transparency breeds confidence in an uncertain world’ (2002:1).  As indicated above, 
the general thrust of IAS will have the effect of improved transparency of profits as well as 
certain ratios and key components of supervisory frameworks such as CAMELS.  In general, 
IAS will assist in more informed decision-making by investors through more extensive 
disclosures and detailed notes and will, through increased transparency, enhance surveillance 
and market discipline.   

4.2.3 MARKET DISCIPLINE  

Market discipline is often regarded as a tool for strengthening financial systems.  The 
strengthening of market discipline has long been considered as an avenue to safe and sound 
banking systems.  Effective market discipline is founded upon a structure that achieves its 
objectives, in part, by allowing weak entities to fail as investors effectively utilise 
information at their disposal.   Pivotal to this system of incentives that reward and punish 
accordingly, is an implied prerequisite for adequate information.  For market discipline to be 
effective in strengthening confidence in the financial system therefore, timely, accurate and 
reliable information is required to enable the formulation of informed decisions. 
 
Harmonisation through the use of international accounting and disclosure standards will 
assist in ensuring market discipline and therefore promote financial stability through 
standardisation of information and improved transparency through increased disclosures. For 
example, Segment Reporting (IAS 14), through the provision of information regarding the 
productivity and profitability of various investment segments, will provide more detailed 
information for analysts and will facilitate better corporate valuation.  Moreover, the process 
of international accounting standardisation, in providing information that is readily 
interpretable and comparable across geographical boundaries, is likely to have positive 
repercussions on international capital flows and inward investment (at a country level) as 
international investors will have sufficient information at their disposal to assist in making 
investment decisions.  This is likely to have favourable effects on economic growth, and any 
resulting inflow of foreign currency will undoubtedly impact international reserves and the 
conduct of monetary policy.  Furthermore, the impact of the disclosure requirements is also 
likely to impact activities on the local stock market (see Figure 1 and discussion below).19 
 
Implicit in this, however, is that the quality and nature of information disclosures may distort 
market signals and can serve to undermine market discipline.  Of particular concern as it 
relates to stability is the potential volatility in reported results due to fluctuations in market 
values of assets and liabilities (or as a result of measurement errors as noted above).  Jain 
                                                 
19 One notable drawback is the possibility of a lack of comparability of companies within a geographical region where some 
companies may be exempt from reporting using IAS.  In Jamaica, there has been an ongoing debate regarding the exemption 
of ‘small’ companies; ‘small’ is yet to be defined. 
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notes that: 

IAS will certainly result in greater volatility – if there is volatility in the market – 
since it seeks to represent the reality.  The usual ‘smoothing’ techniques will no 
longer be allowed (Interview, 2002). 

The quality of information is therefore critical to the effectiveness of market discipline in 
contributing to financial stability.  As noted earlier, any provision that results in greater 
income volatility will impact surveillance methodology through its impact on key ratios, and 
also has the potential to impair forecasts and make business planning and risk management 
difficult or ineffective.  In these instances, effective corporate governance must ensure that 
fair value measurements are not abused, but that any volatility reflected in asset values is, in 
fact, a true reflection of the underlying economic state.   
 
It is important to bear in mind that the implementation of standards per se is not sufficient to 
ensure financial stability; standards are not an end in themselves but a means for promoting 
sound financial systems and sustained economic growth.20 Successful implementation of 
standards involves a process of interpretation, application, assessment, and enforcement. 

4.2.4 ENFORCEMENT  

The recent corporate collapses in the form of Enron and WorldCom highlight the need for 
effective enforcement. The demise of WorldCom, that appears to have been the result of a 
blatant disregard of fundamental accounting principles by management, underscores the point 
that the best principles are meaningless if not implemented and enforced.  It is critical, 
therefore, that economies have in place an effective legal framework and infrastructure for 
enforcement. 
 
It should be noted that accounting for regulatory purposes is different from accounting for 
investors.  Financial regulators and supervisors are particularly concerned, with methods of 
measurement and valuation of financial assets and liabilities, and ultimately, with regulatory 
capital and its underlying risks.  High on the priority list are concerns regarding, for example, 
solvency, liquidity and capital adequacy.  Concerns regarding truth and fairness of reported 
results fall further down on the list (Jain, 2002), as do concerns regarding the provision of 
adequate information for investors.21  To the extent that regulators are not concerned with 
compliance with accounting standards, enforcement will not secure the benefits of 
international harmonisation.  In fact, some of the benefits may be devalued.  The following 
summary from Jain is useful: 

There are several issues, peculiar to the local environment, which are likely to impact 
the effectiveness of IAS.  First, there is a lack of a proper enforcement mechanism.  
There is no strong regulatory body that is knowledgeable about, or interested in, 
accounting issues.  There is no strong interest that the periodic prudential returns are 
in compliance with accounting standards, except where they directly contravene 
regulatory requirements.  This is either an inherent cultural problem or the result of a 
lack of sufficient resources.  The stock exchange and the other regulators lack the 
human resources that are knowledgeable about accounting issues.  IAS requires 
knowledge – to assess and to analyse financial statements (Interview, 2002). 

                                                 
20 See also FSF – http://www.fsforum.org/Standards/WhatAre.html 
21 Notably, some regulatory requirements are now (as they were under JGAAP) in conflict with some accounting 
requirements.  For example, under IAS provisions for loan losses are likely to be lower than that required if the BoJ 
methodology is employed. 

   18

http://www.fsforum.org/Standards/WhatAre.html


Essentially, the implication is that if regulators continue to mandate prudential returns based 
solely on regulatory requirements, then the benefits of IAS will not be optimised.   Implicit in 
the foregoing, as well, is the need for regulators to have full working knowledge of the 
provisions of the IAS in order to effect enforcement and secure commitment and compliance. 
 
It is evident that the adoption of IAS has the potential to assist in the strengthening of 
domestic financial systems by encouraging sound regulation and supervision, greater 
transparency, and more efficient and robust institutions, markets, and infrastructure.   
Harmonisation of financial reporting can also help to reassure private sector decision-makers 
of the veracity of information, contribute to financial stability by facilitating better-informed 
investment and lending decisions, improve market integrity, and reduce the risks of financial 
distress and contagion.  It is also clear that the move to fair value accounting will impact on a 
wide range of variables and the work of a wide range of analysts as well as policy makers.  
The next section briefly examines the impact of IAS on national statisticians and regulators. 

4.3 The impact of IAS on the preparation of national accounts  
Although Jamaica has not yet adopted the International Public Sector Accounting Standards 
(IPSAS) for reporting public sector accounts, the harmonisation of financial reporting 
standards will undoubtedly impact the work of entities involved in the public sector that 
collect and utilise private sector data.  In Jamaica, these public sector entities are primarily 
the Planning Institute of Jamaica (PIOJ) that provides socio-economic data to the 
Government, and the Statistical Institute of Jamaica (STATIN) that utilises private sector data 
in the preparation of national accounts.22  On a related issue, ‘traditional micro-analysis’ 
ratios used to assess, say, efficiency, productivity or profitability, are sometimes required in 
macroeconomic analysis.  As a corollary to the changes in business accounting, therefore, the 
production of national accounts will also reflect changes resulting from the variance in the 
conceptual framework.  The explicit changes that will arise from international accounting 
standardisation (especially in respect of certain provisions) will have immediate and 
continuing impact on the databases of national statistical offices.  However, it should be 
noted that the changes are expected to be gradual resulting from the difference in accounting 
year-end and, therefore, compliance dates particularly in the short-term post-adoption stage 
(see Table 3 above).  Some of the most critical changes will be a break in the time series 
resulting from change in measurement methodology or new disclosure requirements.   A loss 
of comparability at the national level should also be anticipated if some entities (such as 
small firms) are excluded from applying IAS, in addition to reporting difficulties (particularly 
with electronic reports) due to the lack of a standard reporting format for financial statements.  
This latter factor may actually detract from the additional information and knowledge of 
economic reality provided by the data, if compilation to produce the required disclosures 
mandates information processing systems enhancements that carry a prohibitive financial 
burden or results in increased operational risks.23 
 
It should be borne in mind that the regulatory bodies, such as the Bank of Jamaica (BoJ) and 
the Financial Services Commission (FSC), often utilise the output (and data) produced from 
national statistical bodies as input for their own work.  Inevitably, there will be an indirect 
impact of international standards on the work of these regulatory bodies.  A more direct 
impact of international accounting harmonisation will also be evident in the work of these 
regulatory bodies as they utilise financial data to inform economic and financial analysis and 

                                                 
22 In addition, discussions are currently taking place regarding the adoption of IPSAS in Jamaica. 
23 Ortega (2002) notes similar challenges for European statistical offices. 
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policy making as well as surveillance activities.  The following section reviews the potential 
impact of IAS on the BoJ. 

4.4 The impact of IAS on the work of the Central Bank 
On the whole, the increased volatility in reported earnings resulting from IAS has critical 
implications for Jamaican regulators in their conduct of monetary policy.  As an illustration, 
consider the interrelationships depicted in Figure 1 below.       
 
Figure 1 IAS, earnings volatility and monetary policy 
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The figure indicates the likely flow of the impact of earnings volatility and the consequential 
effect on financial stability and monetary policy.  The level and volatility of reported earnings 
resulting from the implementation of IAS will influence reported earnings per share (EPS).  
Investors’ perception of, and motivation to invest in, a particular entity is highly influenced 
by these two measures of past profitability, which are used as estimates of future earnings 
potential.  Excessive volatility in earnings and EPS directly impacts the performance of the 
stock market, with consequential influence on financial stability and monetary policy.  
Depending on the signals from other prudential indicators (some of which may also be 
influenced by IAS), the central bank may choose to respond with the use of (a) selected 
policy instrument(s).  Each of these instruments influence, and is to some extent itself 
influenced by, the level of stability in the financial sector.  It is clear from the foregoing that 
considerations of monetary policy are inextricably linked to reporting and disclosure 
requirements.  
 
Specifically, the adoption of IAS in Jamaica is expected to affect the Central Bank in two 
main ways.  First, the Standards will impact the work of the BoJ.  The supervisory division is 
likely to reflect the most significant direct influence, as it collects and analyses data from 
banks and other deposit-taking entities.24  One impact of IAS on the surveillance 
methodology for supervision and monitoring was discussed above within the context of the 
impact on some of the ratios that are analysed as part of an early warning system.  At the 
same time, it must be borne in mind that the regulatory and supervisory activities of the 
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24 The FSC will be similarly affected as it utilises the information from non-deposit-taking entities such as insurance 
companies, unit trusts and pension funds. 



Central Bank involve the analysis of a wide range of financial variables drawn from the 
financial statements of commercial banks, merchant banks, building societies and (soon-to-
be-included) credit unions.  Many of these variables will be influenced either directly or 
indirectly by the new reporting standards. 
 
The more indirect impact of the change in reporting requirements will be on the formulation 
and implementation of monetary policy, to the extent that the financial information of 
corporate entities is collected – directly or indirectly – and analysed by various departments.25  
Much of the policy-based research undertaken that focuses on the stability of the financial 
sector relies heavily on financial variables derived from the balance sheet and profit and loss 
account of financial entities.  The potential impact of the new reporting standards on these 
ratios has already been noted above.  
 
Although the BoJ is not directly involved in the formulation or implementation of fiscal 
policy, economic performance is programmed and monitored through the financial 
programming framework.  To the extent that the broader financial system or a specific private 
sector entity is analysed as a by-product of fiscal monitoring during the normal course of 
activities, the Bank will also be confronted with the effects of the new reporting standards. 
   
In addition, the Bank focuses on the analysis and timely and consistent dissemination of 
financial, economic and statistical information for use internally and externally.  In seeking to 
meet this objective, data are collated from various sources internal and external to the Bank, 
such as the supervisory division and STATIN.  Much of this data is often utilised as input for 
further work (as in the analysis of the Balance of Payments (BoP)), though some is preserved 
in its original form.  The nature of some of the data utilised as input will, of necessity, change 
as the new standards are implemented.  Prime examples are profits, dividends and retained 
earnings from the income accounts for various foreign-owned entities that are utilised in the 
preparation of the Investment Account for the BoP accounts.  Of course, these items will 
reflect any volatility in the value of assets as fair value measurements are effected and 
adjustments made in the P&L account.  This volatility in profits can have a concomitant 
impact on the level of the Net International Reserves (NIR) and therefore on monetary policy.  
To illustrate, it is assumed that all the foreign-owned banks (five of the six commercial 
banks) experience record increases in asset values that is manifested in higher profits.   If 
much of this increased profit is paid out to the shareholders as dividends, then this will mean 
large capital outflows.  Though it is arguable that the effect of a single occurrence on the NIR 
may be small, the linkages and the opportunities for large capital outflows are evident.  
Obviously, anything that impacts on the level of the NIR will impact the conduct of monetary 
policy.26  Furthermore, the information presented in the various publications of economic 
data (including reports prepared for supranational organisations such as the IMF) will reflect 
the changes more markedly.  These reports include the Combined Monetary Survey, the 
Summary of Assets and Liabilities, and the Summary of Loans and Advances. 
 
The second specific way in which the adoption of the international reporting standards is 
expected to impact the BoJ is in terms of the Bank’s own accounting; that is, the reporting of 
                                                 
25 If and when the International Public Sector Accounting Standards (IPSAS) are adopted, then a more direct impact of 
international standards will be evident in efforts aimed at providing economic and financial data. 
26 Although any volatility will also be reflected in retained earnings, there is no anticipated accompanying impact on the NIR 
or on the conduct of monetary policy.  If the increased profits are retained within the entities, then, of course, there is no 
capital outflow as there is a reinvestment within the enterprise (reflected in the Finance Account of the BoP).  In fact, this 
may serve as a fillip for trading on the stock exchange if it results in increased share prices (as the value of the entities 
improve), insofar as the shares of the companies are listed and publicly traded.   
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the financial results of the Central Bank.  To the extent that the BoJ invests in financial assets 
that are carried on its balance sheet, the provisions of IAS 39 will mandate a change in the 
measurement methodology and recognition of changes in value and gains.  As noted earlier, 
the implementation of IAS is likely to have a significant impact on earnings and earnings 
differentials due to the requirement to employ fair value and to effect some adjustments 
through the P&L account.  Additionally, the Bank – like any other entity – will be required to 
provide for staff benefits in accordance with IAS 19.  To the extent that adjustments are 
required from time to time, the changes on the balance sheet will, as noted earlier, be 
accompanied by changes in the P&L account. 
 
The collaboration between standard setters and policy makers is critical at the international 
level, as well.  As noted above, the BCBS acknowledges the importance of accounting and 
disclosure standards to effective regulation and, consequently, to financial stability.  In the 
next section, a brief look at the relationship between IAS and the work of The Basel 
Committee is presented.   

4.5 IAS and The Basel Committee 
The BCBS acknowledges the need for regulators to uphold accounting standards in their 
reporting requirements and for accounting standards to be based on principles that ‘command 
wide international acceptance’ (1997:36).  The general thrust of the International Financial 
Reporting Standards is broadly consistent with the concepts set out by the BCBS in the Basle 
Core Principles on Banking Supervision.  Moreover, the Core Principles highlight that banks 
should disclose ‘comprehensive’ (1997:37) information regarding their activities.  In this 
regard, it is notable that a set of IAS-compliant financial statements for a bank is likely to run 
in excess of one hundred pages (Gordon, 2002).  Specifically, the provisions of the IAS 
support the individual core principles of prudential regulations and requirements, information 
requirements, risk management practices, corporate governance and transparency.   
 
In recognition of the significance of the IAS on the operations of banks, the BCBS has 
established a task force that has conducted a review of fifteen IAS that are thought to have a 
significant effect on banks.  The Task Force has concluded that there are no issues of 
supervisory concern as it relates to seven of these standards.  There are a few issues with the 
remaining eight standards that are thought to be of supervisory concern.  A joint working 
group of representatives of the International Accounting Standards Committee (IASC) and 
the Basel Committee is addressing the concerns.27 
 
From the preceding discussion, it is clear that regulators and supervisors (and policy makers 
in general) play a vital role in securing the appropriate environment for financial stability.  It 
is incumbent on these market participants to respond in like manner to the dynamism 
evidenced in financial markets and to establish the appropriate platform for securing financial 
stability.  The adoption of International Accounting Standards in Jamaica represents a major 
step, and should be further supported by the appropriate policy initiatives. 
 
5 CONCLUSIONS AND POLICY RECOMMENDATIONS  
This paper has sought to identify and isolate the potential impact of International Accounting 
Standards on financial reporting and, ultimately, financial stability with emphasis on Jamaica.    
The results of the study represent what may be considered as a preliminary input to the more 
                                                 
27 The fifteen IAS reviewed were 1, 8, 10, 18, 21, 22, 28, 12, 17, 27, 30, 31, 32, 37, and 39; review of the first seven revealed 
no issues of supervisory concerns. 

   22



comprehensive goal of assessing the impact of IAS on financial stability in Jamaica.  These 
results have far-reaching implications because they anticipate some of the real issues that 
have yet to be addressed.  As a minimum, these results should promote further discussion of 
the impact of these reforms.      
  
Several analytical themes have been presented in this paper: first, the implementation of IAS 
in Jamaica is a positive step towards improving the quality of financial information available 
for decision-making.  The second theme is that the implementation of IAS in Jamaica will 
mark significant changes in the content and quality of financial information produced.  The 
third theme relates to the increased volatility in selected balance sheet and profit and loss 
items resulting from the application of fair value accounting to financial reporting.28  Not 
only will international accounting harmonisation influence the work of national statistical 
offices, regulators, supervisors and other policy makers, but perceptions of financial stability 
will also be affected.  Moreover, IAS will influence the effectiveness of risk management, 
corporate governance and market discipline.  In short, the change in the reporting standards 
will impact all work that requires accounting information for decision-making.   
 
The findings suggest some important questions for the regulators and policy makers in 
Jamaica.  To some extent, these questions will intensify some of the recent pressure that has 
been brought to bear on regulators and policy makers.  Of particular note is the need for 
policy formulators and regulators to bear in mind the interrelationships at work within the 
financial system, and between the financial system and the wider economic systems.  This is 
especially important with regard to the instruments that are used to effect changes as well as 
the instruments that are used to measure changes within the financial system.  Two broad sets 
of recommendations arise from the analyses: first, a recommended set of policy initiatives to 
be pursued as a vital component of any measures aimed at financial stability. 
 
The prime issue is the development of institutional structures that support the ethos of 
international harmonisation and cooperation.  Regulators, accountants and other 
policymakers must work cooperatively towards full implementation and compliance.  A 
promising initiative, then, would be joint working sessions with representatives of the BoJ, 
FSC, Institute of Chartered Accountants of Jamaica (ICAJ), Jamaica Stock Exchange (JSE) 
along with representatives of various financial entities.  A useful alternative that could also 
yield exponential results would be the formation of a task force with representatives from 
each of these organisations to discuss implementation issues and concerns and offer advice.   
 
To give the matter due consideration, policymakers must establish the appropriate linkages 
with governance to ensure that the benefits of harmonisation of accounting standards are 
realised.  In this regard, appropriate provisions must be in place to ensure full commitment 
and compliance from the management of firms, so that the benefits of IAS are not 
undermined nor devalued. 
 
In order to foster the development of an appropriate culture of competence and commitment, 
the management of firms must ensure that staff are appropriately trained in order to 
incorporate IAS into the preparation of budgeting and forecasting processes.  This is 
particularly important in banks, where staff are required to review clients’ accounts and make 
reliable credit assessments.  Regulators and policymakers must also ensure that staff are 
adequately trained and sufficiently committed in order to effectively enforce compliance and 

                                                 
28 Some volatility will also arise from amendments and convergence issues.  
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perform monitoring activities.   
 
In addition, there should be a determined effort to harmonise, as far possible, accounting and 
regulatory rules so that the ensuing benefits of accounting changes will be realised to offset 
any related costs.  Moreover, accountants must seek to attain a high degree of professional 
competence and redouble their efforts to ensure compliance and to discourage the adoption of 
what Cairns (2001) describes as ‘IAS lite.’29 
 
The dynamic nature of the financial services sector presents a challenge to regulators and 
policy makers worldwide.  Policy decisions should not be indifferent to the role and effect of 
changes in the wider economic system.  Efforts to harmonise accounting and reporting 
systems extend well beyond the technical exercise.  Regulators, other policy makers and 
representatives from national statistical offices should follow the development, and 
amendment, of accounting principles in order to monitor the impact on their work.  To 
amplify their contribution, every opportunity should be seized for collaboration with 
standard-setting and monitoring bodies such as the ICAJ in order to make a visible impact. 
 
The second recommendation is inextricably linked to the first set.  Essentially, the second 
recommendation is the set of some of the critical questions to be addressed by policy makers 
and regulators in their efforts at financial stability.  These questions include:  Do regulators 
support the change to IAS and is this support evident in the approach to regulation?  Are 
organisations, regulators and policy makers aware of the benefits to be derived from the use 
of IAS and are they committed to optimising the benefits?  Have the various entities laid the 
proper foundation on which to implement standards?  Are standards being timely and fully 
implemented or is there evidence of ‘IAS lite’?  Has regulatory staff (and the staff of 
oversight bodies such as the JSE) been trained in the requirements of the standards and the 
related disclosures in order to be effective enforcers?     
 
Although the issue of the timing of the adoption and implementation of IAS in Jamaica 
remains a vexed question, the advances in disclosure and transparency that IAS promotes 
cannot be overlooked and, indeed, are a welcome enhancement to the quality of information 
produced.  Ian Wright of PwC Global Corporate Reporting Group provides a useful 
summary: 

The change [to IAS] should be beneficial to any company that will need additional 
capital in the future.  With just one set of high quality rules to deal with, bankers, 
investors, analysts and other potential stakeholders will develop a better 
understanding of businesses in every country that uses that international standard.  
This will give them greater confidence in the reported results and reduce investor risk 
(2002:3). 

It should be noted that the results reported in this paper do not bear on the issue of the relative 
efficacy of the various IAS in determining the quantitative impact of financial statements.  
Rather, the results demonstrate the broad potential impact of the IAS.  From both the policy 
making and business forecasting standpoints, it would be useful not only to know that IAS is 
influential, but also to have an estimate of the quantum of the effect.  It is suggested here that 
a logical extension of this work could involve an examination of the quantitative impact of 
IAS on financial statements, with consideration being given to comparative analyses and, 

                                                 
29 The term ‘accountants’ should be interpreted broadly to include ‘auditors.’  As the term suggests, ‘IAS lite’ refers to the 
selective acceptance of principles of the standards, not the standards as a whole. 
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possibly, statistical estimations.  This is conditional on the availability of comparative 
financial information (financial statements before and after IAS), which, as has been noted 
above, might not be available before June 2003. 
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Appendix I JGAAP Balance Sheet 
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Appendix II IAS Balance Sheet 

 

 [A] Acquired for generating a 
profit from S/T fluctuations in 
price or dealer’s margin 

[A] Acquired for profit from short-
term fluctuations in price or 
dealer’s margin 

[B] NOT loans or 
rec’bles originated by 
the entity, or [A] or [C].

[C] Financial assets with 
fixed or determinable 
payments and fixed maturity. 
Entity has positive intent to 
hold to maturity. 

Equity instruments held by 
the issuing entity or its 
subsidiaries. 

Usually arise where 
an expense or 
income iis inc. in a/c
profit in one period, 
but in tax loss 
(taxable profit) in a 
different period. 

Now recognized as a 
liability in the Balance 
Sheet. 
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Appendix III JGAAP Profit and Loss Account 
 

Disclosure 
was 
discretionary 
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Appendix IV IAS Profit and Loss Account 
 

Mandatory for 
entities whose 
ordinary shares 
are, or will be, 
publicly traded 

Net profit (loss) attributable to 
ordinary shareholders/weighted 
avg. ordinary shares during the 
period.  

Adjust net profit attributable to 
ordinary shareholders and      
weighted avg. no. of shares for 
dilutive potential ordinary shares, 
e.g. share options, or convertible 
bonds or preference shares.  NB. 
Adjustments to net profit include: 
elimination of interest expenses of 
convertible debt, any dividends on 
dilutive potential ord. Shares, and 
any other changes in income or 
expense resulting from conversion.

 

Reflects movements in 
provisions for impairment
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Appendix V JGAAP Cash Flow Statement (I) 
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Appendix VI JGAAP Cash Flow Statement (II) 
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Appendix VII IAS Cash Flow Statement 
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Appendix VIII IAS Statement of Changes in Equity 

 
 

   33



Bibliography 
 
Basel Committee (1997) Core Principles for effective banking supervision, Available at 

Internet, URL: http://www.bis.org/publ/bcbsc102.pdf.The data collection exercise will 
centre around gathering the IAS provisions as well as the JSSAPs which they superseded.  
In addition, data will also be obtained from the accounting profession (the ICAJ and 
accounting firm PricewaterhouseCoopers) and international standard setting bodies such 
as the Basle Committee on Banking Supervision (BCBS).  Interviews will be conducted 
with key personnel involved in the conversion and implementation (such as 
representatives of accounting firms) and, possibly, representatives from FISD that are 
involved in the periodic collection and analysis of bank financial information.   Acts of 
parliament (bill and law), minutes, brochures will be obtained and analysed where 
available and permissible.  In addition, use will be made of materials obtained from the 
worldwide web. 

 
 
Basel Committee (2000) Review of international accounting standards, April, BIS: 

Switzerland 
 
Caprioli, E. (2002) ‘Eurostat activities on International Accounting Standards: Special focus 

on the Balance of Payments,’ Mimeo: Eurostat. 
 
Butler, C. (1999) Mastering value at risk: a step-by-step guide to understanding and applying 

VaR, Pearson Education Limited: London. 
 
Daley, J. A. (2002) ‘Studies in bank failures: the case of Jamaica with cross-country analyses 

of the the Mexican and Ugandan experiences,’ Unpublished thesis, Cardiff University, 
March. 

 
Dilks, I. (2002) ‘The IAS Revolution’ in Masters, N. ‘Waking up to IAS: Implications for the 

insurance industry,’ IAS – Global Reporting Revolution, March, 
PricewaterhouseCoopers:London. 

 
Eckes, B. and Hitchins, J. (2002) ‘The implementation of IAS 39 in the banking industry – 

experience in Germany,’ The Journal, July 2002, pp. 34-39. 
 
Federal Reserve System (2000) Improving Public Disclosure in Banking, Staff Study 173, 

March.  
 
Financial Stability Forum (2001) International standards and codes to strengthen financial 

systems, Available at Internet, URL: http://www.fsforum.org/Standards/Repiscsfs.pdf. 
 
Gavin M. And Hausman, R. 1996 ‘The Roots Banking Crises: The Macroeconomic Context’, 

Inter-American Development Bank Working Paper 318. 
 
Gordon, A. (2002) Interview notes, September. 
 
Gordon, R. (2002) Interview notes, September. 
 
Weber, M. 1947. ‘The Theory of Social and Economic Organization,’ in Schutz, A. 1954. 

‘Concept and theory formation in the social sciences,’ extract from Journal of 
Philosophy, Vol. 51, pp. 257-273. 

 
Holgate, P. (2002) ‘The last word,’ in Accounting & Business, July/August, Certified 

Accountant (Publications) Ltd.: London. 
 
International Accounting Standards Board (2002) International Accounting Standards 

   34



Manual 2002, IASB Publications Department:London. 
 
International Monetary Fund (2002) ‘Investor confidence and risk aversion,’ in World 

Economic and Financial Surveys: Global Financial Stability Report, September, IMF: 
Washington. 

 
Jain, A. (2002) Jamaican Accounting Standards vs. International Standards – what’s the 

difference?  Available at Internet, URL: 
http://www.pwcglobal.com/jm/images/pdf/Jamaica%20Standards%20Vs%20IAS.pdf 

 
Jain, A. (2002) Radical changes to employee benefits accounting – Part I, Available at 

Internet, URL: 
http://www.pwcglobal.com/jm/images/pdf/Radical%20Changes%20to%20Employee%20
Benefits%20Part%20I.pdf 

 
Jain, A. (2002) Radical changes to employee benefits accounting – Part II, Available at 

Internet, URL: 
http://www.pwcglobal.com/jm/images/pdf/Radical%20Changes%20to%20Employee%20
Benefits%20Part%20II.pdf 

 
Jain, A. (2002) International accounting standards to be adopted in Jamaica – are you 

ready?, Available at Internet, URL: 
http://www.pwcglobal.com/jm/images/pdf/IAS%20to%20be%20adopted%20in%20Jamai
ca.pdf 

 
Jain, A. (2002) Interview notes, September. 
 
Masters, N. (2002) ‘Waking up to IAS: Implications for the insurance industry,’ IAS – Global 

Reporting Revolution, March, PricewaterhouseCoopers:London. 
 
North, D. C. (1990) Institutions, Institutional Change and Economic Performance, 

Cambridge University Press: Cambridge. 
 
PricewaterhouseCoopers (2002) International Accounting Standards Update, January, 

Available at Internet, URL?: 
http://www.pwcglobal.com/jm/images/pdf/IAS%20January%202002.pdf 

 
Wright, I. and Pape, J. (2002) ‘2005 – Ready or not: IAS in Europe – the views of over 650 

CFOs,’ PricewaterhouseCoopers:London. 
 
Utsunomiya, K. (2002) A note on the Valuation Principles underlying Financial Accounts, 

IFC Conference:Basel. 
 
 
 

   35

http://www.pwcglobal.com/jm/images/pdf/Jamaica Standards Vs IAS.pdf
http://www.pwcglobal.com/jm/images/pdf/Radical Changes to Employee Benefits Part I.pdf
http://www.pwcglobal.com/jm/images/pdf/Radical Changes to Employee Benefits Part I.pdf
http://www.pwcglobal.com/jm/images/pdf/Radical Changes to Employee Benefits Part II.pdf
http://www.pwcglobal.com/jm/images/pdf/Radical Changes to Employee Benefits Part II.pdf
http://www.pwcglobal.com/jm/images/pdf/IAS to be adopted in Jamaica.pdf
http://www.pwcglobal.com/jm/images/pdf/IAS to be adopted in Jamaica.pdf
http://www.pwcglobal.com/jm/images/pdf/IAS January 2002.pdf


Glossary 
 
Financial instrument A contract that results in a financial asset to one entity and 

a financial liability or equity in another entity. 
 
Financial asset Cash, a contractual right to receive cash or another 

financial asset, a contractual right to exchange financial 
instruments on potentially favourable conditions, or an 
equity instrument 

 
Financial liability A contractual obligation to deliver cash or another financial 

asset to another entity, or to exchange financial instruments 
under potentially unfavourable conditions. 

 
Equity instrument A contract that results in a residual interest in the assets of 

an entity after all liabilities have been deducted. 
 
Derivative A financial instrument whose value changes in response to 

the change in an underlying variable such as an interest 
rate, security price, or index, that requires little or no initial 
net investment, and that is settled at a future date.  E.g. 
forwards, futures, swaps, options. 

 
Derecognition The removal of a financial asset or liability, or a portion 

thereof, from an entity’s balance sheet. 
 
Impairment Where the book value of a financial asset or liability 

exceeds the amount that can be recovered from a sale. 
 
Fair value The amount for which an asset could be exchanged or a 

liability settled between knowledgeable, willing parties in 
an arm’s length transaction. 

 
Market value The amount obtainable from the sale, or payable on the 

acquisition, of a financial instrument in an active market.  
(Market value is often, but may not necessarily be, a 
reliable indicator of fair value, for example where there are 
undue fluctuations or the market is very narrow). 
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i The 40 IAS are as follows:  
IAS 1: Presentation of Financial Statements  
IAS 2: Inventories  
IAS 3: Consolidated financial statements (revoked by IAS 27 and 28) 
IAS 4: Depreciation Accounting (revoked) 
IAS 5: Financial statements disclosures (revoked by IAS 1) 
IAS 6: Accounting for changes in prices (revoked by IAS 15) 
IAS 7: Cash Flow Statements 
IAS 8: Profit or Loss for the Period, Fundamental Errors and Changes in Accounting Policies  
IAS 9: Research and Development Costs (superseded by IAS 38)  
IAS 10: Events After the Balance Sheet Date 
IAS 11: Construction Contracts  
IAS 12: Income Taxes  
IAS 13: Presentation of current assets and current liabilities (revoked by IAS 1) 
IAS 14: Segment Reporting  
IAS 15: Information Reflecting the Effects of Changing Prices 
 IAS 16: Property, Plant, and Equipment  
IAS 17: Leases  
AS 18: Revenue  
IAS 19: Employee Benefits  
IAS 20: Accounting for Government Grants and Disclosure of Government Assistance  
IAS 21: The Effects of Changes in Foreign Exchange Rates 
IAS 22: Business Combinations  
IAS 23: Borrowing Costs  
IAS 24: Related Party Disclosures 
 IAS 25: Accounting for Investments (revoked by IAS 40)  
IAS 26: Accounting and Reporting by Retirement Benefit Plans  
IAS 27: Consolidated Financial Statements and Accounting for Investments in Subsidiaries  
IAS 28: Accounting for Investments in Associates  
IAS 29: Financial Reporting in Hyperinflationary Economies  
IAS 30: Disclosures in the Financial Statements of Banks and Similar Financial Institutions  
IAS 31: Financial Reporting of Interests in Joint Ventures  
IAS 32: Financial Instruments: Disclosures and Presentation  
IAS 33: Earnings Per Share  
IAS 34: Interim Financial Reporting  
IAS 35: Discontinuing Operations  
IAS 36: Impairment of Assets  
IAS 37: Provisions, Contingent Liabilities, and Contingent Assets  
IAS 38: Intangible Assets  
IAS 39: Financial Instruments: Recognition and Measurement  
IAS 40: Investment Property 
IAS 41: Agriculture 
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