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Abstract 

International Financial Reporting Standards (IFRS) constitute a globally recognized body of accounting principles 

issued by the International Accounting Standards Board (IASB) with the objective of bringing transparency, 

accountability, and comparability to financial reporting worldwide. This paper provides a comprehensive 

examination of IFRS, tracing its historical development from the International Accounting Standards Committee 

(IASC) era through the creation of the IFRS Foundation and the IASB. It analyzes the conceptual framework 

underpinning IFRS, surveys the major standards governing revenue, leases, financial instruments, and insurance 

contracts, and evaluates the practical and theoretical distinctions between IFRS and United States Generally 

Accepted Accounting Principles (US GAAP). The paper further discusses the benefits and criticisms associated 

with IFRS adoption, reviews empirical evidence on capital market effects, and considers emerging developments 

such as sustainability reporting under the newly established International Sustainability Standards Board (ISSB). 

The analysis concludes that while IFRS has achieved substantial success in harmonizing global accounting 

practice, full convergence remains an ongoing and politically sensitive project, particularly with respect to the 

United States, which continues to apply US GAAP for domestic filings. 
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1. Introduction 

Financial reporting serves as the primary mechanism through which businesses communicate their economic 

performance and position to investors, creditors, regulators, and other stakeholders. In an increasingly 

interconnected global economy, the existence of divergent national accounting standards has historically posed 

significant challenges for cross-border investment, comparability of financial statements, and the efficient 

allocation of capital. International Financial Reporting Standards (IFRS) emerged as a response to this 

fragmentation, offering a single set of high-quality, understandable, and enforceable global accounting standards. 

IFRS is developed and maintained by the International Accounting Standards Board (IASB), an independent 

standard-setting body operating under the oversight of the IFRS Foundation. As of the mid-2020s, IFRS Standards 

are required or permitted in more than 140 jurisdictions, including the European Union, the United Kingdom, 

Australia, Canada, and much of Asia, Africa, and Latin America, making it the most widely adopted accounting 

framework in the world. 

This paper examines IFRS from multiple perspectives: its historical origins and institutional structure; its 

conceptual and technical foundations; the substance of its major standards; its comparative relationship to US 

GAAP; the empirical evidence on its economic consequences; and the challenges it continues to face, including 

the unresolved question of US adoption and the emerging frontier of sustainability-related disclosures. 
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2. Historical Background and Evolution 

2.1 The International Accounting Standards Committee (1973–2001) 

The origins of IFRS trace back to 1973, when the International Accounting Standards Committee (IASC) was 

formed by professional accountancy bodies from Australia, Canada, France, Germany, Japan, Mexico, the 

Netherlands, the United Kingdom, Ireland, and the United States. The IASC's mandate was to develop 

International Accounting Standards (IAS) that could serve as a common accounting language for companies 

operating internationally. Between 1973 and 2001, the IASC issued 41 IAS standards, many of which continue to 

form the backbone of current IFRS, such as IAS 1 (Presentation of Financial Statements), IAS 2 (Inventories), 

and IAS 16 (Property, Plant and Equipment). 

2.2 Formation of the IASB and the IFRS Foundation (2001) 

In 2001, the IASC was restructured and replaced by the International Accounting Standards Board (IASB), 

operating under the oversight of the newly created International Accounting Standards Committee Foundation, 

later renamed the IFRS Foundation. This restructuring was intended to create a more independent, technically 

focused, and better-funded standard-setter, modeled partly on the structure of the US Financial Accounting 

Standards Board (FASB). From this point forward, new standards were issued under the IFRS label, while 

previously issued IAS standards that were not superseded remained in force alongside them. 

2.3 The European Union Adoption (2005) and Global Expansion 

A pivotal moment in IFRS history occurred in 2005, when the European Union mandated that all publicly listed 

companies in member states prepare their consolidated financial statements in accordance with IFRS. This single 

decision instantly made IFRS the accounting framework for thousands of major corporations across Europe and 

provided significant momentum for adoption elsewhere. Australia, New Zealand, and Hong Kong adopted IFRS-

equivalent standards around the same period, and over the following two decades, the majority of G20 economies 

incorporated IFRS into their domestic reporting requirements, either through direct adoption or convergence 

programs. 

2.4 The Norwalk Agreement and US Convergence Efforts (2002–2011) 

In 2002, the IASB and the FASB signed the Norwalk Agreement, committing both boards to work toward 

convergence between IFRS and US GAAP. This effort produced several joint projects, most notably on revenue 

recognition (culminating in IFRS 15 and the analogous US standard ASC 606, issued as substantially converged 

standards in 2014) and, to a lesser extent, on leases and financial instruments. However, full convergence was 

never achieved, and by the mid-2010s the two boards had largely diverged in their approaches to leases and 

impairment of financial assets, with the FASB pursuing its own path on lease accounting (ASC 842) distinct from 

IFRS 16. 

 

Figure 1. Key milestones in the evolution of IFRS, 1973–2023. 
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3. The IFRS Foundation and IASB: Institutional Structure 

The governance of IFRS is organized through a multi-tiered institutional structure designed to balance technical 

independence with public accountability. 

The IFRS Foundation Monitoring Board: composed of public capital market authorities (including securities 

regulators), this body provides a formal link between the IFRS Foundation and public authorities, overseeing the 

Trustees and approving appointments. 

The Trustees of the IFRS Foundation: responsible for governance, fundraising, and oversight of the IASB's due 

process, but not for setting technical accounting content. 

The International Accounting Standards Board (IASB): the independent standard-setting body responsible for 

the development and issuance of IFRS Standards and IFRS Interpretations, following an extensive due process 

involving discussion papers, exposure drafts, and public consultation. 

The IFRS Interpretations Committee: assists the IASB by providing timely guidance on the application of 

IFRS Standards where divergence in practice has emerged or is likely to emerge. 

The IFRS Advisory Council: provides strategic advice to the Trustees and the IASB from a broad range of 

geographic and professional constituencies. 

Since 2021, the IFRS Foundation has also overseen the International Sustainability Standards Board (ISSB), 

reflecting an expansion of its mandate beyond traditional financial reporting into sustainability-related disclosures, 

discussed further in Section 10. 

 

Figure 2. Governance structure of the IFRS Foundation and IASB. 

4. The Conceptual Framework for Financial Reporting 

Underpinning all individual IFRS Standards is the Conceptual Framework for Financial Reporting, most recently 

revised in 2018. The Conceptual Framework does not itself constitute a standard and does not override any specific 
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IFRS requirement; rather, it serves as a reference for the IASB when developing new standards and assists 

preparers in situations not specifically addressed by existing standards. 

4.1 Objective of General Purpose Financial Reporting 

The Conceptual Framework identifies the primary objective of financial reporting as providing information about 

the reporting entity that is useful to existing and potential investors, lenders, and other creditors in making 

decisions about providing resources to the entity. 

4.2 Qualitative Characteristics 

The Framework distinguishes between fundamental qualitative characteristics and enhancing qualitative 

characteristics. Relevance and faithful representation are identified as fundamental characteristics, meaning that 

information must both be capable of making a difference in users' decisions and must faithfully depict the 

substance of what it purports to represent, encompassing completeness, neutrality, and freedom from error. 

Comparability, verifiability, timeliness, and understandability are treated as enhancing characteristics that increase 

the usefulness of information that is already relevant and faithfully represented. 

4.3 Elements of Financial Statements 

The 2018 Conceptual Framework defines five elements of financial statements: an asset (a present economic 

resource controlled by the entity as a result of past events), a liability (a present obligation to transfer an economic 

resource as a result of past events), equity (the residual interest in the assets after deducting liabilities), income 

(increases in assets or decreases in liabilities resulting in increases in equity, other than contributions from equity 

holders), and expenses (the corresponding decreases). These definitions place particular emphasis on the notion 

of control and the existence of a present obligation, providing the conceptual basis for recognition principles 

applied throughout individual standards. 

4.4 Measurement Bases 

The Framework recognizes multiple measurement bases, including historical cost, fair value, value in use, and 

current cost, acknowledging that no single measurement basis is appropriate for all elements in all circumstances. 

The choice of measurement basis for a particular class of asset or liability is instead determined by the specific 

IFRS Standard applicable to it, informed by considerations of relevance and faithful representation. 

5. Overview of Major IFRS Standards 

IFRS comprises a large body of individual standards addressing specific areas of financial reporting. The table 

below summarizes several of the most significant standards currently in force. 

Standard Title Core subject matter 

IFRS 9 Financial Instruments Classification, measurement, and impairment 

(expected credit loss model) of financial assets and 

liabilities 

IFRS 15 Revenue from Contracts with Customers Five-step model for recognizing revenue as 

performance obligations are satisfied 

IFRS 16 Leases Single lessee accounting model bringing nearly all 

leases onto the balance sheet 

IFRS 17 Insurance Contracts Measurement of insurance liabilities using current, 

risk-adjusted estimates 
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Standard Title Core subject matter 

IFRS 3 Business Combinations Acquisition method for accounting for mergers and 

acquisitions 

IFRS 13 Fair Value Measurement Single framework for measuring and disclosing fair 

value 

IAS 1 Presentation of Financial Statements Overall requirements for structure and minimum 

content of financial statements 

IAS 2 Inventories Cost measurement and recognition of inventories as 

an expense 

IAS 12 Income Taxes Accounting for current and deferred tax 

consequences 

IAS 16 Property, Plant and Equipment Recognition, measurement, depreciation, and 

revaluation of PP&E 

IAS 36 Impairment of Assets Ensuring assets are not carried above recoverable 

amount 

IAS 37 Provisions, Contingent Liabilities and 

Contingent Assets 

Recognition criteria and measurement of provisions 

IAS 38 Intangible Assets Recognition and measurement of identifiable non-

monetary assets without physical substance 

 

5.1 IFRS 9 – Financial Instruments 

IFRS 9, effective from 2018, replaced IAS 39 and introduced a forward-looking expected credit loss (ECL) model 

for the impairment of financial assets, in contrast to the previous incurred loss model. Under IFRS 9, financial 

assets are classified into one of three measurement categories, amortized cost, fair value through other 

comprehensive income, or fair value through profit or loss, based on both the entity's business model for managing 

the assets and the contractual cash flow characteristics of the instruments. The ECL model, developed partly in 

response to criticisms following the 2008 global financial crisis that incurred-loss impairment recognized losses 

too late, requires entities to recognize a loss allowance based on expected credit losses at initial recognition and 

to update that allowance for changes in credit risk over the life of the instrument. 

5.2 IFRS 15 – Revenue from Contracts with Customers 

IFRS 15, effective from 2018, established a single, comprehensive revenue recognition model applicable across 

virtually all industries and contract types, replacing the previous standards IAS 18 (Revenue) and IAS 11 

(Construction Contracts). The standard is built around a five-step model: identifying the contract with a customer; 

identifying the separate performance obligations in the contract; determining the transaction price; allocating the 

transaction price to the performance obligations; and recognizing revenue as, or when, each performance 

obligation is satisfied. This model shifted revenue recognition away from a risk-and-rewards approach toward a 
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control-based approach, and it was developed jointly with the FASB, resulting in substantially converged 

standards under IFRS and US GAAP. 

 

Figure 3. The IFRS 15 five-step model for revenue recognition. 

5.3 IFRS 16 – Leases 

IFRS 16, effective from 2019, fundamentally changed lessee accounting by eliminating the previous distinction 

between operating and finance leases for lessees. Under IFRS 16, lessees are required to recognize a right-of-use 

asset and a corresponding lease liability for substantially all leases on the balance sheet, with limited exemptions 

for short-term leases and leases of low-value assets. This represented a significant departure from prior practice, 

under which operating leases were kept off-balance-sheet, and it markedly increased reported assets and liabilities 

for lessees in sectors such as retail, airlines, and telecommunications. Notably, the FASB's equivalent standard, 

ASC 842, retained a dual classification model for lessees, creating one of the more consequential remaining 

divergences between IFRS and US GAAP. 

 

Figure 4. Illustrative effect of IFRS 16 adoption on reported assets and liabilities (indexed, base = 100). 

5.4 IFRS 17 – Insurance Contracts 

IFRS 17, effective from 2023, replaced the interim standard IFRS 4 and introduced a current, risk-adjusted, and 

explicit measurement model for insurance contract liabilities. IFRS 17 requires insurers to measure insurance 

contracts using updated estimates and assumptions, reflecting the time value of money and explicit risk 

adjustments, and to recognize profit over the period in which insurance coverage is provided rather than at contract 
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inception. Widely regarded as one of the most complex standards ever issued by the IASB, IFRS 17 required 

substantial systems and process changes across the global insurance industry. 

5.5 IFRS 3 and IFRS 13 

IFRS 3 (Business Combinations) requires the use of the acquisition method for business combinations, under 

which identifiable assets acquired and liabilities assumed are measured at fair value at the acquisition date, with 

any excess of consideration transferred over net identifiable assets recognized as goodwill. IFRS 13 (Fair Value 

Measurement) provides a single, consistent framework for measuring fair value across all IFRS Standards that 

require or permit fair value measurement, defining fair value as an exit price and establishing a three-level 

hierarchy for the inputs used in valuation techniques. 

6. Comparative Analysis: IFRS versus US GAAP 

Despite decades of convergence efforts, meaningful differences persist between IFRS and US GAAP. The most 

fundamental distinction lies in philosophy: IFRS is generally described as principles-based, providing an 

overarching objective and requiring the exercise of professional judgment in applying it to specific transactions, 

whereas US GAAP is often characterized as rules-based, providing detailed, bright-line guidance intended to 

reduce judgment and increase consistency, though this characterization is somewhat overstated given the 

extensive interpretive guidance that has developed around IFRS in practice. 

Basis IFRS US GAAP 

Governing body International Accounting Standards 

Board (IASB) 

Financial Accounting Standards Board 

(FASB) 

Approach Principles-based; relies on professional 

judgment 

Rules-based; detailed, prescriptive 

guidance 

Inventory costing LIFO prohibited LIFO permitted 

Inventory write-down 

reversal 

Permitted if value recovers Prohibited once written down 

Development costs Capitalized once criteria met Generally expensed as incurred 

Revaluation of 

PP&E/intangibles 

Permitted (revaluation model) Not permitted; historical cost only 

Impairment reversal Permitted for most assets (not goodwill) Prohibited for all long-lived assets 

Financial statement order Least liquid to most liquid (often) Most liquid to least liquid 

Extraordinary items Not permitted (prohibited since 2015 

convergence work) 

Historically presented separately; concept 

eliminated in 2015 update 

Lease accounting (lessee) Single on-balance-sheet model (IFRS 16) Dual classification: operating and finance 

(ASC 842) 
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These differences carry practical consequences for financial statement analysis. For example, the prohibition of 

LIFO under IFRS means that inventory valuation and cost of goods sold can differ materially from US GAAP 

reporters in industries with rising input costs, while the permissibility of asset revaluation under IFRS (though 

rarely used in practice outside of certain jurisdictions) can produce balance sheets with a different basis of 

measurement than their US GAAP counterparts. Analysts and investors evaluating companies across these two 

frameworks must therefore exercise care in making direct comparisons of key financial ratios. 

7. Global Adoption and the Question of US Convergence 

As of the mid-2020s, IFRS Standards are required for domestic listed companies in the large majority of 

jurisdictions worldwide, including the European Union, United Kingdom, Australia, Brazil, Canada, South Korea, 

South Africa, and most of the Gulf Cooperation Council states. Japan permits voluntary IFRS adoption for listed 

companies, and a growing number of Japanese multinationals have elected to do so. China has adopted accounting 

standards substantially converged with IFRS, though not identical to it. 

The United States remains the most significant jurisdiction that has not adopted IFRS for domestic filings. The 

Securities and Exchange Commission (SEC) permits foreign private issuers to file financial statements prepared 

under IFRS as issued by the IASB without reconciliation to US GAAP, a concession granted in 2007, but US 

domestic registrants continue to report exclusively under US GAAP. Periodic discussions about a potential US 

transition to, or convergence with, IFRS have occurred since the mid-2000s, but no formal roadmap for mandatory 

US adoption has been adopted, and the FASB and IASB now generally set standards independently, cooperating 

on specific projects rather than pursuing comprehensive convergence. 

 

Figure 5. Illustrative share of jurisdictions requiring or permitting IFRS for listed companies, by region. 

Figures are approximate and intended to show relative regional patterns rather than precise counts. 

8. Benefits of IFRS Adoption 

• Comparability across borders: a common accounting language facilitates comparison of financial 

statements prepared by companies domiciled in different countries, supporting cross-border investment analysis. 

• Reduced cost of capital: empirical research has associated mandatory IFRS adoption with reductions in 

information asymmetry and, in some studies, a lower cost of equity capital, particularly in jurisdictions with strong 

enforcement regimes. 
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• Improved access to international capital markets: companies reporting under an internationally 

recognized framework may find it easier to list on foreign exchanges or attract foreign institutional investors. 

• Simplification for multinational groups: corporate groups with subsidiaries across multiple IFRS 

jurisdictions can prepare consolidated accounts using a single set of accounting policies, reducing the 

administrative burden of reconciling between national frameworks. 

• Enhanced transparency: standards such as IFRS 9, IFRS 16, and IFRS 17 were each designed, at least in 

part, to close gaps that had previously allowed economically significant exposures, credit losses, lease obligations, 

and insurance liabilities respectively, to remain insufficiently visible in financial statements. 

9. Challenges and Criticisms 

9.1 Costs of Transition and Ongoing Compliance 

Transitioning to IFRS entails substantial one-time and ongoing costs, including staff training, systems 

modification, and the restatement of historical financial information for comparative purposes. For complex 

standards such as IFRS 17, transition costs for large insurers have run into the hundreds of millions of dollars in 

some cases, reflecting the scale of actuarial, systems, and process changes required. 

9.2 Enforcement and Consistency of Application 

Because IFRS is principles-based, its practical application can vary across jurisdictions depending on the strength 

of local enforcement mechanisms, the quality of local audit oversight, and the maturity of local capital market 

regulation. Research has documented that the comparability benefits of IFRS adoption are considerably stronger 

in jurisdictions with robust enforcement infrastructure than in those without it, suggesting that formal adoption of 

IFRS is not, by itself, sufficient to guarantee comparability in practice. 

9.3 Political and Sovereignty Concerns 

Standard-setting under IFRS is conducted by an international, London-based board that is not directly accountable 

to any single national legislature. Some jurisdictions, most notably the United States, have expressed concern 

about ceding domestic accounting standard-setting authority to a body outside their direct political control, a 

concern that has contributed to the continued absence of a US IFRS adoption mandate. 

9.4 Complexity of Specific Standards 

Certain IFRS Standards, particularly IFRS 9, IFRS 16, and IFRS 17, have been criticized for their complexity and 

the significant judgment they require, for instance in estimating expected credit losses or in determining discount 

rates and risk adjustments for insurance contracts. Critics argue that this complexity can itself undermine 

comparability, as different entities may reach different, defensible conclusions when applying the same principle 

to similar facts. 

10. Emerging Developments: Sustainability Reporting and the ISSB 

In 2021, the IFRS Foundation established the International Sustainability Standards Board (ISSB) to develop a 

global baseline of sustainability-related disclosure standards for use by capital markets, in response to growing 

investor demand for consistent and comparable information on climate and other sustainability-related risks and 

opportunities. In 2023, the ISSB issued its first two standards, IFRS S1 (General Requirements for Disclosure of 

Sustainability-related Financial Information) and IFRS S2 (Climate-related Disclosures), which build on the 

recommendations of the earlier Task Force on Climate-related Financial Disclosures (TCFD). 

The creation of the ISSB represents a significant expansion of the IFRS Foundation's mandate beyond traditional 

financial statement reporting, reflecting a broader trend toward the integration of financial and non-financial (or 

sustainability-related) information for investor decision-making. A number of jurisdictions, including the United 

Kingdom, Australia, and several Asian markets, have begun incorporating IFRS Sustainability Disclosure 

Standards into their domestic regulatory frameworks, while the relationship between ISSB standards and other 
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sustainability reporting regimes, such as the European Union's Corporate Sustainability Reporting Directive 

(CSRD), continues to evolve. 

11. Conclusion 

International Financial Reporting Standards have, over the course of five decades, evolved from a modest effort 

at harmonizing national accounting practices into the dominant global financial reporting framework, adopted or 

referenced in some form by the large majority of the world's economies. The principles-based orientation of IFRS, 

its overarching Conceptual Framework, and its continuously updated body of specific standards have collectively 

contributed to greater transparency and comparability in global financial reporting, while empirical research 

suggests that the realization of these benefits depends heavily on the quality of local enforcement and institutional 

infrastructure. 

Notwithstanding this progress, IFRS continues to face significant challenges, including the costs of 

implementation, the risk of inconsistent application across jurisdictions, and the unresolved question of eventual 

convergence with, or adoption by, the United States. The recent creation of the International Sustainability 

Standards Board signals that the scope of international standard-setting is likely to continue expanding beyond 

traditional financial statements into broader sustainability-related disclosures, suggesting that the evolution of 

IFRS, and of global financial reporting more broadly, remains very much an ongoing project rather than a 

completed one. 
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