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ADVANTAGES AND PROBLEMS
OF IFRS IMPLEMENTATION WITHIN THE FRAMEWORK
OF UNIFICATION OF THE FINANCIAL REPORTING PROCESS

Abstract

International Financial Reporting Standards (IFRS) consist of accounting rules that determine how transactions
and other accounting events should be reflected in the financial statements. They are designed to maintain credibility
and transparency in the financial world, enabling investors and business operators to make informed financial
decisions. The role of international financial reporting standards is to generate the most reliable information about
an organisation's financial condition and financial performance. Reporting acts as a means of communication within
national and international markets. Globalization adds significance to the convergence with IFRS, as financial reports
prepared according to national standards do not satisfy the needs and interests of users and decision-makers. This
article describes the benefits and challenges associated with IFRS implementation and compliance. Considering the
favourable bonuses that IFRS is expected to bring and the challenges companies face in adopting and continuously
complying with IFRS, it is essential to discuss the theoretical and empirical studies performed pre and post-
implementation of the standards under discussion. The current research paper is designed to analyze the existing
literature on the benefits and challenges of IFRS adoption as a part of the unification of the financial reporting process.

Key words: financial reporting, uniform standards, current trends, information, standardization, accounting,
International Financial Reporting Standards (IFRS).

Introduction

In the modern globalized world, the world capital markets, the competitiveness of companies,
and the opportunities available for businesses to expand or diversify have no borders. Investors and
company directors, who operate in these scenarios, expect to have no barriers to developing their
business activities anywhere in the world and aspire to access high-quality, reliable, transparent and
comparable financial information that serves as a basis for making the best economic decisions.

Over the years, financial reports have been structured and presented in different forms. Such
difference results from the accounting standards company apply. Financial reports with differences in
format make potential investors struggle in the decision-making process, as the difference disables the
option of reconciliation.

Therefore, the need to adopt unified financial reporting standards was born to obtain quality
information in financial statements. The convergence of these financial reports can have a significant
consequence in the figures and in the form of presentation, analysis, and interpretation that will
ultimately increase the organisation’s value, improving business competitiveness concerning other
companies and international markets.
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Standardizing accounting processes is realized through the unification of accounting conducted by
the IFRS Committee, developing and publishing international reporting standards. This approach aims
to develop and maintain a typical list of standards applicable to any business case without national
borders. That, in turn, cancels the need for national standards.

The research objective is to analyze the financial reporting process approach, in terms of unification
and differentiation, by identifying the benefits and challenges of implementing the International
Financial Reporting Standard (IFRSs) worldwide.

Tasks to be performed during the study:

¢ analyze and identify the importance of IFRS;

¢ identify and analyze challenges associated with IFRS.

Main provisions

Standardization makes compatibility easier for different entities and acts as a factor in business
environment development for the following reasons:

+ having unified financial statements makes information on the financial position and other
financial performance results easier to understand and make an economic decision, making it a less
complicated process;

¢ application of IFRS provides its users with better quality of information disclosed in financial
statements, that in turn forms trust and makes investment opportunities more attractive;

+ having unified financial statements makes the information on the financial position and financial
performance of the entities comparable, making it clearer to assess the problems and opportunities
associated with the organization.

As described above, standardization and unification of the financial reporting process add more
detailed, transparent, and comparable information to the entity’s financial statements, attracting
countries’ internal and external investors.

The adoption of IFRS is supposed to add unification, transparency, comparability and reliability
to the information contained in financial statements.

Methodology

The study will analyze the benefits, challenges and trends in IFRS as a part of the unification
process identified and discussed by previous research. The research is designed to contribute to the
existing literature and raise the question of improving the financial reporting process by applying and
complying with IFRS standards from the side of organizations.

The paper used content analysis to review existing literature and achieve a conclusion leading
to a general point. International publications from reputable journals and documentary materials on
the internet focus on analysing the benefits and challenges in adopting IFRS standards and analysing
modern trends in [FRS, involving a predominant review of existing literature thereon.

Discussion

Financial reports prepared under different accounting standards may lead to the information being
communicated mistakenly and even misleading.

Ball commented that internalising the accounting framework’s positive effect would reduce
diversity in accounting practice worldwide [1].

Izedonmi stated a continuous need for a unified financial reporting framework. The following
factors were identified that support his view of the need for IFRS adoption:

1) continuous integration of the economy;

2) increase in interdependence of international markets;

3) absence of barriers for capital investments across countries;

4) increased mobility of capital across national boundaries;

5) increased opportunity for the listing of companies in domestic and export capital markets;

6) continuous demand by stakeholders for quality information and more necessary disclosures [2].

306



Hayunsiii xxypHan «Bectauk ynusepcurera « Typan» Ne 2(94) 2022 .

Unified international reporting standards play a crucial role for large businesses with subsidiaries
in other countries. Adopting a single set of reporting international standards simplifies accounting
procedures, allowing companies to use a common reporting language. That, in turn, would provide
investors and other stakeholders with a cohesive view of financial reports.

Kunle, Omoruyi and Hamed postulated that the implementation of IFRS would set and foster the
standard benchmark in disclosing financial information across international borders to add greater
impetus for economic prosperity [3].

Isakova S.A. notes the relevance of the transition to IFRS since they are necessary to increase the
transparency of financial reporting [4].

Nurgazina Zh.K. states that “the reason for the growing popularity and demand for reporting
prepared according to IFRS rules in the CIS is the need to create conditions for attracting foreign
investment, cooperation within the EAEU, and integrating the business into the world economy” [5].

Dosmanbetova A.S., Baisheva Y.D., Nurkasheva N.S. talk about the positive impact of the
introduction of IFRS in Kazakhstan on the quality of financial reporting, improving the reliability and
transparency of the information provided [6].

Investors and financial analysts are primary users of financial statement information. Analysts
play the role of intermediaries in the capital market as they are the ones who collect, analyze and
distribute financial information to other users. They are also called representatives of investment
decision-makers, and the forecast they make is used as a proxy for market expectations.

Forecasts on earnings play a considerable role in determining the entity’s value. In addition to
that, their reports on stock recommendations and forecasts affect price determination.

Many studies were conducted on challenges in adopting IFRS, reviewed in the literature review
section. The common ones include:

¢ lack of sound institutional environment;
lack of professional knowledge and expertise;
translation costs;
cultural differences;
complexity of standards;
transition costs;
implementation and compliance costs;
constant updates in standards;
the absence of a legal requirement to comply;
lack of a regulatory body to perform monitoring;

¢ lack of high-quality education;

¢ political intervention;

¢ processing and auditing costs;

¢ avariation of demand for financial information framework.

Table 1 reflects the share of jurisdictions that applied IFRS, provided by the IFAC’s last report
based on the study conducted in 2019. It can be observed that the share of jurisdictions that adopted
IFRS was at the level of 64%, meaning that there is still a considerable amount of countries that have
only partially or even not adopted IFRS as a reporting framework.

L BN R R SR SRR R 2R 2

*

Table 1 — Status of IFRS adoption between jurisdictions, with the years of assessment for the period
of 2015-2019

IFRS Adoption Status
Region Number of Adopted, % of | Partially adopted, % of | Not adopted, % of
Jurisdictions total total total
Africa 24 79% 4% 17%
America and Caribbean 25 56% 28% 16%
Asia-Pacific 23 52% 43% 4%
Europe 48 67% 31% 2%
Middle East 10 60% 30% 10%
Total 130 64% 28% 8%
Note — Source [7].
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They considered the positive effectand aim of IFRS as a single set of financial reporting frameworks
and challenges associated with implementation and compliance with those reporting standards, which
are discussed in the literature review part of the paper. Policymakers need to pay appropriate attention
to adopting IFRS for the accounting treatment of business operations and disclosure of financial
information in statements that external users further use.

Results

Summarizing the importance of IFRS, challenges faced by organizations in applying the standards,
and the results of table 1 presented above, where it can be observed that only 64% of countries have
adopted the IFRS framework in financial reporting. It is essential to emphasize the role of IFRS by
highlighting the trends in new standards.

The study results concluded that IFRS is aimed and supposed to add more transparency,
comparability and reliability of accounting information in financial reports. Even though the costs
associated with the implementation of standards in reporting process are relatively high, and it is
considered a challenging process for accountants, the benefits outweigh the challenges, the vast
majority of which is benefit from FDI.

Earlier, Odia J.O. and Ogiedu K.O. [8]. In their paper, they discussed the benefits and challenges
of adopting IFRS. In addition, they have described the environment to be in place in the country for
effective implementation and permanent use of the IFRS framework. The study results revealed the
following:

+ Benefits of harmonization and standardization (IFRS)

Due to increased confidence and trust from potential and existing investors, increasing investment
attractiveness caused considerable understandability, comparability, and transparency to information
disclosed in financial statements. Increased investment attractiveness leads to increased share price,
which adds more value to investments already made, increasing shareholder wealth.

¢ Improvements in accounting quality

In addition to investment attractiveness, literature also documents improvements in accounting
quality by voluntary adoption of IFRS, reducing information asymmetry between shareholders and
managers. Such a benefit can be evidenced by effective asset and profitability management, lower cost
of capital, and more capability in earnings forecasting for investors.

Isakova S.A. raises in his study a whole range of problems related to the implementation of
IFRS in the Republic of Kazakhstan. The researcher points to methodological problems in the
course of applying IFRS. “This fact is explained by the existing shortcomings of the IFRS system,
which are resolved differently and not always correctly from a methodological point of view by the
established practice. This situation causes ambiguous interpretation of the standards and decreases the
comparability and reliability of reporting” [4].

Nurgazina Zh.K. speaks of the low level of training of accounting specialists, the formal or
completely absent approach of regulatory bodies in terms of methodological support for the principles
and requirements of IFRS and NFRS, the formal participation of professional accounting associations
in regulating the process of practical implementation of IFRS [5].

The problems of developing international financial reporting standards in the Republic of
Kazakhstan were shown in the study by Dosmanbetova A.S. Baisheva Y. D. Nurkasheva N.S. They note
that “the quality of reporting by numerous Kazakh enterprises does not always meet the expectations
of users and developers of IFRS”. The problem lies in the fact that information is not disclosed or only
partially disclosed in the uncertainty of the situation and the possibility of continuing activities. Many
companies do nothing to ensure the transparency of their reporting. The study raised the problem of
compliance of the reporting of Kazakh companies with IFRS and the reflection of risk factors and
uncertainties arising from changes in tax legislation, the behavior of competitors, the political and
economic situation in the country, etc. [6].

Owolabi A. and Iyoha F.O. also discovered the benefits of IFRS adoption by performing an
empirical study on the prospects and challenges of IFRS adoption in a sample of African countries
and the benefits. The authors applied a questionnaire-based method to collect and analyze the data.
The respondents were required to be the users or preparers of financial statements (34 preparers and
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64 users were a sample). The benefits named by the authors are investor confidence, caused by the
use of a standard, understandable type of financial report that can cover subsidiaries located in other
countries. Policymakers derive another benefit, as adoption creates more access to international capital
markets and a higher standard of disclosures in financial reports reviewed by regulatory bodies [9].

Most research focuses on the impact of harmonization on the cost of capital, organized by IFRS.

The other part of the studies suggests that companies can also achieve non-capital related benefits
from migration to IFRS, such as reduced costs and risks from overseas operations or more effective
contracting with customers and suppliers.

Ball R. listed the following advantages of IFRS for investors [10]:

¢ more accurate, timely and comprehensive information disclosed in the financial statement.
Due to limitations of other sources of financial information, it is expected to lead to more-informed
decision-makers in equity markets, consequently, lower risk to investors;

+ small investors are supposed to have fewer sources of financial information in comparison with
investment professionals. For that reason, adequately disclosed information in financial statements
reduces the chances of small investors losing their competitive position, which would have resulted
from information asymmetry otherwise;

+ unified financial reporting framework worldwide enables the elimination of the majority of
adjustments aimed at making financial information comparable between business units in different
countries that investment analysts have made historically. That, in turn, is expected to benefit in
reducing the cost of capital for investors, especially for institutional ones, with a high turnover of
transactions;

+ another bonus can be gained in terms of market efficiency. Reduction in the cost of processing
information in financial statements is expected to increase the reaction of the stock market, enabling
faster updates in stock prices;

+ foreign investors can achieve takeover premiums due to cross-border transactions accompanied
by a common accounting language.

Uchenna et al. performed a study on the effect of IFRS adoption on accounting quality and
investment decision-making. The authors applied the GMM estimation technique to 92 countries
from 2002 to 2010. The results reflected that institutional development is crucially essential for the
compelling attraction of FDI through IFRS. It would support regulatory quality, control over corruption,
private investments, and the rule of law. Earlier studies have not considered the role of institutions in
the effective adoption of IFRS [11].

Landsman et al. conducted a study designed to evaluate the impact of IFRS adoption on share
price and trade volumes. The study collected data from countries with mandatory IFRS (16 countries)
and standard domestic retention (11 countries), using multiple regression analysis for 2002-2007.
Study results revealed improved accounting quality as a result of IFRS adoption. Improvements were
observed in the reaction to the announcement of earnings, the companies that adopted IFRS, enhanced
foreign investments, higher accuracy of predictions made by analysts, and reduced time lags [12].

However, there is a contradictory point of view achieved by Alnodel A. Author performed
cointegration and correlation analysis, analyzing the effect on Gulf Countries’ capital market. The
period covered is 2007-2013. Study results revealed no significant influence of IFRS on capital
market integration. However, the study had several significant limitations, like excluding several key
economies from the total population of countries and the effect of religious influence [13].

A similar study was performed by Cai F. and Wong H., who examined the relationship between
IFRS adoption and capital market, considering countries of G8. The authors used a correlation matrix
for the sample of countries with mandatory IFRS for listed companies. The study confirmed the
positive effect received by capital markets due to IFRS adoption by facilitating capital movement by
reducing diversity in accounting practice [14].

Li and Shroff examined the effect on the cost of capital from IFRS. The data from the sample of
1084 companies in the EU from 1995 to 2006 were analyzed and processed by regression analysis.
The authors concluded that IFRS promotes better comparability of financial statements by increasing
information disclosed, which reduces the cost of capital [15].

Sandoval et al. performed a study presenting an analysis of scientific literature on the importance
and adoption of IFRS in a business context, applying SMS, considering the cases of countries in Latin
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America. Authors pointed out the importance of IFRS generated by more involvement of investors,
considering its complexity in implementation, requiring training, preparation and adaptation processes
for effective creation and conducting of controls by management [16].

Ramos conducted a study focusing on the impact received by FDI and trade volume caused by the
adoption of IFRS. The author employed the gravity model for the study, considering EU countries. The
study results reflected positive interdependence between the tested variables, concluding the effect of
IFRS adoption on retained earnings and equity investment [17].

However, the benefits of IFRS are limited to the extent that it is used by not-for-profit organizations
(NFPOs). In the study conducted by J. Kisaku on the impact the financial reporting framework creates
on the quality of information disclosed in reports of NFPOs. The author concluded that the IFRS
framework does not meet the requirements in terms of disclosure for operations of NFPOs, even
though the same framework adds a considerable amount of benefits for profit-oriented organizations. To
conclude, the author applied a survey approach for data collection from the sample of 74 NPFOs [18].

Conclusion

As a result of studying studies on the benefits and problems of implementing IFRS, we came to
the following conclusions:

The advantages of IFRS lie in the growth of the investment attractiveness of companies that have
switched to IFRS. IFRS give the information disclosed in the financial statements, understandability,
comparability and transparency.

In addition to investment attractiveness, the study focuses on improving the quality of accounting
by reducing the use of various methods in accounting, which are aimed at efficient asset management,
lower cost of capital, and making it possible to predict the company’s profit.

In addition to the advantages of IFRS, the study identified some problems associated with [FRS
use. Researchers point to the problems associated with the lack of a healthy institutional environment,
experience and knowledge, cultural differences, the complexity of standards, the legitimacy of the
requirement for compliance, and the lack of quality education.

In addition to those listed, Kazakh researchers distinguish the problems of organizing the
accounting system, which is inherent only in Kazakhstani organizations.

As we can see, the problems inherent in Kazakhstani companies overlap with the general problems
identified in the surveys reviewed.

Given the positive impact and purpose of IFRS as a unified set of financial reporting principles,
and the challenges associated with implementing and complying with these reporting standards,
policymakers need to give due consideration to the application of IFRS to account for business
transactions and financial disclosures in statements that further used by external users.
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INPEMMYHECTBA U IPOBJIEMbI BHEAPEHUSI MC®O
B PAMKAX YHUOUKALIUU MMPOLUECCA ®UHAHCOBOU OTUHETHOCTHU

AHHOTAIUA
MexnyHapoaHble ctanaapTel puHancoBoit oTuetHocTH (MC®O) cocTosiT M3 Habopa HpaBuil OyXralTepCKOro
yueTa, ONpeAessIONINX, KaK OTIepally U JPYTHe yUeTHbIC COOBITHS JOJDKHBI OTPaXaThesl B QUHAHCOBOW OTYETHOCTH.
Onu npeHa3HaveHbI JUTS TTO/ICPXKAHUS JOBEPHS M IIPO3PaYHOCTH B ((MHAHCOBOM MHUPE, YTO ITO3BOJISIET HHBECTOPAM
u OM3HECMEeHaM MPUHUMATh 00OCHOBAHHBIC (PMHAHCOBBIC PEIICHHUA. Pollb MEXTyHapOAHBIX CTaHAAPTOB (prHAHCO-
BO OTYETHOCTH 3aKJI04aeTcsi B POPMHUPOBAHUH MAKCHMAaIbHO JOCTOBEPHOH MH(OPMALUK O pUHAHCOBOM COCTOS-
HUHU 1 (1)I/IHaHCOBI)IX pe3yabpTarax ACATCIbHOCTU OpraHru3anuu. OTYETHOCTD KE BBICTYIIACT CPEACTBOM KOMMYHHKaA-
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MM B paMKax MEXJIYHapOIHBIX PHIHKOB. [J100anu3amms npunaer Oonbinoe 3HaueHue commkenuto ¢ MCOO, no-
CKOJIBKY (PMHAHCOBasi OTYETHOCTD, TOATOTOBJICHHAS B COOTBETCTBUY C HAIIMOHAIBLHBIMH CTAaHIapTaMH, HE OTBEYACT
MOTPEOHOCTSIM M HHTEpECaM IOJIb30BaTeNeH 1 JINI, TPUHUMAIOIINX pelieHns. B qanHoil pabote onuckBaroTes mpe-
MMYIIECTBA U MPOOIEeMBI, CBI3aHHBIC ¢ BHeApeHHeM U cobmonearneM MC@O. YauTsiBas MONIOKUTEIbHBIE OOHYCHI,
KOTOpBIE, Kak oxunaercs, mpuHecyT MC®DO, n npobiaeMsl, ¢ KOTOPBIMU CTAJIKHBAIOTCSA KOMIIAHUN IPU NPUHATHU U
noctostHHOM coOmoneHin MC®DO, BaKHO 00CYIUTh TCOPETUUCCKUE U SMITUPHUCCKUC UCCIICTOBAHUS, KACAIOIHECS
MC®O. Hacrosimmas uccienoBareibckas padoTa MOCBsIIEeHa aHAINU3Y CYIIECTBYIONICH JIUTEPATyphl O IPEUMYIIIe-
cTBax u npodiemax BHenpeHns MCPO B pamkax yHH(DUKAINH Mponecca (UHAHCOBOWH OTYETHOCTH.

KuroueBble ciioBa: (UHAHCOBAas OTYETHOCTH, CIUHBIC CTAaHIAPTHI, COBPEMEHHBIC TEHACHIINH, HH()OpMAIIHS,
CTaHAapTH3aIus, OyXTalTePCKUH yUeT, MeXTyHApOIHbIe CTaHIaPTHI.
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KAPXBUIBIK ECEIITIVIIK IMPOLUECIH BIPIKTIPY INEHI'EPIHAEI'T XKEC-ThI
EHI'I3YAIH APTBIKIIBIJIBIKTAPBI MEH KUBIH/IBIKTAPBI

Angarna

XapIKapabIK KapKbUTBIK ecenTilik cranaaprrapsl (XKEC) onepanusiap MeH 6acka J1a ecernke any OK|uFagapbl
KapXKbUIBIK E€CENTUIKTe Kajall KepCeTUIyre THIC EKEHIH alKbIHIAWThIH OyXrainTepiik ecel KaruJalapblHbIH
JKUBIHTBIFBIHAH Typajbl. Ollap MHBECTOPIAp MEH KOCIMKEpJIepre HEri3IeNIreH KapKbUIBIK MICHIiMIep KaObuiaayra
MYMKIHIIK OCpeTiH KapKbl QJEMIHAETI CEHIM MCH aIlbIKTHIKTBI CaKTayFa apHaiFaH. KapKbUIBIK CCENTUTIKTIH
XaIlBIKApPAIIBIK CTAHAAPTTAPBIHBIH POJIi YHBIMHBIH Kap KbUIBIK JKaFIaiibl MCH KapKBUIBIK HOTIDKEIEPl Typaibl eH
CEHIMJIi aKMmapaTThl KaJbIITacTRIPy O0bIn TaOsansl. Ecen Oepy XanbIKapaiblK HapbIKTapAarsl OaiiIaHbIC KypaTbl
periaae ne opeker ereni. XKahanmany XKEC-ke kakplHAayFa YIKEH MOH Oepejii, OUTKeHI YITTBIK CTaHAapTTapra
colikec JalbIHIAIFaH KapKbUIBIK €CeNTUIK MailaaHylibliap MeH MIeliM KaObuiIaybuIapAblH KaKeTTUTIKTepi
MeH Myazenepine xayan oepmeiini. by skymbic KEXC eHrizy MeH cakTtayra OailllaHBICTBI apTHIKIIBUIBIKTAD MCH
KUBIHABIKTapabl cunartaiiael. KEXC okeneni nen kyTinetiH oH 6onycrapas! xone KEXC-Ti KaObuimay skoHEe YHEMI
cakray Ke3iHIe KOMITaHHWsIap KesfeceTiH moacenenepai eckepe oTweIpbil, KEXC-Ka KaTBICTBI TEOPHUSIIBIK JKOHE
SMIUPHUKAIBIK 3ePTTEYIICP i TaJKbIIay MaHBI3AbI. Byl FRUTBIMU-3epTTEy KYMBICH KapXKBUIBIK €cerl Oepy MporeciH
yHuukanusiay 6emiri peringe X KEC-TbI eHri3y/IiH apTHIKIIBUTBIKTAPhl MEH Macerenepi OoibIHIIa 6ap ogeOueTTepai
TaJJayFa apHaJFaH.

Tipek ce3aep: Kap>KbUIBIK €CENTUIIK, OIpbIHFal cTaHIapTTap, Ka3ipri 3aMaHfbl YpICTep, aKnapar, CTaH1apTTay,
OyXranTepllik ecerl, XaJbIKapaJIblK CTaHAapTTap.
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