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Executive summary
This thesis researches the effects of the International Financial Reporting Standards (IFRSs) on the quality of consolidated financial statements in the Netherlands. The literature research shows that IFRSs have improved the quality of consolidated financial statements in many other countries. Using a sample of 69 Dutch listed companies, the empirical research tries to capture the effect of IFRSs on the quality of financial statements, by researching earnings management for Dutch listed companies in financial years 2004 and 2007. Three earnings management ratios are calculated. Motivated by previous researches, I hypothesize that the correlation between accruals and cash flow is more negative in 2004 compared to 2007, that there are more accruals in 2004 compared to 2007 and that the reported earnings in the period 2003-2004 are smoother then the reported earnings in the period 2006-2007. These hypotheses lead to the last hypothesis; IFRSs improve the accounting quality in the Netherlands. The main result shows that IFRSs did not improve the accounting quality of the financial statements in the Netherlands. Nevertheless the limited sample might influence this result, therefore care should be taken in interpreting this empirical evidence. 
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1 Introduction

1.1 General overview
This chapter provides the motivation of this thesis (section 1.2). It also presents the research question (section 1.3), delimitations (section 1.4) and significance (section 1.5) of this thesis. An outline of the rest of the thesis follows to facilitate the reading (section 1.6).
1.2 Motivation of the thesis
Since the financial year 2005 companies listed at an European Union (EU) securities market are required to prepare their consolidated financial statements in compliance with the International Financial Reporting Standards (IFRSs)
. The idea behind the IFRSs is to promote a unique and common language, enabling any investor in the world to have reliable information on companies, in their own country or elsewhere
.
Although the IFRSs will improve the comparability of consolidated financial statements of companies that may lead to a sound judgement of investors
, for many companies the switch to IFRSs meant a great change in their administration and additional administration costs. For example: from an on-line survey the Institute of Chartered Accountants in England and Wales (ICAEW) has estimated the typical costs of implementing IFRSs for the first time and found that the costs of implementing IFRSs for companies with a turnover below € 500m was 0.31% of their turnover. For companies with a turnover from € 500m the cost of implementing IFRSs was only 0.05% of their turnover. This survey also showed that the recurring costs of preparing consolidated financial statements for companies with a turnover below € 500m were 0.06% of their turnover. The recurring costs for preparing consolidated financial statements for companies with a turnover from € 500m to € 5,000m were 0.01% of their turnover, where the recurring costs for companies with a turnover above € 5,000m were only 0.008% of their turnover
.
From the above-mentioned on-line survey the ICAEW found that most investors, financial statement preparers and auditors were in agreement that IFRSs improved the quality of financial statements and that IFRSs implementation was a positive development for EU financial reporting
. To my best knowledge, the effects of IFRSs on the quality of consolidated financial statements exclusively for Dutch listed companies have not yet been explored. Therefore these effects will be investigated in this thesis. This thesis will compare the quality of consolidated financial statements of Dutch listed companies before and after IFRSs implementation. Researching whether there is a quality improvement of consolidated financial statements of Dutch listed companies will help understanding the effects of IFRSs for listed companies in the Netherlands. 
1.3 Research question

As mentioned in the previous section, this thesis will investigate the effects of IFRSs on the quality of consolidated financial statements of Dutch listed companies. This leads to the following research question of this thesis:
Have IFRSs led to an improvement of the (accounting) quality of the consolidated financial statements of  Dutch companies listed on the Euronext Amsterdam?
To answer the research question, the following subquestions are formulated: 
1. What are the main differences between Dutch Generally Accepted Accounting Principles (GAAP) and IFRSs?

To understand the effects of IFRSs on the consolidated financial statements it is important to understand the differences between these two accounting systems. The differences between Dutch GAAP and IFRSs will be discussed in chapter 2.
2. What other researches have been conducted in the fields of quality and financial statements and IFRSs?

This literature review will provide an overview of a part of previous researches in the field of quality and financial statements and the field of IFRSs and can be found in chapter 3. These previous researches will help define the effects of IFRSs on accounting quality.
3. What will be the method of research?

It is important to establish a clear research method in order to make this research scientifically relevant. The method of research will be discussed in chapter 4. This chapter will present the  statistical method that will be used in this thesis to determine accounting quality. Chapter 4 will also determine the organizations that are relevant for the research to be conducted in this thesis and provide the pre-results. 
4. What are the results of the empirical research? 
The statistical results will be compared with the results of previous literature to research whether there is a difference in accounting quality between Dutch GAAP and IFRSs
The previous sub questions will help in answering the main research question:
“Have IFRSs led to an improvement of the (accounting) quality of the consolidated financial statements of  Dutch companies listed on the Euronext Amsterdam?” 

1.4 Delimitations of the thesis
This thesis will focus on the effects of IFRSs on the quality of consolidated financial statements of Dutch listed companies. To determine these effects it is necessary to make a comparison between consolidated financial statements which are prepared according to IFRSs and consolidated financial statements that are prepared according to Dutch GAAP. To make a comparison between these two accounting systems it is important that the researched companies use the same system. From 2005 all Dutch listed companies have to use IFRSs as a reporting system for their consolidated financial statements. For the comparison between IFRSs and Dutch GAAP one of the years that will be used in this thesis is 2004. To make a valid comparison the companies to be researched for 2004 must have used Dutch GAAP as a reporting system for their consolidated financial statements. Therefore the companies that do not use Dutch GAAP in their consolidated financial statements in 2004 are excluded from this research. For the other companies a comparison can be made between the consolidated financial statements of 2004 and the most recently available consolidated financial statements which will be those of 2007. Financial institutions are excluded from the sample, because they have to apply to specific regulations. 
1.5 Significance of the thesis
This thesis will be beneficial to Dutch listed companies as it brings out if IFRSs have any effects on the quality of consolidated financial statements of these companies. The IFRSs are by far the most important standards for today’s listed companies in Europe and their stakeholders
. Researching the effects of IFRSs on the quality of consolidated financial statements of Dutch listed companies may lead to a further insight of the usefulness of IFRSs and will therefore be relevant within the field of accounting. 
This thesis is based on the proprietor perspective: financial statements are prepared for stakeholders, this means accounting quality is important to inform investors. Clearly defined accounting policies will lead to more reliable accounting data since there will be more consistency in the ways various transactions and expenses are recorded based on the accounting policies
.

1.6 Organization of the thesis
This thesis consists of six chapters. In chapter 1 the subject of this thesis is introduced. Chapter 2 will elaborate the differences between Dutch GAAP and IFRSs by answering sub question 1: “What are the main differences between Dutch GAAP and IFRSs?” Chapter 3 is a literature review, that will provide an overview of previous researches on IFRSs and quality of financial statements and answers sub question 2: What other researches have been conducted in the fields of quality and financial statements and IFRSs? Chapter 4 discusses how to define accounting quality and provides an answer to sub question 3: What will be the method of research? After establishing a way to define the quality of financial statements, chapter 5 presents the empirical findings of this thesis and answers sub question 4: “What are the results of the empirical research?” and answers the research question: “Have IFRSs led to an improvement of the quality of the consolidated financial statements of Dutch companies listed on the Euronext Amsterdam?”. Chapter 5 also gives suggestions for further research. Finally chapter 6 concludes this thesis.
2 Differences between Dutch GAAP and IFRSs

2.1 General overview
This chapter will provide an insight in some of the differences between Dutch GAAP and IFRSs and so it will give an answer to sub question 1 “What are the main differences between Dutch GAAP and IFRSs?” Section 2.2 discusses the development of Dutch GAAP. Section 2.3 will discuss the development of IFRSs. In section 2.4 classifications of accounting systems are discussed. The differences between Dutch GAAP and IFRSs are elaborated in section 2.5 and section 2.6 summarizes this chapter.

2.2 Development Dutch GAAP
The history of Dutch company annual reporting has been explored by Zeff et al. in their book “Company financial reporting” (1992). The earliest indigenous company law was approved in 1837 and stated that a merchant should draft an inventory listing and balance sheet (in Dutch: staat en balans). Publishing however was not a requirement (p. 34). In 1938 the Commercial Code (Wetboek van koophandel) was published
. The Netherlands Institute of Accountants was established in 1895, largely as a result of and in response to the formation of the ICAEW in the United Kingdom (UK) in 1880. The UK accounting principles, that were established by the ICAEW were borrowed and, where applicable, used as the basis for Dutch accounting in its formative years
. It was not until 1928 when two laws were approved: one dealing with the publication of financial statements and one treating the contents of financial statements (p.33). In 1928/1929 the reform of the Commercial Code was completed
. According to the revised law, large companies and companies with listed or bearer securities would have to publish both a balance sheet and an income statement
. This law omitted specification of what a balance sheet ought to look like, because: “that should be well known in the economic and social climate (maatschappelijk verkeer) in which the company in question operated
. The consequence of this statement was that the law did not need to contain explicit mandatory disclosures, but could rely on easily observable norms. In the 1930’s it became customary among auditors to refer to these norms by the name of “sound business practise (goed koopmansgebruik)
. In 1928 only a few companies published a consolidated balance sheet and the first Dutch consolidated profit and loss account was published in 1931 (p.67). Comparative figures were published in 1934 for the first time (p. 68). In 1949 the Stock Exchange Association (SEA), the body that governs the Amsterdam Stock Exchange issued a circular in which it encouraged listed companies to make certain improvements in their financial reporting (p.79), all publication however remained voluntary. 

In 1957 the Dr. Wiardi Beckman Foundation published a report on “the reform of enterprise”. This report emphasized the relation between corporate publicity and the broader social responsibility of the enterprise (Camfferman p. 92). This report played a role in the installation of a governmental commission to draft proposals to reform company law (Camfferman p. 92). The auditing profession was still unregulated
.
A few years before this foundation, in 1954, there were several private-sector initiatives to improve financial reporting. Among them the Rijkens committee that published a report with recommendations on annual reporting and that introduced the term ‘faithful picture’(getrouw beeld)
 (p. 98) and the Hamburger committee. These reports contributed to the first public-sector report issued by the Verdam Commission in 1965. Purpose of the Verdam Commission was: ‘To launch an investigation into the question of the need for revision of the legal form of enterprise, and thereby to pay particular attention to the management and supervision of the large enterprises, as well as to the public accountability of the enterprise (p. 149). The Verdam report published definitions, general principles, measurement issues and disclosure issues on financial reporting. Another committee, that consisted of three draftsman and two assistants prepared a draft law, which was submitted in 1968 after several discussions and debates (p. 170-171). When the law was passed by the Parliament in 1970, it became known as “the Act on Annual Financial Statements of Enterprises”, or 1970 Act (Wet op de Jaarrekening van Ondernemingen) and took effect on 1 May 1971 (p. 181). This Act made external auditing by a registered practicing accountant mandatory
. 

After the law was passed the Tripartite Study Group (in Dutch: Tripartiete overleg (TO)) was formed. This body served as a platform where delegations of employers, employees and auditors worked together on issues concerning company financial reporting. The TO published it’s first exposure draft titled: “Provisional Draft of Considered Views as a Consequence of the Act of Financial Statements of Enterprises” in December 1971 (p. 202). Six other drafts of considered views (accounting standards) would follow in the period 1973-1979. 

 The Act on Annual Financial Statements of Enterprises was very general on certain points, it was not always clear whether certain practices were acceptable under the Act. The TO produced accounting standards, but these had no statutory basis. Under these conditions, it was hard for an individual auditor to judge if certain accounting and reporting practices complied with the Act. It was therefore understandable that, in 1980, hardly any auditor report attached to the larger corporations' financial statements mentions non-compliance with the Act
.
The TO was active from 1971 to 1981. In 1981 the activities of the TO were carried on by the “Raad voor de Jaarverslaggeving”
 (RJ)
.  A decade before this event, in 1971, the first draft of the Fourth European Economic Community (EEC) Directive on companies annual financial statements was published. The final version was promulgated on 25 July 1978 (p. 295). This Fourth EEC Directive was a reason to review the 1970 Act which was since 1976, with a renumbering of its articles, incorporated as Part 6 in Book 2 of the Dutch Civil Code (p. 293-296). A draft adaptation law to the Fourth EEC Directive was submitted to Parliament in 1980 (p. 295). After several debates the law was approved in 1983 and the revised legislation of Part 6 of Book 2 of the Dutch Civil Code was transferred to Part 8 of Book 2 of the Dutch Civil Code (p. 308). The RJ believed that its previous Considered Views (restated as draft guidelines), which had been intended as an explanation of the 1970 Act, had to be rewritten in the light of the Fourth EEC Directive (p. 323) In 1984 the first definitive guidelines were published (p. 327). 

A year before that, the Seventh EEC Directive on consolidated financial statements was approved and Dutch law was adapted to this Directive in 1988.  In 1989 the revised legislation of Part 8 of Book 2 of the Dutch Civil Code was transferred to Part 9 of Book 2 of the Dutch Civil Code (p. 333). 

Since 1984 the Guidelines on annual reporting
 of the RJ are created/adapted in accordance with developments in the economic and social climate
. The RJ has also published the “Stramien voor de opstelling en vormgeving van jaarrekeningen”. This “Stramien” (Framework) is a translation of the Framework for the Preparation and Presentation of Financial Statements (1989) of the International Accounting Standards Committee (IASC) (see section 2.3).
Nowadays the Dutch GAAP include Part 9 of Book 2 of the Dutch Civil Code as well as the Framework and the Guidelines on Annual Reporting published by the RJ. 

The RJ has been appointed to act on behalf of the Foundation on Annual Reporting and assumes sole responsibility for drawing up and publishing authoritative statements, recommendations and opinions
. 

2.3 Development IFRSs
According to the ICAEW, the history of international accounting standards started in 1966 with a proposal to establish an Accountants International Study Group (AISG) comprised of the ICAEW, American Institute of Certified Public Accountants (AICPA) and the Canadian Institute of Chartered Accountants (CICA). This study group was founded in 1967. It published several papers and opened the way to a new international accounting body. This international accounting body, the IASC was established in 1973
. The IASC was founded by representatives of accountancy organizations in nine countries: Australia, Canada, Germany, France, Japan, Mexico, the Netherlands, the United Kingdom and Ireland and the United States
. The Board of the IASC consisted initially of nine persons. During the years accountancy organisations from more countries became member of the IASC and the Board of the IASC expanded to total of 19 persons. Accounting standards issued by the IASC were called International Accounting Standards (IASs). In 2001 the IASC was restructured which resulted in the formation of the IASC Foundation and the IASB. Responsible for the governance and oversight of the IASC are a number of Trustees. This number is at the moment 22
. The IASB is the successor of the IASC
. Accounting standards issued by the IASB are called IFRSs. The total of IASs issued by the IASC and IFRSs issued by the IASB is also called IFRSs. 

The IASB and the IASC Foundation are supported by an external advisory council (Standards Advisory Council (SAC)) and an interpretations committee (International Financial Reporting Interpretations Committee (IFRIC)) to offer guidance where divergence in practice occurs
.

Figure 2.1 (below) shows the structure of the bodies that are discussed in this section.
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Figure 2.1: Overview of the bodies concerned with the creation of IFRSs

The history of IFRSs itself began with the publication of the exposure draft E1 Disclosure of Accounting Policies in 1974
 which led to the publication of IAS 1 in 1975. Many exposure drafts and (revised) International Accounting Standards followed during the next decades. In 2000 the European Commission (EC) announced a plan to require all EU listed companies to use IASs starting no later than 2005
. With Regulation No 1606/2002 of the European Parliament and of the Council of 19 July 2002 this plan was accepted
. In a 2004 report on financial services the EC states that: “The implementation of IAS/IFRS for listed companies by 2005 will bring about greater transparency and comparability in the field of financial reporting through high quality standards”
.
2.4 Classification of the accounting systems

A classification of accounting systems can show the similarities and differences in various countries' accounting systems
. Classification studies are useful in international harmonisation policies, as they can help assess the potential implementation difficulties. The idea is that similar countries will find it easier to harmonise their accounting systems than countries in different groups
. Early studies of Nobes in the 1980 suggested that there were two main types of financial reporting systems in Europe: the micro-professional (where business accounting interrelates closely with national economic policies) and the micro-uniform (where accounting is viewed as a branch of business Economics)
.
The latest classification of accounting systems widely used is based on a study of Nobes (1998). In this study accounting systems are classified based on the countries financial system. There will be more pressure for disclosure, audits and decision useful information in countries with widespread ownership of companies by shareholders (strong equity) compared  with countries were most of the capital is provided by state banks or family business
. The classification of Nobes (1998) is shown in Figure 2.2.
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Figure 2.2 Classification of accounting systems

Figure 2.2 on the previous page shows Dutch GAAP is classified in the same group as the IAS. According to Rossignol (2007) countries in the same category are highly likely to respond in the same way to the same event. According to me this means that the implementation of IFRSs in the Netherlands will experience less difficulties than, for instance, the implementation of IASs in Germany, because as Dutch GAAP is classified in the same group as IASs harmonization will experience less difficulties in the Netherlands
.
2.5 Differences between Dutch GAAP and IFRSs
This section is a summary of the biggest changes in financial statements due to IFRSs. By providing an overview of differences between Dutch GAAP and IFRSs it will be easier to understand the impact of IFRSs on the quality of consolidated financial statements of Dutch companies. The information in this section is largely derived from former studies by Deloitte (2008), Ernst and Young (2007), KPMG (2006) and several internet pages of WR Finance.
The following table shows an overview of the number of differences between IFRSs and Dutch GAAP in 2007.

	
	Incompatible
	IFRSs more strict
	Dutch GAAP more strict

	Principles/standards

(general)
	41
	122
	37

	Presentation
	14
	26
	21

	Explanatory notes
	-
	49
	32


Table 2.1 Number of Differences between IFRSs and Dutch GAAP
 
For this thesis only the differences in valuation methods are of importance, the largest differences are explained in section 2.5.1.  
2.5.1 Differences in valuation methods

Intangible fixed assets (IFA)
According to Dutch GAAP all IFA are assumed to have a finite lifetime and have to be depreciated over their expected lifetime. There is a rebuttable presumption that the lifetime does  not exceed 20 years. An impairment test is needed annually for IFA  with an expected lifetime that is longer than 20 years. IFRSs do not assume that all IFA have a finite lifetime. They state that an impairment test is needed annually for IFA that have an indefinite lifetime (so those IFA are not depreciated) and that IFA with a finite lifetime have to be depreciated over this lifetime. So the IFRSs do not have a rebuttable assumption that the lifetime of an IFA does not exceed 20 years
.
Goodwill

A special component of the IFA is goodwill. Under Dutch GAAP goodwill can lawfully be capitalised and depreciated, taken to the income statement or subtracted from the owner’s equity (article 2:389-7 of the Dutch Civil Code). However RJ 216.219 states that it is no longer acceptable to take goodwill to the income statement or to subtract it from owners equity. According to the RJ goodwill has to be capitalised and depreciated. In case of capitalisation the same as mentioned in the previous paragraph concerning finite lifetime, depreciation, rebuttable presumption and impairment test applies to goodwill. Under IFRSs goodwill has to be capitalised and annually tested for impairment
. Goodwill is disclosed as a distinctive item within IFA under Dutch GAAP. Under IFRSs goodwill has to be specified within the item participating interest (in Dutch: deelnemingen).  
Tangible fixed assets (TFA)

In case of revaluation of TFA Dutch GAAP allow replacement cost, value in use and net realisable value as accounting methods, where IFRSs oblige the fair value method. According to IFRSs TFA may be revaluated to fair value if all items in the same class are revaluated at the same time and the revaluations are kept up-to-date
. Dutch GAAP provide no guidance with respect to the frequency and timing of revaluations
. Under IFRSs revaluation changes are taken directly to a revaluation reserve except that, reversals of revaluation decreases of the same asset previously recognised as an expense are recognised as income and decreases that exceed the credit balance in the revaluation surplus are recognised as an expense
. When applying fair value under Dutch GAAP value changes should be transferred to the revaluation reserve, revaluation decreases should be recognised as an expense (art 2:387-4 of the Dutch Civil Code). Within the revaluation reserve an individual specification for each item is allowed, IFRSs make specification for each item mandatory 
. When applying Dutch GAAP, if an asset is acquired for business operations and the value as going concern (in Dutch: bedrijfswaarde) is less than replacement cost (in Dutch: vervangingswaarde), but net realisable value (in Dutch: opbrengstwaarde) is higher than the value as going concern, the asset should be valued at the lower value as going concern
. IFRSs require revaluation to replacement cost.
 (see table 2.2 for an overview)

	
	Replacement cost
	Value as going concern
	Net realisable value
	Dutch GAAP
	IFRSs

	Asset held for business operations
	100
	90
	110
	90
	100


Table 2.2 revaluation of assets 

Applying IFRSs means that the useful life, residual value and method of depreciation must be reviewed at least at each balance sheet date
,  which is not the case under Dutch GAAP
. Unlike IFRSs Dutch GAAP allow a provision for maintenance.

Financial  assets

Classification of financial assets under IFRSs can be done according to four categories: loans and receivables, held-to-maturity, fair value through profit and loss
 and available for sale. Dutch GAAP require classification in accordance with a prescriptive format in the balance sheet, which results in the four categories: financial fixed assets, receivables, securities and cash and banks. Initially financial assets should be measured at fair value according to IFRSs. Subsequently financial assets should be measured at fair value with the exception of assets “Held to Maturity” and “Loans receivable”. These assets should be calculated at amortized cost using the effective interest method
. If subsequent measurement leads to value changes, these changes should be recognized in the profit and loss account (with the exception for assets held available for sale, where value changes are recognized in the equity)
. 
Under Dutch GAAP financial assets can be recognized in the balance sheet at cost, amortized cost or fair value
. When applying fair value, value changes should be transferred to the revaluation reserve. When the value changes are realized they should be recognized in the profit and loss account. When applying the amortized costs method or cost method value changes should be recognized in the profit and loss account. 

Subsidiaries, associates and joint ventures
The Dutch Civil Code presumes a participating interest (in Dutch: Deelneming) when a legal entity holds 20% or more of the issued share capital of another legal entity (art. 2:24c). According to Dutch GAAP participating interests in group companies (IAS 27.4: subsidiaries
) and in companies on which significant influence on the business and financial policies can be exercised by the holding legal entity (IAS 28.2: associates) are valued at the net asset value (in Dutch: netto-vermogenswaarde) in the company financial statements. In case the net asset value can not be determined as a result of insufficient information the equity method is permitted.  IFRSs require cost or fair value as valuation for this item. Participating interests without the mentioned significant influence are valued at cost or current value in both the company and the consolidated financial statements according to Dutch GAAP. When applying last mentioned valuation method value changes should be transferred to the revaluation reserve. IFRSs require fair value as valuation for participating interest without significant influence for both the company and the consolidated financial statements. Any possible changes in the fair value are transferred to net income or owner’s equity. Joint-ventures are not consolidated under Dutch GAAP. IFRSs oblige consolidation of joint ventures when the parent company has significant influence. 
 

Inventories

Under Dutch GAAP inventories may be valued at the lower of cost and net realisable value. Valuation at current value is also allowed. For the determination of cost Dutch GAAP allow the following valuation principles: First in First out (FIFO), Last in First out (LIFO), weighted average cost method, the base stock method and individual valuation
. Under IFRSs inventories have to be valued at the lower of cost and net realisable value. Of the mentioned valuation principles for the determination of cost IFRSs do not allow LIFO. Value changes under IFRSs are recognised in the profit and loss account where under Dutch GAAP value changes should be transferred to the revaluation reserve
.

Work in progress 

Dutch GAAP allow two valuation methods: the percentage of completion method (POC method) and the completed contract method (CC method). The POC method recognizes profit on a long-term construction contract as it is earned gradually during the construction period
. With the CC method revenues and expenses are recognized in the year the contract is concluded, except that losses are recognized in the year they are forecast
. When the profit on the accomplished activities can be determined, Dutch GAAP command the use of the POC method. When profits cannot be determined the CC method should be used according to Dutch GAAP (RJ 220.408). Dutch GAAP require that changes in circumstances during construction are processed prospective (RJ 221.206-207)
.  IFRSs prescribe the POC method, when the profit cannot be estimated correctly during the construction period, the profit should be taken at the date of completion of the project
. IFRSs require to process changes in circumstances during construction retrospective (IAS 11.38)
.  

Provisions
According to article 2:374-1 of the Dutch Civil Code it is allowed to use a provision to equally spread the costs over several reporting years (as long as the origin of the costs came in to existence in the reporting year or a previous year). This results in the fact that Dutch GAAP allow a provision for major maintenance which is not allowed under IFRSs. IFRSs states that the costs for major maintenance must be capitalized together with the asset
, or should be expensed in the profit and loss account. If a company prepares its  financial statements under IFRSs and wants to form a restructuring provision, there must be a reorganisation plan and the personnel must be informed about this reorganisation
, this communication must be executed before the balance sheet date. Dutch GAAP allow communication of restructuring plans after balance sheet date as long as this criterion is met before the authorization for issuing the financial statements
. When applying IFRSs provisions are discounted if the effect of discounting is material. Dutch GAAP do not require discounting of provisions
.
Deferred taxes

In determining its fair value, deferred tax assets and liabilities should be measured against nominal value when IFRSs are applied
. Dutch GAAP allow both nominal and present value for the valuation of deferred taxes
. Dutch GAAP do not oblige the recognition of a deferred tax liability when an asset is revaluated, they only state that the recognition of a deferred tax liability is preferred, but when a company chooses not to recognise a deferred tax liability, this should be explained in the notes (including its quantitative effects )
. IFRSs oblige the recognition of a deferred tax liability in case an asset is revaluated 
. Dutch GAAP allow a deferred tax asset to be presented as a fixed asset or a current asset. Under IFRSs a deferred tax asset has to be presented as a fixed asset
. 

Financial liabilities

Classification of financial liabilities under IFRSs can be done according to two categories: “financial liabilities at fair value through profit and loss
” and “Other financial liabilities measured at amortised cost using the effective interest method” (IAS 39.47). Initially financial liabilities should be measured at fair value according to IFRSs. Subsequent measurement under IFRSs should be done at amortized cost except financial liabilities at fair value through profit and loss (also subsequent measurement is according to the fair value valuation method).  Dutch GAAP distinguish three categories: derivates, trading portfolio and other financial assets. Initial measurement is at fair value or amortised cost. Dutch GAAP  only allow subsequent measurement at amortised cost for the category “other financial liabilities”. When using amortized cost linear amortization is allowed (if this does not lead to major changes in comparison to the effective interest method).
 Changes in fair value can be taken to a revaluation reserve or transferred to the profit and loss account

2.6 Summary
This chapter elaborates the differences between Dutch GAAP and IFRSs. In section 2.2 the development of Dutch GAAP is discussed. The earliest indigenous company law was approved in 1837. Nowadays the Dutch GAAP include Part 9 of Book 2 of the Dutch Civil Code as well as the Framework for the Preparation and Presentation of Financial Statements (Framework) and the Guidelines on Annual Reporting of the RJ. 

Section 2.3 discusses the development of IFRSs. IFRSs are issued by the IASB. The IASB is the successor of the IASC, that published IASs until 2001. The total of IASs issued by the IASC and IFRSs issued by the IASB is also called IFRSs. Since 2005 all EU listed companies are obliged to use IFRSs in their consolidated financial statements.

In section 2.4 the differences in valuation methods between Dutch GAAP and IFRSs are explained. According to IFRSs value changes of the balance sheet items are, in general, recognised in the profit and loss account where Dutch GAAP oblige the use of a revaluation reserve. This implies bigger changes in the result under IFRSs. Generally spoken it can be said that IFRSs are more strict accounting regulations than Dutch GAAP (see table 2.1).  An overview of the discussed differences can be found in table 2.3 on the next page.

	
	Dutch GAAP
	IFRSs
	Effects changes

	IFA
	All IFA are assumed to have a finite lifetime. There is a rebuttable presumption that the lifetime does  not exceed 20 years. 
	IFA can have a indefinite lifetime, but an annual impairment test is needed for these IFA.
	There will be no depreciation of IFA with an indefinite lifetime. 

	Goodwill
	-Impairment test is only needed when expected lifetime exceeds 20 years. 

-Goodwill is disclosed as a distinctive item under IFA
	-Impairment test is needed annually. -Goodwill must be specified within the item participating interest
	More impairment tests are needed for goodwill with an expected lifetime > 20 years

	TFA
	-Replacement cost, value in use and realisable value are allowed in case of revaluation. 

-Within the revaluation reserve a specification of individual items is allowed.

-A provision for maintenance is allowed
	-Only fair value is allowed in case of revaluation.

- Within the revaluation reserve a specification of individual items is mandatory.

-A provision for maintenance is not allowed


	Fewer valuation methods leads to better comparability.

The revaluation reserve will be more specified, what leads to more transparency.

Without a provision for maintenance it is likely there will be more fluctuations in the result. 

	Financial assets
	-Four categories for classifications:

Financial fixed assets, receivables, securities and cash and banks.

-Initial recognition not necessarily fair value

-when applying fair value, value changes are transferred to a revaluation reserve.
	Four categories for classifications:

Loans and receivables, held-to-maturity, fair value through profit and loss, available for sale.

-Initial recognition at fair value

- valuation changes should be recognised in profit and loss account


	-The classification will be different.

-Only fair value allowed at initial valuation.

-Value changes when applying fair value are recognised in profit and loss, which leads to more fluctuations in the result.



	Subsidiaries, associates, joint ventures
	- Participating interests in companies where significant influence can be exercised are valued at net asset value.

- Participating interests without  significant influence are valued at cost or current value.

- when applying current value, value changes should be transferred to the revaluation reserve.

-consolidation joint ventures is not allowed
	- IFRSs require cost or fair value for this item. 

-Fair value is required for participating interests without the significant influence.

- Any possible changes in the fair value are transferred to net income or owner’s equity.

Consolidation joint ventures is mandatory when the parent company has significant influence.
	- different accounting methods

- a revaluation reserve for value changes may not be used anymore

- possibly consolidation of joint ventures.



	Inventories
	-Valuation at lower cost, net realisable value or current value. 

-LIFO is an allowed costs method.

-Value changes to revaluation reserve.
	- Valuation at the lower of cost and net realisable value.

-LIFO is not allowed

-Value changes to profit and loss account.
	-Different valuation method

-The revaluation reserve for value changes cannot be used anymore, which will lead to more fluctuations in the companies annual result.

	Work in progress
	-POC method and CC method are allowed.

-changes in circumstances during constructions are processed prospective
	- Only the POC method is allowed.

-changes in circumstances during constructions are processed retrospective
	-Only one valuation method allowed, this makes the financial statements better comparable.

-changes are recognised when they have occurred.



	Provisions
	-provision for maintenance allowed.

-communication for restructuring plan is allowed after balance sheet date.

-discounting of provisions not required
	-provision for  maintenance not allowed.

-Plans for restructuring must be communicated before balance sheet date.

-discounting of provisions is required if the effect is material.
	-more fluctuations in the companies annual result because a provision for  maintenance not allowed anymore.

- for restructuring are communicated sooner.

-time value of money is taken in account because of the discounting of provisions.

	Deferred taxes
	-measurement at nominal or present value

-When an asset is revaluated the recognition of a deferred tax liability is not mandatory.

-Presentation as a fixed or current asset.
	-measurement at nominal value

-recognition of deferred tax liability is mandatory in case an asset is revaluated.

-presentation as a fixed asset.


	-only nominal value allowed for measurement, which leads to better comparability.

-in case of revaluation a deferred tax liability will arise.

-always presented as a fixed asset



	Financial liabilities
	-Initial valuation at fair value or amortised cost.

-Three categories for classification
	-Only fair value allowed for initial valuation.

-Two categories for classification.
	-Only one valuation method for initial valuation.

-Less categories for classification 


Table 2.3 Overview of the discussed differences between Dutch GAAP and IFRSs.

3 Literature review

3.1 General introduction
In the previous chapter the differences between Dutch GAAP and IFRSs were elaborated. This chapter will help establish the theoretical background for the research question by answering sub question 2 “What other researches have been conducted in the field of IFRSs? It gives an overview of: general quality definitions (section 3.2), researches in de field of the quality and financial statements (section 3.3), the effects of IFRSs (section 3.4), the impact of IFRSs on accounting quality (section 3.5), earnings management and accounting quality (section 3.6) and the costs of IFRSs (section 3.7). In section 3.8 a summary of this chapter is given. The aim of this chapter is to research the relevant literature to build a theoretical framework for the research to be conducted in this thesis. An overview of the literature that will be discussed in this section can be found in appendix 1. 
3.2 General quality definitions

The International Organization for Standardization (ISO) defines quality as: “the totality of features and characteristics of a product or service that bears on its ability to meet a stated or implied need" (restated by Ho, 1998)
.
The content of this definition is also present in the definition of quality by the American Society for Quality. It defines quality as: “a subjective term for which each person has his or her own definition. In technical usage, quality can have two meanings:
a. The characteristics of a product or service that bear on its ability to satisfy stated or implied needs; 

b. A product or service free of deficiencies
.
According to this definition, financial statements can be said to be of a high quality when they satisfy the stated or implied needs of their users and are free of errors. 

When using this definition of quality for answering the research it is important to determine the stated or implied needs of the users of financial statements. There are however many other ways to establish the definition of quality for this thesis. Some of these ways are discussed in the following sections.
 According to the Praxicom research group Limited (2008) quality can be determined by comparing a set of inherent characteristics with a set of requirements. If those inherent characteristics meet all requirements, high or excellent quality is achieved. If those characteristics do not meet all requirements, a low or poor level of quality is achieved
.
One of the objectives of financial reporting is decision usefulness. As stated in section 1.5 thesis based on the proprietor perspective. In this light information is considered to be decision useful when it assists investors of information to make decisions about investing in an entity
. To define the usefulness of information many qualitative characteristics are used. These characteristics will be discussed in the rest of this section.
The quality requirements of financial statements depend on the one side on the requirements derived from the relevant literature in section 3.3 until section 3.6. On the other side the quality requirements of financial statements depend on the accounting regulation of the country where the company is established. Concerning the accounting regulation for the Netherlands the IFRSs and the Dutch GAAP are of importance. An overriding requirement of IFRSs as well as Dutch GAAP is that financial statements have to give a true and fair view (KPMG, p.8-9)
. In order to meet the objective of a true and fair view, quality requirements are needed for financial statements. In its Framework (paragraph 24) the DASB mentions the following 4 principal qualitative characteristics of financial statements: understandability, relevance, reliability and comparability. The Financial accounting standards board (FASB) (2008) states that relevance and faithful representation are fundamental qualitative characteristics that make financial information useful. comparability, verifiability, timeliness, and understandability are enchanting qualitative characteristics (p. i).
The quality requirements that will be used for the research to be conducted in this thesis will be derived from the applicable accounting regulation and the literature research in the following sections. As will appear from this literature research, the by the DASB mentioned 4 qualitative characteristics are also widely discussed in the literature. 

3.3 Quality and  financial statements
The Association Française de la Gestion Financière (AFG) has published in 2007 a research in which it mentions four quality aspects of financial statement (transparency, relevance, reliability and understandability) (p.6). The NIVRA also mentions in its vision (2007) four quality characteristics of financial statements (comparability, relevance, reliability and understandability) (p. 5) Because both studies also pay attention to IFRSs in the context of quality aspects they will be further discussed in section 3.4. 

Baxter (2007) investigates the relationship between audit committees and financial reporting quality at 208 listed Australian companies
. He explains two different perspectives of quality. The first perspective: usefulness of financial information to users (p. 27). This usefulness is stated according to the Australian Accounting Standards Board (AASB) framework as: understandability, relevance, reliability and comparability of the information (p. 27). Baxter refers to Jonas and Blanchet (2000, p. 357) when he states that the second perspective of financial reporting quality is: “full and transparent financial information that is not designed to obfuscate or mislead users".  In his research Baxter uses earnings quality variables to measure the quality of financial reporting. The conclusion of this research is that the investigated audit committees are not associated with improved financial reporting quality. Although the conclusion of Baxter’s research is not valuable for this thesis, the construction of his research will be. 

In 2001 the Limperg Institute published a study on the quality of financial statements in the Netherlands. In this study Hoogendoorn et al. measure the quality of financial reporting in the Netherlands using information elements. They define financial reporting quality as “the extent to which financial reporting satisfy the expectation of users of  financial reports”. In this definition the transparency of financial reports is central  (p. 7). Hoogendoorn et al. state that an information overload reduces financial reporting quality (p. 13). I conclude from this remark that information elements need to be relevant as well. The study researches the financial statements of the 60 largest companies listed on the Euronext Amsterdam by use of several predefined quality aspects. These quality aspects are derived from national and international accounting standards, literature researches and criteria for accounting awards. Hoogendoorn et al. find that the researched companies 17 information elements are not published by the researched companies and, on average, companies publish only 54% of the researched information elements. 

3.4 Effects of IFRSs 
3.4.1 Quality effects

The AFG has published in 2007 a research that is relevant for the definition of quality of financial statements in this thesis. The AFG has investigated the views on accounting standards of investors in the field. The view of investors is of great importance because they are working with accounting standards as a base for the day to day analyses of business performance. The AFG discusses transparency (increased due to IFRSs), relevance (investors are still sceptic whether IFRSs lead to improvement), reliability (IFRSs has reduced earnings management) and understandability (not always changed positively due to IFRSs) as important quality aspects of financial statements. (p. 6) The interviews conducted in this study provide information on how stakeholders judge the quality aspects of financial statements.

In 2007 the NIVRA has published its vision on financial reporting. It mentions the following four characteristics of quality that should apply to the information in annual reports: understandability, relevance, reliability and comparability (p. 5). The NIVRA states that IFRSs are known as reporting standards of high quality that lead to transparency and comparability (p. 2). The NIVRA warns for the high complexity of IFRSs that may reduce unequivocal application and may lead to incorrect interpretations among authors, accountant and users (p. 2). It also expects that the extra information that is published due to IFRSs will be appreciated in the future (p. 2). In this vision the NIVRA does not elaborate the other quality characteristics
.
Rekhy (2008), chief operational officer at KPMG
, has written an article on the impact of IFRSs on Indian corporates. This article is a reaction on the announcement of the Indian ministry of corporate affairs, confirming the agenda for convergence with IFRSs in India by 2011. Rekhy gives the following benefits of IFRSs to financial statements:

· improvement in comparability of financial information and financial performance with global peers and industry standards. This will result in more transparent financial reporting of a company’s activities,

· better quality of financial reporting due to consistent application of accounting principles and improvement in reliability of financial statements and
-
since IFRSs are now accepted as a financial reporting framework for companies seeking to raise funds from most capital markets across the globe, there is better access to and reduction in the cost of capital raised from global capital markets. 

Rekhy also mentions a disadvantage of IFRSs adoption: because IFRSs are principles-based standards, they offer certain accounting policy choices to preparers of financial statements and this could reduce consistency and comparability of financial information to a certain extent and therefore reduce some of the benefits from IFRSs adoption.

Impey (2008) states in an interview published by PricewaterhouseCoopers (PWC) that adoption of IFRSs would enhance the relevance of the financial reports in the international arena. According to Impey IFRSs would also improve transparency and comparability of financial statements. He also mentions understandability as an important aspect of financial statements. 
3.4.2 Other effects

Perramon et al. (2006) have researched the impact of IFRSs on the income statement of listed companies in Spain. The objective of their study is to analyse the preliminary impact of IFRSs 

implementation on the income statements of non-financial companies in IBEX 35 (p. 2). First they explain the impact of IFRSs on the income statement through a literature study. Next Perramon et al. carry out an empirical test in which they account for national trends after the adoption of IFRS by IBEX-35 companies. Their main conclusion is that the difference IFRSs causes for the consolidated profit does not depend on the profit rate and total assets of the companies. This conclusion implies that the adoption of international accounting standards may influence Spanish companies, independently of different size and profitability (p. 19).

Cordeiro et al. (2007) researched the impact of IFRSs on firm reporting in Portugal. This is performed on 39 Portuguese public companies belonging to the Eurolist by Euronext Lisbon (p. 1 and 14). Cordeiro et al. (2007) used descriptive analyses, ratio methods, cluster analyses and linear regression models to research the impact of IFRSs on the companies balance sheet and profit and loss account (p. 4).  Although this study is performed on Portuguese companies that applied different accounting legislation than Dutch companies before the mandatory IFRSs legislation, the results of this study will  be valuable for this thesis, as it shows that IFRSs had an effect on accounting figures. In general the total value of the assets, capital, liabilities and net result increased
. 

Hail et al. (2007) provide in their report a review of the academic literature relevant to the mandatory adoption of IFRSs reporting for EU member countries in 2005 (p. 2). In an empirical analysis they investigate and analyse the effect of mandatory IFRSs reporting on the implied cost of equity capital and price impact of trades. They also explain how market liquidity and cost of equity capital are linked to the quality of corporate reporting. In this report of the Netherlands Authority for the Financial Markets (Dutch: Autoriteit Financiële Markten (AFM)) quality is defined as transparency. Schadewitz et al. (2006) also underline the importance of transparency in their research and state that transparency is essential for well-functioning stock markets (p. 34).

3.5  Impact of IFRSs on accounting quality

Soderstrom and Sun (2007) have investigated the effect of IFRSs adoption on accounting quality in the European Union. In their paper they review accounting literature in the period from the 1990s to 2007. In an attempt to provide insight into the effects of the change Soderstrom and Sun argue that, although IFRSs are applied in the consolidated financial statements of the companies listed in countries of the European Union, cross country differences in accounting quality are likely to remain, because accounting quality is also a function of many other factors. (see figure 3.1 on the next page). They argue that one should be careful with interpreting the results of past literature researches where the results are based upon voluntary IFRSs adoption. 


[image: image3]
Figure 3.1 determinants of accounting quality, source: Soderstrom and Sun, 2007 p. 688

As figure 3.1 shows, there are many other determinants of accounting quality next to the accounting standards. Before 2005 the accounting standards of the country in which the company resided were applicable (local GAAP), nowadays the mandatory IFRSs are the uniform standards for the consolidated financial statements of listed companies in the European Union. However, indirectly accounting quality is still influenced by the legal and political system of the individual countries. Ball (2006) underlines this in his paper when he states that full convergence of accounting policies is impossible due to the fact that most market and political forces will remain local for the foreseeable future (p. 10). Jeanjean and Stolowy (2008) underline the findings of Soderstrom and Sun in their exploratory analysis of earnings management before and after IFRSs adoption. Jeanjean and Stolowy analyze whether the mandatory introduction of IFRSs in Australia, France and the United Kingdom had an impact on earnings management (p. 493) Their findings confirm that sharing rules is not sufficient in itself to create a common business language (p. 493)
Soderstrom and Sun illustrate that the indirect incentives in figure 3.1 influence reporting quality independently of IFRSs. To investigate the effect of IFRSs on reporting quality it is important to eliminate the other effects. In this thesis this is done by researching only the companies listed on the Euronext in Amsterdam. Because al these companies experience the same legal and political system, only the changes due to IFRSs can be examined. 

Ball (2006) researches the benefits of IFRSs for investors. He states that the more accurate, comprehensive and timely financial statement information that IFRSs promise lead to lower risk for investors. According to Ball the improved financial reporting quality leads to more competition on the stock market between small investors and professionals. Because of the reducing of international differences in accounting standards, IFRSs have led to a better comparability of financial statements internationally and might lead to an improvement of cross-country acquisitions and divestitures (p. 16). A disadvantage of IFRSs according to Ball can be that investors will be misled into believing that there is more uniformity in practice than actually is the case (p. 26). He shows that even though IFRSs are an international framework many parts of accounting stay local policy (p. 26-33).

Barth et al. (2006) have compared companies that apply IASs with companies that do not, to examine if IASs had led to higher accounting quality. They used a broad sample of firms in 21 countries that voluntary adopted IASs between 1994 and 2003 (p. 4) to investigate whether accounting amounts determined in accordance with IASs are of higher quality than those determined in accordance with the firms domestic GAAP (p. 6). By researching earnings management and loss recognition they find that companies that applied IASs have better accounting quality, because there was less evidence of earnings management and earlier loss recognition (p. 23) . 

Bageava (2008) also uses the model of Barth et al. in her research on IFRSs and accounting quality in transitional economy: a case of Russia. With a sample of 47 firms and 104 firm-year observations over the years 2000-2006 (p. 17) she finds that IFRSs reporting firms generally exhibit less earnings management than firms that prepare their financial reports in compliance with the Russian accounting Standards (RAS) (p. 18). Christensen et al. (2008) also used the methodology of Barth et all. In their research they have examined whether the adoption of IFRSs led to accounting quality improvements. They hypothesize that IFRSs are only associated with accounting quality improvements when firms have incentives to adopt (p. 7). They also research the timely loss recognition (p. 14). Their research sample consists of 177 German resister
 firms that did not adopt IFRSs until it became mandatory in 2005 and 133 firms that voluntarily adopted IFRSs prior to 2005. The Cross-Sectional sample includes an additional 123 firms that adopted IFRSs prior to 2004 but for which they could not identify the year the firm switched to IFRSs (p. 15). Economic intuition suggests that firms that voluntarily adopted prior to 2005 did so because they perceived net benefits of IFRSs compliance and in contrast firms that postponed adoption until it became mandatory in 2005 did so because they had no incentive to adopt IFRSs (p. 27). The result of the research of Christensen et al. documents a reduction in earnings management and an increase in the timeliness of loss recognition after voluntary IFRSs adoption (p.17). The results for resisters generally indicate marginally more earnings management and less timely loss recognition in the post-adoption period although most changes are statistically insignificant (p. 19). This last result is in contrast with the findings of Ball, Barth et al. and Bageava who found that IFRSs leads to better accounting quality. 

3.6 Earnings management and accounting quality

As mentioned in the previous section Barth et al.(2006) have created a method of measuring accounting quality by using earnings management. Earnings management is a strategy used by the management of a company to deliberately manipulate the company's earnings so that the figures match a pre-determined target
. Earnings smoothing is a particular form of earnings management. 

According to Goel and Thakor (2004) there are two kinds of earnings smoothing: the first is real earnings smoothing by timing of transactions; this kind of smoothing affects the companies cash flow. The second kind of earnings smoothing according to Goel and Thakor is artificial smoothing; this kind of smoothing is achieved primarily by using the reporting flexibility provided by the used accounting principles (p. 152). Less flexibility in accounting regulation will result in less possibilities for managers to smooth earning artificially and thus less earnings management will lead to higher accounting quality. 

There are several incentives for managers of public companies to manage earnings. First, earnings management can be applied to optimize the companies earnings in order to maximize accounting based bonuses. Second, managing earnings can avoid losses that might dismiss the manager
. Third, earnings management is used to smooth earnings. Investors prefer companies that show smooth earnings over companies with a volatile earnings because smooth earnings are considered less risky than volatile earnings
. DeGeorge et al. (1999) researched managers incentives to manage earnings and found that there are three thresholds that help drive earnings management: the first threshold is to report positive earnings, the second to sustain recent performance and the third to meet analyst expectations (p. 8) Their empirical research found that earnings management is driven by these thresholds (p. 30). 

The incentives for managing earnings are summarized by Lo (2008) who states that the motive for earnings management is to satisfy expectations by investors (p. 354), this is however disproved by the research of Burgstahler et al. (2007) who found that capital market incentives result in higher earnings quality (p. 34). Burgstahler et al research the incentives stemming from capital markets pressures and legal institutions to report earnings that accurately reflect a firms economic performance (e.g. do not apply earnings management). To research the hypothesis that raising capital in public markets (rather than from private sources) and the institutional environment in which firm operates have a systematic influence on the companies incentives to report earnings that reflect economic performance (p. 2), they use four earnings management proxies; the avoidance of small losses, the magnitude of accruals relative to cash flow from operations, smoothing of operating earnings versus cash flow and the correlation between accruals and cash flow from operations (p.14-16). As said before Burgstahler et al find that capital market incentives result in higher earnings quality. They also find that accounting standards designed to make earnings more informative, play a more important role when they are coupled with capital market pressures to report earnings that reflect economic performance (p. 35). This might suggest that IFRSs will play an important role in the Netherlands because of Dutch companies tend to have a widespread ownership by shareholders (see section 2.4).

Many studies that research earnings management make use of accruals. Accruals are used to recognise costs, revenue and expenses in the period in which they occur
. Using accruals may help managers to present a result that is a more accurate presentation of a companies year end accounting figures
, but accruals can also be used to “manage” the accounting figures to a predefined target. The purpose of an accrual is to be an adjustment to accurately reflect all revenues and expenses. These adjustments will affect one revenue or expense account and one asset or liability account, but accrual accounting will never affect a companies cash flow. This is why researchers often look at the relation between accruals and cash flow to measure accruals. 
Dechov and Dichev (2001) have researched the quality of accruals and earnings. They state that the accounting system resolves mismatching in cash flows by adding accruals (p. 5). Using a sample of 15,234 firm-year observations for 1,725 firms in the period 1987-1999 they research the correlation between working capital accruals and cash flow from operations. Dechov and Dichev find that accrual quality is strongly related to economic fundamentals and that there is a strong negative relation between accruals quality and earnings persistence (p. 30). Their findings suggest that imprecise or erroneous accruals will reduce the beneficial role of the accruals.

Accruals can be divided in two types: discretionary and non-discretionary accruals where discretionary accruals are non-obligatory expenses yet to be realised (such as bonuses) and non-discretionary accruals are obligatory expenses such as bills yet to receive
. Discretionary accruals can be managed (Bervoets p. 66). Marciukaityte has researched non-discretionary accruals for firms that were obtaining substantial external equity or debt financing for expanding purposes. Using samples of 8307 external financing events, 3738 equity financing events and 3592 debt-financing events from 1988 until 2001 she finds evidence for her hypothesis that non-discretionary accruals are more driven by managerial overoptimism, instead of earnings manipulation. Data-analyses shows that non-discretionary current accruals peak at the time of equity financing (earnings manipulation), but both non-discretionary current accruals and non-discretionary total accruals peak at the time of debt-financing. The findings of Marciukaityte show that earnings can be manipulated by managers and is therefore a contribution to this thesis. Following the research of Burgstahler et al (2007) this thesis makes use of the total of discretionary and non-discretionary accruals to research earnings management.

Studies that make use of accruals can be divided in two groups: those who use the balance sheet approach for estimating accruals (Burghstahler et al., Leuz et al) and those who estimate the accruals directly from the cash flow statement (Marciukaityte, Collins and Hribar). Collins and Hrbibar (2000) have researched the errors in estimations of accruals. They state that the balance sheet approach for estimating accruals causes errors because this approach might be affected by one or more non-operating events that cause non-articulation
. Using a sample of 14,558 firm year observations in the period 1988-1997 (p. 7) they find that the balance sheet approach of estimating accruals will not be accurate when non-operating events/activities like mergers and acquisitions, divestitures and translation of foreign subsidiary account occur (p. 22). Because of the findings of Collins and Hribar this thesis will use the cash flow approach of estimating accruals.

The result of earnings management is that accounting figures will be unreliable (Dong Yu 2005 p. 8). Earnings management will lead to less transparent information and therefore financial statements that contain managed figures are assumed to be of less quality because the user of these statements has a disadvantage when he tries to predict future earnings (Mintz, 2003; Ashbaugh and Pincus, 2001). Ceteris paribus accounting figures that are not subject of earnings management will be more reliable and more transparent and therefore be of higher quality (Dong Yu,  2005). 

3.7 Costs and benefits of IFRSs

In section 1.2 is mentioned that although the IFRSs will improve the comparability of companies that may lead to a sound judgement of investors
, for many companies the switch to IFRSs meant a great change in their administration and additional administration costs. So the question is whether or not here is a net benefit of implementing IFRSs. In this respect a study of Armstrong et al. (2008) is interesting.
Armstrong et al. (2008) examine the European stock market reaction to events associated with the 2005 adoption of IFRSs in Europe (p. 1). They hypothesize a positive or negative market reaction on 16 key dates in IFRSs implementation (p. 34). Their test focuses on event returns for a value-weighted portfolio of the 3,265 European firms for which data are available for all of these 16 events (p. 15). Armstrong et al. find that, on average, investors in European firms reacted positively to events that increased the likelihood of adoption of IFRSs and negatively to events that decreased it (p. 29). They also conclude that investors anticipate information quality benefits from IFRSs adoption (p. 30) Their third finding is that on average, investors expect net benefits associated with IFRSs adoption (p. 29). Finally they find that investors expect lower net benefits for firms domiciled in code law countries (p. 30). Overall their findings indicate that investors expected the benefits associated with IFRSs adoption in Europe to exceed the expected costs, where benefits are associated with convergence and increased accounting information quality (p. 33). From this research I expect that the benefits of IFRSs will exceed the costs of implementing IFRSs.

3.8 Summary

This chapter answers sub-question 2: “what other researches have been conducted in the fields of quality and financial statements and IFRSs”? The definition of quality can be very divers. The quality of financial statements depends on the one hand on accounting regulation of the country where the company is established. For this thesis this means that IFRSs and Dutch GAAP are of importance. The difference between these standards is elaborated in chapter 2. The DASB names understandability, relevance, reliability and comparability as quality aspects of financial statements. The FASB states that relevance and faithful representation are fundamental qualitative characteristics and that comparability, verifiability, timeliness, and understandability are enchanting qualitative characteristics. On the other hand the quality aspects of financial statements are widely discussed in accounting literature. Baxter (2007) gives 2 perspectives of quality of financial statements: usefulness, this usefulness is stated according to the AASB framework as: understandability, relevance, reliability and comparability of the information. And the second perspective of financial reporting quality is: “full and transparent financial information that is not designed to obfuscate or mislead users". This transparency is also underlined in the researches of Hail (2007), Schadewitz et al (2006) Impey (2008) and Hoogendoorn (2007), AFG (2007) and NIVRA (2007). Hoogendoorn, NIVRA and AFG also discuss the relevance of information in financial statements as an important aspect. NIVRA and AFG both also mention reliability as an important quality aspect of financial statements. The AFG states that IFRSs have improved reliability because they reduces earnings management. 

Measuring earnings management can be used to determine accounting quality. This method is used by, for instance, Barth et al. (2006) who have created a model to research the effect of IFRSs on the quality of financial statements, of companies that voluntary apply IFRSs, by researching earnings management. The result of their research is that IFRSs have led to better accounting quality. Bageava (2008) and Christensen et al. (2008) have also used this model to research the effect of IFRSs on accounting quality. Bageava finds that IFRSs improved accounting quality in Russia, but Christensen et al show is their research that IFRSs only leads to improvement in accounting quality when it’s applied voluntary. Leuz et al (2003) and Burgstahler et al (2007) make also use of earnings management to determine accounting quality. Many researches on earnings management make use of accruals. Collins and Hribar (2000) show that the balance sheet approach of estimating accruals may be unreliable. Verdi (2008) shows that firms with higher quality financial reporting invest less and choose investments that are more profitable. Armstrong (2008) find that investors expected the benefits associated with IFRSs adoption in Europe to exceed the expected costs, From these researches I expect that the benefits of IFRSs will exceed the costs of implementing IFRSs. An overview of the literature that will be discussed in this section can be found in appendix 1.
4 Research design

4.1 General introduction

In Chapter 3 the relevant literature for this thesis is discussed. Chapter 4 will give the hypothesis and an overview of the way the empirical research is conducted. This chapter will give an answer to sub question 3: “What will be the method of research?” Section 4.2 discusses the hypothesis. Section 4.3 discusses the research design in general. Section 4.3.1 will determine which organisations are relevant for this thesis. Section 4.3.2 describes the data analyses procedure. Section 4.3.3 discusses the pre-results. In section 4.4  a justification of the chosen research method will be given and section 4.5 summarizes this chapter.

4.2 Hypothesis development

This thesis will research the relation between IFRSs and the quality of financial reporting of Dutch listed companies. The research question, as presented in chapter 1, is: Have IFRSs led to an improvement of the accounting quality of the consolidated financial statements of Dutch companies listed on the Euronext Amsterdam?

The problem of researching the effects of IFRSs on the quality of financial reporting starts with the definition of quality. The Dutch national supervisor of financial markets (AFM) defines quality as: the extent, to which a financial report meets the requirements of the IFRSs”
. However in this thesis the research question is did IFRSs improve accounting quality? This means the definition of quality of the AFM will not apply. 

As stated in chapter 3 the FASB (2008) mentions relevance and faithful representation as the two fundamental qualitative characteristics of financial reporting. The FASB also states that enhancing qualitative characteristics are comparability, verifiability, timeliness and understandability (p. 4).

According to the AFG (2007) the quality of accounting standards depends on the following variables: transparency, relevance, reliability, understandability and comparability. This is partially in line with the opinion of the FASB. Although these characteristics are commonly known as important for financial statements it is difficult to measure them.

The literature research in chapter 3 also shows that several previous researches used earnings management to define accounting quality. Based on previous research, this thesis will use three ratio’s of measuring earnings management to answer the research question. Earnings management makes financial statements less transparent and reliable and therefore the quality of managed statements will be lower. 

The relation between accruals and cash flow is widely used to measure earnings quality. Cash flow is relatively free of the drawbacks of the accrual concept and it is less likely to be affected by variations in accounting principles and estimates
. When accruals are used to create “hidden reserves” to smooth the earnings in one reporting year and use this reserve in years of bad performance this will lead to a large negative correlation between accruals and cash flow (Burgstahler, 2007)
. More flexible accounting principles will give managers more ways to use accruals. As stated in chapter 2 IFRSs are more strict rules. Therefore the first hypothesis states:

H1: The correlation between changes in accruals and changes in cash flow will be more negative in 2004 compared to 2007. 
Dechov and Dichev have researched the use and implications of accruals and state that imprecise or erroneous accruals will reduce the beneficial role of the accruals (i.e. will reduce the accuracy of the accounting figures). This is why many researches on earnings management make use of accruals. Bergstresser and Phillipon (2004) found that accruals are used to manipulate earnings in companies where managers compensation depends on share prices. When more accruals are used to “manage” earnings it will lead to less predictability of future earnings and thus to lower accounting quality. This leads to the second hypothesis: 

H2: In 2004 there will be more accruals relative to cash flow in 2004 than there will be in 2007. 

As mentioned in section 3.6 earnings smoothing is a particular form of earnings management where managers use the flexibility of accounting systems to minimize the variability in their earnings. Mostly this is done by the use of accruals (Leuz et al 2003). Companies that exhibit earnings smoothing tend to have a lower variability in net income.
 More variability does not always mean there is less earnings management, managers can, for instant, take “big baths” that will lead to a higher variability of income
. Overall, companies that apply earnings management tend to have smoother earnings than companies that do not. This leads to the third hypothesis:

H3: The earnings reported in the period 2003-2004 will be smoother than the reported earnings in the period 2006-2007
The first hypothesis will be tested by a ratio that measures the correlation between accruals and cash flow. The second hypothesis will be tested using a ratio that captures the magnitude of the total accruals. Third hypothesis will be tested using a ratio that measures the extend to which managers use accruals to smooth their earnings. These ratio’s will be elaborated in section 4.3.3.

The conclusion that can be derived from the literature mentioned in chapter 3 is that, in general, IFRSs have led to an improvement in reporting quality. Rekhy, for instance, showed that IFRSs did improve the reliability of financial statements of Indian companies. It is to expect that IFRSs also have improved accounting quality of listed companies in the Netherlands. When the empirical research finds evidence to support the three previous hypothesis this means that IFRSs have improved the quality of financial statements in the Netherlands. This leads to the last hypothesis:

H4:  IFRSs have improved the accounting quality of consolidated financial statements of Dutch companies listed on the  Euronext Amsterdam.

4.3 Research design

To research the effect of IFRSs on the quality of consolidated financial statements of Dutch listed companies, the financial reports of listed companies in the Netherlands in 2004 and 2007 will be compared. These years are chosen for the following reasons: In 2004 there was no mandatory application of IFRSs, most of the consolidated annual reports in this year will be drawn up by the Dutch GAAP (see section 1.4) and in 2007 all companies were obliged to prepare their consolidated financial statement according to IFRSs.
Figure 4.1 shows that financial reporting depends on one hand on the applied accounting standard and on the other hand on quality aspects. The answers on hypotheses one, two and three, will lead and answer to hypothesis four. The ratio’s that are used to answer hypotheses one, two and three are expected to be more negative in 2007 (there will be less earnings management in 2007). This will lead better quality (H4). The relation of the hypotheses and expectations is also shown in this picture. The research in this thesis focuses on the effect of IFRSs on financial reporting quality.


[image: image4]
Figure 4.1 Research design

4.3.1 Population and sample selection

The population from which the research sample is drawn are the Dutch companies listed on the Euronext Amsterdam. This sample is chosen because these publicly traded companies are since 2005 obliged to prepare their consolidated financial statements according to IFRSs. The study of Tower et al (1999) shows that the country in which a company reports influences the financial reporting rules (p. 303). To avoid these country differences only the companies that used Dutch GAAP in 2004 are selected for this thesis. The financial reports of these companies in 2004 can be compared with the latest available financial reports of prepared under IFRSs; those of 2007. The sample is derived from Tomas One Financials. 

Table 4.1 shows the selection process of the sample selection for the first ratio. This process is repeated for the other two ratios. 

	
	Number

	Firms listed on Euronext Amsterdam both in 2004 and in 2007
	105

	Firms from which is no data available at Tomas One Financials
	(15)

	Financials
	(8)

	No Dutch GAAP in 2004*
	(13)

	Total sample from Tomas One Financials
	69


Table 4.1 Schematic overview of the sample selection
* From the Tomas Financial Sample the following companies are eliminated: Reed Elsevier prepared its 2004 annual reports according to UK GAAP. Arcelor Mittal, ASML Holding, ASM International, BE Semiconductor Industries, Crucell, and Koninklijke Philips prepared their 2004 annual reports according to US GAAP. Fugro and Schuitema N.V. prepared its financial statements (partly) according to IFRSs
. Holland Colours N.V., AFC Ajax N.V. Punch Graphix, and Samas N.V, because their financial year in 2004 deviates from the standard.

Because different data are needed for every ratio, this procedure is repeated three times, with different outcomes. An overview of the companies used in the data sample can be found in appendix 2 (per ratio).
4.3.3 Data analyses procedure

As mentioned in section 4.3.1 the reporting quality is measured in this thesis by the use of earnings management. The empirical research in this thesis compares the consolidated financial statements of the companies in appendix 2 over the year 2004 with the consolidated financial statements over the year 2007 and uses earnings management metrics to research the accounting quality of these statements. To make this thesis comparable to previous literature this thesis will use three different earnings management metrics, commonly used in the past. These metrics are chosen to make this thesis comparable with previous research and because the input data can easily be found in the Thomas One Banker database.

The first earnings managing ratio that is used, is based on the correlation between changes in accruals and changes in cash flow captures the smoothing effect of accruals. When net income is, for instance increased by using reserves and allowances, this will not effect cash flow. This ratio is therefore measured by calculating the extent to which companies reduce the variability in reported earnings by the use of accruals. The correlation is expectedly negative, with  more negative correlation indicating higher earnings smoothing, since managers react to poor cash flow outcomes by increasing accruals
. The accruals component is computed directly from the cash flow from operations with the equation below


Accruals    = EBEID - CFO
Where:

Accruals     is the total of accruals for company i, year t. 

EBEID       is earnings before extraordinary items and discontinued operations. 
CFO           is the cash flow from operations.  

The second ratio researches the magnitude of accruals and is calculated as the median absolute value of total, scaled by the corresponding median absolute value of cash flow from operations. The accruals are calculated as in equation one and the cash flow from operations is taken directly from the cash flow statement.

Following Leuz et al (2003) and Burgstahler et al. (2007) the third earnings measurement ratio attempts to capture the extend to which managers use accruals to smooth their earnings. Because there are natural differences in the variability of companies economic performances, this thesis benchmarks the variability of operating earnings to the variability of the cash flow from operations to control for these differences. The measure is computed as the ratio of the standard deviation of operating income divided by the standard deviation of cash flow from operations. (Burgstahler p. 15).
4.3.4 Pre-results 
Factors of influence

As stated in chapter 3, accruals are used to recognise costs, revenue and expenses in the period in which they occur. It can be expected that larger companies use more accruals. Previous literature (Baegeva, Burgstahler et al) show that there are more factors that influence the companies use of accruals. Equation two researches the effects of these variables.

ACC =  β   + α    SIZE     +  α    IND   + α3  LEV    +  α4 Turn   +  ε 


(2)
Where:

ACC is the independent variable accruals 

β is the regression coëfficiënt
SIZE it is the natural logarithm of end of year market value of equity in millions of Euros for company i, year t.

IND is the industry classification according to the SIC-code

LEVit is end of year total liabilities divided by end of year equity book value for company i, year t, 
TURN is the annual turnover for company i, year t, 
ε is the “standard error”    

Normality

I assessed the normality of the data from the original sample of 69 companies using a histogram. The data showed non-normal distribution, this means a non-parametric tests is needed to assess the correlation between the changes in cash flow and the changes in accruals for the years 2004 and 2007. Non-parametric data means that the number and nature of the parameters are flexible and not fixed in advance
. This is why I choose the Spearman correlation to research the correlation between changes in cash flow and changes in accruals for accounting years 2004 and 2007 . The Spearman Rank Correlation is a technique used to test the direction and strength of the relationship between two variables
. The result can be found in chapter 5.

Skeweness
Table 4.2 below shows the results of the skeweness test. This result quantifies how symmetrical the distribution is
. 

	Descriptive Statistics

	
	N
	Skewness

	
	Statistic
	Statistic
	Std. Error

	ACC 04
	69
	-5,490
	,289

	ACC 07
	69
	6,594
	,289

	SIZE 04
	69
	7,947
	,289

	SIZE 07
	69
	7,777
	,289

	IND
	69
	1,126
	,289

	LEV 04
	69
	1,482
	,289

	LEV 07
	69
	1,346
	,289

	TURN 04
	69
	7,268
	,289

	TURN 07
	69
	7,822
	,289

	Valid N (listwise)
	69
	
	


Table 4.2 Skeweness

The skeweness of Accruals in 2004 is negative. This means that the left tail of the distribution is dominant: i.e.: the accruals in 2004 have a few very negative scores. The skeweness of the Accruals in 2007 is positive., this is possible because accruals can be positive as well as negative. The result shows that in 2007 the accruals were more positive. For the other variables the skeweness is positive. This means that the right tail for these variables is heavier then the left tail. 

Robustness

The first ratio uses the Spearman correlation between changes in accruals and changes is cash flow to research earnings management. A correlation can be driven by outliers. To test whether the data sample has any outliers a scatter diagram can be produced in SPSS. Figure 4.1 on the next page shows the scatter diagram.
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Figure 4.1 Scatter diagram
The arrow in figure 4.1 points out the extreme value in this scatter diagram. However this cannot be interpreted directly as an outlier, since the data source (accruals and cash flows) may contain extreme values without being abnormal. As a robustness check the analyses is repeated dropping the industries one by one from the sample. The results are very similar. When using the function “Explore” in SPSS
 no outliers where found, this means the selected data can be used for further research.
Multicolliniarity

Because of the limited data sample in this thesis (only 69 companies), it is important to research the multicolliniarity of the variables in the model. Tables 4.2 and 4.3 on the next page show the collinearity statistics for respectively 2004 and 2007.
	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	69,186
	111,302
	
	,622
	,536
	
	

	
	SIZE 04
	,039
	,022
	,362
	1,795
	,077
	,046
	21,790

	
	LEV 04
	-24,218
	38,725
	-,030
	-,625
	,534
	,787
	1,271

	
	TURN 04
	-,040
	,006
	-1,280
	-6,336
	,000
	,046
	21,897

	
	IND
	-,018
	,018
	-,044
	-,993
	,324
	,947
	1,056

	a. Dependent Variable: ACC 04


Table 4.2 Collinearity Statistics in 2004
	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	216,372
	345,010
	
	,627
	,533
	
	

	
	SIZE 07
	,348
	,055
	3,163
	6,355
	,000
	,033
	29,938

	
	LEV 07
	-35,179
	36,698
	-,064
	-,672
	,504
	,916
	1,091

	
	TURN 07
	-,123
	,018
	-3,316
	-6,688
	,000
	,034
	29,724

	
	IND
	-,064
	,056
	-,106
	-1,143
	,257
	,956
	1,046

	a. Dependent Variable: ACC 07


Table 4.3 Collinearity Statistics in 2007
The tolerance of SIZE and TURN are relatively low, which could be sign of multicollinearity, however the effect of SIZE and TURN are significant with the corresponding p-value of .077 and .000, for 2004 (.000 and .000 in 2007) which means that there is no indication of multicollinearity. The variables LEV and IND do not have a significant p-value, but the corresponding tolerances are high, therefore there is also no indication of multicollinearity. 

Tables 4.4 and 4.5 on the next page give an overview of the main and interaction effects of the model. Data is retrieved from Worldscope and analyzed by the use of General linear model in SPSS. The model has only one independent variable and therefore a general linear model can be used. 


	
	F
	p
	
	
	F
	p

	IND
	4.344
	.043
	
	IND x TURN
	.769
	.469

	SIZE
	106.669
	.000
	
	SIZE x LEV
	.179
	.673

	LEV
	4.199
	.044
	
	SIZE x TURN
	7.105
	.011

	TURN
	468.912
	.000
	
	LEV x TURN
	5.097
	.029

	IND x SIZE
	6.873
	.002
	
	IND x LEV x TURN x SIZE
	7.233
	.100

	IND x LEV
	.029
	.866
	
	
	
	


Table 4.4 main and interaction effects in 2004


	
	F
	p
	
	
	F
	p

	IND
	2.547
	.022
	
	IND x TURN
	.610
	.548

	SIZE
	35.615
	.000
	
	SIZE x LEV
	4.074
	.048

	LEV
	2.540
	.116
	
	SIZE x TURN
	12.337
	.001

	TURN
	36.672
	.000
	
	LEV x TURN
	1.341
	.253

	IND x SIZE
	2.904
	.065
	
	IND x LEV x TURN x SIZE
	1.749
	.156

	IND x LEV
	.132
	.877
	
	
	
	


Table 4.5 main and interaction effects in 2007

The variables IND, SIZE and TURN are significant in both 2004 and 2007. 

The following variables have an significant effect on ACC (in descending order): in 2004 TURN ( Effect size = .877, IND ( Effect size = .870, SIZE ( Effect size = .618 and LEV ( Effect size = .037. For 2007: TURN ( Effect size = .358, SIZE (  Effect size = .350 IND ( Effect size = .213
In 2004 LEV was still significant with p = .044 where in 2007 the p-value is .116, which means LEV is not significant anymore. Because LEV is the end of year total liabilities divided by end of year equity book value and both can be affected by the change of accounting methods, this might be the reason for the declining significance. Nevertheless more research is needed in this area, but this result is outside the scope of this research. 

The interactions SIZE x TURN and IND x SIZE are also significant in 2004 as well as in 2007. This means that the SIZE of the company influences the accruals with a given Industry or turnover. The interactions SIZE x LEV and LEV x TURN are significant in respectively 2007 or 2004. The explanation for these interactions opens a new field of research, that can be interesting for future research.  

As the result above show, accruals are mostly influenced by the size of a company, the industry in which the company operates and the turnover of a company. To control for these differences the data that is used to compute the ratio’s will be scaled by total assets of the company (to control for differences in size) and will be broken down per industry class. The ratio’s do not take a companies sales in to account, so there is no need to control for a companies turnover.

4.4 Justification for the research method

This thesis uses earnings managing metrics for the empirical research. This method is chosen to make this thesis comparable with other international studies. Studies that used the same methodology are for instance: Leuz et al (2003), and Burgstahler et al (2007)). Although there are several other methods of researching accounting quality. 

Penman (2003) researches financial reporting quality in the United States just after the stock market bubble. In accordance with the proprietorship perspective Penman takes shareholders as the primary customers of financial statements (p. 4).  Through a hypothetical case, based on literature findings, Penman shows that even though the annual statements of a firm are in accordance with US GAAP, these statements did not present the true value of the company’s earnings. The problem that Penman underlines is that analysts are too much focussed on speculative analysis rather than financial statement analysis (p. 36). This is the reason why this thesis does not make use of stock market prices to analyse the financial statements, but uses the earnings measurement metrics of Leuz et al. (2003)  instead.

There is another alternative research method that could have been used to analyse the effect of IFRSs on accounting quality. A survey of a range of stakeholders could have been undertaken to gather their views on the relation between IFRSs and reporting quality. The reason why this thesis did not use a survey to conduct this research is because there is often a low response rate from respondents due to difficulties with enlisting participation in such research
 A further limitation of survey studies is that each respondent may interpret questions on the survey differently from others respondents, generating data that may be skewed due to user perceptions
 These limitations of the survey research lead to using annual reports as a method for collecting data. 
4.5 Summary 

This chapter has expound the method of research for the empirical part of this thesis. To answer the research question: ´Have IFRSs led to an improvement of the (accounting) quality of the consolidated financial statements of Dutch companies listed on the Euronext Amsterdam?”  the empirical research will focus on earnings management. Three earnings management ratio’s are chosen to test the hypotheses. These earnings management ratio’s are: the correlation between changes in accruals and changes in cash flow, the magnitude of accruals and the smoothness of earnings. Data is collected from the Thomas One Banker database. The regression analyses showed that accruals are influenced by companies size and industry class. To control for these differences the data that is used the compute the ratio’s will be scaled by total assets and will be broken down per industry class. This method of research is chosen to make this thesis comparable with other researches. 
5 Main results and data analyses 

5.1 General Introduction

In the previous chapter the methodology is discussed. This chapter shows the results of the empirical tests and will give an answer to sub question 4: “what are the results of the empirical research?” The correlation between accruals and cash flow from operations is elaborated in section 5.2. The magnitude of accruals relatively to cash flow is discussed in section 5.3. The result of the empirical findings on earnings smoothing can be found in section 5.4. Section 5.5 discussed the overall effect of IFRSs on accounting quality and the areas for further research are mentioned in section 5.6. Finally section 5.7 summarizes this chapter.
5.2 The correlation between changes in cash flow and changes in accruals
This section will research the first hypotheses: The correlation between changes in accruals and changes in cash flow is expected to be more negative in 2004 compared to 2007. Table 5.1 presents the Spearman correlation coefficients between the changes in accruals and the changes in cash flow from operations for the 69 companies in 2004. 
	
	
	
	Change ACC 04
	Change CFO 04

	Spearman's rho
	Change ACC 04
	Correlation Coefficient
	1,000
	-,640**

	
	
	Sig. (2-tailed)
	.
	,000

	
	
	N
	69
	69

	
	Change CFO 04
	Correlation Coefficient
	-,640**
	1,000

	
	
	Sig. (2-tailed)
	,000
	.

	
	
	N
	69
	69

	**. Correlation is significant at the 0.01 level (2-tailed).


Table 5.1, Correlation between changes in cash flow and changes in accruals for 2004
Table 5.2 on the next page presents the Spearman correlation coefficients between the changes in accruals and the changes in cash flow from operations for the 69 companies in 2007. 
	
	
	
	Change ACC 07
	Change CFO 07

	Spearman's rho
	Change ACC 07
	Correlation Coëfficiënt
	1,000
	-,617**

	
	
	Sig. (2-tailed)
	.
	,000

	
	
	N
	69
	69

	
	Change CFO 07
	Correlation Coëfficiënt
	-,617**
	1,000

	
	
	Sig. (2-tailed)
	,000
	.

	
	
	N
	69
	69

	**. Correlation is significant at the 0.01 level (2-tailed).


Table 5.2,  Correlation between changes in cash flow and changes in accruals for 2007
The correlation between changes in accruals and changes in cash flow in 2007 (- 0,617) is slightly less negative than in 2004 (-0,640). This might suggest that there is less earnings management in 2007 than there is in 2004. However, previous researches used an industry breakdown to research the correlation between changes in accruals and changes in cash flow. Also, the pre-results showed that accruals may also be influenced by industry class. To research the influence of these industry classes, the data is analysed per industry. Table 5.3 below presents the industry breakdown of the correlations and shows drastic differences. 
	Industry Breakdown
	
	
	

	
	
	
	
	
	

	Industry 
	N
	corr. 04
	P
	corr. 07
	P

	0
	3
	 
	 
	 
	 

	0001
	1
	-
	 
	0,5000
	0,6670

	1000
	3
	-1,0000
	-
	-
	-

	2000
	29
	-0,3670
	0,0500
	 
	 

	3000
	10
	0,7330
	0,0160
	-0,3210
	0,3650

	4000
	1
	-
	-
	-
	-

	5000
	10
	-0,4300
	0,2140
	-0,6610
	0,0380

	6000
	1
	-
	-
	-
	 

	9000
	11
	-0,7910
	0,0040
	-0,9
	0


Table 5.3 Industry breakdown correlations

Because this thesis only focuses on Dutch listed companies, there are not many observations per industry, this leads to insignificant data when looking at the industry breakdown. To overcome the influence of insignificant industries, a minimum of 6 observations per industry is required
. This results in a total sample of 60 companies. This sample can be found in appendix 2. Table 5.4 presents the Spearman correlation coefficients for the changes in accruals and the changes in cash flow from operations for the 60 companies in 2004 (-0,625).
	Correlations

	
	
	
	Change ACC 04
	Change CFO 04

	Spearman's rho
	Change ACC 04
	Correlation Coefficient
	1,000
	-,625**

	
	
	Sig. (2-tailed)
	.
	,000

	
	
	N
	60
	60

	
	Change CFO 04
	Correlation Coefficient
	-,625**
	1,000

	
	
	Sig. (2-tailed)
	,000
	.

	
	
	N
	60
	60

	**. Correlation is significant at the 0.01 level (2-tailed).


Table 5.4 correlation coefficients for the changes in accruals and the changes in CFO 2004
	Correlations

	
	
	
	Change ACC 07
	Change CFO 07

	Spearman's rho
	Change ACC 07
	Correlation Coefficient
	1,000
	-,664**

	
	
	Sig. (2-tailed)
	.
	,000

	
	
	N
	60
	60

	
	Change CFO 07
	Correlation Coefficient
	-,664**
	1,000

	
	
	Sig. (2-tailed)
	,000
	.

	
	
	N
	60
	60

	**. Correlation is significant at the 0.01 level (2-tailed).


Table 5.5 correlation coefficients for the changes in accruals and the changes in CFO 2007
Table 5.5 above shows the correlation in 2007 (-0,664). This analyses shows that the correlation is more negative in 2007, what means that this result gives no evidence to support the first hypothesis. Christensen (2002) also researched the correlation between accruals and cash flows and found reduced earning management in the post-IFRSs period because his result showed that the negative correlation between accruals and cash flows is reduced in the post-IFRSs period
. The data for this part the research of Christensen was retrieved from voluntarily adopters. Christensen also researched the correlation for non-voluntary adopters and found a little more earnings management towards a predefined target. Nevertheless this result was not statistically significant. The results of the first ratio in this thesis are in line with the lasts mentioned results of Christensen. This thesis also found a more negative correlation between accruals and cash flow in the post IFRSs period. The hypotheses states that the correlation was expected to be more negative in 2004. This hypotheses was based on the literature discussed in chapter three. The AFG for instance argued that IFRSs reduced earnings management and thereby increased the reliability of accounting figures. However, their result are based on views of investors in the field and statistically supported. Another reason why the empirical result does not support the hypothesis, might be that accounting quality improvements take time to materializes (Christensen 2002).       
5.3 The magnitude of accruals relative to cash flow
This section researches the magnitude of accruals relative to cash flow and tries to answer the second hypothesis: “In 2004 there will be more accruals relative to cash flow in 2004 than there will be in 2007”. The magnitude of accruals is researched for a total of 67 companies. First the data on earnings before extraordinary income and the cash flow for 2004 and 2007 are retrieved from the Tomas One Database. Second all companies with industry code 6000 (Financials) are excluded from the sample. Third, the selection is limited to companies that applied Dutch GAAP for financial year ending on 31 December 2004. Finally only industries with more than 10 companies are selected for the sample. This leads to a total sample of 67 companies (Appendix 2). All data are scaled by lagged assets to control for company size differences. The accruals component is calculated as in equation one chapter 4 and the CFO is taken directly from the cash flow statement. Table 5.6 on the next page shows the descriptive statistics for the magnitude of the accruals in 2004 and 2007. The magnitude in 2004 (-0,5477) compared to 2007 (-0,1302) shows that there were relatively more accruals under Dutch GAAP. This result supports the second hypothesis.
	Statistics

	
	
	ACCRUAL 04
	CFO 04

	 N
	Valid
	67
	67

	
	Missing
	0
	0

	Std. Error of Mean
	,0207255
	,0199136

	Median
	-,051709
	,094405

	Std. Deviation
	,1696457
	,1630002

	Minimum
	-,4300
	-,6458

	Maximum
	,7626
	,4499

	Statistics

	
	
	ACCRUAL 07
	CFO 07

	N
	Valid
	67
	67

	
	Missing
	0
	0

	Std. Error of Mean
	,0151931
	,0154698

	Median
	-,012803
	,098298

	Std. Deviation
	,1243612
	,1266255

	Minimum
	-,6372
	-,5736

	Maximum
	,3359
	,2964


Table 5.6 descriptive statistics for the magnitude of accruals relative to the CFO
5.4 Earnings smoothing

This section researches the third hypothesis: “The earnings reported in the period 2003-2004 will be smoother than the reported earnings in the period 2006-2007”. The sample selection for earnings smoothing is performed the same way as in the previous section. This third ratio measures the variability in operating and is calculated as the standard deviation of operating income divided by cash flow from operations. The total sample consist of 62 companies and can also be found in appendix 2. Consistent with hypothesis three I expect the earnings in the period 2003-2004 to be smoother than earnings in the period 2006-2007. Table 5.7 presents the standard deviation of operating income and the standard deviation of cash flow from operations for 2004 and 2007.

	Statistics

	
	
	Income 03-04
	CFO 03-04
	Income 06-07
	CFO 06-07

	N
	Valid
	78
	78
	78
	78

	
	Missing
	0
	0
	0
	0

	Mean
	-1,075329724E-2
	-2,817790807E-2
	2,365583486E-2
	-3,633870224E-2

	Median
	2,384471416E-3
	-1,465380443E-2
	2,409773166E-2
	-1,604921011E-3

	Std. Deviation
	,3034226213
	,2023222405
	,1720054112
	,2306318189


Table 5.7 standard deviations of operating income and cash flow from operations.

The ratio’s that are computed from these standard deviations are respectively 1.4997 for the period 2003-2004 and 0,74580 for the period 2006-2007. This result implies that the income of the researched companies in the latter period was smoother than the income in the pre-IFRSs period and therefore does not support the third hypothesis; the income for the period 2003-2004 was expected to be smoother.

Bagaeva (2008) also used the variability of changes in net income and changes in cash flow to research earnings management in Russia. She found that earnings reported in the IFRSs period were less smooth then the earnings reported in the RAS period
. The data Bageava used consisted of 104 firm-year observations over the years 2000-2006 and the researched companies adopted IFRSs voluntary. These two differences with this thesis may explain why the research in this thesis found more variability of income in the pre-IFRSs period. Next to that Russia has a weak institutional environment
. As discussed in chapter 3, Soderstrom and Sun show accounting quality depends on accounting legislation as well as on incentives from financial markets, capital structure, ownership and the tax system. Considering the Russian environment there will be a larger difference between RAS and IFRSs then there will be between Dutch GAAP and IFRSs and therefore the results of Bageavas research can deviate from the results in this thesis.
The income in the pre-IFRSs period was expected to be smoother than the income in the Dutch GAAP period, because Dutch GAAP oblige the use of a revaluation reserve for changes in balance sheet items and IFRSs recognises these changes in the profit and loss account (see chapter 2). Because the data of the IFRSs period in this thesis consist only of a two-year comparison period, the smoothness of the earnings could not be calculated over a longer period. This lack of data might be the reason that the result in this thesis deviates from the hypothesis.  
5.5 Overall effect of IFRSs on accounting quality
Hypothesis four states: “IFRSs have improved the accounting quality of consolidated financial statements of Dutch companies listed on the  Euronext Amsterdam”. This thesis has researched accounting quality using three earnings management ratio’s. Only the second ratio: “magnitude of accruals” shows that there were little more accruals under Dutch GAAP, which may indicate higher levels of earnings management in 2004. Ratio’s one and three however find no support of higher earnings management in the pre IFRSs period. This means that, as a result of this empirical research, it cannot be stated that IFRSs have improved the accounting quality of consolidated financial statements in the Netherlands.

Hypothesis four is based on literature from the past; Rekhy (2008), Impey (2008) and the NIVRA (2007) al state IFRSs have improved the quality of financial statements. Many researchers use qualitative characteristics in their studies on IFRSs. The AFG (2007) for instance states in its research that IFRSs improved transparency, relevance and reliability. Their research is, however, based on interviews with users of financial statements. Because transparency, relevance and reliability are all qualitative characteristics this form of measurement is based on the users opinions and may be biased. Therefore it is difficult to compare these researches to the empirical (quantitative) research in this thesis.

Barth et al. (2006) used earnings management to research the effect of IASs on accounting quality. They found that companies that apply IASs showed less evidence of earnings management. However the companies in the research of Barth et al. all voluntarily adapted IASs. The companies researched in this thesis, all adapted IFRSs mandatory Christensen at al. (2008) also found no evidence of quality improvements for firms that resisted IFRSs until it became mandatory (p. 28). The result of Christensen et al might explain why no quality improvement was found for the Dutch (that all waited with the implementation of IFRSs until 2005)
Another reason for the unexpected empirical result can be found in the study of Perramon et al (2006) who state in their research that it is difficult to make predictions on the effect of IFRSs because it has a very divers effect in a companies income (p.19). 

The methodology in this thesis is based on previous researches of Burgstahler et al (2007) and Leuz et al (2003). Burgstahler et al (2007) found that accounting standards coupled with capital market pressures play an important role to report earnings that reflect the economic performance of a company. The capital market pressures did not change in this thesis. This might be a reason why IFRSs shows no improvement in accounting quality. Goel and Thakor (2000) found that managerial contracts and institutional ownership influence incentives for earnings management. Missing incentives means less reasons for earnings management. Further research can focus in these contracts and ownership of the Dutch listed companies to researched whether they have (had) the incentives to manage earnings.
Leuz et al find that outsider economies with relatively dispersed ownership, strong investor protection and large stock markets (strong equity markets)  exhibit lower levels of earnings management than insider countries with relatively concentrated ownership and weak investor protection. (weak equity markets) (p. 525). As section 2.4 of this thesis shows the Netherlands can be classified as a strong equity market. This means that low levels of earnings management can be expected under Dutch GAAP and IFRSs will not have a large influence on earnings management. 

Overall, this thesis found no evidence that IFRSs did improve the accounting quality of consolidated financial statements in the Netherlands. As the previous section showed, this thesis used a limited data sample to calculate the earnings management ratios. This limited sample might influence the result because one outlier will have a large impact on the final result. Therefore care should be taken in interpreting this empirical evidence. 
5.6 Areas for further research
As stated in the previous section this thesis has performed the empirical research with limited a data sample. The reported earnings, for instance, are found to be smoother in the period 2006-2007 than in the period 2003-2004. As soon as the companies have published their 2008 annual reports, further research could use a larger period (2006-2008) to research to smoothness of the earnings compared to the pre-IFRSs period (2002-2004). A larger time-period will lead to a more accurate result. 
This thesis has researched accounting quality by using earnings management ratio’s, other forms of field researches, for instance interviews, can give another perspective in the field of accounting quality and IFRSs in the Netherlands.  
5.7 Summary 

The first ratio; the correlation between changes in cash flow and the changes in accruals gives no support to the first hypothesis. The second ratio; the magnitude of accruals relative to cash flow showed that there were more accruals in 2004 than there were in 2007, which could indicate the level of earnings management is decreased in 2007. This result supports the second hypothesis. The last ratio; earnings smoothing found that the earnings in 2007 were smoother than the earnings in 2004, this evidence does not support the third hypothesis. This three ratio’s taken together give no evidence that IFRSs improved accounting quality of the researched companies. Because of the limited data sample this result should be interpreted carefully. The hypotheses are derived from previous literature, most of the discussed literature did not research quality using earnings management, that makes this thesis difficult to compare with these previous researches. Other researches also found that it takes time for quality improvements to arise and that firms that did not implement IFRSs voluntarily did not show improvement of accounting quality. Overall this thesis did not find evidence that IFRSs did improve the accounting quality of consolidated financial statements in the Netherlands, but care should be taken by interpreting this result because of the limited data-sample.  Future research can focus on a larger time period or use a different methodology.
6 Conclusion

This thesis researches the effect of IFRSs on accounting quality of financial statements of listed companies in the Netherlands. There are many differences between Dutch GAAP and IFRSs, these differences are elaborated in Chapter 2. This second chapter answers the first sub question: “What are the main differences between Dutch Generally Accepted Accounting Principles (GAAP) and IFRSs”. In general, IFRSs recognizes changes of balance sheet items in the profit and loss account, where Dutch GAAP obliges the use of a revaluation reserve. This implies bigger changes in the result under IFRSs. Generally spoken it can be said that IFRSs are more strict accounting regulations than Dutch GAAP. 
The second sub question: “What other researches have been conducted in the fields of quality and financial statements and IFRSs?” is answered in chapter 3: Many other researched have been conducted in these fields. The quality of financial statements depends on the accounting regulation of the country where the company is established, as well as on quality aspects that are widely discussed in accounting literature. The qualitative characteristics understandability, relevance, reliability, comparability and timeliness are widely discussed. The literature research shows that IFRSs did improve the quality of financial statements in many countries. Many researches use earnings management to research accounting quality, so does this thesis. 
Chapter 4 discusses the method of research and thereby answers sub question 3: What will be the method of research? Three earnings management ratio’s are chosen to test the hypotheses. These ratio’s are: the correlation between changes in accruals and changes in cash flow, the magnitude of accruals and the smoothness of earnings. Data is collected from the Thomas One Banker database. The pre-results show that accruals can be influenced by a companies size and industry class. Following previous literature two methods are used to control for these differences. First the data will be scaled by total assets and second the data will be broken down per industry class. 

Chapter 5 presents the results of the empirical research and answers sub question 4: What are the results of the empirical research? Using three different earnings management ratio’s, based on prior research, I found that IFRSs did not improve the accounting quality of the researched financial figures. The first ratio; correlation between changes in accruals and changes in cash flow, was expected to be more negative in 2007, but the empirical research shows a more negative correlation in 2007. The second ratio shows that there were relatively more accruals in 2004. This result supports the second hypothesis. The last ratio shows that the earnings in the post-IFRSs period were smoother than the earnings in the pre-IFRSs period, finding no evidence to support the third hypothesis. This means that two of three earnings management ratio’s show that the level of earnings management  did not decline in 2007 compared to 2004, suggesting that IFRSs did not reduce earnings management for the researched companies. Therefore this thesis could find no evidence that IFRSs did improve the accounting quality of consolidated financial statements in the Netherlands. Future research can use a larger data-sample to research the accounting quality or could use a different methodology. 
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Appendix 1: Summary of the used Literature

	Section 3.3
	Quality and financial statements
	
	

	Baxter
	Audit committees and financial reporting quality (were earnings quality = reporting quality)
	Measuring financial reporting quality at 208 listed ASX companies through the use of earnings quality
	The investigated audit committees are not associated with improved financial reporting quality.

	Hoogendoorn et al.
	Financial reporting quality in the Netherlands
	Financial statements of 60 companies where examined on the presence of 583 information elements. The information elements are developed on the basis of accounting laws, international researches and criteria for accounting awards.
	There were 17 information elements that were not provided by the researched companies, the readability and accessibility of the information provided also needs improvement.  the researched companies, on average, publish only 54% of the researched information elements. 



	Section 3.4
	Effects of IFRSs
	
	

	AFG
	Investors perspectives on IFRSs implementation
	14 interviews with the users of financial statements
	Transparency and relevance increased due to IFRSs. Reliability changes positively, but understandability sometimes decreased.

	NIVRA
	Vision of NIVRA on accounting
	Vision on 3 main themes: 

- Accounting rules should suit the involved company

- Accounting rules should lead to a fair view

- Accounting rules should lead to verifiable information.
	IFRSs have led to improved transparency and comparability

	Rekhy
	The impact of IFRSs on Indian corporates
	A reaction on the announcement of the Indian ministry of corporate affairs, confirming the agenda for convergence with IFRSs in India by 2011
	IFRSs has the following benefits on financial statements:

improvement in comparability, better quality of financial reporting due to consistent application of accounting principles, improvement in reliability of financial statements and better access to and reduction in the cost of capital raised from global capital markets.  A disadvantage according to Rekhy is that IFRSs could reduce consistency and comparability because IFRSs are principle-based standards.



	Perramon et al. 
	Effect IFRSs on listed

companies in Spain
	Reconciliation of the 2004 interim reports to investigate the difference in net profit results between PGC and IFRS of 28 IBEX 35 companies.
	IFRSs had influenced profit results, because the effect on net profit is very divers, it  is difficult to make predictions.

	Cordeiro
	Impact on IFRSs on firm reporting in Portugal
	Elaborating the distribution of data frequencies of the Balance sheet of 39 Portuguese listed firms and the P&L of 37 of these firms.
	Most figures in the financial statements increased after IFRSs implementation

	Hail 
	Effects of mandatory IFRSs in the EU capital markets with respect to the firms cost of capital and the liquidity of equity markets 
	21,656 firm year observation of 5683 unique European firms that implemented the mandatory IFRSs compared with a benchmark of 82,943 firm year observations of 21,710 unique firms that did not implement IFRSs
	The empirical analysis provides a  mixture picture for the capital-market effects of mandatory IFRSs reporting in the EU. The descriptive analyses do not indicate major structural breaks or changes in the capital-market variables, suggesting that the effects of IFRSs are likely to be modest (p. 46)

	Schadewitz et al.
	Transition of Finnish companies to IFRSs, evaluation of the relevance and sufficiency of transition reporting
	Impact of IFRSs on the financial statement figures of 86 listed Finnish companies that used IFRSs for the first time in 2004 and published comparison figures in their pre report.
	Companies published enough information about IFRSs related changes. Companies seem to pay more attention on how IFRSs impact s on their balance sheet (and not in the income statement) company size in particular, but also absolute change in equity capital and total assets, are related to the pre-announcements of IFRS accounting impacts (p.31).

	Section 3.5
	Impact of IFRSs on accounting quality
	
	

	Authors
	Research area
	Scope of Research
	Conclusion

	Soderstrom and Sun
	Effect IFRSs adoption on accounting quality in the EU
	Accounting literature from 1990s to 2007
	IFRSs will lead to improved accounting quality, but cross country differences will remain.

	Jean Jean and Stolowy
	Earnings management before and after IFRSs adoption
	1146 firm from Australia, France and the U.K.
	The use of IFRSs has not led to a common business language.

	Ball
	IFRSs pros and cons for investors
	2005 PD Lake lecture based on literature reviews
	Because of the reducing of international differences in accounting standards, IFRSs have led to a better comparability of financial statements internationally and might lead to an improvement of cross-country acquisitions and divestitures. A disadvantage of IFRSs can be that investors will be misled into believing that there is more uniformity in practice than actually is the case.

	Barth et al.
	IASs and accounting quality
	1,885 firm year observations for 319 firms that adopted IAS between 1994 and 2003
	Implementing IASs leads to less earnings management and earlier loss recognition and thus to better accounting quality.

	Bageava 
	IFRSs and accoutning quality in transitional economy
	47 Russian firms and 104 firm-year observations over the years 2000-2006
	IFRSs reporting firms generally exhibit less earnings management than firms which prepare their financial reports in compliance with the RAS

	Christensen et al.
	Incentives or standards: What determines accounting quality changes around

IFRSs adoption?
	177 German resister firms and 133 firms that adopted IFRSs voluntary
	The results for resisters generally indicate marginally more earnings management and less timely loss recognition in the post-adoption period although most changes are statistically insignificant.

	Section 3.6
	Earnings management and accounting quality
	
	

	Authors
	Research area
	Scope of Research
	Conclusion

	Goel and Thakor
	Reasons for firms to smooth earnings
	Creating a model in which several incentives for earnings smoothing can be predicted
	Reducing earnings volatility is an incentive for earnings management. A firm whose manager’s compensation contract is tied to long-run performance is more likely to smooth earnings than a firm whose manager’s compensation contract is tied to short-term performance. The degree of earnings smoothing will be higher for firms with higher uncertainty about the earnings volatility. Firms with large institutional ownership will smooth less because institutions are less likely to sell for liquidity reasons and firms with more diffuse ownership structures will smooth earnings more.

	DeGeorge et al
	Earnings management as a response to implicit and explicit rewards

for attaining specific levels of earnings
	Density function for earnings near thresholds for  5,387 firms over the period 1974-1996
	Earnings management is driven by three thresholds:  to report positive earnings to sustain recent performance and  to meet analyst expectations

	Lo
	Earning management and Earnings quality
	Earnings management explained as a fraudulent crime by seven elements.
	By looking at earnings management from the perspective of a crime scene investigator can help inform research designers and provide interesting insights.

	Burgstahler et al
	Earnings management in European private and public firms
	Capturing the level of earnings management by the use of four earnings management proxies for 287,354 firm year observations over the years 1997-2001 across 13 European countries
	Capital market incentives will result in higher earnings quality. Earnings management, is more pervasive in private

firms than in publicly traded firms. Accounting standards designed to make earnings more informative play a more important role when they are coupled with capital market pressures to report earnings that reflect 

economic performance (p. 35). 

	Leuz et al
	Earnings management and Investor protection an international comparison
	Researching earnings management using 4 ratio’s for 70,955 firm-year observations across 31 countries and 8,616 non-financial firms for the fiscal years 1990-1990
	Outsider economies with relatively dispersed ownership, strong investor protection and large stock markets (strong equity markets)  exhibit lower levels of earnings management than insider countries with relatively concentrated ownership and weak investor protection. (weak equity markets)

	Dechov & Dichev
	The Quality of accruals and earnings
	Researching the correlation between working-capital accruals and cash flow for 15,234 firm-year observations for 1,725 firms in the period 1987-1999
	Accrual quality is strongly related to economic fundamentals and there is a strong negative relation between accruals quality and earnings persistence

	Marciukatyte
	Financing decisions and discretionary accruals
	examine discretionary accruals for firms obtaining substantial external equity or debt financing in the period 1988-2001
	managerial overoptimism has a stronger impact on discretionary accruals of firms obtaining substantial financing than managerial earnings manipulation.



	Collins & Hribar
	Errors in estimating accruals
	Researching the effect of the balance sheet approach for estimating accruals for 14,558 firm year observations in the period 1988-1997.
	The balance sheet approach of estimating accruals will not be accurate when non-operating events/activities like mergers and acquisitions, divestitures and translation of foreign subsidiary account occur.

	Mintz
	Earnings management and the quality of financial reporting
	Essay on earnings management and reporting quality
	The nature of companies’ activities is changed during the years, where the accounting system was originally created for  companies with a “simple” structure.  There is an increasing demand for transparency.

	Authors
	Research area
	Scope of Research
	Conclusion

	Armstrong et al.
	Market Reaction to the Adoption of IFRSs in Europe
	the market reaction on 16 key dates in IFRSs implementation. Their test focus on event returns for a value-weighted portfolio of the 3,265 European firms.
	Overall their findings indicate that investors expected the benefits associated with IFRSs adoption in Europe to exceed the expected costs, where benefits are associated with convergence and increased accounting information quality.


Appendix 2 Overview Companies
Companies used for the correlation between accruals and cash flow from operations:
[image: image6.emf]Aalberts Industries NV

Akzo Nobel NV

Amsterdam Commodities NV

Arcadis Non Voting

Ballast Nedam NV

Batenburg Beheer NV

Beter Bed Holding NV

Brunel International NV

Crown Van Gelder NV

CSM NV

Ctac NM NV

De Vries Robbe Groep NV

Dico International

Docdata NV

DPA Flex Group NV

Draka Holding NV

Eriks Group NV

Exact Holding NV

Gamma Holding NV

Grontmij NV

Groothandelsgebouwen

Heijmans NV

Heineken NV

HES-Beheer NV

Hunter Douglas NV

ICT Automatisering NV

Imtech NV

Innoconcepts NM NV

Kendrion NV

Koninklijke Ahold NV

Koninklijke BAM Groep NV

Koninklijke Brill NV

Koninklijke DSM

Koninklijke KPN NV

Koninklijke Porceleyne Fles NV

 [image: image7.emf]Koninklijke Ten Cate NV

Koninklijke Vopak NV

Koninklijke Wessanen NV

Macintosh Retail Group NV

Mediq NV 

Nederlands Apparanfabriek NV

Nedfield

Neways Electric International
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Companies used for the ratio: Magnitude of accruals
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Companies used for the ratio: Income smoothing
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