Business report of IFRS


“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). IFRS currently provides reporting profiles for 168 jurisdictions across the European Union and was created by the International Accounting Standards Board. This wide use is mainly to make accounting more consistent worldwide. As (Nobes and Parker, 2020) state, “IFRS facilitates harmonisation by reducing country-specific differences in accounting.” According to (Ball, 2006), “International financial reporting standards aim to improve transparency and comparability of financial statements across countries,” meaning that IFRS helps make company accounts clearer and easier to compare. 
Two important standards within this system are IAS 2, which deals with the reporting of inventories, and IFRS 15, which deals with revenue from customer contracts, including long-term. These standards influence how companies record profits, assets and financial performance, and they help investors understand the true financial position of a business. IAS 2 affects the reporting of inventories by setting rules on how stocks should be valued and recognised in financial statements. The standard requires inventories to be measured at the lower of cost or net realisable value, meaning that if stock loses value, the company must record a loss. This prevents companies from keeping stock at unrealistic values simply to make their profits appear higher. IFRS 15 influences the reporting of long-term contracts by changing how revenue is recognised over time. The standard introduced a five-step model that companies must follow to decide when and how much revenue should be recorded. One of the biggest changes brought by IFRS 15 is the rule that revenue should be recognised when performance obligations are satisfied, which may be over time rather than all at once. This is important for long-term contracts such as construction or software development, where work may take months or years to complete. 
However, IFRS is not adopted worldwide, most notably, it is not used in the United States. IFRS is important for many businesses around the world for several reasons, including:  
Global Application
A major benefit of IFRS is that it helps companies attract international investors. When firms use IFRS, international investors can understand their accounts more easily because the standards reduce confusion and make information clearer. Investors also see IFRS reports as more reliable, as (Armstrong 2010) note that “IFRS adoption is associated with perceived improvements in transparency and comparability.”
Comparability
As stated above comparability is one of the main points for when it comes to many different countries adopting the use of IFRS. By using the same rules for financial reporting makes it easier to compare companies and builds trust with investors. (Barth 2008) found that “firms applying IFRS exhibit less earnings management, more timely loss recognition, and greater value relevance,” meaning that IFRS firms tend to show clearer and more accurate financial results. Companies such as Nestlé use IFRS in their reports to help investors compare their performance across different countries. For companies working in different countries, IFRS helps avoid the problem of preparing many different sets of financial statements. (Street, 2012) explains that one global standard “decreases the cost of preparing multiple financial statements,” which is helpful for international firms. This is why many countries require companies to use IFRS.
Challenges of using IFRS in a developed economy
Despite their sophisticated accounting systems and resources, businesses in wealthy nations face many obstacles while transitioning to IFRS. These issues include extremely high expenses, complexity of new rules and communication to stakeholders adjusting to the change.
Transitioning to IFRS includes major financial investments, including fees for personnel training, system upgrades and dual reporting throughout the transition period as switching does not happen overnight. An example of this would be when the European Union initially transitioned to IFRS in 2005, Deutsche Telekom, a German telecommunications corporation, incurred extremely high expenditures due to the requirement to train workers on IFRS and improve its accounting systems. To comply with the new regulations, the company also had to pay for the revision of its financial statements. Conversion of the financial reporting to IFRS | Deutsche Telekom. Resistance from employees, managers, and investors is another challenge. Switching from an older system can be difficult, as staff may be unfamiliar with IFRS. For instance, some Japanese companies gradually transitioned to IFRS to manage internal resistance (Tyrrall 2007).



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 in 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)

There are several strategies to lower the cost of implementing IFRS in a developed economy, such as recruiting foreign specialists who already have experience with IFRS to lead the transition process since this with dramatically cut costs of requiring to teach new individuals. Another approach is to phase the installation throughout a couple of months or years like Japan. This helps organizations to spread costs over time and solve difficulties incrementally. Finally, firms can routinely analyse the implementation process to discover inefficiencies and correct them swiftly, eliminating wasteful spending or overspending on certain areas of the implementation process.
Despite these challenges, IFRS offers many advantages for companies in developed countries.
Benefits of using IFRS in a developed economy
IFRS allows companies to produce financial statements that are easier to compare across countries. As noted earlier (Barth 2008) “firms applying IFRS to exhibit less earnings management, more timely loss recognition, and greater value relevance,” showing that IFRS can improve reporting quality and reliability.

Furthering (Ball 2006) explaining how “This comparability improves investor decision-making, as demonstrated by studies showing increased cross-border capital flows after IFRS adoption in the EU.” For multinational firms, this is especially useful. For example, Nestle uses IFRS to produce consolidated financial statements across multiple countries, which makes it easier for investors to understand their performance without adjusting for local accounting differences. Similarly, when the EU first required IFRS, investors could compare companies like Siemens in Germany and L’Oréal in France more directly.
IFRS also helps companies attract international investors. Firms that use globally recognized standards give investors' confidence that financial statements are reliable and consistent. Research shows that “IFRS adoption is positively associated with cross-border investment” (Gordon 2012). 
Another big advantage that developed economies have when adjusting to using IFRS is 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)
Challenges of using IFRS in a developing country
“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).
Developing countries often struggle with implementing IFRS because of a lack of resources and technical skills. Converting from local systems to IFRS requires investment in training, IT systems, and organizational change, which many firms find difficult. According to (Chand 2005), “the implementation of IFRS in developing countries is hindered by inadequate professional expertise and educational infrastructure,” demonstrating how capacity limitations make adoption challenging.
Furthermore, enforcement and regulatory development remain a challenge. Effective financial reporting requires strong legal systems, regulatory oversight, and strong, reliable government frameworks, which may be underdeveloped in poorer nations. (Albu and Albu 2012) note that “weak enforcement mechanisms undermine the credibility of IFRS adoption in transition economies,” implying that formal adoption alone does not guarantee better reporting. We can see proof of these issues from a case study from (Tyrrall 2007), as he goes into the evidence of challenges of adopting IFRS in a poorer nation such as Kazakhstan which showed resistance to the process of using IFRS. Finally, Houqe et al. (2012) shows that mandatory IFRS only improves earning quality where investor protection is strong, highlighting the role of legal and regulatory frameworks.

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 of using IFRS is that it helps attracts foreign investments from more wealthy investors in more developed countries, adapting to the use of IFRS can help build trust and confidence when investing as it shows 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 any financial information from companies from these countries.
Another important advantage of IFRS is that it can help companies engage more easily in international business and form partnerships with overseas companies which will result in economic growth. When adopting IFRS companies can list any financial statements and shares onto foreign stock exchanges which can result in an easier access to capital, which will further lead to more government trust and transparency resulting in a major economic growth with the developing country.


In conclusion, adopting the use of IFRS greatly affects both developed and developing countries in positive and negative ways. Examples like Nestle highlight how consistent and transparent financial reporting builds investor confidence and promotes cross-border investments for developed economies. In developing economies, adopting the use of IFRS is just as important as it builds credibility, and provides a framework for entering global markets, all while constantly attracting foreign investments. The use of IFRS greatly influences the reporting of stocks and long-term contracts. Proof of this would be IAS 2 and IFRS 15, which both go hand in hand to make sure the reporting procedure is done correctly. While IAS 2 sets out the rules for how companies value and report their inventories. It requires inventories to be recorded at the lower cost and net realizable value. This means companies cannot overstate the value of their stock, which improves ensures consistent costing methods and leads to more reliable profit figures. IFRS 15 provides a detailed framework for recognizing revenue. For long-term contracts, such as construction or service agreements, revenue must be recognized based on the transfer of control of goods or services, often over time rather than at the end of the contract. This can reduce manipulation by noting revenue to early which results in more consistent reporting of information across different countries.
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