Business report of IFRS

Executive Summary

[bookmark: _Int_7htyVZIG][bookmark: _Int_XS0RVpdI][bookmark: _Int_vjEp3Qc3][bookmark: _Int_NcSuCiuT]The International Financial Reporting Standards (IFRS), established by the International Accounting Standards Board, are globally recognized accounting guidelines designed to ensure consistency, transparency, and comparability of financial statements across jurisdictions. IFRS is currently adopted by 168 jurisdictions. IFRS is very important for big companies and is especially important for limited companies. Using IFRS helps companies like Nestle appeal to international investors. It shows clear and reliable financial information that’s recognized worldwide, making it easier to gain trust and investment. IFRS allows investors to compare companies across different countries. For example, after the European Union adopted IFRS, investors could easily compare German companies like Siemens to French companies like L’Oréal, boosting cross-border investments. For businesses operating in several countries, IFRS reduces the need to prepare multiple financial reports. This makes things simpler and saves time and resources. Even in advanced economies, switching to IFRS can be difficult and expensive. Companies may face:
High Costs: For example, Deutsche Telekom in Germany spent heavily on staff training and system updates when switching to IFRS.                                                                               Complex Rules: Changes like IFRS 9 affected companies like Barclays, which had to report higher loan losses, reducing profits and worrying investors.                                           Resistance to Change: Employees and stakeholders may be hesitant to adjust to a new system.
In less developed economies, the challenges can be even tougher, such as:
Cost Barriers: Many Nigerian companies struggled to afford the training and system upgrades needed for IFRS compliance.
Cultural Resistance: Countries like India introduced IFRS gradually to help stakeholders adapt to the changes.

Although there are challenges, the long-term benefits are significant:

For Developed Economies: IFRS improves financial transparency, makes it easier to attract international investors, and allows companies to compete globally.

For Developing Economies: Adopting IFRS builds trust with investors, encourages foreign investment, and helps companies grow in global markets. It can also lead to better-trained accountants and a stronger financial system.



Introduction
[bookmark: _Int_ijEs8HwK]“International Financial Reporting Standards (IFRS) are a set of accounting rules for the financial statements of public companies that are intended to make them consistent, transparent, and easily comparable around the world” (Palmer B, 2024). The IFRS currently holds profiles for 168 jurisdictions in the European Union. It was developed by the International Accounting Standards Board. The IFRS fosters greater corporate transparency by encouraging companies to provide clear and comparable financial information and is not used in all countries including the US. The IFRS is important to limited companies for many reasons, these include:
Global Application
Companies using IFRS can attract foreign investment more easily because financial statements prepared under IFRS are recognized globally.
Comparability
Adapting to IFRS ensures high-quality, transparent, and reliable financial reporting, which gains trust among investors and other stakeholders. A company which can be used as an example of this would be Nestle. The latest information for Nestlé Investors | Nestlé Global (nestle.com)
Simplifies Financial Reporting
For limited companies operating in multiple countries, IFRS reduces the issue of maintaining multiple sets of accounts for local and international purposes.
[bookmark: _Int_Vclu9iaW]Also, in many jurisdictions, the IFRS is compulsory for limited companies which is why it is so important, as not using IFRS will be breaking rules and regulations avoiding legal issues. This report will cover the challenges and benefits of using IFRS in developing economies such as South Korea and Hong Kong and developed economies such as the UK.




Challenges of using IFRS in a developed economy
Switching to IFRS presents numerous challenges for companies in developed countries, despite their advanced accounting systems and resources. These challenges include excessive costs, complexity of new rules and communication to stakeholders adjusting to the change. 
Transitioning to IFRS involves significant financial investments, including costs for staff training, system upgrades and dual reporting during the transition period as switching does not happen overnight. An example of this would be when the European Union first adapted to IFRS in 2005, Deutsche Telekom, a German telecommunications company, faced excessive costs due to the need to train staff on IFRS and upgrade its accounting systems. The company also incurred expenses related to revising financial statements to comply with the new standards. Conversion of the financial reporting to IFRS | Deutsche Telekom.
IFRS often results in significant changes to how companies recognize income, expenses, and liabilities, which can lead to unexpected financial results. A certain part of IFRS directly affects this. This part would be IFRS 9, which directly affects financial instruments, a company affected by this change would be the major UK-based bank Barclays. It reported “a substantial increase in loan loss provisions during its transition, which affected reported profitability and caused concerns among investors.” Microsoft Word - Barclays PLC IFRS 9 Transition Note (home.barclays)
Employees, management, and even investors may resist changes due to the complexity and lack of familiarity with IFRS. Countries which have been using another system for a while may be resistant to switching to IFRS, an example of this would be Japan and the Sony Corporation. Sony Corporation delayed a full switch to IFRS to manage resistance from internal teams and align its systems gradually. Sony Group Portal - Sony Corporate Strategy Meeting FY2022
There are some ways to reduce the cost of implementing IFRS in a developed economy, such as hiring foreign professionals who already have experience with IFRS to lead the transition process as this with drastically reduce costs of needing to train new people. Another example is to phase the implementation across a couple of months or years like Japan. This allows companies to spread costs over time and address challenges progressively. Finally, companies can regularly assess the implementation process to identify inefficiencies and address them quickly, preventing unnecessary spending or overspending on certain aspects of the implementation process.




Benefits of using IFRS in a developed economy

Switching to IFRS offers several benefits for companies in developed countries. They can enhance financial transparency, improve decision-making, and provide strategic advantages in accessing capital markets.
[bookmark: _Int_5mWy9YLq]One of the biggest advantages of IFRS is the enhanced comparability of financial statements across different countries. For companies operating in multiple jurisdictions or looking to attract international investors, IFRS ensures that financial information is consistent, and it does not matter where a company is based. Transparent and reliable financial reporting builds trust among investors and other stakeholders. An example of this would be Nestle. Nestle reports using IFRS, allowing investors to easily compare financial performance without needing to adjust for differences in local accounting standards. The latest information for Nestlé Investors | Nestlé Global (nestle.com). Furthermore, Nestle operate in many different countries, however, they use consolidated financial statements under IFRS. This simplifies reporting and ensures constant financial communication across developed economies such as the UK, Netherlands, and Switzerland. Multinational corporations can approve their financial reports under one standard, reducing compliance costs associated with using multiple accounting frameworks.

Adding on to the last point, another example of enhanced comparability would be when the European Union (EU) first adapted to the use of IFRS. Investors could compare a German company like Siemens with a French company like L’Oréal. By doing this it adds confidence and trust when making cross-border investments. “This comparability improves investor decision-making, as demonstrated by studies showing increased cross-border capital flows after IFRS adoption in the EU.” (Ball, R. 2006)
Another big advantage that developed economies have when adjusting to using IFRS is the greater access to capital. After adapting to IFRS, Brazilian firms like Petrobras reported greater interest from international investors. Investors can analyze and assess foreign companies using a familiar accounting framework, encouraging international investment. These companies benefited from lower costs of capital due to the improved quality and transparency of financial statements.  Petrobras_Sustainability-Report_2010_pp54-55.pdf (ifrs.org)
In summary, adapting to IFRS in a developed economy supports global trading, improves financial reporting quality, and strengthens the economy's competitiveness on the world stage. While the transition may involve initial costs and challenges, the long-term benefits outweigh these challenges.

Challenges of using IFRS in a developing economy

“International financial reporting standard (IFRS) has a lot of challenges in developing and
less developed countries.” (Atu, O.G., Raphael, I.A. and Atu, O.O.K., 2016).
Adapting to the use of IFRS in a developing economy comes with many benefits however also comes with many challenges such as the cost of implementation and the economic structure of the country, different rules and regulations regarding financial accounting requirements and access to essential resources.
[bookmark: _Int_zMWVC2Ua]First of all, transitioning to IFRS requires a lot of financial investment in training, systems updates, and consulting services. In countries like Nigeria, companies reported excessive costs in training accountants and upgrading IT systems to handle IFRS compliance. Many Nigerian companies underestimated these costs, with some organizations spending over ₦75 million (which is just below £40,000). A 2014 survey found that “96.7% believe there is a huge skills gap and indicated a need for their employees who have responsibility for IFRS reporting to undergo relevant training”. IFRS For sylva.cdr (pwc.com)
IFRS is designed for global applications, but it may not align with the specific needs or economic conditions of developing economies. Fair value accounting under IFRS can be difficult to apply in markets as the value of these companies is not available or reliable. This can lead to financial reporting not being accurate.
[bookmark: _Int_e1vdvZo5][bookmark: _Int_NF4r71z6]Another challenge would be cultural resistance or too much of a change, take India for example. India announced in 2007 that by 2011 they would be changing to IFRS however this would be done in phases throughout the 4 years. One of the reasons they done this was because of the stakeholders, stakeholders were very familiar with the old system with Generally accepted accounting principles (GAAP) which they saw as a lot simpler. (Nurunnabi, M., 2015). (Trabelsi, R., 2016). (Jain, P., 2011).













Benefits of using IFRS in a developing economy

Adapting to IFRS in a developing economy provides several advantages that can contribute to economic growth, better financial transparency, and a pathway into global markets. (Boiko, O.S., Matskiv, O.I., Kostyrko, D.R. and Klop, V.M., 2024.)
“A developing country can harness the economic benefits of adopting IFRS” (Owusu, G.M.Y., Suppiah, S.D.K., Saat, N.A.M. and Law, S.H., 2022).

Firstly, one of the key benefits is that it attracts foreign investments. As some foreign investors are already used to IFRS, adapting to using IFRS can bring trust and confidence into investing into the company as IFRS adds transparency. As financial statements prepared under IFRS allow across border comparisons this will also attract foreign investors as you can compare them directly to other companies from different countries, including countries which have an already developed economy. Furthermore, stakeholders will also find it much easier to understand and trust financial statements. It also adds a lot of credibility, as adapting to globally recognized standards mean financial statements will be trusted more by any investors or stakeholders.
Another key benefit is that it increases the chance for any company to make global trade or discuss partnerships between foreign companies, this will result in economic growth. Companies can more easily list their shares on foreign stock exchanges, providing access to a larger amount of capital. By using IFRS can improve transparency and accountability, IFRS can enhance government trust and reduce corruption, this makes room for a lot of economic development within the country.
Although the training aspect of implementing IFRS comes with a lot of costs, rules, and resources, if a company can manage to implement IFRS, it can lead to skill development of accountants, auditors and regulators which will overall strengthen the financial infrastructure of the economy.











Conclusion

In summary, adapting to the use of IFRS plays a critical role in improving financial transparency, helping global comparability, and improving access to international markets for both developed and developing economies. For developed economies, IFRS simplifies financial reporting, enhances investor trust, and helps gain access to cross-border investments. Examples like Nestle highlight how consistent and transparent financial reporting builds investor confidence and promotes cross-border investments. In developing economies, adapting to IFRS is just as important as it attracts foreign investment, builds credibility, and provides a framework for entering global markets. The ability to be able to produce credible, comparable, and regulated financial statements helps companies in these economies to have a competitive advantage in securing foreign partnerships and funding. While the benefits are substantial, developing economies might face challenges like the cost of implementation, lack of expertise, and resistance to change. However, with proper planning and phased implementation, these challenges can be managed, allowing the economy to see the long-term benefits of adapting to IFRS. Although the implementation process involves substantial costs, such as staff training and system upgrades, the long-term benefits outweigh these challenges. (Uzma, S.H., 2016). These include enhanced government trust which reduces corruption, and strengthened financial infrastructure, as observed in countries like Nigeria and India. By aligning with globally recognized standards, companies and economies can unlock new opportunities for growth, secure greater access to international capital markets, and achieve sustainable development for their economies.












Reference List
Atu, O.G., Raphael, I.A. and Atu, O.O.K., 2016. Challenges of the implementation of IFRS in less developed and developing countries. Igbinedion University Journal of Accounting, 1(1), pp.1-26.
Ball R, 2006 International Financial Reporting Standards (IFRS): Pros and Cons for Investors." Accounting and Business Research, 36(Supplement 1), 5-27.
Boiko, O.S., Matskiv, O.I., Kostyrko, D.R. and Klop, V.M., 2024. THE UTILIZATION OF INTERNATIONAL FINANCIAL REPORTING STANDARDS WITHIN THE FRAMEWORK OF UPDATING REGIONAL DEVELOPMENT STRATEGIES. The actual problems of regional economy development, 2(20), pp.345-370.
Conversion of the financial reporting to IFRS | Deutsche Telekom
IFRS For sylva.cdr (pwc.com)
Jain, P., 2011. IFRS implementation in India: Opportunities and challenges. World Journal of Social Sciences, 1(1), pp.125-136.
Microsoft Word - Barclays PLC IFRS 9 Transition Note (home.barclays)
Nurunnabi, M., 2015. The impact of cultural factors on the implementation of global accounting standards (IFRS) in a developing country. Advances in accounting, 31(1), pp.136-149.
Owusu, G.M.Y., Suppiah, S.D.K., Saat, N.A.M. and Law, S.H., 2022. IFRS adoption and economic growth in developing economies. International Journal of Economics and Accounting, 11(1), pp.73-98.
Palmer B, 2024 What Are International Financial Reporting Standards (IFRS)? (investopedia.com)
Petrobras_Sustainability-Report_2010_pp54-55.pdf (ifrs.org)
Sony Group Portal - Sony Corporate Strategy Meeting FY2022
The latest information for Nestlé Investors | Nestlé Global (nestle.com)
Trabelsi, R., 2016. Are IFRS harder to implement for emerging economies compared to developed countries? A literature review. Journal of modern Accounting and Auditing, 12(1), pp.1-16.
Uzma, S.H., 2016. Cost-benefit analysis of IFRS adoption: developed and emerging countries. Journal of Financial Reporting and Accounting, 14(2), pp.198-229.
Owusu, G.M.Y., Suppiah, S.D.K., Saat, N.A.M. and Law, S.H., 2022. IFRS adoption and economic growth in developing economies. International Journal of Economics and Accounting, 11(1), pp.73-98.
















