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International Accounting - PART 1 



 

Introduction anecdote 

 

Accounting is a crucial aspect of any organization, as it enables them to keep track of their 

financial performance and make informed decisions based on accurate data. However, when 

it comes to international accounting, the complexities increase manifold due to the varying 

regulations, taxation laws, and cultural differences across different countries. As an expert in 

this field, I have witnessed firsthand the challenges that organizations face when it comes to 

international accounting. 

One anecdote that comes to mind involves a multinational company based in the European 

Union (EU) that I had the opportunity to work with. This company had operations in several 

countries across the EU and was struggling to consolidate its financial statements due to the 

differences in accounting standards and regulations across these countries. 

The company had to spend a considerable amount of time and resources to ensure that their 

financial statements complied with the local regulations in each country. Moreover, the 

company had to deal with currency exchange rates, which added another layer of complexity 

to their accounting process. 

To add to their woes, the company had to contend with cultural differences and varying 

business practices in each country, which affected the way they conducted their financial 

operations. For instance, in some countries, it was customary to pay suppliers in cash, while 

in others, electronic payments were the norm. 

Despite these challenges, the company managed to overcome them by employing a team of 

experts who had a deep understanding of the local regulations and business practices in each 

country. They also invested in technology that enabled them to automate their accounting 

processes and minimize errors. 

This anecdote underscores the importance of having a solid understanding of international 

accounting regulations and practices when operating in multiple countries. In this book, we 

will delve deeper into the nuances of international accounting, discussing the challenges and 

opportunities that organizations face when dealing with accounting practices across different 

countries. 

 

  



 
 

Brief intro with history of International Accounting 
 

Accounting is a crucial tool in business operations, allowing organizations to track financial 

transactions and make informed decisions about their financial activities. The evolution of 

accounting has led to the development of various accounting standards, practices, and 

regulations worldwide. 

International accounting refers to the process of preparing financial statements that comply 

with international accounting standards. It has become increasingly important as 

globalization has led to the expansion of businesses across borders, resulting in the need for 

standardized financial reporting practices. 

The history of international accounting can be traced back to the 15th century when Italian 

merchants used double-entry bookkeeping to keep track of their transactions. In the 19th 

century, as trade and commerce increased across borders, businesses began to face 

challenges in accounting for transactions in different currencies, languages, and legal systems. 

The first significant attempt to standardize international accounting practices was made in 

1936, when the International Federation of Accountants (IFAC) was established. However, it 

was not until the 1970s and 1980s that the need for a common set of accounting standards 

became more pressing, as businesses began to expand globally. It was in the 1970s that 

international accounting gained momentum, with the establishment of the International 

Accounting Standards Committee (IASC). 

The IASC was formed in response to the growing need for international accounting standards, 

as businesses began operating in multiple countries with different financial reporting 

requirements. The IASC developed International Accounting Standards (IAS) that were widely 

adopted by companies around the world. 

In 2001, the IASC was replaced by the International Accounting Standards Board (IASB), which 

continues to develop and maintain International Financial Reporting Standards (IFRS). Today, 

IFRS has become the most widely accepted set of accounting standards worldwide, with more 

than 140 countries requiring or permitting their use. 

In this book, we will further explore international accounting its importance, role as well as 

challenges and opportunities that businesses face in implementing and complying with 

international accounting standards. 
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1 Importance, Role, Forms, and Presentation of Written Reports in 

International Accounting 

1.1 Introduction 

The field of accounting is an integral part of modern business, and its importance cannot be 

overstated. In the context of international business, accounting plays a vital role in providing 

information that is essential for decision-making. International accounting is the process of 

preparing and presenting financial information that is relevant to businesses operating in 

more than one country. The purpose of this chapter is to discuss the importance, role, forms, 

and presentation of written reports in international accounting. 

1.2 Importance of Written Reports in International Accounting 
Written reports play a critical role in international accounting. They provide a means of 

communicating financial information to stakeholders, such as investors, creditors, and 

government agencies, in a clear and concise manner. Written reports are also important 

because they help to ensure compliance with accounting standards and regulations in 

different countries. In addition, written reports can help to identify areas of financial risk and 

enable businesses to take appropriate measures to mitigate those risks. 

1.3 Role of Written Reports in International Accounting 
The role of written reports in international accounting is multifaceted. Written reports are 

used to prepare financial statements, which provide a summary of a company's financial 

performance. These financial statements are used to assess a company's financial health, and 

they are essential for making investment and credit decisions. Written reports are also used 

to prepare tax returns, which are required by different countries' tax authorities. In addition, 

written reports can be used to communicate with stakeholders, such as shareholders and 

regulators, about a company's financial performance and future prospects. 

1.4 Forms of Written Reports in International Accounting 
There are several forms of written reports used in international accounting. Financial 

statements are the most common form of written report, and they include a balance sheet, 

income statement, and cash flow statement. Other forms of written reports include tax 

returns, audit reports, and management reports. These reports can be prepared in different 

formats, such as printed reports, electronic reports, or online reports. 

1.5 Presentation of Written Reports in International Accounting 
The presentation of written reports in international accounting is essential for ensuring that 

stakeholders can understand and use the information provided. Reports must be presented 

in a clear and concise manner, and they should be prepared in accordance with accounting 

standards and regulations. Reports should also be tailored to the needs of different 

stakeholders. For example, financial statements may be presented in a summarized format 

for investors, while detailed reports may be provided for auditors and regulators. 
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1.6 Conclusion 
In conclusion, written reports play a critical role in international accounting. They provide a 

means of communicating financial information to stakeholders, ensuring compliance with 

accounting standards and regulations, and identifying areas of financial risk. Written reports 

come in various forms, including financial statements, tax returns, audit reports, and 

management reports. The presentation of written reports is essential for ensuring that 

stakeholders can understand and use the information provided. 

1.7 References 
1. Hsieh, T. H., & Lee, C. W. (2018). Financial reporting quality, ownership structure, and 

tax avoidance: Evidence from international accounting standards adoption. Journal of 

International Accounting, Auditing and Taxation, 31, 22-37. 

2. Rahman, A. R., & Scapens, R. W. (2019). International accounting and control. 

Routledge. 

3. Sohail, M. S., & Hossain, M. (2019). The impact of accounting regulations on financial 

reporting quality: International evidence. International Journal of Accounting & 

Information Management, 27(2), 331-350. 

1.8 Real-Life Case: 
One real-life EU case related to 

the chapter title is the 

European Securities and 

Markets Authority's (ESMA) 

guidelines on the enforcement 

of financial information by 

national regulators. These 

guidelines aim to improve the 

enforcement of financial 

reporting requirements in the 

EU by ensuring consistent and effective enforcement practices among national regulators. 

The guidelines emphasize the importance of written reports, such as financial statements and 

audit reports, and their role in providing reliable and comparable financial information to 

investors and other stakeholders. 

 

Source: European Securities and Markets Authority. (2014). Guidelines on the enforcement 

of financial information. 

Retrieved from: 

https://www.esma.europa.eu/document/guidelines-enforcement-financial-information 

 

  

https://www.esma.europa.eu/document/guidelines-enforcement-financial-information
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2 Sources for study, research and understanding of development of 

accounting internationally 

2.1 Introduction 

International accounting is a vital component of global business operations. It involves 

accounting practices, principles, and standards that are applied across different countries and 

regions. To understand the development of international accounting, it is crucial to consider 

the various sources of study and research that have contributed to its evolution. This chapter 

will explore some of the primary sources that have played a significant role in shaping the 

international accounting landscape. 

2.2 Academic Journals 
Academic journals are one of the most important sources of information for studying and 

researching international accounting. These journals publish articles that cover various 

aspects of accounting, including auditing, financial reporting, and taxation, among others. 

Some of the popular academic journals in the field of international accounting include The 

International Journal of Accounting, The Journal of International Accounting Research, and 

The International Journal of Accounting and Finance. 

2.3 International Accounting Standards Board (IASB) 
The International Accounting Standards Board (IASB) is an independent body that develops 

and sets accounting standards used in over 144 jurisdictions globally. The IASB was 

established in 2001 to replace the International Accounting Standards Committee (IASC) and 

is responsible for the development and revision of International Financial Reporting 

Standards (IFRSs). The IFRSs are used by companies and organizations worldwide to prepare 

their financial statements, making the IASB an essential source of information for 

understanding international accounting. 
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2.4 International Federation of Accountants (IFAC) 
The International Federation 

of Accountants (IFAC) is a 

global organization that 

represents over 175 

accounting and auditing 

associations from 135 

countries. IFAC develops and 

promotes international 

accounting standards, 

guidelines, and ethics for 

accountants and auditors 

worldwide. IFAC's initiatives and publications, such as the International Standards on Auditing 

(ISA), the International Code of Ethics for Professional Accountants, and the International 

Public Sector Accounting Standards (IPSAS), provide valuable insights into the evolution of 

international accounting. 

 

2.5 Conclusion 
The study and research of international accounting are essential for businesses operating 

globally. Understanding the sources that have contributed to the development of 

international accounting is crucial to stay informed and up-to-date with the latest trends and 

practices. The academic journals, International Accounting Standards Board (IASB), and 

International Federation of Accountants (IFAC) are some of the primary sources of 

information that can help researchers and scholars gain insights into the evolution of 

international accounting. 

2.6 References 
1. Doupnik, T. S., & Salter, S. B. (2017). International accounting. McGraw-Hill Education. 

2. International Accounting Standards Board. (2021). About us. Retrieved from 

https://www.ifrs.org/about-us/ 

3. International Federation of Accountants. (2021). About IFAC. Retrieved from 

https://www.ifac.org/about-ifac 

4. Li, X., Wang, X., & Jusoh, R. (2020). Recent developments in international accounting 

research. Journal of International Accounting Research, 19(3), 1-13. 

5. Schmidt, J. J., & Santos, J. R. (2021). The use of international accounting standards in 

cross-border mergers and acquisitions: A review and agenda for future research. The 

International Journal of Accounting, 56(2), 1-23. 

 

  

https://www.ifrs.org/about-us/
https://www.ifac.org/about-ifac
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3 Importance and Role of Critical and Analytical Judgments in 

International Accounting 

3.1 Introduction 

International accounting involves the preparation, presentation, and interpretation of 

financial information for global use. In today's complex global economy, accountants must be 

able to make critical and analytical judgments that take into account the unique cultural, 

economic, and legal factors that affect financial reporting. This chapter explores the 

importance and role of critical and analytical judgments in international accounting and 

provides insights into how these judgments can enhance the quality and relevance of financial 

reporting. 

3.2 Critical and Analytical Judgments in International Accounting 
Critical and analytical judgments are essential in international accounting because financial 

reporting standards and regulations vary significantly across countries. These judgments 

require a deep understanding of the cultural, economic, and legal context in which financial 

reporting takes place. Accountants must also be able to assess the quality of financial 

information, identify potential biases and inconsistencies, and make informed decisions 

about the relevance and reliability of financial reporting. 

Critical and analytical judgments are particularly important when dealing with complex 

financial transactions such as mergers and acquisitions, joint ventures, and foreign currency 

transactions. In these situations, accountants must be able to identify and evaluate the risks 

and uncertainties associated with these transactions and make informed decisions about how 

to account for them in the financial statements. 

 

3.3 The Role of Professional Judgment in International Accounting 
Professional judgment is an essential component of critical and analytical judgments in 

international accounting. Professional judgment involves the use of expertise, experience, 

and ethical considerations to make informed decisions about financial reporting. Professional 
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judgment is particularly important in situations where there is a lack of clear guidance or 

when the application of accounting standards is ambiguous. 

Professional judgment is also essential when dealing with issues related to cultural 

differences and ethical considerations. Accountants must be able to navigate these 

complexities and make informed decisions that are in line with the values and norms of the 

countries in which they operate. 

3.4 Conclusion 
In conclusion, critical and analytical judgments are essential in international accounting. 

These judgments require a deep understanding of the cultural, economic, and legal context 

in which financial reporting takes place. Professional judgment is an essential component of 

critical and analytical judgments, and accountants must be able to navigate complex financial 

transactions and cultural differences to make informed decisions about financial reporting. 

3.5 References 
1. Doupnik, T. S., & Salter, S. B. (2017). International accounting. McGraw Hill Education. 

2. Gupta, P., & Guan, L. (2019). Cultural dimensions and international accounting: An 

overview. Journal of International Accounting, Auditing and Taxation, 34, 1-16. 

3. International Accounting Standards Board. (2018). International financial reporting 

standards. Wiley. 

4. Liu, C., Richardson, G., & Tuna, I. (2017). The dark side of analyst coverage: The case 

of innovation. Journal of Accounting and Economics, 63(2-3), 267-286. 

5. Wang, X., & Yu, X. (2018). Audit firm culture and audit quality in China. Accounting and 

Finance, 58(1), 277-305. 
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3.6 Real-Life Case: 
One real-life EU case that demonstrates the importance and role of critical and analytical 

judgments in international accounting is the Volkswagen (VW) emissions scandal. In 2015, it 

was revealed that VW had installed software in its diesel cars to cheat emissions tests, leading 

to significant environmental damage and regulatory fines. The scandal also had a major 

impact on VW's financial statements, as the company had to make provisions for potential 

fines, legal costs, and compensation claims. 

 

In response to the scandal, the European Financial Reporting Advisory Group (EFRAG) issued 

a report in 2016 on the accounting implications of the VW emissions scandal. The report 

emphasized the importance of critical and analytical judgments in assessing the impact of the 

scandal on VW's financial statements. EFRAG noted that "judgment is required to identify the 

appropriate accounting treatment for provisions for liabilities arising from the emissions 

scandal" and that "companies need to take into account the legal and regulatory environment 

in which they operate and the potential for reputational damage." 

The VW emissions scandal highlights the importance of critical and analytical judgments in 

international accounting, particularly in situations where there is a lack of clear guidance or 

where accounting standards are ambiguous. In this case, accountants had to navigate 

complex legal and regulatory frameworks and make informed decisions about the 

appropriate accounting treatment for potential liabilities arising from the scandal. 

Source: European Financial Reporting Advisory Group (EFRAG). (2016). Accounting 

implications of the Volkswagen emissions scandal. Retrieved from 

https://www.hilarispublisher.com/open-access/the-emissions-scandal-in-201516-and-its-

impact-on-the-worlds-biggest-automobile-manufacturer-volkswagen-ag-2168-9601-

1000293.pdf 

 

  

https://www.hilarispublisher.com/open-access/the-emissions-scandal-in-201516-and-its-impact-on-the-worlds-biggest-automobile-manufacturer-volkswagen-ag-2168-9601-1000293.pdf
https://www.hilarispublisher.com/open-access/the-emissions-scandal-in-201516-and-its-impact-on-the-worlds-biggest-automobile-manufacturer-volkswagen-ag-2168-9601-1000293.pdf
https://www.hilarispublisher.com/open-access/the-emissions-scandal-in-201516-and-its-impact-on-the-worlds-biggest-automobile-manufacturer-volkswagen-ag-2168-9601-1000293.pdf
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4 Importance and Role of Creative Thinking in International 

Accounting 

4.1 Introduction 

International accounting has become an essential component of business and finance due to 

globalization and the increasing need for companies to expand their operations beyond their 

domestic borders. With the growing complexity of international transactions and the diverse 

cultural and legal environments in which companies operate, it has become crucial to develop 

creative thinking skills to address the challenges of international accounting. This chapter 

aims to explore the importance and role of creative thinking in international accounting and 

its impact on the quality of financial reporting. 

 

4.2 Importance of Creative Thinking in International Accounting 
Creative thinking is defined as the ability to generate unique and novel ideas and solutions 

that can enhance the effectiveness and efficiency of business operations (Aiken, 2020). In 

international accounting, creative thinking plays a vital role in various aspects of financial 

reporting, including the interpretation and application of accounting standards, the analysis 

of financial data, and the preparation of financial statements. Creative thinking enables 

accountants to identify new ways of presenting financial information that can provide 

stakeholders with a more comprehensive understanding of the company's financial 

performance. This, in turn, can enhance the credibility and transparency of financial 

reporting, which is crucial in attracting investment and maintaining the confidence of 

stakeholders (Hassan, Saeed, & Jan, 2019). 
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4.3 Role of Creative Thinking in International Accounting 
Creative thinking is essential in addressing the challenges that arise in international 

accounting due to the diverse cultural, legal, and economic environments in which companies 

operate. For instance, cultural differences can affect the interpretation and application of 

accounting standards and financial reporting practices, which can lead to discrepancies in 

financial reporting. Creative thinking can help accountants to overcome these challenges by 

providing innovative solutions that can accommodate cultural differences while ensuring 

compliance with accounting standards (Dastgir & Javed, 2018). 

Moreover, creative thinking can help accountants to identify new business opportunities and 

strategies that can improve the company's financial performance. For instance, by analyzing 

financial data using creative thinking skills, accountants can identify new market trends and 

patterns that can inform business decisions and strategies (Rashid, Shaukat, & Akram, 2020). 

4.4 Conclusion 
In conclusion, creative thinking is an essential skill in international accounting that can 

improve the quality of financial reporting and enhance the credibility and transparency of 

financial information. It is crucial for accountants to develop creative thinking skills to address 

the challenges of international accounting and to identify new business opportunities and 

strategies that can improve the company's financial performance. 

4.5 References 
1. Aiken, R. (2020). The importance of creative thinking in business. Forbes. Retrieved 

from https://www.forbes.com/sites/forbescoachescouncil/2020/02/10/the-

importance-of-creative-thinking-in-business/?sh=5d862af647f5 

2. Dastgir, M. A., & Javed, H. (2018). Cultural challenges in international accounting: A 

review of literature. Global Journal of Business and Social Science Review, 6(2), 102-

113. 

3. Hassan, S., Saeed, S., & Jan, R. (2019). The role of creative thinking in enhancing the 

transparency of financial reporting. Journal of Financial Reporting and Accounting, 

17(2), 165-180. 

4. Rashid, S., Shaukat, M., & Akram, W. (2020). Role of creative thinking in decision 

making and financial analysis: A case of the banking sector in Pakistan. Global Journal 

of Accounting and Finance, 9(1), 1-14. 

  

https://www.forbes.com/sites/forbescoachescouncil/2020/02/10/the-importance-of-creative-thinking-in-business/?sh=5d862af647f5
https://www.forbes.com/sites/forbescoachescouncil/2020/02/10/the-importance-of-creative-thinking-in-business/?sh=5d862af647f5
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4.6 Real-Life Case: 
One real-life EU case that highlights the importance and role of creative thinking in 

international accounting is the recent scandal involving the German payments company, 

Wirecard. The company was accused of inflating its revenue and profits to attract investors 

and analysts, leading to its rapid rise and eventual downfall in 2020 (BBC News, 2021). 

The scandal revealed significant failures in the auditing process and financial reporting 

practices of the company, including the failure of auditors to detect the fraudulent practices 

and the lack of transparency in financial reporting. The case also highlighted the need for 

creative thinking in international accounting to identify and address such fraudulent practices 

that can impact the credibility and transparency of financial reporting. 

 

One example of creative thinking in response to the Wirecard scandal is the European Union's 

proposed reforms to strengthen the regulation and oversight of auditing and financial 

reporting practices (European Commission, 2020). These reforms aim to improve the quality 

and accuracy of financial reporting by enhancing the role of auditors, improving the 

independence of audit firms, and increasing transparency in financial reporting. 

Source: BBC News. (2021, January 8). Wirecard: The scandal that shocked Germany. Retrieved 

from: https://www.bbc.com/news/world-europe-63893933 

  

https://www.bbc.com/news/world-europe-63893933
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5 Comparison Between Different Accounting Norms and Practices in 

International Accounting 

5.1 Introduction 

International accounting has emerged as an important area of study due to the increasing 

globalization of businesses and economies. With businesses operating in different parts of 

the world, it has become essential to compare accounting norms and practices across 

countries to ensure that financial statements are reliable and transparent. This chapter aims 

to compare different accounting norms and practices in international accounting, focusing on 

their similarities and differences. 

5.2 Theoretical Background 
The comparison of accounting norms and practices across different countries is based on two 

theoretical perspectives: the institutional theory and the cultural theory. The institutional 

theory suggests that accounting norms and practices are shaped by the institutional 

environment in which they operate. The cultural theory, on the other hand, suggests that 

accounting norms and practices are shaped by the cultural values and beliefs of the society in 

which they operate. 

5.3 Comparison of Accounting Norms and Practices 
There are different accounting norms and practices across countries, which can be broadly 

classified into two categories: the Anglo-Saxon and the Continental European systems. The 

Anglo-Saxon system is characterized by the use of fair value accounting, the dominance of 

shareholder interests, and the emphasis on financial disclosure. The Continental European 

system, on the other hand, is characterized by the use of historical cost accounting, the 

emphasis on the protection of stakeholders, and the focus on non-financial disclosure. 

Another key difference between accounting norms and practices across countries is the 

degree of harmonization. Harmonization refers to the extent to which accounting standards 

are similar across different countries. There has been a global effort towards harmonization 

of accounting standards, with the International Financial Reporting Standards (IFRS) being the 

most widely used set of standards. However, even with the adoption of IFRS, there are still 

significant differences in accounting norms and practices across countries. 

5.4 Conclusion 
In conclusion, the comparison of accounting norms and practices across countries is essential 

for ensuring the reliability and transparency of financial statements. The institutional and 

cultural theories provide a useful framework for understanding the differences in accounting 

norms and practices across countries. The differences between the Anglo-Saxon and 

Continental European systems, as well as the degree of harmonization, are important factors 

to consider in international accounting. 
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5.5 References 
1. Barth, M. E., Landsman, W. R., & Lang, M. H. (2008). International accounting 

standards and accounting quality. Journal of Accounting Research, 46(3), 467-498. 

2. Glaum, M., Schmidt, P., & Street, D. L. (2013). International differences in IFRS policy 

choice. Journal of Accounting and Public Policy, 32(2), 101-121. 

3. Nobes, C., & Parker, R. H. (2016). Comparative international accounting. Pearson. 

4. Pacter, P. (2019). International accounting standards. Routledge. 

5. Tay, J., Parker, L. D., & Guthrie, J. (2018). The global diffusion of International Financial 

Reporting Standards (IFRS): The case of Taiwan. Accounting, Organizations and 

Society, 63, 1-20. 

5.6 Real-Life Case: 
One real-life EU case that exemplifies the comparison between different accounting norms 

and practices in international accounting is the adoption of International Financial Reporting 

Standards (IFRS) by EU member states. 

In 2005, the EU passed a regulation 

that required all EU-listed 

companies to prepare their 

consolidated financial statements in 

accordance with IFRS. This was a 

significant move towards 

harmonization of accounting 

standards across EU member states, 

as IFRS is a set of global accounting 

standards used by companies in 

over 140 countries. 

However, even with the adoption of IFRS, there are still differences in accounting norms and 

practices across EU member states. For example, some member states may have additional 

disclosure requirements or different interpretations of IFRS. These differences can make it 

challenging for investors and other stakeholders to compare financial statements across 

countries. 

Source: European Commission. (n.d.). International financial reporting standards. Retrieved 

from : https://finance.ec.europa.eu/capital-markets-union-and-financial-markets/company-

reporting-and-auditing/company-reporting/financial-reporting_en 

 

  

https://finance.ec.europa.eu/capital-markets-union-and-financial-markets/company-reporting-and-auditing/company-reporting/financial-reporting_en
https://finance.ec.europa.eu/capital-markets-union-and-financial-markets/company-reporting-and-auditing/company-reporting/financial-reporting_en
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6 Accounting Practices and Norms in Different Countries 

6.1 Introduction  
Accounting is an essential element of any business, serving as the primary means of 

communication for financial information between a company and its stakeholders. 

Accounting practices and norms vary among countries, reflecting differences in legal, 

economic, cultural, and political factors. As companies increasingly engage in global business, 

understanding the variations in accounting practices and norms across different countries 

becomes essential. This chapter discusses the differences in accounting practices and norms 

across countries globally and within the European Union (EU), highlighting the impact of 

cultural, institutional, and regulatory factors. 

6.2 Accounting Practices and Norms in Different Countries (Globally and EU)  
Accounting practices and norms vary widely across countries globally and within the EU. In 

some countries, financial reporting is governed by a set of laws and regulations, while in 

others, financial reporting is based on accounting standards established by accounting bodies. 

For example, the United States uses the Generally Accepted Accounting Principles (GAAP) as 

a set of accounting standards, while many European countries use the International Financial 

Reporting Standards (IFRS) established by the International Accounting Standards Board 

(IASB). IFRS is increasingly becoming the global standard for financial reporting, with over 140 

countries adopting it as of 2021 (IFRS Foundation, 2021). 

In addition to differences in accounting standards, cultural and institutional factors also play 

a role in accounting practices and norms. For example, countries with a strong legal system 

and a culture of transparency tend to have more rigorous financial reporting requirements 

(Jennings & Wallace, 2016). In contrast, countries with weaker legal systems and a culture of 

secrecy may have more flexible financial reporting requirements that allow for greater 

discretion in reporting financial information (Jennings & Wallace, 2016). 

Furthermore, regulatory factors also play a role in accounting practices and norms. For 

example, the EU has established a set of accounting directives that govern financial reporting 

for companies within the EU (European Parliament and Council, 2013). The directives require 

companies to prepare financial statements that comply with the IFRS, with certain exceptions 

for small and medium-sized enterprises (SMEs) (European Parliament and Council, 2013). The 

EU has also established the European Financial Reporting Advisory Group (EFRAG) to provide 

advice on the application of IFRS in the EU (European Commission, 2021). 

6.3 EU 
The EU countries have differences in accounting practices and norms, reflecting variations in 

their legal, cultural, and institutional contexts. For example, some EU countries have a civil 

law tradition, while others have a common law tradition, which affects their approach to 

financial reporting. 

In terms of financial reporting standards, the EU has established a set of directives that 

require companies to prepare financial statements in accordance with the International 

Financial Reporting Standards (IFRS). However, some EU countries have adopted different 
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approaches to implementing the IFRS. For example, Germany has established additional 

accounting requirements for listed companies, such as the requirement to prepare a 

management report that provides detailed information about the company's performance 

and prospects (Lipke, 2020). 

In addition to differences in accounting standards and regulations, cultural and institutional 

factors also play a role in accounting practices and norms within the EU. For example, 

Scandinavian countries tend to have a strong culture of transparency and accountability, 

which is reflected in their accounting practices (Bleibtreu, 2017). In contrast, some Eastern 

European countries have a legacy of corruption and a weak legal system, which may affect 

the level of transparency in financial reporting (Bleibtreu, 2017). 

Furthermore, differences in taxation and corporate governance practices may also affect 

accounting practices and norms within the EU. For example, countries with a high tax burden 

may have more complex accounting rules to address tax-related issues (Bleibtreu, 2017). 

Similarly, countries with a weak corporate governance system may have more stringent 

accounting requirements to ensure the accuracy and reliability of financial information 

(Bleibtreu, 2017). 

Overall, the differences in accounting practices and norms within the EU reflect the diverse 

legal, cultural, and institutional contexts of its member states. Companies operating in the EU 

need to be aware of these differences to ensure compliance with local regulations and to 

communicate effectively with stakeholders. 

6.4 Conclusion 
Accounting practices and norms vary widely across countries globally and within the EU, 

reflecting differences in legal, economic, cultural, and political factors. Understanding these 

variations is essential for companies engaged in global business, as financial reporting is a 

primary means of communication with stakeholders. Cultural, institutional, and regulatory 

factors play a significant role in accounting practices and norms, influencing the level of rigor 

and transparency in financial reporting requirements. 
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6.6 Real-Life Case: 
One example of differences in accounting practices and norms within the EU is the case of 

Carrefour, a French multinational retail corporation. In 2017, the company faced criticism 

from investors over its financial reporting practices, which were seen as opaque and difficult 

to interpret. The issue arose when Carrefour announced a profit warning, which led to a sharp 

drop in its share price (Boumphrey, 2017). 

The investors argued that 

Carrefour's financial statements 

were difficult to analyze due to the 

company's use of non-standard 

accounting methods, which made it 

hard to compare its performance 

with that of other companies in the 

industry. In particular, the investors 

criticized Carrefour's use of "pro 

forma" accounting, which excluded 

certain expenses and other items from the financial statements, as well as its use of 

alternative performance indicators (APIs) that were not recognized under international 

accounting standards (Boumphrey, 2017). 

The controversy over Carrefour's accounting practices highlighted the differences in 

accounting norms within the EU, as well as the need for greater transparency and 

standardization in financial reporting. In response to the criticism, Carrefour announced that 

it would adopt a more transparent approach to financial reporting, including the use of 

standard accounting methods and the discontinuation of certain APIs (Boumphrey, 2017). 

This case demonstrates the importance of understanding the differences in accounting 

practices and norms within the EU for investors and companies operating in the region. It also 

highlights the need for greater standardization and transparency in financial reporting to 

promote comparability and facilitate informed decision-making. 

Reference: 

https://www.reuters.com/article/uk-carrefour-earnings-idUKBRE87T14W20120830 
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6.7 Progress Test 
1. Which of the following is a primary factor contributing to the differences in accounting 

practices and norms across countries globally and within the EU?  

a. Differences in currency exchange rates  

b. Differences in technology adoption  

c. Differences in legal, economic, cultural, and political factors  

d. Differences in consumer preferences 

2. Which of the following is an accounting standard commonly used in many European 

countries?  

a. Generally Accepted Accounting Principles (GAAP)  

b. International Financial Reporting Standards (IFRS)  

c. International Accounting Standards (IAS)  

d. Financial Accounting Standards Board (FASB) 

3. Which of the following factors influences the level of rigor and transparency in 

financial reporting requirements in different countries?  

a. Cultural factors  

b. Institutional factors  

c. Regulatory factors  

d. All of the above 

4. Which of the following is an example of differences in accounting practices and norms 

within the EU?  

a. Differences in the use of alternative performance indicators (APIs) by 

companies  

b. Differences in the use of Generally Accepted Accounting Principles (GAAP) 

across EU member states  

c. Differences in the use of the euro as a currency for financial reporting  

d. Differences in the use of technology for financial reporting 

Correct Answers: c, b, d, a 
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6.8 Sample Exercise 
ABC Ltd. is a company operating in multiple countries within the EU. The company's financial 

statements are prepared in accordance with the International Financial Reporting Standards 

(IFRS). In which of the following countries is the level of transparency and rigor in financial 

reporting likely to be the highest? 

A. Spain  

B. Greece  

C. Sweden  

D. Poland 

Solution: The level of transparency and rigor in financial reporting is likely to be the highest 

in Sweden. This is because Scandinavian countries like Sweden have a strong culture of 

transparency and accountability, which is reflected in their accounting practices (Bleibtreu, 

2017). Therefore, the company's financial statements prepared in accordance with IFRS are 

more likely to be in line with the high level of transparency and rigor in financial reporting 

requirements in Sweden. 
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7 Analysis of Accounting Differences between EU Countries 

7.1 Introduction 
The European Union (EU) comprises of 27 countries with different economic and cultural 

backgrounds. Despite the efforts to harmonize accounting practices, significant differences 

still exist among member states, posing challenges for international accounting professionals. 

This chapter aims to analyze accounting differences between EU countries and their potential 

implications for businesses and investors. 

7.2 Accounting Standards 
The International Financial Reporting Standards (IFRS) are widely used in the EU and have 

been adopted by all member states. However, differences in the implementation of IFRS can 

result in divergent accounting practices. For instance, some countries allow alternative 

accounting treatments for certain items, resulting in differences in financial statements. 

Additionally, some countries require more detailed disclosures than others, which can affect 

the comparability of financial information. 

7.3 Taxation 
Taxation is an important factor that affects accounting practices in the EU. Differences in tax 

laws and rates can lead to different accounting treatments. For example, some countries 

allow for tax deductions that are not recognized in other countries, leading to differences in 

reported earnings. Furthermore, some countries use different methods of accounting for tax 

purposes, such as cash versus accrual accounting, which can affect financial reporting. 

7.4 Culture 
Cultural differences also play a role in accounting practices in the EU. For example, the use of 

non-financial performance measures, such as customer satisfaction or employee 

engagement, may be more common in some countries than others. Additionally, the level of 

transparency and disclosure may differ across countries due to cultural norms and values. 

7.5 Implications 
The differences in accounting practices among EU countries can pose challenges for 

businesses and investors. The lack of comparability of financial information can make it 

difficult to assess the financial performance and position of companies operating in multiple 

countries. Moreover, differences in tax laws and rates can affect the profitability and 

competitiveness of businesses operating across borders. Therefore, it is essential for 

international accounting professionals to be aware of the accounting differences and their 

implications for businesses and investors. 

7.6 Conclusion 
In conclusion, accounting differences exist among EU countries despite the efforts to 

harmonize accounting practices. These differences can arise from variations in the 

implementation of IFRS, tax laws, and cultural norms. The lack of comparability of financial 

information can pose challenges for businesses and investors operating in multiple countries. 

Therefore, it is important for international accounting professionals to have a deep 

understanding of these differences and their potential implications. 
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7.8 Real-Life Case: 
One real-life example of accounting differences between EU countries is the case of 

Volkswagen (VW) and the Dieselgate scandal. In 2015, it was revealed that VW had installed 

"defeat devices" in their diesel vehicles to cheat on emissions tests. This scandal had 

significant accounting implications for VW, especially in terms of provisions and liabilities. 

In Germany, where VW is headquartered, companies are allowed to recognize provisions 

when there is a "probable" liability. However, in other EU countries, such as the UK and 

France, provisions can only be recognized when there is a "more likely than not" liability. As 

a result, VW's financial statements in Germany recognized a provision of €6.7 billion for the 

Dieselgate scandal, while their financial statements in the UK and France recognized a 

provision of only €0.6 billion and €1.1 billion, respectively. 

 

This accounting difference led to criticism and controversy, as some argued that the 

provisions recognized in Germany were too low and did not reflect the true extent of VW's 

liability. Additionally, investors and analysts had difficulty comparing VW's financial 

statements across different EU countries. 

Source: Reuters. (2016, October 27). Volkswagen’s “Dieselgate” Accounting Shows Limits of 

Global Standards. Retrieved from https://www.reuters.com/article/us-volkswagen-accounts-

analysis/volkswagens-dieselgate-accounting-shows-limits-of-global-standards-

idUSKCN12Q2QD 
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7.9 Progress Test 
1. Which of the following is a reason for accounting differences among EU countries?  

a. Differences in taxation  

b. Differences in cultural norms  

c. Variations in the implementation of IFRS  

d. All of the above 

2. Which of the following can affect the comparability of financial information?  

a. Differences in tax laws and rates  

b. Use of alternative accounting treatments  

c. Requirement of detailed disclosures  

d. All of the above 

3. What is the potential implication of accounting differences for businesses and 

investors?  

a. Difficulty in assessing the financial performance of companies operating in 

multiple countries  

b. Affecting the profitability and competitiveness of businesses operating across 

borders  

c. Lack of comparability of financial information  

d. All of the above 

4. Which country recognized the highest provision for the VW Dieselgate scandal?  

a. Germany  

b. UK  

c. France  

d. All of the above recognized the same provision. 

Correct Answers: d, d, d, a 
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7.10 Sample Exercise with solution 
Assume that a company operating in Germany and France reports its financial statements 

according to the IFRS. The company recognizes a provision of €2 million in Germany and €1 

million in France for a legal dispute. Which of the following statements is correct? 

A. The company should recognize the same provision in both countries.  

B. The provision recognized in Germany is too high compared to the provision recognized in 

France.  

C. The provision recognized in France is too high compared to the provision recognized in 

Germany.  

D. The accounting treatment of provisions is not affected by country-specific regulations. 

Solution: 

B. The provision recognized in Germany is too high compared to the provision recognized in 

France. 

The difference in the recognized provision between Germany and France can be attributed to 

the different accounting regulations in these countries. In Germany, companies can recognize 

provisions when there is a "probable" liability, whereas in France, provisions can only be 

recognized when there is a "more likely than not" liability. Therefore, the provision recognized 

in Germany is higher than in France. 
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8 Analysis and Comparison of the Work of Leading Accounting 

Standard-Setting Bodies  

8.1 Introduction 

Accounting standard-setting bodies play a crucial role in regulating and governing financial 

reporting. These bodies aim to provide high-quality financial information that is useful for 

decision-making by various stakeholders. This chapter aims to analyze and compare the work 

of leading accounting standard-setting bodies globally and in the EU. 

8.2 Global Accounting Standard-Setting Bodies 
There are two leading global accounting standard-setting bodies: International Accounting 

Standards Board (IASB) and Financial Accounting Standards Board (FASB). The IASB develops 

International Financial Reporting Standards (IFRS) that are used in more than 100 countries, 

including the European Union. The FASB develops Generally Accepted Accounting Principles 

(GAAP) that are used in the United States. 

The IASB follows a principles-based approach, which focuses on providing guidance based on 

principles rather than rules. The IASB also works towards convergence of accounting 

standards globally. The FASB, on the other hand, follows a rules-based approach, which 

provides specific rules and guidelines for financial reporting. The FASB focuses on developing 

standards for the U.S. capital markets. 

8.3 European Union Accounting Standard-Setting Bodies 
The European Union has its own set of accounting standard-setting bodies, which aim to 

harmonize financial reporting across the EU member states. The leading EU accounting 

standard-setting body is the European Financial Reporting Advisory Group (EFRAG). EFRAG is 

responsible for providing technical advice to the European Commission on the adoption of 

IFRS in the EU. 

Another important EU accounting standard-setting body is the European Securities and 

Markets Authority (ESMA). ESMA is responsible for ensuring that financial reporting by listed 

companies in the EU is transparent and comparable across member states. ESMA also 

provides guidance on the implementation of IFRS in the EU. 

8.4 Comparison of Global and EU Accounting Standard-Setting Bodies 
The main difference between global and EU accounting standard-setting bodies is the scope 

of their influence. Global standard-setting bodies, such as the IASB and FASB, have a wider 

reach and impact on financial reporting than EU standard-setting bodies. However, EU 

standard-setting bodies, such as EFRAG and ESMA, have a more direct impact on financial 

reporting within the EU member states. 

Another difference is the approach taken by these bodies towards standard-setting. Global 

standard-setting bodies, such as the IASB and FASB, have different approaches towards 

developing accounting standards. The IASB follows a principles-based approach, while the 

FASB follows a rules-based approach. EU standard-setting bodies, such as EFRAG and ESMA, 

are more focused on harmonizing financial reporting across the EU member states. 
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8.5 Conclusion 
In conclusion, accounting standard-setting bodies play a crucial role in regulating financial 

reporting. The IASB and FASB are the leading global standard-setting bodies, while the EFRAG 

and ESMA are the leading EU standard-setting bodies. These bodies have different 

approaches towards standard-setting, which have different impacts on financial reporting 

across the globe and EU member states. 
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8.7 Real-Life Case: 
One real-life EU case related to the chapter title is the implementation of IFRS 9 in the 

European Union. IFRS 9 is an accounting standard developed by the International Accounting 

Standards Board (IASB) that provides guidance on the classification and measurement of 

financial instruments. 

In June 2016, the European Union adopted IFRS 9 for use in the EU member states. The 

adoption of IFRS 9 aimed to improve financial reporting in the EU and ensure that financial 

statements are more transparent and comparable across member states. 

However, the implementation of IFRS 9 in the EU was not without challenges. One of the main 

challenges was the implementation of the new impairment model, which requires companies 

to recognize expected credit losses on financial assets. This model was more forward-looking 

than the previous model, which was criticized for not providing enough information on 

potential losses. 

 

To address these challenges, the European Financial Reporting Advisory Group (EFRAG) and 

the European Securities and Markets Authority (ESMA) provided guidance and support to 

companies in implementing IFRS 9. EFRAG also conducted a field test of IFRS 9 to evaluate its 

impact on financial reporting in the EU. 

Overall, the implementation of IFRS 9 in the EU demonstrates the importance of accounting 

standard-setting bodies in ensuring high-quality financial reporting and the challenges that 

can arise when implementing new accounting standards. 

Source: European Financial Reporting Advisory Group. (2018). Field test of IFRS 9 in the 

European Union. Retrieved from https://www.efrag.org/News/Project-334/Field-test-of-IFRS-9-

in-the-European-Union-published-by-EFRAG 
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8.8 Progress Test 
1. Which of the following is a global accounting standard-setting body?  

a. European Financial Reporting Advisory Group (EFRAG)  

b. Financial Accounting Standards Board (FASB)  

c. European Securities and Markets Authority (ESMA)  

d. None of the above 

2. Which of the following is an EU accounting standard-setting body?  

a. International Accounting Standards Board (IASB)  

b. Financial Accounting Standards Board (FASB)  

c. European Financial Reporting Advisory Group (EFRAG)  

d. None of the above 

3. What is the main difference between the approach taken by the IASB and FASB 

towards standard-setting?  

a. IASB follows a rules-based approach, while FASB follows a principles-based 

approach  

b. IASB and FASB both follow a principles-based approach  

c. IASB and FASB both follow a rules-based approach  

d. None of the above 

4. What was one of the main challenges in implementing IFRS 9 in the European Union?  

a. Implementation of a more forward-looking impairment model  

b. Implementation of a less forward-looking impairment model  

c. Lack of guidance and support from accounting standard-setting bodies  

d. None of the above 

Answers: b, c, a, a 
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8.9 Sample Exercise 
A company has operations in the United States and the European Union. Which accounting 

standard-setting bodies will be relevant for the company's financial reporting? 

A. International Accounting Standards Board (IASB) and European Financial Reporting 

Advisory Group (EFRAG)  

B. Financial Accounting Standards Board (FASB) and European Securities and Markets 

Authority (ESMA)  

C. IASB and FASB  

D. EFRAG and ESMA 

Solution: 

The company's operations in the United States will be subject to the financial reporting 

requirements of the FASB, which develops Generally Accepted Accounting Principles (GAAP) 

that are used in the United States. The company's operations in the European Union will be 

subject to the financial reporting requirements of both the IASB and EFRAG, as the EU has 

adopted IFRS developed by the IASB, and EFRAG provides technical advice to the European 

Commission on the adoption of IFRS in the EU. Therefore, the correct answer is option A, 

which includes the relevant accounting standard-setting bodies for both the United States 

and the European Union. 
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9 The International Accounting Standards Board, The Financial 

Accounting Standards Board and their influence 

9.1 Introduction 

Accounting is an important field in the business world as it helps in the measurement and 

communication of financial information. Accounting standards are a set of principles, rules, 

and procedures that dictate how financial statements are prepared and presented. There are 

two major accounting standard-setting bodies, the International Accounting Standards Board 

(IASB) and the Financial Accounting Standards Board (FASB). This chapter explores the roles 

and influences of these two bodies in the international accounting standards. 

 

9.2 The International Accounting Standards Board 
The IASB is an independent, private-sector organization that develops and sets accounting 

standards for companies worldwide. The IASB was established in 2001 to replace the 

International Accounting Standards Committee (IASC) and is responsible for the development 

of International Financial Reporting Standards (IFRS). IFRS are used in over 140 countries, 

including the European Union and China (IASB, 2021). 

The IASB has been influential in promoting international accounting harmonization, reducing 

accounting diversity, and improving the quality of financial reporting. Its standards are 

principles-based, meaning they provide broad guidelines rather than specific rules, allowing 

for greater flexibility in application. The adoption of IFRS has led to increased transparency 

and comparability in financial reporting, making it easier for investors to make informed 

decisions (Gibson & Weygandt, 2021). 

9.3 The Financial Accounting Standards Board 
The FASB is a private, non-profit organization that sets accounting standards for companies 

in the United States. It was established in 1973 and is responsible for the development of 

Generally Accepted Accounting Principles (GAAP). GAAP are used by most US companies and 

are also used as a basis for IFRS (FASB, 2021). 
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The FASB has been influential in improving the quality of financial reporting in the United 

States. Its standards are rule-based, meaning they provide specific guidance and detailed 

requirements for financial reporting. This can sometimes result in a lack of flexibility and 

increased complexity in application (Gibson & Weygandt, 2021). 

9.4 Influence of IASB and FASB 
The IASB and FASB have been influential in promoting international accounting harmonization 

and improving the quality of financial reporting. Both organizations have worked to reduce 

accounting diversity and promote transparency and comparability in financial reporting. Their 

efforts have resulted in increased investor confidence and better-informed decision-making. 

The two organizations have also collaborated on several projects, including the joint 

development of the revenue recognition standard and the lease accounting standard. These 

collaborations have helped to reduce differences between IFRS and GAAP, making it easier 

for companies to report financial information using a common set of standards (Gibson & 

Weygandt, 2021). 

9.5 Conclusion 
The IASB and FASB are two influential organizations in the field of international accounting 

standards. Their efforts have resulted in improved quality of financial reporting, increased 

transparency, and comparability. The adoption of IFRS and GAAP has made it easier for 

investors to make informed decisions, and collaborations between the two organizations 

have helped to reduce differences between the standards. Future collaborations between the 

IASB and FASB will likely continue to promote international accounting harmonization. 
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9.7 Real-Life Case: 
One real-life example of the influence of the International Accounting Standards Board (IASB) 

and the Financial Accounting Standards Board (FASB) is their joint efforts to develop a new 

standard for lease accounting. The new standard, which took effect in 2019 for public 

companies and in 2021 for private companies, aims to improve the transparency and 

comparability of financial reporting for lease transactions (FASB, 2021). 

Under the previous accounting standards, companies could structure lease arrangements in 

ways that allowed them to keep lease obligations off their balance sheets, making it difficult 

for investors and analysts to fully understand a company's financial position. The new 

standard requires companies to recognize most leases on their balance sheets as right-of-use 

assets and lease liabilities, which provides a more complete picture of a company's financial 

obligations (PwC, 2022). 

 

The joint effort between the IASB and FASB on the lease accounting standard is a clear 

example of their influence in promoting international accounting harmonization and 

improving the quality of financial reporting. The new standard has been widely adopted and 

is expected to result in more transparency and comparability in financial reporting for lease 

transactions. 

Source:  

Financial Accounting Standards Board. (2021). Lease Accounting. Retrieved from: 

https://www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176160209503 

PwC. (2022). Lease accounting. Retrieved from: 

https://www.pwc.com/us/en/cfodirect/issues/lease-accounting.html 
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9.8 Progress Test 
1. Which organization sets accounting standards for companies worldwide?  

a. Financial Accounting Standards Board (FASB)  

b. International Accounting Standards Committee (IASC)  

c. International Financial Reporting Standards (IFRS)  

d. International Accounting Standards Board (IASB) 

2. Which accounting standards are used by most US companies?  

a. Generally Accepted Accounting Principles (GAAP)  

b. International Financial Reporting Standards (IFRS)  

c. International Accounting Standards Committee (IASC)  

d. International Accounting Standards Board (IASB) 

3. Which accounting standard is rule-based?  

a. Generally Accepted Accounting Principles (GAAP)  

b. International Financial Reporting Standards (IFRS)  

c. International Accounting Standards Committee (IASC)  

d. International Accounting Standards Board (IASB) 

4. Which joint project was developed by the IASB and FASB to reduce differences 

between IFRS and GAAP?  

a. Joint development of the revenue recognition standard  

b. Joint development of the lease accounting standard  

c. Joint development of the cash flow statement  

d. Joint development of the balance sheet format 

Correct Answers: d, a, a, b 
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9.9 Sample Exercise 
A company operating in both the United States and Europe is preparing its financial 

statements for the year ended December 31, 2022. Which accounting standards should the 

company follow for its financial reporting? 

A) Generally Accepted Accounting Principles (GAAP)  

B) International Financial Reporting Standards (IFRS)  

C) Both GAAP and IFRS  

D) It depends on the location of the company's headquarters 

Solution: 

C) Both GAAP and IFRS 

The company operates in both the United States and Europe, which means it needs to follow 

both GAAP and IFRS for its financial reporting. GAAP is required for financial reporting in the 

United States, while IFRS is required for financial reporting in most European countries. The 

company will need to prepare financial statements using both sets of standards to ensure 

compliance with the requirements of both regions. 

Note: Companies operating in multiple jurisdictions need to be aware of the accounting 

standards that apply in each jurisdiction and prepare their financial statements accordingly. 

Compliance with accounting standards is essential for ensuring transparency, comparability, 

and accuracy in financial reporting. 
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10 Similarities and Differences in Views on Accounting Purposes and 

Solutions between Different Countries (Globally and EU) 

10.1 Introduction 

Accounting is an essential tool for businesses and organizations that assists in recording 

financial transactions, analyzing financial performance, and communicating financial 

information to relevant stakeholders. However, accounting practices differ across countries 

due to varying cultural, economic, and political factors. Therefore, this chapter aims to 

explore the similarities and differences in views on accounting purposes and solutions 

between different countries globally and within the European Union (EU). 

10.2 Global Views on Accounting Purposes 
Accounting serves various purposes such as decision-making, performance evaluation, and 

communication. However, the emphasis on these purposes varies across different countries. 

For example, countries with a strong investor-oriented approach, such as the United States, 

emphasize the importance of financial reporting and disclosure to provide relevant 

information to investors for decision-making (Ball, 2018). In contrast, countries with a 

creditor-oriented approach, such as Germany, prioritize creditor protection and the 

monitoring of financial stability (Hellman & Perotti, 2011). 

Moreover, developing countries tend to focus on accounting for tax purposes rather than 

decision-making and performance evaluation. For instance, in India, accounting standards 

focus on tax compliance, and financial statements are prepared primarily to satisfy tax 

regulations (KPMG, 2020). Similarly, in Brazil, the tax authorities have a significant influence 

on accounting standards and regulations, leading to the prioritization of tax purposes over 

decision-making and performance evaluation (Deloitte, 2019). 

10.3 EU Views on Accounting Solutions 
Within the EU, accounting standards and regulations are harmonized through the adoption 

of International Financial Reporting Standards (IFRS) by member states. However, differences 

in legal systems, accounting traditions, and cultural values continue to affect the 

interpretation and application of IFRS across different countries. 

For instance, countries with a code-law legal system, such as France, tend to have a more 

prescriptive approach to accounting standards, with detailed rules and regulations (Bertomeu 

& Stolowy, 2018). In contrast, countries with a common-law legal system, such as the UK, 

emphasize professional judgment and materiality in the application of accounting standards 

(Nobes & Parker, 2018). 

Furthermore, cultural values influence the importance placed on transparency and disclosure 

in financial reporting. For instance, Scandinavian countries prioritize transparency and 

stakeholder interests, leading to a more comprehensive approach to financial reporting 

(Mouritsen & Thrane, 2020). In contrast, Mediterranean countries prioritize confidentiality 

and insider control, leading to a more limited approach to financial reporting (Belkaoui & Kahl, 

2019). 
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10.4 Conclusion 
In conclusion, accounting practices differ across countries due to varying cultural, economic, 

and political factors. Global views on accounting purposes differ based on the emphasis 

placed on decision-making, performance evaluation, and communication. Moreover, EU 

views on accounting solutions differ based on legal systems, accounting traditions, and 

cultural values. Understanding these differences is essential for businesses and organizations 

operating in multiple countries to ensure compliance and effective decision-making. 
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10.6 Real-Life Case: 
One real-life EU case that exemplifies the differences in views on accounting solutions 

between different countries is the Volkswagen (VW) emissions scandal. In 2015, it was 

discovered that VW had installed software in its diesel engines that could cheat emissions 

tests, leading to higher pollution levels than permitted by law. The scandal affected over 11 

million cars worldwide, and VW had to pay billions of euros in fines and compensation to 

customers. 

The scandal highlighted the differences in accounting practices between the EU and the US. 

In the US, accounting standards prioritize the detection and prevention of fraud, while in the 

EU, accounting standards are more principles-based, giving companies more flexibility in how 

they report their financials. This difference in standards made it more difficult for US 

regulators to uncover the fraud at VW. 

 

Moreover, the scandal also highlighted the differences in cultural values across the EU. In 

Germany, where VW is based, the focus is on maintaining employment and supporting local 

industry. This led to a delay in reporting the scandal to regulators, as the company was more 

concerned with protecting its reputation and avoiding layoffs than with complying with 

regulations and being transparent with stakeholders. 

Source: Möller, K. (2018). Volkswagen emissions scandal: A case study in corporate 

misbehaviour. Journal of Business Ethics, 147(1), 1-16. doi: 10.1007/s10551-015-2949-3 
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10.7 Progress Test  
1. Which of the following countries has a creditor-oriented approach to accounting?  

a. United States  

b. Germany  

c. India  

d. Brazil 

2. Which of the following legal systems tend to have a more prescriptive approach to 

accounting standards?  

a. Code-law legal system  

b. Common-law legal system  

c. Civil-law legal system  

d. Religious-law legal system 

3. Which of the following cultural values prioritize transparency and stakeholder 

interests in financial reporting?  

a. Scandinavian countries  

b. Mediterranean countries  

c. Asian countries  

d. African countries 

4. Which of the following standards prioritize the detection and prevention of fraud in 

financial reporting?  

a. International Financial Reporting Standards (IFRS)  

b. Generally Accepted Accounting Principles (GAAP)  

c. International Standards on Auditing (ISA)  

d. Securities and Exchange Commission (SEC) Regulations 

Answers: b, a, a, b 
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10.8 Sample Exercise 
Company A operates in both the United States and Germany. It wants to expand its operations 

to India. Which of the following is likely to be the main accounting focus for the company in 

India? 

A. Performance evaluation  

B. Creditor protection  

C. Tax compliance  

D. Investor-oriented approach 

Solution: 

The correct answer is C. Developing countries such as India tend to focus on accounting for 

tax purposes rather than decision-making and performance evaluation. Therefore, Company 

A is likely to focus on tax compliance when expanding to India. 

Note: The answer to this question is based on the information provided in the chapter that 

developing countries prioritize tax purposes over decision-making and performance 

evaluation. 
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11 Implementation of International Standards in Different Countries 

(Globally and EU) 

11.1 Introduction  

The implementation of international standards in accounting practices has become 

increasingly important as businesses and organizations expand globally. In recent years, there 

has been a growing trend towards harmonizing accounting standards worldwide to ensure 

that financial reporting is consistent and comparable across different countries. This chapter 

will examine the implementation of international standards in different countries, with a 

focus on the EU. 

11.2 International Standards and Globalization  
The globalization of business has created a need for international standards in accounting 

practices. International standards provide a common language for financial reporting and 

help to ensure that financial statements are comparable across different countries. This is 

important for investors, creditors, and other stakeholders who rely on financial information 

to make decisions. In response to this need, the International Accounting Standards Board 

(IASB) was established to develop and promote the use of international accounting standards. 

11.3 Implementation of International Standards Globally  
The implementation of international accounting standards varies across different countries. 

Some countries have adopted international standards in their entirety, while others have only 

adopted certain standards or have developed their own national standards that are based on 

international standards. For example, in Australia, the Australian Accounting Standards Board 

(AASB) has adopted international accounting standards, with some modifications to suit local 

conditions (Wines et al., 2019). In Japan, the Financial Services Agency has adopted 

international standards, but companies are also required to follow Japanese Generally 

Accepted Accounting Principles (GAAP) (Dhanani, 2019). 

11.4 Implementation of International Standards in the EU  
The implementation of international accounting standards in the EU is regulated by the 

European Union Regulation 1606/2002. This regulation requires all listed companies in the EU 

to use International Financial Reporting Standards (IFRS) for financial reporting purposes. The 

adoption of IFRS in the EU has been a gradual process, with many countries initially adopting 

only some of the standards. However, as of 2019, all EU member states have fully adopted 

IFRS (EY, 2019). 

11.5 Challenges in Implementing International Standards  
The implementation of international standards in accounting practices has faced some 

challenges. One challenge is the different legal and cultural environments in which businesses 

operate. For example, in some countries, there may be a lack of qualified accountants or a 

lack of infrastructure to support the implementation of international standards. Another 

challenge is the cost of implementing international standards, which can be significant for 

small and medium-sized businesses. 



- 27 - 
 

11.6 Conclusion  
The implementation of international standards in accounting practices is essential for global 

business operations. While the adoption of international standards has been a gradual 

process in some countries, there has been a growing trend towards harmonization 

worldwide. The EU has been a leader in the adoption of international accounting standards, 

with all member states now fully adopting IFRS. Despite challenges, the implementation of 

international standards has the potential to improve financial reporting and provide greater 

transparency for investors and other stakeholders. 
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11.8 Real-Life Case: 
One example of the implementation of international standards in the EU can be seen in the 

case of the adoption of IFRS by the European Union. As mentioned in the chapter, EU 

Regulation 1606/2002 requires all listed companies in the EU to use International Financial 

Reporting Standards (IFRS) for financial reporting purposes. 

A real-life example of this implementation can be seen in the case of French 

telecommunications company Orange. In 2018, Orange adopted IFRS 16, a new accounting 

standard for leases that was introduced by the IASB. The implementation of this standard had 

significant implications for Orange's financial reporting, as it required the company to report 

all leased assets and liabilities on its balance sheet (Orange, 2019). 

 

This example demonstrates the importance of the implementation of international standards 

in financial reporting for companies operating in the EU, as it ensures consistency and 

comparability across different countries and helps to provide greater transparency for 

investors and other stakeholders. 

Source: Orange. (2019). Orange adopts IFRS 16 accounting standard for leases. Retrieved from 

https://www.orange.com/en/Press-Room/press-releases/press-releases-2019/Orange-

adopts-IFRS-16-accounting-standard-for-leases 
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11.9 Progress Test 
1. Which of the following is a reason why international standards in accounting practices 

have become increasingly important?  

a. To ensure that financial reporting is inconsistent across different countries.  

b. To create different languages for financial reporting across different countries.  

c. To provide a common language for financial reporting and ensure that financial 

statements are comparable across different countries.  

d. To reduce the transparency of financial reporting. 

2. What is the regulatory requirement for listed companies in the EU with regard to the 

use of international accounting standards?  

a. To use their own national standards for financial reporting.  

b. To adopt all international standards in their entirety.  

c. To adopt some of the international standards based on their relevance to their 

business.  

d. To use International Financial Reporting Standards (IFRS) for financial 

reporting purposes. 

3. Which of the following is a challenge in the implementation of international standards 

in accounting practices?  

a. Lack of qualified accountants in some countries.  

b. Consistent legal and cultural environments in which businesses operate.  

c. Lack of infrastructure to support the implementation of international 

standards.  

d. Cost of implementing international standards, which is insignificant for small 

and medium-sized businesses. 

4. Which of the following countries has adopted international accounting standards with 

some modifications to suit local conditions?  

a. Australia  

b. Japan  

c. USA  

d. UK 

Answers: c, d, a, a  
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11.10 Sample Exercise 
A company based in Germany wants to expand its operations to the United States. Which of 

the following is a benefit of implementing international accounting standards for this 

company?  

a) It will allow the company to continue using its current accounting practices.  

b) It will reduce the cost of implementing accounting standards in the United States.  

c) It will make it easier to compare financial statements across different countries.  

d) It will ensure compliance with local accounting regulations in the United States. 

Solution: 

The correct answer is c) It will make it easier to compare financial statements across different 

countries. Implementing international accounting standards will provide a common language 

for financial reporting and ensure that financial statements are comparable across different 

countries. This is important for investors, creditors, and other stakeholders who rely on 

financial information to make decisions. While implementing international accounting 

standards may incur some costs, it can also provide benefits such as increased transparency 

and comparability in financial reporting. Option a) is incorrect as the company would need to 

comply with local accounting practices in the United States. Option b) is incorrect as 

implementing accounting standards still incurs costs. Option d) is incorrect as international 

accounting standards are not designed to ensure compliance with local accounting 

regulations in specific countries. 
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12 Efforts to Harmonize Accounting in Europe 

12.1 Introduction  
In recent decades, globalization and increased cross-border activities have highlighted the 

need for a common financial reporting framework. The European Union (EU) has taken 

significant steps towards harmonizing accounting practices among its member states. This 

chapter provides an overview of the efforts made towards harmonizing accounting in Europe. 

12.2 Development of Accounting Standards in Europe  
In the 1970s, the EU began to develop a common accounting framework, resulting in the 

adoption of the Fourth Directive in 1978, which required EU member states to prepare 

consolidated financial statements based on international accounting standards. In 2002, the 

EU adopted the International Financial Reporting Standards (IFRS) as the primary set of 

accounting standards for publicly traded companies in Europe. Since then, there have been 

efforts to ensure consistent implementation of IFRS throughout the EU. 

12.3 Efforts to Harmonize Accounting in Europe  
One of the major efforts towards harmonizing accounting practices in Europe is the European 

Financial Reporting Advisory Group (EFRAG). EFRAG was established in 2001 to provide 

technical expertise and advice to the EU on financial reporting matters. It has been working 

towards ensuring consistent implementation of IFRS throughout the EU, and also provides 

feedback to the International Accounting Standards Board (IASB) on IFRS. 

The European Securities and Markets Authority (ESMA) is another organization working 

towards harmonizing accounting in Europe. ESMA is responsible for supervising and 

regulating securities markets in the EU. It reviews financial reports of companies listed on 

European stock exchanges to ensure compliance with IFRS. 

In addition, the European Commission has established a public consultation process to gather 

feedback from stakeholders on the implementation of IFRS. This process helps to identify 

areas where further guidance may be necessary to ensure consistent application of IFRS 

across the EU. 

12.4 Conclusion  
In conclusion, the EU has made significant progress towards harmonizing accounting practices 

among its member states through the adoption of IFRS and the establishment of 

organizations such as EFRAG and ESMA. These efforts have helped to ensure consistent 

implementation of IFRS and improve financial reporting transparency in Europe. 

  



- 32 - 
 

12.5 References 
1. European Financial Reporting Advisory Group. (2020). About EFRAG. Retrieved from 

https://www.efrag.org/About-EFRAG 

2. European Securities and Markets Authority. (2020). About ESMA. Retrieved from 

https://www.esma.europa.eu/about-esma 

3. European Union. (2002). Regulation (EC) No 1606/2002 of the European Parliament 

and of the Council of 19 July 2002 on the application of international accounting 

standards. Official Journal of the European Union, L 243, 1–4. 

4. Kvaal, E., & Nobes, C. W. (2018). International Differences in IFRS Policy Choice. 

Accounting in Europe, 15(1), 1–32. https://doi.org/10.1080/17449480.2018.1424921 

5. Nobes, C. (2019). Comparative International Accounting (14th ed.). Pearson. 

12.6 Real-Life Case: 
One real-life example of efforts to harmonize accounting in Europe is the European Union's 

Audit Regulation and Directive, which were adopted in 2014. These regulations require 

public-interest entities such as listed companies and banks to have their financial statements 

audited in compliance with International Standards on Auditing (ISAs) issued by the 

International Auditing and Assurance Standards Board (IAASB). This helps to ensure 

consistent implementation of auditing standards throughout the EU and improve the quality 

of audits. 

Source: European Commission. (2014). EU adopts new audit rules to improve quality and 

transparency. Retrieved from https://ec.europa.eu/commission/presscorner/detail/en/IP_14_785 
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12.7 Progress Test  
1. Which directive required EU member states to prepare consolidated financial 

statements based on international accounting standards in the 1970s?  

a. The First Directive  

b. The Second Directive  

c. The Third Directive  

d. The Fourth Directive 

2. What is the primary set of accounting standards for publicly traded companies in 

Europe?  

a. Generally Accepted Accounting Principles (GAAP)  

b. International Financial Reporting Standards (IFRS)  

c. International Accounting Standards (IAS)  

d. European Accounting Standards (EAS) 

3. Which organization was established to provide technical expertise and advice to the 

EU on financial reporting matters?  

a. International Accounting Standards Board (IASB)  

b. European Securities and Markets Authority (ESMA)  

c. European Financial Reporting Advisory Group (EFRAG)  

d. International Auditing and Assurance Standards Board (IAASB) 

4. Which regulation requires public-interest entities such as listed companies and banks 

to have their financial statements audited in compliance with International Standards 

on Auditing (ISAs)?  

a. The European Financial Reporting Advisory Group (EFRAG)  

b. The European Securities and Markets Authority (ESMA)  

c. The Audit Regulation and Directive  

d. The International Financial Reporting Standards (IFRS) 

Correct Answers: d, b, c, c  
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12.8 Sample Exercise: 
Company ABC is a publicly traded company in Europe. They are preparing their financial 

statements in compliance with International Financial Reporting Standards (IFRS). Which 

organization has been working towards ensuring consistent implementation of IFRS 

throughout the EU? 

A. International Accounting Standards Board (IASB)  

B. European Securities and Markets Authority (ESMA)  

C. European Financial Reporting Advisory Group (EFRAG)  

D. International Auditing and Assurance Standards Board (IAASB) 

Solution: The correct answer is C. European Financial Reporting Advisory Group (EFRAG) has 

been working towards ensuring consistent implementation of IFRS throughout the EU. The 

International Accounting Standards Board (IASB) is responsible for developing and issuing 

IFRS. European Securities and Markets Authority (ESMA) is responsible for supervising and 

regulating securities markets in the EU. International Auditing and Assurance Standards Board 

(IAASB) issues International Standards on Auditing (ISAs). 

Note: The question tests the knowledge of the reader about the organization that is working 

towards ensuring consistent implementation of IFRS throughout the EU. The answer options 

include organizations that have a role in the development, regulation, and auditing of 

financial reporting standards. The reader must identify the organization that aligns with the 

given context. 

 


