Statement Analysis

The globalization of financial markets and cross-border
investments has accelerated the convergence of
accounting standards toward a unified global framework.
IFRS, issued by the International Accounting Standards
Board (IASB), has become the leading framework for this
convergence, marking a pivotal moment in the evolution
of global accounting practices. Initially developed to
address the needs of large multinational corporations
(MNCs), IFRS has also been adapted for Small and
Medium-sized Enterprises (SMEs) through the IFRS for
SMEs framework (IASB, 2009). Consequently, many
countries have adopted IFRS for their financial reporting.
This adoption represents a major shift in the global
accounting landscape, challenging traditional financial
reporting practices by establishing a common set of
standards. The goal is to facilitate cross-border
investments and improve the comparability of financial
statements, thereby boosting investor confidence.

Objectives of IFRS
IFRS has three main objectives:

« Increase transparency and quality of financial
information by enhancing comparability across
countries.

+  Reduce the information gap between capital
providers and those managing the capital, increasing
accountability.

«Advance economic efficiency and capital allocation
by facilitating investors to identify opportunities and
risks (IFRS Foundation, 2021).

While benefits of IFRS adoption include increased
comparability, decreased forecasting oversights, and
decreased cost of equity for adopting firms. There are
also negative outcomes. These involve increased
earnings management and decreased value relevance
of accounting information. To fully understand benefits
of IFRS adoption, strong enforcement of the standards
is necessary.

Global Recognition

Countries with strong
implementation of IFRS
can be exemplified as
Germany, United
Kingdom, France,
Australia, Canada,
United States, Japan,
Netherlands, Sweden,
and Switzerland.
Countries with weaker
implementation of IFRS
can be represented as
Spain, Italy, Greece,
Portugal, Poland, Turkey,
Hungary, Romania, Mexico, and India.

Pakistan's Ranking

Pakistan is generally considered to have a moderate
enforcement environment. It falls somewhere between
the stronger and weaker enforcement countries. While
Pakistan has made efforts to align with IFRS and improve
its enforcement mechanisms. It still faces challenges in
achieving the same level of enforcement consistency as
the countries listed in the "strong enforcement" category.
Thus, Pakistan's enforcement environment can be seen as
evolving but not yet as healthy as the leading countries.
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Considering globalization, multinational companies, and
international partnerships, the need for common
standards is crucial. IFRS is one of the most important
global standards used by over 120 countries. By adopting
IFRS, companies can present financial statements
comparable to foreign competitors. This increases the
reliability of financial statements and facilitates a
common accounting language for parent companies
with international subsidiaries.

The benefits of adopting IFRS depend on the level of
investor support and implementation in the adopted
country. The global trend towards cross-border
investments has made comparison of financial
statements a concern.
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The convergence of national accounting standards with
IFRS is challenging and requires several modifications.

Countries have begun to adopt IFRS due to its
distinctiveness and the benefits it provides. It includes
increased scope for the global capital market and
easier cross-border listing of securities. For example,
India began convergence with IFRS in April 2011, and
Saudi Arabia adopted IFRS in January 2017. Financial
statements prepared according to IFRS are more useful
internationally.

International Accounting Standards (IAS) preceded IFRS.
From 1973 to 2001, the International Accounting
Standards Committee (IASC) published IAS standards. In
2001, IAS was replaced by IFRS, and the International
Accounting Standards Board (IASB) started issuing IFRS
standards. The introduction of IFRS aims to make financial
reporting more relevant, comparable, verifiable, timely,
acceptable, and uniform globally.

Key Impacts

The below chart offers a clear view of both the advantages
and challenges associated with adopting IFRS.

Aspect Description

Enhanced
Comparability statements across different countries, aiding investors

in making better decisions.

Approximate
Global Adoption

IFRS improves the ability to compare financial

Case Study: Application of IFRS Standards
in Pakistan

This case study examines application of IFRS Standards in
Pakistan. It illustrates country's commitment to global
financial reporting standards. The information is based
on IFRS Foundation's Jurisdictional Profile for Pakistan
updated latest as of September 2019. It highlights the
roles of relevant authorities, the extent of IFRS
application, and specific adoption details.

Relevant Jurisdictional Authorities

Institute of Chartered Accountants of Pakistan (ICAP):
Sets the chartered accountancy profession. Additionally,
accountable for adopting and issuing auditing standards
and proposing accounting standards for notification by
SECP. It also sets Islamic Financial Accounting Standards.

Securities and Exchange Commission of Pakistan (SECP): Has
authority to advise accounting standards for all companies.

State Bank of Pakistan (SBP): Prescribes accounting and
reporting requirements for banks and particular financial
institutions.

Commitment to Global Financial
Reporting Standards
Pakistan has publicly committed to

adopting a single set of high-quality global
accounting standards, specifically IFRS

80%

Increased Transparency ~ Adopting IFRS ensures a consistent reporting
framework, offering a clear and accurate view of a

company’s financial situation.

75% Standards. The country has adopted all
effective IFRS Standards, with exceptions
and deferrals in specific cases.

IFRS standards demand detailed disclosures and
rigorous reporting, enhancing the reliability and
relevance of financial data.

Higher Quality of
Financial Information

70%
Adoption Exceptions

Reduced Information By standardizing financial reporting, IFRS helps bridge

« IFRS 1 & IFRS 14: Not adopted.

-« IFRS 9: Adopted with a deferred
effective date for certain companies

65%

Global Capital Markets  international investors, which can enhance their access

to global capital markets.

Asymmetry the gap between companies and investors, potentially
lowering the cost of capital.
Improved Access to Companies that follow IFRS are often favored by 60%

until 30 June 2019, with early
application allowed. Specific deferrals

Better Decision-Making  IFRS provides a thorough and consistent approach to
financial reporting, aiding in more effective strategic

planning and operational control.

apply to companies with financial
assets due from the Government of
Pakistan until 30 June 2021.

55%

Implementation
Challenges

Adopting IFRS can be costly and complex, involving
expenses related to transition, training, system
upgrades, and changes in processes.

50% « Grandfathering Provisions:

Exemptions for companies with power

Impact on Financial
Ratios

IFRS adoption can alter key financial ratios and metrics,
necessitating adjustments and careful interpretation by
analysts.

purchase agreements executed before
1 January 2019 regarding IFRS 16, IAS
21, and embedded derivatives under

70%

There is evidence that IFRS can lead to increased
earnings management due to its flexibility, potentially
impacting the reliability of financial statements.

Earnings Management

50% IFRS 9.
« Banking Sector: IFRS 9, IFRS 7, and IAS

Impact on SMEs The IFRS for SMEs simplifies standards for smaller
entities, but significant changes from local GAAP can still

pose initial implementation challenges.

40 have not yet been implemented
due to SBP regulations.

45%
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Industry-Specific Impact

The below chart summarizes the industry-specific impacts of IFRS

adoption along with approximate adoption rates globally.

Industry Sectoral Impact

Adoption (%)

Banking and Finance 85%

Manufacturing 70%

Enhanced comparability and transparency, improved risk
assessment, better alignment with global practices.

Improved inventory valuation and fixed asset reporting,
better cost management, streamlined global operations.

- Adoption Recommendations: Recom-
mendations for adoption are made to
the SECP.

- Official Notification: The SECP notifies
the adoption in the Official Gazette,
granting it the authority of law.

Modifications and Exemptions

. Deferred Implementation: IAS 39, IFRS

Oil and Gas 60%

decommissioning provisions.

Standardized reporting of reserves and exploration costs,
improved comparability, challenges in asset impairment and

7, and IAS 40 have been deferred for
banks and financial institutions due to

Telecommunications 65% Better revenue recognition for

complex
standardized accounting for network assets,

contracts,
improved

regulations from the SBP.
The SECP has

of work in progress.

Extent of IFRS Application

All domestic companies whose securities trade in a public
market must prepare financial statements in accordance
with IFRS Standards as implemented in Pakistan.
Companies may opt to prepare financial statements
according to IFRS Standards issued by the IASB. Foreign
companies trading in Pakistan's public market must
follow the same requirements as domestic companies.

Financial Reporting Frameworks

+  Public-Interest and Large-Sized Companies: Required
to use IFRS Standards as implemented in Pakistan.

«  Medium-Sized Companies: Required to use the IFRS
for SMEs Standard.

«  Small-Sized Entities: Required to use Accounting
and Financial Reporting Standards for Small-Sized
Entities (AFRS for SSEs) but may opt for the IFRS for
SMEs Standard or full IFRS Standards as implemented
in Pakistan.

Adoption Process

. Initial Consideration:
Standards Board (ASB)
adoption of IFRS.

. Stakeholder Consultations: The ASB conducts
consultations with stakeholders.

The ICAP’s Accounting
initially considers the

+  Legislative Recommendations: The ASB

recommends necessary legislative amendments.

improved project cost management, standardized reporting

transparency. . SECP Exemptions:
Real Estate 75% Enhanced transparency in property valuation, standardized granted eXemptions for SPECiﬁC sectors,
Ir;e;rsfzrme;cnc;unting, better comparability of financial including power-sector companies and
Healthcare 55% Improved reporting of intangible assets and R&D costs, service concession arrangements.
btettter ctomparability and transparency in financial Looking ahead, continued global
statements. . ;
. - - convergence towards IFRS is essential for
Retail 70% Better inventory management, standardized revenue . . .
recognition,  improved  comparability of financial promoting a harmonized global financial
performance. reporting environment. Countries like
Technology 80% Improved revenue reco.gnitionAfrom .software and service Pakistan must fOCUS on strengthening
contracts, better reporting of intangible assets, enhanced . .
transparency and comparability. enforcement mechanisms and supportlng
Utilities 65% Standardized accounting for long-term contracts, better infrastructure to fU”y Ieverage the potential
:Sn‘:;aragﬁt”yageme“" improved  transparency  and | of |FRS, This includes ongoing training and
. ” education for stakeholders, streamlined
Construction 60% Better revenue recognition for long-term contracts,

adoption processes, and tailored solutions
for SMEs to ensure inclusive participation in
the global economy.

While the journey towards universal adoption of IFRS
presents challenges, the long-term benefits of enhanced
transparency, comparability, and investor confidence
outweigh the initial complexities. Strategic alignment
with global standards remains crucial for sustainable
economic growth and integration into the global
financial marketplace.
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