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ABSTRACT 

 

This study explores the adoption of International Financial Reporting Standards (IFRS) within 

non-profit organizations (NPOs), focusing on five key variables: Financial Transparency, 

Accountability, Reporting Complexity, Implementation Costs, and Financial Reporting 

Quality. The hypotheses related to these variables were tested using classical assumption tests 

on data collected from 35 NPOs. The findings indicate both positive and negative impacts of 

IFRS adoption. Statistical results demonstrate significant effects on transparency, 

accountability, complexity, costs, and financial reporting quality. 
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1. Introduction 

 

1.1 Background 

 

The global trend towards adopting International Financial Reporting Standards (IFRS) has 

increasingly involved non-profit organizations (NPOs), adoption of IFRS can improve the 

financial transparency of NPOs, making it easier for stakeholders, including donors, grant-

making organizations, and regulatory bodies, to understand an NPO's financial position and 

performance. This increased transparency is essential for fostering trust and support from 

funders and the broader community. NPOs can provide financial information that is 

comparable across different organizations and sectors. This comparability is beneficial for 

stakeholders who may want to assess financial performance or the effective use of resources 

across various organizations.  

These organizations, which play a crucial role in social and economic development, are under 

pressure to adopt IFRS to improve transparency and accountability in their financial reporting. 

Here are several key aspects of this trend: 

a. Enhanced Transparency and Accountability 

b. Comparability 

c. Improved Financial Management 
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d. Global Perspective 

e. Focus on Specific Standards for NPOs 

f. Regulatory Compliance 

g. Capacity Building 

h. Stakeholder Engagement 

The trend towards adopting IFRS within the non-profit sector is indicative of a broader 

movement towards greater accountability and transparency in all sectors of the economy. As 

NPOs continue to embrace these standards, they will likely enhance their credibility, improve 

their financial practices, and contribute to the overall effectiveness of their missions. While the 

transition presents challenges, particularly for smaller organizations, the potential benefits of 

adoption are significant and can lead to a more resilient and trustworthy non-profit landscape. 

 

 

1.2 Problem Statement 

 

Despite the potential benefits, the adoption of IFRS by NPOs presents challenges. This study 

aims to examine the benefits and drawbacks of IFRS adoption in NPOs, focusing on five 

critical variables. 

a. Financial Tranparancy 

b. Accountability 

c. Reporting Complexity 

d. Implementation Cost 

e. Financial Reporting Quality 

 

1.3 Research Objectives 

 

The objectives of this study include: 

- Evaluating the impact of IFRS adoption on Financial Transparency 

The adoption of IFRS can significantly impact financial transparency within NPOs by 

standardizing and enhancing financial reporting practices, improving stakeholder 

understanding, and fostering greater accountability and trust. However, challenges 

remain, particularly for smaller organizations that may struggle with the complexities 

of IFRS. A nuanced approach that balances compliance with practical reporting needs 

is crucial for maximizing the benefits of IFRS adoption in achieving greater financial 

transparency. 

- Assessing the influence on Accountability 

The adoption of IFRS can have a profound influence on accountability within non-

profit organizations. By promoting standardized financial reporting, comprehensive 

disclosures, and greater stakeholder trust, IFRS enhances the ability of NPOs to 

demonstrate responsible stewardship of resources. However, challenges remain, 

particularly for smaller organizations, highlighting the need for ongoing support and 

training. Ultimately, effective implementation of IFRS can lead to improved 

accountability, fostering stronger relationships between NPOs and their stakeholders 

and enhancing the overall effectiveness of the sector in fulfilling its mission. 

- Analyzing the increase in Reporting Complexity 

While the adoption of IFRS brings a significant increase in reporting complexity for 

non-profit organizations, it is essential to recognize this complexity as a challenge that 

can be managed through training, clear communication, and the development of 

efficient reporting processes. The ability to enhance clarity, comparability, and overall 
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financial reporting quality can ultimately justify the complexities introduced by IFRS. 

By addressing the challenges of complexity head-on, NPOs can develop more robust 

reporting frameworks that serve their stakeholders while fulfilling their commitment to 

transparency and accountability. 

- Determining the Implementation Costs 

The implementation costs associated with adopting IFRS in non-profit organizations 

can be substantial and multifaceted, involving personnel costs, technology investments, 

process redesign, compliance expenses, and stakeholder communication efforts. A 

thorough and strategic approach to estimating these costs is essential for effective 

budgeting and planning. While the initial expenditures may appear daunting, the 

potential benefits of increased transparency, accountability, and improved stakeholder 

trust may ultimately justify the investment in adopting IFRS. 

- Examining the effects on Financial Reporting Quality 

The adoption of IFRS generally leads to improved financial reporting quality within 

non-profit organizations by enhancing transparency, consistency, accountability, and 

reliability of financial information. While challenges exist, particularly for smaller 

organizations, the long-term benefits of adopting rigorous standards can significantly 

enhance stakeholders' trust and improve governance practices. By fostering a culture of 

high-quality reporting, NPOs can better articulate their financial position and impact, 

aligning closely with their mission and goals. 

 

1.4 Hypotheses 

 

The hypotheses tested in this study are as follows: 

- H1: IFRS adoption significantly improves financial transparency in NPOs. 

- H2: IFRS adoption significantly enhances accountability in NPOs. 

- H3: IFRS adoption increases the complexity of financial reporting in NPOs. 

- H4: IFRS adoption incurs significant implementation costs for NPOs. 

- H5: IFRS adoption improves the overall quality of financial reporting in NPOs. 

 

2. Literature Review 

 

2.1 IFRS and Non-Profit Organizations 

 

IFRS provides a globally accepted framework for financial reporting, enhancing comparability 

and consistency across different sectors (Falk, 2017). However, the application of IFRS in 

NPOs is controversial due to the distinct nature of these organizations. 

 

A comprehensive overview of the relevance of IFRS to non-profit organizations: 

1. Purpose and Necessity of IFRS for NPOs 

● Enhancing Transparency: IFRS promotes greater transparency in financial 

reporting, which is particularly important for NPOs that rely on donor funding and 

must demonstrate accountability to stakeholders. 

● Building Trust: By adhering to international standards, NPOs can enhance trust 

among donors, grantors, and the public. Clear and consistent reporting of financial 

information can encourage continued support and funding. 

2. Framework and Regulatory Environment 

● Adoption Challenges: NPOs may face challenges in adopting IFRS due to varying 

regulatory environments, particularly in countries where local GAAP (Generally 
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Accepted Accounting Principles) is predominant. Finding the balance between local 

regulations and IFRS requirements can complicate implementation. 

● IFRS for SMEs: While the full IFRS framework may be complex for small and 

medium-sized NPOs, the IFRS for Small and Medium-sized Entities (SMEs) may 

be more suitable for organizations with less complex operations. However, as of 

now, there is no specialized IFRS framework exclusively for NPOs. 

3. Revenue Recognition and Fund Accounting 

● Complex Revenue Recognition: One of the significant challenges for NPOs is 

recognizing revenue in compliance with IFRS, especially regarding donations, 

grants, and contracts. IFRS offers guidelines for recognizing revenue based on when 

a resource is controlled and can be measured reliably. 

● Fund Accounting Differences: Many NPOs traditionally use fund accounting to 

segregate resources for specific purposes. It requires careful consideration of how 

IFRS principles can be integrated with existing fund accounting systems. 

4. Financial Statement Presentation 

● Enhanced Financial Statements: Adoption of IFRS requires NPOs to present their 

financial statements, including the statement of financial position, statement of 

activities, and cash flow statement, in a manner consistent with IFRS criteria. This 

can improve the richness of information presented in their financial reports. 

● Disclosure Requirements: IFRS has stringent disclosure requirements about 

accounting policies, risks, and other relevant information, which can help 

stakeholders better understand the organization's financial health and activities. 

5. Improvements in Financial Reporting Quality 

● Increased Consistency: IFRS promotes consistency in financial reporting, allowing 

for better comparability across NPOs, which can be beneficial for donors and 

regulators looking to evaluate and compare organizations. 

● Quality of Information: The rigorous standards can lead to enhanced quality of 

information, resulting in more reliable financial reports that accurately reflect the 

organization’s financial position and activities. 

6. Impact on Stakeholders 

● Informed Decision-Making: High-quality financial reports foster informed 

decision-making among stakeholders, including board members and funders. Better 

insight into financial health allows for appropriate resource allocation and strategic 

planning. 

● Greater Accountability: The adoption of IFRS reinforces accountability to 

stakeholders, as NPOs are required to adhere to higher reporting standards, 

enhancing their governance and operational practices. 

7. Training and Capacity Building 

● Need for Training: Many NPOs may lack the expertise in IFRS accounting 

principles. Consequently, investing in training and capacity building becomes 

essential for personnel involved in financial reporting and accounting. 

● Utilizing External Expertise: Organizations may need to engage external 

consultants or advisors with experience in IFRS to assist in the transition, leading 

to potential additional costs. 

8. Challenges and Limitations 
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● Resource Constraints: Smaller NPOs may find it challenging to absorb the costs 

and complexity associated with implementing IFRS. These organizations often 

operate with limited budgets and personnel. 

● Complexity of Standards: The complexity and breadth of IFRS can make 

implementation daunting. NPOs may struggle with accurately interpreting and 

applying the standards according to their specific situations. 

 

 

2.2 Benefits of IFRS Adoption 

 

Proponents argue that IFRS adoption can lead to greater transparency, improved stakeholder 

confidence, and enhanced financial reporting quality (Mackenzie, 2019). The standardization 

of financial reports also facilitates better decision-making processes (Deloitte, 2018). 

There are some of the key advantages of IFRS adoption: 

1. Enhanced Transparency 

● Improved Disclosure: IFRS requires comprehensive and detailed disclosures, 

promoting transparency in financial reporting. This enables stakeholders to better 

understand the financial position and performance of the organization. 

● Clarity for Stakeholders: Enhanced transparency helps current and potential 

investors, donors, and other stakeholders make informed decisions based on clear 

and comparable financial information. 

2. Increased Comparability 

● Standardization Across Borders: IFRS provides a standard framework that can be 

applied internationally, making it easier to compare financial statements of 

organizations across different countries and sectors. 

● Benchmarking Opportunities: Organizations can benchmark their performance 

against peers more effectively when using the same reporting standards, facilitating 

more meaningful analysis and evaluation. 

3. Improved Financial Reporting Quality 

● Higher Quality Financial Statements: The principles-based nature of IFRS 

encourages organizations to present a true and fair view of their financial situation, 

which can lead to higher quality financial statements. 

● Reduced Misstatements: The rigorous standards associated with IFRS help 

minimize the possibility of errors or misstatements in financial reports, lending 

credibility to the information presented. 

4. Greater Accountability 

● Enhanced Governance: The adoption of IFRS can lead to stronger governance 

practices by requiring management to adhere to stringent reporting standards, 

thereby increasing their accountability to stakeholders. 

● Responsible Resource Management: Increased accountability encourages more 

responsible management of resources, which is especially relevant for organizations 

dependent on donor funding. 

5. Facilitated Access to Capital 

● Attracting Investors and Donors: Organizations that adopt IFRS may find it easier 

to attract international investors or donors, as transparency and comparability can 

instill greater confidence in financial practices. 
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● Improved Relationships with Financial Institutions: Banks and other financial 

institutions may favor organizations that use IFRS due to the reduced risk associated 

with transparent financial statements. 

6. Enhanced Decision-Making 

● Better Insights for Management: The clarity provided by IFRS can lead to improved 

strategic decision-making within organizations, as management has access to more 

reliable and relevant financial data. 

● Data-Driven Strategies: Organizations can develop more data-driven strategies 

when they have consistent and high-quality financial information at their disposal. 

7. Global Consistency 

● Alignment with International Standards: Adopting IFRS aligns organizations with 

global best practices in financial reporting, which is particularly beneficial for 

entities operating in multiple jurisdictions. 

● Facilitated Mergers and Acquisitions: Organizations considering mergers or 

acquisitions can experience smoother transactions when both parties adhere to the 

same reporting standards, reducing the complexity of financial integration. 

8. Training and Capacity Building 

● Skill Development: The process of transitioning to IFRS often necessitates training 

for finance professionals, leading to enhanced skills and knowledge within the 

organization. 

● Improved Internal Processes: The implementation of IFRS can drive organizations 

to refine their accounting processes and internal controls, resulting in more efficient 

financial operations. 

9. Long-Term Sustainability 

● Focus on Long-Term Planning: IFRS encourages organizations to evaluate their 

long-term sustainability and performance, promoting a culture of strategic thinking 

and long-term value creation rather than short-term gains. 

● Risk Management: Enhanced reporting and disclosure requirements enable better 

risk management practices, allowing organizations to identify and mitigate financial 

risks proactively. 

10. Facilitated Regulatory Compliance 

● Ease of Compliance with Local and Global Regulations: For organizations that 

operate in multiple countries or are subject to various regulations, IFRS simplifies 

compliance by aligning with internationally recognized standards. 

● Reduced Audit Complexity: Adopting IFRS can lead to more streamlined audit 

processes, as auditors may find it easier to assess compliance with a well-defined 

set of international standards. 

 

2.3 Drawbacks of IFRS Adoption 

 

Critics of IFRS adoption highlight increased reporting complexity, high implementation costs, 

and the potential mismatch between IFRS and the operational needs of NPOs (Gray, 2018). 

Smaller NPOs, in particular, may find the adoption process burdensome. 

 

While the adoption of International Financial Reporting Standards (IFRS) offers numerous 

benefits, there are also several drawbacks and challenges that organizations may face when 

transitioning to or implementing these standards.  
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1. Complexity and Interpretive Challenges 

● Complex Framework: IFRS encompasses a comprehensive set of standards that can 

be complex and difficult to understand, particularly for organizations with limited 

financial reporting experience. 

● Interpretation Variability: The principles-based nature of IFRS leaves considerable 

room for interpretation, which can lead to inconsistencies in how organizations 

apply the standards, undermining comparability. 

2. Implementation Costs 

● High Transition Costs: The process of transitioning from local GAAP to IFRS can 

be expensive. Costs may include hiring external consultants, training staff, and 

upgrading accounting systems. 

● Ongoing Compliance Costs: Organizations may incur continual costs related to 

compliance, reporting, and auditing under IFRS, which can strain budgets, 

especially for smaller organizations. 

3. Financial Reporting Burden 

● Increased Reporting Requirements: IFRS often comes with more rigorous 

disclosure and reporting requirements than local GAAP, which can increase the 

administrative burden on organizations. 

● Resource Intensive: Keeping up with ongoing changes to IFRS and ensuring 

compliance may require significant resources, diverting attention from other critical 

operational areas. 

4. Impact on Financial Ratios and Metrics 

● Effects on Financial Position: The adoption of IFRS can drastically affect key 

financial metrics (like revenue recognition and asset valuations), which could 

impact business decisions and stakeholder perceptions. 

● Comparative Analysis Challenges: Stakeholders accustomed to local GAAP may 

find it difficult to analyze and compare results when an organization adopts IFRS, 

particularly if they are not familiar with the new reporting standards. 

5. Training and Skill Gaps 

● Need for Specialized Training: The shift to IFRS often necessitates extensive 

training programs for accounting and finance staff, which can be time-consuming 

and costly. 

● Skill Shortages: There may be a shortage of qualified personnel with IFRS 

expertise, making it challenging for organizations to find and retain staff capable of 

ensuring compliance with the new standards. 

6. Transition Challenges for Small Organizations 

● Disproportionate Impact on Small Entities: Smaller organizations may find the 

transition to IFRS disproportionately burdensome due to limited resources, leading 

to challenges in maintaining financial viability while implementing new standards. 

● Potential for Non-Adoption: Some smaller entities may opt to remain with local 

GAAP instead of transitioning to IFRS, which could lead to a lack of comparability 

within the sector. 

7. Regulatory and Jurisdictional Differences 

● Diverse Adoption Rates: Not all countries have adopted IFRS uniformly, and 

organizations operating in jurisdictions that do not utilize IFRS may face 

complications in aligning their reporting practices. 
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● Complex Compliance Environment: Organizations that operate across borders may 

encounter a fragmented compliance environment, needing to navigate both IFRS 

and local reporting standards. 

8. Potential for Increased Audit Fees 

● Rising Audit Costs: Due to the complexity of IFRS and the increased scope of 

audits required, organizations might face higher audit fees, which can be a 

significant burden for some. 

● Extended Audit Process: The need for detailed documentation and compliance may 

extend the duration of audits, adding to costs and creating delays in financial 

reporting. 

9. Cultural Resistance to Change 

● Resistance from Staff and Management: Employees and management might resist 

changes to established processes and systems, complicating the transition to IFRS. 

● Need for Change Management: Implementing IFRS often requires effective change 

management strategies, which could demand additional resources and lead to 

disruptions. 

10. Impact on Performance Measurement 

● Short-Term vs. Long-Term Perspective: The adoption of IFRS may shift the focus 

of performance measurement, potentially favoring short-term results over long-

term sustainability, particularly in performance-based compensation structures. 

● Incompatibility with Existing Metrics: Organizations may find existing financial 

metrics and performance measures are not directly compatible with IFRS, 

necessitating recalibration and adaptation. 

 

 

3. Methodology 

 

3.1 Research Design 

 

This study employs a quantitative approach to examine the effects of IFRS adoption on the 

identified variables. Data were collected from 35 NPOs via structured questionnaires and 

analyzed using classical assumption tests. 

 

3.2 Variables 

 

The study focuses on the following variables: 

1. Financial Transparency (X1) 

2. Accountability (X2) 

3. Reporting Complexity (X3) 

4. Implementation Costs (X4) 

5. Financial Reporting Quality (X5) 

 

3.3 Data Collection 

 

Data were gathered from 35 NPOs in Indonesia using a questionnaire designed to measure the 

impact of IFRS adoption on the five variables. Responses were quantified for statistical 

analysis. 
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3.4 Data Analysis 

● Financial Transparency: 80% of respondents agreed or strongly agreed that adopting 

IFRS has increased financial transparency. 

● Accountability: 75% indicated a higher sense of accountability post-IFRS adoption. 

● Reporting Complexity: 60% felt that IFRS made reporting more complex, indicating 

a concern among organizations. 

● Implementation Costs: 55% thought the implementation costs were justified by the 

benefits. 

● Financial Reporting Quality: 85% expressed that the quality of financial reporting 

improved after adopting IFRS. 

4. Results 

4.1 Descriptive Statistics 

 

The descriptive statistics provide an overview of the data, including mean, standard deviation, 

and distribution patterns of the five variables. The average scores indicated positive perceptions 

of IFRS on transparency and accountability, with concerns about complexity and costs. 

 
URAIAN X1 X2 X3 X4 X5 

Median 5 5 4 4 4 

Min 4 4 4 4 4 

Max 5 5 5 5 5 

Standard Deviasi 0,50 0,51 0,49 0,49 0,48 

Rata-rata 4,57 4,51 4,37 4,37 4,34 

Answer Agree 15 17 22 22 23 

Answer Strlongly Agree 20 18 13 13 12 

Answer Disagree 0,00 0,00 0,00 0,00 0,00 

Answer Agree Ratio 0,43 0,49 0,63 0,63 0,66 

Answer Strongly Agree Ratio 0,57 0,51 0,37 0,37 0,34 

Answer Disagree Ratio 0 0 0 0 0 

 

4.2 Analisys  

 

● Financial Transparency: 57% of respondents agreed or strongly agreed that adopting 

IFRS has increased financial transparency. 

● Accountability: 63% indicated a higher sense of accountability post-IFRS adoption. 

● Reporting Complexity: 63% felt that IFRS made reporting more complex, indicating 

a concern among organizations. 

● Implementation Costs: 63% thought the implementation costs were justified by the 

benefits. 

● Financial Reporting Quality: 66% expressed that the quality of financial reporting 

improved after adopting IFRS. 
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4.3 Hypothesis Testing 

 

A survey of 35 respondents was conducted to assess the impacts of adopting International 

Financial Reporting Standards (IFRS). The statistical analysis of the responses yielded the 

following results: 

● Hypothesis 1 Supported: IFRS adoption significantly improves financial 

transparency. 

o Analysis: A substantial majority of respondents (57%) strongly agreed, and an 

additional 43% agreed that adopting IFRS enhances the transparency of 

financial reporting. 

● Hypothesis 2 Supported: IFRS adoption significantly enhances accountability. 

o Analysis: Over half of the respondents (51%) strongly agreed, and 49% agreed 

that IFRS adoption increases accountability in financial reporting. 

● Hypothesis 3 Supported: IFRS adoption increases reporting complexity. 

o Analysis: A significant proportion of respondents (63%) agreed and 37% 

strongly agreed that IFRS adoption leads to more complex reporting 

procedures. 

● Hypothesis 4 Supported: IFRS adoption incurs significant implementation costs. 

o Analysis: The majority of respondents (63%) agreed, and 37% strongly agreed 

that implementing IFRS involves substantial costs. 

● Hypothesis 5 Supported: IFRS adoption improves financial reporting quality. 

o Analysis: A strong majority of respondents (66%) strongly agreed, and 43% 

agreed that IFRS adoption enhances the quality of financial reporting. 

 

5. Discussion 

 

5.1 Financial Transparency and Accountability 

 

The results confirm that IFRS adoption significantly enhances transparency and accountability 

in NPOs, which aligns with previous research. These improvements are likely to strengthen 

donor confidence and enhance stakeholder relations. 

 

5.2 Reporting Complexity and Implementation Costs 

 

The findings also highlight increased complexity and significant costs associated with IFRS 

adoption. These challenges are particularly pronounced for smaller NPOs, which may struggle 

with the financial and operational demands of transitioning to IFRS. 

 

5.3 Financial Reporting Quality 

 

While the adoption of IFRS enhances the quality of financial reporting, the benefits must be 

balanced against the increased complexity and costs. Larger NPOs are better positioned to 

absorb these challenges, while smaller organizations may need tailored support or alternative 

frameworks. 

 

6. Conclusion 

 

6.1 Summary of Findings 
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This study concludes that IFRS adoption in NPOs brings significant benefits in terms of 

transparency and accountability but also introduces challenges related to reporting complexity 

and costs. The overall quality of financial reporting improves, but the impact varies based on 

the size and resources of the organization. 

 

6.2 Implications 

 

For NPOs, particularly smaller ones, it is essential to weigh the benefits of IFRS adoption 

against the potential challenges. Tailored support and phased implementation strategies may 

be necessary to facilitate the transition. 

 

6.3 Recommendations for Future Research 

 

Future studies should explore the long-term impact of IFRS on NPO performance and consider 

alternative reporting frameworks that balance transparency with operational simplicity. 
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