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1 Introduction to the Module 
Welcome to the Public Financial Management module, Financial Reporting 

(International Financial Reporting Standards – IFRS). Our world continues 

to see an increasing trend towards international business, with organisations 

operating in a variety of countries and investors needing to compare the 

performance of companies in different countries. Contrary to some beliefs, 

accountancy is not an exact science and, left to their own devices, many 

organisations would report their finances in diverse and even conflicting 

ways. 

This module introduces the core accounting concepts and explores the 

financial reporting framework and guidelines currently available to interna-

tional companies. The module will use a range of examples and case studies 

to illustrate the theoretical principles and assist you to understand and 

apply financial reporting in the international context. 

To guide you as you consider the accounting concepts and explore the 

financial reporting framework and guidelines currently available to interna-

tional companies, the module will use a range of examples and case studies. 

These will illustrate the theoretical principles and assist you to understand 

and apply financial reporting in the international context. There are also 

many review questions and exercises incorporated into the module to facili-

tate your learning.  

At certain points we will ask you to reflect on various aspects of the policy 

process where you work. It will be valuable for you and your fellow stu-

dents to share these reflections on the VLE. These short notes setting out the 

issue and the approach will enrich your and your fellow students’ experi-

ence of the module. 

Please feel free to raise queries with your tutor and with your fellow students, if 

there are issues that are not clear to you. Do this as soon as you find a problem, 

because waiting will hold you up as you work through the module. 

After completing this module, you should be able to discuss the international 

theoretical framework of financial reporting and evaluate the application of 

the IFRS to particular industries and contexts. We hope that you will find the 

module instructive, useful and occasionally challenging.  

2 The Module Author 
Dr Alexa Simm is an Accountancy Consultant specialising in accountancy 

education. As a professionally qualified Chartered Public Financial Account-

ant, she has extensive experience having previously worked as a professional 

trainer for the Chartered Institute of Public Finance and Accountancy and as a 

University Senior Lecturer. Complementing her consultancy role, she is also 

currently a Research Associate at the University of the West of England and a 

Fellow of the Higher Education Authority. 
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3 Study Materials 
This Study Guide is your main learning resource for the module as it directs 

your study through eight study units. Each unit has recommended reading 

either from the module textbook or from supplementary readings which are 

included in the Module Reader. The module also comprises a range of case 

studies. 

 Textbook 

You will be provided with one textbook for this module: 

Elliott, B. and Elliott, J. (2015) Financial Accounting and Reporting, 17th 

Edition, London: Pearson.  

This is a comprehensive and useful textbook covering the International 

Financial Reporting Standards. The textbook coverage has been comple-

mented and supplemented by articles and extracts from other texts and 

these are reprinted in the Module Reader. 

Module Reader 

You are provided with a range of academic journal articles, extracts from 

supplementary text books and other reports or material. These comprise the 

Module Reader which forms an essential part of this module. 

Excel Worksheets 

You will also be provided with a series of worked examples on the quantita-

tive calculations undertaken in the module. In order to facilitate your 

understanding of the calculations, these worked examples will be provided 

in Excel worksheets that can be downloaded from the VLE. 

4 Module Overview 
The module is structured around eight units, which should be studied on a 

weekly basis. It is expected that studying each unit, including the recom-

mended readings and activities, will take between 15 and 20 hours. 

However, these timings may vary according to your familiarity with the 

subject matter and your own study experience. You will receive feedback 

through comments on your assignments and there is a specimen examina-

tion paper to help you prepare for the final examination. 

Unit 1 Context of Financial Reporting 
1.1 Introduction 
1.2 Rationale for Financial Reporting Standards 
1.3 International Conceptual Framework 
1.4 Accounting Standards 
1.5 Global Perspectives 
1.6 Summary 
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Unit 2 Economic and Accounting Concepts 
2.1 Income, Capital and Value 
2.2 Accountant’s View 
2.3 Economist’s View 
2.4 Accounting for Changes in Price Levels 
2.5 Case Studies 
2.6 Feedback on Case Studies 
2.7 Summary 

Unit 3 Accounting for Assets 
3.1 Current Assets 
3.2 Non-current Assets 
3.3 Leased Assets 
3.4 Valuing Assets in Agriculture 
3.5 Case Studies 
3.6 Feedback on Case Studies 
3.7 Summary 

Unit 4 Accounting for Liabilities 
4.1 Current and Non-current Liabilities 
4.2 Contingent Liabilities 
4.3 Leased Liabilities 
4.4 Financial Instruments 
4.5 Case Studies 
4.6 Feedback on Case Studies 
4.7 Summary 

Unit 5 Groups of Companies 
5.1 Mergers and Acquisitions 
5.2 Associated Companies and Joint Ventures 
5.3 Consolidation of Accounts 
5.4 Foreign Currency 
5.5 Case Studies 
5.6 Feedback on Case Studies 
5.7 Summary 

Unit 6 Sustainability Reporting 
6.1 Sustainability 
6.2 Environmental and Social Reporting 
6.3 Accounting for Climate Change 
6.4 Case Studies 
6.5 Feedback on Case Studies 
6.6 Summary 

Unit 7 Corporate Governance 
7.1 Concept of Corporate Governance 
7.2 Corporate Failures 
7.3 Global Perspectives 
7.4 National Perspectives 
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7.5 Case Studies 
7.6 Feedback on Case Studies 
7.7 Summary 

Unit 8 International Differences in Financial Reporting 
8.1 Causes of International Differences 
8.2 Different IFRS Practice 
8.3 Examples of International Differences 
8.4 Summary 
8.5 The Examination 

This module introduces the core accounting concepts and explores the 

financial reporting framework and guidelines currently available to interna-

tional companies.  

Unit 1 explores the rationale for external financial reporting along with the 

arguments for and against internationally consistent standards, setting out 

globally agreed accounting methods and disclosures. You will be introduced 

to the International Financial Reporting Standards (IFRS) and how they have 

been introduced to particular countries. You will also explore the core 

principles within the international conceptual framework. 

The core concepts are further developed in Unit 2 with the consideration of 

how to account for income and capital, as well as how to actually value 

individual items. The latter is particularly relevant in economies where there 

is high inflation and values may change considerably in a relatively short 

period of time. You will learn the alternative methods for accounting for 

changes in price levels as well as how to account for mineral resources.  

Unit 3 builds on the accounting concepts introduced in Unit 2 by looking in 

more detail at how to account for assets. Assets will firstly be defined before 

alternative types of assets are explored. You will learn how to account for 

specific assets, including non-current, leased and agricultural assets. 

Unit 4 complements Unit 3 by exploring liabilities. Again, liabilities will be 

defined before considering more complex items, such as contingent liabili-

ties and financial instruments.  

Large international companies often tend to actually be groups of smaller 

companies. Unit 5 looks at the components of such groups of companies and 

how they develop, such as through mergers and acquisitions. You will also 

learn how groups of companies report their financial position, as well as 

how to account for foreign currencies. 

Historically, external reporting has focused on financial elements of the 

company, but company stakeholders have become increasingly interested in 

non-financial aspects, such as the environment. Unit 6 considers such non-

financial elements, including environmental and social reporting. You will 

also learn how companies are accounting for climate change. 

Unit 7 examines how companies are run and controlled. The impact of such 

corporate governance on the success or failure of companies is considered, 

along with an exploration of the existing global and national guidance. 
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In Unit 8, the adoption and application of the guidance and IFRS are consid-

ered globally. Examples of international differences in financial reporting 

are explored and some of the causes for such diversity are considered. 

5  Learning Outcomes 
When you have completed your study of this module, you will be able to: 

• discuss the theoretical framework and principles of financial reporting 
in a global context 

• critically assess the core economic and accounting concepts in relation 
to specialised industries and contexts 

• evaluate the application of the International Financial Reporting 
Standards to particular industries and contexts 

• determine the disclosure of specific assets and liabilities in accordance 
with the International Financial Reporting Standards 

• define the elements of company groups and discuss the financial 
reporting principles in relation to international companies 

• analyse sustainability reporting and evaluate the disclosures of 
accounting for climate change 

• discuss the importance of corporate governance and its relationship to 
corporate failures 

• explain and contrast the international differences in external reporting 
on both financial and non-financial issues. 

6 Assessment 
Your performance on each module is assessed through two written assign-

ments and one examination. The assignments are written after Unit 4 and 

Unit 8 of the module session. Please see the VLE for submission deadlines. 

The examination is taken at a local examination centre in September/

October. 

Preparing for assignments and exams 

There is good advice on preparing for assignments and exams and writing 

them in Chapter 8 of Studying at a Distance by Christine Talbot. We recom-

mend that you follow this advice. 

The examinations you will sit are designed to evaluate your knowledge and 

skills in the subjects you have studied: they are not designed to trick you. If 

you have studied the module thoroughly, you will pass the exam. 

Understanding assessment questions 

Examination and assignment questions are set to test your knowledge and 

skills. Sometimes a question will contain more than one part, each part 

testing a different aspect of your skills and knowledge. You need to spot the 

key words to know what is being asked of you. Here we categorise the types 

of things that are asked for in assignments and exams, and the words used. 
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All the examples are from the Centre for Financial and Management Studies 
examination papers and assignment questions. 

Definitions 

Some questions mainly require you to show that you have learned some concepts, by 
setting out their precise meanings. Such questions are likely to be preliminary and be 
supplemented by more analytical questions. Generally, ‘Pass marks’ are awarded if the 
answer only contains definitions. They will contain words such as: 

Describe  Contrast 

Define Write notes on  
Examine Outline 

Distinguish between What is meant by  

Compare List 

Reasoning  

Other questions are designed to test your reasoning, by explaining cause and effect. 
Convincing explanations generally carry additional marks to basic definitions. They will 
include words such as: 

Interpret 
Explain 
What conditions influence 
What are the consequences of 
What are the implications of 

Judgement 

Others ask you to make a judgement, perhaps of a policy or of a course of action. They 
will include words like: 

Evaluate 
Critically examine 
Assess 
Do you agree that 
To what extent does 

Calculation 

Sometimes, you are asked to make a calculation, using a specified technique, where the 
question begins: 

Use indifference curve analysis to 
Using any economic model you know 
Calculate the standard deviation 
Test whether 

It is most likely that questions that ask you to make a calculation will also ask for an 
application of the result, or an interpretation. 

Advice 

Other questions ask you to provide advice in a particular situation. This applies to law 
questions and to policy papers where advice is asked in relation to a policy problem. Your 
advice should be based on relevant law, principles and evidence of what actions are 
likely to be effective. The questions may begin: 
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Advise 
Provide advice on 
Explain how you would advise 

Critique 

In many cases the question will include the word ‘critically’. This means that you are 
expected to look at the question from at least two points of view, offering a critique of 
each view and your judgement. You are expected to be critical of what you have read. 

The questions may begin: 

Critically analyse 
Critically consider 
Critically assess 
Critically discuss the argument that 

Examine by argument 

Questions that begin with ‘discuss’ are similar – they ask you to examine by argument, to 
debate and give reasons for and against a variety of options, for example 

Discuss the advantages and disadvantages of 
Discuss this statement 
Discuss the view that 
Discuss the arguments and debates concerning 

 

The grading scheme: Assignments 
The assignment questions contain fairly detailed guidance about what is 

required. All assignments are marked using marking guidelines. When you 

receive your grade it is accompanied by comments on your paper, including 

advice about how you might improve, and any clarifications about matters 

you may not have understood. These comments are designed to help you 

master the subject and to improve your skills as you progress through your 

programme. 

Postgraduate assignment marking criteria 

The marking criteria for your programme draws upon these minimum core 

criteria, which are applicable to the assessment of all assignments: 

• understanding of the subject 

• utilisation of proper academic [or other] style (e.g. citation of 
references, or use of proper legal style for court reports, etc.) 

• relevance of material selected and of the arguments proposed 

• planning and organisation 

• logical coherence 

• critical evaluation 

• comprehensiveness of research 

• evidence of synthesis 

• innovation/creativity/originality. 

The language used must be of a sufficient standard to permit assessment of 

these. 
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The guidelines below reflect the standards of work expected at postgraduate 

level. All assessed work is marked by your Tutor or a member of academic 

staff, and a sample is then moderated by another member of academic staff. 

Any assignment may be made available to the external examiner(s). 

80+ (Distinction). A mark of 80+ will fulfil the following criteria: 
• very significant ability to plan, organise and execute independently a 

research project or coursework assignment 

• very significant ability to evaluate literature and theory critically and 
make informed judgements 

• very high levels of creativity, originality and independence of thought 

• very significant ability to evaluate critically existing methodologies and 
suggest new approaches to current research or professional practice 

• very significant ability to analyse data critically 

• outstanding levels of accuracy, technical competence, organisation, 
expression. 

70–79 (Distinction). A mark in the range 70–79 will fulfil the following criteria: 
• significant ability to plan, organise and execute independently a 

research project or coursework assignment 

• clear evidence of wide and relevant reading, referencing and an 
engagement with the conceptual issues 

• capacity to develop a sophisticated and intelligent argument 

• rigorous use and a sophisticated understanding of relevant source 
materials, balancing appropriately between factual detail and key 
theoretical issues. Materials are evaluated directly and their 
assumptions and arguments challenged and/or appraised 

• correct referencing 

• significant ability to analyse data critically 

• original thinking and a willingness to take risks. 

60–69 (Merit). A mark in the 60–69 range will fulfil the following criteria: 
• ability to plan, organise and execute independently a research project 

or coursework assignment 

• strong evidence of critical insight and thinking 

• a detailed understanding of the major factual and/or theoretical issues 
and directly engages with the relevant literature on the topic 

• clear evidence of planning and appropriate choice of sources and 
methodology with correct referencing 

• ability to analyse data critically 

• capacity to develop a focussed and clear argument and articulate 
clearly and convincingly a sustained train of logical thought. 

50–59 (Pass). A mark in the range 50–59 will fulfil the following criteria: 
• ability to plan, organise and execute a research project or coursework 

assignment 

• a reasonable understanding of the major factual and/or theoretical 
issues involved 

• evidence of some knowledge of the literature with correct referencing 

• ability to analyse data 
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• examples of a clear train of thought or argument 

• the text is introduced and concludes appropriately. 

40–49 (Fail). A Fail will be awarded in cases in which there is: 
• limited ability to plan, organise and execute a research project or 

coursework assignment 

• some awareness and understanding of the literature and of factual or 
theoretical issues, but with little development 

• limited ability to analyse data 

• incomplete referencing 

• limited ability to present a clear and coherent argument. 

20–39 (Fail). A Fail will be awarded in cases in which there is: 
• very limited ability to plan, organise and execute a research project or 

coursework assignment 

• failure to develop a coherent argument that relates to the research 
project or assignment 

• no engagement with the relevant literature or demonstrable 
knowledge of the key issues 

• incomplete referencing 

• clear conceptual or factual errors or misunderstandings 

• only fragmentary evidence of critical thought or data analysis. 

0–19 (Fail). A Fail will be awarded in cases in which there is: 
• no demonstrable ability to plan, organise and execute a research 

project or coursework assignment 

• little or no knowledge or understanding related to the research project 
or assignment 

• little or no knowledge of the relevant literature 

• major errors in referencing 

• no evidence of critical thought or data analysis 

• incoherent argument. 

The grading scheme: Examinations 
The written examinations are ‘unseen’ (you will only see the paper in the 

exam centre) and written by hand, over a three-hour period. We advise that 

you practise writing exams in these conditions as part of your examination 

preparation, as it is not something you would normally do. 

You are not allowed to take in books or notes to the exam room. This means 

that you need to revise thoroughly in preparation for each exam. This is 

especially important if you have completed the module in the early part of 

the year, or in a previous year. 

Details of the general definitions of what is expected in order to obtain a 

particular grade are shown below. These guidelines take account of the fact 

that examination conditions are less conducive to polished work than the 

conditions in which you write your assignments. Note that as the criteria of 

each grade rises, it accumulates the elements of the grade below. Assign-
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ments awarded better marks will therefore have become comprehensive in 
both their depth of core skills and advanced skills. 

Postgraduate unseen written examinations marking criteria 

80+ (Distinction). A mark of 80+ will fulfil the following criteria: 
• very significant ability to evaluate literature and theory critically and 

make informed judgements 
• very high levels of creativity, originality and independence of thought 
• outstanding levels of accuracy, technical competence, organisation, 

expression 
• outstanding ability of synthesis under exam pressure. 

70–79 (Distinction). A mark in the 70–79 range will fulfil the following criteria: 
• clear evidence of wide and relevant reading and an engagement with 

the conceptual issues 
• develops a sophisticated and intelligent argument 
• rigorous use and a sophisticated understanding of relevant source 

materials, balancing appropriately between factual detail and key 
theoretical issues 

• direct evaluation of materials and their assumptions and arguments 
challenged and/or appraised; 

• original thinking and a willingness to take risks 
• significant ability of synthesis under exam pressure. 

60–69 (Merit). A mark in the 60–69 range will fulfil the following criteria: 
• strong evidence of critical insight and critical thinking 
• a detailed understanding of the major factual and/or theoretical issues 

and directly engages with the relevant literature on the topic 
• develops a focussed and clear argument and articulates clearly and 

convincingly a sustained train of logical thought 
• clear evidence of planning and appropriate choice of sources and 

methodology, and ability of synthesis under exam pressure. 

50–59 (Pass). A mark in the 50–59 range will fulfil the following criteria: 
• a reasonable understanding of the major factual and/or theoretical 

issues involved 
• evidence of planning and selection from appropriate sources 
• some demonstrable knowledge of the literature 
• the text shows, in places, examples of a clear train of thought or 

argument 
• the text is introduced and concludes appropriately. 

40–49 (Fail). A Fail will be awarded in cases in which: 
• there is some awareness and understanding of the factual or 

theoretical issues, but with little development 
• misunderstandings are evident 
• there is some evidence of planning, although irrelevant/unrelated 

material or arguments are included. 
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20–39 (Fail). A Fail will be awarded in cases which: 
• fail to answer the question or to develop an argument that relates to 

the question set 

• do not engage with the relevant literature or demonstrate a knowledge 
of the key issues 

• contain clear conceptual or factual errors or misunderstandings. 

0–19 (Fail). A Fail will be awarded in cases which: 
• show no knowledge or understanding related to the question set 

• show no evidence of critical thought or analysis 

• contain short answers and incoherent argument. 
[2015–16: Learning & Teaching Quality Committee] 

Specimen exam papers 
CeFiMS does not provide past papers or model answers to papers. Modules 

are continuously updated, and past papers will not be a reliable guide to 

current and future examinations. The specimen exam paper is designed to 

be relevant and to reflect the exam that will be set on this module. 

Your final examination will have the same structure and style and the range 

of question will be comparable to those in the Specimen Exam. The number 

of questions will be the same, but the wording and the requirements of each 

question will be different.  

Good luck on your final examination. 

Further information 
Online you will find documentation and information on each year’s examina-

tion registration and administration process. If you still have questions, both 

academics and administrators are available to answer queries. 

The Regulations are also available at www.cefims.ac.uk/regulations/, 

setting out the rules by which exams are governed. 

 



 

DO NOT REMOVE THE QUESTION PAPER FROM THE EXAMINATION HALL 

UNIVERSITY OF LONDON  

CENTRE FOR FINANCIAL AND MANAGEMENT STUDIES 

MSc Examination 
Postgraduate Diploma Examination 
for External Students 

91DFMC373 

PUBLIC FINANCIAL MANAGEMENT 

Financial Reporting (IFRS) 

Specimen Examination 
This is a specimen examination paper designed to show you the type of examination you will 
have at the end of this module. The number of questions and the structure of the 
examination will be the same, but the wording and requirements of each question will be 
different. 
 
Answer Question 1, and ONE question from Section A and ONE question from 
Section B. You must answer THREE questions in total. 
 
The examiners give equal weight to each question; therefore, you are advised to 
distribute your time approximately equally between three questions.  
You should, where possible, illustrate your answers with references and/or 
practical examples from the module and from your own experience. 

PLEASE TURN OVER 
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Answer Question 1, and ONE question from Section A and ONE 
question from Section B. You must answer THREE questions in total. 

 

All students must answer THIS question. 
 
1. The Managing Director of ‘Products for You’ is taking an 

interest in the preparation of the accounts, particularly with 
alternative accounting methods that can be chosen and how 
the International Financial Reporting Standards (IFRS) apply. 
You have been asked to provide additional clarity on some 
issues based on the following information. 

Purchases of product during September were: 

Date Units Unit Price 

September 1 50 £7.50 

September 9 100 £7.35 

September 23 75 £8.00 

September 27 100 £7.70 

Units of the same product sold during September were:  

September 8 40 units 
September 19 100 units 
September 29 100 units 

There was no opening inventory at the beginning of September. 

New machinery has been purchased at a cost of £160,000. It is esti-
mated this machinery will have a useful economic life of 5 years 
after which it will have a residual value of £15,000.  

The company uses the standard diminishing balance formula 
of: 

  
1−

Residual Value
Cost

n  to calculate depreciation. 

 One of the company’s delivery lorries was recently involved 
in a road traffic accident. The delivery driver has admitted 
responsibility for driving into a family car and the company is 
expecting their insurance company to cover the car’s repair 
costs, which are estimated to be £4,800. One of the conditions 
of the company’s insurance is that all claims will be less the 
excess of £200. The owner of the car has confirmed that the 
repairs will all be completed prior to the company’s financial 
year end. However, the insurance company will not have paid 
out by then.  
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a) Calculate the cost of goods sold for September using the 
following three inventory valuation methods:  
i) first in first out (FIFO) 
ii) last in first out (LIFO) 
iii) weighted average cost  (50% of the marks) 

 
b) Calculate the depreciation for the new machinery over 

its life using both the straight line and diminishing bal-
ance methods. Explain how the figures will be shown in 
the company’s financial statements.  (25% of the marks) 

 
c) Determine the treatment of the car accident in the com-

pany’s accounts, referring to relevant international 
accounting standards as relevant. (25% of the marks) 

 
Section A 
Answer at least ONE question from this section. 
 
2. What are the advantages and disadvantages of FIFO, LIFO 

and weighted average cost inventory valuation methods? 
 
3. Distinguish between liabilities, provisions and contingent 

liabilities and explain how they are treated in the accounts. 
Refer to relevant international accounting standards to sup-
port your answer. 

 
4. Define mergers and acquisitions. Explain the alternative 

accounting approaches for acquisitions and mergers, referring 
to International Financial Reporting Standards to support 
your answer where relevant. 

 
5. Discuss the concepts of income, capital and value, referring to 

the accounting and economic alternative views. 
 
Section B 
Answer at least ONE question from this section. 
  
6. What are the main contents of sustainability reports? 
 
7. Discuss the global corporate governance principles. 
 
8. How do the board, committees and senior executives 

contribute to corporate governance within a company? 

[END OF EXAMINATION] 
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Unit  Overview 
Unit 1 sets the scene for the course by introducing you to the need for 
companies to produce financial reports and considering why it would be 
useful for such financial reporting to be consistent world-wide. The unit 
then moves on to examine the financial reporting framework and interna-
tional standards. You will look at how these international standards have 
been adopted globally. 

Understanding this financial reporting context is crucial for the rest of the 
course. In later units you will look in more detail at specific elements of 
financial reporting and the requirements of individual international 
standards. 

Learning Object ives 
When you have completed your study of this unit, including the recom-
mended readings and activities, you will be able to 

• argue for and against the need for financial reporting standards 
• analyse the international conceptual framework 
• explain the development of the International Financial Reporting 

Standards (IFRS) 
• discuss the global adoption of the IFRS.  

 Reading for Unit  1 

Textbook 

Barrie Elliott and Jamie Elliott (2015) Financial Accounting and Reporting; 
sections from Chapter 1 ‘Accounting and reporting on a cash flow basis’ 
and Chapter 9 ‘Financial reporting – evolution of global standards’.  

Course Reader 

Keith Alfredson, Ken Leo, Ruth Picker, Janice Loftus, Kerry Clark and 
Victoria Wise (2009) ‘The IASB and its Conceptual Framework’ 

Bruce Pounder (2010) ‘A Common Framework for Accounting Standards’ 

KPMG (2010) ‘Briefing Sheet: Conceptual Framework for Financial 
Reporting’: Chapters 1 and 3 

Ruth Picker, Ken Leo, Janice Loftus, Victoria Wise, Kerry Clark, Keith 
Alfredson, (2013) Applying International Financial Reporting Standards. 

IASB, [2015] Snapshot: Conceptual Framework for Financial Reporting 

Curtis Clements, John Neill and Scott Stovall (2010) ‘Cultural Diversity, 
Country Size, And The IFRS Adoption Decision’ 

Andreas Hellman, Hector Perera and Chris Patel (2010) ‘Contextual Issues 
of the Convergence of International Financial Reporting Standards: The 
Case of Germany’ 

Gillian Heisz (2009) ‘Introduction to International Financial Reporting 
Standards (IFRS) in Canada’ 
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1 .1 Introduction 
In this course you will study financial reporting in a variety of industries, 
contexts and countries. Before this, though, it is essential that you under-
stand what accountancy actually is and what financial reporting means. 
Whether you have studied accounting before or this is a totally new topic for 
you, it is crucial that you are clear on the context for the remainder of the 
course.  

 Reading 

Please read sections 1.1 ‘Introduction’, 1.2 ‘Shareholders’ and 1.3 ‘What skills does an 
accountant require in respect of external reports’ from Chapter 1 in Elliott and Elliott. 

 These sections provide an overview of what accountancy is and introduces financial 
reporting for external users. It is this financial reporting for people outside a company 
that is the focus of this course, so make sure your notes on the reading are clear on this. 

1 .2 Rationale for F inancial  Report ing Standards 
Financial reports are prepared by companies to show external users, such as 
shareholders, how the company is performing and to summarise the com-
pany’s financial position. This external financial reporting is vitally 
important on how the company is seen by outsiders. For example, has the 
company made a profit? The media and investors will be keen to know the 
answer to such questions.  

However, accounting is not an exact science. There is not necessarily one 
single way of presenting financial information. The danger is that a compa-
ny’s managers or accountants will be trying to show the company as 
positively as possible. How, then, can external users such as shareholders 
rely on the information included in the financial reports? 

One such way is through auditors. External auditors are accountants, 
independent from the company, who inspect the financial reports and 
provide an opinion on whether they give a ‘fair view’ of the company’s 
performance and financial position. However, what guides the auditors on 
how the financial reports should be presented? Each auditor could make a 
different judgement. 

In this rather circular argument, the need for some sort of guidance on how 
companies should prepare their financial reports is being highlighted. 

 RReading 

Now, please read section 9.2 ‘Why do we need financial reporting standards?’ and 
section 9.3 ‘Why do we need standards to be mandatory?’ in Elliott and Elliott, your main 
text book. Make notes as you study this reading. 

 As you read these sections try to suggest some reasons why financial reporting 
standards are needed. 

 

Barrie Elliott and Jamie 
Elliott (2015) Financial 
Accounting and 
Reporting, sections 
from Chapter 1 
‘Accounting and 
reporting on a cash 
flow basis’ 

Barrie Elliott and Jamie 
Elliott (2015) Financial 
Accounting and 
Reporting; sections 
from Chapter 9 
‘Financial reporting – 
evolution of global 
standards’ 
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You may have come up with a range of suggestions on why financial report-
ing standards are needed, such as to provide confidence in the information 
being reported and consistency between companies. However, although 
there are strong arguments for having financial reporting standards there 
are also arguments against them! 

 Reading 

Elliott and Elliott summarise some of the arguments both for and against financial 
reporting standards. Read section 9.4 ‘Arguments in support of standards’ and section 
9.5 ‘Arguments against standards’. 

 As you study these sections, make notes of the key arguments put forward, and  
answer the following questions. 

 How do Elliott and Elliott’s arguments in support of financial reporting standards 
compare to your suggestions?  

 Which argument (for or against standards) do you find most convincing? 

 

Whether you support the argument for financial reporting standards or not 
will be an individual viewpoint. However, for now at least, financial report-
ing standards are here and look like they are here to stay. 

1.3 International Conceptual  Framework 
So, you have seen that there is an argument for having financial reporting 
standards. As you will learn over the rest of this course there are a range of 
standards, each setting out guidance for specific aspects of external financial 
reporting. Now, you can imagine that setting these accounting standards to 
be adopted globally is quite a big job. Indeed it will involve countless people 
across many countries and different organisations. How, then, can it be 
ensured that each of the accounting standards is based on the same underly-
ing core principles? Well, this is the purpose of the international conceptual 
framework. 

Before looking at the international conceptual framework in detail, though, 
you need to understand the various organisations involved in developing 
the framework and consequently the accounting standards. 

 Reading 

Please turn to the Course Reader and study section 1.1 of ‘The International Accounting 
Standards Board (IASB)’ from Alfredson and his colleagues.  

 As you work through this reading, make notes of some of the key organisations, 
their roles and abbreviations. You will find this a useful reference document for the rest 
of the unit and course. 

Within this reading, the authors summarise the members of the IASB.  

 Have a look at this list and see if your own country has a member on the IASB.  

Barrie Elliott and Jamie 
Elliott (2015) Financial 
Accounting and 
Reporting; sections 9.4 
and 9.5 from Chapter 9 
‘Financial reporting – 
evolution of global 
standards’ 

Keith Alfredson, Ken 
Leo, Ruth Picker, Janice 
Loftus, Kerry Clark and 
Victoria Wise (2009) 
‘The IASB and its 
Conceptual 
Framework’, section 
1.1. 
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 What do think the implications are for countries that do or do not have a member 
on the IASB? 

 

The role of the IASB is to develop global accounting standards and 
therefore the standards need to be relevant and applicable to all countries 
irrespective of where the IASB members are from. Furthermore, Alfredson 
and his co-authors explain that the IASB membership will not be based on 
geography. The IASB role is more concerned with the skills and experi-
ence of individual members rather than what country they are from. 
However, from the IASB’s perspective, having members from a range of 
countries – and particularly powerful countries such as the United States 
of America (USA) – is probably useful in the long-term acceptance of their 
work. You will return to look at the adoption of IFRS in different countries 
later on in this unit (section 1.5). 

One other notable organisation not mentioned in the reading, but that you 
should be aware of, is the Financial Accounting Standards Board (FASB). 
The FASB is the organisation responsible for accounting standards in the 
USA. 

Now that you have an understanding of some key accounting organisations, 
we can return to the conceptual framework. The idea of an international 
conceptual framework is that it sets out the underlying core accounting 
concepts on which accounting standards and practice will be based. So, in 
theory, accountants all over the world will be preparing financial reports 
based on these agreed core concepts. However, a globally accepted frame-
work requires different ideas from across the world being brought together, 
which is not an easy task. 

In developing its own conceptual framework, the FASB issued a number of 
‘Concept Statements’. The IASB’s adopted conceptual framework was 
actually developed by the IASB’s predecessor, the International Accounting 
Standards Committee (IASC), and is called the ‘Framework for the Prepara-
tion and Presentation of Financial Statements’. The FASB has been working 
with the IASB to merge the existing FASB ‘Concept Statements’ with the 
IASB’s ‘Framework for the Preparation and Presentation of Financial State-
ments’ to form a new international ‘Conceptual Framework for Financial 
Reporting’. This development is shown diagrammatically below. 

Work on developing this conceptual framework was put on hold during 
2010 due to other projects deemed to be of higher priority. In December 2012 
the IASB reactivated the Conceptual Framework project but as an IASB only 
project rather than continuing to work in collaboration with the FASB. The 
IASB published the ‘A Review of the Conceptual Framework for Financial 
Reporting’ Discussion Paper during July 2013 with comments invited until 
mid January 2014 (Deloitte, 2015). An Exposure Draft ‘Conceptual Frame-
work for Financial Reporting’ was published in May 2015 with the period 
for comments extended until November 2015 (Deloitte, 2015). Time will tell 
whether the long awaited revised Conceptual Framework will finally be 
published during 2016. 
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F igure 1.1 Development of  an Internat ional  Conceptual  Framework 

International 
Conceptual 

Framework for 
Financial 
Reporting

FASB

Concept
Statements

IASB

Framework for the 
Preparation and 
Presentation of 

Financial 
Statements

 

 Reading 

Please turn to the Course Reader and study Pounder’s article, ‘A Common Framework  
for Accounting Standards’.  

 Make notes on what a conceptual framework actually is and summarise the 
proposed elements of the conceptual framework project. 

Although this article focuses primarily on the development and acceptance of the 
international conceptual framework to the USA, it provides a useful definition of a 
conceptual framework. The author also provides an interesting overview of the project 
developing this new conceptual framework. 

 

Within both the existing conceptual framework and the one currently under 
development, there are fundamental concepts on which much accounting 
practice is based. The following sections consider in more detail some of 
these key components of the international conceptual framework. Do not be 
too concerned if these concepts seem rather daunting at first, as you will go 
on to study them in much more detail in the subsequent units of this course. 
It is important, though, to have an overview of these principles before 
moving onto the rest of the course. 

1.3.1 Objective and qualitat ive characterist ics 

The ‘Conceptual Framework for Financial Reporting’ sets out the proposed 
objective of financial reports, as well as qualitative characteristics that 
financial reporting information should have in order to be useful. If you 
have studied accounting before, then you will be aware that there have been 
some changes in terms adopted.  

Bruce Pounder (2010) 
‘A Common Framework 
for Accounting  
Standards’ 
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 Exerc ise 

 If you were being provided with some information, what qualitative characteristics 
would you expect it to have?  

You could think about financial reports specifically, or any type of document. You could 
even think about the study materials you receive for this course! 

 

There are a variety of characteristics you may have come up with and the 
importance of each will be down to individual preferences. However, some 
examples you may have considered could include the information’s being 
accurate, easy to understand and up to date.  

 Readings 

Please read ‘Briefing Sheet Conceptual Framework for Financial Reporting’, Chapters 1 
and 3, in your Course Reader.  

This reading provides more detail on the content of the first two agreed chapters in the 
new international conceptual framework.  

 Take particular note of the bullet points summarising the users, usefulness and 
limitations of general-purpose financial reporting. The diagram of qualitative characteris-
tics of useful financial information is also particularly helpful.  

 When you have finished the KPMG briefing sheet, please read section 1.3 ‘Qualita-
tive characteristics of useful financial information’ from Picker et al. in your Course 
Reader.  

 As you study this article, make notes on what the characteristics actually mean.  

 Compare the fundamental and enhancing characteristics to the ones you came up 
with in the earlier exercise.  

 Has the new conceptual framework incorporated your suggested characteristics? 

 

It should be noted that in the 2015 Exposure Draft of the Conceptual 
Framework for Financial Reporting, the qualitative characteristics of useful 
financial information has been moved to Chapter 2.   

1.3.2 Elements and recognit ion 

The new international conceptual framework will cover both ‘Elements’ and 
‘Recognition’ but these sections are yet to be finalised (see earlier notes on 
the current position of the framework’s development). These topics basically 
relate to items that may be included in financial statements. 

As mentioned earlier (section 1.3) in 2015 the IASB issued an Exposure Draft 
on proposals for developing the new conceptual framework. Chapter 4 of 
the Exposure Draft is ‘The Elements of Financial Statements’ which focusses 
on defining assets and liabilities.  Chapter 5 of the Exposure Draft is titled 
‘Recognition and Derecognition’ and explores the actual recognition of the 
assets and liabilities in the financial statements. It is important to remember 

KPMG (2010) ‘Briefing 
Sheet: Conceptual 
Framework for 
Financial Reporting’: 
Chapters 1 and 3. 

Ruth Picker, Ken Leo, 
Janice Loftus, Victoria 
Wise, Kerry Clark, Keith 
Alfredson, [2013] 
‘Qualitative 
characteristics of useful 
financial information’, 
section 1.3. 
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that as at December 2015 these chapters are subject to change as the IASB 
responds to comments on the Exposure Draft during 2016. 

 RReading 

Please read page 5 ‘Elements’ and page 7 ‘Recognition and Derecognition’ from the 
IASB’s SSnapshot::  Conceptual Framework for Financial Reporting in your Course Reader.  

 As you work through this reading, you should make notes to explain these items: 

 asset 

 liability 

 economic resource 

 present obligation. 

These are important concepts and you will come back to look at them in more detail 
during the rest of this course. However, it is important that you have an understanding of 
these elements before moving onto the rest of the course. 

 

1.3.3 Measurement 

The measurement section of the conceptual framework is concerned with 
how much items within the financial statements or report should be valued 
at. For example, if you bought a brand new car for 30,000 Euros five years 
ago, how much do you think that car would be worth today? Unless it is a 
rare classic car, then it is likely to have reduced in value.  

As another example, if a company bought some land and buildings ten years 
ago for 200,000 Euros, do you think they will be worth more, less or the 
same today? Well, it is likely to depend on the individual circumstances 
such as whether the buildings have been refurbished or are dilapidated. 
However, quite often property actually increases in value over time.  

These questions on how much an item should be valued at are crucial for the 
preparation and review of financial reports.  

Chapter 6 of the 2015 Exposure Draft covers ‘Measurement’ and the follow-
ing reading explores this now. 

 Reading 

Please read section ‘Measurement’ from page 6 of IASB SSnapshot::  Conceptual Frame-
work for Financial Reporting, in your Course Reader. 

 Make brief notes to explain what measurement means and the most useful meas-
urement bases. You will go onto study some of these measurement methods in more 
detail in later units so an understanding of the principles here is important.  

 

The most common measurement basis in practice is historical cost (Alfred-
son et al. 2009), which is basically a method to value assets or liabilities at 
their original cost, without adjusting for any changing in price (Weetman, 
2011). For example, if the Ford Motor Company purchased a new machine 
to help manufacture their cars, this machine would be an asset of the com-

IASB, [2015] sections 
‘Elements’ and 
‘Recognition and 
derecognition’ in IASB 
Snapshot::  Conceptual 
Framework for 
Financial Reporting 

IASB [2015] section 6 
‘Measurement’ from 
Snapshot::  Conceptual 
Framework for 
Financial Reporting  
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pany and valued at the amount the machine was purchased for (that is, the 
historical cost). If the purchase cost of the machine has increased, this would 
not be reflected in the financial statements when using historical cost. 

There are arguments for and against measurement bases, such as historical 
cost and, sometimes, different items are valued using a different measure-
ment basis. You will study the application of these different measurement 
bases in more detail later on in this course.  

1.3.4 Reporting entity 

This section of the conceptual framework is basically trying to bring some 
consensus about what a reporting entity actually is and which companies 
should produce financial statements or financial reports. 

In March 2010, the IASB issued their ‘Exposure Draft on the Reporting 
Entity’. Following the comments received, the IASB has proposed revised 
guidance on the reporting entity in the 2015 Exposure Draft. 

 Reading 

Please read page 10 ‘Reporting Entity’ from 2015 SSnapshot::  Conceptual Framework for 
Financial Reporting in your Course Reader. 

 This reading summarises what a reporting entity is and which reporting entities 
should produce consolidated or unconsolidated financial statements. Take particular note 
of the reporting entity definition. 

You will look in more detail at consolidated financial statements and what parent 
companies and subsidiaries are in Unit 5 of this course so do not be too concerned if you 
are unsure what these mean at this stage. 

 Exerc ise 

Explore the IFRS website at the following link to obtain an update of progress on the 
Conceptual Framework project: http://www.ifrs.org/Current-Projects/IASB-
Projects/Conceptual-Framework/Pages/Conceptual-Framework-Summary.aspx 

Supplement your previous notes so they are up to date with the latest position of the 
conceptual framework. 

1 .4 Accounting Standards 
So far in this unit, you have seen that there is a rationale for having financial 
reporting standards and that there are underlying accounting concepts 
which are specified in the conceptual framework. These core concepts in the 
framework are used as the basis for developing the more specific and 
detailed accounting standards that provide guidance on various aspects of 
accounting and on preparing the financial reports. 

In the past, the usual process for setting standards has been for a national 
accounting organisation to be responsible for the development and produc-
tion of standards, providing guidance on how particular elements should be 
accounted for. These national standards are known as GAAP or ‘Generally 

IASB [2015] ‘Reporting 
Entity’ from SSnapshot::  
Conceptual Framework 
for Financial Reporting  
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Accepted Accounting Practices’ for that individual country or region. For 
example, UK GAAP provides the generally accepted accounting practices in 
the United Kingdom. However, in recent years this process has been global-
ised with the development of the IFRS. The aim of the IFRS is for them to be 
adopted as the accounting standards of each country rather than the previ-
ous or existing national GAAP. 

 Exerc ise 

Look back at your notes from the Alfredson et al. reading on the IASB at the beginning of 
section 1.3 in this unit.  

 Who is the organisation that sets the IFRS? 

 

The IASB is the standard-setting body of the IFRS Foundation. It is the IASB 
(International Accounting Standards Board) that develops and publishes the 
IFRSs. The process of how IFRSs are developed is summarised in Figure 1.2. 

Figure 1.2 Development Process of  IFRS 

Research

Extensive 
outreach 
activities

Input 
into standard

setting 
process

         Agenda Decision

Discussion 
Paper (DP)
(Optional)

Exposure 
Draft (ED)

Proposals                 Proposals

Public  Consultation

           Public Consultation

Jurisdictional adoption process

IASB two year post-implementation review

Published
IFRS

Feedback
Statement

 
Source: www.ifrs.org 

You can see from Figure 1.2 that, after some initial research, the IASB may 
produce a Discussion Paper (DP) followed by an Exposure Draft (ED). The 
public and other stakeholders are consulted on both the DP and ED prior to 
the final IFRS being issued. This development process of the IFRS, conse-
quently, provides the opportunity for the IASB to respond to identified 
needs from accounting practice and feedback from both experts and practi-
tioners around the world.  

The international standards in place are known by numbers and the abbre-
viation of either IAS or IFRS.  
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• The standards with the prefix IAS (which stands for International 
Accounting Standards) were issued by the IASC but have since been 
adopted by the IASB.  

• The standards with the prefix IFRS were issued by the IASB. 

All these accounting standards with the prefixes of IAS and IFRS are now 
known collectively as IFRS (Elliott and Elliott, 2012). Table 1.1 summarises 
the IFRSs that are valid and in publication as at December 2013. 

Table 1.1 Exist ing IFRS 

IAS 1 Presentation of financial statements 

IAS 2 Inventories 

IAS 7 Statement of cash flows 

IAS 8 Accounting policies, changes in accounting estimates and errors 

IAS 10 Events after the reporting period 

IAS 11 Construction contracts 

IAS 12 Income taxes 

IAS 16 Property, plant and equipment 

IAS 17 Leases 

IAS 18 Revenue 

IAS 19 Employee benefits 

IAS 20 Accounting for government grants and disclosure of government 
assistance 

IAS 21 The effects of changes in foreign exchange rates 

IAS 23 Borrowing costs 

IAS 24 Related party disclosures 

IAS 26 Accounting and reporting by retirement benefit plans 

IAS 27 Consolidated and separate financial statements 

IAS 28 Investments in associates 

IAS 29 Financial reporting in hyperinflationary economies 

IAS 32 Financial instruments: Presentation 

IAS 33 Earnings per share 

IAS 34 Interim financial reporting 

IAS 36 Impairment of assets 

IAS 37 Provisions, contingent liabilities and contingent assets 

IAS 38 Intangible assets 

IAS 39 Financial instruments: recognition and measurement 

IAS 40 Investment properties 

IAS 41 Agriculture 

IFRS 1 First-time adoption of International Financial Reporting Standards 

IFRS 2 Share-based payment 

IFRS 3 (Revised) Business combinations 

IFRS 4 Insurance contracts 

IFRS 5 Non-current assets held for sale and discontinued operations 
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IFRS 6 Exploration for and evaluation of mineral resources 

IFRS 7 Financial instruments disclosures 

IFRS 8 Operating segments 

IFRS 9 Financial instruments  

IFRS 10 Consolidated Financial Statements 

IFRS 11 Joint Arrangements 

IFRS 12 Disclosure of Interests in Other Entities 

IFRS 13 Fair Value Measurement 

IFRS 14 Regulatory Deferral Accounts 

IFRS 15 Revenue from Contracts with Customers 
Source: adapted from Elliott and Elliott (2015) 

Many of the terms in the standards in Table 1.1 will be new to you at this 
stage. However, you will study some of the key standards during the rest of 
this course. The list in this table will, therefore, be useful for reference.  

1.5 Global Perspect ives 
Despite the name International Financial Reporting Standards, they are not 
currently fully adopted world-wide, although this is the ultimate plan. As 
Clements and his colleagues (2010: 117) state ‘...global acceptance of IFRS is 
not yet a reality’. 

 Reading 

Please read ‘The move towards global standards’ by the IFRS at the link below. 
http://www.ifrs.org/Use+around+the+world/Use+around+the+world.htm  

This reading provides an overview of whether listed companies are currently required or 
permitted to comply with IFRS in a range of countries.  

 Make notes of the key points you pick up from this reading, including the stated 
goal of the IFRS Foundation. 

 

The IFRS states that ‘All major economies have established time lines to 
converge with or adopt IFRSs in the near future’. You should have noted 
from the above reading that the adoption of IFRS is not dependent on a 
country’s geography. This is evident from listed companies in the following 
countries that have adopted, or are in the process of adopting, IFRSs: 

• Argentina – required since 1 January 2011 
• Australia – required since 2005 
• Canada – required since 1 January 2011 
• China – national standards substantially converged with IFRS 
• European Union countries – required since 2005 
• Indonesia – convergence process on-going 
• Turkey – required since 2008. 
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A distinction needs to be made between the adoption of IFRS and converg-
ing with IFRS.  

• Adoption of IFRS is where a country fully adopts the full set of IFRSs in 
a single step 

• Convergence with IFRS is where a country proceeds to bring their own 
national accounting standards in line with the IFRS.  

The IASB’s preference is for countries to fully adopt the IFRS but accepts 
that some countries may choose to converge instead, for a variety of reasons 
(Upton, 2010). 

 EExerc ise 

View the website at the following link, which includes a downloadable map and sum-
mary of countries and their adoption of IFRS. 

http://www.pwc.com/us/en/issues/ifrs-reporting/country-adoption/index.jhtml 

 Has your own country adopted IFRS?  

Find your own country, and any other country of interest, and study the details about 
whether IFRS has been adopted and to what extent.  

 

So, you have seen that many countries have adopted IFRS but some have 
not. Why is this? What factors influence whether a country adopts, or 
converges with, IFRS or not? Accounting is said to be affected by its envi-
ronment, including a country’s culture (Nobes and Parker, 2011). It may well 
be that such factors also influence a country’s decision to adopt or converge 
with IFRS. 

 Reading 

Please turn to the ‘Cultural Diversity, Country Size, And The IFRS Adoption Decision’ 
journal article by Clements et al. in your Course Reader. 

This reading provides a summary of recent research considering whether cultural factors 
and country size influences a country’s decision on whether to adopt IFRS. 

 While studying this reading, make notes summarising the article in order to answer 
the following questions. 

1 Did this research by Clements and his co-authors find that country size influ-
enced the decision to adopt IFRS? 

2 How do these authors explain the proposed relationship between country size 
and IFRS adoption? 

3 Summarise Hofstede’s four cultural dimensions used in this study. 
4 Did the research by Clements et al. find any support for the proposition that cul-

ture influences a country’s decision to adopt IFRS? What are the possible reasons 
for these findings? 

5 Clements and his colleagues hypothesised that countries with high individualism 
in the culture are less likely to adopt IFRS. Suggest a country that would be con-
sistent with this hypothesis. 

6 The study hypothesised that the more masculinity in a society, the less likely the 
country will adopt IFRS. Suggest a country that would support this hypothesis. 

Curtis Clements, John 
Neill and Scott Stovall 
(2010) ‘Cultural 
Diversity, Country Size, 
And The IFRS Adoption 
Decision’ 
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After attempting the questions yourself, compare your answers with my suggestions at 
the end of the unit. 

The research by Clements and his co-writers suggests that smaller countries 
are more likely to adopt IFRSs than larger countries. However, no significant 
empirical support was found for the decision to adopt IFRS as being influ-
enced by a country’s culture. The study by Clements et al. only considered 
countries where IFRSs were required or not permitted, omitting countries 
where IFRSs were permitted or required for some. It may, therefore, be that 
the relationships are more complex than this study considered. As you saw 
above, some countries have chosen to converge with IFRSs rather than fully 
adopting them. The existing literature does suggest that accounting is 
affected by its environment (Nobes and Parker, 2011). The following reading 
considers this environment and its impact on accounting in more detail. 

 Reading 

Turn to your Course Reader and please read ‘Contextual issues of the convergence of 
International Financial Reporting Standards: The case of Germany’, by Hellman, Perera 
and Patel. 

 While studying the article, make notes in order to answer the following questions: 

1 The environment in which accounting operates can be described as ‘accounting 
ecology’. What five elements do Gernon and Wallace propose comprise the  
accounting ecology? 

2 Using Gernon and Wallace’s framework, what are examples of the German  
accounting ecology? 

3 What issues have arisen from the adoption of IFRS in Germany due to unique 
features of the German accounting ecology? 

Compare your own answers to my suggestions at the end of the unit. 

 

This reading, by Hellman and his colleagues, highlights that even where a 
country converges with or adopts IFRS there are still issues, based on the 
country’s accounting environment, that impact on the IFRS adoption. 

 Reading 

Please read ‘Introduction to International Financial Reporting Standards (IFRS) in Canada’ 
by Heisz and Sturby in your Course Reader.  

 This reading not only provides an overview of the introduction of IFRS in Canada but 
also gives a useful summary of some of the issues studied earlier in this unit. Once you 
have read this document, answer the following questions. 

1 What are the three main purposes of a conceptual framework? 
2 What are the qualitative characteristics that financial statements should possess 

in order to be useful? 
3 Are the IFRS rules-based or principles-based? 
4 Until recently, Canada was trying to achieve harmonisation with US GAAP. Is the 

US GAAP rules-based or principles-based? 

Andreas Hellman, 
Hector Perera and Chris 
Patel (2010) 
‘Contextual Issues of 
the Convergence of 
International Financial 
Reporting Standards: 
The Case of Germany’ 

Gillian Heisz and Chris 
Sturby (2009) 
‘Introduction to 
International Financial 
Reporting Standards 
(IFRS) in Canada’ 
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5 What accounting standards do private enterprises in Canada follow? 
6 From when do publically accountable entities in Canada have to comply with 

IFRS? 

Trusting that you have attempted the questions yourself, you may turn to my suggested 
answers at the end of the unit. 

 

After you have studied some of the accounting standards in more detail in 
the rest of the course, you will return to consider international differences in 
financial reporting in Unit 8. This will look more specifically at some of the 
causes of international differences and examples of different IFRS practice in 
a variety of countries. 

1.6 Summary 
This unit has been about setting the scene before you go onto study the 
specifics of financial reporting in more detail in the rest of this course. 

You have seen that there are arguments both for and against having stand-
ards in place, setting out how financial reporting should be undertaken. 
IFRSs have emerged through the argument that companies worldwide 
should prepare financial reports consistently – in order, for example, to 
allow comparability between companies. The IASB sets the IFRSs based on 
an international conceptual framework, which provides underlying account-
ing principles. A new international Conceptual Framework for Financial 
Reporting is currently being developed by the IASB. 

IFRSs have already been adopted in many countries and other countries are 
in the process of transferring to comply with these international standards. 
However, you have also seen how some countries have not moved over to 
IFRS and that IFRS adoption is related to a country’s size. The social, organi-
sational, professional, individual and accounting environments of individual 
countries have been shown to influence accounting and financial reporting.  

In the following units you will study specific IFRSs in more detail. Firstly, 
though, you will look at some of the key accounting principles of income, 
capital and value in Unit 2. 
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Answers to Exercises 

Clements,  Neil l  and Stovall  (2010) ‘Cultural Diversity,  Country Size, 
and the IFRS Adoption Decision’  

1 The empirical research by these authors found that the decision for a 
country to adopt IFRS was significantly related to the country’s size. 
Larger countries were found to be less likely to adopt IFRS than 
small countries. Examples of large countries that do not permit IFRS 
for domestic companies include China, India and USA.  

2 Clements et al. suggest that large countries, such as USA, have 
‘...well-developed and well-established financial accounting and 
reporting standards already in place...’ while smaller countries are 
proposed to have less well developed accounting standards. The 
authors go on to argue that, in the absence of comprehensive 
accounting standards it would be cost effective for small countries to 
simply adopt the IFRS rather than having to develop their own. In 
contrast, the larger countries have already invested resources in 
developing their national GAAP, and it would be more costly for 
them to replace their existing standards with the IFRS. Furthermore, 
large countries are generally satisfied with their existing national 
GAAP, which will be more tailored to the country’s individual 
circumstances than the IFRS. 

3 The paper uses fours cultural dimensions as put forward by 
Hofstede. 

 Power Distance refers to the extent that less powerful people in 
an organisation or country accept or expect the distribution of 
power to be unbalanced.  

 Individualism refers to societies where people only look after 
themselves and their immediate family. The opposite of 
individualism is collectivism, where people in societies are loyal 
and fully integrated into groups. 

 Masculinity refers to societies where there are clear emotional 
gender roles, with males being assertive and tough compared 
to more tender women. Individuals in masculine societies 
prefer autonomy rather than being dependent on others. 

 Uncertainty Avoidance refers to how threatened members of a 
society feel by unknown situations. Societies with high 
uncertainty avoidance are likely to be resistant to change. 

4 Clements and his co-authors did not find any empirical support that 
the decision to adopt IFRS is related to cultural differences. They 
suggest that these findings might be due to the lack of relationship 
between culture and the decision to adopt IFRS. However, they go on 
to propose that it may be that the four measures used to assess 
cultural diversity (power distance, individualism, masculinity and 
uncertainty avoidance) did not adequately record the cultural 
differences between countries. 

5 Both the USA and Canada scored highly on individualism, and 
neither of these countries (at the time of this research) permits the use 
of IFRS for domestic companies, supporting the study’s hypothesis. 

6 Japan scored highly on the masculinity cultural measure and does 
not (at the time of the research) permit the use of IFRS for domestic 
companies, supporting the hypothesis. 
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Hel lman, Perera and Patel (2010) ‘Contextual Issues of the Conver-
gence of International Financial  Reporting Standards: The case of 
Germany’  

1 The accounting ecology concept comprises the following elements: 
 social environment – cultural and demographic elements in a 

society 
 organisational environment – organisational size, technology or 

complexity 
 professional environment – education or training in the 

accounting profession 
 individual environment – accounting policy choices made by 

individuals 
 accounting environment – accounting practices or rules and 

requirements 
2 Aspects of the German accounting ecology include: 

Social environment 
Germany is the largest economy in Europe and a large exporter, 
which has become increasingly influenced by EU legislation. 
Financial statements must be published in German. EU regulations 
and IFRS have to be translated into the German language. 
Avoiding risks and being conservative are considered to be two 
cultural characteristics of Germans. 

Organisational environment  
The majority of German companies are privately owned and small- 
or medium-sized. Banks have tended to provide most of the finance 
required by companies in Germany. 

Professional environment  
In terms of the number of professional accountants as a proportion of 
the population, the accounting profession in Germany is relatively 
small. However, this is partly due to the fact that chief accounting 
officers in large German companies and those preparing the financial 
statements do not have to be members of an accounting profession. 
Instead, professional accountants in Germany tend to be auditors 
and tax professionals. There are no specific educational requirements 
for the preparers of IFRS-compliant financial statements in Germany. 
The German Accounting Standards Committee (GASC) liaises for 
Germany to the IASB and develops accounting standards, though 
these are not legally enforceable. 

Individual environment  
There is a proactive approach by the German government to enforce 
financial reporting practices. As part of commercial law, the rules of 
accounting regulations are set following political processes involving 
government and parliament. Individuals can influence this political 
process but also determine how the accounting rules are interpreted 
and applied.  

Accounting environment  
IFRS must be applied by capital market-oriented companies in 
preparing consolidated financial statements. There is a range of 
accounting principles in place that have evolved over time, due to 
the influence of individuals. However, these principles are 
considered to have the support of the German courts. 
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4 Issues include: 
 Endorsement of accounting standards due to the IASB standards 

not being legally binding in Germany 
 Translation of IASB standards into German, as part of the 

endorsement process, causing time delays and difficultly in 
accurately translating specific accounting terms 

 Interpretation of IFRS in different countries may be inconsistent, 
with German accountants tending to interpret the standards 
conservatively 

 Cost of IFRS implementation can be high, particularly where 
German companies have to prepare separate financial 
statements consistent with IFRS and the German Commercial 
Code 

 Inadequate training and education for the preparers of financial 
statements compliant with IFRS 

 Lobbying activities by individuals and groups against the 
requirement for IFRS-compliant financial statements 

 Enforcement of IFRS-compliant financial statements inconsistent 
with countries in the European Union. 

Heisz and Sturby (2009) ‘ Introduction to International Financial  
Reporting Standards ( IFRS) in Canada’ 

1 A conceptual framework provides: 
 a basis on which all standards should be built 
 a basis for standard setters to evaluate existing standards 
 basic principles for professional judgement to rely on in the 

absence of a specific standard. 
2 Relevance and faithful representation are the two fundamental 

qualitative characteristics. The qualitative characteristics that 
enhance the usefulness of the statements are comparability, 
verifiability, timeliness and understandability. However, providing 
useful financial reporting information is limited by the two 
constraints of materiality and cost. 

3 IFRSs are considered to be principles-based, meaning that guidance 
provided is limited and accountants must apply their professional 
judgement to interpret the standards for individual scenarios.  

4 US GAAP is considered to be rules-based, providing very specific 
and detailed guidance on accounting issues. 

5 Private enterprises in Canada can choose whether to adopt the IFRS 
or the GAAP for private enterprises which the Canadian Accounting 
Standards Board has developed. 

6 January 2011 was the date of conversion with IFRS for publically 
accountable entities in Canada. However, the first audited financial 
statements compliant with IFRS will not have been published until 31 

December 2011. Financial statements in 2010 had to be prepared in 
line with both Canadian GAAP and IFRS in order to provide users of 
the financial statements with comparative figures. 
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