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Abstract: Accountants, and especially auditors, play an essential role in financial reporting of public
and private firms. Stakeholders of companies in frontier markets rely on financial reports to assist with
uncertainty avoidance. Yet, the rules of the game are evolving and not well known. If firms, financial
institutions and individuals are to invest and commit resources within frontier nations, there has to
be confidence in the accuracy of financial information. The research ideas generated herein fuse early
work on corporate governance with more recent research from a variety of emerging market scholars to
develop an agenda for accounting and governance research in frontier markets. It is our belief that the
accounting profession will have to take a lead role in creating the standards needed to deal with issues
unique to frontier nations and to create the transparency necessary to help stakeholders evaluate risk.
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The Cadbury Committee was established in 1991 by the Financial Reporting Council,
the London Stock Exchange, and the accountancy profession due to an increasing lack
of investor confidence in the honesty and accountability of corporations (Cambridge
Judge Business School, 2014). According to the Cadbury Committee (1992),
“corporate governance is the system by which companies are directed and controlled...
The shareholders’ role in governance is to appoint the directors and the auditors and
to satisfy themselves that an appropriate governance structure is in place... Within that
overall framework, the specifically financial aspects of corporate governance are the way
in which boards set financial policy and oversee its implementation, including the use
of financial controls, and the process whereby they report on the activities and progress
of the company to shareholders. The role of auditors is to provide the shareholders with
an external and objective check on the directors’ financial statements which form the
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basis of that reporting system ... The [Cadbury] Committee’s objective is to help raise
the standards of corporate governance and the level of confidence in financial reporting
and auditing...” With this report, the Cadbury Committee was at the forefront of a
variety of efforts, worldwide, to enhance governance.

The Cadbury Report brought attention to the actions that have led to corporate
scandals and subsequent public disdain for gross mismanagement practices that have
resulted in considerable financial loss to a large group of public and private constituents.
With corporate governance at the forefront of compliance, subsequent bodies have
followed suit and instituted additional monitoring suggestions per the Cadbury
suggestions. These include The 1995 Greenbury Report, The 1998 Hampel Report,
The 1998 Combined Code: Principles of Good Governance and Code of Best Practice,
the 1999 Turnbull Report, and the 2009 Walker Report (Cambridge Judge Business
School, 2014). While provisions of the Cadbury Report and these subsequent reports
were driven by a ‘comply or explain’ principle, the United States of America introduced
legislation, The Sarbanes-Oxley Act of 2002 and The Dodd-Frank Wall Street Reform
and Consumer Protection Law of 2010, that created mandatory compliance with regard
to the regulation of financial practice and corporate governance (U.S. Securities and
Exchange Commission, 2014).

As evidenced by the reports and acts, the role that accountants play in the controls
and functions as related to corporate governance is paramount to ensuring that the rules,
processes, and regulations that guide the strategies and operations of an organization
are applied responsibly. Unfortunately, developing nations experience a turbulent
environment in which the governance policies and the “rules of the game” are not easily
applicable across all nations (Crittenden & Crittenden, 2012). This inherent turbulence
makes it particularly difficult for the accounting profession to balance the opportunities
and risks associated with doing business in developing economies (Shoenholz, 2011).

The intent here is to merge ideas about emerging markets, in particular the frontier
markets, with research on corporate governance so as to develop a research agenda
for the accounting profession with regard to its role and relevance in less developed
countries. Discerning what exactly differentiates emerging and frontier markets is
challenging since both fall into the same general sector of the global marketplace.
Cussen (2013), however, identifies what he refers to as two critical differences between
the two sub-sectors: (1) emerging markets offer greater liquidity and stability than
frontier markets and (2) emerging markets are now progressing at about the same rate
as developing markets and, as such, fail to provide the level of diversification as found in
frontier markets. From an accounting perspective, a better understanding of emerging
markets will necessarily offer significant advancements in accounting related to frontier
markets. Yet, the future is moving quickly toward frontier markets, which demands
that the accounting profession begin to explore the idiosyncrasies of this particular
marketplace.

Chen, Hope, Li, and Wang (2011) suggest that while there is a large literature
on accounting systems in developed countries, much less is known about the role



of accounting in less developed markets, and the value relevance of accounting
information is lower in less developed countries than it is in more developed countries.
Yet, accountants have become the rule checkers where the expectation for compliance
of governance standards in remarkably different institutional contexts has become
the norm and within contexts for which the rules of the game are changing and not
completely known (Carmona & Trombetta, 2008; Peng, Wang, & Jiang, 2008).
According to one advisor, “It’s one thing to have international standards, it’s another
thing to apply them” (Quinn, 2004).

1. Corporate Governance

Brown, Beekes, and Verhoeven (2011) used Google Scholar to assess the number of
citation hits using “corporate governance” as keywords, and, as of July 2010, Google
Scholar returned 287,000 such hits. As of August 2014, this number had almost
doubled, with 514,000 hits. Thus, it appears that corporate governance is a well-
researched phenomenon, with the most cited article being one by Shleifer and Vishny
in the Journal of Finance in 1997 (almost 12,000 cites). Based on their review of the
literature, Brown et al. (2010) found that corporate governance is a multidisciplinary
construct and one that warrants additional research in developing countries so as to
capture local conditions. In the opinion of that set of authors, it would be foolish to
assume that the best governance practice in the USA would be the best governance
practice in a developing country.

From a strategic management perspective, the public stock company is an important
institution contributing to global market growth. Effective corporate governance
mandates that corporate decisions regarding international strategic market entry,
alliances and foreign direct investment be effectively grounded with sound assessments
of asset value and risk. Individual investors and money managers have recognized
the risk-return opportunities and challenges outside the developed country markets.
Market valuation is a critical element in the risk-return equation. Understanding and
having confidence in underlying asset and performance factors of companies operating
in developing country markets will be provided via information supplied by the
accounting profession.

1.1. Developing Countries

Countries referred to as “developing” encompass a wide range of nations that are
growing regional powerhouses transitioning through economic, social and political
reforms.

There is no agreed-upon criterion for what makes a country developing versus
developed (versus un-developed/non-developing). Yet, developing countries are
generally viewed as those having a lower living standard, an underdeveloped industrial
base, and a low Human Development Index (HDI) relative to other countries.



Crittenden and Crittenden (2010) explored emerging economies as a research
context and suggested that there is likely a continuum of market economies. Minovi¢
and Zivkovi¢ (2010) divided this continuum into three major types of markets: (1)
developed markets in North America, Western Europe, and Japan, (2) emerging
markets of East Asia and Latin America, and (3) frontier markets of Southeast Asia
and Southeastern Europe. While Crittenden and Crittenden (2010) discussed the
lack of demarcation between emerging and developed markets, this distinction is
likely less concerning from a governance perspective since the move from emerging
to developed status would mean that many of the challenges of doing business in the
newly transitioned country market would have been resolved once developed status
was attained. According to Shoenholz (2011), it is the frontier markets that are in the
spotlight, particularly for asset managers, and he refers to these frontier markets as
“emerging-emerging,” “next generation emerging,” “next eleven (N-11),” and “proto-
emerging.”

2. Frontier Markets

According to Levisohn (2013), frontier markets are what emerging markets were more
than a decade ago. As to the appeal of frontier markets, Zafari (2010) cited GDP growth
per capita of close to 700 percent for the frontier markets, for example, of Nigeria and
Vietnam. While not without risks, the frontier markets have high expected growth
rates and high dividends and they generally outperform emerging markets as investors
increasingly feel comfortable doing business in the more remote locations of the world
(Levisohn, 2013). Shoenholz (2011) suggested that a key attraction in frontier markets
was the lack of correlation to each other and to developed and emerging markets; thus,
a broader investment strategy could reduce overall risk. Table 1 shows the frontier
market classification offered by MSCL

TABLE 1. Frontier Markets

Europe Middle
Americas & CIS Africa East Asia
Argentina Bosnia Botswana Bahrain Bangladesh
Jamaica Herzegovina Ghana Jordan Pakistan
Trinidad & Bulgaria Kenya Kuwait Sri Lanka
Tobago Croatia Mauritius Lebanon Vietnam
Estonia Morocco Oman
Lithuania Nigeria Palestine
Kazakhstan Tunisia Saudi Arabia
Romania Zimbabwe
Serbia
Slovenia
Ukraine

Source: MSCI, 2014.
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2.1. Corporate Governance in Frontier Markets

Crittenden and Crittenden (2012) suggested that it was not the same governance
game in emerging economies as it was in developed economies and that it was im-
perative that the nuances of demographic trends, technological development, natural
resources, and political/legal unease be taken into consideration when shaping gov-
ernance in emerging markets. Zafari (2010) and Shoenholz (2011) both corroborated
these nuances and identified various risks associated with frontier markets (e.g., regu-
latory, transaction costs, currency, liquidity, cultural, and geo-political turmoil). With
the goal to move from frontier market status to emerging market status, it is critical to
understand the major governance issues encountered when doing business in frontier
markets since the standards of corporate governance and financial reporting in fron-
tier markets can be uneven (Shoenholz, 2011). For example, in a case study within
the Nigerian banking industry, Human, de Monts-Petit, and Roach (2014) found that
accounting standards and the level of transparency and disclosure could vary across
African regions, with some organizations adhering more to international standards
than others.

The role of the accounting profession is critical to corporate governance in fron-
tier markets. According to Ponduri, Sailaja, and Begum (2014), the accounting role
becomes the primary source of information to capital market participants and other
stakeholders and the failure to develop reliable financial reporting infrastructures could
result in financial catastrophe (Schultz & Welker, 2006). Given the importance of
accountants in improving governance in companies operating in frontier markets, a
research agenda should help clarify the areas of keen importance to both accountants
and strategists as investment decisions are made with regard to market entry/invest-
ment strategies.

3. Issues Comprising a Research Agenda

Crittenden and Crittenden (2010) referred to four major drivers of decision-making
in emerging markets. These four drivers were: demographic trends, technological de-
velopments, natural resources, and political/legal unease. These variables that exist in
a country’s traditional processes and systems, yet comprise a company’s external envi-
ronment, are breeding grounds for major challenges and risks in doing business in the
countries. Companies cannot control the external environment as changing societal at-
titudes, natural disasters, and political upheaval will create risks in these markets, and
companies must learn to balance the marketplace opportunities with these risks (Ernst
& Young, 2012).

With regard to governance risks, Shoenholz (2011) and Gibley (2012) both fo-
cused on the fact that the standards of both corporate governance and financial report-
ing among even listed companies in frontier markets could be uneven and unreliable.
According to Henisz and Zelner (2010), the costs related to the diversion of profits
through (the selective lack of ) regulation is equivalent to at least a 33 percent increase
in tax for the company doing business in the particular market. Yet, Shoenholz (2011)
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goes on to suggest that it is this large difference in the nature of doing business that
makes the frontier markets attractive as part of a broader investment strategy for reduc-
ing overall risks.

Since much of the governance of these risks in frontier markets resides in the hands
of the accounting world, it is imperative that those charged with the day-to-day regula-
tory governance issues identify and understand the factors that impact decisions that
shape the responses rendered by various stakeholders. These factors are: accounting
standards and related components of competency and quality, stock market exchanges,
and sovereign risks. Rich research opportunities exist in exploring these factors on a
cross-country basis so as to take into account the variety of governance frameworks that
exist in frontier markets.

3.1. Accounting Standards

Corporate collapses and resulting fraudulent financial reporting in the early 2000s led
to many changes and standardization in accounting professional practice in developed
countries. Yet, one of the major corporate governance pitfalls in emerging markets is
still that of different accounting standards across emerging countries, with financial
statements clearly lacking in detail (Logue, 2011). Hussain, Chand, and Rani (2012)
reported on studies that suggested that one of the first things developing economies
should do was restructure accounting systems and encourage the adoption of global
accounting standards since these global systems and standards would help build confi-
dence in the economies’ financial markets. Unfortunately, the failure to develop reliable
financial reporting infrastructures could result in financial catastrophe for emerging
economies and those who have invested in those economies (Quinn, 2004 ).

The International Financial Reporting Standards (IFRS) are a set of global account-
ing standards developed by the International Accounting Standards Board (IASB) for
the preparation of public company financial statements. By 2014, approximately 120
nations required IFRS for domestic listed companies, although only about 75 percent
of those 120 nations had fully conformed with IFRS (AICPA, 2014). In 2010, the U.S.
Securities and Exchange Commission stated that it believed that a single set of high-
quality globally accepted accounting standards would benefit U.S. investors and it en-
couraged the convergence of generally accepted accounting principles (GAAP) and
IFRS (U.S. Securities and Exchange Commission, 2010).

According to GMI Ratings (2014), however, many challenges exist in effectively
implementing the standards in emerging markets:

e Thelack of accounting and legal infrastructure and technical competence of pro-

fessionals trained on the rules.

e Fairvalue accounting, at the heart of IFRS, is often cited as difficult to implement
in lesser developed economies where a lack of active markets makes it tough to
obtain market prices in compliance with IFRS rules.

e Rules that originated from mature markets where firms engage in arm’s length ex-
changes can be challenging to transfer to markets that emphasize personal social
networks and government connections.
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e When a legal infrastructure is not robust, adoption of a standard by a local ac-
counting regulatory body is not enough to ensure compliance.

e Firms’ ownership structures can be a significant influence with state-owned en-
terprises that conduct related-party transactions.

According to Carmona and Trombetta (2008, p. 460), “emerging economies lack
well developed markets and this makes it difficult to implement the market based ap-
proach to the estimation of fair values, a concept that may involve controversial means
within institutional contexts that are remarkably different from those that witnessed
the emergence of this notion.” Given the diversity of markets, examination of the im-
plementation of IFRS in frontier markets would be a relevant research area for inter-
national accounting and public policy research. Quinn (2004) suggested that losers in
the failure to include emerging market countries in a robust accounting system were:
investors, consumers, multilateral agencies (e.g., World Bank, International Monetary
Fund), individual countries, and all who espouse corporate governance. Without ef-
fective in-country accounting systems, external corporate entities are constrained in
their ability to effectively judge potential suppliers, distributors or acquisitions. Nadia,
Catalin, and Madalina (2012) suggested that accounting and accountants are under-
valued in emerging economies, making it even more difficult for managers to embrace
Western ideas. This leads to our first research question:

RQI: Are there country-specific or regional differences with regard to
impediments to the adoption and implementation of IFRS in frontier
markets?

4. Accountant Competency

Hussain, Chand, and Rani (2012) note that the biggest challenge in adopting IFRS
in emerging markets is the lack of adequate training to equip practitioners with the
necessary skillset prior to the preparation of the first set of financial documents.
Thus, accounting competency is a critical forerunner to the adoption of international
standards. Accountants are the rule checkers yet their knowledge base in the 215t
century has to go beyond mere application of rules. The adoption of IFRS would
require accountants to have a solid working-knowledge of business and economics
which would result in substantial changes in the education and training of accountants
and auditors working in frontier markets (Carmona & Trombetta, 2008).
Accounting competencies are far-reaching in the 215t century. Byrne and Pierce
(2007) suggested that the roles of management accountants are quite broad and are
linked to competencies such as business knowledge, interpersonal skills, I'T skills, per-
sonal qualities and entail activities such as information provider, decision supporter,
ad hoc analysis, administration, and use of high-level techniques. Corroborating this
thinking, a KPMG (2004) report identified three types of skills necessary for ac-
countants that would essentially transform them into consultants: (1) compliance (i.e.,
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through audit, communications, forecasting, IFRS), (2) strategic and commercial (e.g.,
business plans, managing costs), and (3) people-related (e.g., manage relationships,
leadership, provide support).

Albu, Albu, Faff, and Hodgson (2011) explored the influence of technical and
accounting reforms on Romanian accountants by examining employer expectations
for accounting competencies from the three levels of technical, personal, and environ-
ment-related. The results of their study reflected a slow move toward more hybrid ex-
pectations of accountants. That is, accountants in Romania were not only expected to
be rule-checkers, they were also expected to possess a wide-range of skills that would
enable greater ability to explore a wider range of governance issues. Increasing expecta-
tions for accountant capabilities suggests the next research question:

RQ2: How should the expanding role and expectations for accountants and
the merging of GAAP and IFRS be reflected in the training of account-
ants in frontier markets?

S. Tax Law

In addition to issues concerning GAAP and IFRS, the accountant’s work with regard to
emerging markets is fraught with the complexity of differing tax laws for each country
and proper recording of tax liabilities within financial statements. In 2009, the Financial
Accounting Standards Board (FASB) issued an update that covered proper account-
ing for uncertain tax liabilities and disclosure requirements (FASB, 2009). While there
was clear guidance for accountants and corporations on disclosing tax liabilities, it was
not straightforward when accounting for the liabilities related to emerging and frontier
markets. This lack of clear guidance was due to the differing tax laws across borders. As
noted by Barker (2007, p. 367) “...emerging economies’ tax systems contain numer-
ous gaps and tax arbitrage points” A Deloitte (2012) report identified two major tax
issues in emerging markets: (1) tax-driven accounting where accounting processes are
driven by tax requirements instead of applicable accounting standards and (2) ever-
changing tax regimes where the tax landscape can change significantly over time as a
result of local country political changes. Thus, an accountant’s due diligence has to take
into account idiosyncratic tax laws for each country, leading to the following research
question:
RQ3: What are the tax arbitrage points in major frontier markets? What mech-
anisms could create improved linkages between accounting standards
and tax laws in frontier markets?

6. Financial Reporting Quality

Accountant competency links clearly to the critical outcome of financial reporting qual-
ity. An important component of financial reporting quality is that of audit quality. Per-
ceptions of quality have a significant impact on both the efficient allocation of capital
and, ultimately, reduction in a firm’s agency costs (Michas, 2011). Essentially, a strong
audit infrastructure provides the environment for high quality financial reporting. Un-
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fortunately, poor disclosure and financial opacity are common traits among companies
in emerging markets (Fan, Wei, & Xu, 2011). These characteristics may be even more
pervasive within frontier markets.

Elbannan (2011) suggested that investment in the Egyptian stock market would re-
main limited as long as investors were skeptical about the quality of published account-
ing information via companies’ financial reports. In their study on private firms, Chen
et al. (2011) provided empirical evidence to suggest that financial reporting quality
positively affected investment efficiency and that this investment efficiency increased
with bank financing versus tax-maximization financial incentives. Additionally, quality
reports serve information intermediaries (e.g., analysts) for gauging managerial actions
(Shroff, Verdi, & Yu, 2014). Thus, it appears that accounting information plays a critical
role in economic activity for both publicly-traded and private firms in emerging econo-
mies. Yet, there remains a lack of clarity as to a full view of the problems and specifics of
the emerging markets with regard to corporate governance. Thus, the following ques-
tion opens the door for future research efforts with respect to governance:

RQ4: What types of disclosure problems are most prominent in frontier mar-
kets? Is there a typology of traits that can be identified in these markets
that would enhance corporate governance?

6.1. Stock Market Exchanges

A low level of liquidity is a key problem facing frontier markets (Minovi¢ & Zivkovi,
2010). Essentially, liquidity ensures the ability of investors to buy and sell securities
with relative ease and is dependent upon both objective, exogenous factors as well as
the endogenous forces of the market participants (Crocket, 2008). Unfortunately, fron-
tier markets are plagued with illiquidity, resulting in assets not being convertible quick-
ly and easily to cash. This illiquidity has been created by a lack of transparency regarding
securities suspected of losing value (i.e., poor quality of financial reporting) and also to
the trading market venue (Caruana & Kodres, 2008).

In 2011, FASB released Accounting Standards Codification Fair Value Measure-
ment (Topic 820) that required companies to disclose their investments’ market values
based on the level of risk involved with the fair market value (FASB, 2011). In this
regard, a publicly-traded company in the United States is always rated Level 1 and, in
normal circumstances, so are foreign equities. However, circumstances within frontier
markets could potentially change that rating due to the infrequent and low-volume
trading. Thus, the accountant must perform further procedures when determining the
risk of the fair market value of frontier investments.

The trading venues for frontier markets, specifically the stock market exchanges, are
frequently discontinuous; that is, the time between subsequent trades can be several
weeks (Minovi¢ & Zivkovi¢, 2010). According to Arouri, Jawadi, and Nguyen (2010),
stock exchanges in Sri Lanka, Zimbabwe, or Morocco, for example, might be open for
one trade a day and for possibly only two or three days a week thus limiting information
about market price and value. Essentially, the low trading rate with respect to the infre-
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quent and irregular trading practices in frontier markets is a major reason behind mar-
ket inefficiencies (Zivkovi¢ & Minovié, 2010). While researchers have embarked on
efforts to measure liquidity in emerging markets (Bekaert, Harvey, & Lundblad, 2007),
the issue here in developing this research agenda is not the actual measure itself. Rather,
the concern is the systemic risk encountered by accountants in attempting to assess
fair value and conduct due diligence for clients and subsequent stakeholders when that
valuation depends on whether markets are active or not (Chukwunedu, 2011).
Financial markets in emerging markets lack the sophistication and information ex-
change taken for granted in developed economies. Many frontier markets lag further
behind in financial development. These issues suggest specific accounting concerns
related to exchanges on frontier stock markets and lead to the following research ques-
tions:
RQS: How should a public stock held on an infrequently trading stock ex-
change be assessed? Should the stock be treated as a liquid asset?

6.2. Sovereign Risks

Scholars and world leaders have long acknowledged that political and legal instability
are hallmarks of an emerging economy (Crittenden & Crittenden, 2010). Accounting
for these sovereign risks has a huge impact in the valuation approach taken by analysts.
Rating agencies, using accounting data among other measures, regularly evaluate a
country’s risk of default on its government debt. Moral hazard is introduced if one fails
to acknowledge the role of inflation. That is, some countries might avoid default simply
by printing money, thus increasing inflation and creating a different set of financial dif-
ficulties.

Anshuman, Martin, and Titman (2011) offered insights into how the valuation ap-
proach used by practitioners with regard to investment projects in emerging markets
differed from the standard valuation approach. According to these authors, practition-
ers account for sovereign risks implicitly by adjusting the investment’s required rate of
return or the discount rate; theoretically, however, these risks are project-specific and
should be accounted for in the estimation of the expected investment cash flows. This
becomes particularly tricky for auditors, for example, in the process of auditing a large
financial services firm doing business in a frontier market.

Examples abound related to sovereign risks with regard to political and legal unease.
For example, companies doing business in frontier markets face risks related to gov-
ernment takeover. The takeover actions of Venezuelan President Hugo Chavez of oil
field service companies in 2010 and those of Ecuadorian President Rafael Correa to en-
force profit-sharing agreements add to concerns about unethical practices, corruption,
and terror that abound in markets fraught with political and legal unease (Anshuman
et al,, 2011; Crittenden & Crittenden, 2010). The weakened global economy has led
to widespread problems with regard to pervasive risks and, at the same time, increased
regulatory activity (Ernst & Young, 2013a). As such:
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RQ6: What is the role of the accountant in assessing sovereign risk? Specifi-
cally, what guidelines can be offered to assess risk regarding the potential
governmental takeover of non-government entities and assets?

7. Corruption

A report by Ernst & Young (2013c) suggested rampant concern about financial ma-
nipulation in companies in 36 countries in Europe, the Middle East, India, and Africa.
To summarize the findings of the survey of over 3,000 employees:

e One in five respondents were aware of financial manipulation in their own com-
pany in the past 12 months,

® 42 percent of board members and senior managers were aware of irregular finan-
cial reporting in their company,

e 38 percent of respondents believed that companies in their jurisdiction over-
stated financial performance, and this was particularly profound for respondents
from rapid-growth markets (as compared to those with headquarters in Western
Europe),

® 67 percent of respondents in rapid-growth markets believed that bribery and
corruption were widespread in their country.

It is clear that executives of companies in frontier markets feel personal pressure
to produce growth and profit in a challenging marketplace (Ernst & Young, 2013b).
While gray areas exist, executives must perform under intense scrutiny as the regulators
(accountants) are themselves under more and more scrutiny. For example, members of
the accounting profession have to now be experts in the Racketeer Influenced and Cor-
rupt Organizations Act (RICO) and the U.S. Foreign Corrupt Practices Act (FCPA).
RICO and FCPA have extensive reach when it comes to regulation. This is true even
when the illegal action is made by a third-party to the business under contract to the
accounting firm. This was shown in the 2010 Panalpino case in which payments were
made on customers’ behalf to local officials to speed up import procedures (Ernst &
Young, 2013a).

Transparency International (2013) releases its Corruption Perceptions Index (CPI)
annually. Using this index, the frontier markets noted in Table 1 represent a wide range
on the corruption scale. If the index is looked at from a quartile perspective, 13 percent
of the identified frontier markets would be in the highest quartile, 48 percent in the next
quartile, with the remaining 39 percent divided equally across the two bottom quartiles
(note: Palestine was not listed in the 2013 CPI). Unfortunately, corruption is an an-
cient practice that is embedded in many of the emerging market cultures (Hammond,
2011). Thus, corruption is a potentially fertile ground for future research as suggested
by the following:

RQ7: What risks do accountants face when operating in countries with high
corruption? What steps can be taken to mitigate these risks?
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8. Fraud

Corruption and fraud often go hand-in-hand. There is certainly a heightened risk of
fraud in several emerging and frontier markets. For example, companies from devel-
oped and developing nations have been accused of overstating assets reportedly situat-
ed in a developing market. Unfortunately, certain kinds of fraud can be very challenging
for auditors due to physical remoteness or lack of adequate access to assets (e.g., timber
land, mines), weak or incomplete government records regarding asset ownership (e.g.,
land & building records), and the common language barriers related to doing busi-
ness in the emerging market arena. In such instances, auditing firms may be tempted
to rely heavily on a third-party for valuation and/or translation work. Yet, are these
third-parties trustworthy? Do they have the training to conduct the level of necessary
due diligence? While any fraudulent activity might clearly be that of the client, scrutiny
on doing business in emerging markets raises the level of expectations for accounting
firms. This leads to our next research question:

RQ8: What additional procedures should auditors perform on audits of com-

panies in frontier markets that would improve detection of fraud?

Accounting firms increase their own exposure when operating with clients (either
directly or via third-parties) in emerging markets (Deloitte, 2011). The Public Com-
pany Accounting Oversight Board (PCAOB) released an alert in 2011 that called for a
“heightened awareness of risks when performing audits of companies with operations
in emerging markets,” noting that there are possibly incentives or pressures to manipu-
late financial statements rather than report poor results to the investing public. As noted
by Ponduri, Sailaja, and Begum (2014), the role of accounting is critical with regard to
corporate governance since it is the accountants and auditors who are the primary pro-
viders of information to the capital market participants and its stakeholders. As such:

RQ9: What are the heightened risks for public accounting firms when doing
business with companies in frontier markets? How should firms act to
mitigate these risks?

9. The Research Agenda

The Worldwide Governance Indicators project identified six indicators of corporate
governance (Kaufmann, Kraay, & Mastruzzi, 2010):
1. Voice and accountability,
Political stability and absence of violence/terrorism,
Government effectiveness,
Regulatory quality,
Rule of law, and

AN N

Control of corruption.
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TABLE 2. Research Questions

RQI: Are there country-specific or regional differences with regard to impediments to
the adoption and implementation of IFRS in frontier markets?

RQ2: How should the expanding role and expectations for accountants and the merging
of GAAP and IFRS be reflected in the training of accountants in frontier markets?

RQ3: What are the tax arbitrage points in major frontier markets? What mechanisms
could create improved linkages between accounting standards and tax laws in
frontier markets?

RQ4: What types of disclosure problems are most prominent in frontier markets? Is
there a typology of traits that can be identified in these markets that would enhance
corporate governance?

RQS: How should a public stock held on an infrequently trading stock exchange be
assessed? Should the stock be treated as a liquid asset?

RQ6: What is the role of the accountant in assessing sovereign risk? Specifically, what
guidelines can be offered to assess risk regarding the potential governmental
takeover of non-government entities and assets?

RQ7: Whatrisks do accountants face when operating in countries with high corruption?
What steps can be taken to mitigate these risks?

RQ8: What additional procedures should auditors perform on audits of companies in
frontier markets that would improve detection of fraud?

RQ9: What are the heightened risks for public accounting firms when doing business

with companies in frontier markets? How should firms act to mitigate these risks?

As evidenced in this research overview, each of these indicators plays a major role as
we begin to better understand the value relevance of accounting in less developed coun-
tries. It is clear that accountants are the gatekeepers and can be held responsible legally
for actions taken by clients. Thus, the corporate governance and accounting literatures
need to have an improved focus on the “rules of the game” since it seems that the rules
are standardized for accountants even though they are not easily applicable and imple-
mentable across all nations.

The suggested research questions are summarized in Table 2 and lay the ground-
work for future accounting and corporate governance research in frontier markets. The
pursuit of each of the research questions can invoke a wide range of research method-
ologies — from qualitative methods to survey data to econometric modeling. There is
much to be learned, regardless of method. As well, we recognize that these questions
are just the tip of the iceberg with respect to the questions that need to be pursued by
scholars.

As noted by Crittenden and Crittenden (2012), “To ensure sustainable develop-
ment in emerging economies, it is imperative that those in corporate governance well
understand the factors that can affect a company’s ability to make sound business deci-
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sions in a turbulent environment.” It is clear from this review that the accounting profes-
sion should take a lead governance role as frontier markets become more and more the
location of choice for a large number of investors. At the same time, it is clear that much
work needs to be done to better understand activities behind the governance needs.
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