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Mixnapozani crangaptu ¢inancosi 3BitHocti (IFRS)
MaloTh Ha MeTi 3a0e3neYnTH yHi(iKoBaHI MPUHIMIH, SKi
0 cCOpusiid 3pPOCTaHHIO IIOOAJIBHOI  CITIBCTAaBHOCTI
¢inancoBux 3BiTiB. IFRS BuKIazeHi aHriicbko0 MOBOO
1 3roioM OyJH TepeKIajieHi Ha iHIn MoBH. B cBoto uepry,
¢inancoBi 3BiTH, miarorosneni 3rigHo IFRS wacro
MepeKyIalaloThesl Ha  aHMIIHCBKY MoBY. KymbTypHi
BIIMIHHOCTI ~ 30UIBLIYIOTH  PU3UK  HENPAaBHIBHOTO
nepekyiazly Ta HenpaBWIbHOI meperadi iHdopmanii min
Yac MHCBMOBOI'O Ta YCHOIO MEpeKNaay CTaHgapTiB i
3BITIB.

VY naHiii poOOTI MU MiACyMOBYEMO CYdYacHy JiTepa-
Typy y cdepi ¢iHaHcoBOi 3BITHOCTI Ta mepekiany. Mu
BUKOPDHCTOBYEMO SIKICHUHM TiIXil Ta JEMOHCTPYEMO
MOXITUBOCTI JIJIsI TIepeKIajy 3 KilbkoMa MpHUKIanamMu. Mu
MPOITOHYeMO cpepr Uil TONANIBIIOTO BUBYEHHS SIK
obupanace  Ttepminonoris  IFRS, mnepekinamena 3
AHTJIIHCHKOT MOBH, 3 MOBH OPHTIHATY HA MOBY TIEpEKIay
1 SK JIOCHIAHWUKM HAMararoThCsl BU3HAYUTH BIUIUB
HEBIPHUX TIEPEKJIaJiB HA CIIBCTaBHICTh (DiHAHCOBUX
3BITIB.

Mu miIBOAMMO MIACYMKH, OIUCYIOYH MOJKJIMBI
pilleHHsT TpoOJIeMU TepeKiIany Ta BIPOBAKEHHS.
BaxknuBuM 11 BAAJOro Iepekiany OyXraJdTepChbKHX
TEKCTIB Ta 3BITIB € PO3yMIiHHS MEpeKajayeM He JIHIIe
TEXHIYHOI TepMiHONOrii, a i OCHOBHHMX il TEKCTy
OpuriHaTy, a TaKoX KYyJIbTYpH 1  COILIaJbHUX
XapaKTEepPUCTUK MOBH MepeKIIary.
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International financial reporting standards (IFRS) aim to
provide unified guidance that would result in increased global
comparability of financial reports. Because |FRS is written in
English and subsequently trandated to other languages,
cultural differenes give rise to high potential for
mistranslation and miscommunication when trandating and
interpreting standards and reports. Crucial for successful
tranglation is the tranglator’s understanding of not only
technical terminology but also the underlying concepts.

Keywor ds — TFRS, translation, financial reporting, cultural
differences, globalization, convergence.

[. Introduction

Financial reporting is a means of communicating
company’s financial and non-financial information to the
public. In the past, when financial reporting functioned
primarily internally, either within a company or within a
country, senders and receivers of the information were
relatively homogenous, therefore the quality of the
communication was high because there was no need for
translation from one language to another. With increased
globalization, all of the groups involved in the preparation
and interpretation of financial reports increased in
complexity, where companies are becoming global in
operations and investors are participating in markets
outside their home countries.

Many levels of communication are involved in
financial reporting, with each playing out not only on a
local but also on an international plane. Communication
with employees, managers, suppliers, customers,
creditors, regulators, government, and other stakeholders
occurs primarily during the following three phases of
financial reporting:

internal company communication of data during the
preparation of the financial report,

communication during the audit of the financial
report,

interpretation of the financial report by investment
firms or individual investors and other stakeholders.

When two or more parties, each with a different
cultural and linguistic background, participate in
accounting and financial reporting communication,
misunderstanding can occur on three different levels:

1) translation of words;
2) translation of meaning;
3) interpretation of the translation.

Global accounting standards convergence is
accelerating since the European Union’s 2002 regulation
mandating International Financial Reporting Standards
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(IFRS) for all public companies listed in the EU and the
execution of the Norwalk Agreement between Financial
Accounting Standards Board (FASB) and International
Accounting Standards Board (IASB). Convergence has
been supported by the notion that a single set of high-
quality global accounting standards is an important means
of enhancing comparability of financial statements.
Recent studies have shown that convergence has
contributed to greater comparability in financial reporting;
however, other research suggests that national culture
could undermine a consistent application of IFRS across
countries and convergence of standards may not
automatically lead to comparability in financial reporting.

This paper shows that successful translation in the
context of international financial reporting does not
merely depend on the use of the correct language but also
on professional and cultural familiarity with both original
and target environments and languages. Current literature
focuses on the translation of standards and financial
reports; we will discuss how financial reporting quality,
comparability and financial standard convergence are
impacted by various cultural factors. The differences in
financial reporting environments cause different results
when applying seemingly same standards.

Il. Impact of Culture on Differences
in Financial Reporting

Stakeholders use information provided by financial
statements in their decision-making process and although
the use of information is more or less the same worldwide
(decision making), the quality, quantity and means of
communication of financial information differs according
to the location of the company. Each country has a
different mix of influences on financial reporting, which
result from different environmental and cultural
characteristics. The most important influences with
differences that have been identified in literature and as
included in financial reporting and accounting textbooks
by David Alexander et. al. are the following [1]:

- provision of finance,

- existing legal system,

- link between accounting and taxation,
- cultural differences.

The provision of finance refers to whether creditors
(insiders) or equity (outsiders) is used to finance company
operations. According to Alexander and Britton, the
following Table 1 presents several examples of
shareholder versus debt-holder oriented countries.

The two types of legal systems developed in the
western world are common law and code law. Common
law system is developed from case law instead of general
rules applicable to wvarious cases. In this system,
accounting rules are prescribed by professional
organizations and private sector, and generally company
law is minimal. In contrast, code law system is
characterized by many rules, often very detailed, which
aim to prescribe guidance in all situations. This system
developed originally in Roman law and is historically
used in continental Europe. Code law system includes

accounting regulation and financial reporting must
comply with a set of detailed rules.

Table 1
Provision of finance examples
Shareholder oriented Credit, family, state
ownership oriented ownership
United States Germany
United Kingdom France
The Netherlands Belgium
Australia Spain
Canada Czech Republic

In some countries, a strong link between accounting
and taxation exists, for example majority of countries will
use some form of financial result as a starting point for
figuring taxable amount. For example in Belgium,
amounts can be tax deducted only if they are reported as a
financial deduction. In such situations, financial reporting
can become influenced by tax-related decisions. Financial
reporting is most often influenced in countries with more
debtor-oriented approach. In investor-oriented countries,
the link is much weaker, the measurement and recognition
rules and estimates used in the tax accounts can differ
from the valuation rules used in the preparation of the
financial statements published for all external
stakeholders. The financial to tax link can also vary with
time, as the fiscal policy of a country changes.

According to accounting research, cultural differences
play an important role in the reporting and disclosure
behaviour in financial statements. One well-known way of
analyzing human culture is that of Dutch anthropologist,
Geert Hofstede, who developed his theories of cross-cultural
communication through interviews with international
business persons. According to Hofstede, each culture must
deal with questions that can be resolved according to a series
of dimensions, which results in a unique gestalt for each
society, depending on the intensity of its tendency towards
one or another end of each culture dimension spectrum [2].
In1984, Hofstede surveyed a multinational firm IBM and
identified the following four characteristics, which
determined the differences in reporting: 1) individualism, 2)
power distance, 3) uncertainty avoidance and 4) masculinity.

Hofstede found that in contrast to collectivistic
societies, where a tightly knit social framework provides
resources for everyone, people in individualistic societies
are expected to take care of themselves and their family
independently. Power distance aspect considers how
society handles inequality among people, where societies
with large power distance accept a hierarchical order with
no further justification. In societies with weak uncertainty
avoidance exits a more relaxed atmosphere in which
practice counts more than principles and deviance is more
easily tolerated. Lastly, masculinity versus femininity
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refers to the values that society prefers: achievement and
assertiveness versus relationships and caring for the weak.

Based on Hofstede’s classification scheme, Gray
(1988) defined “accounting values” which are formed and
influenced by the different cultural values and outlined
relationships between social and accounting values and
accounting practice [3].

Lastly, Professor Zeff from Rice University in
Houston outlined the following four cultures that differ
from one country to the next, which he identified as one
of the factors that could impede or interfere with
promoting genuine worldwide comparability [4]:

- Business and financial culture
- Accounting culture

- Auditing culture

- Regulatory culture

Based on the research discussed in this section, we
conclude that culture impacts not only how financial
information is communicated, but the essence, definition
and understanding of what financial information is how it
should be used also differs, therefore implementing
identical standards will not produce identical reports.

lll. The Role of Translation
in Financial Reporting

In the previous section, we explained that a specific
accounting system in a particular country or a jurisdiction
(by accounting system we mean the financial reporting
standards and practices, type of accounting regulator and
strength of the accounting profession) is a result of
various local characteristics or influences. The problem
arises when financial reporting rules such as IFRS do not
result from national characteristics but are imposed on
them from the outside. In the case of IFRS, the European
Union requires these for all publicly traded companies
since 2005. And in the name of globalization and
economic progress, IFRS is set to be used in most
countries, including USA, by 2016. The question is
whether all of the countries required to use IFRS have an
accounting environment ready for these standards to be
effectively imposed.

Communication and language are a crucial part of a
country’s accounting environment; the IASB operates and
publishes its standards in English, although there are
approved translations in several languages. Before we
discuss the issue of translation, we would like to point out
that even within English itself, same terminology is not
always synonymous. For example, the IASB uses a
mixture of UK and US terms but the Fourth EU Directive
tends to use UK terms.

Lisa Evans from Stirling University in Scotland has
undertaken most recent research in the field of accounting
language and translation and in 2010; she teamed up with
Rachel Baskerville and published a report commissioned
by the Institute of Chartered Accountants of Scotland,
called “The darkening glass: Issues for translation of
IFRS”, addressing the issues with translation of IFRS [5].
The authors concluded that enforcing IFRS may not be
sufficient to ensure equivalent quality of financial
reporting. Among others, they listed the following

reasons: the remaining influence of local traditions and
cultures, including legal and political systems; financial
markets; corporate governance arrangements; and
auditing and enforcement of regulation. An additional
problem is the translation of IFRS from the original
English into other languages. The report further identifies
specific issues which arise in the translation of accounting
terminology, explores the implications of these issues and
makes recommendations for stakeholders in IFRS
adoption and translation.

The report summarizes the survey results of authors
and translators of textbook on financial reporting and
finds the following four problem areas:

- Non-equivalence of terminology, mainly because
accounting concepts in any language are part of
that language community’s accounting culture;
Syntax and grammar, where subtleties ay be
expressed in different ways, and literal
translation is usually not possible;

Legal framework, referring to the common vs.
code law system discussed in the second section,
where for example the concept of substance over
form is not common in the code law system
countries;

Underlying cultural differences, citing them to be
among the strongest causes of accounting
differences, including differences in concepts
such as prudence, reasonable, and materiality.

Evans and Baskerville conclude that knowing and
understanding the original wording of accounting concepts
and foreign languages are essential in appropriate
translations. The authors shared several solutions to
translation problems, including practical technical solutions,
for example explanatory notes, paraphrasing, or retaining the
English original term without translation. The most
fundamental issue identified by the survey was translator’s
familiarity with the accounting cultures of both source and
target language. Lastly, the report stresses that the standards
themselves need to be worded so they lend themselves to
easy translation.

Worth mentioning here are Evans’ other works on the
language of accounting, addressing not only issues with
translation, but also history of accounting terminology,
shedding light on the influence of syntax, grammar and
terminology on accounting translations. Evans builds in
her papers on her study from 2004, which focused on the
language, translation and the problem of international
accounting communication, where she concluded that the
choice of an inappropriate label in the translation of
accounting terminology is detrimental to international
accounting communication and creates problems for users
and preparers of translated financial statements as well as
for researchers in, and students of, international
accounting and for those involved in harmonization and
standardization of accounting [6].

V. Conclusion

Recent studies have shown that convergence has
contributed to greater comparability in financial reporting;
however, other research suggests that national culture could
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undermine a consistent application of IFRS across countries
and convergence of standards may not automatically lead to
comparability in financial reporting [7].

From the survey of recent literature on the subject is
evident that, from language and communication
perspective, many potential reasons for international
accounting differences are still relevant under IFRS. As in
any field, there is a risk that the process of translation will
change or lose meaning from the original version, in this
case English. IFRS themselves are aimed at being easy to
translate, and their creators try to mitigate and prevent
some of the issues with misunderstanding and translation.
For example, the IASB is composed of members of
various nationalities representing several languages.

Combine the IFRS translation problems with other
communication issues such as understanding of
underlying concepts and limited communication methods
such as e-mail, questionnaires, etc., the potential for
miscommunication is high. Significant problem with
effective communication remains because in the case of
international communication, the parties’ background and
understanding is different, which means that a good
Czech accountant and an equally good U.S. accountant do
not necessarily have the same background and therefore
may not come to the same conclusion using the same
standard. For continental Europe, IFRS is a different
(Anglo-Saxon) approach — emphasis on new concepts and
the recognition, measurement and disclosure approach.

Business, demand and supply of finance are global
and although communication problems do adversely
impact the comparability of financial reports, the question
remains whether this issue is material to the financial
statements or not and what impact does it have on asset
pricing; research in this area is almost nonexistent.
Emphasis needs to be on the reasons and on general
principles than on differences between local and foreign
standards. Application of IFRS will, a subjective process
of necessity, will continue to be influenced by the context
and environment in which the application takes place.

Many accounting professionals involved in either part of
the financial reporting process need not only to master a
subject new to them but also do so in a language that is not
their first. One added difficulty is that there are several forms
of the English language, particularly for accounting terms.
UK terms and US terms are extensively different.

Language has two distinctive roles. The specific
terminology in financial reporting calls for high quality
translations of financial reporting rules in order for the rules
to be applied consistently and accurately. However, language
in financial reporting is not used only as written means of

communicating the rules — it is also used as a spoken means
to inquire, explain and convey information within

With the use of English as lingua franca for financial
reporting being complicated, imagine how each local country
will deal with translation and communication issues. The
auditors and accountants in non-English speaking countries
need to know not only the technical issues but also be able to
understand and translate the terminology.

Crucial part of improving the effectiveness of IFRS
will include training for people in the financial reporting
language of the future. New is not so much that new
standards are replacing old standards. New is that as a
result of the political decision to use IFRS in the future
accounting is no longer a national matter, which differs
from country to country. The financial reporting language
of the future is an international language and this requires
an international approach in the teaching of that language.

In the world where globalization is causing merging of
cultures and languages, where, like species, languages are
also dying out, the topic of communication and translation
may be irrelevant in the future. For now, though, it is an
issue which impacts the quality of our inter-cultural
communication in all areas, including financial reporting
and accounting.
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