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Why International Financial Analysis Matters

* Accounting shaped by local laws, taxes, and business culture

* Financial statements are not “one-size-fits-all”

 Statements reflect jurisdiction priorities, not always transparency

« Credit professionals must adjust analysis depending on the market

* Publicly Accountable Enterprises (PAEs) vs. Non-PAEs
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Key Financial Reporting Frameworks

[Fameworc —usedin ko |

IFRS 140+ countries (EU, Canada, LATAM) I::Z‘;f;e"w‘ Combaibiitzlcka)
US GAAP United States Rule-based, conservative

Local GAAP Varies (e.g., Mexico NIF, Brazil CPC) Tax-driven, varied structure

IFRS for SME’s Common in private entities globally Simplified, fewer disclosures

Sources:

15.0rg/use-around-the-world/use-of-frs-standards-byjurisdiction/
- 5 >

mes-accounting:standard/
onsolidate io/blog/accounting standards-around-the-world

Financial Analysis — Core Metrics Still Matter

* Liquidity: Current & Quick ratios, working capital
« Solvency: Debt-to-equity, interest coverage
« Profitability: Net margin, ROA, ROE

« Cash Flow: Operational vs. investing vs. financing
 Trend Analysis: Minimum 3-year view

* Market environment, usances and practices
* Peer comparison

Case Study — Revenue Recognition by Country

* Brazil: Recognizes revenue at invoicing — inflates profit
« Canada (IFRS): Recognizes revenue on risk transfer — reliable

« China: Aggressive reporting to meet targets — risk of
overstatement

Lesson: Always verify with cash flow and DSO trends

Sources:

1) hitps://wwwifac.org/know!
2) b whdc.cale
3)

neur-toolk inancial-enterprises

ng-standards
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Sources:
1) hitps://wwwifr s/english/2023/iss s .

Case Study — Asset Valuation Differences

* |IFRS: Allows fair value revaluation — possibly overstated
* Mexico (NIF): Uses historical/tax values — may understate

Credit implication: Collateral needs separate appraisal

2) htps://anepsa.com.mx/en/industrial-valuation-by-c6-and-c15/

5/18/2025

Source:
)

Publicly Accountable Enterprises (PAEs)

« Listed or regulated financial institutions

* Must follow IFRS or GAAP

« Generally audited under International Standards on Auditing (ISA)
* High comparability and disclosure

* Key areas to analyze:
¢ Revenue recognition
*  Fair value accounting
¢ Related-party disclosures
* Off-balance-sheet items

Source:
)

Non-PAEs — What to Watch For

« Often follow local or simplified accounting standards
* May lack robust audit or internal controls
* Common issues:

. Undisclosed liabilities

. Owner withdrawals

. Tax vs. accounting profit mismatch
. Limited cash flow statements

* Require qualitative due diligence (management interviews, local
intelligence)
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Red Flags to Watch For by Region

* LATAM: FX risk, tax-driven accounting

« Asia: Inventory inflation, related-party risk

* Europe: Deferred taxes, pensions

« Middle East: Limited transparency in family-owned businesses

Auditing Around the World

StandardsUsed __[Notes _________|

UK/EU ISA Transparency, comparability, global standard
us PCAOB Standards Key Traits

LATAM ISA or local ISA-based  Key Traits, Some local differences
China/india  Modified ISA Government influence may affect

independence

Sources:
1) hitps://wwwiaash.org/publications/isa-570-revised-2024-going-concern
2) s ’

Limitations in Global Standards

Even under IFRS or ISA, credit managers must watch for:

* Different interpretations of standards

Weaker enforcement in some jurisdictions

* Hyperinflation or currency volatility

Legal vs. economic substance mismatches
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Practical Steps for Credit Managers

* Know the framework — IFRS? Local GAAP?

+ Assess audit quality — Big 4 firm? Local auditor?

« Compare apples to apples — Normalize ratios where needed

* Look beyond the numbers — Cultural, legal, macro factors

« Verify sources — Use trade references, site visits, bank checks

* Work with local partners — Accountants, consultants, chambers of commerce

Additional supporting Sources

« IASB Jurisdictional Profiles (2024).
* SEC US GAAP Compliance Manual World Bank
« SME Finance Report OECD Corporate

« Governance Principles

« CFA Institute Financial Analysis Handbook




