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Introduction 

This report aims to outline the advantages and disadvantages of adopting a set of global reporting standards and the progress currently made towards it. Financial standards aim to guide business from small to large when devising their financial statements. These standards help to make these statements transparent and easier to understand. They aim to assist the preparers of financial statements in order to achieve this. Financial statements will outline the company’s assets, liabilities, profits or losses as well as a wide range of other financial information.

“ The primary goal in financial reporting is the dissemination of financial statements that accurately measure the profitability and financial condition of a company. “ (Fridson & Alvarez, 2011, p.4)

Genreally Accepted Accounting Principles (GAAP) includes a set of financial standards that UK companies can currently use to produce financial statements. The financials standards included in UK GAAP are as follows: 
· FRS 100 – Application of Reporting Requirments
· FRS 101 – Reduced Disclosure Framework 
· FRS 102 – The Financial Reporting Standards applicable in the UK and ROI
· FRS 104 – Insurance Contracts 
· FRS 105 – The Financial Reporting Standard Applicable to the Micro- entities Regime

Financial statements were devised to provide information on a company’s financial position and performance. They are supposed to aid a wide range of users in assessing the running and longevity of a company. There are characteristics of which the UK set of standards aim to achieve, outlined in FRS 102. The qualitive characteristics include understandability, relevance, materiality, reliability, substance over form, prudence, completeness and comparability amongst many others. 

“FRS 102 applies to financial statements that are intended to give a true and fair view.” (PWC, 2013, p.1002)

As previously mentioned, the UK GAAP includes the set of financial reporting standards that govern how companies in the UK devise their financial statements. They are not alone in this manner. Many countries also have their own GAAP, France, Canada, United States and Russia are all examples of companies who have their own GAAP that outline the financial reporting standards for that individual country.

“ With the globalisation of business and the increased access to the worlds capital markets that goes with it, there are essentially only two truly global systems of financial reporting – IFRS and US GAAP.” (Ernst & Young, 2019 ,p.39)


Many countries however are switching to International GAAP. Developed by the International Accounting Standards Board (IASB), it includes a set of financial standards for accounting statements known as IFRS and IAS. It was designed to converge countries like the UK, US and European countries. This has not yet happened and there seems to be reluctancy to adopt these international set of standards due to the many disadvantages of doing so. There are of course many advantages to the globalisation of financial standards and this report aims to outline those.





























Advantages of IFRS

There are many advantages to a set of global financial reporting standards, there is a lot of time, money and effort put into these set of standards. Investors are one set of people that would see great benefits from IFRS. It would become a lot easier to easier compare companies from around in the world in financial terms if all financial statements were set out and prepared in the exact same way. If all countries followed IFRS then all financial reports would look the same regardless of the country’s origin. 

 It would improve the effectiveness of company’s who need to provide several sets of financial reports for different areas of the world. It would reduce the cost and complexity of company’s operating in several countries and therefor needing to produce several sets of financial statements. It would also make it easier for companies to monitor their subsidiaries that operate in different countries than their own. 

It would also make it a lot easier for countries across the world to do business with each other in an effective manner and understand the financial situations of the businesses that they are entering into negotiations with. The encouraged global trading from IFRS would only benefit any economy in the world. Without a global set of standards significant training has to be done on the various standards used across the world and this would come with a significant added cost to companies.

Companies can now streamline their accounting teams across the board. For large companies IFRS could allow them to significantly simplify their global accounting team as they would now all follow the same standards. 

“ Depending on the circumstances of the company, a multinational should benefit from a number of cost savings when using IFRS. There should be a reduction in the cost of capital based on the fact that very many investment managers now know and understand the use of IFRS.” (Walton, 2011) 













Disadvantages of IFRS




One of the most widespread criticisms of IFRS is the initial cost of the switch. A switch would require a major revamp of a company’s accountancy department. With the new set of standards, the retraining of staff within these departments would not come at a low cost. The company will have to rethink all of their strategies begins their accounts. Retraining of staff and the possible new software that would be needed would both account for a major proportion of these initial costs that are causing many countries businesses to be reluctant to the switch to IFRS. This could be a particular disadvantage to small and medium companies who do not have the financial resolve to make these changes and may find them being left behind competitors. 

“Over-complexity, time consuming, and less comprehensiveness were listed amongst the most disadvantages of IFRS.” (Efobi, 2016, P.42)

Companies may find that the switch to IFRS shows their company in a worse light than their current financial standards. The switch to IFRS will come with different criteria that needs to be met and different requirements to be included in the set of financial statements. These may come as great detriment to some companies and may cause investors to be put off the company unfairly.

Another major flaw in the IFRS movement is that they are not yet globally accepted. The UK has adapted IFRS to align with GAAP. However other countries are yet to do so. Most notably the US. IFRS relies heavily on each major country following them to be considered highly beneficial and for companies, countries and investors alike to reap the rewards of the transition.

















Progress of IFRS

The following image was taken from ifrs.org
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This image shows the countries that are currently using IFRS as mandatory highlighted in blue. It is quite clear from the image that the use of IFRS is now widely spread across the world and there has been great progress in convincing many countries to adopt these accounting standards for companies operating on their land. This image indicates that over 100 countries are on board.


However, there are major notable absentees from this list. Most notably the US and China. These two countries are major players in the global economy and have a massive impact on the business operations around the world. The fact that these countries are not operating using IFRS and are reluctant to do so because of the before discussed disadvantages of doing so is a great dent in promoting the advantages of a global set on financial standards. Without these countries on board it does seem that the disadvantages may well outweigh the benefits for both small businesses and larger corporations around the world.






Conclusion 


It does seem that IFRS significantly operates to help investors and large corporations operate a lot more freely and easier on a global scale. There is no doubt that IFRS achieves this for these individuals and companies. 

However, the detriment that this has to the small and medium business within countries that make the transition cannot be underestimated. It does seem that a more voluntary systems where the corporations themselves can choose whether to adopt these standards as well as the standards required by the countries, they reside in would make it a lot more beneficial. By doing this the smaller companies can continue with the GAAP systems currently in their countries, but the larger companies can reap the rewards of IFRS. These smaller companies would not necessarily see any benefit from the changes whatsoever. Either way it does seem that major players in the global economy such as China and the US need to get on board with IFRS before it is highly beneficial to the many major corporations around the world that consistently deal within these countries.
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