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Abstract

Difference on characteristics in various countries will influence the implementation of
accounting standard. Such conditions may include economic, social, cultural, and political condi-
tions. As there are differences of accounting standard between one country and another, there al-
so will be dissimilarities of financial reporting disclosure. Consequently, different accounting
standard implementation will cause barriers to the users of financial report from a company, par-
ticularly multinational enterprises, in foreign country. This article will analyse some differences
in some posts as the result of unalike implementation of accounting standard, which will influence
the number of rupiahs and dollars presented in the financial report. The samples of the research
are four well-known pharmacy companies from four different countries namely Boehringer Ingel-
heim in Germany, Pfizer in United States of America, CSL Ltd. in Australia, and PT. Kalbe Far-
ma Thk. in Indonesia. Those samples represent the implementation of four different reporting
standard i.e. HGB (Handelsgesetzbuch), US GAAP, IFRS, and PSAK. Furthermore, this study will
discuss the possibility of implementing harmonization as the consequence of difficulties faced by
the users of financial report in comparing company performance caused by dissimilarities of ac-
counting standard in those countries.
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Abstrak

Perbedaan karakteristik berbagai negara akan berpengaruh terhadap Standar Akuntansi
yang akan diterapkan. Kondisi-kondisi tersebut dapat meliputi kondisi ekonomi, sosial, kultural
maupun politik. Karena terdapat perbedaan standar akuntansi antara yang satu dengan yang
lainnya maka juga terdapat perbedaan dalam penyajian pada laporan keuangan. Perbedaan-
perbedaan yang akan timbul dari penerapan standar akuntansi yang berbeda akan menyebabkan
hambatan bagi para pengguna laporan keuangan suatu perusahaan, terutama multinational
enterprises, yang berada di negara lain. Dalam artikel ini akan dianalisa beberapa perbedaan
beberapa pos akibat dari penerapan standar akuntansi yang berbeda yang akan mempengaruhi
Jjumlah rupiah/dolar yang disajikan dalam laporan keuangan dimana sampel yang diambil dan
dianalisa adalah empat buah perusahaan farmasi terkemuka dari empat Negara: Boehringer
Ingelheim di Jerman, Pfizer di Amerika, CSL Ltd. di Australia, dan PT. Kalbe Farma Tbk. di
Indonesia yang mewakili penerapan empat standar pelaporan yang berbeda yaitu HGB
(Handelsgesetzbuch), US GAAP, IFRS, dan PSAK. Lebih lanjut, juga akan diulas mengenai
kemungkinan penerapan harmonisasi sebagai akibat daripada kesulitan para pengguna laporan
keuangan dalam membandingkan performance perusahaan sebagai akibat dari penerapan
standar akuntansi yang berbeda dari ketiga negara tersebut.

Kata kunci: Accounting Standard, HGB, US GAAP, IFRS, PSAK
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INTRODUCTION

The difference of accounting standard
of a country is influenced by those conditions
of its country itself, such as economy, culture
as well as politics. Those differences would
influence the process in setting up the standard
of each country as well. As the different in
performing on financial statements, it is nec-
essary to adjust those financial statements into
a standard that would be accepted in every
country. However, not all of countries require
adjustment in financial statements. As a con-
sequence, stakeholder in other country would
face some difficulties to use financial state-
ments from the other if they employee differ-
ent accounting standard in financial reporting.

This article will examine four pharma-
ceutical companies sourced from different
countries which employee their own account-
ing standards to report the financial report.
There are Boehringer Ingelheim from Germa-
ny, Pfizer from the US, CSL Ltd from Austral-
ia, and PT. Kalbe Frama Tbk. from Indonesia.
Because of the differences in their country of
origins, they report their financial accounting
in accordance to different standards. Specifi-
cally, Boehringer Ingelheim reports their fi-
nancial statements in accordance to the Ger-
man Commercial Code (HGB), while Pfizer,
CSL Ltd, and PT. Kalbe Farma Tbk. report
their financial statements in accordance to the
US GAAP, IFRS and PSAK respectively.

In his research, Gray (1988) had found
that one of the reasons for international differ-
ences in financial reporting is the cultural dif-
ferences between countries. For example, the
accounting authority and enforcement agen-
cies in Germany are made up of statutory con-
trol and uniformity. While the US, Australia
and Indonesia, have professional authorities
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that offer flexibilities. On the other hand, in
the context of accounting measurement and
disclosure, Germany has a more conservatism
approach and a preference to limit disclosure
to those closely involved in the business than
three other countries. However, since the US
and Australia are capital based systems, their
accounting measurements tend to be optimis-
tic and are required to provide transparent dis-
closures. While Indonesia is more conserva-
tive than the US and Australia in comparison.
One reason for Germany’s conservative ap-
proach is because of their providers of finance.
Most capital are sourced from credit based
financial institutions rather than the capital
market system as it is in the US, Australia, and
Indonesia. Therefore, banks and creditors car-
ry more importance to their country than
shareholders.

These national and culture differences
would have significant impact on the financial
statements. Specifically, it would be predicted
that Boehringer Ingelheim would have a more
conservative profit figure, asset values, and
profitability ratios than similar companies
from the US, Australia, and Indonesia.

DIFFERENCES BETWEEN STANDARDS

In this section, we identify two ac-
counting differences between the three coun-
tries. In particular, firstly it will be identified
how the accounting treatment for goodwill and
intangibles are different from the US GAAP,
German commercial code
(HGB/Handelsgesetzbuch), IFRS and PSAK.
Furthermore, as most pharmaceutical compa-
nies are intensively involved in research and
development, it will also be examined the ac-
counting treatment for R&D between the three
companies.



The Comparison Study Of Accounting ... (Sigit Handoyo)

juswdojanap sy Bulnp Jesse s|qibuejul sy} 0}

a|qenquye anyipuadxa ayy A|qeljas ainseaw o} Ajige sy (9
sjesse a|qibueyul sy}

||8$ 40 8sn 0} pue jJuawdo|anap ay} 8)8|dwod 0} SN0
Jay)o pue [eldueul ‘[ea1uyds) ajenbape Jo Ajigeliere sy} (g
8|qibueyul jo jnd

1N0 U} Joj JoNJeW B JO 80US}SIXD Y} SjeJjsuowap pinoys
aslidisyus ayy ‘sBuiyy Jayio Buowy "syyeusq JIWLOUCID
ainjn} ajqeqoud ajesauab ||im josse ajqibuejul sy} moH (¢
‘Josse a|qiBuejul sy} [j8s Jo asn o} Ajige sy (g

N 1es

10 8sn pue Jasse a|qibuejul sy} 8)8|dwod 0} uonusul syl (g
‘9|eS JO 3sN 10} B|qe|IBAR 8] ||IM )| JBU) OS Josse

a|qiBueyul ayy Buna|dwoa Jo Ayjiqisesy [ealuyos} sy (|
:9jeJ)suowWap 0} |ge I asudisjus

ay} I pazijeyded aq jsnwi 31 Josfoud e jo aseyd juswdojanap
8y} Wl sesLe 1asse a|qibuejul pajessusd Ajjeussiul j|
‘pazijeydes aq jsnwl }s09 Juswdojara

‘pauINoul Se | Je asuadxe

Se pajeal} aJe SJs09 Juaudojensp pue S}Sod YoIeasay

‘palqiyod S| uonenjeasy

‘pazipowe 89 pinoys SSAI| [nyasn ajiuly yim sajqibueyu
‘paLInoul

Se pasuadxs ale S}S09 SIMIBYI0 A|gelja) pansesw aq ued
1500 pue asudiajus sy} 0} MO [|Im SpBUSq Jey) ajqeqoid
S| 8aym paziubooal aq pinoys sjasse a|qibueu|

‘uado si Bunsa) Juswliedw| "sieak (g uey)
aJow Jou ssaujnyasn Jo polad psjedioiue ay) 0} Buipsodde
10 sJeak G Jano paziowe pue pazie}des S| ||IMpoos)

juawdojanap sy Bulinp Jesse a|qibueul sy} 0}

a|qeInquye ainjipuadxa ayy A|qeljas ainseaw o} Ajige si (9
sjesse a|qibueyul ayy

||9$ 40 8sn 0} pue juswidojanap 8y} 8)8|dwod 0} SIN0SBI
Jay}o pue [elpueul ‘[ea1uyds) ajenbape Jo Ayjigelieae sy} (g
a|qibueyul jo 3nd

1N0 BU} o} JoNJe B JO 80US)SIXD BU} SjeJ)suowap pinoys
astidisjus ayy ‘sBuiyy Jayio Buowy ‘sjyeusq OIWLOU0ID
aInjn} ajqeqoud ajesauab ||im Jesse a|qibuejul ay) moH (¢
‘Josse a|qiBueul sy} [j8s Jo asn 0} Ajjige sy (g

[os
10 8sn pue Jasse a|qibuejul sy} 838|dwiod 0y uonusul s}l (Z
'9|eS 0 3sn Joj 3|qe|ieAR 8] ||IM )1 JBY) OS Josse

a|qiBueyur ayy Buna|dwoa Jo Ayjiqises; [ea1uyos} 8y (|
:9)eJjsuowWap 0} 8|qe S| aslidiejus

ay} i pazijeyded aq jsnwi 31 Josfoud e Jo aseyd juswdojanap
8y} WoJy sastle Jasse a|qibue)ul pajessush Ajjeussul

J| 'pazienden aq 1snw suoijesado Buiobuo Jo Juswaoueyus
10 9oUBUBJUIBW B} BPN[OUI JOU S80p }S09 Juswdojars(
‘palIndul Se pasuadxa a.le Sjs09 YoIeasay

‘pauinbas asimiay}o

e s)s8} Juswlledw) [ENUUY "PaZILOWE 8q PNOYS

SAAI| [njasn a)iuly yum sa|qibuelu| “a|qejdasde S| uofen|ens
pUE 8N|eA Jle} Je palLeD 8q UED JayJew SA)O. UE S|

I3} yaIym Joj sjosse a|qibueju] Ajqeljas pansesw aq ued
1509 pue 8sidIsjua 8y} 0) MOy [[Im S}euUaq Jey) s|geqoud
Sl alaym paziubooal aq pinoys sjasse a|qibueu|

‘Buysey yusuuiedwi Joj uado si | “papiwiad Jou i [|IMmpood
10 UOBZILIOWE 8y} ‘18ASMOH "Ppazijelden SI ||IMpoos)

‘pasuadxe os|e S|

%y s$s8004d-ul paseyaind
‘pazijenden

9 UBD 2Jem}os asn
[eusjul Buidojanap yim
PaJeIO0SSE S}S00 UIRNaD
pue s}so9 juswidojersp
8)ISqoM UIepaD ‘JaAeMOH
"palinoul se

||e Je 9suadxa se pajeau)
aJe 1509 Juswdojonsp

peyqyoud 8 Tolferiexsy
‘(19ss®€ 9y| B)ULBPUI UE SE
paiyiuap! os(e sl ||IMpoob
asneoaq ‘([impoob se
awes al) Zy| Sy4S Japun
uawuiedwi Joy Ajjenuue
pajsa) Inq ‘paziowe

10U aJe sjosse ajqibueyul
8Jl| Sjluyapul ‘B|IyMUEs|y
“Jey Joy palinbai si siseq
1809 "8}l| |njoSN pajewnsa
S}| JaAO pazijowe ale )|
alul yym sjesse ajqibueyu

‘palinbal
sem 1sa} Juslulieduwi [enuue
pue paysi|oge Sem [|impooh

JO uoneziuowe ‘zy|
SV4S Jo juswysige}se
aurAq 'L00T oWy

‘KiojusAul

se pazieyded

aJe Japio uononpoud
Jawo)sna oy10ads

e 0} Apoauip ajejal
Jey; s}sod Juswdojansp
‘JOAOMOH "paLIndul
99U0 pasuadxa

8 Jsnw yuswdojansp
pue yoJessal

8} ‘8po9 [eldJaWWOod
uewas) ay} Japun

painseaw

A|qeljel 8q ued }s09 sy
pue asudisjua ay} 0} moy
[IIM S}jeUSq S}OSSE By}
Jeys sjqeqoud si 1 8auo
1509 Je Ajuo pazijeydes aq
0} ale s)asse a|qibuejy|

‘ssau[njasn
jo pouad pajedionue

ay} 0} Buipoooe Jo

sJea Inoj JaAo pazijowe
8 0} SI ||IMPO0S)

yuswdojanag
pue yoieasay

sa|qibueyul
pue |impoo9

(Mvsd) (e1sauopuj)
ew.ed aqiey "1d

(Sy41) (enensny)
PI1189

(dvvo sn) ('s°'n)
Jazd

(a9H) (Auew.an)
wiayjabuj Jaburiysog

Juawdo[oAd(] pue YoIBISOY

‘s9[qI3ueiU] pue [[IMPOOD) UO pIepurl§ SUNUNOIDY JO uosuedwo)) | dqe],

QO



IMPACT ON RATIO ANALYSIS
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Table 2: Comparison of Financial Ratio

Computation
Ratios Boehringer Ingelheim Pfizer CSL Ltd PT. Kalbe Farma Tbk
(Germany) (U.S)) (Australia) (Indonesia)
Gross Margin 16.29% 40% 16% 17.6%
ROA 14.43% 16.7% 8.7% 23%
ROE 33.80% 28.20% 17% 25.4%
Current Ratio 1.098 2.2 2.26 5.04
Quick Ratio 0.79 1.91 1.33 3.46
Debt to equity 1.047 0.58 0.73 0.13
Interest coverage 15.66 42.25 11.02 15.2

In this section, it will be examined the
profitability, liquidity, and leverage ratios of
the three pharmaceutical firms. A total of 7
ratios are calculated in accordance to their ac-
counting standards for the year 2006. A sum-
mary of these ratios are at the table 2.

Boehringer Ingelheim (German Pharma-
ceutical firm)

In the context of this report, there are
three main differences between the German
GAAP and IFRS. There are differences in the
accounting treatment for goodwill, intangibles,
and R&D. Because of these differences, the
net income figure as well as the balance sheet
items for Boehringer Ingelheim would be dif-
ferent if it had implemented IFRS. For exam-
ple, the amortization of goodwill under the
German GAAP and charging the development
cost as an expense rather than capitalizing it
would overstate the firm’s expenses and there-
fore understate the firm’s net income. Moreo-
ver, valuing intangibles at cost rather than at
fair value would also have an impact towards
the balance sheet figure. Therefore, the three
main differences in accounting treatment
would subsequently have an impact on the
above ratios. More discussion will be figured
out below:

Impact of goodwill

Under the HGB German financial
code, acquired goodwill is amortized over four
years or according to the anticipated period of
usefulness. However, the treatment of amor-
tizing goodwill is no longer allowed in IFRS,

an

instead it is subject to an impairment test. Ac-
cording to the 2006 annual report of
Boehringer Ingelheim, they amortized their
goodwill for 10 years. As a result, the expens-
es figure for Boehringer Ingelheim will be
overstated and therefore understating net in-
come if they had implemented IFRS (assum-
ing there is no impairment in goodwill when
implementing IFRS). As accounting relies on
the double entry system, the balance sheet fig-
ures will also be affected. In particular, the
equity figure will increase due to the increase
in net income, and the non-current asset figure
will also increase due to the absence of accu-
mulated amortization.

Clearly, changes to figures from the
income statement and the balance sheet would
affect the ratio as well. For the year 2006, the
amortization of goodwill is €48m, which
would indicate that profits would be overstat-
ed by €48m if it had implemented IFRS. The
current gross margin for Boehringer Ingelheim
is 16.29%. If they had implemented IFRS, it
would be higher than that. If goodwill were
never amortized nor had any value impair-
ment, ROA would be lower than 14.43% (As-
sets increased as well as earnings).

Also note that as earnings is understat-
ed, the equity value of the firm is also under-
stated. However, the return on equity of the
firm will not be affected because the numera-
tor and denominator of the formula will in-
crease with same amount. The return on equity
will be the same as the current 33.08% under
the German commercial code. Moreover, the
debt to equity ratio will be lower than 1.047.
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The interest coverage ratio on the other hand
will increase and more than 15.66. Finally,
there will be no effects on the current ratio and
quick ratio.

Impact of intangibles

The accounting treatment for intangi-
bles under the German GAAP is always value
them at cost, whereas under IFRS, intangibles
can be held at fair value as long as it has an
active market. This implies that Boehringer
Ingelheim had recorded its intangible asset at
cost for which can be revalued upwards or
downwards if it had implemented IFRS. In
other words, the intangible assets in
Boehringer Ingelheim’s balance sheet may be
understated or overstated. If the asset is reval-
ued upwards, the surplus arising from the re-
valuation is taken directly to the revaluation
reserves within equity except to the extent that
the surplus reverses a previous revaluation
deficit on the same asset charged in the in-
come statement, in which case the credit to the
extent is recognized in the income statement.
Any deficit on revaluation is charged in the
income statement except to the extent that it
reverses a pervious revaluation surplus on the
same asset, in which case it is taken directly to
the revaluation reserve.

If Boehringer Ingelheim implements
IFRS now, that would indicate no previous
revaluations had occurred. Therefore, an up-
ward revaluation on intangibles would in-
crease both assets and equity figures resulting
to the reduction on the ROE, ROA, and the
debt to the equity ratio. However, if there is
any deficit on revaluation, expenses will in-
crease and profits will be eventually declined
thus reducing the gross margin, ROE, and In-
terest coverage ratio. The ROA, current ratio
and the quick ratio is expected to remain sta-
ble. Since the revaluation of assets involves an
expert and professional judgments, it would be
difficult to predict the actual adjustments that
will be made.

Impact of research and development cost
Similar to the German commercial
code, the international standard requires firms

research costs are expensed once incurred.
However, unlike the HGB, development cost
can be capitalized provided it meets the re-
quirement stated in the standard. Under the
German commercial code, the development
cost will be expensed as incurred except for
development costs that are directly related to
specific customer production. This implies
that Boehringer Ingelheim’s expenses might
be overstated if it had implemented IFRS. This
therefore, would understate the profit figure
resulting in lower ROE, ROA, and interest
coverage ratio. Since research and develop-
ment cost are proved to be significant for
pharmaceutical firms, changes to accounting
standards would be an important issue.

From the estimates above, favorable
outcomes is evident in the financial statements
as well as ratios if Boehringer Ingelheim im-
plements IFRS. This also indicates that the
German financial code or the HGB in general
is rather conservative than IFRS.

Pfizer (US Pharmaceutical firm)
Impact of goodwill

Since US GAAP and IFRS have simi-
lar rules concerning goodwill, which it re-
quires annually impairment test instead of
amortization, the reconciliation of the finan-
cial statement from US GAAP to IFRS will
not impact the amount of goodwill put on the
balance sheet. Therefore, the calculated ratio
will not be affected because of goodwill.

Intangible assets

Even though intangible assets treat-
ment under US GAAP is the same as IFRS
(they amortized the finite life intangible assets
and tested the existence of impairment cost for
the indefinite life intangible assets), the US
GAAP requires cost basis for the intangibles
and prohibits revaluation. In fact, [FRS allows
the revaluation. Consequently, it will impact
the financial statement if the company recon-
ciles the financial statement into IFRS stand-
ard. The revaluation could lead the value of
the intangible assets higher or lower than pre-
vious value. As a result, the amortization of
intangible assets could also become higher or



lower as well. So, this will create an increase
or decrease of total expenses, which in turn,
will produce understated or overstated net in-
come. Moreover, the revaluation can lead to
the increase or decrease in the assets’ value.
Thus, understated net income causes
lower ratios of gross margin, ROA, ROE and
interest coverage ratio. Meanwhile, overstated
net income also brings about positive effect on
these four ratios. Since asset revaluation can
only be performed by the experts, this report
might not provide the calculation estimation.

Research and development (R&D)

As required by US GAAP, this com-
pany expensed all of the research and devel-
opment costs as incurred. The costs consisting
of its proprietary R&D efforts and costs in-
curred in relating with third party collabora-
tion efforts configured 21.05% of total costs
and expenses. In addition, acquisition-related
in-process R&D charges were also expensed
immediately by the company. So, the total
R&D costs contributed 23.9% to total costs
and expenses.

If the company converted the R&D
treatment into IFRS standard which allows the
capitalization of development costs, it might
lead to a significant decrease of the total costs
and expenses. Accordingly, net income would
rise in a large amount as well. Besides, the
total amount of assets will increase because of
the addition of development capitalization.
This would influence positively the financial
ratios for gross margin, ROA, ROE and inter-
est coverage ratio.

Since the company did not provide in-
formation relating to the detail of R&D costs
in its Notes to Consolidated Financial State-
ments, the calculation effect of the reconcilia-
tion to IFRS could not be presented. However,
if it is assumed that 15% of the total 23.9%
R&D costs could be capitalized, it would con-
tribute an increase of 6.5% of net income.
Therefore, gross margin could increase to
42.6% from 40%, ROA could be 17.7% from
16.75, ROE could be 30% from 28.20% and
interest coverage ratio could be 44.70 from
42.25.
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Thus, from the analysis above, it can
be seen that the reconciliation of the account-
ing standard from US GAAP to IFRS leads to
the considerably changes on the financial rati-
os which can also represent the performance
of the company.

PT Kalbe Farma Tbk (Indonesian Pharma-
ceutical Firm)
Impact of goodwill

Both PSAK and IFRS capitalize
goodwill. However, PSAK allows goodwill to
be amortized while IFRS prohibits amortizing
its costs. In this case, Goodwill is amortized
over 20 years by PT. Kalbe Farma Tbk. Thus,
income of PT. Kalbe Farma Tbk would be
overstated in compare with applying IFRS.
Gross Margin would be less than 17.6% if PT.
Kalbe Farma Tbk employed IFRS in its report.
Furthermore, this impact would affect on the
increasing of equity of company as the in-
creasing of net income.

Intangible assets

Since the treatment of intangible assets
both PSAK and IFRS are the same, it is not
able to be compared rigidly. Revaluation is
permitted under IFRS while PSAK does not
permit revaluation. This would carry the con-
sequence that if PT. Kalbe Farma Tbk. em-
ployees IFRS, income would be either lower
or higher so that ROE, ROA and gross margin
would be influenced. Brands, patents are
amortized into 20 years, meanwhile software
cots is amortized into 5 years by PT. Kalbe
Farma Tbk. Furthermore, indefinite intangible
assets useful life is not amortized under IFRS
instead of impairment test, the value of assets
may either under-valued or over-valued. This
would carry the implication of the lower or
higher in equity. Thus, ROE and ROA would
be changing more or less than 23% and
25.4%.

Research and development (R&D)

Both IFRS and PSAK are similar
treatment on research and development costs.
Research costs and development costs are
treated as expense at all as incurred. This
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would carry a consequence in the ratio bearing
expenses and costs as a basic of computation.
If PSAK allowed capitalization of research
costs, net income would be higher than carry
out expense as the treatment. Thus, gross mar-
gin would be higher than 17.6%. Develop-
ments cost, under both PSAK and IFRS, must
be capitalized if internally generated intangi-
ble asset arises from the development phase of
a project it must be capitalized if the enterprise
is able to demonstrate some criteria. I[f PSAK
is compared with US GAAP treatment on re-
search and development costs, which is treats
those costs as expenses, income under PSAK
would be understated meaning its may influ-
ence gross margin, ROE, and ROA.

FURTHER DISCUSSION

Previously, it is examined the differ-
ences in accounting practices for three coun-
tries in regards to goodwill, intangibles, and
R&D. The driver of these differences may be
driven by a number of factors namely culture,
legal systems, providers of finance, taxation,
and other external influences. For example,
Germany is a country where their legal system
is based from the codified Roman law. Be-
cause of this, rules for accounting practice are
dependent on the German Law, which are cre-
ated by the statutory. Whereas in common law
countries such as the US and Australia, ac-
counting rules are created by accountants
themselves.

Referring to the debt to equity ratio for
Beohringer Ingelheim, the firm consists of
more debt than equity compared to Pfizer,
CSL Ltd and PT. Kalbe Farma Tbk. This is
entirely consistent with the theory that Ger-
many is a ‘credit’ based country where capital
mostly comes from debt. Furthermore, their
shareholders are mostly dominated by bank-
ers, governments and founding families.
Therefore, those financial reporting has been
large invested for the purpose of protecting
creditors and Governments as opposed to pri-
vate investors. This also explains why German
accounting tends to be conservative.

The US, Australia and Indonesia on
the other hand, are an ‘equity’ based country

which relies on private shareholders for fi-
nance. This is also evident from the low debt
to equity ratios for both Pfizer, CSL Ltd and
PT. Kalbe Farma Tbk. The large number of
listed firms especially in the US and Austral-
ia’s Stock exchange also signals their need to
need for equity finance. Because of the large
number of private shareholders having less
access to the firm has led to the increase pres-
sure for disclosure, audit, and fair information.
This explains their ‘less conservative’ nature
in accounting and strong auditing profession.

POSIBILITY OF INTERNATIONAL
HARMONIZATION IN THE FUTURE
FOR THOSE COUNTRIES

As world is becoming more globalised,
there is a need for one set of accounting stand-
ards that are understood worldwide. Clearly,
creating international harmonization would
provide benefits to companies, investors, and
national governments. For example, reduction
of cost when preparing set of accounts, reduc-
tion in the risk of uncertainty and misunder-
standing, comparability between firms and
subsidiaries, less need for investors to learn
different accounting standards, encouraging
international flows of capital across borders
and so on.

The process of harmonizing account-
ing practices seems to be the solution for eve-
ry problem in the realm of accounting. How-
ever, there are also several major forces that
go against the process of harmonization. It is
believed that culture is an obstacle towards
harmonization. The accounting rules in Ger-
many for example, are based from the German
law which is created by the government itself.
This implies that the German government has
extensive power to influence accounting poli-
cies. Besides, financial institutions such as
banks have a significant role in providing cap-
ital to German firms rather than public equity
owners leading to the tendency of conserva-
tism. Therefore, these factors would create
difficulties when harmonizing the German ac-
counting practices to the international stand-
ard. This may also apply to countries that have
strong cultural backgrounds.
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Meanwhile, the US is a very well-
know country for its large economic influ-
ences to the world. Even though its accounting
practices originally came from the UK, the US
develops its own accounting rules since the
20th century. It has the biggest capital stock
market in the world; large number of MNE’s
operates in the US attracting large branches of
accounting firms; and the most extensive ac-
counting regulation in the world. Additionally,
many countries in the world adopt the US
GAAP. Hence, being a strong country that has
a strong influence to the world seems unlikely
to converge to the international standard. In-
stead, there would influence others to follow
their accounting rules.

On the contrary, Australia is a com-
monwealth country influenced greatly by the
British which also includes the accounting
regulation. Supported by its long history with
the British, Australia has a similar culture val-
ue and legal systems with Britain, and overall,
it is reasonably believed that Australia can ac-
cept and adopt IFRS as a whole.

In 1957 the Indonesian Accountant
Association (IAI) was established. This body
has job to arrange Indonesia standard in order
to apply domestically. Indonesia has three im-
portant phases relating to the accounting
standard development. First of all is the estab-
lishment of the Indonesia capital market in
1973 as the answer of the changing business in
the world. Secondly, in 1984 The Indonesian
Accounting Principle Committee was estab-
lished. This committee revised the Indonesian
Accounting Standard to be matched with the
business environment. Thirdly, in 1994 Indo-
nesia supported harmonization declared by
International Accounting Standard. As a con-
sequence, Indonesia should consider Interna-
tional Accounting Standard as reference in
formulating accounting standard meaning that
Indonesia is doing convergence in its standard
to International Standard. Indonesia plans to
be engaging convergence to IFRS until 2012
when Indonesia declared to employee IFRS as
a standard in reporting of listed companies.
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CONCLUSION

From the analysis above, it can be con-
cluded that companies especially MNE’s
needs to comply with the accounting standard
where they operate. Moreover, they also need
to provide additional reports in accordance
with the international accounting standard.
Each country has its own accounting rules and
regulation which might vary from one to the
other. As a result, this limits firms from pursu-
ing their business activities globally. There-
fore, there is a need for harmonization of ac-
counting standards necessary to provide rele-
vant information in the interests of global
stakeholders.
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