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Abstract - This paper provides a brief review 

about the need for harmonization and the factors that 

are affecting the adoption of International 

Accounting Standards. These factors are the Legal 

System, the Taxation system, the Provider of 

Finance and culture. As an accounting system we the 

mean the accounting practices a company uses in 

order to prepare its annual financial reporting. Also 

we are analyzing in depth the Nobe‟s, (1998) model, 

which supports, that companies which have more 

outsider finance are from a weak-equity market and 

belong to a Class B accounting system (be interested 

more in creditors and taxes) and are more likely to 

change to a Class A accounting system (interested 

more in shareholders and investors, generally in 

those which have not got an internal relationship 

with the company).. 
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1.INTRODUCTION 

 

It is more than obvious that the global market is 

changing very fast over the last decades. Nowadays 

the businesses have much more motivations to enter 

the global business environment due to the amazing 

improvements we have in technology, capital 

removal, the need to create new revenue sources as 

well as the removal of the inter-country trade 

barriers. In order for investment growth to continue, 

there is a demand for financial statement 

comparability and more specific for a harmonization 

in the presentation of the financial statements. 

Alexander D. and Nobes C.W., (2004) mentioned 

that: “Harmonization is a process of increasing the 

comparability of accounting practices by setting 

bounds to their degree of variation”. 

         

The preparation and presentation of financial 

statements by different companies at both national 

and international level requires a common basis in 

order to ensure greater consistency, comparability 

and information capacity. In addition the opening of 

international financial markets, has given to the 

companies of the private sector the opportunity not 

only to switch to them and to search for new 

markets, but also to obtain loans. However that 

means that these companies should be consistent in 

their accounting records because other countries will 

be subject to other rules and standards for exporting 

an economic outcome. Therefore, the need for the 

standardization of the accounts at both national and 

international level is imperative. The way in which 

the financial figures and activities of the 

international economic and commercial 

organizations are measured and presented, affects 

both the potential users of the financial statements 

individually and the whole society. 

The businesses that are affected by accounting 

differences across countries are companies that are 

internationally active and they need to use or prepare 

financial statements in accordance with the rules of 

other countries. An enterprise which intends to 

export its products will need to assess the 

creditworthiness and the overall business situation 

of the client company through its financial 

statements. Also, an enterprise wishing to borrow 

from a foreign bank should submit financial 

statements prepared in accordance with the 

accounting principles required or are familiar with 

the lending bank. But mainly standardization is 

applicable to the compilation of the financial 

statements of subsidiaries of multinational 

companies operating in different countries. 

The subsidiaries are obliged to compile and publish 

accounting statements in accordance with the host 

country's rules and, on the other hand, accounting 

statements for incorporation into the parent 

company's accounts. The accounting statements 

must be in accordance with the accounting 

principles of the country in which it is established, 

but also and in accordance with the accounting 

practices of the corporate group which it belongs as 

a subsidiary. Accounting standardization is likely to 

entail significant additional costs for businesses as 

accounting procedures and compliance with 

applicable standards and as well as checking 

compliance with the standards. 

According to how companies are financed in 

different countries, Nobe‟s, (1998) model provides 

two types of financial systems. The bank-dominated 
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and the market-oriented. Based on La Portal et al., 

(1998) there are many differences on how 

companies are financed and they argue that the 

extent of legal protection of the investors that every 

country provides could explain these differences. 

Some other authors are claiming that the companies, 

which seek to obtain external sources of finance, are 

more likely to provide more information to outsiders 

who are interested in understanding the financial 

documents (Choi, 1973; Diamond and Verrecchia, 

1991; Botosan, 1997). The idea dominating Nobe‟s, 

(1998) model is consistent with the studies reported 

above. It is addressed to those countries which base 

their finance on external sources and are more likely 

to use accounting systems that provide greater 

amount of information. 

 

International Accounting System Development 

 

Factors influencing international accounting system 

development have been investigated by accounting 

researchers since the 1960’s (Mueller 1967). It is 

important to understand how environmental factors 

shape accounting reporting and disclosure standards 

in order to predict the progress towards 

harmonization efforts. Some factors such as culture 

change very little over time and thus may hinder 

these efforts (Doupnik and Salter, 1995), while other 

variables such as economic ties are more dynamic 

due globalization. The adoption of international 

accounting standards provides a new venue where 

these factors may be linked with accounting 

development. The next section will discuss these 

factors and develop hypotheses for the general 

adoption model. 

 

MATERIALS AND METHODS  

LITERATURE REVIEW 

Harmonization of IAS’s: The Need, the Role and 

the Advantages 

 

The economical expansion to new markets 

propelled the design of a common international 

accounting system. The latter will help external 

users from other countries, with different accounting 

principles, cultures, laws, e.t.c., to relay on the 

financial statements prepared under the rules of a 

uniform accounting system. All the above factors are 

those which influence the formulation of accounting 

rules and practices prevailed in each country and 

therefore their accounting systems as a part of the 

general social-economical environment. Figure 1 

depicts the variables, which can determine 

differences in Accounting Systems: 

 
 

Figure 1: “Factors affect the adoption of 

International Accounting Standards” 

 

Source: Fritz Susanne and Lammle 

Christina, (2003) 

Legal System 

 

There are two types of legal system, the code law 

and the common law. Nobes et al., (1997:98) claims 

that there are “those countries which have a 

„legalistic‟ orientation toward accounting  and  

those  with  a  „no  legalistic‟  orientation”. 

Countries  with  a  non-legalistic orientation toward 

accounting are those, which use common law. In 

common law counties, the main purpose of 

accounting regulations is to protect the owners of the 

companies. The emphasis is on equity providers 

(shareholders) rather than creditors or taxation 

authorities, making measurement rules be less 

conservative, while the accounting rules are 

determined by the private sector, from accountant 

professional organizations and not from the law 

(Choi et al., 2002). 

 

        On the other hand, legalistic approach can be 

found in the code-law countries where regulations 

are designed in order to protect creditors. Creditors 

as well as tax authorities are thought to be the most 

important users of financial statements and therefore 

all accountants‟ rules have often been formulated 

according to its needs. Shareholders have not 

generally been seen as so important. In code-law 

countries the financial statements of individual 

companies are more highly regulated compared to 

the group ones, because tax authorities are more 

interesting in the individual companies for tax 

reasons. In contrary to the common law, 

governments have generally regulated accounting 

rules not the private sector; accounting code is 

typically prescriptive, detailed and procedural 
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including measurement and bookkeeping rules 

(Roberts, Weetman and Gordon, 2002)beans.  

 

Taxation System 

 

In some countries taxation rules and financial 

reporting regulations are strongly interrelated while 

in others are totally separated. For example, in 

common law countries tax and accounting rules are 

kept separate. Code law countries on the other hand, 

tend to have common tax and financial reporting 

regulations. 

                     According to Roberts, Weetman and 

Gordon, (2002) there are three types of tax systems. 

The first system refers to these countries where “the 

tax rules and the financial reporting rules are kept 

entirely, or very largely, independent of each other”. 

In the second type of tax systems “there is a common 

system, with many of the financial reporting rules 

also being used by the tax authorities”. In this system 

tax authorities did not developed detailed rules for 

the calculation of taxable income. Instead, they are 

wholly or largely based on reported earnings as the 

basis of calculating tax liabilities. This gives the 

incentive to the managers of a company to choose 

methods, which minimize their tax obligations. The 

third system involves the countries where “there is a 

common system, with many of the tax rules also 

being used for financial reporting purposes”; tax 

rules are equal to accounting systems (Nobes and 

Parker, 2000) for calculating the taxable earnings 

which are these earning including in the financial 

statements each company preparers (Achleitner, 

2000) and tax authorities set detailed rules which 

have to be followed in the external financial 

statements. This approach can be found in most 

countries of Western Europe (Mandilas et al., 2004). 

 

Provider of Capital 

 

  There are three main sources of finance: banks, 

government and shareholders. The contribution of 

each of these sources to the creation of the 

companies‟ financial capital varies from country to 

country. For example, banks are the ones, which 

obtain financial capital to the companies in countries 

like Germany and France, while shareholders 

provide capital in countries like England and United 

States. In countries like France and Sweden the 

government is the purveyor of capital (Hill, 1999). 

 

This separation of three types of capital sources 

means that accounting practices differ in order to 

satisfy the needs of the financial providers. The 

quality accounting information is of a great 

importance because investors require accurate 

financial information in order to be able to make 

good choices when they analyze the financial 

statements (Gray, McSwenney and Shaw, 1984). 

This need for more transparent presentation of 

financial statements can lead a country‟s accounting 

setting body to reform its accounting system and 

adopt IAS (Adhikari and Tondkar, 1992). 

On the contrary, this need for quality information is 

less evident in countries where the main providers of 

financial capital are banks and government. This is 

explained by the fact that in these countries, the 

information will be transferred more directly due to 

the immediate approach to the economical elements 

of companies that bank and government have. 

(Rabebaugh and Gray, 1997). 

 

   Therefore, financial statements in countries where 

shareholders are the main source of capital are 

“oriented toward providing individual investors with 

the information they need to make decisions about 

purchasing or selling corporate stocks and bonds” 

(Hill, 1999:593). Far from it, countries where most 

companies are bank-dominated, the accounting 

practices are focused on the protection of banks‟ 

interests. Additionally, the accounting rules in 

countries, where the main provider of finance is the 

government, are oriented towards the needs of 

governmental planners (Hill, 1999). 

 

Culture 

 

Culture is another factor that influences the 

regulations of accounting practices. Countries that 

belong to a specific culture adopt the accounting 

system prevailed in countries of the same culture 

(Nobes, 1998). 

According to Abd-Elsalam and Weetman, (2003) 

familiarity and language have a great contribution in 

the process of adopting new accounting standards. 

Regarding the adoption of IAS/IFRS, they have 

proved that both, familiarity and language seem to 

favor countries in Anglo-American group. This 

happens firstly because of the prevailing  Anglo-

American effect in the development of IAS/IFRS 

and secondly because English is the language that it 

is used to communicate within the IASB. So the 

problems Anglo-American countries will face after 
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the adoption of IAS/IFRS will be less and 

difficulties will easier be solved due to their use of a 

common language and their cultural vicinity. 

Based on Zeghal and Mhedhbi, (2006) there is a 

positively significant association between the 

cultural-membership and the adoption of IAS/IFRS. 

Roberts et al., (1998) support that dimensions as 

individualism and uncertainty avoidance are 

meaningful for accounting and that in a country with 

highly uncertainty avoidance efforts are made to 

minimize it. Individualism plays a significant role in 

accounting in terms of disclosure practises and 

income measurement. It also orients how willing 

people are to adopt new rules (Fritz and Lammle, 

2003; Nobes and Parker, 2000; Roberts et al., 1998). 

Gray, (1998) has also studied culture as an important 

factor on accounting and proposed how to link 

culture and accounting by developing four 

accounting values. Also, classes ten cultural areas: 

(Asian colonial, Germanic, Less-developed Latin, 

Less-developed Asian, Near Eastern, Japan, 

African, More developed Latin, Nordic and Anglo). 

Subsequently he classes these cultural areas based 

on their attitudes and on their measurement and 

disclosure practices. 

 

OTHER INFLUENCES 

 

The accounting system of each country is affected 

by different influential factors. As there is a very 

small possibility that influential factors of two 

countries will be equal, they can also be considered 

as generators of national specificities. The level of 

differences of each influential factor between 

countries implicates the intensity of accounting 

differences at the international level. The actuality 

of international accounting harmonization issues 

imposes the need of consideration and detailed 

examination of factors that influence the 

development and accounting system in one country. 

Considering the different classification of factors 

mentioned above, as well as factors which are 

extracted or specially emphasised in literature, some 

of them are described. 

  

                         At the core of every successful 

business or organization is a well-functioning 

accounting system. Accounting systems provide a 

computerized method of recording and keeping 

track of daily, monthly and yearly financial 

operations of a business. Additionally, small and 

large businesses use accounting systems to generate 

data that enables them to make accurate 

management decisions. 

 

POLITICAL SYSTEM, POLITICAL AND 

ECONOMIC RELATIONS AMONG 

COUNTRIES 

 

  The political system as an influential factor is often 

mentioned in the literature under the term of colonial 

inheritance (Nobes, 1998, 170) and as such, it is 

considered a major influential factor of accounting 

systems and reporting systems alike. The impact of 

this factor is also evident through history, with 

invading countries imposing their political, as well 

as their accounting system on the countries they 

have conquered and colonised. It is also a fact that 

many countries, upon gaining independence, have 

continued to use the same political and 

accounting system even though it no longer suits 

their current needs and economic situation, whereas 

others have opted for a different political and 

accounting system. The influence of a political 

system is reflected in the strong effect of other 

cultures on certain countries because of their size 

(small), low level of their development or their 

previous colonial status. 

 

FINANCIAL REPORTING SYSTEM 

 

In explaining the preceding factor, we have 

explained its influence on financial reporting. On the 

other hand, considering a financial reporting system 

in the context of individual influential factor 

primarily implies the existence of singular or dual, 

that is, separate or joint reporting for business and 

taxation needs. In accounting systems in which rules 

are set based on individual decisions of precedence 

(Koletnik, 2001, 6) (Anglo-Saxon countries), tax 

reports are independent of financial reports that are 

external – user oriented, and are drawn up 

autonomously and independently of tax regulations. 

It is different in countries whose accounting systems 

are based on Roman law (Austria, Germany), that is, 

where accounting rules are stipulated and fixed by a 

country’s regulations, thus leaving them with little 

elasticity (Koletnik, 2001, 6). In this case, there is a 

single reporting system, with minor differences 

existing between reporting for tax purposes and 

reporting for business purposes. In other words, the 

association or non – association of accounting 

reporting with tax and business purposes will impact 
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on and determine the attributes of the financial 

reporting system itself. 

 

APPLYING AND ENFORCING 

LEGISLATIVE REGULATIONS IN 

ACCOUNTING 

 

The accounting systems of countries differ not only 

by accounting regulations but also by the degree to 

which current accounting regulations are applied in 

practice. This factor can be viewed as being a 

continuation of the influence of the political and 

legal systems, as well as the way in which a country 

has set up its accounting regulations. Accordingly, 

deviations between accounting regulations and 

accounting practice in a country will depend upon its 

degree of application assistance and degree of 

application control, that is, upon its power of 

enforcement. For example, accounting practice will 

be strongly consistent with regulations in countries 

in which accounting regulations are widely 

controlled and rigorously enforced, but will be less 

consistent in countries in which there is no 

supervision over how accounting regulations are 

enforced in practice. 

 

NOBE’S MODEL 

 

In his innovative work Nobe‟s, (1998) examined the 

reasons which lead to differences in accounting 

systems. As an accounting system, Nobe‟s means 

the accounting practices a company uses in order to 

prepare its annual financial reporting. An accounting 

system is not developing as an individual accounting 

system based on the needs of the predominance 

capital structure; insider/outsider financiers of the 

companies depend on the corporate governance 

policy the companies follow. Many countries were 

prompted to use accounting systems that were 

followed in other countries because of colonial 

reasons or because they are rules that used for many 

years and it is difficult to change them. Also it is a 

very costly procedure that not many companies or 

countries can follow. 

 According to Nobe‟s, (1998) the insiders are 

defined as “governments, banks, families and other 

companies” that “are likely to have close, long-term 

relationships with their investees”, while outsiders 

“are not members of the board of directors and do 

not have a privileged relationship with the 

company”. This kind of differentiation between 

“outsiders” and “insiders” is of the same importance 

as the rank between “equity” and “creditors”. The 

difference between “equity” and “creditors” refers to 

the objectives prevailing in accounting systems in 

order for a company to prepare its annual financial 

reporting. In a predominant creditors accounting 

system, the preparers are more interested in 

calculating reliable and prudent profits, which will 

give the best results for the distributable and taxable 

profits. In the mean time in an equity market 

environment the preparers are trying to provide 

relevant and reliable information for the 

performance and the financial condition of a 

company and thus help the investors make the best 

decisions. 

Based on Nobes‟s study there are two reporting 

systems Class A and Class B. Class A refers to 

strong- equity markets with outsider financiers as 

the main source of the capital structure of companies 

in a specific country. Class B occurs when there is a 

weak-equity market and the main capital sources of 

a company derive from the insiders‟ financiers. 

From the above, it is clear that the accounting system 

a country or a company might adopt depends on the 

source of capital finance, which orients the purpose 

of accounting. Therefore, depending on the purpose 

of accounting, a company or a country might choose 

between the accounting classes A or B. The US 

GAAP, IAS/IFRS, UK GAAP are examples of class 

A; they are  implemented in expanded markets 

where the companies are important to attract new 

investors worldwide. These countries are based on 

the common law where the accounting rules and 

practices are formed from independent professional 

setters. Class B represents the code law countries 

with weak equity market, with more emphasis in the 

accounting entries and rules, which must be 

followed from the law. Greek accounting system is 

alike the French one (La Porta et.al., 1998) which 

according to Nobe‟s, (1998) belongs to Class B. 

Nobe‟s tried to classify countries or companies by 

using 5 propositions. He examined the  relationship 

between cultures, the weak or strong equity markets. 

His proposed model is depicted in the following 

figure: 
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Figure 2: “Nobe’s (1998) model for the 

classification of countries based on two accounting 

classes” 

 

(Source: Nobes, C., 1998) 

 

With his proposed model he claimed that the 

company‟s source of finance is the factor that 

determines the accounting system that is going to be 

used from a company or a country. 

Weak-equity markets are those with insider 

financiers and the accounting system they use 

belongs to Class B. The companies‟ ranks in this 

category are financed from insiders who have a 

straight approach to the companies‟ information and 

thus the company does not disclose information, 

which might interest outsider parts. On the contrary, 

the Class A accounting system belongs to the strong 

equity markets with outsider financiers. In this 

category the company is interested in disclosing 

relevant information needed from all kind of 

investors in order to make their decisions and to 

present a true and fair performance of the firm, 

giving the incentive to expand its market limits and 

attract new finance sources. As a result, passage 

from a Class B accounting system to Class A means 

that the company or country needs to adjust its whole 

financial philosophy to the new reality. It will be 

based on a more reliable accounting system, which 

will help the openness of the markets and ensure a 

more relevant, reliable and accurate disclosure of the 

information needed in the financial statements. 

Furthermore, it will enable and the openness to new 

outsider sources, giving that way the companies the 

incentive to be more competitive and therefore 

managing a more healthy economical development 

for all countries. 

 

CONCLUSION 

 

The economical expansion to new markets propelled 

the design of a common international accounting 

system. In this paper we are trying to figure out and 

present the factors that are affecting the adoption of 

International Accounting Standards. These factors 

are the Legal System, the Taxation system, the 

Provider of Finance and the culture. Also we are 

analyzing in depth the Nobe‟s, (1998) model, which 

supports, that companies that have more outsider 

finance are from a weak-equity market and belong 

to a Class B accounting system (be interested more 

in creditors and taxes) and are more likely to change 

to a Class A accounting system (interested more in 

shareholders and investors, generally in those which 

have not got an internal relationship with the 

company). 
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