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International differences in IFRS
adoptions and IFRS practices’

Christopher Nobes

1 Introduction

Many publications give the impression that International Financial Reporting Standards (IFRS)
are now used for most reporting by most companies in the world. The first objective of this
chapter is to provide an antidote to these exaggerations. This involves looking in some detail at
the many different ways in which major jurisdictions have adopted or adapted IFRS. Related
to this, there are two other regulatory issues which differ by jurisdiction: translations of IFRS
and enforcement of IFRS. This chapter’s second aim is to summarise and update the discussion
of these issues.

In addition to adapting the standards, or not adopting them at all, there is a further, quite
different way in which international accounting differences have survived the arrival of IFRS.
Even among companies which are fully compliant with TFRS as issued by the International
Accounting Standards Board (IASB), there is scope for, and evidence of, variety of accounting
practice. This variety is associated with such factors as firm size, industry, and country. Nobes
(2006) divided the scope for different IFRS practice into five aspects of the content of IFRS,
such as overt options and covert options. The next tasks of this chapter are to update and go
beyond the earlier discussion of these aspects in two ways: (i) by taking account of the many
changes to the content of IFRS from 2005 to 2012, and (i) by summarising the empirical find-
ings based on IFRS annual reports of 2005 onwards.

The next four sections examine the above four sets of issues: different national implementa-
tions of IFRS; language and enforcement; the scope for variations in IFRS practice; and the
empirical search for those variations. Relevant literature is included section by section. The
author apologises to readers for the amount of self-citation, but that is inherent in the nature of
the task because this has been my field of research for many years. Section 6 concludes, and also
asks whether any other set of standards (particularly US GAAP [generally accepted accounting
principles]) would have faced the same challenges if adopted widely.

When examining national implementations, reference is made to the requirements for finan-
cial statements relating to accounting periods ending on 31 December 2013, unless otherwise
stated. For variations allowed within IFRS (in Section 4), it is possible? to go one year further,
to the requirements in force for 31 December 2014 year ends.



2 National implementations of IFRS

It is a commonplace that International Financial Reporting Standards have spread to over 100
countries (e.g. SEC, 2011; IASB, 2012, p. 11). Examples of reports about this process are as follows:

e IFRS is the official reporting standard which was recently adopted by over 100 countries
(Benzacar, 2008, p. 26).

e  To date, more than 12,000 companies in over 100 countries have adopted IFRS (Interfacing,
2012).

e The global rollout of International Financial R eporting Standards is gaining momentum, with
more than 100 countries now using IFRS and all of the world’s major countries anticipated
to be on board within the next few years (BDO, 2012).

e  The number of countries requiring International Financial Reporting Standards (IFRS) for
public companies has grown from a relative handful to over 100 (Pacter, 2012).

e  Approximately 120 nations and reporting jurisdictions permit or require IFRS for domestic
listed companies, although approximately 90 countries have fully conformed with IFRS as
promulgated by the IASB and include a statement acknowledging such conformity in audit
reports (AICPA, 2013).

This section contains a reminder that such reports should not be taken to imply the imminent
death of international accounting differences. I present data on the variety in national imple-
mentations of IFRS, stressing where implementation is partial or non-mandatory, in order to
provide an antidote to the lack of caution in some of the quotations above. Therefore, my inau-
gural proposition is this: ask not what a company in a country can do; ask what the company is
required to do. More specifically, ask not which country allows some version of IFRS for some
purpose; ask which country requires ‘IFRS as issued by the IASB’ IASB-IFRS) for all purposes.

As noted above, the literature (academic, professional and journalistic) contains many refer-
ences to widespread or almost universal adoption of IFRS. However, four caveats should be
entered. First, in several major capital markets, IFRS is either not required for any purpose (e.g.
in Japan or Switzerland) or not even allowed for domestic reporters (e.g. for SEC registrants
in the USA). Secondly, even in jursdictions where IFRS is required or allowed, this is often
restricted in some way (e.g. to listed companies or to consolidated statements). I am not sug-
gesting that these restrictions on IFRS are inappropriate, merely that they cause an unadorned
statement about ‘adoption’ to be misleading. In the quotations at the start of this section, Pacter
(2012) carefully refers to ‘public companies’ (which are a very small percentage of companies,
although economically important), whereas the other authors do not. Thirdly, for many of the
‘more than 100 countries’, it is not IASB-IFRS that is required or allowed (for some purposes),
but national (e.g. Australian) or regional (e.g. EU) versions of IFRS. Fourthly, in many coun-
tries where IFRS adoption is alleged to have taken place (e.g. several EU countries), no compa-
nies or auditors refer to compliance with IASB-IFRS. Whether companies are complying with
IASB-IFRS is a different issue from whether IASB-IFRS is required or whether it is referred to.
I deal with those issues separately below, but it should be noted immediately that some versions
of IFRS do not necessarily imply (and some do not even allow) compliance with IASB-IFRS.

Zeff and Nobes (2010) investigated a number of national implementations of IFRS. They
asked, for example: ‘Has Australia adopted IFRS?’, concluding that there is no simple answer.
Strictly speaking, Australia has not adopted IASB-IFRS because, in Australian IFRS (AIFRS),
(i) early adoption® as allowed by most new or amended IASB standards is not allowed, (ii) some
disclosure requirements have been added, (iii) many paragraphs have been amended to extend

168



International differences in IFRS adoptions and IFRS practices

application to not-for-profit entities, and (iv) references are added. The lack of permission to
carly adopt is a major issue: for example, for accounting periods ending on 30 June 2012 or 30
June 2013, a large amount of IFR S was allowed in South Africa or Switzerland but not allowed*
in Australia. This included, inter alia, IFRSs 9 to 13 and important amendments to International
Accounting Standard (IAS) 19. This material occupied over 500 pages of IFRS, including vital
issues such as the definition of a subsidiary.

On the other hand, those for-profit entities which comply with AIFRS should automati-
cally thereby be complying with IASB-IFRS. Thus, in terms of comparability, the result is the
same as if [ASB-IFRSS had been required in Australia. Figure 8.1 illustrates these points. Starting
from the top, various versions of implementation are shown. Starting from the bottom, there is
an assessment of the likelihood of compliance by companies with IASB-IFRS. More recently,
there has been another relevant development in Australia, in that companies without public
accountability® are allowed to follow a special version of AIFRS which contains reduced disclo-
sure requirements, so is clearly not IASB-IFRS.

EU-adopted IFRS is also not IASB-IFRS in that (i) it has a more permissive version of IAS 39
(Whittington, 2005), and (ii) early adoption is not allowed until EU endorsement.® Despite this, at
least up to the time of writing, EU companies can easily arrange’ to comply with IASB-IFRS, and
most are probably® doing so even though few acknowledge that they are (Nobes and Zeff, 2008). By
contrast, Chinese or Venezuelan versions of IFRS would probably not normally allow compliance
with IASB-IFRS. Zeff and Nobes (2010) concluded that very few countries with significant stock
markets require direct compliance with IASB-IFRS. They mentioned Israel and South Africa, but
even in those countries, compliance is only required for listed companies.

The impression of widespread IFRS adoption can be created or dispelled by careful choice
of the questions being asked. Table 8.1 asks questions, at the head of its columns, designed as

Implementing IFRS

| l | I

Adopting the Standard-by-standard Optional Not fully
process converged
As issued by Fully converged  As issued by
IASB with IFRS IASB, but with
deletions
Israel Canada Australia EU Switzerland China
Yes Possible Unlikely

4 ) )

Company colpliance with
IFRS as issued by the IASB

Figure 8.1 Methods of implementing IFRS (for consolidated statements of listed companies)
Source: Zeff and Nobes (2010)



an antidote to the conventional wisdom outlined at the start of this section. The table reports
on IFRS implementations in the 16 jursdictions which have the world’s largest stock markets.’
The table deals with the regulated reporting of domestic companies. It deals only with require-
ments, not with options (except in column 8). So, various permissions to use IFRS are not men-~
tioned such as (i) permission in the US for foreign SEC registrants, or (i) permission in Japan
for Japanese companies. A table which tried to deal with permissions would be very complex
and would not be relevant for the purpose here.

Column 2 of Table 8.1 records that IASB-IFRS is not required in any of the 16 countries
for the reporting of all types of entities which are regulated. There would be a more efficient
way of conveying this information, but that display suits the purpose outlined in the previous
paragraph. Column 3 reports on countries where IASB-IFRS is required for at least some types
of reporting (e.g. the consolidated statements of all listed companies). Only Russia and South
Africa are recorded as “Yes’. I treat the Russian translation of IFRS as IASB-IFRS because it has
been approved by the IASB. Whether Russian companies are fully complying with this recent
requirement to use [FRS is a different (empirical) matter. In comparison to Table 8.1, Figure
8.1 relates only to the consolidated statements of listed companies. Therefore, for example,
South Africa was shown as fully adopting the IFRS process in Figure 8.1, but because this does
not apply to unlisted companies, South Afiica is in column 3 (not column 2) of Table 8.1.

Canada is not included in column 3 because it does not require IFRS for Canadian compa-
nies which are rate-regulated or are also listed in the USA; for example, of the 60 members of
the main stock market index (TMX S&P), only 49 companies used IFRS for 2011."° A similar
analysis of 2012 annual reports shows the same position."

Columns 4 and 5 concern versions of IFRS which are intended by regulators to lead to
compliance with IASB-IFRS. No additional countries appear with a “Yes’ in column 4. Those
three countries appearing for the first time in column 5 require, for some reporting, a version of
IFRS that is not ‘as issued by the IASB’ because, for example, it does not allow early adoptions
of new or amended standards. Columns 6 and 7 concemn versions of IFRS which currently allow
companies to achieve compliance with IASB-IFRS. No extra countries appear in column 6, but
column 7 contains the EU countries.

Column 8 concerns unconsolidated statements. No version of IFRS is required for this
purpose for all regulated companies in any of the jurisdictions. It is not generally the topic of
this chapter to investigate the many jurisdictions where versions of [FRS are allowed. However,
relaxing the strict approach, column 8 also records any cases where a version of IFRS is allowed
for unconsolidated reporting. The UK is the only EU country of Table 8.1 which is recorded
as ‘(A)’ because the others require national GAAP to be used for the unconsolidated statements
from which tax and distribution are calculated.

In summary, because of the way the questions are asked, there is little “Yes’ in Table 8.1.
Only 9 of the 16 countries have any “Yes’ at all. It would be easy to reduce the number of “Yes’
answers further by deleting the three countries with the smallest of the 16 stock markets (South
Korea, South Africa and Spain).

As we move to the right across Table 8.1, a date is inserted for the first appearance of “Yes’
for any country. The date refers to the earliest accounting period ending on 31 December for
which the “Yes’ applies. As may be seen, there are no such implementations before 2005, and
three out of nine implementations are recent, relating to 2010 or later.

Researchers might find it valuable to consider Table 8.1 when assessing the reliability of
reports about IFRS adoption. For example, Francis et al. (2008) presented a table showing
that most unlisted companies in a majority of 56 countries (including many EU countries) had
‘adopted’? IFRS by 1999/2000. This cannot have been the case (see columns 6 or 8 of Table 8.1)
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if ‘adopted’ means compliance, as it generally does in the empirical and other literature (e.g.
Ashbaugh, 2001; Ashbaugh and Pincus, 2001; Leuz, 2003; Jermakowicz, 2004; Cuijpers and
Buijink, 2005; Gassen and Sellhomn, 2006; Hoogendoorn, 2006; Christensen et al., 2007; Barth
et al., 2008). Country of domicile is by no means a complete predictor of which GAAP will
be adopted by a company, but it does make some answers unlikely or (without dual reporting)
legally impossible.

Research work on national implementations has taken many different directions. For exam-
ple, Leuz (2010) sought to explain clusters of countries with similar IFRS implementations;
Gongcharov et al. (2009) examined the economic functions of the dual (IFRS/national) account-
ing system in Germany.

Nothing in this chapter should be read as implying that the International Accounting Standards
Committee (IASC) and IASB have not succeeded in reducing international differences in financial
reporting, and therefore in increasing comparability. The consolidated statements of thousands of
listed companies are complying with IASB-IFRS, even if many (e.g. nearly all EU companies) do
not acknowledge this. It is clear, for example, that German and UK listed companies now publish
consolidated statements which are much more similar than before IFRS was adopted, and that
both German® and UK national rules have been changed towards IFRS.

3 Language and enforcement

Introduction

As discussed in Section 2, the jurisdiction in which an entity operates will determine the ver-
sion of IFRS with which the entity is required or allowed to comply. However, there are
other aspects of nationality that will also affect IFRS practices. Ball (2006) and Nobes (2006)
have explained how, even if all entities are apparently complying with IFRS, the incentives of
preparers and enforcers remain ‘primarily local’ (Ball, 2006, p. 15). Wysocki (2011) showed
how the determinants and outcomes of IFRS and non-accounting institutions are intertwined.
Section 4 focuses on issues of judgement and choice with respect to policies on recognition,
measurement and presentation.

Before that, this section looks at two other national issues: language and enforcement. From
here on, a large number of accounting standards are referred to. In order to avoid clutter, they
are referred to by their numbers only, but the full title of each of these standards is shown in an
Appendix to this chapter.

* The issues of language and enforcement can be introduced with the aid of a typical'® audit
report on IFRS financial statements in the EU. This one relates to a German company’s'® con-
solidated statements, as follows: :

We conducted our audit in accordance with §317 HGB and German generally accepted
standards for the audit . . . promulgated by the Institut der Wirtschaftspriifer . . . .
According to §322 Abs. 3 Satz 1 HGB, we state that our audit . . . has not led to any reservations.
In our opinion, . . . the consolidated statements comply . . . with IFRSs, as adopted by the
EU, and the additional requirements of German commercial law pursuant to §315a Abs. 1
HGB and give a true and fair view . . . in accordance with these requirements.

The auditors reveal (or imply) at least eight ‘national’ (or EU) aspects of the reporting: (i) the

audit is required by German law and its quality would be assessed under German law; (ii) the
auditors use German professional audit standards (although these are now closely based on

171



‘PRIEPUEBW S| dYYD SN ‘PRJIND3J st 1 Jeyl JUSIXD 91 01 "SM Y3 Ul pasinbau Ajjesausb jou st Buniodas perepiosuodung

“PIMOY[E 3R dVVD SN 10 SHdln

‘paniwIed suondope Ajies Jnoyum pue ‘uoiiejsuer) uealoy Ui SY41-gSViy,

"saiueduwiod pajsi| Jo painbad si (Ueissny ojul uonelsuel) panoidde-gsy| U UMY SY4| 18U3 JNJUOD S8YSGOM IMJ pue d1lIoRed 3L,
‘sopuedwod pals)| JO sJUBUISILIS PI3EPIIOSUOD 3y} O SY4I-SY] smojip uede(,

“Jamsue sy st N, 18y} Jesjpun ARUSDIYNS S| _IPU| U SY4| JO SN1BIS 9Y3 18U} JNDUOD S3ISGIM IMJ pue 310[3( dYle

'suoisirosd jeuonysuel ul Ajuewiid ‘ulewsl ssoUSIBYIP ING ‘SY4| Laim pabisaucd useq saey spiepuels Bunloday jepueury 6uoy Buop,
*pazedasd osje aJe 9po) jeIBWWO) 3y 03 Buipiodde paledeid sjuswalels ssajun ‘ONg

*£00Z 11un sajuedwiod uelad 10§ PAMO][e SeM dyvD SN

‘sasudiaIug 91eAld Joj plepuels BunuNddy By} 3sn 01 Pamoj[e 2Je SIRAUS B]BALd,

*dVVD SN 3sn 0] pamoj[e aJe S Y3 Ul pajsi| osje s1e Yaiym sajuedwo?) "parduaxs ale ssjuedwod pajejnbal-ajey,

‘PSppe $2.NSOISIp SLWOS puk PajePRp Usaq aAey suoido Sy4j swios,

‘uoneue|dxa Joj 3xe3 335 "SYI-gSY1 03 suonippe Auen,

52J0N

‘Pamojly =v

ON=N

"H9| U3 0} UIN|OD B WOIJ SMOJ{0] SB ‘SIA = A—> "S9A = A A3

"(£10Z 3un( g passadde yioq) [wiayl-xapul/uondope-Aiunos/Bupiodai-siji/senssi/us /sn/wod omd-mmm//:dny pue uny sefsn/Aijunod/wod snjdser Mmm//:d1y :sanos

alN . N N N N N N sn
WM N (5002) A N N N N N N
N N N N N N N PUBLSZIMS
N (5002) A N N N N N uteds
B3J0Y
W N A= N (1102) uA N N N ynos
ey
N A= N A N (5002) A N yinos
N A N A= N o2Lo2) A N eissny
N N N N N N N uede|
N N N aN N N N elpuj
Huoy
Ouoy
N N N N N N N Buoy
oN (£002) A N N N N N Auewssn
N (S002) A N N N N N aouely
N N N N N N N euiyd -
W) 5N N N N N N N epeue)
N A~ N (0L02) A N N N lizeig
W) N A N (5002) A N N N ejensny
isaiupdwiod  ;bunodas pajojnbas  isaupduios
¢buriodai payopijosuoiun ¢saiupdwod pasy o ;Buiiodas pajonbas P31Si| |{D JO SJUSWBID]S JID 40§ paiinbai paysyj jip jo  ¢buruodas
pa3pnbal jjp Joj (v ‘pamojip  Jo SJUBLUBID]S PaJopPIOSUCY  J{p Joj paiinbail Sy pajopijosuod 104 palinbai SYHI-GSVI Yyum sjuawaipys  pajojnbal
J0) pasinbai Sy41-9SvI 104 paunbal SY41-gSYI -gSYI Yum adupldwiod SY41-§Svi Yim aoupydwiod oUDNAWOD 31nsUa  Pajopijosuod JID 10}
YIIm aupyduwiod smojjo Y3im cupiduiod smojo SMOJID Y2IYM SY-/ 2Insua 0] papuaul s| 0] papuajul st yyym  Joj paiinbas paiinbal
UDIYM SY] JO UOISIDAD S| LDIYM SY4] JO LIOISIA D 5| JO UOISIA D S| YDIYM SY] JO UOISIBAD S| SY[ JO UOISIDAD S| SYH-GSYI S| SY1-gSVI S| uonipsunf
8 A 9 [9 14 £ z L

spua Jeak €10z JoquweaQ | g ‘seiuedwod dasawop Aq Bupodss psiejnbau oy suonejuswajdwi SY4| ('8 g0, 1

Gy

[ .



International differences in IFRS adoptions and IFRS practices

international standards); (iii) the auditors comply with particular German legal requirements
for what must be stated; (iv) the accounting standards are ‘IFRS, as adopted by the EU’, which
(as explained above) is not the same thing as IASB-IFRS, even though the company might be
complying with IASB-IFRS; (v) because the reporting is under German law, it is the German-
Janguage version of EU-adopted IFRS that applies legally; (vi) German law contains extra
accounting requirements; (vii) the auditors apparently’ report on ‘true and fair’ rather than on
the “fair’ required by IAS 1 (see below); and (viii) German law contains particular references to
‘rue and fair’ which weaken the ‘override’ (see below). The audit points contained here could
affect the quality of reporting because they might affect compliance (see below).

Language

Evans (2004) examined language difficulties in detail in the context of accounting. She points
out the inevitability that some meaning will be lost in translation. Zeff (2007) included prob-
lems of translation and terminology in his survey of obstacles to global comparability of financial
reporting. The translations of ‘true and fair view’ and ‘fair presentation’ were investigated in
detail for several languages by Nobes (2009, pp. 417—419). The various official translations have
rendered ‘true and fair’ and ‘fair’ identically, although the German translations use different
words for ‘view’ and ‘presentation’.’® When translating German documents the other way, into
English, the translators have to remember to use ‘true and fair view’ in a legal context (e.g. for
the audit report quoted above) but ‘fair presentation’ in the context of IAS 1.

German law does not include the ‘true and fair override’, despite its being required by the EU’s
Fourth Directive on company law (Nobes, 1993). However, the German version of EU-adopted
IFRS does include the ‘fair presentation override’ of IAS 1. Nobes (2009) investigated the use of
the override in the context of IFRS, including the famous case of Société Générale in which, on its
2007 financial statements, the company received a clean audit report from two Big-4 firms after
explaining that it had departed from IASs 1, 10 and 37. To the extent that this would have been
less likely to happen in Germany or the UK, cultural rather than linguistic explanations might be
needed (Standish, 2003; Burlaud and Colasse, 2011; Danjou and Walton, 2012).

More simply, there are some clear errors of translation. To give a German example, the dis-
count rate required by IAS 19 (para. 83) for pension obligations is the interest rate on ‘corporate
bonds’. However, the official EU German text renders this as ‘Industrieanleihen’. Such industrial
bonds are a subset of corporate bonds, perhaps with different, or differently volatile, average
interest rates. The IASB’s approved German translation (but not the EU’s) was corrected to
Unternehmensanleihen’ in 2010,

Baskerville and Evans (2011) examined the complex issues to be considered when translat-
ing IFRS. Dahlgren and Nilsson (2012) give many detailed examples of translating IFRS into
Swedish, noting several straight-forward errors. However, they make the more general point
that because conceptual structures in different languages do not match perfectly, some account-
ing concepts are ‘simply not translatable’ (p. 57).

Monitoring and enforcement

The quality of audit and of other compliance monitoring is a national issue, although there
is some co-ordination and exchange of information on enforcement at the EU level through
the Buropean Securities and Markets Authority. Efforts have been made to avoid national or
European ‘interpretations’ of IFRS, but that topic takes us into the following section of this
chapter, which is concerned with IFRS policies. Ball et al. (2000) suggest that the strength of



enforcement is related to a country’s position in the common/code law classification. Brown
and Tarca (2005) examined the varying strengths of the enforcement agencies of some countries.

If auditors and companies are weakly monitored or subjected to little enforcement in a par-
ticular country, non-compliance with IFRS is likely to occur. Non-compliance is one cause of
different practices even within jurisdictions which apparently require IFRS. At one stage, for
example, it was suggested that non-compliance with IFRS disclosure requirements by German
companies was substantial (Street and Bryant, 2000; Street and Gray, 2001; Glaum and Street,
2003). German compliance might now have greatly improved (Berger, 2010; Meyer, 2011,
Hitz et al., 2012), but doubts remain about how fully companies in other countries, such as
Russia (Krylova, 2003), will comply with IFRS. A pan-European survey is provided by Glaum
et al. (2013), who reveal differential compliance with IFRS disclosures related to factors of both
country and company (e.g. listing status and auditor).

4 IFRS policies of recognition, measurement and presentation

Comparability

In this section, it is assumed that all the companies being considered are properly complying
with IASB-IFRS. That is, we set aside any differences in practice caused by different national
versions of IFRS, by translations of IFRS or by non-compliance with IFRS.

IFRS (even the original English version of IASB-IFRS) contains different types of scope for
varied practice. One context in which to think about varied practice, and why it matters, is com~
parability. This quality is central to the objectives of IFRS financial reporting (IASC, 1989, paras.
39-42; 1ASB, 2010, paras. QC 20-25). In Nobes (2006) and several subsequent papers, it was
assumed that comparability is undermined by any differences in IFRS practices which are associ-
ated with the nationality® of a company. However, Jaafar and McLeay (2007) and Stadler and
Nobes (2014) point out that apparenty country-driven differences might be connected to interna-
tionally different mixes of industries, and that some accounting policies might be industry-specific.
For example, the use of weighted average inventory measurement (as opposed to first-in, first-out
[FIFO}) might be common among a sample of German companies because it is appropriate for a
particular industry whose members are numerous in the sample. If that industry is less important
in other countries, then the resulting international difference in inventory measurement does not
necessarily suggest a lack of comparability.

Apart from the issues discussed in Sections 2 and 3 above, the types of scope for varied IFRS
practice identified by Nobes (2006) were (i) overt options, (ii) covert options or vague criteria,
(ii1) gaps in the requirements, (iv) estimations, and (v) first-time adoption issues. Later in this
section, the examples of types (i) and (ii) will be updated and expanded, focussing on what
might be useful for researchers. Before that, let us deal briefly with the other three types.

Gaps in IFRS, measurement estimations and first-time adoption

Gaps in any GAAP are, of course, inevitable. IAS 8 deals with the selection of accounting poli-
cies when IFRS does not deal with an issue. This leaves much room for judgement and there-
fore for different solutions. For example, at the time of writing, IFRSs 4 and 6 do not provide
requirements on several major issues of accounting for insurance contracts and for oil and gas
exploration, respectively. Indeed, those standards allow more flexibility than IAS 8 normally does
(see Table 8.2). The same approach is being planned by the IASB in 2013 for rate-regulated
entities. The gaps in IFRS were mentioned by the SEC (2011) as one reason for wariness about
implementing IFRS in the United States. US GAAP does have requirements in the above areas.
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Table 8.2 Examples of overt options in IFRS in 2013*

1AS 1
1AS 1
1AS 1
1AS 2

1AS 2
1AS 7
IAS 7
1AS 7
1AS 8

IAS 16
IAS 19

IAS 20

1AS 21
1AS 27

1AS 28

1AS 38
1AS 39

IAS 39
IAS 39
IAS 39
1AS 40

IAS 40
IFRS 3

IFRS 4
IFRS 4
IFRS 4
IFRS 6

IFRS 6
IFRS 9

IFRS 9

IFRS 9

No format requirements for balance sheets or income statements (paras. 54, 82).

Choice of by-nature or by-function income statement (para. 99).

Permission to show comprehensive income in two statements (para. 81).

Permission to measure certain types of inventories at net realisable value, with gains and
losses to profit and loss (para. 3).

FIFO or weighted average for the determination of the cost of inventories (para. 25).

Choice of direct or indirect calculation of operating cash flows (para. 18).

Net basis allowed for some cash flows (para. 21).

Choice of classification for interest and dividend flows (para. 31).

When developing an accounting policy, an entity ‘may also consider’ the rules of certain
other standard-setters (para. 12).

Cost or fair value measurement for classes of property, plant and equipment (para. 29).

Inclusion of defined benefit interest cost as finance expense or as operating expense (BC
para. 202)

Asset grants can be presented as a deduction from the asset or as deferred income
(para. 24).

Choice of presentation currency (para. 38).

In ‘separate’ statements, investments in subsidiaries, joint ventures and associates may be
shown at cost or as available-for-sale financial assets (para. 10).

In consolidated statements, certain investments in joint ventures and associates may be
measured at fair value through profit and loss (para. 18).

Cost or fair value measurement for some types of intangible assets (para. 72).

Choice of cost basis or marking to market for some ‘designated’ financial assets and liabilities
(para. 9). (Other choices are also available within para. 9.)

Trade date or settlement date accounting for ‘regular way’ transactions in financial assets
(para. 38).

Permission to re-classify financial assets out of trading in ‘rare circumstances’ (para. 50 (c)).

Hedge accounting based on the designation of a hedging relationship (para. 71).

Permission to classify a property held under an operating lease as an investment property
(para. 6).

Entity-wide choice of cost or fair value for measurement of investment property (para. 30).

For measurement of a non-controlling interest, a choice of fair value or the share of the
acquiree’s net assets (para. 19).

Permission for insurers not to separate certain embedded derivatives (para. 8).

Permission to unbundie components of an insurance contract (para. 10).

Permission to depart from 1AS 8 when developing certain accounting policies for insurance
contracts (para. 14).

Permission to depart from aspects of IAS 8 when developing accounting policies for
exploration assets (para. 6).

Cost or fair value measurement for exploration assets (para. 12).

Trade date or settlement date accounting for ‘regular way” transactions in financial assets
(para. 3.1.2).

Option to designate certain financial assets and liabilities at fair value through profit or loss
(paras. 4.1.5 and 4.2.2). .

Option to present fair value changes on non-trading financial assets in OCl (para. 5.7.5).

*For accounting periods beginning on or after 1 January 2013. Paragraph numbers as at 30 April 2013.



Nobes (2006, Table 8.4) recorded a number of areas in IFRS which require measurement
estimations, such as assessing an asset’s useful life, its pattern of wearing out and its residual value
(in order to calculate depreciation). The examples in that table all remain in IFRS in 2013. An
important recent addition is several estimations needed for the disclosures on financial instru-
ments required by IFRS 7, such as exposures to risks (paras. 33 and 36). These remarks are not
a particular criticism of IFRS, because any GAAP would require many of these measurement
estimations. However, they are part of the scope for international variations in practice.

First-time adoption issues relate to the many choices in IFRS 1. For example, in its pre-IFR S
accounting, a company might have treated goodwill in one of several ways: (i) held at zero,
with a corresponding deduction from reserves; (ii) held on a cost basis, amortised over 5, 20 or
40 years; or (iii) held on a cost basis but checked for impairment every year. Although IFRS
3 requires method (iii), a company is allowed, on first-time adoption of IFRS, to retain the
goodwill amount resulting from any other method in its first opening IFRS balance sheet. The
large differences between goodwill numbers prepared under the various bases can last for many
years® after first IFRS adoption.

Overt options

An IFRS option is called ‘overt’ here if it is plainly specified as a choice? within a standard. By
contrast, ‘covert’ options (discussed in the next subsection) exist where no choice is explicitly
offered but where the degree of judgement involved might allow scope for the preferences of
the preparers of financial statements.

Table 8.2 expands and updates the list of overt options found in Nobes (2006). R esearchers
might wish to divide these into ‘presentation’ and ‘recognition/measurement’ topics. However,
this is sometimes ambiguous. For example, it is clear that the IAS 1 options in Table 8.2 relate
to ‘presentation’ and that the IAS 16 or IAS 40 options are ‘measurement’. However, the IAS
20 option, which is expressed in the standard as an issue of presentation, affects the measurement
of assets. The TAS 7 options, again expressed as having to do with presentation, change totals
such as ‘operating cash flows’.

IFRS has historically contained more options than most national GAAPs, because of the
negotiations involved in setting standards internationally (e.g. Camfferman and Zeff, 2006, p. 269).
For example, US GAAP contains considerably fewer options,? although still allowing last-in,
first-out (LIFO), which has been removed from IFRS. Over time, the IASB has removed
options in order to improve comparability. Researchers would need to check which options
were available for which period. Table 8.3 shows the options which have been removed for
various periods after 2004. However, the IASB has not been able to avoid® adding options, such
as that related to IFRS 3 in Table 8.2. At the time of writing (middle of 2013), extra options are
expected in the standard on revenue recognition (for the measurement of contingent revenue)
and in the exposure draft on leases (for short-term leases).

Although all the overt options are clearly visible in the standards (and the resulting choices are
clearly visible in annual reports), this does not mean that they are all well-suited to research. This is
because (i) some topics occur infrequently (e.g. in Table 8.2, the first IAS 2 choice, the IAS 8 choice,
the IAS 38 choice and the first IAS 40 choice); and (ii) some relate to specific industries which the
researcher might not be studying (e.g. the second IAS 39 choice and the IFRS 4 and IFRSS 6 issues).

Removing the rare issues leads us to a set of easily researched choices, as set out in Table 8.4.
These have formed the basis of the recent empirical research discussed in Section 5. Table 8.4
includes four items (shown with daggers) which are no longer options in 2013, but it excludes
some items which have proved difficult to assess in practice.?
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Table 8.3 Former overt options in IFRS*

Unfil (and including) 2004

IAS 2 LIFO basis allowed (para. 23).

jAS 8  Policy changes and error corrections could be taken through the income statement (para. 38).
JAS 21  Certain exchange differences from ‘severe devaluation’ could be capitalised (para. 21).

IAS 27 Option to present minority interests outside of equity (para. 26).

Until (and including) 2008

1AS 1 Choice of two types of presentation of OCl (para. 10).
1AS 23 Choice of capitalising or expensing interest costs on construction contracts (paras. 7 and 10).

Until (and including) 2012

JAS 19  Actuarial gains and losses could be taken (a) immediately in full to OCI, (b) immediately in full
to profit or loss, (c) in full to profit or loss over the remaining useful lives of employees in
the plan, (d) in part to profit or loss over that period (corridor method), (e) in full or in part
to profit or loss over a shorter period (paras. 92-93A).

IAS 31 In consolidated statements, there was a choice of proportional consolidation or equity
accounting for joint venture entities (para. 30).

*paragraph numbers relate to the last versions of the IASs before the removal of the relevant option.

Covert options

Turning to ‘covert’ options, Table 8.5 presents a list which is an expanded and updated version of that
provided in Nobes (2006, Table 2). An example of an important covert option is the degree to which
development costs are capitalised, which depends on the interpretation of several somewhat vague cri-
teria. As with overt options, IFRS contains more of them than some other GAAPs. For example, the
one in the previous sentence does not apply generally” in US GAAP, and neither do several others.?

Not only are covert options hidden from view in the standards, the exercise of such options is
also generally hidden from view in financial statements. For example, it is usually impossible for
outside users of the statements to assess whether or how a company exercised its preferences when
capitalising (or not) development costs. One exception to this is the depreciation method, which is
often disclosed. IASs 16, 38 and 41 make it clear” that selecting the depreciation method is not a
policy choice, because it should rely on estimating the pattern of consumption of the asset’s benefits.

Just as the list of overt options has changed over time, so has the list of covert options. For
example, until the 2003 version of IAS 1, entities were required to present any ‘extraordinary
items’ in their income statements, and the determination of whether an item was extraordinary
involved judgement. Given that it is much more difficult to research covert options, the treat-
ment of them here is not as detailed as for overt options.

Scope for country differences

The scope for variation in IFRS practices, as examined in this section, could undermine compa-~
rability. This would be the case even if the scope were exercised randomly by companies, but it
has been suggested (e.g. Ball, 2006; Nobes, 2006) that there will be systematic country-based dif-
ferences in practice. These might be influenced by the same forces which drove national GAAPs
to be different in the first place, such as different tax systems and different prime purposes of
accounting, linked to different owners and financiers of companies. The influence can be indirect.



Table 8.4 IFRS policy choices that are or weret easily observed

1* (a) Balance sheet shows assets = credits
(b) Balance sheet shows net assets
2* (a) Liquidity decreasing (cash at top)
(b) Liquidity increasing
3* (a) Income statement by function
(b) Income statement by nature
(c) Neither
4* (a) Equity accounting results included in ‘operating’ profit
(b) Results immediately after operating profit
(<) Results after finance
5% (a) Statement of changes in equity, including dividends and share issues
(b) Statement of recognised income and expense/other comprehensive income, not including
dividends and share issues
6* (a) Direct calculation of operating cash flow
(b) Indirect calculation of operating cash flow
7* (a) Interest paid shown as operating cash outflow
(b) Interest paid shown as financing
8 (a) Only cost for property, plant and equipment
(b) Some fair value for property, plant and equipment
9 (a) Investment property at cost
(b) Investment property at fair value
10*  (a) Some designation of financial assets at fair value
(b) No designation of financial assets at fair value
11t (a) Capitalisation of interest on construction
(b) Expensing of interest on construction
12* (a) FIFO for inventory cost
(b) Weighted average for inventory cost
131 (a) Actuarial gains and losses to OCI
(b) Actuarial gains and losses to income in full
(c) Corridor method
141 (a) Proportional consolidation of joint ventures
(b) Equity method

*Non-financial companies only.
+Options removed for 2013 statements or before; see Table 8.3.

For example, tax considerations could influence a company’s accounting policies (e.g. choosing
weighted average inventory costing) or estimations (e.g. maximising the size of impairments or
provisions) in unconsolidated statements under a national GAAP; and these might flow through to
IFRS consolidated statements. Even if such forces are no longer relevant, companies might prefer
to continue with previous practices for administrative ease or to provide continuity for users.

5 Empirical studies of variations in IFRS practice

Introduction

Several studies have collected data on IFRS practices, mostly relating to 2005 financial statements
or later. Some of these studies record the overt IFRS options chosen by companies on some
topics (e.g. KPMG and von Keitz, 2006; ICAEW, 2007; European Commission, 2008). Those
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Table 8.5 Examples of covert options or vague criteria in IFRS in 2013*

JAS 1 Departure from the requirements of IFRS when necessary to comply with the objective of
financial statements (para. 19).
IAS 1 Determination of whether a liability is current on the basis of expected date of settlement or
purpose of holding (para. 60).
IAS 8 Determination of materiality for various purposes (para. 5).
jAS 11 Use of stage of completion method for construction if contract outcome can be estimated
reliably (para. 22).
1AS 12 Recognition of deferred tax asset for a loss carry forward only if future taxable profit is
probable (para. 34).
JAS 12 Recognition of deferred tax liability on unremitted profits from subsidiaries only if dividends
are probable in the foreseeable future (para. 39).
1AS 16  Depreciation method (paras. 60 to 62).
1AS 17  Lease classification based on ‘substantially all the risks and rewards’ with no numerical criteria
(para. 8).
JAS 18 Use of stage of completion method for services if contract outcome can be estimated reliably
(para. 38).
IAS 21 Determination of functional currency based on a mixture of criteria (paras. 9-12).
1AS 28  The identification of an associate on the basis of ‘significant influence’ (para. 2).
IAS 32 Offsetting of financial asset and liability when there is intent to settle on a net basis (para. 42).
1AS 36 Identification of an indication of impairment based on a mixture of criteria (paras. 12-14).
IAS 37  Recognition of a provision based on probability of outflow of resources (para. 14).
1AS 38  Capitalisation of development costs when all of various criteria are met (para. 57).
1AS 38 Amortisation of intangible assets only if useful life is assessed as finite (para. 88).
1AS 39  Classification of financial assets based on intention to trade, hold to maturity or neither (para. 9).
1AS 39 Use of cost basis where equity instruments cannot be measured reliably (para. 46).
IAS 39  Estimation of hedge effectiveness as a condition for use of hedge accounting (para. 88).
IAS 40  Use of cost basis, despite entity-wide choice of fair value, for an investment property whose
* fair value cannot be measured reliably (para. 53).
IAS 41  Use of cost basis for a biological asset whose fair value cannot be measured reliably (para. 30).
IFRS 3 Identifying the acquirer in a business combination presented as a merger of equals (para. 20).
IFRS 5  Treatment of assets as held-for-sale if expected to be sold within one year (para. 8).
IFRS 8  Identification of operating segments based on whether results are reviewed internally (para. 5).
IFRS9  Classification of financial assets based on the entity’s business model (para. 4.1.1).
IFRS 10 Identification of a subsidiary based on assessing power over an investee (para. 17).
IFRS 11 Identification of a joint venture based on assessing relevant activities (para. 7).

*For accounting periods beginning on or after 1 January 2013. Paragraph numbers as at 30 April 2013.

studies mix large and small companies, have small samples per country, and they generally do not
report data by country. However, several empirical studies have systematically collected data for a
formal sample of companies on a country-by-country basis, using lists of overt options for which
company choice is easily observable, similar to that in Table 8.4. These studies are now discussed
in the next five subsections, followed by a subsection containing new analogous data on Canada.

IFRS policy choices in 2005/6: national patterns

Kvaal and Nobes (2010, hereafter K&N) examined the 2005/6 practices of 232 large, listed
companies from the five IFR S-using countries with the largest stock markets: Australia, France,



Table 8.6 Country and sector* distribution of companies, 2008/9 data (Canada, 2011)

Australia  Canada UK Germany France Spain NL ltaly Sweden

0 Oil and gas 3 2 4 0 1 1 1 2 0
1 Basic materials 5 21 10 3 1 2 0 0 3
2 Industrials 5 2 3 5 7 7 5 5 6
3 Consumer goods 1 2 9 6 7 0 4 0 5
4 Health care 2 0 5 1 2 0 0 0 1
5 Consumer services 6 4 22 4 6 4 2 1 1
6 Telecommunications 1 3 3 1 1 1 1 1 2
7 Utilities 1 1 7 2 3 5 0 5 0
8 Financials 16 10 21 7 4 7 3 13 7
9 Technology 0 0 1 1 2 1 1 0 1
Total companies 40 45 85 30 34 28 17 27 26

*Sectors according to Industry Classification Benchmark.

Germany, Spain and the UK. As in all the papers discussed in this section, foreign companies®
are excluded. For 16 overt IFRS options,” K&N’s general hypothesis (based on the reasoning
outlined at the end of the previous section) was not that country would determine policy but
that any particular company would continue to follow its own individual pre-IFRS national
practice on each particular optional topic. This motivated K&N to collect data on the pre-IFRS
policies of the 232 companies for the topics without pre-IFRS national requirements.

K&N then hand-picked the data on the IFRS policy choices made by the companies. They
found very strong statistical evidence that these choices followed pre-IFRS practices, and therefore
that there are national patterns of IFR S practice which undermine comparability. K&IN noted that
some of their 16 topics are of little importance in this context but that they all bolster the findings
on the importance of nationality in explaining policy choice. This increases the probability that
there are national differences in other important areas which cannot be easily observed, such as the
covert options related to impairment or to the capitalisation of development costs (see Table 8.5).

K&N did not examine the potential importance of a company’s sector in explaining IFRS
policy choice, although they excluded financial companies on topics for which a sector-specific
choice is likely. Table 8.4 shows these topics with asterisks. K&N disclose the sectoral mix of
their sample, which is approximately® as in Table 8.6 of this chapter. They note that (apart
from financial companies) there is a broad sectoral spread for all of the five countries. Sector is
discussed further below.

Studies of particular IFRS policy areas also uncover a national effect. Morais (2008) and
Fasshauer et al. (2008) looked at the treatment of actuarial gains and losses in the 2005 IFRS reports
of European companies. Both studies found an influence of nationality; for example, UK and Irish
companies use different methods from continental companies. Cairns ef al. (2011) focused on the
use of fair value (including options to use it) in Australia and the UK around the time of transition
to IFRS. They did not find great difference between the two countries, and this is not surprising
given the similarities of background. Verriest et al. (2012) examined first-time adoption of IFRS
and discovered national variations, possibly due to varying quality of corporate governance.

IFRS policy changes from 2005/6 to 2008/9

For most of the 232 companies in Kvaal and Nobes’ sample, the financial statements examined
were the first to be prepared under IFRS. This raises the question of whether the influence of
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prc_IFRS practices (and the resulting patterns of national IFRS practice) was mostly a feature of
transition to IFRS and might therefore dissipate over time. In order to investigate that, Kvaal
and Nobes (2012) examined the IFRS policy choices of the same companies as in K&N but
three years later. They expected the influence of pre-IFRS policies (and therefore nationality)
to continue, not least because IAS 8 discourages® policy change.

Kvaal and Nobes (2012) examined the 126 policy changes over the three-year period. They
discovered litdle change among Australian and UK companies but significantly greater change by
French and Spanish companies. Remarkably, the French and Spanish companies changed their poli-
&es more after transition (despite the constraints of IAS 8) than they had done at transition (when
IFRS 1 imposes no constraints). For Australian and UK companies, the reverse was the case.

Kvaal and Nobes (2012) asked what might explain this. They suggest that French and Spanish
companies had been the furthest away from the culture, ethos and requirements of the IASB, so
they were least aware of the possibilities for change at transition. Kvaal and Nobes tested this idea by
recording for each post-transition policy change whether the change was towards or away from the
pre-IFRS requirement under national GAAP. They found that most of the few Australian and UK
changes were towards the pre-IFRS national requirement, suggesting that the companies were not
Jearning from foreign companies but were perhaps interested in comparability among their national
peers. However, the many French and Spanish post-transition changes were mostly away from the
pre-IFRS national norms, suggesting some learning, perhaps from the practices of companies listed
on the London stock exchange as the largest in the world to be based on reporting under IFRS.

As part of this exercise, Kvaal and Nobes checked whether any amendments or proposed amend-
ments to standards could explain the policy changes. There were no relevant amendments to IFRS
requirements in the period and, on average, companies took no policy action in response to amend-
ments proposed by the IASB. For example, there was no net movement away from the proportional
consolidation of joint ventures after the IASB announced plans to abolish the method; and there was
no increase in the move towards taking actuarial gains and losses to other comprehensive income
(OCI) after the IASB announced plans to require this.

Haller and Wehrfritz (2013) also used the research of Nobes (2006) as a starting point. They
examined the IFRS policy changes of German and UK companies from 2005 to 2009. Like
Kvaal and Nobes (2012), they found few policy changes among companies of those countries.

Australia presents a special case because the initial Australian implementation of IFRS had
deleted certain non-Australian options, such as the indirect method of calculating operating cash
flows (topic 6 in Table 8.4). However, for 2007 onwards, the options were reinserted. Bond
et al. (2012) found that less than 1 per cent of all Australian listed companies had changed from the
direct to the indirect method by 2009. This confirms the strong influence of pre-IFRS practices.

Country, sector, firm and topic influences on IFRS policies

As mentioned in Section 4, Jaafar and McLeay (2007) investigated whether sector-specific pol-
icy choices lay behind some of the international differences in pre-IFRS practices. They found
only a small effect of sector compared to that of nationality. However, they studied pre-IFRS
practices, which means that some (perhaps most) of the effect of nationality was caused by inter-
national differences in requirements rather than in policy choice.

Cole et al. (2011) and Stadler and Nobes (2014) studied the influence of various factors in
the context of IFRS. Cole et al. (2011) looked at 34 IFRS options (expanded from the list in
Nobes, 2006) relating to 79 companies in four EU countries. They found that country was the
most important determinant of policy choice, but that formats and disclosures were somewhat
related to which audit firm the company used.



Stadler and Nobes (2014) note that, despite the strong association of policy choice and
country, the IFRS practices within a country are not uniform. They therefore investigated the
degree to which IFRS policy choices are driven by sector-, firm- or policy-specific factors, as
well as by country. They used the 2008/9 data relating to 323 large non-financial companies of
ten major countries. Their firm-specific factors included size and leverage. The policy-specific
factors related to the effects on accounting numbers of the policy choice; for example, if a com-
pany already has high gearing, it might be disinclined to choose proportional consolidation of
joint ventures, which would increase gearing.

Stadler and Nobes found that the very strong association of policy choice and country (found
by K&N) largely survived the inclusion of variables for sector, firm and topic. They found
that country factors were particularly influential when the choice did not affect an important
accounting number; industry and topic factors influenced the choice on some topics; overall,
country factors had the greatest influence on IFRS policy choice; and industry factors had more
influence than topic factors.

Do smaller firms choose different policies?

Kvaal and Nobes had suggested that the study of the very largest listed companies meant that
their findings were robust. That is, K&N expected that smaller firms would be less interested in
international comparability and would therefore exhibit even clearer country-related patterns of
policy choice. Indeed, some of the IFRS choices made by the large companies seemed out of
line with pre-IFRS national traditions. For example, the large German companies mostly chose
by-function income statements, presumably to be in line with the majority practice on the
New York and London exchanges, whereas the by-nature format had been traditional German
practice and, until 1987, the legal requirement.*

Nobes and Perramon (2013) investigated this issue. They took the 2008/9 data of Kvaal
and Nobes (2012) as it relates to non-financial companies. Then they hand-picked data on the
IFRS policy choices made in 2008/9 by a sample of the smallest listed companies of the same
five countries. For 12 of their 15 topics, they found that the policy choices were significantly
different between the small and large companies for at least some countries. This included the
German choices related to the income statement, noted above, in that the small German com-
panies mostly chose the traditional by-nature format.

Classification of countries based on IFRS practices

Another major theme in the international accounting literature is closely related to the above
discussions: classification of accounting systems. Attempts at classification go back more than
a century, to Hatfield (1911). This and the other early classifications (i.e. Seidler, 1967; AAA,
1977; da Costa et al., 1978; Frank, 1979; Nair and Frank, 1980) had three or four groups, and
all put the UK and the US in different groups. However, all the writers and all the data® were
based in North America. They were more likely to be informed about UK and US accounting
details than those of other countries.

By contrast, Mueller (1967), whose origins were German, put the US and the UK together
in one class, with the other three classes each typified by different continental European coun-
tries. Nobes (1983) followed Mueller’s lead, but added more countries (14 rather than Mueller’s
5 example countries) and created a hierarchical classification (see Figure 8.2), which was then
tested with somewhat informal data®® according to proposed key topics in accounting practice.
Doupnik and Salter (1993) confirmed the classification with more extensive data.
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Grouping the US and UK together is also overwhelmingly backed up by common sense
concerning the two countries (in contrast to France or Germany, for example): shared language
and legal system; old and powerful accountancy professions; private-sector standard-setters;
strong equity markets; and major disconnections between tax and financial reporting. Despite
this, many writers have continued to deny the existence of Anglo-American or Anglo-Saxon
accounting (Shoenthal, 1989; Cairns, 1997; Alexander and Archer, 2000; d’Arcy, 2001). The
first and the third of those papers consider the US and the UK only, note that they have dif-
ferences and conclude that they cannot be classified together. This is an extreme version of
the start-with-the-US-and-UK method discussed above. Nobes (1992, 1998, 2003 and 2004)
disagrees with all these denials.

If the thesis of this chapter is accepted (namely that international differences continue to
survive even within IFRS practice), then classification of countries by their IFRS policy choices
should reveal groupings, perhaps even groupings similar to those proposed 30 years earlier for
pre-IFRS practices (see Figure 8.2). In order to examine this, Nobes (2011) used the 2008/9
data of Kvaal and Nobes (2012) on five countries and added data for the same period on the
same IFRS policy choices of the largest listed companies of Italy, the Netherlands and Sweden.
This set of eight countries comprises all the major® countries included in Figure 8.2 and which
required IFRS for the consolidated statements of listed companies in 2008/9.

Table 8.6 shows the sample used for the eight countries (plus Canada, which is discussed
later). Table 8.7 shows the data on the 14 IFRS policy topics of Table 8.4. For classification
purposes; attention must be paid to which policy topics are included and how they are weighted
because the data on the various topics are added together. This is not a problem for the main

Table 8.7 Policy choices (percentages of companies by country)

Aus  Can UK Ger Ffra Spa NL lta  Swe

1 (b)* Balance sheet shows net assets 100.0 0.0 852 0.0 00 00 143 0.0 0.0
2 (a)* Cash at top of balance sheet 100.0 100.0 0.0 304 0.0 4.8 143 214 0.0
3 (@)* Income statement by function 583 875 821 826 621 4.8 500 7.1 950

4 (a)* Equity profit in ‘operating’ 68.8 30.8 404 233 107 0.0 00 0.0 933
5 (b)t Only SORIE/OCI presented 67.5 - 90.6 333 147 321 411 18.8 23.1
6 (b)* Indirect operating cash flows 8.3 100.0 100.0 100.0 100.0 95.2 100.0 100.0 100.0
7 (@)* Interest paid as operating flow 81.5 743 651 609 80.0 429 785 857 90.0
8 (b) Some PPE at fair value 154 79 134 00 00 00 118 0.0 38
9 (b) Investment property at fair value 73.3 40.0 72.7 10.0 125 6.3 75.0 0.0 100.0
10 (a)* Some fair value designation 29.2 353 127 174 333 19.0 750 125 526
11 @)1 Interest capitalisation 87.1 - 57.4 41.7 44.4100.0 66.6 33.3 333
12 (b)* Weighted average only 529 63.0 30.0 76.2 50.0 833 41.7 786 10.0
13 (a) Actuarial gains/losses to OCl 86.7 79.6 854 63.3 50.0 57.8 31.3 24.0 20.0

14 (a) Proportional consolidation of [V 11.5 63.0 22.6 15.8 75.8 88.0 46.0 40.0 33.3

The table shows the companies choosing a particular policy as a percentage of the companies exhibiting a policy for
the topic. For several topics, the N is the total from Table 8.6. In a few cases (e.g. topic 9), the N is much smaller.
Notes:

*Non-financial companies only.

+Options removed for 2011 statements or before; see Table 8.3.

SORIE = Statement of recognised income and expense.

OCl = Other comprehensive income.

PPE = Property, plant and equipment.

JV = Joint ventures.

- = Not applicable.
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purpose of papers like those by Kvaal and Nobes, which seek to use as much evidence of policy
differences as is observable. However, for classification, Nobes (2011) excluded certain less
jmportant presentation differences,” although all the remaining 13 topics were given equal
weight, as with all previous classification exercises.

Three different statistical techniques of classification all show that Australia and the UK form
one group and the six continental European countries another. Incidentally, Nobes (2011)
points out something rather surprising: the paper’s classification of countries using data on IFRS
policy choices is the first and only classification based on the observed practices of companies, as
opposed to a classification based on rules, opinions about practices, or mixtures of the two, as
found in the 11 previous accounting classifications referenced in the paper.

New data on Canadian IFRS practices

The above classification of countries based on IFRS choices excludes three countries with major
capital markets which are shown in Figure 8.2: Canada, Japan and the US. In 2008/9, none
used IFRS. For research carried out on data available in 2013, this remains a reason for exclud-
ing Japan and the US and for excluding other countries shown in Table 8.1, such as China and
India. However, data have become available for Canada, as now explained.

IFRS was required in Canada for the majority of listed companies for accounting periods
beginning on or after 1 January 2011. Following the techniques of the papers discussed above,
the IFRS policies of the companies in Canada’s TSX 60 index are now examined for year ends
of 31 December 2011 or nearest after (e.g. 31 October 2012 year ends for banks). As Table 8.6
shows, after eliminating exempted companies and a few others which had non-December year
ends*® from the TMX index, a sample of 45 companies remains. As may be seen from Table 8.6
{sectors 0 and 1), 53 per cent of the sample are basic materials or oil and gas companies (with all
but two of them in the extractives sector).®

Table 8.7 shows the policy choices of the Canadian companies. Given the warning from
Jaafar and McLeay (2007) concerning the possible idiosyncratic policies of extractive companies,
the data are segmented into three sets: extractive, financial and other. Two IFRS policy issues
(shown with asterisks) no longer involved choices for 2011 and so are blank for Canada.

Inspection of the Canadian data reveals several interesting points which add to the evidence
from other countries on the persistence of pre-IFRS policies. Following the line of Mueller
(1967) and Nobes (1983 and 2011), one might expect Canadian companies to make choices
similar to those of Australian and UK companies. Therefore, it is instructive to examine the top-
ics of Table 8.7 for which this expectation is clearly refuted — topic 1 on the structure of the bal-
ance sheet and topic 14 on the treatment of joint venture entities. Following the logic of Kvaal
and Nobes, there is a simple explanation for the fact that the Canadian policies on these topics
are so far out of line with those of the Australian and UK companies: the Canadian companies
are following pre-IFRS national practices.*’

For topic 14, the Canadian choices are especially interesting because before the end of 2011,
the TASB had already* issued a standard outlawing the predominant Canadian choice from
2013 onwards. This is spectacular evidence of the influence of previous policies: the companies
adopted the pre-IFRS policy at the time of transition to IFRS even though it would very soon
have to be abandoned. ,

For topic 2, Australian and Canadian national balance sheet formats began with cash, whereas
the British Companies Act format has cash as the last asset. The IFRS policies follow those
pre-IFRS practices closely. For topic 6, UK and Canadian national rules allowed the indirect
method, whereas the Australian did not.
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Table 8.8 Canadian policy choices by sector (percentages*)

Extractive Other Financial
4 (a) Equity accounting profit in ‘operating’ 333 28.6 -
4 (b) Immediately after 444 14.3 -
4 (0 Below finance items 22.2 571 -
9 (b) Investment property at fair value - 0.0 66.7
13 () Corridor method 15.4 0.0 88.9
14 (@) Proportional consolidation of JVs 77.7 44.4 37.5
Notes:
*The percentages are calculated as in the note to Table 8.7.
- = No data.

Preliminary evidence about the special accounting policies of the extractive industries is shown
in Table 8.8, which gives data on the topics which had the largest inter-sectoral variation. Clearly,
the averages shown in Table 8.7 hide important differences on some topics between extractives,
financials and others. As noted earlier, extractive companies comprise most of the Canadian sam-
ple. This suggests that the Canadian averages should not be used for cross-country comparison,
especially with the continental European countries which have few extractive companies (see
Table 8.6). For statistical research, a control variable for the extractive sector should be included.

Other findings

Work has also begun in other research areas which stem from the lists of options and estimations
in Nobes (2006). Wehrfritz et al. (2012) investigated, using questionnaires, whether German
and UK accountants make different choices when faced with IFRS estimations on provisions
and contingent assets. However, they discovered more variation within the countries than
between them.

André et al. (2012) investigated, for 187 European companies, whether comparability of finan-
cial reports changed from 2003 (pre-IFRS) to 2005 (first [FRS) to 2010 (mature IFRS). They
report increased comparability of practices on transition to IFRS but little change after that. They
studied 25 policy topics (referred to as choices, policies or options). These included 13 of the 16
topics used by Kvaal and Nobes (2010). However, many of the others they included are not policy
choices in IFRS: some are covert options (which only allow choice at the margin),® and some
result from different transactions (which might not allow any policy choice).* It is not clear how
these choices affect their findings or the interpretation of them.

Kvaal and Nobes (2013) studied an issue which does not easily fit into the categories of overt
options, covert options, or the others mentioned above. They examined the quality of IFRS
disclosures related to taxation for five countries in 2008/9. IAS 12 is not detailed about how
the disclosures should be achieved. The research found significantly different practices across
countries that cannot be explained by sectoral differences.

6 Summary and conclusions

Jurisdictions

Many academic and other writings refer to widespread adoption of IFRS. This chapter points
out a number of caveats: (i) several major capital markets do not require or do not allow any
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version of IFRS for any regulated reporting; (i) the requirement or permission to use IFRS is
restricted in most jurisdictions to certain types of reporters (e.g. listed companies) or types of
reporting (e.g. consolidated statements) or both; (ifi) most adoptions do not require the direct
application of IFRS as issued by the IASB; and (iv) in several countries, companies and auditors
do not refer to compliance with IASB-IFRS even when it is being achieved. After examin-
ing the regulatory environment in the jurisdictions which harbour the world’s largest 16 stock
markets, I conclude that none of them requires IASB-IFRS for all types of regulated reporting
and that most of them do not even allow (let alone require) even some local version of IFRSS for
unconsolidated reporting. This is not necessarily a criticism of the IASB or of the jurisdictions,
although the EU’s approach seems cumbersome, and the general lack of reference to IASB-

" IFRS by EU listed companies and their auditors misses a major objective of international har-
monisation. The common restriction of IFRS to the consolidated statements of listed companies
is also not necessarily a matter for criticism; it is those statements for which IFRS was primarily
intended. However, the caveats do imply a criticism of some claims about IFRS adoption.

The author’s own assessment of the spread of IFRS follows. Key words are in italics.

i The majority of listed companies in about 90 countries are either required to comply with
IASB-IFRS for their consolidated statements, or choose to do so.

i In many of the above countries (e.g. the 27 countries of the EU), IASB-IFRS is not
required for the above purpose, although most companies probably choose to comply with
IASB-IFRS, with the clearest exception being a number of EU banks. Most EU companies
(and their auditors) do not state compliance with IASB-IFRS.

iii  Insome of the countries in (i) above (e.g. Australia), it is not IASB-IFRS that is required,
but a version of it that is intended to ensure compliance with it.

iv. Insome of the countries in (i) above (e.g. Canada), there is a requirement to follow the con-
tent of IASB-IFRS (or a translation of it), except that several important companies are exempted.

v In some further countries, IASB-IFRS is allowed for the consolidated statements of listed
companies. In some of these countries (e.g. Switzerland), many companies comply with
IASB-IFRS, but in others (e.g. Japan) few companies comply.

vi  In some further countries (e.g. China and Venezuela), considerable convergence with
IASB-IFRS has been achieved, but companies do not state compliance and are probably
not achieving it.

vii  In a majority of the countries in (i) above, IASB-IFRS (or something intended to ensure
compliance with it) is not required for any reporting by unlisted companies.

Readers are encouraged to note the distinction between de jure matters (requirements or permis-
sions) and de facto matters (company practice). I have noted that some researchers have not been
clear about their regulatory setting, and others have made claims about IFRS adoption which
are implausible once the regulatory setting is considered.

Country-related differences in IFRS practices.

When examining a typical IFRS audit report for an EU company, eight ‘national’ aspects of
regulation have been identified, which include language and enforcement issues. Similar issues
apply more widely across the world, and they can lead to international differences in IFRS
practice. In addition, five aspects of the content of IFRS can lead to international differences
in the application of IFRS. Of these, this chapter updates and expands the earlier discussion of
covert options and focuses in detail on overt options. The gradual change in the list of overt
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