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Executive Summary


The subject of this study is providing the benefits and drawbacks of implementing International Financial Reporting Standards (IFRS) in developed and developing nations. The main characteristics of the Japanese accounting environment that may have an impact on the adoption of International Financial Reporting Standards (IFRS) in Japan are examined in this study along with the dynamics of accounting standard development in Indonesia, with a focus on the process of convergence between the nation's national accounting standards and IFRS. We also identify several problems and obstacles in the progressive implementation of IFRS based on Indonesia's and Japan's experience, and we offer suggestions that may help improve the performance of the ongoing IFRS convergence projects being carried out in these two nations.
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Introduction


The International Accounting Standards Board (IASB) effectively launched efforts to adopt International Financial Reporting Standards (IFRSs) globally more than ten years ago. A new IASB jurisdiction-wide report validates the public promise made by most countries, with 160 out of 168 committing to adopting IFRS Accounting Standards as the only global accounting standards (IFRS, 2023). The focus of IFRS research has shifted from the acceptance to implementation issues. Understanding IFRS implementation experiences and obstacles has replaced the previous study's focus on IFRS issuing procedures and worldwide diffusion (Ahmed et al., 2013).


As the fourth largest economy in the world (IMF, 2023), Japan is likely to postpone the mandatory adoption of IFRS until beyond 2023 in contrast to other developed countries in the world. Research claims that more time will be needed to get the country ready for this transition, the reasons including deferring the implementation of IFRS in the USA and Japan's institutional framework (Tsunogaya et al., 2015).


Because of institutional pressure, developing nations with relatively less established accounting and regulatory frameworks have embraced IFRS throughout the implementation period (De George et al., 2016). India and Indonesia have embraced a path of progressive convergence with IFRS. Other issues have been solved with one-step adoption that is delayed (Sharma et al., 2017; Maradona and Chand, 2018). Indonesia offers a fascinating case study of the adoption of IFRS in a developing nation as, in contrast to Europe and Australia, the nation approaches IFRS convergence cautiously. 


The rest of this research is structured as follows: Sections 1 and 2 discuss the challenges and benefits of implementing IFRS in Japan. Sections 4 and 5 discuss the factors in Indonesia related to adoption of IFRS.








Main Body
1. Challenges of Implementing IFRS in Japan


The Japanese culture exerts an impact on the implementation of IFRS to some degree. The development of the Japanese accounting and auditing systems has been significantly influenced by Confucius's teachings. More specifically, the unequal ties between people's networks, referred to as “filial piety” and “loyalty”, have contributed to the stability of society. For instance, loyalty counts more than skill when it comes to pay and promotions under the “system”. Like this, workers under the “permanent employment system” pledge allegiance to the business in exchange for a stable job. In Japanese society, avoiding confrontation is also seen as a fundamental characteristic known as “manhood”. Put differently, social interactions are carried out in a way that preserves each person's “dignity”. Other moral values such as temperance and prudence, also referred to as being "economical," entail not spending more money than is required and promoting conservative and sensible qualities (Suzuki and Jaffe, 2019). Most conservatives' recommendations, which emphasise ideas like manufacturing, business survival, caution, and long-term vision, are justified by these qualities.


The other inevitable issue is the cost of implementing IFRS. By using the separation strategy, IFRS for consolidated financial statements of multinational corporations in Japan is supported by both Liberals and Conservatives. Nonetheless, it is anticipated that IFRS adoption would be expensive in nations that use the Continental European model. This is due to the fact that the Anglo-American system and the Continental European system are more similar to IFRS (Lourenco, 2015). Furthermore, the examination of domestic reconciliation between accounting standards and other subsystems has significant significance in nations where the accounting system and its supporting infrastructures are well-established (De George et al., 2016).


As sated above, the majority of Conservatives believe that Japanese GAAP is preferable to IFRS, particularly when it comes to the accounting procedures for, recycling, research costs, and pension advantages. When using IFRS, these standards may be changed or eliminated. According to Tsunogaya (2016), the automotive and electronic sectors in Japan, which develop accounting standards, favour Japanese GAAP over IFRS because the Business Accounting Council and Accounting Standards Board of Japan have done a good job of reflecting the economic reality of Japanese manufacturing. The findings suggest that although there is a widespread desire for local GAAP to become more similar to IFRS, there are still key conceptual distinctions between the two.


2. Benefits of Implementing IFRS in Japan


By implementing a single standard throughout the whole business group, IFRS enables multinational corporations with subsidiaries all over the world to prepare consolidated financial statements more quickly and with uniform reporting quality. An analysis of the effects of the voluntary adoption of International Financial Reporting Standards (IFRS) on accounting statistics has been carried out using a sample of Japanese enterprises (Miao, Shuto, and Tsunogaya, 2023). The final findings indicate that, while equity is not much impacted by the implementation of IFRS, net income is significantly greater under IFRS than under Japanese generally accepted accounting standards (GAAP).


Further, implementation draws in additional international risk capital. It is more difficult for investors to do peer comparisons and analysis due to differences in accounting standards between jurisdictions. Investors may more easily compare and evaluate Japanese firms with their worldwide counterparts and make investments in the Japanese market thanks to IFRS, which provides a single global standard. According to a questionnaire survey by Ozu et al. (2018), the ability to evaluate financial data with rival businesses globally is the most significant perceived benefit. This is followed somewhat by the ability to raise capital from shareholders internationally, enhanced knowledge for shareholders, and raised financial information transparency. Even when considering worldwide comparability, the number of firms evaluating these benefits as substantial is quite small. Simultaneously, most enterprises reported experiencing mild gains from IFRS in every instance. This might be attributed to the fact that respondents were asked to assess benefits that are still mostly speculative.


3. Challenges of Implementing IFRS in Indonesia


The perception of IFRS's complexity stems from its differences with earlier accounting standards. According to some, the IFRS is an accounting standard that encourages the widespread application of fair value accounting (Nugraheni, Cummings and Kilgore, 2022). Prior to IFRS convergence, historical cost accounting served as the primary foundation for the development of accounting standards in Indonesia. As a result, the transition to IFRS created several challenges for the application of fair-value-based accounting standards. Due to the notion that some of the new standards derived from the IFRS are too complicated, these standards must be implemented with great caution.


One specific example of how Indonesians feel the IFRS are too complex is the implementation of new accounting rules for financial instruments. The original intent was for the amended PSAK 50 and PSAK 55 to go into effect on January 1, 2009. However, because Indonesian banks lacked the required resources, the Indonesian Commercial Banks Association petitioned for the standards to be delayed owing to the perceived difficulty of the requirements. The IAI delayed the standards' effective date to January 1, 2010, in response to this appeal, to give businesses enough time to organise their internal processes in advance of the standards' adoption (Maradona and Chand, 2018). The banking sector regulator extended the deadline for applying a particular PSAK 55 requirement, which had to do with how loan loss reserves were calculated, until January 1, 2012. This was deemed necessary as banks were having trouble getting the debtors' historical data ready, which was needed to calculate the loan loss provisioning methodology under IAS 39.


Overall, the extent to which the nation's regulators can address the challenges that have surfaced during the transitional period will play a significant role in determining the success of the Indonesian IFRS convergence project. The experience of Indonesia with certain recently adopted IFRS has demonstrated that the industry's preparedness to embrace a new set of accounting standards might impact the convergence program's pace.


4. Benefits of Implementing IFRS in Indonesia


The implementation of IFRSs improved the quality of accounting information. Key & Kim (2020) and El Haq et al. (2021) both concluded that there was a difference in the quality of accounting information before and after the introduction of IFRS 9 based on the results of the statistical test, as seen by the decline in earnings management techniques that followed. The potential source of the observed variation in the quality of accounting information appears to be the new IFRS 9 impairment model known as expected credit loss (ECL) (El Haq et al., 2021).


IFRS also brought in more accurate financial instruments. Lease-related assets and liabilities are recognised more accurately under IFRS 16 than they were under the prior standard, accounting information has a higher quality and seems more transparent (Tudor, 2018). As a result of the comparable recognition of lease assets and liabilities, financial statement comparability also increased. The fundamental shift in IFRS 16, where nearly all leases are recognised as financial leases, maybe the reason for the variation in accounting information quality, which is likely to get worse (El Haq et al., 2021). Off-balance-sheet leases are thus no longer in existence. As a result, the quality of the accounting information has increased, particularly the true representation element of completeness.







Conclusion


With an emphasis on examining Asian corporate perceptions of the costs and advantages of IFRS, this study aims to add to the ongoing global discussion over the adoption of IFRS for both developed and developing country. 

Japan is a crucial illustration of the problems that are now being faced in the effort to bring about reform and make financial statements from firms listed on international capital markets more comparable, while many people believe that adoption expenses will have a big influence and the vast majority thought that the overall advantages of IFRS were moderate (Ozu et al., 2018). Many listed firms are anticipated to incur large expenditures associated with the implementation of IFRS. As time goes by, the perception of IFRS adoption costs is expected to decrease as the removal of significant distinctions between J-GAAP and IFRS continues.

An analysis of the convergence process in developing nations like Indonesia helps to clarify the importance of IFRS and the evolution of convergence initiatives in nations that were previously thought to be less suitable for implementing IFRS. Gradually, the remaining discrepancies between the Indonesian accounting standards and IFRS may be resolved. However, standard-setters should give special consideration to matters like the degree of modification made to the adopted standards, the rapid evolution of IFRS, and the problem of translating from English to the national language. Further, this research draws attention to the problems and obstacles that must be solved to achieve complete convergence when IFRS is gradually adopted with changes in a nation that does not speak English.












Recommendations
1. Recommendations for Japan


Study shows that equity and net income are greatly impacted using accounting standards for goodwill, intangible assets, and employee perks (Miao, Shuto, and Tsunogaya, 2023). To achieve the Japanese-specific style of accounting convergence without exclusionary discussion, it is necessary to preserve institutional complementarity across subsystems locally and to enhance the appeal of Japanese capital markets abroad.  And to identify the main areas of perceived difficulty, both general and specific, in adopting IFRS and to outline the expected expenses found at the corporate level: elements that accounting standard setters must take into account in the adoption and implementation process.


Furthermore, since 2009, the number of Japanese CPAs has nearly halved (JICPA, 2023), raising the possibility that Japan is experiencing a shortage of accounting experts. More supportive policies and accounting education should be implemented because the accounting and auditing professions are relatively limited in Japan.  

, 
2. Recommendations for Indonesia


The problems and difficulties facing Indonesia should draw attention to the necessity for Indonesian accountants to understand IFRS and apply cautious interpretation when putting the new standards into practice. This, in turn, highlights the necessity for organised education programmes to acquaint preparers, auditors, and users of financial statements with the new accounting standards. Therefore, to improve accountants' ability to adopt the Indonesian counterpart of IFRS, professional accountant bodies like the IAI and the IAPI, as well as a variety of continuing professional accounting courses should be arranged. The IAI's Division of Academic Accountants should also take steps to guarantee that accounting education programmes at Indonesian institutions include updates on the country's progress towards IFRS convergence.
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