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Abstract 

Purpose-The main objective of this study is to provide a judgment on the comparability of financial statements 
prepared under IFRS and US-GAAP. We developed two research questions for evaluating comparability within 
Europe (IFRS) and within the US (US GAAP) and for testing whether comparability is higher or lower when the 
US companies are included with the European countries. 

Design/Methodology/Approach-The T index framework was used to summarize the level of comparability for 
13 accounting items using data from 250 companies. 

Findings-Empirical results are mixed. Of 13 accounting items considered, international comparability is 
significantly lower for 7 items and significantly higher for 4 items when the US companies are included. 
Furthermore, comparability amongst companies using IFRS is not consistently higher or lower than 
comparability amongst companies using US GAAP. 

Practical implications-Answers to the research questions may provide useful suggestions for IASB’s current 
policy direction towards global accounting standards convergence, and in particular for the IASB-FASB 
convergence project. The results also have implications for companies or countries considering shifting to IFRS 
or US GAAP. 

Research limitations/implications-Lack of comparability within countries, rather than between countries, 
suggests a need to focus on reducing options within standards rather than on differences between standards or 
countries. 

Originality value-Our empirical results show that in most cases lack of comparability may be driven by options 
within a standard rather than by explicit differences between standards. 

Keywords: IFRS, US GAAP, T index, comparability, option 

JEL descriptors: M10, M16, M40, M41 

1. Introduction 

The recent process of accounting harmonisation made possible by the adoption in 2005 of IFRS represents the 
beginning of a practice tending to overcome the accounting differences not just at European level but more 
generally on a worldwide scale for the progressive adoption of a common global accounting language (Mc 
Gregor, 1999; Erikson, Esplin, & Maines, 2009; Price Waterhouse Coopers (PWC), 2010; Wagenhofer, 2009; 
Upton, 2010). It emerges a super partes need for a project of convergence between the European discipline 
IAS/IFRS with the American accounting principles US GAAP, which justifies the progressive harmonisation of 
these two accounting systems (Tarca, 2005; Schipper, 2005; Callagan & Treacy, 2007; Hail, Leuz, & Wysocki, 
2010a). This process of harmonisation would also represent a significant input for the globalisation of financial 
markets: accounting information could reach a great level of homogenisation to allow the comparison between 
financial, economic and capital data and the consequent improvement of economic and financial communication. 
The exigency of reaching a definition of a unified set of accounting principle will not just result in the effective 
solution of the ‘Tower of Babel accounting’ (Erikson et al., 2009) but also improve comparability of data, and 
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financial and economic communication of stock markets (IASB Framework, p. 39). 

The coexistence of two sets of accounting standards and the need highlighted by the two standard setters to 
promote the convergence process (Schipper, 2005) are the main motivations for this paper. The extent to which 
the comparability between companies of the major European countries is higher or lower than the comparability 
between US companies provides insights into whether IFRS or US GAAP produces higher comparability. 
Furthermore, the extent to which the addition of US companies to European companies reduces comparability 
adds insights into the consequences of having two standards. These issues are summarised with the following 
two research questions concerning the level of comparability in the financial statements of companies: 

1) Is comparability higher or lower within Europe countries (IFRS) or within the US (US GAAP)? 

2) Is international comparability higher or lower when the US companies are included with the European 
companies? 

Unlike past literature that focusses on assumed relationships between overall financial outputs such as earnings 
and returns (De Franco, Kothari, & Verdi, 2011) or stock price, stock return and cash flow (Barth, Landsman, 
Lang, & Williams, 2012), this paper examines these questions for 13 individual accounting items, both for 
presentation of information and calculation of accounting numbers This more directly addresses the 
comparability of company accounts from the perspective of specific accounting standards and identifies where 
lack of comparability exists. 

These questions are relevant at several levels, including academic and for professionals who operate in the 
accounting and financial sectors. An understanding of where differences occur in practice (rather than just 
regulation) is important to inform debate concerning appropriate standards and the extent to which national and 
international comparability is an issue, especially where options are permitted. Lack of comparability can justify 
the conclusion ‘I do not suggest that the use of appropriate principles would lead inexorably to standards with no 
optional methods but that, on some topics, optional methods could be eliminated’ (Nobes, 2004). Answers to 
these questions may provide useful suggestions for IASB’s current policy direction towards global accounting 
standards convergence, and in particular for the IASB-FASB convergence project. The results also have 
implications for companies or countries considering shifting to IFRS or US GAAP. 

The paper proceeds as follows: Section 2 focuses on developments in the process of convergence between IFRS 
and US GAAP, Section 3 summarises relevant literature on international accounting harmonization; Section 4 
explains the methodology focusing on a selection of countries, firms and accounting issues and on the statistical 
analysis; Section 5 provides the results of the research; Section 6 draws a summary and conclusions. 

2. The Global Convergence between IFRS and US GAAP 

Accounting standards are the main drivers of financial reporting quality but they differ across countries (Ding, 
Hope, Jeanjean, & Stolowy, 2007). The mandatory adoption of IAS/IFRS by the European Union (Note 1) has 
received significant consideration from investors, regulators and academics. The formal commitment by the US 
Financial Accounting Standard Board and the International Accounting Standard Board (IASB) to converge US 
GAAP with IAS/IFRS has enhanced the acceptance and the implementation of IFRS in the world and it 
represents a considerable effort to develop high quality, internationally comparable financial information. 

The process of convergence started in October 2002 with a Memorandum of Understanding (‘The Norwalk 
Agreement’, 2002) that included the adoption of a common plan of development between the two Boards in 
order to overcome the differences existing between IFRS and US GAAP and to enhance the coordination of the 
two bodies in charge of interpreting the protocols, namely the IFRIC for the IASB and the EITF of AICPA for 
the US GAAP. Due to unsatisfactory operational results obtained, in 2006 a second Memorandum was adopted 
(A Roadmap for Convergence between IFRSs and US GAAP—2006-2008 Memorandum of Understanding 
between the FASB and the IASB, 27 February 2006). In light of the second report new lines of actions emerged 
to remove in the short term the differences between the two standards on specific issues and to deal with larger 
scale issues, which demand the adoption of a proper accounting principle common to the two boards. This 
process of harmonisation between IFRS and US GAAP was significantly accelerated by the decision issued in 
2007 by the SEC to eliminate the reconciliation requirement for foreign registrants that use IFRS as issued by the 
IASB (Acceptance from foreign private issuers of financial statements prepared in accordance with International 
Financial Reporting Standards without reconciliation to GAAP, December, 2007). 

In 2008, the two standard setters identified a number of priorities in order to complete the more relevant joint 
projects by 2011, ‘emphasising the goal of a joint project to produce common, principle-based standards’ (IASB). 
As a result of the request adopted by the G20 to complete the convergence process by June 2011, in November 
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2009, IASB and FASB published a progress report indicating the intention of intensifying the program by 
increasing the frequency of meetings and of reports, issued every four months (Quarterly Progress Report). 

In November 2008, the SEC proposed a ‘Roadmap for Potential Use of Financial Statements Prepared in 
Accordance with International Financial Reporting Standards (IFRS) by US Issuers’. The SEC roadmap detailed 
a process and a set of milestones by which certain larger public companies (those with a public float of at least 
$700 million) in the United States would transition from financial reporting based on US Generally Accepted 
Accounting Principles (GAAP) to that based on IFRS (Liu & Hiltebeitel, 2010). The SEC received over 200 
comment letters on the Roadmap. In addition to the evident effects in terms of accounting harmonisation, the 
SEC is likely motivated to maintain the strong appeal of the New York Stock Exchange for foreign firms, which 
are already bearing high costs of implementation of IFRS. 

The process of harmonisation between IFRS and US GAAP can therefore be seen to be slow, problematic, and a 
process that is still evolving. A recent survey found nearly 50% of U.S.-based multinational companies are either 
using IFRS somewhere in the world, have completed an initial impact assessment, or are planning to do an 
assessment (PWC, 2010). At the annual AICPA National Conference on SEC and PCAOB Developments 
(December 2013) IASB Chair Hans Hoogervorst confirmed the IASB’s mission of global accounting standards 
and the engagement with the increase of transparency, creating the Accounting Standards Advisory Forum 
(ASAF). The IFRS footprint is already large and it is expected to continue growing as economic globalization 
continues to increase. The mission of ASAF is to continue deepening its cooperation with national standard 
setters, such as FASB, and to ensure that IFRS meets the needs of all capital markets, including the United States 
(Murphy, 2014). 

It is therefore important to assess the characteristics of the two accounting systems in light of the difficulties 
about the potential replacement of the US GAAP with IFRS. The analysis of the differences between the 
American, rule-based, and the European, principles-based, systems (Schipper, 2003; Nobes, 2004; Staunton, 
2008; Sunder, 2009) has been the object of comparative research on different accounting systems (Saudagaran & 
Biddle, 1995; Durand & Tarca, 2005; Tarca, 2005) and on different approaches to corporate reporting regulation 
(Leuz, 2010). 

The development of studies on IFRS are anticipating the global adoption of the IFRS despite the role played by 
US GAAP (Erchinger & Melcher, 2007). In this context, a range of different prospects have emerged in regard to 
the use of US GAAP (Bradshaw et al., 2010; Ohlson et al., 2010), where the two extreme situations are 
represented by the maintenance of US GAAP with the acceptance of IFRS only for foreign companies, and the 
creation of I-GAAP, international US GAAP as ‘a competitive set of international standards that could serve as 
an alternative to IFRS’ (Hail et al., 2010a, 2010b). The debate on IFRS adoption in the US is still relevant and 
the findings of a survey conducted on the investor perceptions highlighted the importance of convergence to 
investors (Joos & Leung, 2013). 

3. Literature Review 

The objectives of the International Accounting Standard Committee Foundation (IASCF) include the 
development of ‘a single set of high quality, understandable and enforceable global accounting standards’ and ‘to 
promote the use and rigorous application of them’ (International Accounting Standards Committee Foundation 
[IASCF], 2005, pr. 2). The willingness to create a set of global accounting standards (Wyatt, 1989) has strongly 
increased as a result of the IFRS - US GAAP convergence program, outlined jointly by the European and US 
standard setters. Hence, two key moments in international accounting harmonization can be identified: year 2002, 
when the Memorandum of Understanding between FASB and IASB was signed and the year 2005, where all 
companies domiciled in the European Union with shares listed on securities exchanges are required to prepare 
their consolidated accounts in accordance with IFRS.  

From the '90s until the adoption of IFRS in 2005, comparative studies have focused on two different issues: 

1) the study of the relationship between differences in accounting practices and share-price returns in 
international capital markets (Meek, 1991; Amir, Harris, & Venuti, 1993; Pope & Rees, 1992; Bandyopadhyay, 
Hanna, & Richardson, 1994; Harris, Lang, & Moller, 1994; Barth & Clinch 1996; Rees & Elgers, 1997; Harris & 
Mueller, 1999; Adam, Weetman, & Gray 1993; Alford, Jones, Leftwich, & Zmijewski, 1993; Hellman, 1993; 
Rahman, Perera, & Tower, 1994; Saudagaran & Meek 1997; Weetman, Jones, Adams, & Gray, 1998, Aboody 
Barth, & Kasnik, 1999; Pownall & Schipper, 1999; Guenther & Young, 2000; Hung, 2000; Schipper, 2000; 
Asbaugh & Pincus, 2001; Asbaugh & Olsson, 2002; Dumontier & Raffournier, 2002; Bhattacharya, Daouk, & 
Welker, 2003, Leuz, 2003; Bradshaw, Bushee, & Miller, 2004) and 
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2) IFRS/US GAAP comparison (Bhoocha & Stansell, 1990; Meek & Saudagaran, 1990; Nobes, 1990; Biddle & 
Saudgaran, 1991; Choi & Levich, 1991; Cooke, 1993; Grove & Bazley, 1993; Frost & Pownell, 1994; Yang & 
Lee, 1994; Boross, Clarkson, Fraser, &Weetman, 1995; Roberts, Salter, & Kantor, 1995; Schweikart, Gray, & 
Salter, 1996; Zambon, 1996; Adhikari & Emeyonu, 1997, Barniv & Fetyko, 1997; Sutton, 1997; Nobes, 1998; 
Street & Shaughnessy, 1998; Street & Gray, 1999; Dye & Sunder, 2001; Ding, Stolowy, & Tenenhaus, 2003; 
Glaum & Street, 2003; Tarca, 2004). To be noted is the study undertaken by Nobes, which found that the 
adoption of IAS had little impact on the financial reporting practices of American listed companies listed on 
European markets. A significant increase in convergence between IFRS and US GAAP was also revealed (Baker 
& Barbu, 2007). These researches were mainly of an empirical type. 

The interest in comparing US GAAP and IFRS also generated another area focusing on the analysis of the 
reconciliation reports drawn up by EU companies listed on the US market (Meek, Roberts, & Gray, 1995; Harris 
& Muller 1999; Brennan & Connell, 2000; Haverty, 2006; Zambon & Crosara, 2007; Henry, Lin, & Yang, 2009). 

Van der Tas (1988) introduced indices to measure the extent of comparability (harmony) in the financial 
statements of companies and since then there has been significant improvements in methods, including criticism 
of existing indices and development of new indices (Cooke, 1989; Tay & Parker, 1990; Herrman & Thomas 
1995; Archer, Delvaille, & McLeay, 1995; Lainez et al. 1996, Archer, Delvaille, & McLeay, 1996; Krisement, 
1997; McLeay, et al. 1999, Canibano & Mora 2000; Aisbitt, 2001). This study uses the flexible framework of 
indices called the T index (Taplin, 2004; Astami et al., 2006) which has been extended to incorporate statistical 
inference techniques to allow testing of hypotheses (Taplin, 2010) and sophisticated practices to deal with 
previous criticisms of indices (Taplin, 2011). 

Another research stream concerns the impact of the implementation of IFRS in different European countries and 
in the rest of the world, and thus multiple comparisons were carried out by evaluating financial statements 
pre-transition and post-transition to IFRS (Raty, 1992; Glaum, 2000; Street & Bryant, 2000; Larson & Street, 
2004). These researches were conducted in Asian countries, such as China and Japan (Cooke, 1991; Kikuya, 
2001; Chen, Sun, & Wang, 2002; Taplin, Tower, & Hancock, 2002; Abd-Elsalam & Weetman, 2003; Xiao, 
Weetman, & Sun, 2004; Al-Shammari, Brown, & Tarca, 2008; Peng, Tondkar, Smith, & Harless, 2008). The 
methodology used is both empirical and normative/descriptive. 

Following the implementation of IFRS, the issue of harmonization has moved in two different directions: 1) to 
assess the differences between IFRS and local GAAP, conducting empirical research to demonstrate the benefits 
arising from the use of IFRS in terms of improved quality and transparency of information in the financial 
statements (Prather-Kinsey & Shelton 2005; Soderstrom & Sun 2007; Barth, Landsman, & Lang, 2008; Beattie, 
Fearnely, & Hines, 2008; Daske, Hail, Leuz, & Verdi, 2008; Rahaman, Yammeesri, & Perera, 2010; Phillips, 
Drake, & Luehlfing, 2010; Armstrong, Guay, & Weber, 2010; De Franco et al., 2011), 2) to investigate the 
possible continued existence of differences in accounting policies or choices despite respecting the same 
accounting rules (Nobes, 2006; Kvaal & Nobes, 2010; Nobes, 2011; Jones & Finley, 2011; Kvaal & Nobes, 2012; 
Nobes & Stadler, 2013; Cairns, Massoudi, Taplin, & Tarca, 2011). 

This study is positioned within this research stream, with the aim of empirically evaluating the level of 
comparability in the financial statements of companies. This study will extend past literature by considering 
comparability after the adoption of IFRS and considering the impact of including, or excluding, the US from 
European companies. This provides a comparison of IFRS and US GAAP not only relating to options allowed 
under each regime but importantly in terms of actual reporting practices of companies. Thus this paper combines 
the two recent research directions by examining comparability in specific accounting policy choices across IFRS 
and US GAAP. 

4. Methodology 

The US had the highest Gross Domestic Product (GDP) in the world in 2009, so for comparison this paper also 
includes the countries Germany, France, the United Kingdom and Italy since these European countries also have 
high GDP. Excluding smaller European countries provides a fairer and more useful comparison of US GAAP 
and IFRS as including many smaller European countries are of less interest to international investors. Larger 
companies have greater influence on equity markets (Cairns et al., 2011), greater attention to compliance with 
IFRS and are of more importance to the global investor community (Chaplinski & Ramanchad, 2000; Wu & 
Kwok, 2002). Thus the 50 largest companies (by market capitalization) were selected in each country, after 
excluding companies in the financial sector. Thus our conclusions relate to the largest companies in the largest 
countries rather than a more overall perspective of all companies. This represents the dominate companies more 
likely to be trendsetters during international convergence and of most interest to international investors. In 
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addition, companies were grouped into five industries: basic materials, oil & gas; consumer goods; consumer 
services, health care; industrials; technology, telecommunication, utilities (Table 1). 

 

Table 1. Distribution of sampled companies across industry and country 

 France Germany Italy UK US Total 

Basic materials, oil & gas 4 10 5 16 6 41 

Consumer goods 9 12 12 7 8 48 

Consumer services, health care 11 10 11 15 17 64 

Industrials 15 9 12 5 7 48 

Technology, telecommunications and utilities 11 9 10 7 12 49 

Total 50 50 50 50 50 250 

 

Annual reports (consolidated financial statements) for year end 2009 were collected directly from company 
websites. The financial crisis occurred in late 2008, and hence the first effects on the financial and economic 
situation of companies can be found during this financial year. The date of the financial year-end varies from 
company to company, although most end on 31/12/2009, both in Europe and in the US. 

In our analysis we selected 13 issues for examination (Table 2a). Of these, six concern the presentation of the 
financial statement and seven concern the recognition and measurement criteria of specific accounting items. In 
particular, in terms of the issues related to presentation, several can be described as ‘cosmetic’ (Note 2), such as 
issue 5, while others are related to the way of determining income or cash flow, such as issue 6. These 13 issues 
were selected based on Kvaal and Nobes (2010) and either IFRS or US GAAP allowing for options (Table 2b).  

 

Table 2a. Issues selected for examination 

N. Issues 

1 Income statement 

2 Income statement 

3 Extraordinary items 

4 Terminology adopted 

5 Financial statement presentation 

6 Statement of Cash Flows 

7 PPE Evaluation 

8 Identifiable intangible assets 

9 Impairment test 

10 Inventory (valuation) 

11 Investment property 

12 Available for sales financial assets 

13 Provision for pension: actuarial gain and losses 

 

Table 2b. Policy issues and differences between IFRS and US GAAP 

Issue Topic IFRS US GAAP 

1 
Income Statement: free or fixed format 

in accordance with specific rules 

There is no standard format. 

A line item indicating EBITDA or operating 

profit. 

The multiple-step or single-step format or 

a format with multiple sub-group profit 

lines must be used.  

2 
Classification of expenses: by nature or 

function 
Both criteria are permitted 

Mandatory presentation of costs by 

function 

3 Non-recurring/ extraordinary items 
The presentation of non-recurring income and 

expense is prohibited as a separate item.  

The presentation of extraordinary items is 

permitted in limited circumstances. 

4 

Use of different terminology (strict or 

optional) for the Income Statement 

format 

Income statement 
Income statement 

Operations statement Earnings statements
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5 
Presentation of assets and liabilities in 

the Balance Sheet 

Operating cycle 

Financial method (offered for financial 

companies only) 

Mixed method (in such cases, generally, 

increasing liquidity) 

Choice between reclassified or 

non-reclassified Balance Sheet. 

Increasing/decreasing liquidity (most 

frequent practice) 

6 
Basis of preparation for the Statement 

of Cash Flows 

Choice of direct or indirect method. Net profit 

must be reconciled with net cash flows from 

operating activities only when the indirect 

method is applied.  

Choice of direct or indirect methods. The 

difference compared to IFRS is that the 

reconciliation of net income and net cash 

flows from operating activities is required 

in both cases. 

7 

Historical cost or revalued cost (fair 

value) 

Either option may be adopted. When revalued 

cost is used, the entire asset category must be 

revalued with sufficient regularity. 

Only historical cost is used, and no 

revaluations are permitted, except for a 

few exceptions. (There is no single 

standard governing tangible assets, but 

rather a series of different standards and 

interpretations relating to the recognition 

of tangible assets) NO CHOICE 

Revaluation Choice of the cost model or revaluation model

Measurement at cost only. 

Write-downs are permitted to reflect 

impairment 

8 

Recognition 
Specific requirements must be met for 

capitalization  
Same as the IFRSs 

Historical cost or revalued cost (fair 

value) 

Either option may be adopted. Certain 

categories of intangible assets that cannot be 

revalued are listed below. In addition, there 

must be an active market. The assets must 

have the necessary characteristics in order to 

determine that they have an active market. 

Only historical cost is used, and no 

revaluations are permitted.  

There is no specific regulation. 

NO CHOICE 

9 Impairment test: the timing aspect 

At the end of each reporting period for 

indefinite live assets and for long-lived assets 

only upon occurrence of the events 

Only upon occurrence of the events 

10 

Measurement criterion 
They are stated at the lower of cost and net 

realizable value. 
Similar to IFRSs 

Measurement 
The FIFO or the weighted average cost 

method. LIFO is not permitted.  
The LIFO method is permitted 

11 Measurement criterion Measurement at amortized cost or fair value. 
The same treatment as for other types of 

property (amortized cost). NO CHOICE 

12 

Measurement criterion Measurement at fair value. Same as IFRSs 

Positive or negative changes in value 

Unrealized gains/losses on financial 

assets/liabilities recognized at fair value 

through profit or loss (including securities held 

for trading) are taken to profit or loss, while 

those on investments are taken to equity.  

Changes in present value are taken to 

stockholder’s equity. If investment has an 

other than temporary decline in fair value, 

the investment loss is recognized in the 

Income Statement. 

13 Inclusion in the financial statements 

Actuarial gains/losses can be taken to profit or 

loss or recognized in equity. In this case, a 

statement called the ΄Statement of 

Comprehensive Income΄ must be presented. 

The corridor method (10% to the income 

statement) is also provided for 

Recognition is in the income statement, 

even if it can be taken to equity as long as 

certain limits are not exceeded. Such gains 

and losses are initially reflected in OCI, 

but are subsequently amortized to profit or 

loss. 

The ΄corridor΄ limits under US GAAPs 

differ from those used under the IFRSs. 

 

Furthermore, among the issues chosen, some can be ascribed to ‘overt options’, such as issues 2 and 5. In some 
cases, these options are provided for under either IFRS or US GAAP but not both. For example, for the cost 
classification method, IFRS allows classification by both function and nature, while US GAAP requires 
classification of expenses by function. 
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Authors with expertise in financial accounting obtained the accounting method used by each company by 
carefully scrutinizing their financial statements. In addition to the methods specified under IFRS and US GAAP, 
extra methods were created as they were encountered in financial statements. In particular, the following two 
options were added: ‘Not applicable’ identifies the absence in the corporate assets of the particular asset (e.g. 
inventory) under investigation; and ‘Not disclosed’ identifies the presence in corporate assets of the relevant 
asset under investigation, but the absence of any information in the financial statements on that specific issue. 

T indices (Taplin, 2004) were used to summarize the level of comparability with standard errors calculated 
following Taplin (2010). The T index can take values between 0 and 1 and equals the probability that two 
randomly selected companies will have comparable accounts. The T index provides a flexible framework of 
indices by specifying alpha matrices summarizing the comparability of pairs of methods from 0 (completely not 
comparable) to 1 (completely comparable) and a beta matrix summarizing which companies are being compared. 
For example, the international focus can be used to compare all companies (option 2a), companies between 
countries (option 2b), or companies within the same country (option 2c). 

Comparability between different accounting methods were summarized with alpha matrices containing 1 on the 
diagonals and 0 off the diagonals (indicating accounting methods are completely comparable with themselves 
and completely non-comparable with other methods) with the following exceptions: Income Statements neither 
by function nor by nature, Terminology adopted neither income statement nor operations statement, and 
Inventory valuation using neither FIFO nor average weighted cost, are non-comparable (alpha = 0) with 
themselves; a mix of methods was not-comparable (alpha = 0) with itself for Inventory valuation however a mix 
of methods for any other policy choice were partially comparable (alpha = 0.5) with itself and all other methods. 
Furthermore, irrespective of the above, companies where the policy choice was not applicable were considered 
comparable (alpha = 1) with all other companies and companies not disclosing their method were considered not 
comparable (alpha = 0) with all other companies. 

National T indices were calculated for each country as well as T indices with an overall, between country and 
within country international focus, both for the four European countries alone and for all five countries (the 
European countries and the USA). Companies were weighted equally in all cases. For each international focus, 
p-values were computed testing the null hypothesis H0 that T index values for Europe alone equal the index 
value for Europe with the USA. Testing this hypothesis using a within country focus answers the question of 
whether comparability within the US differs from comparability within European countries, and therefore 
provides insights concerning whether IFRS or US GAAP provides higher empirical comparability (research 
question 1). Testing this hypothesis regarding international comparability (overall or between country focus) 
provides insights concerning comparability between IFRS and US GAAP (research question 2). 

All the above calculations were conducted both unconditionally and conditional on industry. Results conditional 
on industry are a modified version of the T index whereby only pairs of companies within the same industry are 
compared (Taplin, 2013). This removes any industry effects and uses a definition of harmony whereby 
companies operating under different circumstances should not be required to use comparable accounting 
methods to achieve perfect harmony (Jaafar & McLeay, 2007). 

5. Results 

A summary of the data is provided in Table 3. The national comparability (T indices) within each country are 
presented in Table 4, together with their corresponding standard errors. These T index values equal the 
probability that two randomly selected companies from within the same country are comparable for each issue. 
Table 6 provides results for international comparability (overall, within and between country comparisons). 
These reflect the situation where the pair of companies randomly selected for comparison has no restriction 
(overall), must belong to the same country (within), and must belong to different countries (between). Tables 5 
and 7 correspond to Tables 4 and 6 respectively, but with the additional restriction that the two companies 
compared must belong to the same industry. Table 8 provides a synthesis of the conclusions to H0, indicating 
whether the level of comparability is lower or higher when the US companies are included with the European 
companies, with changes that are statistically significant (p < .05) in bold. These results are discussed by issue 
below before a summary of the results overall. Unless otherwise stated quoted results refer to those 
unconditional on industry as results are generally similar. 
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Table 3. Measurement policy choice under IFRS and US GAAP 

Issues France Germany Italy UK US Total 

1) Income statement       

1a) inclusion of a line 34 37 24 34 16 145 

1b) not inclusion 16 13 26 16 34 105 

2) Income statement       

2a) by function 34 29 8 13 50 134 

2b) by nature 16 15 42 1 0 74 

2c) neither 0 6 0 36 0 42 

3) Extraordinary items       

3a) income statement without extraordinary items 38 49 36 43 47 213 

3b) with extraordinary items 12 1 14 7 3 37 

4) Terminology adopted       

4a) income statement or statement of income 48 44 46 47 21 206 

4b) net Income 0 1 0 0 0 1 

4c) operations statement 0 1 0 2 15 18 

4d) profit and loss account 1 3 4 0 0 8 

4e) results of operations 0 0 0 0 1 1 

4f) statement of comprehensive income 0 0 0 1 0 1 

4g) statement of earnings 1 1 0 0 13 15 

5) Financial Statement presentation        

5a) operating cycle criterion 50 50 49 50 0 199 

5b) mix 0 0 1 0 48 49 

5c) no classification (not applicable) 0 0 0 0 2 2 

6) Statement of Cash Flows       

6a) direct method 0 0 0 0 3 3 

6b) indirect method 50 50 50 50 47 247 

7) PPE (valuation)       

7a) cost model 46 50 42 50 49 237 

7b) fair value 1 0 1 0 0 2 

7c) mix 3 0 7 0 0 10 

7d) not applicable 0 0 0 0 1 1 

8) Identifiable intangible assets       

8a) cost model 44 50 48 44 34 220 

8b) fair value (if there is an active market) 3 0 1 4 0 8 

8c) mix 1 0 1 0 0 2 

8d) not applicable 1 0 0 2 16 19 

8e) not disclosed 1 0 0 0 0 1 

9) Impairment test       

9a) at the end of the year 6 14 12 15 0 47 

9b) during the year (at least on a yearly basis) 3 1 13 2 4 23 

9c) only upon occurrence of the events 38 30 25 29 38 160 

9d) not disclosed 3 5 0 4 8 19 

10) Inventory (valuation)       

10a) FIFO method 7 1 6 15 16 45 

10b) weighted-average cost method 19 32 38 17 3 109 

10c) other method 0 0 1 1 0 2 

10d) two (or more) methods 15 11 5 9 14 54 

10e) LIFO 0 0 0 0 7 7 

10f) not applicable 3 0 0 0 3 6 

10g) not disclosed 6 6 0 8 7 27 

11) Investment property       

11a) at cost  7 21 20 5 38 91 

11b) at fair value 0 2 1 3 0 6 

11c) not applicable 43 27 29 42 12 153 

11d) not disclosed 0 0 0 0 0 0 
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Table 4. National comparability (T indices) 

N. 
France Germany Italy UK US 

T SE T SE T SE T SE T SE 

1 0.565 0.048 0.615 0.059 0.501 0.015 0.565 0.048 0.565 0.048 

2 0.565 0.048 0.426 0.057 0.731 0.070 0.068 0.033 1.000 0.000 

3 0.635 0.062 0.961 0.037 0.597 0.056 0.759 0.070 0.887 0.058 

4 0.922 0.051 0.779 0.076 0.853 0.063 0.886 0.060 0.334 0.026 

5 1.000 0.000 1.000 0.000 0.980 0.019 1.000 0.000 0.922 0.053 

6 1.000 0.000 1.000 0.000 1.000 0.000 1.000 0.000 0.887 0.058 

7 0.905 0.045 1.000 0.000 0.836 0.050 1.000 0.000 1.000 0.000 

8 0.837 0.065 1.000 0.000 0.942 0.041 0.859 0.061 1.000 0.000 

9 0.596 0.082 0.439 0.061 0.375 0.037 0.428 0.056 0.584 0.088 

10 0.280 0.071 0.410 0.087 0.592 0.084 0.206 0.045 0.242 0.067 

11 1.000 0.000 0.966 0.023 0.984 0.016 0.988 0.008 1.000 0.000 

12 0.818 0.050 1.000 0.000 0.801 0.060 1.000 0.000 0.791 0.059 

13 0.445 0.033 0.392 0.047 0.363 0.028 0.504 0.084 0.314 0.045 

 

Table 5. National comparability (T indices) (conditional on industry) 

N. 
France Germany Italy UK US 

T SE T SE T SE T SE T SE 

1 0.592 0.044 0.648 0.055 0.536 0.042 0.570 0.052 0.591 0.048 

2 0.645 0.037 0.455 0.061 0.831 0.035 0.079 0.042 1.000 0.000 

3 0.681 0.052 0.964 0.027 0.610 0.057 0.831 0.059 0.883 0.059 

4 0.915 0.050 0.802 0.059 0.865 0.056 0.864 0.062 0.371 0.033 

5 1.000 0.000 1.000 0.000 0.979 0.017 1.000 0.000 0.952 0.028 

6 1.000 0.000 1.000 0.000 1.000 0.000 1.000 0.000 0.883 0.059 

7 0.921 0.031 1.000 0.000 0.834 0.047 1.000 0.000 1.000 0.000 

8 0.857 0.048 1.000 0.000 0.963 0.021 0.873 0.053 1.000 0.000 

9 0.598 0.069 0.460 0.058 0.404 0.048 0.477 0.075 0.560 0.077 

10 0.332 0.077 0.425 0.084 0.629 0.072 0.242 0.063 0.335 0.077 

11 1.000 0.000 0.972 0.018 0.981 0.017 0.980 0.015 1.000 0.000 

12 0.825 0.051 1.000 0.000 0.799 0.057 1.000 0.000 0.803 0.055 

13 0.480 0.048 0.433 0.051 0.401 0.038 0.505 0.067 0.298 0.045 

 

 

 

 

 

 

 

12) Available for sales financial assets       

12a) at fair value (to income statement) 0 0 2 0 1 3 

12b) at fair value (to equity) 36 43 34 40 29 182 

12c) mix 9 0 5 0 7 21 

12d) not applicable 4 7 7 10 10 38 

12e) not disclosed 1 0 2 0 3 6 

13) Provision for pension: actuarial gain and losses       

13a) to ΄Statement of Comprehensive Income΄  25 26 10 35 4 100 

13b) to income full 2 4 22 5 2 35 

13c) corridor method 22 17 18 3 7 67 

13d) mix 0 0 0 0 27 27 

13e) not disclosed 1 3 0 7 10 21 
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Table 6. International comparability (T indices) for the four European countries and for Europe and the US 

N. 

Overall Country 

index (2a) 

Standard 

error (2a) 

Within Country 

index (2b) 

Standard 

error (2b) 

Between Country 

index (2c) 

Standard 

error (2c) 

Europe 
Europe 

and US 
Europe 

Europe 

and US 
Europe

Europe

and US
Europe 

Europe

and US 
Europe

Europe 

and US 
Europe 

Europe

and US

1 0.542 0.513 0.019 0.010 0.561 0.562 0.023 0.021 0.536 0.500 0.020 0.011 

2 0.313 0.375 0.017 0.019 0.448 0.558 0.027 0.021 0.269 0.329 0.019 0.021 

3 0.718 0.748 0.034 0.030 0.738 0.768 0.029 0.026 0.711 0.743 0.036 0.032 

4 0.858 0.689 0.033 0.031 0.860 0.755 0.032 0.026 0.857 0.672 0.034 0.034 

5 0.995 0.828 0.005 0.007 0.995 0.980 0.005 0.011 0.995 0.790 0.005 0.006 

6 1.000 0.976 0.000 0.013 1.000 0.977 0.000 0.012 1.000 0.976 0.000 0.013 

7 0.932 0.946 0.018 0.015 0.935 0.948 0.017 0.013 0.932 0.945 0.019 0.015 

8 0.906 0.929 0.026 0.020 0.909 0.928 0.024 0.020 0.905 0.929 0.027 0.020 

9 0.436 0.453 0.031 0.031 0.459 0.484 0.031 0.030 0.429 0.446 0.032 0.032 

10 0.332 0.271 0.035 0.027 0.372 0.346 0.037 0.032 0.318 0.252 0.036 0.027 

11 0.984 0.983 0.006 0.007 0.985 0.988 0.007 0.006 0.984 0.981 0.007 0.008 

12 0.902 0.877 0.021 0.021 0.905 0.882 0.020 0.020 0.902 0.875 0.022 0.021 

13 0.348 0.345 0.020 0.017 0.426 0.404 0.026 0.023 0.321 0.330 0.021 0.018 

 
Table 7. International comparability (T indices) for the four European countries and for Europe and the US 
(conditional on industry) 

N. 

Overall Country 
index (2a) 

Standard 
error (2a) 

Within Country 
index (2b) 

Standard 
error (2b) 

Between Country 
index (2c) 

Standard 
error (2c) 

Europe 
Europe 
and US 

Europe 
Europe 
and US 

Europe
Europe
and US

Europe 
Europe
and US 

Europe
Europe 
and US 

Europe 
Europe
and US

1 0.549 0.523 0.020 0.012 0.585 0.586 0.024 0.022 0.536 0.506 0.023 0.014 
2 0.344 0.399 0.020 0.020 0.492 0.598 0.022 0.018 0.288 0.343 0.023 0.022 
3 0.721 0.753 0.032 0.029 0.770 0.794 0.026 0.024 0.703 0.741 0.036 0.032 
4 0.856 0.683 0.032 0.029 0.863 0.761 0.029 0.024 0.853 0.662 0.034 0.033 
5 0.995 0.828 0.004 0.006 0.995 0.986 0.004 0.007 0.995 0.784 0.005 0.006 
6 1.000 0.975 0.000 0.013 1.000 0.976 0.000 0.012 1.000 0.975 0.000 0.014 
7 0.931 0.943 0.018 0.015 0.940 0.952 0.014 0.011 0.928 0.941 0.019 0.016 
8 0.913 0.936 0.022 0.017 0.919 0.936 0.020 0.016 0.911 0.936 0.024 0.018 
9 0.446 0.458 0.031 0.031 0.486 0.502 0.032 0.030 0.431 0.445 0.033 0.033 
10 0.336 0.281 0.032 0.026 0.400 0.387 0.037 0.033 0.312 0.252 0.033 0.025 
11 0.983 0.981 0.007 0.007 0.984 0.987 0.007 0.006 0.983 0.980 0.007 0.008 
12 0.903 0.879 0.020 0.020 0.907 0.885 0.019 0.019 0.902 0.877 0.021 0.021 
13 0.362 0.354 0.020 0.018 0.457 0.424 0.027 0.023 0.326 0.335 0.023 0.019 

 
Table 8. Comparison of T index values with US included compared to Europe only 

N 
Overall 
country index (2a) 

p-value1 p-value2 
Within 
country index (2b)

p-value1 p-value2 
Between 
country index (2c) 

p-value1 p-value2 

1 Lower 0.000 0.004 Higher 0.479 0.459 Lower 0.001 0.017 
2 Higher 0.000 0.000 Higher 0.000 0.000 Higher 0.000 0.000 
3 Higher 0.007 0.008 Higher 0.016 0.067 Higher 0.005 0.002 
4 Lower 0.000 0.000 Lower 0.000 0.000 Lower 0.000 0.000 
5 Lower 0.000 0.000 Lower 0.128 0.117 Lower 0.000 0.000 
6 Lower 0.045 0.043 Lower 0.045 0.043 Lower 0.045 0.043 
7 Higher 0.000 0.000 Higher 0.000 0.000 Higher 0.000 0.000 
8 Higher 0.000 0.000 Higher 0.000 0.000 Higher 0.000 0.000 
9 Higher 0.144 0.306 Higher 0.099 0.269 Higher 0.127 0.200 
10 Lower 0.000 0.001 Lower 0.049 0.217 Lower 0.000 0.001 
11 Lower 0.039 0.109 Higher 0.002 0.008 Lower 0.020 0.046 
12 Lower 0.028 0.026 Lower 0.026 0.029 Lower 0.030 0.033 
13 Lower 0.382 0.176 Lower 0.011 0.000 Higher 0.259 0.268 
1 p-value based on indices calculated comparing pairs of companies regardless of industry (unconditional). 

2 p-value based on indices calculated comparing pairs of companies within the same industry (conditional on industry). 

Values in bold are statistically significant at the 0.05 level. Lower indicates comparability with the USA is lower than comparability without 

the USA. 
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Income Statement (item 1) 

IFRS does not contain any strict requirements for the presentation format, while US GAAP offers two different 
alternatives: the single-step (that is ‘not inclusion of a line’) and multiple-step formats (that is ‘inclusion of a 
line’). 

The ‘inclusion of a line’ (the possibility to highlight a first partial result in the income statement), is the option 
most followed by each of the European countries but not for US companies (Table 3). Since comparability 
within each country (Table 4) are similar, inclusion of the US has minimal impact on within country 
comparability however overall and between country comparability decreases significantly when the US is 
included (Table 8). Thus H0 is rejected for international comparability (overall and between indices) but 
comparability within countries is similar. 

Income Statement (item 2) 

US GAAP requires the classification of expenses by function, while IFRS offers two different alternatives: by 
nature or function, clarifying that in the event of the latter the preparer must provide additional information on 
the nature of expenses. 

For this item, the UK statements show by far the lowest national comparability (T=0.068). This is predominantly 
due to the 36 UK financial statements using neither of these two reclassification methods.  

The obligation in US financial statements to reclassify the income statement ‘by function’ (national 
comparability always equal to 1) significantly (p=.000) increases all comparability indicators (overall, within 
and between country index, both unconditionally and conditional on industry) leading to a rejection of H0. 

Extraordinary Items (item 3) 

Both IFRS and US GAAP permit the inclusion of unusual or infrequent items in the Income Statement, but IFRS 
prohibits the presentation of non-recurring income and expense. US GAAP permits extraordinary items, but they 
must fall within a very restrictive definition. 

‘Income statement without extraordinary items’ prevails in the statements of all countries (France 76%, Germany 
98%, Italy 72%, United Kingdom 86%, US 94%). The high national comparability of US (0.887 unconditional 
on industry) significantly increases nearly all comparability indices, leading to a rejection of H0.  

Terminology (item 4) 

At least 88% of companies within each European country use ‘income statement or statement of income’ but 
only 42% of US companies use this terminology. The diversity of terminology used in the US results in 
significantly lower national comparability (T = 0.334), with 30% of US companies using ‘operations statements’ 
and 26% using ‘statement of earnings’. Inclusion of the US significantly lowers all indices of comparability, 
strongly rejecting H0.  

Financial Statement presentation (item 5) 

IAS 1 does not require a specific format for the balance sheet but does require the presentation of specific 
accounting items. The required basis of presentation is current and non-current classification, but the financial 
and mixed methods are permitted as well, when cash-based presentation is more reliable and meaningful. On the 
basis of S-X regulations, there are no significant discrepancies with that provided for by IAS 1, although US 
GAAP financial statements generally adopt a format with separate, comparative sections in which assets are 
compared with liabilities. The items are similar to those provided for by IAS 1 but certain aspects arise, 
regarding, in particular the balance sheet presentation: in US GAAP financial statements, the preparer may 
choose between a classified and unclassified balance sheet, and may apply the increasing or declining liquidity 
method. 

All European companies use ‘operating cycle criterion’ except for one Italian company, producing extremely 
high levels of comparability (overall T = 0.995 for European countries). This method, however, is never used in 
the US where 96% of companies use ‘mixed criterion’. This large difference between European countries and the 
US results in significantly lower international comparability when the US is included. Hence H0 is rejected, 
except for the within country indices where the difference is not statistically significant. 

Statement of cash flows (item 6) 

Both IFRS and US GAAP permit the application of the direct and indirect methods in the presentation of the 
Statement of Cash Flows. The difference between the two sets of standards is that, under IFRS, only the indirect 
method entails the reconciliation of net profit and cash flows from operating activities, while US GAAP requires 



ijbm.ccsenet.org International Journal of Business and Management Vol. 11, No. 12; 2016 

65 
 

this reconciliation for both methods. 

All European companies use the ‘indirect’ method, resulting in perfect comparability (T=1). The majority (94%) 
of US companies also use the ‘indirect’ method but three companies use the ‘direct’ method, resulting in 
significantly lower comparability when the US is included, and hence rejection of H0.  

Property, plant and equipment (PPE) (item 7) 

All US companies use the ‘cost model’ (national comparability equal to 1) as US GAAP requires this method. 
Financial statements of France, Germany, Italy and the UK strongly converge towards this option, leading to 
high comparability in general. Furthermore, all comparability indicators (overall, within and between country 
index) are significantly (p=.000) higher when the US is included, strongly rejecting H0. 

Identifiable intangible assets (item 8) 

IFRS and US GAAP share the same definition of this accounting item, as well as the same identification and 
recognition criteria. They both require that costs be reliably measurable and generate estimated future economic 
benefits. Certain cost categories cannot be capitalized under either set of accounting standards. First, the preparer 
must distinguish between the two main methods of acquisition: if the asset was acquired externally (separately or 
as part of a business combination) or if it was generated internally. 

As for measurement after initial recognition, IAS 38 permits the revaluation of intangible assets at fair value if 
the existence of an active market can be demonstrated. This option is not permitted by US GAAP. 

The ‘cost model’ is the only option under US GAAP, leading to national comparability equal to 1 for the US. 
This issue is not applicable for 32% of the USA companies, but it is applicable to almost all European companies. 
The financial statements of European companies strongly converge towards the ‘cost model’, with high national 
comparability (T=0.837 for France; T=1.000 for Germany; T=0.942 for Italy; T=0.859 for United Kingdom). 

Thus the inclusion of the US significantly (p=.000) increases all comparability indicators, leading to the rejection 
of H0.  

Impairment test (of long-lived assets): the timing aspect (item 9) 

This item analyses when impairment is performed. Although both US GAAP and IFRS prescribe impairment of 
long-lived assets upon occurrence of the events (Table 2), some companies use different methods (Table 3). 
National comparability (Table 4 and 5) of the European companies is therefore not very high (T=0.596 for 
France; T=0.439 for Germany; T=0.375 for Italy; T=0.428 for United Kingdom;), thus, by also including US 
companies, the overall comparability increases, since the preferred option (‘only upon occurrence of the events ‘) 
is the same in European companies. These increases in comparability are however not statistically significant 
and hence there is insignificant evidence to reject H0. 

Inventory (item 10) 

The IFRSs do not permit the use of the LIFO method. If inventories are written down and there is an increase in 
value, a revaluation must be performed. In this respect, US GAAP is substantially in line with IFRS, as they 
propose the use of the lower of cost and market value. 

Market value is identified as current replacement cost, which must not exceed net realizable value or fall below it, 
net of normal profit margins. Unlike the IFRSs, goods may not be written back after being written down.  

National comparability is low for all countries and often the lowest of all the items. Although LIFO is permitted 
under US GAAP, only 14% of US companies use this option. The inclusion of US companies lowers all the 
comparability indices, and these changes are nearly always statistically significant. Hence hypothesis H0 is 
rejected. 

Investment property (item 11) 

While IFRS provides a choice between amortized cost and fair value, US GAAP requires the use of amortized 
cost. Compliance within the US results in perfect national comparability (T=1) while comparability in European 
nations is also high (T exceeding 0.96) with amortized cost being the most popular method in all countries. Note 
that although all US companies use amortized cost, the dominate method in Europe, international comparability 
overall and between countries actually decreases significantly when the US is included, leading to a rejection of 
H0. This occurs because European companies are more likely to have investment property not applicable, 
resulting in high comparability, while US companies tend to use cost, which is not comparable to the European 
companies using fair value and hence lowers comparability. Within country comparability, however, is 
significantly higher with the US due to the high comparability within the US. 
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Available-for-sale (AFS) financial assets (item 12) 

IAS 39 distinguishes between four different categories of financial assets: financial assets held for trading, held 
to maturity financial assets, loans and receivables and available for sale financial assets. This item relates to the 
measurement criterion for available for sale financial assets, which include all bonds and equities not included in 
the other categories (Note 3). 

Fair value (to equity) is the prevalent method in all countries, but less so for the US (58% of companies 
compared to from 68% in Italy to 86% in Germany). This lack of concentration on the dominant method by US 
companies results in significantly lower comparability indices when the US is included, leading to a rejection of 
H0. 

Provision for pension: actuarial gains and losses (item 13) 

IAS 19 analyzes all employee benefits: these benefits are recognized through a specific provision under balance 
sheet liabilities, while each year, an amount determined by three separate components is taken to profit or loss. 
The first component is the increase in the provision, while the second is interest expense due to the increase in 
the present value of the provision to reflect the passage of time, and the third, which constitutes one of the issues 
under analysis, is due to changes in the financial and demographic assumptions used for actuarial purposes. IAS 
19 offers two different alternatives for the full recognition of actuarial gains and losses in profit or loss: 1) 
changes due to the change in actuarial assumptions are taken to an equity reserve, where, in accordance with IAS 
1, they will be considered in a specific section of the Statement of Comprehensive Income as Other 
Comprehensive Income (OCI); 2) in place of the full recognition of actuarial gains and losses, the corridor 
approach may be adopted, in which only the difference in excess of 10% of the present liability to employees for 
defined-benefit plans is taken to profit or loss. The IASB has a project on this issue entitled ‘Post-employment 
benefits’ and in relation to which it published a Discussion Paper in 2008. 

US GAAP distinguishes between two alternatives: the recognition of actuarial gains and losses outside profit or 
loss and the recognition of actuarial gain and losses in profit or loss. In the former, US GAAP differs from IFRS 
as it provides for inclusion in the income statement and gains and losses can only be subsequently taken to (in 
the OCI) within certain limits. Subsequently, these gains and losses are amortized to profit or loss. In the latter, 
US GAAP is similar to IFRS, except for the corridor limits. 

National comparability is relatively low in all European countries due to the use of several methods, however in 
the US it is low due to 54% of the companies using a mix of methods and 20% not disclosing their method. This 
results in low national comparability of T = 0.314 in the US (compared to European comparability ranging from 
0.392 for Germany to 0.504 for the UK). The low level of comparability in the US significantly lowers 
comparability within countries when the US is included, but does not significantly change the overall or between 
country measures of comparability. Thus evidence is only provided to reject H0 for comparisons of companies 
within the same country. 

6. Conclusion 

This research investigates comparability of the consolidated financial statements of the largest European (France, 
Germany, Italy, the UK) and US companies. The time reference is the year 2009, the first year that was affected 
by the GFC (Global Financial Crisis) and by the joint actions of the IASB and FASB in response to the crisis, 
particularly as regards financial instruments and fair value accounting. The T index framework (Taplin, 2004, 
2011) was used to measure comparability. The analysis initially focused on financial comparability of European 
companies. Subsequently, the sample was expanded to include American companies in order to assess the 
resulting change in comparability. 

Results are presented both unconditionally and conditional on industry to ascertain the impact of only comparing 
companies that operate within the same industry. This is an important methodological advance, as it has been 
argued that only companies operating in similar circumstances should be expected to have comparable accounts 
in order to achieve full comparability and after country effects industry has been shown to be the next most 
important determinant of accounting policy choice (Jaafar & McLeay, 2007). While it is true that comparability 
is generally higher if only companies within the same industry sector are compared, this effect is generally small 
and overall conclusions are similar.  

The main objective of this study is to provide a judgment on the comparability of financial statements prepared 
under IFRS and US-GAAP: this issue is of particular interest in view of the effects that this will induce not only 
on the American and European but also on global financial markets. The main results of our research 
(summarized in Table 8) cause the following considerations and implications.  
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First, differences in the within country comparability values, with and without the US, amount to relating the 
comparability within the US with comparability within European countries. Table 8 suggests comparability can 
be both significantly higher (5 items) and significantly lower (5 items) within the US compared to within 
European countries. Thus conclusions concerning US GAAP or IFRS producing more comparable financial 
statements within a jurisdiction differ by item. To maximize comparability, any decision by standard setters to 
use IFRS or US GAAP should be made on a case by case basis for each item separately. 

Second, for 7 of the 13 items (Table 8), both overall and between country international comparability is 
significantly lower if the US is included with the European countries. This result reflects the serious difficulties 
linked to the achievement of real convergence even in relation to those items for which IASB and FASB are 
committed to the implementation of convergence projects (such as the plan for the IAS 1, revised 2007 regarding 
the Financial Statement Presentation). 

Third, for 4 of the 13 items international comparability, both overall and between countries, is significantly 
higher if the US is included. This result might be unexpected due to differences in the two standards. This 
significantly higher comparability generally occurs where options are provided under IFRS but not under US 
GAAP, but the US GAAP standard is already a common choice for European companies. In particular, this is the 
case for item 2 (income statement), item 7 (valuation of PPE) and item 8 (identifiable intangible assets). In other 
words, among European companies there was a trend to choose the IFRS option required under US GAAP. Thus, 
although items should be considered on a case by case basis for international comparability as well as within 
country comparability, it appears modifying IFRS to be consistent with US GAAP has merit for many items if 
the aim is to increase international comparability.  

Finally, this variation in conclusions by item is not explained by whether the item relates to presentation (items 1 
to 6) or measurement (items 7 to 13). Both types of items have approximately equal numbers of items with 
higher or lower comparability when the US is included compared to when it is excluded. However, the items that 
have suffered the strongest decrease in comparability due to the inclusion of the US are item 4 (terminology 
adopted) and item 5 (Financial statement presentation). Both these items are unable to alter financial statement 
values. 

One inference that can be drawn from these mixed results is while low comparability between company accounts 
is partially driven by different standards and national characteristics, a dominant factor in this low comparability 
is due to a lack of comparability between companies within the same countries. For example, the two items with 
the lowest overall comparability across these five countries are items 10 (inventory valuation) and 13 (provision 
for pension). The low comparability for these items on all measures, including national comparability within 
each country, suggests low comparability is driven by a lack of comparability within each country rather than 
from inconsistency between countries. This suggests the focus on differences in countries may be misdirected. It 
is possible there are legitimate reasons for companies to use different methods depending on their circumstances, 
however the results conditional on industry demonstrate that restricting comparisons to companies within the 
same industry produces similar results. Jaafar and McLeay (2007) showed that after country the next most 
important company characteristic was industry, with other factors such as size and listing status having minimal 
impact on the choice of accounting method. Therefore it is unclear whether any other company characteristics 
can explain this choice. 

These conclusions hold for many items where comparability is higher (eg. items 6, 7, 11 and 12). Comparability 
could be improved by removing options within IFRS and/or US GAAP but national differences do not play a 
major role. In these instances, comparability is lowered by only a few companies deviating from the most 
common method. As before, only comparing companies within the same industry only improves comparability 
slightly, suggesting the choice of different options chosen because companies operate in different circumstances 
does not justify this variation in method used.  

Item 5 (financial statement presentation) was the major item where comparability was high within Europe, high 
within the US, but low between these jurisdictions. In this case the need for an alignment between IFRS and US 
GAAP is most evident. Other items where reconciliation between IFRS and US GAAP would improve 
comparability can be interpreted as resulting from one of the two standards allowing options: either IFRS (items 
2, 3, 9) or US GAAP (items 4). Thus, in all cases except item 5, lack of comparability may be driven by options 
within a standard rather than by explicit differences between standards. The key issue is whether options are 
allowed within either or both standards rather than fundamental differences between standards. The need to 
eliminate options has previously been suggested in the literature, for example: ‘In our view the disadvantages for 
systematic differences outweigh the advantages of having options, so we encourage the IASB to continue its 
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efforts to remove options’ (Kvaal & Nobes 2010, p. 186). 

A recent line of research provides evidence of improvements in comparability from IFRS adoption by defining 
comparability in terms of stronger relationships between financial outputs such as earnings, stock price and cash 
flow (De Franco et al., 2011; Barth, Landsman, Lang, & Williams, 2012). This paper complements this research 
by taking a more direct approach of examining individual accounting items. This provides insights into where in 
financial statements comparability is low and the extent to which this is driven by differences between IFRS and 
US GAAP or driven by options available within either or both standards. While disregarding all the political and 
economic implications of the adoption of IFRS in the US, it is essential to assess the potential impact of IFRS 
adoption on the quality and comparability of US reporting practices, the ensuing capital market effects and the 
potential costs of switching from US GAAP to IFRS (Hail et al., 2010). It is clear that a greater global 
comparability of financial statements lead to a greater ease in movement of capital and thus in investment 
opportunities (Schipper, 2005; Joos & Leung, 2013). 

Future research may extend and enhance this study in several ways, including: extension to additional countries; 
extension to smaller companies; examining more recent time periods for more recent changes; and considering 
other factors that may influence accounting policy choice. After country, time period and industry sector 
considered in this study, the size of the company may influence policy choice (size of company was controlled 
for in this study be selecting the largest companies in each country). Future work may sample smaller companies 
as well and segment companies into small, medium and large companies before calculating T indices conditional 
on size instead of (or as well as) conditional on industry sector.  
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Notes 

Note 1. Publicly listed EU companies are required to adopt IAS/IFRS from fiscal year 2005. 

Note 2. The term ‘cosmetic’ is used by Kvaal and Nobes for three issues concerning the presentation of balance 
sheet and Statement of Changes in Equity. For more details see Kvaal and Nobes (2010) pp. 177-178. 

Note 3. With respect to equities, those classified as held for trading constitute an exception. They are recognized 
at market fair value, while changes in market fair value are recognized after making a choice that cannot be 
changed once it has been made: 1) all changes are included in the income statement (using the fair value through 
profit and loss method, which is mandatorily applied to all held for trading financial assets); 2) changes, i.e., 
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unrealized gains and losses, are recognized net of the tax effects, in net equity and taken to profit or loss when 
the corresponding assets are sold or impaired or when the receivable is collected. In the event of the latter, the 
impairment may be taken to profit or loss immediately, if it is considered of a long-term nature, without being 
taken to net equity and later eliminated and recognized in the income statement. US GAAPs provide a 
substantially similar definition, except for the fact that the category excludes unlisted equities. Changes in 
market fair value are taken to the statement of comprehensive income and the potential difference relates to the 
recognition of the loss that could be provided for. 
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