ACCOUNTING REGULATION AND REGULATION OF
ACCOUNTING: THEORIES AND THE BRAZILIAN
CASE OF CONVERGENCE TO IFRS

Ricardo Lopes Cardo$o

July, 2008

Abstract
The convergence process of national accountingipescinto international standards

requires significant changes on accounting regaatBrazil has many examples of that: the
creation of the Brazilian Accounting Standards Cottaa (CPC), the issuance of the Federal
Law 11.638/07, the January "4etter to the Market issued by the Brazilian Siims
Exchange Commission (CVM), the translation of thanfework for the Preparation and
Presentation of Financial Statemerftssued by the International Accounting Standards
Board), translated by CPC and approved by CVMs &xpected that accountants and auditors
are working hard to understand and to get familidh “new” standards to adopt and audit
them on their firms and/or clients. However, asanm@nt as to adopt and audit the adoption
of International Financial Reporting Standards @Rt is important to understand changes
on accounting regulation. Although, there are neerb discussed the incentives and
consequences of this accounting regulation tsurianmthe Latin-American context. This
theory-based paper examines the Brazilian IFRS emgawnce experience in an
interdisciplinary perspective. All five theories oégulation examined (Public Interest,
Capture, Interests Group, Reale’s, and Habermas'g@ncurrent among them but are helpful
in examining IFRS convergence phenomenon; in soasexthey provide complementary
explanations.

Keywords: Accounting Regulation; Regulation of Accounting; bka Interest Theory;
Capture Theory; Interest Groups Theory; TridimengioTheory; Habermas' Approach;
Accounting Theory.

JEL: G38, H22, L51, M41

"1 am grateful for the helpful and insightful comn®and suggestions on previous drafts of
Fernanda Rechtman Szuster, Marcelo Adriano Sileandhdo Guilherme Tendério, Enrique
Jeronimo Saravia, André Carlos Busanelli de Aquihoyeri do Carmo Méario, Sérgio de
ludicibus, Natan Szuster, Flavia Rechtman Szustéeta Conrado, Aline Gouveia,
participants of the 18° Congresso Brasileiro det@uhdade held in Gramado-RS were a
prior version of this paper was awarded with thetfprize, and Gestdo Contabil seminar
students from EBAPE/FGV. | also want to thank EBAREV for institutional support.

" Escola Brasileira de Administragdo Publica e de iesgs, da Fundacdo Getulio Vargas
(EBAPE/FGV, Rio de Janeiro, Brasilforresponding address: Praia de Botafogo, 190,5&la
Botafogo, Rio de Janeiro, RJ, Brazil, CEP 22250-09)./fax.: 55-21-2559-5781 / 55-21-2559-5710.
E-mail: ricardo.lopes.cardoso@fgv.br

Electronic copy available at: http://ssrn.com/abstract=1288068



ACCOUNTING REGULATION AND REGULATION OF
ACCOUNTING: THEORIES AND THE BRAZILIAN
CASE OF CONVERGENCE TO IFRS

July, 2008

Abstract

The convergence process of national accountingipeacinto international standards
requires significant changes on accounting regaatBrazil has many examples of that: the
creation of the Brazilian Accounting Standards Cdtram (CPC), the issuance of the Federal
Law 11.638/07, the January "4etter to the Market issued by the Brazilian Siims
Exchange Commission (CVM), the translation of thenkework for the Preparation and
Presentation of Financial Statemerftssued by the International Accounting Standards
Board), translated by CPC and approved by CVMs éxpected that accountants and auditors
are working hard to understand and to get familidh “new” standards to adopt and audit
them on their firms and/or clients. However, asongnt as to adopt and audit the adoption
of International Financial Reporting Standards @fRt is important to understand changes
on accounting regulation. Although, there are neerb discussed the incentives and
consequences of this accounting regulation tsurianmthe Latin-American context. This
theory-based paper examines the Brazilian IFRS emgawnce experience in an
interdisciplinary perspective. All five theories oégulation examined (Public Interest,
Capture, Interests Group, Reale’s, and Habermas'g@ncurrent among them but are helpful
in examining IFRS convergence phenomenon; in soasesxthey provide complementary

explanations.

1. Introduction

Is not deny that recently the Brazilian accountatgndards changed in convergence to the
international accounting standards and that hésmost relevant accounting theme during the
first half of 2008. To start with the edition ofettFederal Law 11.638 on Decembef"28
2007, and in chronological order: the publicatidrihe Letter to the Market by the Brazilian
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Securities Exchange Commission (CVMCemisséo de Valores Mobiliaripthe Brazilian-
SEC, hereafter CVM) in January™4he adoption of the Framework for the Preparatiod
Presentation of Financial Statements, originallguésl by the International Accounting
Standards Board (IASB), translated by the AccogntiRronunciation Committee (CPC —
Comité de Pronunciamentos Contabdise Brazilian IASB or FASB, hereafter CPC) and
approved by CVM's Standard 29/86 of the CVM’'s Stnad539/08. Proofs of that relevance
are the uncountable seminars and conference hedgdgemies and by audit-firms upon the
Federal Law 11.638/07 and the International FirelrReporting Standards (IFRS) adoption
in Brazil. Not even mentioning the editorial movemé¢o update the Financial Accounting
literaturé, also many articles were published in specializedspapers and magazines (such
as,Valor Econémico, Gazeta Mercantil, Carta Capitadd Conjuntura Econémigain order

to help practitioners in understanding what wasigan accounting standards.

Although practitioners and academics have devofiedte on IFRS adoption, few emphasis
have been devoted to understanding this regulatiocess. In addition, Accounting Theory’'s
books do not discuss regulation theories, even lesg those theories are applied to
accounting regulation; at most, they comment, air tfirst chapters, about some regulatory

movements in a historical perspective (normallyrfrine United States experience).

This paper intends to show, in an interdisciplinpeyspective, some regulation theories and
how they help to understand the accounting reguiaihenomena and its consequences,

taking as an example, the recent edition of theiBaa Federal Law 11.638/07.

2. Regulation of what?

This paper specifically treats about accountingil@gpn; therefore, it is important to clarify

what accounting means.

McCowen (1946) presents accounting as an art. Weageee with this definition, but it does
not help to discuss the regulation, as a mattéaaif from this perspective, the notion of art’s

regulation would be mistaken with censure, a notrpssory alternative.
Mautz (1963) and Sterling (1975) present accourdamg social science. This definition is not

disagreeable, but it is not use in regulation ssidbecausé regulate a sciengcemaybe

demand a supra scientific knowledge.
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Anthony and Reece (1989) present accounting aslddosystem) that provides information
about an entity’s performance and financial positibhis definition is broadly used to teach
accounting to non-accountants, however, it is wamtithing to regulation study. The
regulation of a tool would be an engineering attjvias like as the regulation of an

informational system — that is not the point obthaper.

So, to understand the accounting regulation, itnse® be more profitable to understand
Accounting as a set of mechanisms dedicated toceethiformation asymmetric, to help in
designing incentives structures and signaling theamd, to develop performance measurement
process and models. In other words, we can thinRagfounting as a societal institutional
(Ordelheide, 2004). Being a societal institutidnsiimportant to know who act, interact and
share the beliefs and values that build accountmghis sense, Beaver (1998) presents the

constituencies in the financial reporting enviromineTable 1.

Table 1. Constituencies in the Financial Reporting Environnent

3. Regulation Theories

Economists and lawyers, individually or in groups-the followers of theaw and
Economicshave been studying regulation by decades. Divtbesaries appeared to explain
the regulation and to anticipate when and how mangebably would or not be regulated or
deregulated. Among those diverse theories, fiverdesto be mentioned and might help

understanding accounting regulation.

According to the taxonomic purposed by Viscusi, néer and Harrington Jr. (2000), the
regulation theories evolution could be analyzethiee stages, the normative analyses of the
Positive Theory (hereafter Public Interest Theotitg Capture Theory and the Economic

Theory of Regulation (hereafter Interest Groupsoryie
3.1. Public Interest Theory
The Public Interest Theory follows the classic pafiview according to which regulation

“takes care” of the public interest. As like if etlstate (regulatory agency) were a “watch-

dog” that acts whenever the public interest is &lioube sacrificed — for example, the



regulator avoids that a firm acting in a naturalnmgoly market prejudice consumers.
According to this theory, the regulation is jugtdi mainly, in cases that involve natural

monopolies and negatives externalities.

Beaver (1998: 164) explains the Public Interestofyie“This view implicitly assumes that
the incentives of regulators are aligned so asrthiér the public interest and that the concept
public interest is well-defined”. King (2006: chapt5) suggests that financial accounting
rules and Securities Acts issued by the US Congred933 and 1934 were designed to
protect the public interest in recovering the coafice on the stock market and in avoiding
new crises similar to the great depression. Instiree way, King (2006: chapter 14) suggests
that the Sarbanes-Oxley Act was also designedeipdblic interest, because it was necessary
to avoid others financial scandals. Laughlin (2Q077-278), ironically uses the term “Public
Interest” as the justification of Margaret Thatch@onservative government, during the Cold
War, to banish the Value Added Statement disclofwm the UK, in 1979, just four years
after it had been established by The Corporate Rejpstituted by the Label Government
Party. Verrecchia (2004) presents the deadweiglivater information-gathering, the
manager’s opportunism, and the agency costs asnargs to defend the study of public
disclosure regulation of accounting informationjfesuch environment features were market

failures.

3.2 Capture Theory

The Capture Theory was developed as an alterniatitree Public Interest Theory, once many
empirical evidences supported that regulation vesexcised in favor of the regulated firms,

in prejudice of the public interest.

Beaver (1998: 164), explains the Capture Theohge firime beneficiaries of regulation were
not the public (or investors, in the case of theuBtes Acts), but rather those being
regulated”. According to Stigler and Friedland (2R6he electric power service regulation (a
natural monopoly) granted abnormal gains to thecessionaries (power companies). Cohen
and StiglerapudBeaver (1998: 165) presented that “the primaryebeiaries of the Acts are
the various members in the professional investroemmunity rather than investors at large”.
Viscusi, Vernon and Harrington Jr. (2000: 317-3a8jrm that according to the Capture
Theory, “either regulation is supplied in respots¢he industry’s demand for regulation (in
other words, legislators are captured by industoy)the regulatory agency comes to be

controlled by industry over time (in other wordsgulators are captured by the industry)”.



3.3. Interest Group Theory

Since former theories are located on opposed eggand are based exclusively in empirical
evidences, they were hardly criticize, until theeegence of the Interests Group Theory.
According to this one, the legislator's and theutatpr's main goal is to keep itself in power.

So, they design regulation in a way that can attéredneeds of the interests group that
exercises more relative pressure on them. Manyoasitomment about this: Stigler (1971),

Posner (1971), Peltzman (1976) and Becker (19&33@me examples.

The Interest Group Theory can be viewed throughléns of Mechanic Physics’ Vector
Theory. The regulation can be presented as a pemdaind pressure made by each group can

be shown as a vector, as presente#ligore 1.

Figure 1 — Interest Groups Theory — Vectors

If pressures are equivalents and exercised in dgpweays, the pendulum remains unchanged
(the regulation maintains thetatus qui Although, if one group exercises its pressurgemo
intensely than contenders groups, that probably geit the regulation in accordance to its
demands. Based on this theory, pressures are sa@rai many different ways, including

financial support to elections’ campaigns.

McLeay, Ordelheide and Young (2004) adopted therést Groups Theory to examine the
impacts of three different groups of interests lflgihg) — accountants that work for industries
(practitioners), auditors and academics — durirggtthnsformation of the Fourth European

Company Law Directive in German accounting law.

All three theories presented have in common thetfet they follow theeaw and Economics
paradigm. But this is not the only way to examiegulation. There are other theories that
follow different paradigms (as the societal and thi@losophical). Examples are the
Tridimensional Law Theory of Miguel Reale (hereafi&ridimensional Theory) and the
Habermas' Approach interpreted by Laughlin. Thes® tater theories are aligned to
Ordelheide’s point of view (2004: 273), that affsm

[...] accounting, like other societal institutionsnlg exists because we think it or conceive of if [...

accounting exists because we believe it existsvdkie this notion to demonstrate that the contént o



what we conceive of as accounting is determineth®&yunctions that we associate with it. Accounting
is an instrument, it is a mean to an end, and ithisse ends that imbue it with significance [...]

accounting becomes a societal institution when arolved share a common view of its functions,
and accounting can only fulfill its functions prded that they are so shared [...] these functionsehav
an implicitly normative character. From all of thisfollows that values, desires, and utilities stitute

accounting.
3.4. Tridimensional Theory

Realé developed his theory (1963, 1977, 1994, 1995, 12065) that tried to understand the
creation of laws. According to Reale, regulatioa isocietal construction that comes from the

dynamic dialect between fact, value and norm.

Summarizing, we can say that norm (N) is producedrb entity, that has normative power
(P), that can be interpret facts (F) according &tues (V1, V2, V3) sharing by society
(beliefs). TheFigure 2helps to understand the process.

Figure 2 — Normative Process according to Reale

Pohimann and Alves (2004) purposed that the Realgproach could be utilized to
understand accounting regulation, but it was Si{2807), that effectively adapted the

Tridimensional Theory to accounting regulationy&i(2007) concludes that:

There are three elements considered essentialbferTridimensional Law Theory: fact, norm and
value, all of them can be identified in the accnmtframework. The juridical fact appears as a
process moment, that can be, a connection of humets reactions. The accounting event (fact) is
basically related to the natural economic eventdedo change the entity’s financial position.

The juridical norm can be treat as the way usedxpress what should or not be done, to make a value
happens or avoid devalues. The accounting normbeatonsiderate one complementary rule that obey
the fundamentals principles and is conceived age@essary standard to help the recognition of the
most diverse transactions and to help financialomtipg production.

The value can be defined as a dialectic elementfedtiation between fact and norm [...], according to
which the man is considered the value-origin oftladl values, only he is originally capable of hayin
conscience to understand what is important toifés |

The norm, as a quality of cultural reality, is maafeconflicts and interest, in constant renewinge do

tensions involving facts and values (axiologicaltfeelation). According to this view, the proceds o



norms emission, in the accounting field, can besltgwvby the continuously value intention, that #cu
in a determinate economic event defined the “wapsbe follow. The standards would be represented
by the accounting norms, with the interference edutators who have the power. Notice that the
accounting norm cannot appear spontaneously irfahts and values. It needs to be established by an

entity with power authority and power.

3.5. Habermas’ approach according to Laughlin

The Habermas’ approathinterpreted by Laughlin (2007) is very similar tihe
Tridimensional Theory developed by Reale, at I&gsthe fact that regulation as a societal
construction surrounded by values and formalizedanbgitutions that have normative power

mechanisms (normative directions). TFigure 3facilitates understanding.

Figure 3 — Normative Process according Habermas / Laughlin

Tendrio (2007) notices that agreements (explicitngplicit) about values occur, according
Habermas, in the “public sphere”, and that it isdamental for democracy constituehco
Laghlin (2007) and Broadbent (1998) the mechanipresented in the Habermas' Theory
match the accounting logic of the double entry bhke&ping, as not just only accountants, but
all the society agents evaluate costs and berwdfits actions — that means, the relation costs
vs. benefits being access by debit and credit, dhatvs both sides of the same transaction,

that means, “cash is exchanged for something imnm&t{Laughlin, 2007: 280).

Laughlin  (2007) distinguishes regulation of accipt from accounting regulation.

Accounting regulation is external to the accountamgl can be formalized by the accounting
standards, and also, by the societal regulatioedan the accounting logic. The accounting
regulation materialized by the accounting standadfie accounting regulation as it says,
that means, the one emanate by an institution ithatnormative power (for example, the
CVM, CPC, IASB, the Financial Accounting StandardaBl — FASB, the Brazilian Federal

Reserve — BACEN, and others regulatory agencies$idgs that, accounting regulation is
also materialized by societal regulation, which ngeaconomic regulation or non-accounting
(CARDOSO, 2005 and 2007, RODRIGUES, 2008). Examplesocietal regulation are

many: the Bankruptcy Act (Brazilian Federal Law11i1/05), price regulation, tax and tax
relief regulation. All these forms of regulatiorearonfident on numbers provided by financial

reports and are based on the accounting logich®wther hand, the regulation of accounting



is internal to accounting, which means, coming asagtion to external regulation. Similar to
what Benham (2005) calls responses to the reguoktiovhich can be licit or illicit.
Discussions about licit or illicit responses to @aating regulation presuppose the definition
of fraud, what is not pacified in the accountingnature. In earnings management literature,
the difference between earnings management andiatiog fraud is based on compliance to
accounting standards, if with-in GAAP would be @ags management, otherwise fraud
(DECHOW and SKINNER, 2000). On the other hand, loa fraud literature, there is no
mention about the accounting principles. The NaioAssociation of Certified Fraud
Examiners of United Stategpud McKee (2005) defines fraud as a distortion or ntinal
omission deliberate of material facts or accountiigrmation, when considered as a group,
with all the available information, can take thader to change he/she judgment or decision.
This point of view is shared with Moura (2007) wlamalyzing the Brazilian Judges
conviction in regards to accounting fraud in thibe@kruptcy cases. Although, fraud is not the
theme focus of this paper, register that we doagwee with Dechow and Skinner (2000)
definition. Because that sounds based merely otetiad form of GAAP rather than on the
economic substance of transactions been repottedofiposite of the Substance over Form

accounting concept).

According to Laughlin (2007: 283-285), firms’ reges to the regulation are based on the
taxonomy of firms’ values and activities, in sacesd secular, showing that firms are be able
to scarify the secular values and activities, ideorto preserve their sacred values and
activities. Being intuitive, we notice that all ofs tend to act this way, when we are
threatened. As an example, when we stumble andotiéah, our first reaction is to project
our arms to the front of our body, to protect care (sacred), even not protecting our hands
(secular). Based on this taxonomy of values andites, the analysis’ of firms’ responses to
regulation goes to the absorption topic, with fpossible situations, two of first order (the
sacred is not affected) and two of second orderréshais affected). To avoid first order
situations, organizations can act proactively (dvg that the organization could be affected
by the regulation) or reactively (when the orgaticrais effect, but can ‘reorient’ itself in a
way that protects the sacred). On the other hahdnwhe sacred is affected, the organization

can choose to change (evolution) or will have tddoee to change (colonization).

The following section is dedicating to the analystthe Brazilian Federal Law 11.638, based

on the five theories just addressed.
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4. The Brazilian Federal Law 11.638/07

The Federal Law 11.638 approved in Decemb&rd&007 originated from debates that had
occurred for more than one decade in various foruatsacademy, at CVM, at other
regulators and at the Congress, provided somefisigmi changes on the Brazilian Securities

Act (Federal Law 6.404/76). Among the primarily nbas are:

* That required the preparation, audit and disclosfithe Statement of Cash Flow, at
the same time that banished the Statement of SoarzkApplications of Funds;

* Required the preparation, audit and disclosurb@Malue Added Statement;

e Created a new subgroup on the left hand of therBal&heet: Intangible Assets;

» Eliminated the Retained Earnings account from Stolders Equity, right hand of
the Balance Sheet;

« Prohibited the recognition of assets revaluatiommfnow on;

¢ Required the mark-to-market measurement to trasigrities and available for sale
securities;

* Required value present adjustment for long-ternetasand liabilities, and allowed
the value present adjustment for short-term asgetdiabilities, when relevant;

* Required the impairment test flamg-lived assets (property, plant, and equipment —
PPE, and intangible assets);

* Required the recognition of capital lease as PREtamespective liability;

¢ Required that CVM emits accounting standards irveggence to the international
accounting standards;

« Required that big size firmsdopt accounting standards from the Securities @
required that these entities submit their financegorts to external (independent)

auditors; even though those big size firms arepuobticly held.

Applying the regulation theories presented in thevigw section to the changes promoted by
the Law 11.638/07 in the Brazilian Securities Agt identified that those theories can be
applied in a complementary way and in some casesthleory seams to be more appropriate
than others.

The substitution of Statement of Sources and Appbas of Funds by the Statement of Cash
Flow, and the requirement concerned to the ValudefldStatement can be explained by the
Public Interest Theory. A significant amount of fidly held firms disclosed the Statement of

Cash Flow and the Value Added Statement in 2008ti{vely to year-ended on December
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31" 2007§. Maybe, the regulatory choice was undertaken tendtthe yearnings of
accounting information users’, because now, athdimust disclose Statement of Cash Flow
and Value Added Statement, while before the Lavd38/07 it was voluntary. Although, this
hypotheses is weakly supported when we exclude frloensample those firms that are
certified by Bovespa(the Brazilian Stock Exchange) as adopting cormgoigovernance
practices (New Market Bovespa Mais, Level 2 andyelledl — since all of these levels of
corporate governance certifications require theldse of annual Statement of Cash Flow),
remaining 345 firms on the sample, among which %6ad 9.9% respectively disclosed the
Statement of Cash Flow and the Value Added Statenasnadditional information to the
Notes. This regulatory choice attends; also, theatels from publicly held firms that used to
complain about disclosing the Statement of SouaresApplications of Funds, even thought

less readers of the financial reports considersteiément worthiness.

The prohibition to recognize new revaluations alan be seen as a regulation that seeks to
attend the public interests because, accordingga@dmmon sense, many firms adopted that

accounting practice to manipulate the financiabrépg numbers.

It is know that many firms have been using the ltaten to reduce, deliberatively, dividend’s
distribution, even when PPE will not be replacedhé firms have adopted the revaluation when felt
that their equity is lower and the indexes of daiptity are compromised [...] (ludicibus et al., 2007:
345).

This way, we could argue that this regulatory cadias the purpose to avoid that publicly
held firms manipulate information, trying to impeoveliability and faithfulness. Curiously,
IFRS allows revaluate in some specific cases, wWBnizilian-GAAP (already modified in the
spirit of the convergence process — Law 11.638db8s not allow revaluation at all, what

will prejudice IFRS’s full adoption in Brazil.

The mark-to-market and the present value adjustmespitirements can be understood by the
Tridimensional Theory, as such as by the Haberdpptoach interpreted by Laughlin. It can
be argued that the value shared by society is hetinformation based on historical
acquisition cost, but on fair valtieAccording to Reale, norms must follow changes e

societal demands (values).

The obligation of the CVM to emit accounting startdain convergence to IFRS can be
understood in part based on the Interests Groupryh€@n one hand (group 1) are the

international investors and Brazilian institutiomaestors (that intend to reduce transaction
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costs incurred while identifying risks and compgrBrazilian firms’ performance with their
foreigner contestants). Brazilian firms’ performanand financial position that capture
resources overseas and/or the holding is a forefgne also, those that control firms located
in other countries, all of them need to consolidditéthe economic group (that intend to create
an unique set of financial reports that simultasdoattend overseas investors and Brazilians
ones), and international audit-firms that intendeiduce the costs of staff's training. On other
way (group 2) are the publicly held firms that didt issue depositary receipts, and as the
holding is Brazilian (they are satisfied with Bigan accounting standards). In this scenario,
it is reasonable to believe that group 1 has capdoi exercise more pressure upon the
regulator (CVM, Republic President, and the Natidlangress) relatively to group 2. Group
2 is more dispersed than group 1, being more vabierto free-rider effect, and group 1 has

more funds, in the way that pressure is costlasgrmup 1 than for group 2.

Besides tax effects, the Law 11.638/07 originatednéense debate about the obligation of
big-sized closely held firms to publicly disclodeeir financial reports. This debate have

received significant attention in the specializegldia, as an example, the article published at
Carta Capitalmagazine of February, 2008, that presented cdaotoayg arguments about the

same point:

In TozziniFreire Lawyers suggest that big-sizedselp held firms are free from the disclosure onus
[...] At Barbosa, Mussnich & Aragdo lawyers have gotto the same conclusion: “The obligation
does not go beyond book-keeping and preparing fiahneports in accordance to the Securities Act”.
Modesto Carvalhosa interpreted that the law havégaked big-sized closely held firms to publicly
disclose their financial reports [...] According tdant it does not make any sense the law requires
book-keeping, preparing financial reports, and dumdj them in accordance to the Securities Act, if

those information are not available to the public.

Carvalhosa’s argument seems to be very logic, thigt partial, due to not considering that
many big-sized closely held firms are audited jependent auditors (eventually registered
in CVM), because of partners/shareholders demamdie to its the Brazilian holding being

a public held firm that need to consolidate tharess’ group financial reports.

Even thought, we can use the Interest Group Theoonderstand the independent auditing
obligation, even without any disclosure. To analyhes topic, it is necessary to verify
documents prior to the Law 11.638/07. By the pigeut of reformulation of the Law

6.404/76 (Brazilian Securities Act) and for the jpot-law 3.741/00, big-sized closely held

firms should be obligated to publish and to archivpublic available database, their financial



13

reports. Further, the substitutive of the projeet-I“said” that big-sized closely held firms
should publish their financial reports on the in&t, as if the “public interest” demanded a
reduction on the asymmetry information between iplyblheld firms and their big-sized
closely held firm competitors. Notice that somenofvadays Brazilian big-sized closely held
firms used to be publicly held, but decided to eltiseir capital in order to avoid compliance
costs, since CVM’s requirements have increasedf&igntly on the last decades; in addition,
the avoided giving publicity to their financial mps. Now, Carvalhosa’s point of view
intents to turn innocuous that prior business vestire. So, is reasonable to imagine that
those firms (nowadays closely held) exercised presspon the legislative in order the avoid
mandatory disclosure. According to the HabermapragchapudLauhglin (2007), it can be
said that big-sized closely held firms were proacin the sense to avoid being affected by
regulation. Finally, the world publication was stifose by disclosure. The practical
difference between publication and disclosure isugh significant and directly impacts
firm's cash flows. Publication requires that finahcreports are printed on newspapers
(hardcopy), while disclosure allows financial resobeen available in any kind of media,
even on the firm's website. Occurs that without lfmaition, the newspaper industry, which
thought of multiplying their earnings on the firgharter of each year (period of financial
reports publications), would not get that extraoady gain (positive externality). So, it is
reasonable to guess that they exercised pressymas the legislator, in the sense of
demanding the publication (on the newspaper's fgoglc Assuming that both group’s
pressures were equivalent and in opposite ways,réasonable to understand why the final
content of the Law 11.638/07 did not required pailon or disclosure, maintaining the
status quo. Even if it is in the public interedtattbig-sized closely held firms disclose how
they consume society’s resources, it would not Bapim anyway — at least considering
traditional financial statements. Society wouldyohé aware of that if firms disclosure their
Social and Environmental Statements — what was nmentioned in any of the official

documents associated to the Law 11.638/07.

In general terms, there is no doubt, that subjigtis a part of any regulation process — as
like of any rule’s interpretation and adoption. e are converting into norms based on the
appreciation of an authority with power to reguladecording to ludicibus (1997: 30) “we
have to have capacity to exercise a responsibljecubty, learn how to deal with values and

[...] not relax only with a false objectivity notion”

This way, from the tridimensional perspective, filnectional correlation between foundations

(values that legitimate the emitted norms), vajidiegal capacity of the norm emitted by the
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regulatory entity that has power for that) withi@éfncy (applied norm in a concrete case) is

crucial to analyze the normative process.

The efficiency issue involves a larger approximatim the societal-historical research,
according to Cella (2006: 41):

The higher is the need for a societal conduct, niaiense is the societal pressure that makes the no
been broadly observed. On the other hand, as lasvéte need for a societal conduct, less intense is

the societal pressure which leads to the loss@httrm’s effectiveness.

In relation to the foundations, is not possibleetablish a norm that is not attached to the
finality that legitimated its efficiency and valigi For example, standards issued from now
on may beelaborated in accordance to the international awouy standards. It's clear that all
accounting regulation follow some ends and thos#s eepresent values that guide the conceptual
framework and influences IFRS, International Acamg Standards (IAS), International Financial

Reporting Interpretation (IFRIC), and Standing tptetation (SIC).

5. Final Comments and Futures Research

| demonstrated that all five theories presentedblfPunterest, Capture, Interests Group,
Reale’s, and Habermas’) help in understanding soihtbe main changes in the accounting
regulation. That was feasible because we considaregunting as a societal institution, what

we believe is crucial to examine accounting reduiat

Regarding to the case analyzed on this paperstuamnce of the Federal Law 11.638/07 as
the determinant start-up of the international cogeace process in Brazil, those five theories
provided relevant insights to understand politiaald accounting regulation choices. But

Reale’s and Habermas’ approaches are linked, &ttbes democratization of the accounting

process, going toward the direction of an endnopethe “black box” of the regulation

process that many times, or maybe always, escapetfredemosattentior.

| expect that future researches examine how thes®ies fit on the study of the regulation of
accounting that is been motivated by the converg@nocess. As well as, how these theories
help understanding the convergence to IFRS in sthatin-American countries and in the

other three BRIC countries.
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Notes

! Three examples of this movement in the edit maaket the publishing of the supplement to its 7
edition of the Manual de Contabilidadeby ludicibuset al (2008); publishing of the bootMudancas
contabeis na lei n° 11.638, de 28-12-2Q0@y Braga and Almeida; and the second edition of
“Contabilidade Geral: uma introdug&o & ContabilidaBecietarid, by Szuster et al. (2008).

2 Miguel Reale was born in Sdo Bento do Sapucai B3&%il) in November 6. Was a lawyer since
1934, and a lawyer professor. Wrote many works falaas philosophy, supervised the Commission
that created the “new” Civil Code, was awarded wifboutor honoris causfrom manyBrazilian and
foreigner universities, he died in April 14, 2006.

® Jurgen Habermas was born in Dusseldorf (Germandpinl 18", 1929, is a philosopher and
sociologist, one of the most important authorstaf second’s generation from the Social Research
Institute (Frankfurt). He wrote many works aboutlggophy and sociologist, his most famous work
are related to the “Public Sphere”, “Communicatkationality”, and “Communicative Action”.

* Tenério (2007: 55) teaches: “According to Habernths public sphere can be describe as a proper
network with communication contents, opinion angtslgic choices; on it, the communicative ways
are filtered with synthesized being condensed tolipwpinions full of specific term’ (1997, vol.,lI
p.92)". Further, Tendrio (2007: 60-61) as was eixyig the concepts of deliberates citizenship,
liberalism and republicanism, adds: “[...] for thelipcs, in a civic auto-legislation, market is ribie
paradigm, but the dialogue. This dialogue concephielieves politics as a discussion of values, and
not only about preferences (Habermas, 2004, p."201)

® Big size firms are those that have a total asstR$0240 million or more (equivalent to €94.76
million as of July §, 2008), or annual gross revenue of R$ 300 miliomore (equivalent to €118.45
million at the same date).

® At 2007, from 499 publicly held firms with stockmded at Bovespa and with data publicly available
<www.bovespa.com.bruntil April 2", 2008, 41.3% disclosed the Statement of Cash Fad,18.4%
disclosed the Value Added Statement.

" Publicly held firms certified by Bovespa as adogtitorporate governance practices (New Market
Bovespa Mais, Level 2 and Level 1) had alreadyitoldse the Statement of Cash Flow in addition to
‘traditional financial reports’ required by the Seities Act until 2007.

8 Sunder (2008) criticized the title “fair value’hcdhcompared different measurement’s criteria ingact
on net income and on stockholders’ equity.

° Demos in Greek, means people, citizens.
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Table 1.Constituencies in the Financial Reporting Environmaet

1 — Investors A. Diversified vs. Undiversified
B. Active vs. Passive
C. Professional vs. Nonprofessional

2 — Information intermediaries AFinancial Analysts

Bond Rating Agencies

Stock Rating Agencies
Investment Advisory Services
Brokerage Firms

moow

3 — Regulators A.FASB [IASB, CPC]
B. SEC [IOSCO, CVM]
C. Congress

4 — Management A.Large vs. Small Firms
B. Publicly vs. Closely Held Firms
5 — Auditors A. [International vs.] National vs. Local Firms

B. SEC [CVM] Practice vs. Non-SEC [Non-CVM] Practice

Source: An adaptation of Beaver's (1998: 18able 1-1 Constituencies in the Financial Reporting
Environment



Figure 1— Interest Groups Theory — Vectors

Pressures equivalent, status quo’s regulation

Pg1 ~ Pg2

Pressures on non-equivalent, regulation tends to
one side

Pg‘l\ﬁ “ Pg2
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Figure 2— Normative Process according to Reale
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Figure 3— Normative Process according Habermas / Laughlin
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Source Adapted from Laughlin (2007: 276)Fg. 2. Habermas’ model of society



