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Abstract: The globalization of  the economy has influenced the development of  a country’s capital market
significantly. The enhancement of  financial transactions in the capital market also resulted in the emergence
of  new financial market products. The increasing globalization of  financial market products has raised the
attention of  both market participants and regulators to the quality of  reporting worldwide. The increasing
volatility of  stock returns worldwide has also been a concern. IFRS as a set of  financial reporting standards
aimed at improving the quality of  accounting information, especially the degree of  relevance of  the financial
statements still remains a long debate. Although it has been adopted by hundreds of  countries, not a few
academics are still challenging the effectiveness of  IFRS in improving the quality of  accounting information
contained in the financial statements. The pro-standard group states that accounting standards determine the
quality of  accounting information and disclosure quality, in contrast to the idea of  the cons-standard in
Competing Theory that the quality of  accounting information is more influenced by the incentives received
by management as a provider of  financial statements than by financial standards. Many studies have supported
IFRS’s role in improving the quality of  accounting information, but few studies have indicated otherwise.

Keywords: International Financial Reporting Standards (IFRS), quality of  accounting information

1. INTRODUCTION

The globalization of  the economy has influenced the
development of  a country’s capital market significantly.
With no barriers to transactions, capital flows also become
easy to cross the country. Investors are vying to invest
their funds in the markets they expect to be most
profitable. An efficient capital market is the most favored
capital market by investors, because in an efficient capital
market they will easily access all the information that
allows them to estimate all the risks that may occur with
their investment.

The enhancement of  financial transactions in the
capital market also resulted in the emergence of  new
financial market products. The increasing globalization
of  financial market products has raised the attention of
both market participants and regulators to the quality of
reporting worldwide. The financial statements are one

of  the tools used by the stakeholders in decision making.
Investors, as key stakeholders in the capital market, use
the information contained in the financial statements for
investment decision making.

The increasing volatility of  stock returns worldwide
has also been a concern. The question posed was whether
a more transparent financial report lowered volatility and
resulted in more accurate stock valuations. (Kothari,
2000).

The FASB and the IASB state that the main purpose
of  the financial statements is to improve decision-making
by investors, lenders, and other capital providers. With
the extent of  a company’s financial statements, including
its profits, is more transparent, so uncertainty about its
equity value becomes lower, and then enjoys lower cost
of  capital. Arthur Levitt, former Chairman of  the
Securities and Exchange Commission (SEC) stated: “The
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important benefits of  high quality accounting standards
are increased liquidity and lower capital costs.” An idea
implicit in this statement is that regulators and standard
makers see the decline in asymmetric information being
an important benefit of  improving earnings quality.

The accounting figures reported by the company are
one of  the most important sources of  information for
investors’ decisions regarding stock prices (Breton and
Taffler, 1995). The Financial Accounting Standards Board
(FASB) explicitly states that one of  the objectives of
accounting is to inform investors about the aspects that
help them predict future economic events that determine
the value of  the firm. Battacharya, et al. (2013) indicates
that one of  the key roles of  accounting information is
the basis for capital allocation in financial markets.

Accounting standards determine the quality of
accounting. Based on this argument, mandatory
regulatory interventions to adopt internationally accepted
standards provide a major benefit by adopting a common
‘language’ of  accounting, the level of  comparability of
international financial statements will increase. This will
facilitate the flow of  capital across national borders and
therefore reduce the cost of  capital. (Lee, et al., 2008).

Lee, et al. (2008) stated that at present there are two
groups of  thoughts, which are contained in the competing
theory, regarding the quality of  financial statements: (1)
the pro-standard group states that accounting standards
determine the quality of  accounting and disclosure quality,
and (2) the cons standard group, which states that incentives
for financial reporters are more relevant to the quality of
financial communication than accounting standards.

2. LITERATURE REVIEW

(a) Agency Theory

Jensen and Meckling (1976) were the first to explore
agency theory theoretically and in detail. This theory
mentions that managers of  a company as ‘agents’ and
shareholders as principal. A principal shareholder
delegates business decision-making to managers who are
representative or agents of  shareholders. The problems
that arise as a result of  a company’s proprietary system
that the agent does not always make decisions that aim
to fulfill the principal’s best interests.

In agency theory recognized the existence of
asymmetric information (AI), that is unbalanced
information caused by the unequal distribution of
information between principals and agents. The
application of  agency theory can be realized in a work
contract that will regulate the proportion of  rights and
obligations of  each party while still taking into account
the overall benefit. A work contract is a set of  rules
governing profit-sharing mechanisms, whether in the
form of  profits, returns or risks approved by principals
and agents. The contract of  work will be optimal if  the
contract can be fairness that is able to balance between
the principal and the agent that mathematically shows
the implementation of  the optimal obligations by the
agent and giving the satisfactory incentive / reward
specifically from the principal to the agent.

Using agency theory approach, the application of
quality financial reporting standard is one of  the control
tools that can be used by the principal to monitor the
work of  agents. With qualified financial reporting,
it will enable the principal to oversee the actions
taken by management, to furthermore be used as the
basis for making various decisions by the principal
in connection with the achievement of  the principal
interest.

(b) International Financial Reporting Standards
(IFRS)

International Financial Reporting Standards (IFRS) is a
financial reporting standard issued by the International
Accounting Standards Board, the board responsible for
drafting international accounting standards, an
independent organization headquartered in London to
replace the International Accounting Standard
Committee. IFRS main breakthrough occurred in 2005,
when the European Union implemented regulations
requiring companies registered in Europe to implement
IFRS in its consolidated financial statements. This
regulation has an enormous impact. Until 2005, IFRS
has been implemented by more than 8000 companies in
30 countries in the European Union. Until 2008, IFRS
has been implemented in over 80 countries in the
European Union, Asia, Africa and Latin America. (Mirza,
et al., 2008).
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The standard is intended to be a set of  rules that can
be applied in financial reporting by public companies
around the world. (Ball, 2005). Between 1973 and 2000,
international standards were issued by IASB’s predecessor
organization, the International Accounting Standards
Committee (IASC), an organization founded in 1973 by
professional accounting organizations in Australia,
Canada, France, Germany, Japan, Mexico, Netherlands,
UK , Ireland, and US In that period, the rules issued by
the IASC were ‘described’ as the International Accounting
Standards (IAS). Since April 2001, the drafting function
of  this rule has been taken by the IASB, in which the
rules issued by the IASB use a new label, International
Financial Reporting Standards (IFRS). IFRS still
continues the previous rules, issued by the IASC. (Ball,
2005).

One of  the key objectives of  the IASB is to develop
a set of high quality global accounting standards that can
be understood and improve the transparency of  financial
reporting in world capital markets (IASB, 2010). IASB
developed IFRS with a view to fulfilling the fundamental
theory of  financial reporting-that is to measure economic
activity. IFRS is developed from a conceptual framework
of a balance-sheet oriented.

Compared to U.S. GAAP, the fundamental difference
of  IFRS is IFRS using principle based, while U.S. GAAP
uses rule based. The inherent characteristic of  the
principle-based framework is the potential for different
interpretations for the same transaction. This situation
causes the emergence of  possibilities and leads to
uncertainty and thus requires extensive disclosure in the
financial statements. (Forgeas, 2008).

Shortridge and Mrying (2009) quotes Robert Hertz,
chairman of  the FASB, explaining that by using an
principles-based approach, standards begin by setting the
main objectives of  good reporting within the area and
then providing a reference that explains the objectives
and relates them to some common examples . When a
rule is sometimes unavoidable, it is not intended to
provide specific rules or rules for any situation that may
occur. In case of  doubt, the reader is directed to return
to the basic principle. The reverse of  ruled-based, which
provides detailed rules about any situation that may occur
(Shortridge and Mrying, 2009).

The second difference is the difference in
methodology in assessing an accounting treatment. Under
U.S. GAAP, research focuses more on literature, whereas
under IFRS, reviews based on patterns in fact are more
detailed. (Forgeas, 2008). One of  the benefits of  switching
from U.S. GAAP to IFRS is to use IFRS as a financial
reporting standard to increase the liquidity of  the capital
market and reduce the cost of  capital of  the company by
providing better information to investors about the
company’s performance. (Hail, et al., 2011). However, Hail,
et al. (2011) states that these benefits can be achieved if
the adoption of  the new standards actually improves
reporting quality and is comparable in worldwide
reporting practices.

The extent to which changes to IFRS provide more
useful information translated through observable benefits
on the capital market is a question that at present is
endeavored by many studies. Certainly it is expected that
the information provided by companies using IFRS to
market participants may differ significantly from
information based on previous local standards, due to
the different imperatives that exist in national and IFRS
standards.

(c) Quality of  Accounting Information

Accounting is a system that provides quantitative financial
information about economic entities useful for economic
decision making. Accounting provides a means of
recording and communication of  business activities and
the results of  such activities. (Albrecht, et al., 2011). The
output of the accounting system is accounting
information, which will be used by various users such as
investors, creditors, management, and other users.
(Albrecht, et al., 2011).

Accounting is information with a strong source, and
accounting is not just about data processing, aims to mark
the existence and movement of  previous elements, and
the ability to answer the needs for control. As a data bank,
the entire accounting system is formed on a group of
objectives, principles, norms and standards (Dumitru,
2011).

IASB (2010) states that the general purpose of
financial reporting (communicating financial information
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to users) is to provide financial information about the
reported entity that is useful to potential investors, lenders
and other creditors in making decisions regarding the
provision of  resources to the entity. Such decisions
include the purchase, sale or hold of  equity instruments
and debt, and the provision or settlement of  loans and
other forms of  credit.

In order for the decision taken accurately, the
accounting information generated must be useful
accounting information, which is information that meets
the needs of  the user. To be useful, the accounting
information (financial) must be relevant and precisely
describe what is meant to be represented (faithfully
represents). The usefulness of  this financial information
will increase, if  the information is comparable, verifiable,
timely, and easily understood. (IASB, 2010).

Accountants must measure performance accurately,
and reasonably and timely, so that managers and
companies are able to attract investment capital. For
example, relevant and reliable financial information causes
investors and creditors to compare income and assets
used by the company. Because these users can assess
relative returns and risks associated with investment
opportunities, they can channel resources more effectively.

IAI (2015) states that there are 4 qualitative
characteristics of  the principal financial statements, so
that the accounting information contained in it provides
benefits in decision making. The four qualitative
characteristics are divided into two groups, namely (1)
related to its content; and (2) related to its presentation.
In relation to its contents, the financial statements should
have relevant and reliable characteristics. Relevant financial
statements are financial statements that can help evaluate
the past, present or future, affirm, or otherwise correct,
the results of  a user’s evaluation in the past. Reliable
financial statements are financial reports that are free from
misleading notions, material errors, and reliable use as a
sincere presentation of what should be presented or
which can reasonably be presented.

In relation to its presentation, financial statements
should have comparable and understandable
characteristics. The financial statements should be
comparable between periods and between companies. In
addition, financial statements should also be understood

in which the user is assumed to have adequate knowledge
of  economic and business activities, accounting, and the
willingness to learn.

(d) IFRS and Quality of  Accounting Information

There are two groups that have different views on IFRS.
A supportive group, declared that extraordinary success
has been achieved by IFRS, as a set of  comprehensive
and high-quality standards, with nearly 100 countries
adopting it. In addition, IFRS can conform to standards
from important non-adopter countries, particularly US.
(Ball, 2005). Whereas the opposing group raises issues
related to ‘fair value’, where IFRS financial statements
can be more relevant, but at the same time also less
reliable. In addition, various researches prove that the
value relevance of  fair value implementation can be
assessed with the assumption that capital markets are
efficient capital markets to process information fairly well.
(Wahlen, et al., 2000).

Lee, et al. (1) the pro-standard group states that
accounting standards determine the quality of  accounting
and disclosure quality, and (2) the cons standard group,
which states that incentives for financial reporters are
more relevant to the quality of  financial communication
than accounting standards. It is said by the pro-standard
group that cost of  equity capital can be reduced in two
ways: (1) Internationally comparable financial statements,
and (2) Increased corporate disclosure by replacing local
standards with accounting standards better. The first point
will cause foreign investors interested in investing and
reducing barriers to cross border capital flow. The second
point will enable outside investors to better monitor
managerial performance, in other words reducing
asymmetric information.

The second group of  thought (cons standard), states
that incentives to the preparer of  financial statements
are more relevant for the quality of  financial
communication than accounting standards. They argue
that IFRS is essentially a standard developed for capital
market-based economies, such as the US and UK. As for
the debt-based economy (debt oriented economies) the
results may be different. Companies in these countries,
the demand for increased accounting and disclosure is
more of  a cost than a benefit. These companies will meet
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a minimum of  compliance, and then forget the
opportunity to improve information for shareholders.
Based on this argument, the impact of  the mandatory
IFRS implementation will be more pronounced on
companies in the equity based market, due to greater
incentives.

Christensen (2012) argues, that assuming managers
are a rational side, the benefits of  IFRS adoption are
perceived to be less than the benefits predicted by
academics. One indicator is the small percentage of  IFRS
volunteer adopters of  the total global population of
companies. Christensen (2012) encourages the discovery
of more evidence of the consequences of IFRS adoption.

There have been many studies that have proven the
effect of  IFRS in improving the quality of  accounting
information (Barth, 2008; Paglietti, 2009; Chua, et al., 2012;
Adibah, et al., 2013; Lee, et al., 2013; Deng, 2013; and
Kao and Wei, 2014).

Barth, et al., (2008) generally find that companies that
implement the IAS show less earnings smoothing, better
timely recognition of  loss, and better relationships between
accounting numbers with stock prices and returns than
firms, companies that implement local accounting
standards. Paglietti (2009) conducted a study aimed at
testing the impact of  IFRS adoption mandatory on the
quality of  information. The results confirm the overall
increase in expected relevance value under IFRS. The study
also documents changes to the specific factors that Italy
has in the period surrounding the adoption of  IFRS that
may contribute to improving the quality of  accounting.
This result is consistent with previous literatures that
support the idea that accounting quality depends not only
on the high quality of accounting standards but also the
function of  complex institutional arrangements.

Chua, et  al .,  (2012) tested the mandatory
implementation of  IFRS in Australia effective January 1,
2005. This study aims to examine the impact of  IFRS
implementation on the quality of financial statements
with a focus on 3 perspectives: (1) earning management;
(2) timely loss recognition; and (3) value relevance. The
study found that post-implementation of IFRS in
Australia earning management has decreased, timeliness
loss recognition has improved. Value relevance is also

improving, especially for non-financial companies,
although in reality there is evidence to suggest that
financial firms make earnings management after the
adoption of  IFRS in Australia. The same is also evidenced
by Lee, at al., (2013). His research aims to compare the
value relevance of  financial statements before and after
IFRS converged to China Accounting Standard (CAS).
There is a significant increase in the value relevance of
earnings reported by companies grouped into companies
that adopt IFRS-converged mandatory CAS (Companies
that implemented IFRS in 2007 and thereafter).

Conversely, there is no significant increase in the value
of  relevance of  earnings reported by firms grouped into
controlling firms (ie companies that are dual listed and
have implemented IFRS before 2007). The effects of
IFRS-converged CAS appear to be greater in firms in
the manufacturing sector, where competition for external
capital is greater where those firms are expected to have
greater incentives to provide more and more informative
disclosures under IFRS-converged CAS.

The impact of  IFRS-converged CAS on the value
relevance of  reported earnings is greater among firms
located in less developed areas. This is in accordance with
the hypothesis that firms in less developed areas have
greater incentives to improve the quality of  their financial
statements, because in the case of  external capital
acquisitions these companies have greater disadvantages
than firms in the region which is more advanced.

The increase in the value relevance of  earnings
reported under IFRS-converged CAS is significantly less
significant among companies under Chinese central
government control. This is consistent with the
hypothesis that such firms would be less motivated to
improve the quality of  financial reporting under IFRS-
Converged CAS as a result of  their lack of  dependence
on external capital, due to the financial support of  the
government.

The IFRS-converged CAS effect is greater against
firms with foreign ownership, consistent with the
hypothesis that such firms must comply with requests
for information from foreign invenstor. The impact of
IFRS-converged CAS is significantly more pronounced
among firms that receive fewer government subsidies.
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Adibah (2013) conducted a study with the aim of
investigating differences in earnings quality in Malaysian
companies following the adoption of  IFRS. The results
show that IFRS adoption is associated with higher quality
of  reported earnings. It was also found that earnings
reported during the post-adoption period of  IFRS were
associated with lower earnings management and higher
value relevance.

Another study was a study conducted by Deng (2013).
His research used comparability as a proxy for the quality
of  accounting information. Empirically it was found that
the accounting quality and comparability of accounting
information has increased and is fully due to IFRS. The
same evidence is also found in China, where IFRS
converged to CAS has improved the accounting quality
and comparability of  accounting information.

The quality of  accounting information with proxy
predictive value and timeliness is used by Kao and Wei
(2014) in his research. The results of  his research found
that IFRS increases predictive value and timeliness, but it
does not affect representational faithfulness significantly.
Second, asymmetric information lowers the quality of
accounting information. IFRS decreases asymmetric
information, but improves the quality of  accounting
information with insignificant increases. Third, IFRS
controls the negative effects of  state ownership, manager
ownership, blockholders and directors-supervisors
ownership, thus increasing predictive value and timeliness.

Not all studies have shown results supporting the
hypothesis that IFRS adoption will improve the quality
of  accounting information (Barth, et al., 2007; Outa, 2011;
Cascino and Gassen; 2012; and Dong Ji and Lu; 2014).

Barth, et al., (2007) compares the accounting quality
of  firms in the US using IAS in financial reporting. The
results found that companies that apply US GAAP have
better accounting quality than companies that implement
IAS. Accounting comparisons between firms that apply
US GAAP and IAS, before and after IAS companies
adopt IAS, indicate that the application of  IAS has no
systematic effect on accounting quality, although value
relevance decreases after IAS firms adopt IAS. US
companies have better accounting quality than IAS
companies before and after 2005.

Outa (2011) conducted a study aimed at proving if
IFRS in Kenya is associated with higher accounting quality
for firms listed in the capital market. Accounting quality
is measured using value relevance, earnings management,
and timely loss recognition. Research has shown that of
the eight matrices used, three matrices indicate an
improvement in accounting quality is not large, and five
matrices indicate a decrease in accounting quality is also
not large. This result raises the debate because it is
inconsistent with the allegations.

The same results are obtained by Cascino and Gassen
(2012) research, which aims to test the comparability of
financial statements under IFRS mandatory.
Comparability uses two proxies De Franco, et al. (2011).
The study yielded the finding that the overall effect of
appeal from the IFRS mandatory is small. Researchers
found that firm, regional, and state level incentives
systematically established accounting compliance. By
identifying incentives for accounting compliance, it was
found that only firms with high compliance incentives
are substantially increased in appeal.

Dong Ji and Lu (2014) tested the value relevance of
intangible assets, including goodwill and other types of
intangible assets, before and after IFRS adoption. In
addition, the study also tested that the value relevance of
the reported intangible assets is related to its value
reliability. This study reports that IFRS adoption increases
the value relevance of  intangible assets and changes the
relationship between value relevance and value reliability.
The results show that the value relevance in firms with
more reliable information on intangible assets is greater.
The study also found that the value relevance of  intangible
assets decreased after the adoption of  IFRS. The positive
correlation between the value relevance and reliability of
the intangible assets did not change after the adoption
of  IFRS.

3. CONCLUSIONS, IMPLICATIONS, AND
LIMITATIONS

(a) Conclusions

From the literature review above can be concluded that
the effectiveness of  IFRS as a standard of  financial
reporting in improving the quality of  accounting
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information contained in the financial statements still
leaves a long debate. There are two group that have a
contradictory view of  the role of  IFRS in improving the
quality of  financial statements. One side states that IFRS
can improve the relevance of  accounting information,
while others argue that IFRS lowers the reliability of
accounting information. Further stated that there are two
groups of  thoughts contained in Competing Theory,
namely the idea of  pro standards and cons standards.
Pro-standard thinking argues that IFRS financial
statements will be more comparable and will increase the
flow of  capital traffic, whereas the idea of  a cons standard
argues that the incentives gained by management as a
provider of  financial statements play a greater role in the
quality of  accounting information contained in the
financial statements. Many studies support IFRS’s role
in improving the quality of  accounting information in
financial statements, but not least indicate otherwise.

(b) Implications

The implication of  this paper is expected to be a
motivation for researchers to conduct further research
on the role of  financial standards in improving the quality
of  financial statements, especially IFRS, as a set of
international financial reporting standards that although
widely adopted by many countries, length about its
effectiveness.

(c) Limitations

The limitations of  this literature review are still discussing
how the relationship between IFRS and the quality of
accounting information in general. Many of  the literature
that addresses the adoption of  IFRS more specifically,
such as adoption in developing countries, where adoption
in such countries has problems that are different from
those of  developed countries. For the future, maybe the
literature review or any research conducted can be more
specific.
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