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Mandatory Adoption of IASB Standards: Value Relevance
and Country-Specific Factors

value relevance of European-listed companies’

accounting information increased after the
mandatory application of International Accounting
Standards Board (IASB) standards, and to identify how
the value relevance of accounting information prepared
and presented under IASB standards is shaped by the
specific factors of the country in which companies are
domiciled.

Under rule 1606/2002 of the European Parliament
and the Council, European-listed companies were
required to follow International Accounting Stan-
dards (IAS)/International Financial Reporting Standards
(IFRS) in the preparation and presentation of consoli-
dated accounts for the periods beginning on or after
2005. However, before 2005, some companies decided to
follow IAS/IFRS voluntarily. IAS/IFRS application is
expected to have a particularly profound effect on
companies’ financial statements.

Some studies (Barth et al. 2008; Bartov et al.
2005) found evidence that companies which follow
IAS/IFRS voluntarily supply higher quality accounting
information than companies that apply local accounting
standards. In fact, it might be expected that the
application of uniformly high-quality standards would
produce more relevant accounting information.

However, most political and economic influences
on financial reporting practices remain local (Ball
2006) and different. Capital markets are not perfectly
integrated, and economic and political integration are
not yet fully complete (Ball 2006). Therefore, several
factors (such as legal systems, financial systems, the
role of the accounting profession, tax alignment and
ownership concentration) that in the past justified
differences between accounting systems have remained
in force among European countries. As a result of
the influence of a country’s institutional setting on
accounting information, the economic consequences of
changing from local accounting standards to interna-
tional accounting standards may vary across countries.

Investigations looked into whether there is a variation
in the value relevance of accounting information due to
the mandatory application of IAS/IFRS. Most previous
studies investigated the value relevance of accounting
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the mandatory application of International Accounting
Standards (IAS)/International Financial Reporting
Standards (IFRS) and how the value relevance of
accounting information prepared under IAS/IFRS is
shaped by the specific factors of the country in which
companies are domiciled. Results show that the value
relevance of financial information during the period
companies applied mandatory IAS/IFRS is higher than
for the period during which they applied local accounting
standards. We also found that countries where accounting
and tax are clearly separated show more relevant
accounting information. Finally, we found that
companies from countries with more legal and public
enforcement mechanisms disclose less relevant accounting
information under IAS/IFRS.
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information for voluntarily IAS/IFRS followers (for
example, Barth et al. 2008; Bartov et al. 2005).

To investigate the value relevance of accounting
information, we used a sample of 29 032 company year
observations for 6977 European-listed companies from
14 countries (Austria, Belgium, Denmark, Finland,
France, Germany, Greece, Ireland, Italy, the Netherlands,
Portugal, Spain, Sweden and the United Kingdom (UK))
for which Worldscope Database data are available for all
the variables for the period between 2000 and 2005.
Following Lang et al. (2003, 2006), we regressed the
market price of shares on the book value of equity
per share and net income per share, deflated by the
book value of equity per share, in order to estimate R?
for the period during which companies followed local
accounting standards (2000-2004), for the period when
companies applied IAS/IFRS voluntarily (2000-2004)
and for the period when companies followed mandatory
TAS/IFRS (2005).

We also investigated how the value relevance of
accounting information is shaped by the specific factors
of the country in which companies are domiciled. We
based our analysis on the premise that the country’s
financial system, the existence of legal and public
enforcement mechanisms, the role of the auditing
profession, the tax alignment, ownership concentration,
and the divergence between local accounting standards
and IAS/IFRS influence the value relevance of accounting
numbers despite the fact that companies follow the same
accounting standards (IAS/IFRS).

For all the companies included in our sample, we
found that the R? value during the period companies
followed mandatory IAS/IFRS is higher than that for the
period during which they applied local accounting stan-
dards. We also found that the value relevance of account-
ing information during the period companies applied
IASB standards voluntarily is lower than the value
relevance of financial information under mandatory
application of IASB standards. Finally, the results
also show that the value relevance of accounting
information prepared under mandatory IASB standards
is different between countries. As predicted, we found
that companies from countries where accounting and
tax are clearly separated show more relevant accounting
information than companies from countries where tax
and accounting are closely related and companies from
countries with strong public enforcement show less value
relevance of accounting information under IAS/IFRS.

Our findings make three contributions to prior liter-
ature. First, our sample includes only companies from
European Union (EU) countries. Most of the previous
studies consider samples from different countries but, in
general, EU countries have a small representation (for
example, the Barth et al. study (2008) includes only
38% of EU companies in their broad-based sample).
Considering a sample that only includes EU countries
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provides a more powerful setting in which to test the
determinants and economic consequences of accounting
quality (Schipper 2005).

Second, we investigate the value relevance of
accounting information for the period when companies
applied local accounting standards, for the period
when IAS/IFRS were voluntary and the period during
which TAS/TFRS were mandatory. Most previous studies
investigated the value relevance of accounting informa-
tion for a sample of companies that followed IAS/IFRS
voluntarily. As Soderstrom and Sun (2007) pointed out,
the inclusion of only voluntary adopters leads to a sample
selection bias.

Finally, our study showed that differences in the
political, economic and legal environments influence the
value relevance of accounting information, even when
companies apply the same accounting standards. The
application of accounting standards is only one of
the determinants of accounting quality since other
determinants, such as political and legal systems, finan-
cial market development, capital structure, ownership
concentration and tax systems will continue to differ
across countries (Soderstrom and Sun 2007).

Literature review

Ball and Brown (1968) were the first to report that stock
prices react to the information disclosed in financial
statements. Since then, several studies have investigated
the price/returns—earnings relation by using different
variables.

This study is related to two main streams of investiga-
tion into the value relevance and the differences between
accounting systems, these being (1) investigation of
the value relevance of accounting information under
IAS/IFRS; and (2) identification of the factors that have
justified differences between accounting systems.

Studies on the value relevance of accounting infor-
mation under IAS/IFRS found mixed results. On one
hand, Bartov et al. (2005) found that IAS-based earnings
are more value relevant than earnings produced under
German Generally Accepted Accounting Principles
(GAAP), based on a sample of German companies traded
on the German stock exchanges. Barth et al. (2008)
compared the value relevance of accounting amounts
for companies that applied IASB standards and
companies that did not. They found that companies
which applied IAS revealed more value relevance of
accounting amounts than companies which followed
local accounting standards. On the other hand, Hung
and Subramanyan (2007) compared the effects of using
IAS to those using German GAAP for a sample of
German companies that elected to apply IAS. They
found that the adjustments to book value are generally
value relevant, but the adjustments to net income are
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generally not value relevant. Eccher and Healey (2003)
compared the usefulness (in terms of the ability to predict
future cash flows and the relation between accounting
information and stock price performance) of IAS and
Chinese GAAP. They found that information produced
using IAS is no more useful than that prepared using
Chinese standards. Joos and Lang (1994) investigated the
financial statement effects of differences in accounting
measurement in France, Germany and the UK, and
found no evidence that the measurement practices in
the UK resulted in accounting numbers with a higher
association with share prices than in Germany. Similar
to Joos and Lang (1994) and Harris et al. (1994) found
the correlations between share returns and earnings in
Germany and the US to be similar. They found that
accounting amounts based on IAS are not more value
relevant than those amounts based on local accounting
standards. Niskanen et al. (2000) investigated the value
relevance of Finnish accounting standards (FAS) and the
voluntary reconciliations to the IAS. They found that
foreign investors find significant information content
especially in IAS earnings, while domestic investors
are satisfied with FAS earnings. Finally, Auer (1996)
investigated Swiss companies that changed from Swiss
standards to European Community Directives or IAS,
and they found that IAS-based earnings do not show
statistically significant higher information content than
European Community Directives.

This article is also related to another stream of studies
that investigates the country factors that shape the value
relevance of accounting information. Previous studies
showed that value relevance of financial information
is affected by the auditor (Francis and Wang 2008),
the country’s financial system (Ball et al. 2008; Leuz
et al. 2003; Ali and Hwang 2000), investor protection
(Bushman and Piotroski 2006), the existence of legal
and public enforcement mechanisms (Burgstahler et al.
2006; Leuz et al. 2003), legal origins (Garcia Lara and
Mora 2004; Ball et al. 2003; Ali and Hwang 2000; Ball
etal. 2000; Giner and Rees 2001), the tax and accounting
alignment (Guenther and Young 2000; Ali and Hwang
2000), and ownership concentration (Leuz et al. 2003).

Table 1 presents a summary of some of the important
prior studies.

Hypotheses and research design

Hypotheses

We expect that the value relevance of accounting
information will be higher after the mandatory
application of TASB standards. The TASB standards are
developed for the private sector, for markets where public
capital is raised and reporting rules are largely unaffected
by taxation requirements. Historically, IASB standards
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have been influenced by common law countries such as
the United States (US) and the UK. Several studies show
that IAS/IFRS adoption improves financial reporting
quality (Barth et al. 2008), and the value relevance of
IAS/TFRS earnings is higher than the value relevance of
local accounting standards earnings (Bartov et al. 2005;
Auer 1996; Niskanen et al. 2000). We test the following
hypothesis:

H1: The value relevance of financial information is higher
after the mandatory application of IAS/IFRS.

However, we expect that the value relevance of
accounting information under IAS/IFRS will vary,
depending on the specific factors of the country in which
companies are domiciled. We based our analysis on the
premise that a country’s financial system, the existence
of legal and public enforcement mechanisms, the market
share of the ‘Big 4’ auditing companies, the relation
between the tax system and the accounting system, own-
ership concentration and the differences between local
accounting standards and IAS/IFRS standards influence
the value relevance of accounting numbers after the
mandatory application of IAS/IFRS.

Berglof (1990) suggested two types of financial
systems: bank-oriented and market-oriented. Bank-
oriented systems are characterised by the close link
between companies and banks, which supply most of
their capital needs. In bank-based systems, the most
important user of accounting information is banks,
which are the principal financing agent and also play
an important role as shareholders. Since banks have
direct access to companies’ financial information, the
demand for published financial information is lower. Ali
and Hwang (2000) found that value relevance is lower
for countries with bank-oriented financial systems as
opposed to market-oriented financial systems. Ball et al.
(2008) also found a significant relation between timely
loss recognition and debt market size. They concluded
that their results are consistent with the hypothesis that
the demand for financial information by the debt market
exerts a substantial influence on accounting reporting.

On the other hand, market-oriented systems are
characterised by the existence of several investors that
rely on financial accounting information to monitor
management and to evaluate their investments. In
market-based financial systems, shareholders are the
most important user of accounting information, and
financial reporting is determined largely by the demands
of the equity markets that require timely recognition
of all gains and losses. Alford et al. (1993) found that
the association between earnings and stock returns is
stronger in countries where capital is traditionally raised
in capital markets and there are weaker links between
financial and tax reporting. This leads to our second
hypothesis:
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H2: The value relevance of financial information under
mandatory application of IAS/IFRS is higher for
countries where the financial system is market-based.

The enforcement of accounting standards and the
quality of judicial systems affect accounting quality.
La Porta et al. (1998) found that legal enforcement
is higher in common law countries. Ali and Hwang
(2000), Ball et al. (2000) and Leuz et al. (2003)
found that accounting quality is higher in countries
with common law origin and a higher protection of
shareholders. Bushman and Piotroski (2006) also found
that companies from countries with high-quality judicial
systems and strong investor protections reflect bad
news in reported earnings numbers in a more timely
fashion than companies in countries with weak investor
protections and low-quality judicial systems. This legal
enforcement role may be particularly important for
the value relevance of accounting information under
IAS/IFRS. The application of IAS/IFRS will increase the
need for managers’ and auditors’ judgements because of
fair value accounting, especially in countries with illiquid
markets (Ball 2006). This leads to our third hypothesis:

H3: The wvalue relevance of financial information
under mandatory application of IAS/IFRS is higher
for countries with stronger legal enforcement
mechanisms.

Auditing is considered to be an important enforcement
mechanism. There is evidence that the earnings of US
companies with Big 4 auditors are of higher quality and
that the stock market values the earnings surprises of
Big 4 clients more highly than the earnings surprises
of companies with non-Big 4 auditors (Teoh and
Wong 1993; Krishnan 2003). Additionally, Francis and
Wang (2008) found that earnings quality increases for
companies with Big 4 auditors, based on an international
broad-based sample. In fact, non-Big 4 auditors do not
have the same incentives to enforce greater accounting
information quality: non-Big 4 auditors have less to lose
in accommodating clients and signing off on accounting
information that is of lower quality. Ali and Hwang
(2000) also found that value relevance is higher when
more is spent on external auditing services.

We expect a positive relation between the market
share of the Big 4 and the value relevance of accounting
information. This leads to our fourth hypothesis:

H4: The value relevance of accounting information
prepared under mandatory application of IAS/IFRS
is higher for countries where the market share of Big
4 auditing firms is higher.

Ball et al. (2000) hypothesised that the link between
financial and tax accounting can play an important
role in companies’ reporting behaviour. In fact, a
close link between accounting standards and tax laws

134 Australian Accounting Review
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tends to reduce the quality of accounting standards,
since financial statements serve political purposes,
such as collection of tax for the government, instead
of reducing information asymmetry. The conformity
between financial and tax reporting provides incentives
to reduce taxes by reporting systematically lower
earnings, thereby reducing the value relevance of
accounting information (Choi and Mueller 1992; Joos
and Lang 1994). Similarly, Burgstahler et al. (2006) found
that European companies in high book tax alignment
and high tax rate countries manage earnings better. Ali
and Hwang (2000) also found that value relevance is
lower when tax rules significantly influence financial
accounting measurements. They concluded that this
finding is consistent with tax laws being influenced by
political, social and economic objectives rather than the
information needs of investors. This leads to our fifth
hypothesis:

H5: The value relevance of accounting information
prepared under mandatory IAS/IFRS is lower for
countries where tax and financial reporting are closely
related than for countries where accounting and tax
are clearly separated.

Concentrated ownership plays an important role in
corporate governance, especially in countries with poor
investor protection. Concentrated ownership tends to
mitigate managerial expropriation. However, it may
raise another problem: the potential expropriation of
minority shareholders and other stakeholders (La Porta
et al. 1998; Shleifer and Vishny 1997). In a highly
diffused ownership structure, there is a great demand
for high-quality accounting information. Therefore,
standard-setters tend to respond to this high demand
by publishing high-quality accounting standards. In
contrast, companies with more concentrated ownership
structures may be reluctant to provide more value
relevant information, since the owners have alternative
ways of getting information. This leads to our sixth
hypothesis:

H6: The value relevance of accounting information
prepared under mandatory IAS/IFRS is higher for
countries where ownership is more diffused than
countries where ownership is more concentrated.

IAS/TFRS have been influenced by common law
countries such as the UK and the US. In contrast to
the legalistic, conservative and tax-influenced standards
of continental European countries, IASB standards
are formulated to reflect the economic substance of
transaction, to reflect not only the losses but also the
gains in a timely fashion way, and to make financial
information more useful. We expect that the value
relevance of accounting information under IAS/IFRS
will vary, depending on the differences between local
accounting standards and IASB standards. We expect

© 2009 CPA Australia
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that the value relevance of accounting information
under IAS/IFRS will be higher for countries where local
standards are more similar to IASB standards. Ding
et al. (2007) investigated the determinants and effects of
differences between local accounting standards and IAS.
They found that countries like Germany, Italy, Austria,
the UK, France and Ireland have more differences
between local accounting standards and IAS. This leads
to our final hypothesis:

H7: The value relevance of accounting information under
mandatory IAS/IFRS is higher for countries where
local accounting standards have less divergent and
absent issues.

Sample

Our sample consists of 29032 company year obser-
vations for 6977 European-listed companies, financial
and non-financial, from Austria, Belgium, Denmark,
Finland, France, Germany, Greece, Ireland, Italy, the
Netherlands, Portugal, Spain, Sweden and the UK, for
which Worldscope Database data was available for all
the variables (accounting standards, price, book value
of equity per share and net income per share) for the
period between 2000 and 2005 (see Table 2). A first filter
was applied and all the observations from companies
that followed US GAAP and with negative book value of
equity were excluded. Next, we estimate two regression
models considering the BVEPS and TA per share as
deflators.

According to Hocking (2003) the unusual observa-
tions, also named by influential points, can be divided
into outliers and extreme values. An outlier occurs when
the predictors’ values are well within the range of data,
but the dependent response seems to be too different.
An extreme point is an observation whose predictor’s
values are far removed from the rest of the data. In order
to exclude the influential points from our sample we
adopted the following criteria: first, an outlier occurs
when the absolute value of the studentised residual is
greater than 4; second, the observation is an extreme case
when the diagonal element of the Hat matrix exceeds two
times the average of all the diagonal elements (Hoaglin
and Welsch 1978).

Thus, the excluded observations from the original data
sample meet at least one of these criteria in each one of
the two estimated regressions.

Table 2, panels A and B, shows descriptive statistics
for our sample companies in terms of country represen-
tation. The greatest representation is from the UK (40%
of the number of companies and 38% of the number of
observations), France (14% of the number of companies
and observations) and Germany (14% of the number of
companies and 13% of the number of observations).
Table 2, Panel C, reports representation, by number,

© 2009 CPA Australia
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of observations of local accounting standards followers,
IAS/IERS voluntary followers and IAS/IFRS mandatory
followers. Companies that applied IAS/IFRS before 2005
are considered to be IAS/IFRS voluntary followers.
Except for Austria, the majority of observations are from
local accounting standards followers.

Methodology

The first objective of this study is to investigate if the value
relevance of accounting information of European-listed
companies increased after the mandatory application of
IAS/IFRS; that is, if the value relevance of accounting
information under IAS/IFRS in the mandatory period
(2005) is higher than the value relevance of accounting
information under the local accounting standards period
(2000-2004). We also investigated the value relevance of
accountinginformation under IAS/TFRS in the voluntary
period (2000-2004).

Researchers in the past have used either price or
returns for examining value relevance issues. We have
chosen a price specification because it is economically
better specified than the returns specification (Kothari
and Zimmerman 1995) and it is possible to examine the
value relevance of both the stock (book value) and flow
(earnings) variables (Hung and Subramanyam 2007).
However, Kothari and Zimmerman (1995) pointed out
that the major disadvantage of the price specification is
that it is prone to econometric problems, arising from
heteroskedasticity and scale bias. In order to avoid these
problems, we use the book value of equity per share and
earnings per share deflated by the book value of equity
per share (Easton 1998). We also deflated the price, the
book value of equity per share and the net income per
share by total assets per share in order to investigate if
the results remain valid.

We regress the market price of shares at the year
end (hereafter PRICE) on the book value of equity
per share (hereafter BVEPS) and net income per share
(hereafter NIPS) in order to estimate R? for the period
that companies followed local accounting standards
and for the period that companies applied IAS/IFRS,
mandatorily and voluntarily:

PRICE;; = a9 + a1 BVEPS;; + o, NIPS;; + ¢y (1)

However, as the R? value can be influenced by scale
effects, as documented by Brown et al. (1999), we
estimate a deflated version of equation (1) using the
book value of equity per share as a proxy for scale:

PRICE;; 1 NIPS;;

BVEPS;, ot B BVEPS;, +h BVEPS;, T

i (2)

As heteroskedasticity is a common situation in these
kinds of models, we adopted the White procedure to
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Table 2 Companies included in the sample

Panel A: Number of companies included in the sample

Country Number of companies %

Austria 120 2%
Belgium 160 2%
Denmark 210 3%
Finland 153 2%
France 954 14%
Germany 973 14%
Greece 339 5%
Ireland 89 1%
Italy 318 5%
Netherlands 227 3%
Portugal 71 1%
Spain 174 2%
Sweden 378 5%
UK 2811 40%
Total 6977 100%

Panel B: Number of company year observations included in the sample

Number of Number of
company year Missing Negative Influential company year
Country observations information US GAAP BVEPS observations observations %
Austria 1224 642 32 23 45 482 2
Belgium 2058 1256 27 21 60 694 2
Denmark 1992 938 0 11 43 1000 3
Finland 1422 614 0 13 35 760 3
France 10056 5528 50 215 119 4144 14
Germany 9360 4794 585 145 71 3765 13
Greece 2448 767 67 36 80 1498 5
Ireland 954 534 16 9 43 352 1
Italy 3204 1596 4 23 164 1417 5
Netherlands 2460 1202 152 22 40 1044 4
Portugal 876 517 0 11 32 316 1
Spain 1944 1044 5 9 71 815 3
Sweden 3742 1927 5 15 107 1688 6
UK 27828 15677 49 725 320 11057 38
Total 69568 37036 992 1278 1230 29032 100

Panel C: Number of observations of local accounting standards followers, IAS/IFRS voluntary followers and IAS/IFRS mandatory followers

Local IAS IAS
Country standards % voluntary % mandatory %
Austria 196 41 219 45 67 14
Belgium 546 79 49 7 99 14
Denmark 842 84 50 5 108 11
Finland 618 81 22 3 120 16
France 3670 89 33 1 441 11
Germany 2203 59 1040 28 522 14
Greece 1224 82 22 1 252 17
Ireland 322 91 0 0 30 9
Italy 1191 84 4 0 222 16
Netherlands 852 82 58 6 134 13
Portugal 267 84 7 2 42 13
Spain 694 85 6 1 115 14
Sweden 1418 84 19 1 251 15
UK 10595 96 50 0 412 4
Total 24638 85% 1579 5 2815 10
136 Australian Accounting Review © 2009 CPA Australia
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Table 3 Variables measurement

A. |. Morais & J. D. Curto

Variables Measurement technique Source

Independent variables
Mandatory IAS versus local
accounting standard (MAND)
accounting standards).

Dummy variable to code (1 = period that companies followed
mandatory IAS; 0 = period that companies followed local

Worldscope Database

Market capitalisation per gross Market capitalisation deflated by gross domestic product for 2005 World Bank

domestic product (MCGDP)
Legal enforcement (LEGAL)

and the mean for the period between 2000-2004.
Arithmetic mean of three institutional variables: efficiency of the

La Porta et al. (1998)

judicial system, rule of law and corruption index.

BIG 4 market share (MSBIG4)
Waterhouse Coopers.
Tax alignment (TAX)

Market share of Delloite, Ernst & Young, KPMG and Price

Francis and Wang (2008)

Dummy variable to code (1 = countries where tax accounting and Alford et al. (1993) and
financial reporting are highly aligned; 0 = other countries).

Burgstahler et al. (2006)

Ownership concentration (OC) Median percentage of common shares owned by the largest three La Porta et al. (1998)
shareholders in the ten largest privately owned non-financial

firms.
Divergence (DIV)

Measures the differences between local accounting standards and Ding et al. (2007)

IAS as the extent to which the rules regarding the same
accounting issue differs in local standards and IAS.

Absence (ABS)

Measures the differences between local accounting standards and Ding et al. (2007)

IAS as the extent to which the rules regarding certain accounting
issues are missing in local standards while covered in IAS.

Public enforcement (PUBLIC)

Arithmetic mean of supervisor characteristic index, investigative

La Porta et al. (2006)

power index, orders index and criminal index.

Dependent variable
R? of mandatory application

Adjusted R? for each country during the period IAS/IFRS are

Determined from equation (2)

mandatory and during the period companies followed local

accounting standards.

obtain consistent estimators for the standard errors of
OLS estimators.

The second objective is to investigate how value
relevance of accounting information is shaped by the
specific factors of the country in which companies are
domiciled. In order to arrive at a conclusion about
the differences between the countries included in our
sample, we estimated the following linear regression
model.

R? = ay + oy MAND; + o MCGDP; + a3 LEGAL;
+ ay MSBIG4; + a5 TAX; + a6 OC;
+a;DIV; + agABS; + agPUBLIC; +&;  (3)

where R? is the adjusted R? for each country during the
period IAS/IFRS are mandatory and during the period
companies followed local accounting standards; MAND
assumes the value 1 for the mandatory IAS/IFRS period
and 0 for local accounting standards period (Worldscope
Database); MCGDP is the market capitalisation deflated
by gross domestic product (World Bank); LEGAL is
the arithmetic mean of three institutional variables:
efficiency of the judicial system, rule of law and
corruption index (La Porta et al. 1998); MSBIG4 is the
market share of Delloite, Ernst & Young, KPMG, and
Price Waterhouse Coopers (Francis and Wang 2008);
TAX assumes the value 1 if the tax accounting and

© 2009 CPA Australia

financial reporting are highly aligned and 0 otherwise
(Alford et al. 1993; Burgstahler et al. 2006); OC is
the median percentage of common shares owned by
the largest three shareholders (La Porta et al. 1998);
DIV measures the differences between local accounting
standards and IAS as the extent to which the rules
regarding the same accounting issue differs in local
standards and IAS (Ding et al. 2007); ABS measures
the differences between local accounting standards and
IAS as the extent of which the rules regarding certain
accounting issues are missing in local standards while
covered inIAS (Ding et al. 2007). We included also public
enforcement (PUBLIC) as a control variable. PUBLIC
is the arithmetic mean of the supervisor characteristic
index, investigative power index, orders index and
criminal index (La Porta et al. 2006).

Table 3 summarises the measurement of each
variable.

Results

Descriptive statistics are summarised in Table 4.

Table 4 shows that, on average, during the period of
mandatory adoption of IAS/IFRS, European companies
have higher amounts of NIPS/BVEPS than for the period
during which companies adopted local accounting
standards, except for companies from Greece. Table 4
also indicates that, for the companies included in the
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Table 4 Descriptive statistics of variables

Mandatory Adoption of IASB Standards

PRICE/BVEPS 1/BVEPS NIPS/BVEPS
Country N Mean Median Std dev. Mean Median Std dev. Mean Median Std dev.
Austria
Local standards 196 1.4271 0.9546 1.7414 0.1327 0.0586 0.1875 0.0446 0.0582 0.1810
IAS mandatory 67 2.0647 1.6014 1.6010 0.1453 0.0752 0.1694 0.1087 0.1134 0.1373
IAS voluntary 219 1.7795 1.2943 2.1856 0.1610 0.1035 0.1710 0.0436 0.0762 0.1650
All companies 482 1.6759 1.2354 1.9487 0.1473 0.0813 0.1778 0.0531 0.0757 0.1694
Belgium
Local standards 546 1.5794 1.1828 1.1273 0.0891 0.0510 0.1271 0.0467 0.0837 0.3000
IAS mandatory 99 1.8596 1.5262 1.2721 0.1057 0.0535 0.1518 0.0859 0.1020 0.2157
IAS voluntary 49 2.1201 1.8833 1.5042 0.1576 0.1117 0.1628 0.0320 0.1070 0.3763
All companies 694 1.6575 1.2654 1.1877 0.0963 0.0548 1.3459 0.0512 0.0882 0.2956
Denmark
Local standards 842 1.7009 1.1433 2.4780 0.0409 0.0084 0.1250 0.0529 0.0895 0.2521
IAS mandatory 108 2.6995 1.8193 3.2950 0.0535 0.0086 0.1725 0.1010 0.1261 0.2292
IAS voluntary 50 2.2755 1.3004 2.5644 0.0192 0.0116 0.0207 -0.0136 0.0530 0.3256
All companies 1000 1.8375 1.2150 2.5520 0.0412 0.0085 0.1280 0.0548 0.0917 0.2546
Finland
Local standards 618 1.9767 1.4971 1.6116 0.8750 0.3153 2.7025 0.0676 0.0978 0.2002
IAS mandatory 120 2.5177 2.0876 1.4818 0.9595 0.3282 2.7195 0.1148 0.1394 0.2076
IAS voluntary 22 2.1449 1.2551 2.3504 0.1821 0.1258 0.1655 0.1095 0.1152 0.0994
All companies 760 2.0670 1.5778 1.6271 0.8682 0.3103 2.667 0.0762 0.1040 0.1998
France
Local standards 3670 2.7066 1.6248 4.1674 0.3285 0.0937 0.8815 —0.0324 0.0833 0.7259
IAS mandatory 441 2.6860 1.9749 2.9264 0.2955 0.0734 0.8277 0.0642 0.1080 0.6392
IAS voluntary 33 1.8005 1.4837 0.9827 0.3349 0.0826 0.8064 0.0390 0.0904 0.1886
adopters
All companies 4144 2.6972 1.6466 4.038 0.3250 0.0912 0.8753 —-0.0216 0.0856 0.7150
Germany
Local standards 2203 2.8497 1.7236 3.6409 0.4046 0.1275 1.3288 —0.0812 0.0618 0.8760
IAS mandatory 522 2.5661 1.8319 2.8148 0.5150 0.1774 1.391 —0.0600 0.0782 1.0428
IAS voluntary 1040 2.0367 1.398 2.0872 0.3593 0.1680 1.1195 -0.1863 0.0403 1.0447
All companies 3765 2.5858 1.6569 3.1903 0.4074 0.1441 1.2842 —-0.1073 0.0585 0.9503
Greece
Local standards 1224 2.3913 1.5532 2.9958 0.7565 0.5637 0.7531 0.0641 0.0553 0.1458
IAS mandatory 252 1.7206 1.1183 1.7594 0.8004 0.5166 0.9877 0.0625 0.0518 0.1511
IAS voluntary 22 3.6670 1.5710 5.7945 0.5365 0.2420 0.5345 0.2001 0.0830 0.2543
All companies 1498 2.2972 1.4648 2.9005 0.7606 0.5542 0.7949 0.0657 0.0553 0.1496
Ireland
Local standards 322 2.6100 1.8937 2.6242 5.1045 1.1347 13.7887 —0.0461 0.0808 0.6583
IAS mandatory 30 4.9440 2.8266 7.4833 3.9446 1.0950 12.0702 0.1051 0.1714 0.4347
IAS voluntary 0 NA NA NA NA NA NA NA NA NA
All companies 352 2.8087 1.9864 3.3691 5.006 1.1154  13.6389 —0.0332 0.0876 0.6432
Italy
Local standards 1191 1.9428 1.4664 1.5579 0.7509 0.4556 1.004 0.0194 0.0585 0.2332
IAS mandatory 222 2.1555 1.7669 1.3430 0.8963 0.3908 1.5416 0.0430 0.0949 0.2288
IAS voluntary 4 3.9024 3.8463 1.3520 2.8196 1.3055 3.3029 0.2140 0.2229 0.0233
All companies 1417 1.9816 1.5238 1.5302 0.7795 0.4462 1.1208 0.0236 0.0616 0.2325
Netherlands
Local standards 852 2.1855 1.3316 3.0546 0.2924 0.1210 0.8248 0.0739 0.1013 0.5543
IAS mandatory 134 2.7618 2.2404 2.0310 0.4098 0.1504 1.1533 0.0948 0.1520 0.3300
IAS voluntary 58 2.4234 1.5717 2.6907 0.7432 0.1537 1.3687 —0.1679 0.0507 0.8430
All companies 1044 2.2740 1.4576 2.9256 0.3335 0.1285 0.9154 0.0623 0.1044 0.5538
Portugal
Local standards 267 1.7188 1.3276 1.4472 0.8376 0.5165 1.0528 0.0121 0.0742 0.3923
IAS mandatory 42 2.1622 1.9148 1.5250 0.8493 0.6921 0.8268 0.1269 0.1194 0.1875
IAS voluntary 7 2.1483 2.2464 1.0560 0.7539 0.5855 0.5630 0.1101 0.0796 0.1190
All companies 316 1.7872 1.4077 1.4554 0.8373 0.5629 1.0154 0.0295 0.0773 0.3694
Spain
Local standards 694 2.1783 1.6757 1.9449 0.4912 0.2321 1.0903 0.1148 0.1189 0.1165
IAS mandatory 115 3.0107 2.2933 2.2475 0.5340 0.2256 1.1745 0.1566 0.1520 0.1279
IAS voluntary 6 3.6515 3.8905 2.0301 0.5937 0.7024 0.4148 0.1783 0.2216 0.0923
All companies 815 2.3070 1.7823 2.0126 0.4980 0.2309 1.0984 0.1212 0.1241 0.1189
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Table 4 Continued.

A. |. Morais & J. D. Curto

1/BVEPS NIPS/BVEPS

Mean Median  Std dev. Mean Median  Std dev.

PRICE/BVEPS
Country N Mean Median  Std dev.
Sweden
Local standards 1418 2.4819 1.8052 2.2754
IAS mandatory 251 3.2990  2.5051 3.2117
IAS voluntary 19 2.3217 1.5641 1.7925
All companies 1688 2.6016 1.8983  2.4489
United Kingdom
Local standards 10595 2.7060 1.3091 5.7331
IAS mandatory 412 3.9236  2.3207 7.2415
IAS voluntary 50 2.4249 1.3820 2.5696
All companies 11057 2.7502 1.3443 5.7888
All companies
Local standards 24638 2.5209 1.4499  4.4434
IAS mandatory 2815 2.7539 1.9294  3.7270
IAS voluntary 1579 2.0718 1.4095 2.2234
All companies 29032 2.5192 1.4968  4.2874

0.1862 0.0622 0.3548 —-0.1526  0.0627 0.6327
0.1934  0.0537 0.4117 0.0334  0.1340 0.5125
0.1257 0.0423 0.2169 —-0.0094  0.0811 0.5375
0.1866  0.0601 0.3625 —-0.1234  0.0785 0.6187

5.7194 1.4164 14.0592 -0.1239 0.0261 0.8675
5.2323 1.2034 13.7221 0.1032 0.1334  0.6150
7.1410 2.2405 149113 -0.2641 0.0124 1.0252
5.7061 1.4124 14.0466 —-0.1160 0.0282 0.8611

2.7553 0.4399  9.7480 -0.0598  0.0572 0.7261
1.2133 0.2200 5.7585 0.0543 0.1084  0.6065
0.5491 0.1507 3.0491 -0.1239  0.0520  0.8975
2.4857 0.3795 9.2067 —0.0522 0.0623 0.7268

Local standards companies include European-listed companies that apply local GAAP. IAS voluntary companies include European-listed
companies that apply voluntary IAS/IFRS during the period 2000-2004. IAS mandatory companies include European-listed companies that
applied mandatory IAS/IFRS in 2005. PRICE is market price of shares at the year-end. BVEPS is the book value of equity per share and NIPS

is net income per share. All variables are expressed in €.

sample, the book value of equity per share for companies
that followed IAS/IFRS is higher than for companies that
applied local accounting standards.

The first objective of this article is to investigate if
the value relevance of accounting information increased
with the mandatory application of IAS/IFRS. We predict
that accounting information produced under IAS/IFRS
is more value relevant than accounting information
produced under local accounting standards. To test this
hypothesis, we regress the market price of shares at the
end of the year and deflated by the book value of equity
per share on 1/book value of equity per share and net
income per share deflated by the book value of equity
per share in order to compute the R* for companies
that followed IAS/IFRS, voluntarily and mandatory, and
companies that applied local accounting standards.'

The results are shown in Table 5.

As can be seen, the R? value for all the companies
that applied mandatory IAS/IFRS is higher than that for
companies that followed IAS/IFRS voluntarily, except for
Austria, Denmark, Finland, Greece and the Netherlands.
This seems to suggest that the mandatory application of
IAS/TFRS increased the value relevance of accounting
information.

From Table 5, we can also see that the R* value
for companies that applied mandatory IAS/IFRS is
higher than that for companies that followed local
accounting standards for all the countries included in our
sample, except for Austria, Ireland, the Netherlands and
Sweden. The decrease in the value relevance of financial
information under IAS/IFRS can be explained by the
differences between local accounting standards and IAS
(Ding et al. 2007) (for example, for Austria) and the size

© 2009 CPA Australia

of the sample for some countries (for example, in the
sample we have only 30 Irish companies that followed
mandatory IAS/IFRS).

We performed the same test excluding financial
entities and we reached similar results (untabulated
results). We found that the R? value for all non-financial
companies that applied mandatory IAS/IFRS is higher
(0,1238) than that for non-financial companies that
followed local accounting standards (0,0636).

Although, in general, the value relevance of account-
ing information increased with the mandatory adoption
of TAS/IFRS, we can see from Table 5 that the value
relevance of accounting information under IAS/IFRS is
different between countries. This leads to the second
objective of this article.

The second objective of this study is to investigate
how the value relevance of accounting information is
shaped by the specific factors of the country in which
companies are domiciled. We based our analysis on
the premise that the country’s financial system, the
existence of legal and public enforcement mechanisms,
the role of the auditing profession, the tax alignment, the
ownership concentration and the divergence between
local accounting standards and IAS/IFRS influence the
value relevance of accounting numbers despite the fact
that companies follow the same accounting standards.
The results of the estimated linear regression model are
presented in Table 6.

As one can see, the estimated model is statistically
significant and the explanatory power evaluated by the
Adjusted R* is around 26%.

We found that TAX is an explanatory variable whose
estimated coefficient is statistically significant, with a 5%
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Table 5 R? one-tail comparison tests

Country N Intercept 1/BVEPS NIPS/BVEPS Adjusted R?
Austria

Local standards 196 0.9599*** 2.7677*** 2.2413%%* 0.1440

IAS voluntary 219 0.2435 8.7302+** 2.9998*** 0.4035

IAS mandatory 67 1.3845%** 3.3536%** 1.7739 0.1223
Belgium

Local standards 546 1.1488*** 4.1448*** 1.3167*** 0.2466

IAS voluntary 49 1.1005%** 6.3325%** 0.6818 0.4722

IAS mandatory 99 1.006*** 5.7491%** 2.8640*** 0.4782
Denmark

Local standards 842 1.3479+** 5.3339%** 2.5485%** 0.1046

IAS voluntary 50 0.9603** 70.6325%** 2.9514x%* 0.3458

IAS mandatory 108 1.2962*** 9.8175%** 8.6944*** 0.2596
Finland

Local standards 618 1.5150%** 0.2969*** 2.9879*** 0.2141

IAS voluntary 22 —0.9384 8.0241%** 14.8106%** 0.4478

IAS mandatory 120 1.8845%** 0.1685*** 4.1086%** 0.2724
France

Local standards 3670 2.0647+** 1.9732#** 0.1939** 0.1651

IAS voluntary 33 1.6701%** 0.1177 2.3304** 0.1150

IAS mandatory 441 2.3396%** 1.3816%** —0.9630*** 0.1945
Germany

Local standards 2203 2.4601%** 0.9676%** 0.0236 0.1231

IAS voluntary 1040 1.8745%** 0.4953*** 0.0844 0.0666

IAS mandatory 522 2.0234+** 0.9894+** —0.5521*** 0.3917
Greece

Local standards 1224 0.6823*** 1.5905*** 7.9032%** 0.3131

IAS voluntary 22 —0.3541 3.4231 10.9165** 0.4439

IAS mandatory 252 0.7789*** 0.7579*** 5.3657*** 0.3232
Ireland

Local standards 322 2.1958*** 0.0787*** —0.2603 0.1855

IAS voluntary 0 NA NA NA NA

IAS mandatory 30 4.5391*** 0.0915 0.4205 0.0210
Italy

Local standards 1191 1.7931%** 0.1891*** 0.3916** 0.0129

IAS voluntary 4 NA NA NA NA

IAS mandatory 222 1.8600%** 0.2552%** 1.5532%** 0.0884
Netherlands

Local standards 852 1.7078*** 1.3460%** 1.1383*** 0.1376

IAS voluntary 58 1.9034*** 0.8604*** 0.7110* 0.1448

IAS mandatory 134 2.4664*** 0.5971*** 0.5345 0.1051
Portugal

Local standards 267 1.4880*** 0.2787*** -0.2220 0.0440

IAS voluntary 7 NA NA NA NA

IAS mandatory 42 1.4022%** 0.1833 4.7623*** 0.3328
Spain

Local standards 694 0.9157*** 0.8096*** 7.5349%** 0.3838

IAS voluntary 6 NA NA NA NA

IAS mandatory 115 1.1919*** 0.7147*** 9.1756*** 0.4299
Sweden

Local standards 1418 2.3024*** 1.1214%* 0.1919* 0.0261

IAS voluntary 19 2.2823*** 0.2278 —1.1481 0.0091

IAS mandatory 251 3.0710%** 1.2189** -0.2312 0.0234
UK

Local standards 10595 2.0172%** 0.1132%** —0.3349*** 0.0866

IAS voluntary 50 2.0873*** 0.0577** 0.2810 0.0775

IAS mandatory 412 2.0388*** 0.2147*** 7.3763*** 0.4744
All companies

Local standards 24638 2.1915%** 0.1134%** —0.2818*** 0.0692

IAS voluntary 1579 2.0209%** 0.1081*** 0.0687 0.0208

IAS mandatory 2815 2.4991*** 0.1922*** 0.3964*** 0.0878

*, %, #xx Significant at the 10%, 5% and 1% levels of significance, respectively.

Local standards include European-listed companies that follow local GAAP. IAS voluntary include European-listed companies that follow
voluntary IAS/IFRS during the period 2000-2004. IAS mandatory include European-listed companies that follow mandatory IAS/IFRS in 2005.
BVEPS is the book value of equity per share and NIPS is net income per share.
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Table 6 Regression results

RZ = oo + (X1MAND[ + OleCGDP,'
+ a3LEGAL; + as MSBIGA; + a5 TAX;
+(X5OC,‘ + Cl1DI\/; + Ol7PUBLIC, + &

Estimated

sign Coefficient t-statistic
C 1.618 1.985*
MAND + 0.098 2.120**
MCGDP + 0.002 1.659
LEGAL + —0.096 —2.236**
MSBIG4 + —0.248 —1.522
TAX — -0.177 —-2.311*
0oC - —1.518 —1.820*
DIV + 0.004 0.793
ABS + 0.016 2.928***
PUBLIC ? —0.662 —1.950%*
N 28
Adjusted R? 0.264
F statistic 2.075*

*, **,*= Significant at the 10%, 5% and 1% levels of significance,
respectively.

R? is the adjusted R? for each country during the period IAS/IFRS
are mandatory and during the period companies adopted local
accounting standards. MAND assumes the value 1 for the
mandatory IAS/IFRS period and O for local accounting standards
period. MCGDP is the market capitalisation deflated by gross
domestic product (World Bank 2005). LEGAL is the arithmetic
mean of three institutional variables: efficiency of the judicial
system, rule of law and corruption index (La Porta et al. 1998).
MSBIG4 is the market share of Delloite, Ernst & Young, KPMG
and Price Waterhouse Coopers (Francis and Wang 2008). TAX
assumes the value 1 if the tax accounting and financial reporting
are highly aligned and 0 otherwise (Alford et al. 1993). OC
is the median percentage of common shares owned by the
largest three shareholders in the ten largest privately owned
non-financial firms (La Porta et al. 1998). DIV measures the
differences between local accounting standards and IAS as the
extent to which the rules regarding the same accounting issue
differs in local standards and IAS (Ding et al. 2007). ABS measures
the differences between local accounting standards and IAS
as the extent of which the rules regarding certain accounting
issues are missing in local standards while covered in IAS (Ding
et al. 2007). PUBLIC is the arithmetic mean of the supervisor
characteristic index, investigative power index, orders index and
criminal index (La Porta et al. 2006).

level of significance. This seems to suggest that the value
relevance of accounting information under IAS/IFRS is
higher for companies from countries where accounting
and tax are less closely related.

The value relevance of accounting information is also
higher for companies from countries where there were
more absent accounting issues under local accounting
standards. We found that the estimated coefficient of
ABS is positive and statistically significant, with a 1%
level of significance. Consistent with Bushman and
Piotroski (2006), we found that the value relevance is
lower for countries with stronger public enforcement
mechanisms. Finally, contrary to our predictions, we
found that accounting information under IAS/IFRS
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is less value relevant for countries with more legal
enforcement mechanisms. This surprising finding may
indicate the need for a worldwide effective enforcement
mechanism instead of local enforcement mechanisms.

We performed the same test excluding financial
entities and we found similar results, except for the
variables OC and ABS, which became statistically
insignificant (untabulated results).

Summary and conclusions

The objective of this study is to investigate if the
value relevance of European-listed companies increased
after the mandatory application of IASB standards. We
also investigate how the value relevance of accounting
information prepared and presented under IASB
standards is shaped by the specific factors of the country
in which companies are domiciled.

Based on a sample of 29032 company year
observations for 6977 European-listed companies from
14 different countries (Austria, Belgium, Denmark,
Finland, France, Germany, Greece, Ireland, Italy, the
Netherlands, Portugal, Spain, Sweden and the United
Kingdom), we found that the R value for companies that
applied IAS/IFRS is higher than that for companies that
followed local accounting standards for all the countries
included in our sample, except for Austria, Ireland, the
Netherlands and Sweden. This seems to suggest that the
mandatory adoption of IAS/IFRS increased the value
relevance of accounting information.

We also investigated how the value relevance of
accounting information is shaped by the specific factors
of the country in which companies are domiciled. The
relation between tax and accounting influences the value
relevance of accounting information, even when compa-
nies applied the same accounting standards. The value
relevance of accounting information tends to be higher
for companies from countries where the tax system and
the accounting system are less aligned. Also, the value
relevance of accounting information under IAS/IFRS is
higher for companies from countries where there were
more absent accounting issues under local accounting
standards. Finally, contrary to our predictions, the value
relevance of accounting information under IAS/IFRS
tends to be higher for companies from countries with
weaker legal enforcement mechanisms.

Although we included research design features to
mitigate the effects of incentives and the economic
environment, we cannot be sure that our findings
are attributable to the change of accounting standards
rather to changes in companies’ incentives and the
economic environment. Additionally, our study includes
a small number of observations for some countries,
in particular, for companies that voluntarily followed
IAS/IERS. Finally, our study is limited to a short time

Australian Accounting Review 141

85U8017 SUOWILIOD 3A11B8.1D) 8|qeotjdde 8y} Aq peuenob a2 ssoile VO ‘85N JO'Se|nl Joj Akeiq8UlJUO 48] 1A UO (SUOIPUOO-PUR-SLUIBYW0D A8 |1 AReql Ut |UO//Sty) SUORIPUOD pue SIS 1 8L 88S *[5202/v0/2z] U0 A%iqiauliuo A8|IM ogsT ad euIps N 8pep|nde- Ad X' TS000°'6002 T952-GEST [/TTTT 0T/I0p/wW00 A8 |mARIq1 puljuo//:Sdny woiy pepeojumod ‘Z ‘6002 ‘T9SZSEST



A. . Morais & J. D. Curto

period of mandatory adoption of IAS/IFRS (2005).
Future research can explore if the effects documented
in this study are sustained in a longer period.

Ana Isabel Morais and José Dias Curto are in the
ISCTE Business School, Lisbon, Portugal. The authors
would like to thank the editor and the referees whose
thoughtful comments led to substantial improvements
in this article. The authors gratefully acknowledge
comments and suggestions from seminar participants at
the 2007 European Accounting Association Congress in
Lisbon.

Notes

1 We also regressed the market price of shares six months after and
we found similar results (results not tabulated).

2 Some explanatory variables (tax alignment, ownership concentra-
tion and public enforcement) do not refer to the period of our
study (2000-2005). Tax alignment refers to 1992 and ownership
concentration and public enforcement to the period 1996—2000.
However, we believe that is reasonable to use those variables
because they are related to judicial, fiscal and legal systems, and
those systems tend not to change significantly from one period to
another.

3 Weincluded PUBLIC as a control variable.
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