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Abst r act

This paper belongs to the category of literature review In this
descriptive article we take a brief look at the inpacts of the
i mpl ementation of International Accounting Standards. The continued
gl obali zation of business has led to the devel opnment of
internationally applicable standards and codes of practice. The
remar kabl e expansion of international trade and business, the
i nternational co-operation anong countries and the breaking down of
national barriers led to new challenges and new problens too.
Problems in the analysis and conparison of financial reports and
differences in auditing and taxation practices anmong countries nade
necessary the application of International Accounting Standards.
Harnoni zation of this practice in order to get closer to a universal
accounting language is affected by many factors such as: econonc,
financial, social, legal, cultural, political and others. Moreover,
the level of preparedness for each country is significantly
associated with many other factors. This process, as every new
neasure, had both positive and negative effects. So, this study
hi ghl i ghts the advantages and di sadvantages of adopting a uniform set
of International Accounting Standards worldwi de and also exam nes
their volatility effects.

Keywords: International Accounting Standards, Adoption, Positive and
Negati ve | npacts.

| nt roducti on

Al though accounting standards were inportant determnants of
financial reporting quality, they differed significantly across
countries. A comonly held belief was that such differences reduce
the quality and the relevance of accounting information. Proponents

of harnonized international standards claimed that if all firms
follow the same set of accounting standards, external financial
reports of firnms wll provide nore uniform disclosures and nore

useful accounting information (Purvis et al, 1991) and , of course,
these would not repress the idiosyncracies of each national
accounting system Besides this, accounting control would be easier.
These suggestions contributed to the acceptance of International
Accounting Standards in nmany parts of the world. So this process, has
received considerable attention not only from accountants or banks
but also frominvestors, regulators and acadeni cs.

Theoretical Background

International Accounting Standards are issued by the International
Accounting Standards Board, formerly known as International
Accounting Standards Committee. The nmain objective of I|nternational
Accounting Standards Board is to develop, in the public interest, a
single set of high quality, understandable and enforceable gl obal
accounting standards that require high quality, transparent and
conparable information in financial statenents and other financial
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reporting to help participants in the world s capital narkets and
ot her users make robust econom c decisions (Epstein and Mrza, 2002).

Foll owi ng the Lisbon summt, the effective date for the adoption of

International Accounting Standards for listed firnms that belong to
nenber states of the European Union was 1 January 2005. From that
date, all listed conpanies produce their accounts under Internationa

Accounting Standards rather than the various local rules that had
been adopted previously.

Ef fects of International Accounting Standards adoption

I nternational harnonization of accounting standards did not exist in
isolation but in a nosaic of conplex sets of institutions, capital
markets, stock markets etc. Next, we can see the issues arisen by the
har noni zati on of accounting standards gl obal |y.

Positive effects

The devel opment of International Accounting Standards was of very
gr eat benefit in bringing standardization to internationa

investment. But this was not the nobst inportant point about the new
i nternational approach. The nobst inportant point was that by adopting
the decision-making criteria and providing investors and creditors
and others with the information they require for naking forecasts and
judgments about the future, the efficiency of markets is inproved and
the cost of capital falls. The nmarkets represent a trade-off between
risk and return. If accounting information is nore reflective of
economc reality, and nore transparent, the risk in investnment is
reduced and the returned required is reduced also, to the benefit not
only of the conpany but of society as a whole. Wen one considers
that even a snall inprovenent in the efficiency of the major capita

markets will lead to an enornous increase in wealth; and when one
considers that the establishment of decision orientated accounts in
the many countries which do not yet have such accounts, it can be
seen that the benefit to even the poorest nmenbers of society and the
poorest countries will be very considerable indeed. It is difficult
to think of any other activity which in the hands of relatively few
peopl e can bring such very great benefit to so many. Standard setting
is an inportant activity and not just a technical one. In the past,
accounts around the world have been based on a nunber of principles
apart from decision-making — stewardship is one; another is the
protection of creditors; another is the satisfying of the needs of
the taxation authorities. Very frequently in a particular country the
ains of financial statenents are not clearly articulated, except
perhaps in the case of the taxation authorities who know what they
want, quite justifiably of course. But since taxation may have
principles at variance with decision-making it is essential that the
two approaches are split (Damant, 2003).

Fol | owi ng the benefits of International Accounting Standards adoption
and the fair value of International Financial Reporting Standards

International Accounting Standards also appear to lead to higher
annual stock returns and return on assets (latridis, 2007).

Despite the transition costs, International Accounting Standards
i mpl ementation has favorably affected the overall financi al
performance and position of firns and is likely to lead to nore val ue
rel evant accounting neasures (Barth et al, 2005, Tendeloo and
Vanstrael en, 2005; Hung and Subramanyam 2007). Under |nternational
Financial Reporting Standards, key financial figures, such as
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profitability and growth, appear to be higher. Also, firns exhibit
hi gher |everage neasures, following the high I nt ernati onal
Accounting Standards financial reporting quality, which can reduce
the potential uncertainty and risk that is attributed to a firm (Bal
et al, 2003) and subsequently enhance the credibility and the
borrowi ng bargain power of firms (latridis, 2007).

Also, International Financial Reporting Standards inplenmentation
hel ps neki ng unbiased predictions about firns’ future perfornmance,
standardizes the accounting practice and reduces information

asymmetry and the scope for earnings mani pul ation, thereby enhancing
the stock narket efficiency (latridis, 2007).

Sone ot her positive inpacts are the next ones:

Financial institutions nake |oans across borders and operate
mul tinationally.

Vendors want to evaluate the financial health of buzzers in other
countries before they sell goods or services on credit.

Credit rating agencies try to develop rating uniformly across
bor ders.

Many Smal | - Medi um enterprises have overseas suppliers and use a
supplier’s financial statenments to assess the prospects of a
vi abl e 1 ong-term busi ness rel ationship

Venture capital firms providing funding to  Small-Medium
enterprises across borders.

Many Snall-Medium entities have outside investors who are not
involved in the day-to-day nanagenent of the entity. d oba

accounting standards for general purpose financial statenments and
the resulting conparability are especially inportant when those
outside investors are located in a different jurisdiction fromthe
entity and when they have interests in other Small-Mdium
enterprises.

G obal standards also inprove consistency in audit quality and
facilitate education and training (Bohusova, 2007).

The inplenentation of international accounting standards reduces the
information asynmmetry between informed and uninformed investors
(Bushman and Smith, 2001). This snoothes the communication between
nmanagers and other related interested parties and as a result
reduces the related agency costs that m ght otherw se arise (Bushman
and Smith, 2001; Healy and Pal epu, 2001). Lower information asymetry
also leads to lower costs in issuing equity capital (dosten and
M1 grom 1985; D anmond and Verrechia, 1991) and debt (d arkson et al,
1996; Sengupta, 1998; Botosan and Pl uni ee, 2002).

The practice of international accounting standards provides national
and international decision makers with a relatively honbgenous
information product that is conparable and reliable. Also, this
process is expected to inprove the quality and credibility of
accounting information and inprove the flow of capital and
investrment, resulting in econom c devel opnent (Zeghal and Medhbi,
2006) .

According to Wlk, Francis and Tearney (1989), international
accounting harnonization is beneficial for developing countries
because it provides them with better-prepared standards as well as
the best quality accounting framework and principles.
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Mul tinational business seeks international harnonization so as to
reduce the costs of, first, analyzing accounts of different countries
and, second, of running different accounting systems in different
countries. A third point of interest to the EU is to avoid any
i ndi vi dual nenber state setting low standards of accounting
disclosure so as to attract registration of conpanies attached to
secrecy, at the expense of other EU nenbers (Blake et al., 1998).

Elliott and Elliott (2002) suggest a nunber of arguments to support
t he use of common standards, including:

Conparability: financial statenents should allow a user to make
predictions of future cash flow, nake conparisons wth other
conpani es and eval uate nanagenment performance. In order to make
i nter-conpany conparisons, as perfornmance, progress and trends,
i nvestment decision-nmakers nust be supplied with relevant and
reliable data that has been standardi zed. Conparisons would be
valueless if conpanies were permtted to select accounting
policies at random or to “cherry pick” policies with the
i ntensi on of disguising changes in performance and trends;
Credibility: uniformty of subjective treatnent is essential if
financial reports are to disclose a true and fair view

I nfluence: the process of fornulating standards should facilitate
a constructive appraisal of the policies being proposed for
i ndividual reporting problens, thereby stinmulating the further
devel opnent of the conceptual framework; and

Di scipline: nandatory standards encourage a systematic ongoing
regulation, that acts as a credible framework for those who rely
on the annual accounts when naking credit, |oan and investnent
deci si ons.

According to Eccles and Holt (2001), by adopting this accounting
framework, the EU has underlined its commtment to a fully-integrated
European financial narket. The International Accounting Standards
serves additional functions, including the provision of a solid
reporting infrastructure and clear standards that |eave few options
for “creative accounting” or misinterpretation. Being independently
set, the standards provide a consistency of application that ensures
a high quality audit process supported by appropriate sanctions.

Generally, benefits of global accounting standards for |listed
conpani es are obvious in the globalize financial market.

Negative effects

On the other hand, the nore cynical conmmentators suggest that the
standard setters have nade their requirenents deliberately difficult
to i npl ement (Moore, 2002).

The study of Ding et al (2007) shed light on two neasures — absence
and divergence - between donestic accounting standards and
i nternational accounting standards. The conclusions were two: 1) the
| evel of absence is higher in countries with |ess devel oped equity
market and with a higher ownership concentration and 2) divergence
bet ween donestic accounting standards and international accounting
standards is positively associated with the econom c devel opnent and
the strength of the accounting profession but is constrained by the
i nportance of equity markets (Ding et al, 2007). So, these neters are
nore applicable for sonme countries and less applicable for sone
ot hers.
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Sone ot her negative inpacts are:

Good accounting and nore disclosure add to Snall-Medium
enterprises burdens, rather than reduce them

Smal | - Medium entities are often concerned about the conpetitive
har nf ul ness of greater transparency (Bohusova, 2007).

Especially for the banks:

The criticism of accounting leveled after various derivatives
scandal s has been that the rules allow conpanies to run up |arge
| osses of f bal ance sheet and the first that investors know of this
is when conpanies fail or nmake large wite-offs. Unsurprisingly,
accounting standard setters tend to favor putting derivatives into
the accounts at fair value. Since it then becones difficult
conceptually to draw the |ine between derivatives and other types
of financial instrunent, this leads to a logical conclusion that
all financial instruments should be fair val ued.

Banks, who are heavy users of derivatives and even heavier users
of financial instrunents in general (indeed the vast mgjority of
their bal ance sheet probably consists of financial instruments of
one form or another) are faced with an unprecedented change to
their financials if they adopt fair value accounting for

everything. There is a severe risk that the way in which banks
articulate their performance, analyze their results, manage their
busi ness and control their risk is changed overnight.

Under st andably, banks cannot see the reason for reporting
financial instrunents that they hold for the long term such as
loans, at fair value. Further, they have doubts about their
ability to actually calculate the fair value of a nunber of these
instruments. Wth small changes in values potentially having a
large inpact on profit, banks worry that their profit and |oss
accounts will becone increasingly volatile leading to a knock on
ef fect on capital adequacy. (Taylor, 2003).

Tal aga and Ndubizu (1986) stressed that a country’s accounting
principles nmust be adapted to its local environnmental conditions. In
fact, according to Perera (1989), the accounting information produced
according to developed countries’ accounting system is not relevant
to the decision nodels of |ess-devel oped countries. These argunents,
have led some authors to strongly oppose the adoption of
international accounting standards by developing countries (Hove,
1989 and Perera, 1989).

Concl usi on

Accounting harnoni zati on processes repress inportant differences and
i diosyncrasies in national systens of accounting (Gllhofer and
Hasl am 2006, p. 917).The fact is that international standards
repl aced national standards on current practice. On the one hand,
such rules are nore difficult to delineate in a multi-cultura

environnent. On the other hand, this way will produce and indeed is
al ready producing accounting process which will be of very great
benefit to the world (Danant, 2003). The international denmand for
standardi zed regul atory systens and processes has many benefits and
negatives too. Finally, all these challenges have provided new
opportunities for researchers in the area of i nternational

accounti ng.
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According to ny opinion, the inplenmentation of International
Accounting Standards, extended the accounting honbgeneity anong
different countries and, of course, the positive results are of great
significance. But, as in each process, and in this have arisen nmany
difficulties and generally aspects for discussion and further
resear ch.

Ref er ences

Adhi kari A, Tondkar R and Hora J., (2002), “An analysis of
international accounting research in Journal of International

Accounting Auditing and Taxation: 1992-2001", Jour nal of

I nternational Accounting Auditing and Taxation, 11 (1), pp. 39-49.
Anne d’ Arcy, (2004), “Accounting classification and the

i nternational harnoni zati on  debate: a reply to coment”,

Accounting, Organizations and Society, Volume 29, Issue 2, pp.
201- 206.

Ball R, Robin A and Wi J., (2003), “Incentives versus Standards:
Properties of Accounting Incone in Far East Asian Countries”,
Journal of Accounting and Econom cs, 36, pp. 235-270.

Barth M, Landsman W and Lang M, (2005), “International Accounting
Standards and Accounting Quality”, Wrking paper, Stanford
University and University of north Carolina.

Blake J., Amat O, Gowhorpe C and Pilkington C., (1998),
“International accounting harnonization-a conparison of Spain,
Sweden and Austria”, European Business Review 98, pp. 144-150.

Bohusova H., (2007), “The Possible Ways to IFRS (International
Fi nancial Reporting Standards) for Mcro-Entities Devel opnent (an
I nvestigati on of useful ness), M BES 2007.

Botosan C. and Plumee M, (2002), “A re-exam nation of Disclosure
level and the Expected Cost of wequity Capital”, Journal of
Accounting Research 40, pp. 21-40.

Bushman R. and Smith A, (2001), “Financial Accounting Infornmation

and Corporate Governance”, Journal of Accounting and Econom cs 32,
pp. 237-334.

Carkson P., Guedes  J. and Thonpson R, (1996), “On  the
Diversification, Cbservability and Measurenment of Estimation
Ri sk”, Journal of Financial and Quantitative Analysis 31, pp. 69-
84.

Damant D., (2003), “Accounting standards: a new era”, Bal ance Sheet,
Vol une 11, pp. 9-20.

Di anont D. and Verrecchia R, (1991), “Disclosure, Liquidity and the
Cost of Capital”, The Journal of Finance 66, pp. 1325-1355.

Ding Y., Hope O, Jeanjean T. and Stolow H. (2007), “Differences
between donestic accounting standards and |AS: Measurenent,
determ nants and inplications”, Journal of Accounting and Public
Policy, 26 (1), pp. 1-38.

Eccles T. and Holt A, (2001), “International Accounting standards: a
paradi gm shift for corporate real estate?”, Journal of Corporate
Real Estate 3, pp. 66-82.

Elliott B. and EIliott J., (2002), “Financial Accounting and
Reporting”, 7'" ed., Pearson International, London.

Gl I hofer S., Haslam J., (2006), “The accounting- globalization
interrelation: An overview with some reflections on the neglected
di nensi on of enancipatory potentiality”, Critical Perspectives on
Accounting 17, pp. 903-934.

Gosten L. and MIgrom P., (1985), “Bid, Ask and Transaction Prices
in a Specialist Mirket with Heterogeneously Informed Traders”,
Journal of Financial Economcs 26, pp. 71-100.

M BES 2009 - Poster 428



Leventi, 423-429

Querreiro M, Rodrigues L., Craig R, (2007), “The preparedness of
conpanies to adopt International Financial Reporting Standards:
Por t uguese evi dence”, Accounting Forum

Healy P. and Palepu K., (2001), “Information Asymmetry, Corporate
Disclosure and the Capital Mrkets: A Review of the Enpirical
Di sclosure Literature”, Journal of Accounting and Economics 31,
pp. 405-440.

Hove M, (1989), “The inappropriateness of international accounting
standards in |ess devel oping countries: The case of international
accounting standard nunber 24 - related party disclosure-
concerning transfer prices”, International Journal of Accounting

Educati on and Research 24, pp. 81-100.

Hung M and Subramanyam K., (2007), “Financial Statenent Effects of
Adopting International Accounting Standards: The Case of Germany”,
Revi ew of Accounting Studies, 12 (4), pp. 21-48.

latridis G, (2007) “lInplenentation of International Financial
Reporting Standards and the Quality of Financial Statenent
Information; An Investigation of Earnings Mnagenent and Value
Rel evance”, M BES 2007, pp. 88-136.

Mansfield J. and Lorenz D., (2004), “The inpacts of evolving
i nternational accounting standards on valuation practice in the Wk
and Gernany”, Property Managenent 22, pp. 289-303.

Moore R, (2002), “Accounting for financial instruments under |AS:
The European di nensi on”, Bal ance Sheet, 10 (1), pp. 20-23.
Perera M, (1989), “Accounting in developing countries: a case for

localized uniformty”, British Accounting Review 21, pp. 141-158.

Purvis S., Gerson H and Dianond M (1991), “The IASC and its
conparability project: Prerequisites for success”, Accounting
Hori zons, 5, pp. 25-44.

Rudy J. and Madu C., (2004), “Are we approaching a universal
accounting language in five years?”, pp. 256-363.

Sengupta P., (1998), “Corporate Disclosure Quality and the Cost of
Debt”, The Accountign Review 73, pp. 459-474.

Talaga J. and Ndubizu G, (1986), “Accounting and economc
devel opnent: rel ationshi ps anong paradi gns”, International Journal
of Accounting Educati on and Research 21, pp. 55-68.

Taylor C., (2003), “lIAS: The road to international (dis)harnmony”,

Bal ance Sheet, 11 (2), pp. 27-31.

Tendel oo B. and Vanstraelen A, (2005), “Earnings Managenent Under
German GAAP Versus | FRS’, European Accounting Review , 14 (1), pp.
155- 180.

Wik et al., (1989), “Accounting theory: A Conceptual and
Institutional Approach”, Boston 1989.

Zeghal D. and WMiedhbi k., (2006), “An analysis of the factors
affecting the adoption of international accounting standards by
devel opi ng countries”.

M BES 2009 - Poster 429



