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ABSTRACT

Although there are significant benefits to implementing international
accounting standards and it isincreasing in importance, yet there are still
many challenges to further development and authoritative implementation.
To best under stand these challenges one must |ook at the factorsthat influence
the devel opment of accounting regulations. Such factors can include, social
and cultural values; political and legal systems; business activities and
economic conditions; standard setting processes; capital markets and forms
of ownership; and finally cooperative efforts by nations. These factors if
properly understood can mitigate or even eliminate the challenges to
inter national accounting standards. Based on this premise, thework reviews
in a more detailed manner the international accounting standard and
implementation in the changing accounting environment. This study unveils
that the benefits of international accounting standards can be financial,
economic and political. Preliminary evidence suggests that companies,
lenders, and investors would prefer a convergence of domestic accounting
standards with international accounting standards to create a quality
financial reporting framework. International accounting standards are
important today and will most certainly become moreimportant for the future
as they are further developed.

Keywords: Accounting Standards, Capital Markets, Transparency,
Measurement | ssues, Harmonization.

INTRODUCTION

Accounting provides useful information to decision makers, thus asthe business
environment has changed so havethe accounting standardsthat governthe presentation
and disclosure of information. International Accounting Standardsare central tothis
concept. Inlight of theinterests and activities of companiesand usersof financial
information becoming global, the Security and Exchange Commissionreleased a
statement declaringitsinvol vement and support to develop aglobally accepted, high
qudity financia reporting framework. Internationa standardswerefirst developedin
thelate 1960’ sbut they havereached their zenith of importanceintoday’seconomic
and business environment. It is al so evident that governments and policy makers
recognisethischange. This point was made publicly when the European Council of
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Ministers passed aresolution requiring all European Union (EU) companieslisted
on a regulated market to prepare accounts in accordance with International
Accounting Standardsfor accounting periods beginning on or after 1st January, 2005.
This decisive change was met with great furor in the accounting profession as
well asin corporate boardrooms. The International Accounting Standard Board
welcomed the resolution; pleased that the EU was among the first major
“nation-states’ to taketheinitiative and embraceinternational accounting standards.
TheEU recognized the many benefitsof requiring theimplementation of internationa
accounting and auditing standards. Moreover, the Securitiesand Exchange Commission
(SEC) recently voted on aroad map that requiresthe US public companiesto use
Internationa Financia Reporting Standardsby 2014. Financia reporting haslong been
guided by thedictates of national standards. The accounting community hasaways
been in agreement asto theimportance of official standardsto ensurethereliability
andrelevanceof financia information.

In addition to each country’s national standards; accounting officialsand
educators sought the devel opment of international standards. However theinternationd
standards havetaken nearly 20 yearsto reachtheir zenithinthefinancia world. Only
inthe past seven years haveinternational standards reached prominencewith some
countriesadopting theinternationa standardsin placeof their own standards. Higtorically,
the United States has been most adamant about maintaining itsown standard. Generaly
Accepted Accounting Principles (GAAP), however recently the SEC hasagreed to
the use of International Financial Reporting Standards (IFRS) and International
Accounting Standards (1A S). To best appreciate thismomentous decision and its
implications, onemust first understand the differencesin how standardsdevelopedin
variouscountries, the history behind the devel opment of International Standards, the
benefitsof internationd standards, and chalengesaf implementinginternationa sandards
within the US, due to major differences between the US GAAP and IFRS (SEC
Release, 2008). Hence, thisstudy reviewsin amore detailed manner theinternational
accounting standard and implementation in the changing accounting environment. The
amsareto highlight the benefitsof integrating international accounting stlandardinthe
changing account milieu and exposing the problems or challenges encountered in
implementing theinternationa accounting standard.

Development of National Slandar ds

The creation of nationa accounting standards can beinfluenced by avariety of factors,
someof whicharepolitical. Wahrisch (2001) identifiesfiveinfluentid factorsof creating
international accounting standard asculturd, lega/politica, economic, educationd, and
capita market. However, Mudler (2006) identifiesthe state of economic devel opment,
businesscomplexity, political persuasion, and somereliance on aparticular system of
law. The American Accounting Association’s 1975-76 International Accounting
Operationsand Education committee establisheseight factorsincluding objectives of
financia reporting, clients, and education/training/licensing. Thuseven withinthe
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accounting field thereisno consensus on all thefactors. Much research have been
conducted to substantiate thelink between cultural environment and standard setting
philosophy. For instance, K oeber and Kluckhohn (1952) detail culture ascomprises
paiterns, explicitandimplicit, of and for behaviour acquired and transmitted by symbols
condtituting the distinctive achievementsof human groups, including their embodiments
inartifacts, theessentid coreof cultureconsstsof traditiond (thatis, historicaly derived
and selected) ideasand especially their attached values: cultural systemsmay onthe
onehand be considered as products of action, on the other asconditioning e ementsof
further action. Accounting researcherslike Bikki Jaggi have used culturd relativismto
link cultural values to the development of accounting standards. Jaggi (2003)
hypothesizesthat managersfrom different countries have different value setswhich
canimpact therdliability of financid information.

TheChangingAccounting Environment
Anthropol ogist Hofstede devel oped amode for cultureinwhich heoutlinesfour main
dimensions. Gray (1988) took Hofstede' smode further by identifying four accounting
vauesarisngdirectly from prevailing socia vaues. Theseare:

i Professondismvs. Statutory control

I Uniformity vs Hexibility

i Conservatismvs. Optimism, and

Vv Secrecy vs. Transparency.
ThoughAsian societies accounting standards emphasi ze statutory control in part due
tothecultural value placed on rulesand authority, yet, for the most part, accounting
researchersarein agreement that theimpact of cultureon financia reporting isvague
and can be misleading. Legal and political factors provide amuch more substantial
influence on standard devel opment and implementation than cultural valuesprovide.
Throughout the accounting literaturethereexistsavariety of standard setting models
grouping countries based onlegal/political smilarities. Most of thesemodelsseek to
divide countries based on whether or not they are common law or codelaws States.

The modelsalsoincludethevariations of tax law, and whether the countries
focuson socidismor capitalism. Although thisdivisonisnot perfect, yet, it doesyield
amodéd that loosaly groupssimilar countries. For example, ‘common law’ countries
such asEngland, United States, Canada, Australiaand New Zedland arein onegroup;
whereas' codelaw’ countriessuch asFrance, Germany, Egypt and Taiwan form another
loose group. Itisimportant to note that even within these groupings most models
providefor further divisons.

Accounting researcher, Nobes (2006) is one of many, who has noted that
most devel oping countriesfollow thelegal and palitica systemsor their former colonid
masters and thisreflectsin each nation’saccounting practice. Thelegal differences
betweenthevariousgroupingsarerdatively easy toidentify. For exampleintheUnited
States, as acommon law country, accounting rules are not laws but standards or
recommendations, whereasin Taiwan, accounting practiceispart of thelegal system.

International Journal of Finance and Management in Practice, Vol. 3, No. 2, December 2014 50
ISSN: 2360-7459



Alsothesizeand magnitudeof regulatory authoritiesisadifferentiating factor. Thusthe
U.S., England and Australia, assimilarly grouped countries, have aproliferation of
these authoritieswhereasin France and Germany these authoritative bodiesare not so
numerous. For example, the United Kingdom presentsagood exampl e of accounting
asan ‘independent discipline’, of pragmatic accounting, of accounting based onthe
judgement of *fairness . West German accounting, on theother hand, isheld up asan
exampleof detailed prescription (by company and tax laws) of formats, measurement
rulesand disclosure; of accounting which seekscorrectnessand legdity (Nobes, 1999).
In*civil or codelaw’ countries, theaccounting systemreliesentirely onalegalistic
approach. Thus, obeying accounting regul ationissynonymouswith obeying thelaw.

Moreover, tax law hasauniqueimpact on accounting standardsand regulations.
In some countries, notably the U.S,, the tax law isadistinct and separate code of
regul ationsfrom genera accounting practice. In other nations, thetax law and accounting
regulation arethesame. Thisisimportant becausetax law hasasgnificantinfluenceon
how businessesand individual sbehave (Washrisch, 2001). The political environment
naturally seguesfromthelega environment. Accounting literatureisin agreement that
thepolitica environment, specificaly stability, and extent of freedom canand doinfluence
accounting doctrine. For exampletheleve of freedomand civil libertiesin acountry
hasadirect influence ontheextent of financia information disclosure; evidence shows
that lessfree countries have less extensive disclosure. Peoplethat do not havethe
freedomto choosetheir own government and support or oppose business policieswill
not havethe necessary tool sor resourcesto establish trangparent accounting. Although
these statementsarelogicaly sound, significant empirica evidenceisstill being sought
by researchersto further support thevalidity of these statements.

Economic factorsalongwith theavailability and variety of capital markets
also impact the national accounting profession. Obviously nations differ in their
economic systems, some are categorized as capitalist, or capitalist-statists, while
others are capitalist-socialist or socialist (Gastil, 1978). Economic development
includes growth as well as the social and structural changes that accompany it.
A more devel oped economic system requires an accounting structure that captures
the necessary relevant information about the productivity and performance of
various sectors. Thisis clearly evident as the most comprehensive accounting
systemsare present in countrieswith the greatest extent of economic development.
For example, it comesasno surprisethat Australia, with awell devel oped economy,
haswell devel oped accounting practiceswhereasLibya, with astagnant ill-defined
economy haslittleaccounting regulationsor guidelines.

Another aspect of the economic factor that isespecially significant isthe
structure of the capital markets. Much research has been doneto study the effect of
capita marketson accounting tandards. Capital formeation beit through publicfinancing,
privateinvestment or foreign privateinvestment arenecessary ingredientsfor economic
development. All therelevant financial information to motivate privateinvestment or
vaidate publicfinancing relieson accounting data. Accounting detaispivota incresting

International Journal of Finance and Management in Practice, Vol. 3, No. 2, December 2014 51
ISSN: 2360-7459



alevel of confidencefor working capital market structure. Thusthe structure of the
capital marketsinfluencesthe nature of accounting standardsin different countries.
For examplein Germany, most of thefinancing for capital marketscamefrom creditors,
mainly banks, thisisreflected init accounting goas. Themain purpose of financia
reportingin Germany isprotection of creditorsand capital maintenance. However, in
theU.S,, wherethecapitd market isequity based, themain purposeof financia reporting
istheprotection of investors. Thedominance of equity financingintheU.S,, created
an accounting structure concerned with fair presentation and full disclosure but in
Germany, accounting isconcerned with cal cul ating distributableincome, i.e., making
surecreditorsget their payment.

Inter national Sandards

Different countrieswith different accounting practicesisan accepted situation, however,
itisnot without its disadvantages. Astheideaof global corporationsand markets
without borders began to become areality, members of the accounting profession
realized the need for international standards. In 1971, the International Accounting
Standards Committee (1A SC) wasformed. It wasaloosely formed committee at the
behest of accounting boardsfromAustralia, Canada, France, Germany, Japan, Mexico,
Netherlands, and U.K. It hasasmilar framework tothat of theU.S. Financia Accounting
StandardsBoard (FASB) aswell asthe British and Australian frameworks. At about
thesametimetheinternationa professond activitiesof accountancy bodiesfrom different
countries organized under the International Federation of Accountants(IFAC). The
|ASC and |FAC operated tangent to each other. However, IFAC members were
automatically membersof | ASC. With thisstructure, | ASC would have Journal of
Finance and A ccountancy autonomy in setting international accounting standardsand
publishing discussion documentsrel ating tointernational accounting issues.

From the 1970's the IASC issued roughly forty standards; that went
largely unused by most large corporations and countries with already established
accounting systems. Itsgreatest progresswasin Europeand with developing or newly
Industrialized countries. For exampleinthe 1990's1tay, Belgium, Franceand Germany
all allowed large corporationsto use International Accounting Standards (1A S) for
domesticfinancia reporting. Yetinlargepart, thel ASC found itself inasituation where
itissued standards but had no power of enforcement, thusno real authority (Nobes
1999). In light of its progressin Europe, the IASC focused its efforts at gaining
authoritative powers over accounting regul ation in European markets. European
multinationd standardsandfilling under U.S.

GAAPfor listing on U.S. Exchangeswereinterested in working towards
authoritativeinternational standardsthat would phaseout theuseof U.S. GAAP. With
thisincentive, in early 2000, the IASC terminated itslink with the IFAC asthefirst
step in restructuring itself. In 2001, the IASC reorganized as the International
Accounting Standards Board (I ASB) and being developing International Financial
Reporting Standards (IFRS) inaddition to theexisting IAS (IASB 2007). The|ASB
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definesitsalf as* anindependent standard-setting board, appointed and overseen by a
geographically and professionaly diverse group of Trusteesof the | ASC Foundation
who are accountableto the publicinterest”. To that end the | ASB hasfourteen board
membersfrom 9 different countriesand different academic or professiona backgrounds.
Itsmain goal isto cooperate with national accounting standard-settersto achieve
convergencein accounting standards around theworld. Itisimportant to note, that its
missionispurposefully stated to work toward convergence not absol ute replacement
of national standards. This means that the |ASB wanted agreement between its
standards and the national standards of acountry. To that end, the |ASB beganiits
convergenceeffortswithin Europe. Thismade sense becausethe EU presentsasirong
capital market and EU ministershad expressed aninterest in IFRS. Indeed by 2005,
all European multinational companieswereusing IFRSfor their financia reporting
needs. Thiswasagreat achievement for thel ASB and provided the necessary drive
for U.S. GAAP convergence with IFRS. Due to pressure from EU officials and
corporationsin 2008 the SEC eliminated the rule requiring European companiesto
restatetheir financia statementsto U.S. GAAPTor listing on U.S. Exchanges. This
providelFRSafootholdinthe U.S. Financia reporting. With theserapid changes, the
SEC began to seriously look at IFRS and the benefits it provides (SEC Release,
2008).

Benefitsof International Standar ds

Most of thevariousnational financial regulatory and standards setting bodies agree
that there are numerous concrete benefitsto implementing international standards. The
SEC explicitly stated thisasfar back as1988, in apolicy statement that reads* all
securitiesregul ators should work together diligently to create sound international
regulatory frameworksthat will enhancethevitality of capital market” (p2). Capital
markets are one area that can benefit greatly from uniform standards. Currently,
companiesdesiring toissuestock viacapita marketsin different countriesmust follow
thedifferent rulesof each country. Thiscreates significant barriersto entry because
meeting thevaried financia reporting requirementsleadsto considerableincreased
costs. For example, in 1993 Daimler-Benz spent $ 60 million to preparefinancial
statements adhering to U. S. GAAP, and expected to pay between $ 15 and $ 20
million Journd of Financeand A ccountancy each subsequent year tomeet U.S. GAAP
(Doupnik, Hoyleand Schafer, 2007).

Moreover divergent sandardsal so createinefficienciesin cross-border capital
flows. Uniform reporting standardswill lead to decreased cost of capital because
internationally accepted standardswill expand the base of global funding without the
penalty of additiona reporting costs. Thiswill eiminate cost asabarrier to entry and
encourageinvestorsto pursue accessto foreign markets; whichwill lead toincreased
efficiency in cross-border capita flows. In addition to éiminating excess cost, another
benefit of global standardsisthat they will eliminateduplication of effort formulating
accounting standards. Globa standardsfacilitate aconcentration of accounting experts
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committed to formulating standardsto meet information users’ needs; standardsthat
haveagloba approachinstead of anarrow nationa focus. Alsointernationa standards
could lead to greater agreement between accounting and economic measures. One
aspect central to the benefits of using global standardsisharmonization. Standard
setting official sand accounting researchers stresstheimportance of differentiating
‘standardization’ of therulesfrom harmonization. An easily understood definition of
harmonization provided by Wilson (1969) is.

The term harmonization as opposed to standardization implies a

reconciliation of different points of view. This is a more practical

and conciliatory approach than standardization, particularly when

standardization means the procedures of one country should be

adopted by all others. Harmonization becomes a matter of better

communication of information in a form that can be interpreted

and understood internationally.
Anintrinsg c benefit of harmonizationisthat it doesnot forcethe elimination of nationa
standards, which could be met with significant nationalistic opposition. Harmonization
throughtheuseof globa standardswill enhancethecomparability of financial Statements
acrossborders, thusproviding abetter quality of information for investorsand creditors.
However, some devel oping countries are hesitant to embrace harmonization for fear
that accounting standardswill be dominated by standardsfrom developed countries
specificaly U.S. GAAP (Nobes, 2006).

I mplementation of IFRSand M ajor Differences

Inlight of the significant developments made with | FRS the SEC decided to adopt
IFRS. It isimportant to note that the SEC and FA SB were never against adopting
internationa standards; however both bodieswanted to make surethat theinternationa
sandardswereof high quality and provided information smilar tothat of U.S. sandards.
The SEC further clarifiesthat quality of accounting standards playsavita roleinthe
development of high quality financial reporting structures. Thus SEC’ sannouncement
of itsintent to adopt |FRS cameafter lengthy preliminary measureingtituted by FASB.
However, to best understand the FA SB/IASB convergence effort, it isimportant to
understand the main differences between U.S. GAAPand IFRS,

Recognition differencesarean areaof significant divergence. Recognition can
refer to whether or not an itemisrecognized or not; when to recognizeit, and how to
recognizeit. Research and Development (R & D) cost provideagood exampleof the
differencesthat areasare between U. S. GAAP and IFRS with respect to recognition.
US. GAAPrequireddl R & D coststo berecognized asexpensesintheyear incurred
with an exception for computer software meeting certain specifications, wheress, IFRS
alowsthecapitalization of R & D meeting Specific criteria

Presentation, Disclosureand Format of Financial SatementsDifferences
Asmentioned earlier, financia reportinginthe U.Sisfocused onfair presentation and
this is reflected in the presentation and disclosures in the financial statements.
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Presentation and disclosure discrepanciesarisedueto thedifferencesintheinformation
presentedin thefinancia statements, and what isdisclosed intheaccompanying notes.
For example U.S. GAAPrequiresextraordinary itemsto be presented assuch onthe
financia but IFRSdoesnaot alow thisdigtinction. A moresignificant differencelieswith
IASB’sIAS 1. Presentation of Financial StatementsIAS 1 providesguidelinesfor
Specific presentation, disclosureand format issues; thereisno equivaent to thisstandard
inU.S. GAAP.

M easurement Differences

Often different amountswill berecognized for the sametype of activity under U. S.
GAAP and IFRS mostly dueto the measurement amounts or methods applied. The
different methods allowed for measuring inventory cost provide acomprehensive
exampleof thisphenomenon. U.S. Companiescan useavariety of inventory costing
methods, including LIFO, but IFRS doesnot alow theuse of LIFO. Thusaforeign
company that listsintheU.S. can use, LIFO but it would haveto restateitsfinancial
statement to meet international standards. Other measurement issuescan arisefrom
differencesinthe market cost used inlower of market or cost method to restate the
vaueof inventory and theuse of fair values as opposed to cost in measuring assets. In
gpite of formidableand numerousplan, inthe 2002 Norwal k meeting thetwo bodies
agreed to combine effortstowards achieving compatibility as soon as practicableand
to extend efforts to maintain the newly achieved compatibility (FASB-IASB
memorandum). The plan was based on six initiatives (Doupnik, Hoyleand Schafer,
2007).

i Short term convergence project focuseson differencesbetween U.S. GAAP
and IFRSinwhich convergence can be easily achieved in the short-term by
selecting the higher-quality standard. Convergenceresearch project involves
the FASB staff researching all the differencesbetween IFRSand U.S. GAAR,
and then grouping these differences based on resol ution measures.

i Monitoring |ASB requiresthe FASB to monitor | ASB projectsbased onthe
interest level generated by the project. This providesan efficient method of
identifying thoseinternational standardsthat generate the most debate, thus,
helping the FA SB identify any differencesand convergence opportunitiesearly.

i Joint projectsinitiative combinesthe efforts and resources of the FASB and
|ASB staff onacongruent timeschedule. Liaison | ASM member onSteat the
FASB officesfacilitatesquicker meaningful discourseand coordination between
thetwo bodies.

v Explicit consideration of convergence potential in board agendadecisions
ensuresthe FASB considers opportunitiesfor convergence when discussing
or considering new measures.

In2002, whentheseinitiativeswerereved ed theFinancia Accounting Standard
Board (FASB) explicitly stated that the Norfolk Agreement did not mean United States
acceptanceof International Financia Reporting Standard but instead represented an
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exchange of views. Nonethe essthisendeavour wasmet with much approva fromthe
International Accounting Standard Board and the European Union. It wasinterpreted
asapositivemeasurethat could lead to somelevel of acceptance. Thisprovestruein
2007, when the Securities and Exchange Commission (SEC) with the support of
Financia Accounting Standard Board revoked itsrequirement thet multinationd entitles
listed on U.S. Exchangesreconciletheir IFRS compliant financial statementsto US
Generally Accepted A ccounting Principles. This devel opment opened the door for
IFRS. In November, 2008, the SEC revealed an detailed plan for U.S. adoption
IFRS. The SEC states“thisroad map setsforth several milestones, that if achieved
could lead to therequired use of IFRS by U.S. issuers by 2014 if the commission
believesit to bethepublicinterest and for the protection of investors’ (p. 1). Thusthe
SEC'splanisbased onagradua and somewhat tentative: but it nonethel essit represents
arevolutionary changein U.S. accounting environment.

CONCLUSION

Theadoption of globa or international accounting standardsan ideathat has patiently
waited in the wings for decades. The increasingly global nature of the business
environment coupled with the complexity of financial dealings propelled global
accounting standardsinto thelimelight. The EU nationsand many other nationshave
adopted IFRS; at the same time others are working towards such agoal. Yet, this
climate of progress and camaraderie does not mean opposition in nonexistent. The
greatest oppositionto IFRSislargely political but many proponentsof IFRS seethis
obstacleaseasily diffused. Indeed, leadersfrom the G20 countries have established
their support for developing asingle set of high-quality global accounting standards.
TheFASB/IASB convergence plan hasbeen one of the greatest advantagesin helping
IFRSgainafoothold, U.S. GAAPand IFRS are the prominent and most widely used
accounting standards. If the convergence project leadsto future agreement between
thesetwo standards sets, global financia reporting will bebased on oneset of sandards.
Thusthe ultimategoal of international reportingwill be achieved, and international
standard will beanideawhosetimehasfinally arrived.
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