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The Economic Effects of IFRS Adoption

Investigating the Expected Benefits

By Barry Jay Epstein

he SEC has waived reconciliation to U.S. GAAP for for-
cign private issuers (that i, foreign companies that register
in the United States) that prepare financial statements, filed
on Form 20-F, in full compliance with International Financial
Reporting Standards (IFRS), as issued by the International
Accounting Standards Board (IASB). It has proposed a road
map that—if followed by the new SEC leadership—could man-
date adoption of IFRS beginning in 2014, Taken together with
the rapidly growing pace of IFRS adoption by other influential
countries {e.g., Canada, which will officiaily switch from Canadian
GAAP-—a near-twin of .S, GAAP—io IFRS by 201 1), this por-
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tends a potential worldwide embrace of IFRS over the next few
years. The highly touted U.S. GAAP-IFRS convergence project,
while still moving forward, will soon be eclipsed by thesc other
events. While it 18 by no means certain, if the SEC road map
comes to fruition, it will have consequences that will be felt by
accountants in the United States.

The advantages of a single set of financial reporting standards
are manifest, particularly as internationalization of business activ-
ity becomes the norm. In particular, having uniform, high-quali-
ty standards has been extolled as fostering international business
relationships, with the goal being the facilitation of cross-border
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capital flows and the lowering of the cost
of cupital—the expected result of the antic-
ipated reduction of perceived accounting
risk. The actual record has been somewhat
mixed, although over time. these benefits
will accrue 1o many, if not most, partici-
pants. with little or no offsetting harm to
any other capital market participants.
There are ceonomic argaments to be
made for the adoption of a single set of uni-
form financial reporting standards—for
which there is only one viable candidate,
namely IFRS. For various reasons, the
FASB's role as the putative international
standards setter is no longer tenable. IFRS
is widely viewed as being. at mininwm, of
very good quality and adequate for the task.
The next battleground will be over the qual-
ity of auditing and enforcement applied fo
[FFRS-based financial statements across the
diverse jurisdictions where IFRS hag nom-
inally been wdopted, but where 3t may or
may not have been fully and properly imple-
mented by financial statement preparers.

Background

It has long been an article of faith that
uniform financial reporting standards will
result in a lowered cost of capital, which
all agree is w desirable objective. In mechan-
cal terms, a Jower cost of capital resolts
when investors are willing to accept lower
returns (interest on debt, dividends, and cap-
ital appreciation on equity) from their
investments in corporate securities.
[nvestors are, theoretically, willing to accept
lowered returns when the pereeived riski-
ness of their investments is reduced.
Riskiness is a function of many factors—
most of which arc not accounting-related—
but accounting risk is definitely a relevant
concern. Accounting risk refers to the risk
in investing that derives from difficultics in
understanding the accounting principles
being applied by the reporting entity, and
the possibility that financial reporting
standards may not be uniformly adhered to.

Historically. many nations mandated
their own local set of financial reporting
rujes, meaning that LS, investors who
wished to invest in foreign countries need-
ed to cither achieve some lovel of fluency
in those nations” versions of GAAP, rely
on others (such as mvestiment advisors), or
simply roll the dice. Additionally. foreign
companies are subject to varving degrees
of financial reporting supervision, which in
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many instances is far below [hat provided
by the SEC for domestic registrants. If for-
cign companies were registered on U.S.
exchanges and, therefore, had to file with
the SEC. they were required to reconcile
from their respective national GAAP to
U.5. GAAP, layering concerns about
another variable—narmely, the quality of
the reconciligtion process.

Over time, many nations have either
conformied their national GAAP to IFRS
(e.g.. Australia) or, in a few cases (e.g.,
Germany), have permitted financial report-
ing for consolidation purposes in accor-
dance with U.S. GAAP. However,
nations adopting or permitting the use of
[FRS (the standards developed by the
IASB and its predecessor, the 1ASC,
since 1973} have sometimes mandated or
allowed various flavors of IFRS to be used,
which provided only limited comfort to
users and failed to completely eliminate
accounting risk.

IFRS gained much wider acceptance
when the European Union imposed
IFRS-based reporting on all publicly held
EU-based companies (for consolidated
financial statements only, thus far) begin-
ning in 2005. Due o the well-publicized
“ecarve-outs” it legislated. however, this did
not result in full TFRS adoption. Apart from
a limited waiver granted by the SEC, this
means that forcign private issucrs using
“EU-endorsed TFRS™ will not be granted
exemption from the SEC’s reconciliation
requirements, a fact that may cause the
European Union to reconsider the wis-
dom of the carve-out strategy.

In 2002, the IASB and the FASB
agreed on a strategy of convergence of
their respective standards (reiterated and
formalized in 2006), and many revisions
to both U.S. GAAP and IFRS have
since been adopled in pursuit of this
seemingly wseful strategic initiative. The
goal. as stated, was to bring the two sets
of standards so closely into alignment—
even if not identical—that users would
find the diffcrences essentially irrelevant
to investing and other decisions. This pro-
cess continues (e.g., IFRS adoption of
FASB-style requirements for interest cap-
italization and segment reporting, FASB
adoption of IFRS-based rules for correc-
tion of errors and nonmonetary
cxchanges), but now will probably be
subjugated to a much more fundamental

change: the expected U.S. move to allow,
and then possibly mandate, financial
reporting under IFRS.

Financial Reporting Quality

The historical U.S.-based opposition to
permitting TFRS-based financial reporting
has generally been ascribed to the con-
cem that international standards were not
of the same quality as U.S. GAAP. To
allay such concerns, the former JASC
evolved into the JASB in 2001, and adopt-
ed due process essentially identical to that
of the FASB {although without the fund-
ing advantage that the Sarbanes-Oxley Act
(SOX) bestowed upon the FASB]. There
appears to have been broad recognition that
the TASB has greatly improved the quabi-
ty of existing standards, and has closely
cooperated with the FASB in developing
important new standards (c.g., the appli-
cation of the acquisition method of
accounting for business combinations).

The TASB still prefers less comprehen-
sively prescribed guidance (using a prin-
ciples-based approach) than does the FASB
(using a rules-based approach)—although
claims that the detailed prescriptions under
U.S. GAAP caused or contributed to the
epidemic of financial reporting frauds in
the United States in the late 1990s and
early 2000s have been largely debunked.
The SOX-directed study by the SEC, in
fact, supported the need for fairly exten-
sive bodies of rules, based on solid prin-
ciples—a composite solution the SEC
named the “objectives-based™ approach.
The more important finding was that the
inclusion of multiple exceptions to gener-
al requirements created ambiguity in finan-
cial reporting standards that, when coupled
with auditors’ reluctance to confront
client demands in the absence of specific,
inflexible requirements, was most oflen the
culprit behind financial reporting abuse.

It has also been noted that, given the
great and growing comnplexity of financial
and other transactions, financial reporting
needs cannot be met by financial state-
ments alone. Information outside the finan-
cial statements—beginning with manage-
ment discussion and analysis-type narra-
tives—will be forced to assume a greater
role in the larger body of information pre-
sented to investors and other interested par-
ties. This has long been advocated by writ-
ers such as Paul B. W. Miller and Paul R.
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Bahnson, whose Quality Financial
Reporting (McGraw-Hill 2002) offers one
such comprehensive proposal, and the con-
sortinm working on Enhanced Business
Reporting (EBR). which has produced
frameworks for both public and private
reporting entities, The author recognizes
such a need, although this article is focused
only on the GAAI/IFRS implications for
the quality and effectiveness of the basic
financial statements and related informa-
tive disclosures (i.e., footnotes).

The currently popular watchword for
financial reporting—transparency—means
the user can “see through™ the financial
staterments to the underlying cconomic sub-
stance of the reporting entity—its financial
position and results of operations, in par-
ticular. It has long been recognized that
financial statcment preparers may be moti-
vated to defer or disguise the recognition
of losses. with obvious misleading impli-
cations for decision making by investors.
National GAAPs in “code law™ countries
were more frequently accused of abusing
transparency due to legally imposed tech-
niques such as statutory reserves, but fail-
ures even under “common law™ national
GAAPs have also been widely cited.
Closely related is the concept of timeliness,
defined as the extent to which current-pert-
od accounting income incorporates current-
period economic income. Ideally, financial
reporting conveys accurate information
about the reporting entity’s real economic
performance and position, but even these
terms arc subject to debate (ergo, the long-
standing—-albeit now officially forsakepe
usc of conservatism as a fundamental
accounting construct, even though this
almost always resulted in income mes-
surement asymmetries).

There is now general agreement that
TFRS-based financial reporting will ensure
reasonable accomplishment of finaneial
statement objectives (although not neces-
sarily superior to the accomplishment of
these same objectives under U.S. GAAP).
The question is: Will universal adoption of
IFRS also result in reduced cost of capital
{and other benefits) for reporting entities?

Liguidity and Financial Reporting
Accounting was invented as a formal-
i7ed method o record and repott upon eco-
nomic activities of business and other enter-
prises. As capital market participanis
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become more assured that the reporting
entitics” financial statements accurately
report their respective economic positions
and results of operations, there should be
more liquid markets for those entitics” sceu-
rities, as well as reduced costs of capital.
Liquidity refers to the case of selling assets
(c.g.. investment securities), as evidenced
by lower transaction costs and narrower
bid-ask spreads. Because transaction cosis
add nothing to the intrinsic value of the
assers transferred, lower costs, when war-
ranted, improve the investment returns o
be realized.

The question is: Will universal
adoption of IFRS also result in
reduced cost of capital (and other

benefits) for reporting entities?

In the author’s view, the need to master
multiple sets of financial reporting require-
ments can be analogized to incutring trans-
action costs. If an investor can take a
position in a domestic company reparting
under GAAP, 1t may be preferable to mak-
ing an alternative investment in a compa-
ny reporting under IFRS, simply because
of that investor’s clearer understanding of
the domestic company’s financial state-
ments. In order to confidently invest in
the latter, the rational investor (and in
economic theory, there is no other kind of
investor) would have o devote some atien-
tion to becoming conversant, if not fluent,
in the foreign GAAP. Whatever time and
effort would be required to do so would be
a “transaction cost” incurred in making that
investment, which would add nothing to
the expected returmn. Reducing or eliminat-

ing that transaction cost would, all other
things being equal, encourage a potential
investor o consider the alternative oppor-
tunity, which would facilitate internation-
al capital flows, meaning that capital would
flow to the optimum investment opportu-
nities regardless of geography, thereby
maximizing overall economic benefits.

Cost of capital is a commonly invoked
concept, buat in practice is often difficult
to measure. At its simplest, cost of capital
is the price dernanded as an expected retum
by investors. From determining the hurdle
rate for investment projects to influencing
the composition of an enterprise’s capital
structure, the cost of capital influences the
operations of a business and Hs subsequent
profitability.

Because cost of capital is correlated to the
perceived riskiness of the investment, rechic-
ing riskiness should result in lowered cost
of capital. Risk, in turn, is the sum of
many factors (ranging from risk of techno-
logical obsolescence to risk of expropria-
tion). One element is the risk that the
financial statements do not faithfully repre-
sent what they purport to show—namely.
the reporting entity’s economic performance.

One study modeled the impact of infor-
mation attributes on the cost of capital, find-
ing an important role for the accuracy of
accounting information (David Easley and
Maureen O"Hara, “Information and the Cost
of Capital,” The Journal of Finance, vol. 39,
issue 4, August 2004). Precise accounting
information directly lowers a company’s
cost of capital because it reduces the riski-
ness of the asset 1o be acquired. Because
information affects asset prices, the quanti-
ty and guality of that information is very rel-
evant for asset-price behavior. An important
implication of this research is that compa-
ni¢s can influence their cost of capital by
affecting the precision and quantity of infor-
mation available to investors. This can be
achicved through the selection of its account-
ing standards, as well as through corporate
disclosure practices.

In the author’s view, uccounting risk cun
be further analyzed as the product of sever-
al possible underlving phenormena, One is the
risk that the accounting principles employed
are not actwally intended or designed o mea-
sure real economic constructs. For example,
historfcal cost-based accoundng for long-lived
assets does not even pretend (© measure the
economic value of those assets, if economic
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value is defined as related to the futare
camnings or cash flows to be generated by the
use of said assets. (Of course, impairment
recognition standards-—-such as SFAS 144,
Accownting for the hmpairment or Disposal
of Long-Lived Assers. and TAS 36.
Dmpairneent of Assets—are intended to
impose an cconomic assessment on the
downside. but do not capture upside changes
in value.) On the other hand. moany eritics
claim that fair value accounting for long-lived
assets may suffer from measurement com-
plexities. which also may contribute to the
failure of financial statements to convey valid
CCONOMIC ASSCSEMENS.

Another aspect of accounting risk aris-
es from the mability of users to process the
information. If measurements and disclo-
sures are of such complexity that the hypo-
thetical “typical” investor cannot digest this
information when making a decision, she
will perceive greater risk and, according-
Iy, should demand higher expected
retums—which is another way of saying
the reporting entity will have a higher
cost of capital. Arguably, a move toward
more transparent and uniformly applied
international accounting standards would
help mitigate this aspect of accounting risk.

There is also the nisk based not on the
underlying financial reporting principles,
but on the confidence that the reporting
entity has faithfully applied them. This
depends upon investors” belief in the reg-
ulatory regime overseeing financial report-
ing (e.g.. SEC enforcement), and on the
auditors” technical capabilitics and will-
ingness to enforce GAAP or IFRS rules.
While auditors” honesty is rarely chal-
lenged (although several high-profile
frauds, such as Parmalat. have involved
criminality on the part of anditors}, the
reluctance to confront clients opting for
aggressive interpretations of wccounting
standards is more widely acknowledged.

Clearly, reducing accounting risk should
have salutary effects on the cost of capi-
tal. A number of academic studies have
investigated this premise, with overall pos-
itive, if modest, findings. although there
is nol unanimous suppert for this proposi-
tion. Several of these studies are dis-
cussed in greater detail below.

IFRS Adoption and Cost of Capital
Because direct measurermnents of cost of
capital are not a simple matter, researchers
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have employed a range of indirect and
ingenious approaches to investigating
whether the adoption of IFRS does in fact
lower this cost. A few general observations
are warranted before addressing the cen-
tral topic.

First, national GAAPs have commonly
been categorized as being designed for
cither code-faw or common-law traditions.
with most continental European GAAPs
and Japanese GAAP being examples of the
former, and U.S. GAAP. UK. GAAP, and
IFRS (which was largely derived from U.S.
and LLK. GAAP) being typical of the lat-
ter. It is inevitable that countries moving
from code-law-based GAAP to ITFRS will
experience a more substantial change in
financial reporting standards than will those
moving from commaon-law-based GAAP
to IFRS. Previous rescarch has found that
properties of financial reporting do vary
materially betsween these two traditions,
specifically in that there is greater timeli-
ness and conservatism under common-law
regimes (Ray Ball, S.P. Kothari, and Ashok
Robin, “The Effect of International
Institutional Factors on Properties of
Accounting Earnings,” Journal of
Accounting and Economics. 29, 2000).

Sccond, investor confidence in a given
entity’s financial reporting depends on
more than the financial reporting standards
it claims to subscribe to. In particular, the
perceived vigor of enforcement over finan-
cial reporting plays a substantial role, since
poor enforcement of adherence to nation-
al GAAP bodes ill for enforcement of a
newly imposed IFRS. For that reason,
some research finds that certain reporting
entities based in jurisdictions with weak
enforcement—or entitics previously known
for poor adherence to standards-—have
sought to quickly adopt IFRS when so per-
mitted, hoping perhaps to gain from the
association with the “brand name” identi-
fied with reporting qualily [Ray Ball,
“International Financial Reporting
Standards (IFRS)Y: Pros and Cons for
Investors,” Accounting and Business
Research: Imternational Accounting Policy
Forum, 2006].

Third, in those jurisdictions where this
was possible, entities voluntarily adopting
IFRS {or U.S. GAAP, for that matier)
betore it was mandated have been wide-
ly viewed as being more committed to
transparent and higher quality financial

reporting (Holger Daske, Luzi Hail,
Christian Leuz, and Rodrigo S. Verdi,
“Mandatory IFRS Reporting Around the
World: Early Evidence on the Economic
Consequences,” working paper, University
of Chicago Graduate School of Business,
August 2008). This phenomenon is
cxplained by “signaling theory,” as set
forth by A. Michacl Spence and others
(“Job Market Signaling,” The Quarterly
Journal of Economics, 87, August
1973). Such hehavior may be viewed pos-
itively and, as a consequence, the effects
from IFRS adoption may be more mea-
surable for these entities.

Finally, a number of foreign entities
(approximately 1.000) have elected to list
sceurities in the United States and register
with the SEC, filing Forms 20-F and (his-
torically) reconciling net income and stock-
holders™ equity reported under national
GAAP or IFRS to 1.S. GAAP. Many of
these companies hail from jurisdictions
having fewer investor protections (com-
monly defined as including the ability 10
hold directors accountable and to engage
in the kinds of class action, shareholder
derivative, or other lawsuits that are a hall-
mark of the U.S. system). By listing in
the United States. these companies have
willingly exposed themselves to the risk of
lawsuits and, thus, have arguably com-
mitted to greater minority investor protec-
tion. According to “bonding theory,” this
should also have resulted in certain bene-
fits, such as lowered cost of capital (John
C. Coffee, Ir., “Racing Towards the
Top?: The Impact of Cross-Listings and
Stock Market Competition on International
Corporate Governance,” working paper,
Columbia University Law School, May
2002). This, then, would logically lessen
the extent of further improvements that
could otherwise be achieved from the
adoption of IFRS. Prior research has indeed
noted that U.S-listed foreign entitics have
enjoyed lower cost of capital (Craig
Doidge, G. Andrew Karolyi, and Rene
M. Stulz, “Why Arc Foreign Firms Listed
in the U.5. Worth More?” Journal of
Financial Economics, 1, 2004).

In sammation, it is to be anticipated that
research into the effects of TFRS adoption
on the capital markets might be difficult
and the results obtained might contain a
fair amount of noise, making unambigu-
ous conclusions difficule 1o achieve.
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Nonetheless, based on a review of the Hit-
crature, the author concludes that IFRS
adoption will in many instances have a
favorable impact.

Effects in the Real World

One study compared characteristics of
accounting amounts for companics that
adopted TFRS to a matched sample of com-
panies that did not, and found that the
former cvidenced less carnings manage-
ment, more timely loss recognition, and
more value relevance of accounting
amounts than did the latter. Reporting cnti-
ties adopting IFRS had significantly high-
er variance of the change in net income
(signifying less effort to smooth ecarn-
ings), a higher ratio of the variances of
the change in net income and change in
cash flows, and a Tower frequency of small
positive net income (a sign that loss-mak-
ing companies did not book questionable
adjustments in order to create minimally
positive carnings). IFRS adopters had a
higher frequency of large negative net
income and generally higher value rele-
vance of accounting amounts. [FRS
adopters also generally exhibited higher
accounting quality in the posi-adoption
period than they did in the pre-adoption
period. The results suggested an improve-
ment in accounting quality associated with
using IFRS (Mary E. Barth, Wayne R.
Landsman, and Mark H. Lang,
“International Accounting Standards and
Accounting Quality,” Research Paper No.
1976, Stanford University Gradvate School
of Business, September 2007).

Another study found that first-time
mandatory adopters experience statistical-
ly sigmificant increases in market liquidity
and value after IFRS reporting becomes
mandatory (Daske, ct al. 2007). In the main
analyses. the effects were found © range
in magnitude from 3% to 6% for market
liquidity and from 2% to 4% for Tobin's
¢ {which compares the value of a compa-
ny by market capitalization to the value
of its assets by their replacement value),
both assessed relative o the years prior ©
TFRS adoption. The results for changes in
the cost of capital are mixed, possibly
because markets anticipate the impact of
the regulatory change or because the tran-
sition to IFRS disrupis the estimation of
tuture cash flows for some ime. Results
for reporting entities voluntarily adopting
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IFRS were similar, but possibly con-
founded by the signaling noted carlier.

Daske, ¢t al. also found that the capital-
market benefits were present only in coun-
trics with strict enforcement and in coun-
tries where the institutional environment
provides strong incentives for ransparent
filings. In the other IFRS adoption coun-
trics, market Hauidity and value remamed
largely unchanged in the year of the man-
date. In addition, the effects of mandatory
adoption were stronger in countries that had
targer differences between national GAAP
and [FRS, or without a preexisting con-
vergence strategy toward IFRS reporting.

TFRS, being principles-based, does pro-
vide somewhat greater flexibility for report-
ing entitics. (For example, cither histori-
cal cost or revaluation models can be
used in accounting for long-lived assets.)
In a scparate study, Daske, et al. consid-
ered differences between entities that, in
those authors™ terms, are “serious” versus
those that only scek to use the IFRS
“label,” where seriousness is defined in
terms of commitment to financial report-
ing transparency (Holger Daske. Luzi Hail.
Christian Leuz, and Rodrigo 8. Verdi,
“Adopting a Label: Heterogeneity in the
Economic Consequences of IFRS
Adoptions.” unpuoblished draft, April 2007).
They found that serious adopters experi-
enced significantly stronger (i.e., favorable)
effects on the cost of capital and market
liquidiry than label adopters. An encour-
aging insight is that market participants are
able, on average, to diffcrentiate between
the two categories of adopters.

Yet another encouraging tinding is that
the quality of financial staternent disclosures
was materially improved when IFRS was
employed (Holger Daske and Gunther
Gebhardt, “Intemational Financial Reporting
Standards and Experts’ Perceptions of
Disclosure Quality” Abacus, vol. 42, nos.
344, September 2006). The quality of dis-
closures, a key element of transparency, was
evaluated by experienced financial statement
users {accounting scholars) in various busi-
ness journals in several countrics, involving
Austrian, German. and Swiss reporting
entitics” results. The results showed that
disclosure quality, a8 perceived by the experts
in their ratings of annual reports, increased
significantly under IFRS, both statistically
and economically, in the three countries. This
result holds both in the cross section and

for entities switching from local © nema-
tionally recognized standards over time.
Impottantly, it does not hold only for com-
panies that have voluntarily adopted IFRS
or U.S. GAAP, but also for those that
mandatorily adopted such standards in
response to the requirements of the German
stock exchange for specific market segments.

According to Daske and Gebhardt, “the
findings ... provide large, sample-based evi-
dence on the ‘missing link” in the line of
argument that ‘higher quality’ infemational
accounting standards (JAS/TFRS: U.S.
GAAP) lead 1o higher quality accounting
reports that should sltimately lead o higher
Hiquidity in the capital markets and Jower cost
of capital fo the reporting entities.”

Other research examined the adoption of
IFRS by companies listed in the DAX 30
(the German blue-chip stock index}. In
2004, 19 of the DAX 30 used IFRS as their
basis of accounting for consolidated accounts.
nine companies applied U.S. GAAP, and only
two companies reported under German HGB
(the national GAAP). This study examined
the association between the book value of
eamings and equity and market values of
DAX 30 companies during the period from
1993 to 2004, specifically with respect 1©
whether adopting IFRS or U.S. GAAP or
cross-listing on the New York Stock
Exchange (NYSE} improved or worsened the
association between book values of eamings
and stock prices. The results confinmed that
adopting TFRS or U.S. GAAP or cross-list-
ing on the NYSE significantly increased the
value relevance of camings relative to market
prices (Eva K. Jermakowicz, Jenice Prather-
Kinsey, and Inge Wulf, “The Value
Relevance of Accounting Income Reported
by DAX-30 German Cornpanies,” Jourmal of
International Financial Management &
Accounting, vol. 18, no. 3, September 2007).

Additional Factors

Adoption of IFRS is not the only fuc-
tor, however. Having cited a few studies
showing that TFRS adoption can result in
higher perceived reporting quality and,
hence, reduced perceived accounting risk—-
and thus, lower cost of capital—it must
be conceded that others have found cither
a weak or no correlation, or have cited a
range of other factors that might conceiv-
ably ontweigh any beneficial effects of
IFRS adoption. Ball notes that these other
variables include:
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® Extent and nature of government
involvement in the cconomy;
& Government involvement in financial
reporting practices (.., political influence
of managers. corporations, labor unions,
and banks):
B Legal systems (e.g.. common law ver-
sus code law, sharcholder litigation miles);
® Sceuritics regulation and regulatory
bodies;
B Depth of financial markets:
o Financial market soruciire (2.2, closeness
of the welationship between banks and clientsy:
® The roles of the press, financial ana-
lysts, and ratings agencies;
K’ Size of the corporate sector,
8  Structure of corporate governance {(e.g..,
relative roles of labor. management, and
capital);
B [ixtent of private versus public owner-
ship of corporations;
B Exteni of family-controlied businesses:
= Extent of corporate membership in
retated company groups {e.g., the Japancse
keirgtsu or the Korean chagbol);
® Extent of financial intermediation:
® The role of small sharcholders versus
ingtitutions and corporate insiders;
¥ The use of financial statement infor-
mation, including earnings, in management
compensation; and
®  The starus, independence, training, and
compensation of auditors (Ball 2006).
Ball, among many other observers, is con-
cerned that the application of IFRS will not
be uniform and that this will affect not only
the quality of reporting by entitics wsing non-
standard IFRS (e.g., Euro-IFRS), but also the
pereeption of quality by users. Furthermore,
there will likely be @ major challenge in edu-
cating auditors (as well as users}y in the
requirements under IFRS. Finally, the long-
standing problem of auditors” willingness
to make ough judgrent calls (an issue exac-
erbated under the principles-based approach
of IFRS) and 0 tuke tough stands against
client demands (shown to be a daunting task,
cven when rules-based U.S. GAAP is
being debated) remains.

A Challenging Future

There is certainly empirical rescarch evi-
dence o support the notion that uniform
fmancial reporting standards will increase
market liquidity, decrease transaction costs
for investors. fower cost of capital, and
facilitute International capital formation and
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flows. Only one candidate is suited for
the role of universal financial reporting
standards—IFRS. In the author’s view,
there is sufficient basis to endorse IFRS
and begin the challenging task of educat-
ing users, auditors, and regulators.
Educators and practicing accountants alike
have significant roles to play in this excit-
ing ;md scemingly inevitable—future. 7

Barry Jay Epstein, Pkf) CPA, Is a purt-
ner at Russell Novak & Company. LLP,
in Chicago, Ifl. The author appreciaivs
the comments and assistance of Elizabeth
A. Kowalski of Russell Novak &
Company, LLP, and Eva K. Jermakowics
of Tennessee State University, Nashville,
Ten.

[

Topics:

auditars.

« And More ...

ve the Date!

Accounting and

Conference

t locations!

« Explore emerging accounting and reporting issues related to GASE pronouncements
from the standards setters themselves.

» Discuss the new peer review and quality control standards.

= Get an update on the ramifications of the National Single Audit Sampling
Praject, from members of the AICPA Government Audit Quality Center.

« Hear how the fiscal crisis is affecting governments and what to look gut for, as

« Thought you understood the requirements of GASE 49, the Pollution
Remediation standard? Think again!

31



