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SYNOPSIS
This research monograph examines whether International Financial
Reporting Standards (IFRS) are interpreted and applied in a consistent
manner within and across countries and questions the implicit assumption
that accounting convergence will automatically lead to comparability in
ﬁnancial reporting. It considers both the de jure and de facto aspects of
comparability in ﬁnancial reporting in the South Paciﬁc region. If in
adopting IFRS countries make drastic amendments to IFRS, or if
professional accountants across different countries are not able to interpret
and apply these standards in a consistent manner, then comparability in
ﬁnancial reporting will not result.
The ﬁrst part of this monograph shows that although numerous countries are
adopting IFRS, the approaches used for convergence continue to differ
signiﬁcantly across countries. Using selected countries from the South Paciﬁc
region, this study investigates the relationship between country-speciﬁc
characteristics and the selection of the appropriate approach for the adoption
of IFRS. The results of this study suggest that complete comparability in
ﬁnancial reporting may be difﬁcult to achieve across all countries in the region
even after adopting the IFRS because of differences in country-speciﬁc factors.
These ﬁndings are important because they indicate that attention should be
concentrated on theorizing and empirically testing the effects of these countryspeciﬁc attributes on convergence efforts across various jurisdictions.
In the second part of this study, we add a new dimension to the
international accounting debate by discussing themes of regulation, public
and private interests from a critical perspective. A critical conception of
‘‘relevance’’ and ‘‘accountability’’ is developed to demonstrate how the
needs of private interests are met in adopting the IFRS in Fiji. This study
demonstrates that in this process of convergence, the inﬂuence of these
private interests – multinational enterprises and large international
accounting ﬁrms – can lead to a transfer of economic resources in their
favor, wherein the public interest is usually ignored. The study offers
suggestions on how public interest might be best served within the current
ﬁnancial reporting system and how, in principle, the needs to report both
globally and locally can be reconciled.
vii
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SYNOPSIS

A review of the accounting judgment and decision-making research
published in the ﬁve top-tier accounting journals over the last 40 years
shows that there is a limited number of studies that have examined the
importance of consistency in interpreting and applying a single set of
accounting standards. Furthermore, the monographs and reviews on audit
judgment and decision-making research published over the years have
strengthened this strand of research in auditing by providing insights and
suggesting avenues for future research. However, limited comprehensive
reviews have been published so far for the research undertaken in the
domain of accounting judgment.
The third part of this monograph reviews the accounting judgment and
decision-making research published during 1970–2010 in the ﬁve top-tier
accounting journals. It evaluates the characteristics and signiﬁcance of these
studies, their theoretical and methodological strengths and weaknesses, and
suggests avenues for future research. The insights it provides into
accounting judgment and decision-making research may be useful for
improving the research method, theory development, and hypotheses
formulation stages of future studies. The analysis presented in this study
may also provide the necessary impetus to strengthen this strand of research
in accounting in the future.
In the fourth part of this study, we extend prior research on accounting
judgment and decision making by examining the effects of ‘‘new’’ and
‘‘complex’’ accounting standards on judgments of professional accountants
in an emerging country, namely, Fiji. An emerging country is selected for
examination because international accounting researchers have largely
focused on developed Anglo-American countries and then drawn broad
generalizations. We examine whether there are differences in the judgments
of professional accountants within Fiji when interpreting and applying
selected IFRS. The results show that the interpretation and application of
accounting standards is affected by the complexity of the accounting
standard and the professional accountant’s familiarity with the standard.
The ﬁfth part of this study extends prior cross-cultural research by
examining the effects of both cultural and noncultural factors on the
judgments of professional accountants in Australia and Fiji. Australia is
selected for examination because it was one of the ﬁrst countries to adopt
IFRS in its entirety in 2005, and Fiji adopted IFRS in 2002. This research
monograph goes on to examine the extent and causes of differences in the
judgments of professional accountants across these two countries when
interpreting and applying selected important IFRS. A comparative study
between these two countries provides empirical evidence that IFRS are not
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interpreted and applied consistently. It supports the views that: (a) both
national culture and organizational culture (Big 4 and non-Big 4 ﬁrm
afﬁliations) have a signiﬁcant effect on the manner in which professional
accountants in a country interpret uncertainty expressions contained in
IFRS and (b) national culture and organizational culture interact to
inﬂuence the judgments of professional accountants. Further, the results on
the effects of noncultural factors on judgments of professional accountants
in Australia and Fiji show that the professional accountants’ perceived level
of task complexity has a signiﬁcant effect on their judgments. An important
implication of this study is that the adoption of IFRS alone in different
countries may not result in uniformity in ﬁnancial reporting, as IFRS may
not be consistently applied by those countries because of differences in
cultural as well as noncultural factors.
The last part of this study provides further implications for policy makers,
researchers, and professional accountants in various jurisdictions based on
the research ﬁndings from this study. We also highlight additional issues
related to global convergence of ﬁnancial reporting and provide evidence of
politics associated with the global standard-setting process. Avenues for
future research directions in accounting convergence are also outlined.
Any meaningful research that assesses the merits of IFRS in any country/
region will be particularly relevant and will have global implications. IFRS
are lionized today as the most desirable set of accounting standards
available for adoption, and this research monograph provides empirical
evidence on the factors that act as constraints on achieving the objectives of
convergence of ﬁnancial reporting.
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CHAPTER 1
INTRODUCTION

1.1. INTRODUCTION
International bodies such as the European Union (EU), the International
Organization of Securities Commissions (IOSCO), the Association of SouthEast Asian Nations (ASEAN), and the World Trade Organization (WTO) are
actively working toward the creation of business structures that will facilitate
international trade and commerce.1 Certain aspects of international business
and trade – such as law, marketing, ﬁnance, and economics – have all, by
methods such as treaties and bilateral agreements, transcended national
boundaries and converged (Carlson, 1997, p. 357). There is an expectation
within the international capital market that since accounting is an important
source of business information, it should further transcend national
boundaries, and practices should also converge (Carlson, 1997; Purvis,
Gernon, & Diamond, 1991; Whittington, 2005). In the international
accounting literature, this process has been denoted as ‘‘harmonization’’ or
‘‘convergence.’’
It is important to distinguish between accounting ‘‘harmonization’’ and
accounting ‘‘convergence.’’ Nobes (1995) described accounting harmonization as ‘‘a process of increasing the compatibility of accounting practices by
setting bounds to their degree of variation’’ (p. 117). It is a process of
moving from dissimilarity in accounting practices toward a greater
uniformity (Tay & Parker, 1990). Therefore, harmonization is a process
that involves the coordination of divergent accounting standards and
policies that are the basis for ﬁnancial reporting in different countries.
The accounting profession long ago recognized the need for a harmonized
accountancy framework (Harding, 1999). The initiative was taken by the
profession to create the International Accounting Standards Committee
(IASC), which is now known as the International Accounting Standards
Board (IASB).2 This body was established, together with the International
1
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Federation of Accountants (IFAC), to promote worldwide improvement
and harmonization of accounting and auditing standards. The key role of
the IASC was to establish a uniform set of accounting standards for
ﬁnancial reporting, which was done by developing and promulgating the
International Accounting Standards (IAS). The change of name of the
IASC to IASB in 2001 was accompanied by changes in its objectives and
structure – the focus has shifted from accounting harmonization to
accounting convergence. Currently, for example, one of the objectives of
the IASB is ‘‘to develop, in the public interest, a single set of high quality,
understandable, enforceable and globally accepted ﬁnancial reporting
standards based upon clearly articulated principles’’ (http://www.iasb.org).
The concept of convergence is deﬁned by Whittington (2005, p. 133) as
follows:
Convergence means reducing international differences in accounting standards by
selecting the best practice currently available, or, if none is available, by developing new
standards in partnership with national standard setters. The convergence process applies
to all national regimes and is intended to lead to the adoption of the best practice
currently available.

The IASB is working with national accounting standard setters to achieve
convergence in accounting standards around the world. In order to facilitate
this transition, the IASB is providing a platform of high-quality standards
to enable countries to make a smooth transition from national standards to
International Financial Reporting Standards (IFRS). A survey by Deloitte
Touche Tohmatsu (2009) reported that almost 100 countries have adopted
or intend to adopt the IFRS for all their domestic listed companies.
Countries such as Australia, New Zealand, and member states of the EU
have all adopted the IFRS.3 The Norwalk Agreement ﬁnalized in September
2002 is another important step in convergence between the two most
powerful accounting institutions, namely, the IASB and the US Financial
Accounting Standards Board (FASB). The convergence process between the
IASB and the FASB took a step further in November 2007 when the US
Securities and Exchange Commission (SEC) announced that it would allow
non-US companies to ﬁle ﬁnancial results according to IFRS (IASB, 2007b).
Therefore, convergence of accounting standards around the world has
heralded a new era in global standard setting. Accounting convergence has
become an essential, albeit implicit, component of the globalization process.
A number of studies that compare accounting standards across nations or
with the IFRS have increasingly found similarities between IFRS and
accounting standards in both developed and developing nations over the last
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few decades (e.g., Ampofo & Sellani, 2005; Chamisa, 2000; Nair & Frank,
1980; Street & Gray, 1999; Tyrrall, Woodward, & Rakhimbekova, 2007).
However, some studies have also shown that important accounting
differences remain across countries, and the scale of international
differences in corporate ﬁnancial reporting is still very large (e.g., Choi,
Frost, & Gary, 2002; Land & Lang, 2002; Nobes & Parker, 2004). This is
because a number of studies have identiﬁed country-speciﬁc characteristics
(such as cultural, institutional, and other environmental differences) as
being the primary explanatory factors for differences in accounting practices
across various jurisdictions (see Baker & Barbu, 2007; Rahman, Perera, &
Ganesh, 2002 for a review of these studies). To enhance comparability in
ﬁnancial reporting, additional insight is needed to identify the causes of
differences in accounting convergence among countries. An understanding
of the impact of cultural, institutional, and other environmental factors of
individual countries on accounting convergence will be important for
international regulators engaged in this process.
IFRS contain broad principles and ‘‘uncertainty expressions’’ whose function
is to guide judgments made in practice. For example, uncertainty expressions
(such as ‘‘probable,’’ ‘‘signiﬁcant inﬂuence,’’ ‘‘control,’’ and ‘‘substantial’’) are
often used to denote levels of probability in prescribing recognition, measurement, and disclosure of events and transactions in ﬁnancial reports (Laswad &
Mak, 1997, p. 16).4 The application of accounting standards that include
uncertainty expressions as recognition or disclosure thresholds involves
considerable judgment (Doupnik & Riccio, 2006, p. 254). Inconsistent judgments
can have a major impact on a ﬁrm’s externally reported accounting numbers and
the decision-making process of the users (Hronsky & Houghton, 2001, p. 123).
Yet, in the accounting literature, there is limited research on the level of
ambiguity in interpretations of such uncertainty expressions or the factors that
could potentially inﬂuence this ambiguity (see Chapter 4). An understanding of
the similarities and differences in interpretation of these uncertainty expressions
and judgments of professional accountants across nations should facilitate the
move toward convergence of accounting practices, thereby improving the quality
and comparability of international accounting information, systems, and
procedures.
The most obvious researchable issue to emerge from the background
presented above is to consider whether convergence of accounting standards
will lead to comparable ﬁnancial reports. A number of researchers including
Schultz and Lopez (2001), Rahman et al. (2002), Doupnik and Richter
(2004), and Doupnik and Riccio (2006) have called for more research on this
issue.
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This monograph questions the implicit assumption that accounting
convergence will automatically lead to comparability in ﬁnancial reporting.
Achieving comparability in ﬁnancial reporting is dependent on two
important conditions: (1) IFRS should be adopted by countries in a similar
manner and (2) they should be interpreted and applied in a consistent
manner across countries. The literature on international accounting has
denoted these two aspects of comparability in ﬁnancial reporting as de jure
(consistency in form or rules, i.e., in accounting standards) and de facto
(consistency in actual application, i.e., in accounting practices) accounting.

1.2. AIM AND OBJECTIVES
The studies presented in this monograph examine the implication of the
trend toward international convergence of ﬁnancial reporting standards,
particularly where countries differ signiﬁcantly in terms of culture, size,
structure of the underlying economy, and the related experience of
accountants in exercising professional judgments. In particular, the
objectives of this monograph are as follows:
 To discuss the accounting environment in the South Paciﬁc region and
examine whether countries adopt and enforce IFRS in a similar manner in
the region.
 To demonstrate how the needs of private interests are met in adopting the
IFRS in a country.
 To evaluate the characteristics and signiﬁcance of prior accounting
judgment and decision-making studies.
 To examine whether there are differences in the judgments of professional
accountants within a country when interpreting and applying IFRS.
 To examine the extent and cause of differences in judgments between
professional accountants across countries when interpreting and applying
IFRS.

1.3. CONTRIBUTIONS OF THE MONOGRAPH
This research monograph will be useful to accounting regulators, professional
accountants, academics, and research students interested in issues related to
globalization and convergence of ﬁnancial reporting. Australia leads other
countries by supporting full convergence with the IFRS. We provide evidence
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on the ways in which IFRS are adopted by countries in the South Paciﬁc
region. It is expected that providing a detailed analysis of the factors that
contribute to the adoption of a particular approach of convergence will have
important policy implications for other countries and regions that may be
planning to adopt IFRS. Using a case study of Fiji, we also offer suggestions
on how public interest might be best served within the current ﬁnancial
reporting system and how, in principle, the needs to report both globally and
locally can be reconciled when countries adopt IFRS.
The empirical studies presented in this monograph document the factors
that act as constraints on achieving the objectives of convergence of
ﬁnancial reporting and suggest ways to eliminate them. Such suggestions
will also have implications for accounting regulators in other countries that
undertake accounting convergence toward IFRS within their own domestic
accounting frameworks.
The monograph is also useful for investors and other stakeholders in the
economy who require useful and comparable ﬁnancial information on
business performances so that they are able to make informed, reliable, and
valid economic decisions. Different interpretations of the same accounting
standards will necessarily result in different judgments and decisions being
made by professional accountants and have the potential to undermine the
credibility of accounting information. It is important to reduce the divergence
in the application of accounting standards in similar situations and
consequently enhance the comparability and accuracy of ﬁnancial statements.
Furthermore, a number of policy implications for accounting regulators
emerge from this study that will facilitate greater consistency in the
interpretation and application of accounting standards. Accounting
regulators, such as the Australian Accounting Standards Board (AASB),
Fiji Institute of Accountants (FIA), and the IASB could review accounting
standards that are regarded as complex by professional accountants in order
to reduce the ambiguities that prejudice professional accountants in
exercising their judgment. This could be done by reducing the uncertainty
expressions used in accounting standards or by making them more precise
by providing additional guidance on how to interpret them.
The research also has implications for improving the learning and
teaching of accounting. This study provides empirical evidence on the
contextual inﬂuences and levels of difﬁculty associated with the interpretation and application of various IFRS. Accounting educators may then like
to ensure that the intended meaning of words and phrases in these IFRS are
effectively communicated to tertiary students from different national
backgrounds.

