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1 Introduction

1.1 Background

Useful financial information is the spirit of accounting. The recent account scandals like that of Enron in 2002, has made clear that concerning companies it is no longer acceptable to provide stakeholders with financial reports that lack transparency or have unreliable figures. Two of the most famous corporate scandals, Enron and WorldCom, also illustrate the importance of conservative accounting. For example, the event that led to WorldCom’s bankruptcy was the announcement of that $ 3.9 billion of WorldCom’s costs of leasing other company’s networks having been ‘improperly’ capitalized rather than expensed. The argument concerning the capitalization was that unused capacity exist that in the future (unverifiable) would result in business. Concerning the use of conservative accounting, verification is a cornerstone (Watts 2003). 

Before 1 January 2005, companies followed a variety of country-specific Generally Accepted Accounting Principles (GAAP). The Netherlands followed the Dutch GAAP. Differences between the national standards caused difficulties in the comparison of the financial results. Since 2005 all European stock exchange quoted corporations, including Dutch corporations, concerning their consolidated financial statements are required to use the International Financial Reporting Standards (IFRS). The introduction of IFRS was intended to improve the accounting quality, ensure better comparability and transparency of the financial reporting around the world, and consequently facilitate cross-border financial transactions. Ball et al. (2000) believe that timeliness and conservatism together capture much of the concept of the financial statement transparency. They state that the use of conservatism realizes that leverage and dividend restrictions are binding more quickly. It realizes optimistic non-accounting information released by managers less credible to uninformed users. 

This paper introduces a research to examine whether a relation exists between the introduction of IFRS and the timeliness as well as the use of conservatism in accounting. The research will be based on the research conducted by Ball et al (2000). 

1.2 Objectives

The objective of this paper is to examine earnings quality proxies by earnings conservatism in the Netherlands where financial reporting environment has been changing due to IFRS. By Tilli (2007) is stated that usually the earnings quality has been associated with the use of conservative accounting. Consequently, conservatism is one of the attributes of accounting quality. Deegan (2006) defines earnings quality as “How well accounting information, such as annual earnings, capture information that is relevant to investors.” This field of studies views market prices (and hence returns) as leading accounting earnings. The timeliness of income recognition refers to the extent that current earnings reflect value relevant information (e.g. Kankaanpaa 2008; Ball et al 2000; Pope and Walker 1999). IFRS is fair-value orientated, so a shift could exists in the treatment of earnings and consequently in the degree of earnings conservatism.

Consistent with the focus on decision usefulness adopted by the IFRS and by academic researchers, earnings quality and, more generally, financial reporting quality is of interest concerning the people who use financial reports concerning contracting purposes and concerning investment decisions. After a change in the accounting standards, or which accounting standards deliver more quality, measuring the degree of conservatism can show the effect of the changes in the earnings quality and in the reporting quality. To explore the usefulness of the financial statement the research in this paper is a market based accounting research.

1.3 Problem Statement

As explained before the objective of this paper is to examine the relation between the introduction of IFRS and the degree of the use of earnings conservatism. Consequently, the next research question is formulated:

“What influence does the use of IFRS have on the timeliness of the reported net income and of the degree of the use of earnings conservatism?”

In order to provide an answer to the main research question, the next sub-questions are stated: 

1. What is the content of the term (earnings) conservatism?

2. In which way can the use of conservatism be measured?

3. What does the legal system of the Netherlands look like?

4. In which way the legal systems are related to the use of conservatism?

5. What is the purpose and what are the consequences of IFRS?

6. In which way is IFRS related to the use of conservatism?
1.4 Methodology


The first six sub-questions will be answered by performing a literature study. This literature study will contain relevant studies with regards to the use of conservatism and concerning differences in legal systems. These prior studies also have empirical results, which will be presented in a summarizing table. These studies will present a thorough insight in the subject that is to be investigated. The result of this literature study will provide a basis concerning the empirical research, which in this study will be conducted later on.


The empirical research will be performed to answer the main research question. The sample will include the data of all the Dutch stock exchange quoted companies. Because of the specific accounting requirements to which they have to oblige, financial institutions and insurance companies will be excluded. . This study investigates the before and after period of the mandatory use of IFRS. Consequently, the period of observation before this introduction will be from 2002-2004, a period of three years. Concerning the period after the IFRS adoption the period from 2005-2007 will be used, implying also a period of three years.

When the relevant data to measure the relation between the use of earnings conservatism, timeliness of earnings and the introduction of IFRS have been obtained, two regressions will be performed. The first regression will measure whether a relation exists between the introduction of IFRS and the timeliness of earnings. Next, a second regression will be executed; this regression will measure if a relation exists between the introduction of IFRS and the use of earnings conservatism. In order to execute these regressions a model of Ball et al. (2000) and Basu (1997) will be used. 

1.5 Demarcations and limitations

A review of the literature shows that many studies have been conducted to examine the use of conservatism across countries. A country’s legal system is related to the use of accounting conservatism (Bushman and Piotroski 2006). Prior research concerning conservatism is mostly performed focusing on larger countries like the United States, the United Kingdom and Germany (e.g. Bartov et al. (2005) and Pope and Walker (1999)). These countries can also ‘easily’ be classified in the legal system (common or code) in which the accounting regime is embedded. Reaction to the IFRS adoption differs concerning firms domiciled in common law and in code law countries. The distinction in a common or code law country concerning the Netherlands is not a clear one. Consequently, it is interesting and challenging to investigate the Netherlands on this important factor and in which way this is related to conservatism. Hence, this study only concentrates on the Dutch situation.

1.6 Structure


Chapter 2 contains a start of the literature study, in regards to (earnings) conservatism in general. The theory and the definitions of earnings conservatism will be presented; this will be performed by a literature review of prior studies concerning the use of earnings conservatism. In addition, in the same chapter ways to measure conservatism will be provided. In this chapter, research sub-questions 1 and 2 will be answered.


Next, chapter 3 presents insights in the legal systems. Especially this chapter provides insights in which way a legal system has influences on the use of earnings conservatism and to what legal system the Netherlands belongs. This will be performed by presenting a summarizing table of the different legal characteristics. In this chapter, research sub-question 3 and 4 will be answered. 


Chapter 4 provides insights in the content and in the requirements of the International Financial Reporting Standards. In addition, will be explained in which way the use of IFRS concerning accounting can influence the use of earnings conservatism. In this chapter, research sub-questions 5 and 6 will be answered. 


At the end of chapter 4, the literature research will be finalized and a basis will be created concerning the empirical part of this research. Consequently, chapter 4 will include the hypothesis for the empirical part of the research.

Consequently, chapter 5 contains the research design. This chapter contains a thorough explanation of the method what will be used, the data sample and the period used to investigate the relation between the introduction of IFRS and the use of earnings conservatism. 


Chapter 6 contains the answer to the main research question, as well as the empirical results, the conclusions and the research analysis.

Finally, chapter 7 contains the summary of the previous six chapters and the conclusion concerning this research. 

2 Conservatism

This section will first pay attention on the definition of the term conservatism. In addition, explanations concerning the term conservatism will be commented. After which different types of methods to measure the use of conservatism will be explained.

2.1 Definition

Conservatism is defined as the differential verifiability required concerning the recognition of profits versus losses (Watts 2003). Its extreme form is traditionally expressed by the rule: “anticipate no profit, but anticipate all losses.”
Basu (1997) defines conservatism as “the accountant’s tendency to require a higher degree of verification for recognizing good news in earnings than for recognizing bad news.” In this way, the verification requirements concerning gains and losses can be pointed out. The asymmetric treatment of gains and losses leads to the understatement of net assets. Basu (1997) expects accounting practice to be timelier in incorporating bad news about firm value into accounting income than good news. The use of conservatism can be measured in degrees: The greater the difference in degree of verification required concerning gains versus losses, the greater the conservatism exists.

Garcia Lara and Mora (2004) used a distinction between the balance sheet conservatism and the earnings conservatism. They state the following about the balance sheet conservatism: “The definition of balance sheet conservatism that we use in our study is the one stated by Feltham and Ohlson (1995), who define conservatism as the existence of a persistent understatement of the book value figure with respect to market’s valuation of the firm. This implies that the market-to-book ratio will be greater than one.” Earnings conservatism is the one proposed by Basu (1997) as stated before, that is, a timelier recognition of bad news in earnings relative to good news.
These two types of conservatism by Beaver and Ryan (2005, p.269) are referred to respectively as ‘unconditional’ and ‘conditional’. Unconditional accounting conservatism is referred to as ex-ante or news-independent: The book value of net assets is understated due to predetermined aspects (adopted accounting methods and policies) in the accounting process. Conditional accounting conservatism is ex-post or news-dependent: The book value is written down under adverse circumstances, but not up under favorable circumstances. Consequently, conditional accounting conservatism refers to the use of accounting methods and policies that recognize bad news in earnings on a timelier basis that good news. Pae (2007, p.684) explains the difference with two examples. “Unconditional accounting conservatism includes the immediate expensing of advertising and research and development expenditures, and the historical cost accounting concerning positive net present value projects (…) conditional accounting conservatism include the application of the lower of cost or market rule concerning inventory, the impairment test of long-lived assets, and the asymmetric treatment of contingent losses versus contingent gains.”

2.2 Explanations 

The paper by Basu (1997) started the stream of research on earnings conservatism. Institutional factors as contracting, shareholder litigation, taxation, and accounting regulation are reported to affect the level of conservatism (Watts 2003). According to Watts (2003, p.209-210) there are four explanations for conservatism in accounting: contracting, shareholders litigation, taxation, and regulations.

2.2.1 Contracting explanation

Ball (2001) and Watts (2003) communicate arguments and evidence that support conservatism as part of an efficient contracting technology. Both authors start by assuming that two types of accounting information exist about net asset value and future cash flows: 

i) easy-to-verify information and, 

ii) difficult-to-verify information. 

Easy-to-verify information might consist of shocks to operating among others cash flow, accounts receivable, inventory, and accounts payable. This type of accounting information is incorporated into financial statements in a timely manner and a little debate exists that the asymmetric recognition of this information is necessary or desirable. Discussions about conservatism mostly revolve around the accounting treatment of difficult to-verify information, which might consist of shocks among others to the value of the R&D activities, the treatment of goodwill, the restructuring costs related to plant closings and the benefits from a brand name.

Ball (2001) and Watts (2003) consider several characteristics of difficult-to-verify information that drive the efficient level of asymmetric gain and loss recognition, including: 

1) greater costs of incorporating difficult-to-verify information into financial statements vis-à-vis easy-to-verify information; 

2) lower reliability of difficult-to-verify information vis-à-vis easy-to-verify information; 

3) asymmetric usefulness of profits and losses to some users of the financial statements (e.g. bondholders); and 

4) an attempt to extract excess compensation managerial incentives exists to bias financial reports upwards.
Watts states that within contracting several attributes of accounting measures are presented: timeliness, verifiability, and asymmetric verifiability. The history of the timeliness attribute is the agency costs theory, which was introduced by Watts and Zimmerman in 1986. They argue that agency cost arise when parties, i.e. managers or debtors, maximize their own value, instead of the firm’s value. This will arise in agency costs, however these costs can be reduced by contracts, consequently reducing the ability of parties to maximizing their own value instead that of the firm. However, this implies that the contracting parties need more timely information in order to improve efficiency of this kind of restriction. 

In the theory of conservatism is explained that within contracting verification is necessary. A higher degree of verification is required concerning gains than concerning losses. This can be explained by the fact that the relevant parties to the firm have asymmetric payoffs from the contracts. 

Watts (2003, p. 214) states the following: “In debt, compensation, and other contract explanations, conservatism emerges almost naturally as an efficient contracting mechanism because it is optimal for contracts performance measures to have more stringent verification standards for gains than for losses. As before, the asymmetry in standards leads to greater delay in the recognition of gains as in the recognition of losses. The result is that net assets and cumulative earnings are less likely to be overstated at any point in time, reducing the likelihood of distributions that violate contracts and reduce the value of the firm.” 

By Watts (2003, p.214) three examples have been presented:

· In compensation schemes, managers normally would instigate effort to overstate net assets and cumulative earnings consequently, enhancing their compensation, instead of taking positive net present value projects. This can be realized because managers have more information than other parties do about certain accounting numbers and because there is an absence of verifiable requirements managers can maximize their own value, potentially harming the value of the firm. Consequently conservatism reduces the likelihood this could take place;

· Conservatism also provides protection for shareholders’ option to exercise their property rights. This because conservatism provides timely signals for the existence of negative net value (NPV) projects, consequently giving the chance to take actions against the manager for accepting such a NPV project;

· Also in “debt covenants conservatism reduces the likelihood management will forgo positive net value projects, overstate earning and assets, and make what is effectively a liquidating dividend payment to shareholders at the expense of debt holders” (Watts, 2003, p.214).

2.2.2 Shareholder litigation, tax and standard setters explanation

Except concerning the contracting explanation, Watts (2003) in addition presented three other explanations, the shareholder litigation, the tax, and the standard setters’ explanations, which will be depicted next. 

Shareholder litigation produces asymmetric payoffs. Overstating the firm’s net assets is more likely to cause litigation costs concerning the firm than understating net assets. Consequently, the use of conservatism reduces the expected litigation costs. 

The link between the taxable income and the reporting can also generate conservatism in financial reporting. Asymmetric recognition of gains and losses allows managers to reduce the present value of the taxes and increase the value of the firm. 

Regulation also provides an explanation concerning the firm’s reported financial statements to be conservative. Losses from overvalued assets and overstated income are more observable and usable in the political process than forgone gains due to the undervalued assets or the understated income. Because they would be more criticized if they adopt accounting standards that favor overstatement of net assets instead of understatement of net assets, standard setters and regulators are exposed to asymmetric loss functions.

2.3 In which way the use of conservatism can be measured?
According to Watts (2003), researchers use three types of measures to assess the use of conservatism: 

1) Net asset measures

2) Earnings/Stock returns relation measures

3) Earnings/Accrual measures

Net asset measures

The market values of the assets and liabilities can change from period to period. Not all these changes might be recorded in the accounts and not reflected in the financial reports. According to Watts (2003), under accounting conservatism, not sufficiently verifiable increases in asset values or gains are not recorded, while decreases of similar verifiability are recorded. This results in an understatement of net assets. In order to estimate these understatements, researchers used the models of firm’s share valuation and Book-to-Market ratio.

Generally used valuation models are the Feltman-Ohlson valuation models (Feltman and Ohlson 1995, 1996). Accounting conservatism is measured by the valuation model estimations and by time-series estimations of the relation between the several accounting variables, which are the inputs to the valuation model. Conservatism exists if the market value of the firm exceeds on average the book value, i.e. if the market to book ratio is consistently greater than one. Feltham and Ohlson (1995) and Beaver and Ryan (2000) have theoretically described the effects of this notion of accounting conservatism, which is denominated as the balance sheet conservatism.

The Book-to-Market (BTM) ratio is another popular net asset measure of conservatism. The underlying idea of this measure is that conservatism, ceteris paribus, tends to understate the net book values of a firm from the firm’s 'true' economic value, which results in a low BTM ratio. Consequently, the lower the BTM ratio, the lower the degree of accounting conservatism it implies, and vice versa. To measure the use of conservatism Beaver and Ryan (2000) used the regressed book-to-market ratios on the individual year, and on the firm dummy variables and on the firm stock returns concerning the current and the previous five years.

Earnings/Stock returns relation measures

Basu (1997) predicts and finds that earnings respond more to negative returns (a proxy concerning bad news) than to positive returns (a proxy concerning good news). He qualified this differential response as the asymmetric timeliness of earnings and used this as a measure to detect the use of conservatism. The periods of bad and good news are identified by the sign of the period's stock return. Stock returns capture both expected good news and expected bad news. Earnings in contrast, reflecting the conservatism principle, requires a much higher degree of certainty concerning capturing good news than concerning capturing bad news. Basu’s measure is calculated by fitting the following regression to a cross-sectional sample of firms: 

NIt = β0 + β1 RDt + β2 Rt + β3 Rt RDt + εt

NIt = net income scaled by year-end market capitalization. Rt is stock returns concerning year t and DRt is a dummy variable which equals one if Rt < 0 and zero otherwise. DRt is used as a proxy concerning good news versus bad news. According to the Basu (1997) model, β2 measures the response of the earnings to positive returns, while (β2 + β3) measures the response when returns are negative. As stated before, conservatism means that earnings reflect 'bad news' more quickly than 'good news' implying that (β2 + β3) > β2 which means that β3 > 0. Basu (1997) qualified β3 as the asymmetric timeliness coefficient. The underlying notion behind this premise is that, with the use of conservative accounting, earnings reflect bad news more quickly than they reflect good news.
Earnings/Accrual measures

In order to measure the degrees of accounting conservatism of private companies in the UK, Ball and Shivakumar (2005) developed the Asymmetric Accrual to Cash flow measure (AACF). This can be qualified as the non-stock-market version of the Basu’s measure. The AACF measure is based on the next key regression model:

ACCt = β0 + β1 DCFOt + β2 CFOt + β3 DCFOt × CFOt + εt

ACCt  is: Accruals measured as Δ Inventory + Δ Debtors + Δ Other current assets - Δ Creditors - Δ Other current liabilities – Deprecation
CFOt : Cash-flow concerning period t
DCFOt : Dummy variable that is equal to 0 if CFOt  >= 0; and equal to 1 if CFOt <0.

The AACF measure is based on the same fundamental structure as the Basu measure, although the choices of the variables are different. The key difference between the AACF model and the Basu model is in the difference in choices of the proxy variables that represent economic news and the way in which accounting numbers reflect the economic news. The Basu measure uses the stock returns as the proxy concerning economic news, while the AACF measure uses the cash flow of the current period as the proxy. Concerning the way in which accounting numbers reflect the economic news, the Basu model is based on accounting earnings, while the AACF measure is based on the amount of accruals in the balance sheet. Consequently, this method measures the balance sheet conservatism.

2.4 Summary 

This chapter presents the definitions and the explanations concerning the use of conservatism. It is essential to keep in mind that two types of conservatism exist: 1) Balance sheet conservatism or unconditional conservatism and 2) Earnings conservatism or conditional conservatism. This research focuses on the second type of conservatism. Furthermore, methods to measure the use conservatism have been explained. These can be divided into three types: Net asset measures, Earnings/Stock returns relation measures and Earnings/Accrual measures, the second type measures the use of earnings conservatism.

In the next chapter is concentrated on different legal systems, more specifically in which way they relate to the use of earnings conservatism. 

3 Legal System

To analyze changes in the properties of the accounting income published by Dutch companies, it is essential to understand the institutional context of the Netherlands. Bushman and Piotroski (2006) explain why the distinction between common law and code law is essential. Because the institutional pillars eventually create the set of incentives underlying most of the explanations concerning the use of conservative accounting practices, they state that although they cannot reject or confirm a given explanation concerning accounting conservatism, the identification of the institutions is a relevant first step to take. . Ball et al. (2003) state: “A useful starting point is to classify countries into whether accounting standards predominantly originate in markets (i.e. common-law countries such as Australia, Canada, UK, and US) or in governments (i.e. code-law countries such as France, Germany, and Japan)” The case of the Netherlands is indeed a puzzle. Consequently, it is first necessary to comments the characteristics of the common law and of the code law system. Next, to place it as a common law or a code law country, the Dutch situation will be more deeply investigated. Next, prior research that incorporates the earnings conservatism reflected in the common and in the code law countries will be presented. 
3.1 Common law versus code law

International accounting literature has long recognized the prevalence of a particular legal system (common law or code law) to be an important variable affecting the accounting system of a country (Radebaugh et al. 2006). The literature recognizes that common-law countries are oriented towards fair presentation, transparency, and full disclosure (known as the Anglo-Saxon model). Standard setting is carried out in these countries by bodies in the private sector, and the stock market is the dominant source of financing concerning corporate entities. By contrast, in code law countries, banks or governments are the main sources of financing and financial accounting is geared towards creditor protection (known as the Continental model). Financial reporting, in these countries, is characterized by low disclosures and an alignment of financial accounting with the tax laws. In addition, governments have a strong influence in setting accounting standards.

 To investigate which of the two is the better one, several studies have been conducted towards the difference between the common and the code law. One of the first who performed such a study was Hayek (1960). The basic underlying paradigm as is communicated by Rubin (2004) about the theory of Hayek is that common law countries give less power to the state than to the civil law systems. The link between the two may be the willingness of the common law to allow competition between competing legal systems. 

Zywicki (2003) has emphasized the benefits of this competition: “This competition among courts led to innovation and incentives to provide efficient legal rules. Courts that attempted to turn the law into a mechanism of wealth redistribution were confronted by the inability to coerce unwilling parties to provide those wealth transfers. By contrast, the demise of competitive law in England and the United States has increased the incentives and opportunities for rent-seeking. Litigants have limited ability to exit jurisdictions with inefficient legal regimes.” 

Based on several papers, next an explanation of the differences between code and common law systems will be summarized: Ball et al (2000), Ball et al (2003), Garcia Lara et al (2005) and La Porta (1998). Code law countries are more orientated in governments. They have more a stakeholder model, the standard setting and the enforcement is mostly a public sector function. These stakeholders incorporate major parties that have contracts (e.g. Suppliers of capital (mainly banks), labor or major suppliers) with the firms and they are represented in both writing and governance of the accounting code. In the code law system, debt tends to be private and the larger shareholders tend to be concentrated in institutions (such as banks). In contrast to common law countries, in code law based countries the main providers of capital are banks. Since these financial institutions already know about the financial affairs of the company through other timelier sources, consequently, the demand concerning timely information in the annual accounts is less important. . Auditors certify that the financial statements are in conformity with the code and if not it will be qualified as a criminal act which will lead to penalties such as fines or jail.

In contrast to code law countries, common law countries often have a more diverse base of individual shareholders and the information asymmetry is more efficiently resolved through public disclosures, making it a market-based model. Consequently, a larger demand exists concerning quality (“including more timely incorporation of economic income in reported income” (Ball et al 2003, p.241). 

(1) “The asymmetric loss function of debt holders implies a particular demand concerning earnings conservatism, because timely recognition of economic losses makes existing leverage and coverage covenants binding more quickly” (Ball et al 2003, p.241).

(2) Another aspect of common law is the monitoring role of external shareholders and analysts, rather than by supervisory board members (code law countries), which also implies more timely recognition of economic losses.

(3) Litigation risk is an important aspect of the differences between common and code law countries. 

Because the ownership of the company is spread over a wide number of shareholders (who could sue managers or auditors who do not disclose financial information in a timely manner), the litigation risk is considered to be the main trigger concerning the use of earnings conservatism (e.g. Garcia Lara et al 2005). La Porta (1998) draws the conclusion that laws around the world presents the investor a limited set of rights. However, he concluded that countries that have rules, based on a common-law tradition, protect the investor considerably more than countries that have a code law tradition. Auditors in common law countries certify that financial statements present a “true and fair view” or are in conformity with the market standards such as GAAP. 

3.2 Dutch legal system

The previous paragraph commented the characteristics of the existing legal system. This can be summarized in the next table:

	Common Law
	Code Law

	Strong equity market
	Weaker equity market

	Many outside shareholders
	Core, insider shareholders

	Large auditing profession
	Small auditing profession

	Separate accounting and tax rules
	Tax dominates accounting rules


Table 3.1

Based on existing literature it is somewhat confusing whether the Netherlands (before IFRS) can be defined as a common law or a code law country. Garcia Lara et al. (2005, p.695) stated the next: “Previous research on earnings conservatism in an international context shows that common-law accounting regimes (the UK being the clearest example in Europe) are more earnings conservative than code-law based accounting regimes (all European continental countries, except The Netherlands).” Consequently, they define the Netherlands as a common law country. Leuz et al. (2003) use a distinction between common and code law countries by creating a model based on the research of La Porta (1998) and Ball et al. (2000). This model divides countries with certain institutional variables, which are; Outside shareholder rights, legal enforcements, the importance of equity market, ownership concentration and disclosure index. By measuring these variables, a score is created and the Netherlands is defined as a code law country.

Accounting in the Netherlands is based on a prescriptive regime rooted in the Roman law (code), but allows professional judgment and compares favorably with the Anglo-Saxon model (common) (Radebaugh et al. 2006). It seems that the Netherlands exhibits some of the properties of a common law country, consequently it can be understood that some studies grouped the Netherlands as a common law country. For example, the Netherlands has a small stock exchange, but many multinationals (such as Unilever, Philips, and Royal Dutch) that are stock exchange quoted. It seems reasonable, then, to place the Netherlands with the English-speaking world in an ‘outside shareholder’ group as opposed to a ‘bank/family’ group, consequently, the Netherlands shows a strong equity market like common law countries. Besides that, The Netherlands also has two separate sets of reporting requirements (tax reporting and financial reporting), which is a common law characteristic.

However when examining a little deeper, it can be concluded that the Netherlands show more characteristics of a code law country. Jong et al (2004) studied shareholder meetings in the Netherlands. They state that the legal protection of the shareholders is poor due to the presence of the takeover defenses, such as certificates, which deprive shareholders from their voting rights. An analysis of the minutes of 245 general meetings in the period 1998–2002 reveals that on average 30% of the equity capital is represented at the meeting. Their analyses show that pension funds are the most active and critical shareholders at the meetings, while certificates effectively restrict shareholder rights. The main conclusion is that the general meetings in the Netherland do not provide shareholders any significant influence on management. The Netherlands consequently shows a weak investor protection, which implies a code law characteristic. 

Furthermore, the Netherlands has a large influence of labor (as a stakeholder) on corporate governance (Generally known as the so-called “Polder Model”). The Netherlands also shows a strong preference and the use of debt as a source of financing, as against the use of outsider equity (de Haan and Hinloopen 2003). In code law countries, debt rather than equity is the dominant source of financing. Moreover in the Dutch situation, share ownership is dispersed, consequently monitoring by block shareholders is largely absent (Gelauf and den Broeder 1996). 
Finally a direct government involvement exists of in standard setting (The RJ standards which are linked to the Dutch Civil Code, if one does not conform to the code they could be performing a criminal act).

3.3 Related literature

Ball, Kothari, and Robin (2000) provide evidence that accounting measurement show more earnings conservatism in common law countries (e.g., the United States and United Kingdom) than in code law countries (e.g., France and Germany). They also conclude that code law institutional factors are relevant on the accounting income. Consequently, the conclusion can be drawn that code law accounting income is noisier and less oriented to the incorporate current economic income, than common law countries. (Ball et al 2000). 
In the same light as the conclusion stated before is the conclusion drawn by, Bushman and Piotroski (2006): “We document that, in common law countries, firms facing high state involvement in the economy tend to speed the recognition of good news and slow the recognition of bad news relative to firms in countries with less state involvement. In contrast, in civil law countries, high state involvement leads firms to slow the recognition of good news and speed the recognition of bad news relative to firms in countries with less state involvement. Consequently, managers appear to adjust their financial reporting in response to the nature of the state’s involvement.”

Bushman and Piotroski (2006) also state that the investor protections embodied in corporate law and the efficiency and impartiality of the judicial system are significant in creating incentives concerning timely loss recognition. Firms in countries with strong investor protections and high quality judicial systems reflect bad news in reported earnings numbers in a more timely fashion than firms in countries characterized by weak investor protections and low quality judicial systems.

As signaled before, the demand, concerning timely information in code law countries, in the annual accounts is less important. Because the objective of the financial institutions is to be sure that if the firms get in hot water they can still recover their investments trough liquidation of assets, this leads to a more balance sheet conservatism within the firms. . Consequently, greater balance sheet conservatism is observed in code-law based countries (e.g. Garcia Lara and Mora, 2004). Pope and Walker (2003) show that earnings conservatism decreases with the balance sheet conservatism. If a particular asset in the balance sheet not has been recognized, news about that particular asset will not be included in earnings, and will not create any asymmetry in the news recognition in the earnings. In addition, by Pope and Walker (1999) is communicate, Ball et al (1997) detect that the difference in sensitivities of earnings in regard of bad news recognition against good news is larger in common law GAAP countries in contrast to code law GAAP counties. They find this consistent with rules of income recognition in common law countries, which are directed primarily toward incorporation of bad news.

Garcia Lara et al. (2005, p.721), conclude that conservatism will be in all conceptual frameworks of accounting however the incentives will differ. They will be linked with the litigation threat, which are expected to differ between the common and the code law countries. The authors also concluded the following: “Our findings explain why in previous studies the measures of earnings conservatism in European continental countries were too large and too similar to those in the UK. We argue that managers in European continental countries have incentives to manage earnings downwards, and that this behavior is likely to affect seriously the results of accounting research in Europe.” This explains that even though earnings conservatism differences where expected between the common and the code law countries in Europe, they were not significant. This because the effect of the use of earnings management often was not incorporated into the research performed earlier. However, they show that in certain institutional contexts (weaker investor protection and less dispersed ownership structure) earnings management significantly drives the measures of earnings conservatism. 

Ball et al. (2003) conducted a research among four Asian countries. They expected that four Asian countries (Hong Kong, Malaysia, Singapore, and Thailand) that have some common law heritage, including accounting standards, would show less conservatism than common law countries. However, those four countries have two code law attributes, which are important to the relation between the financial reporting and the contracting: “First there are political influences on financial reporting, and secondly, information asymmetry is resolved through private channels of communication rather than through public disclosure.” (Watts 2003)

3.4 Summary 

In this section, the characteristics of the common law and the code law systems have been explained. The degree of conservatism in common law and in code law countries seems to differ. The differences can be observed in table 1. Based on these characteristics, the Netherlands is qualified as a code law country. Prior research confirms that the use of earnings conservatism in common law countries is higher compared to the code law countries. Code law countries however show more the use of balance sheet conservatism. The use of earnings conservatism decreases with the use of balance sheet conservatism. While keeping the different characteristics in mind, it is interesting to investigate the effect concerning these individual systems or underlying countries after mandatory use of IFRS in 2005. 

The next chapter presents section gives an overview of the content of IFRS and its purposes. More specifically IFRS is related to earnings conservatism. 
4 The International Financial Reporting Standards (IFRS)

To present an idea of the institutional context in the Netherlands, the previous chapter described the existing legal systems. It is also relevant to investigate the developments in accounting regulation in the Dutch situation. The mark of the Anglo-Saxon accounting culture within the conceptual framework since the introduction of IFRS, leads to question the influence it may have on the financial reporting of the Dutch stock exchange quoted companies. This framework contains the principles and defines the objectives and the qualitative characteristics of the accounting information.

4.1 The purpose of IFRS 

In this part, certain influences of the introduction of the International Financial Reporting standards (IFRS) will be presented. As signaled in the Introduction paragraph, by the European Commission’s ‘IAS Regulation’ IFRS have been set as mandatory concerning the consolidated financial statements of firms publicly traded in the European Economic Area as of 1 January 2005. This application aimed to ensure transparency; reliability and comparability of the financial statements by improving the quality of reporting in order to lower preparation costs, lead to more effective investment decisions and reduce the cost of capital. In addition, the implementation intended to create a single European market. 

The widespread adoption of IFRS probably resulted in a fundamental change in the business environment, because before the year 2005, companies followed country-specific Generally Accepted Accounting Principles (GAAP). The Framework under IFRS sets out the concepts that underlie the preparation and presentation of financial statements concerning external users. The next table provides elements of the conceptual framework.

	Objective of Financial Statements
	To provide information useful in making economic decisions



	Main qualitative characteristics of

Information


	Understandability, Relevance, Reliability, Comparability



	Users of Financial Statements


	Investors, Employees, Lenders, Suppliers, and other trade Creditors, Customers, Governments, and their agencies, Public.



	Most important Users


	Investors as they provide risk capital to the entity. Information that meets their needs will also meet most of the needs of other users…


Table 4.1 Elements of Conceptual Framework IFRS
To investigate the effects of the standards on the quality of financial reporting, since the introduction of IFRS, several researches have been conducted. The information asymmetry in financial reporting can be declined by giving timely and relevant information (Frankel and Li 2004). Soderstrom and Sun (2007) argued that there is a considerable difference in accounting quality and economic efficiency between countries. “Ball et al. (2003) stated the following adopting high-quality standards might be a necessary condition concerning high quality information, but not necessarily a sufficient one.” (Vanstraelen and Van Tendeloo, 2005, p.155) Consequently, international accounting systems are an interesting setting concerning the testing of economic consequences of financial reporting. In that light the EU’s movement to IFRS may provide new insights as firms, from different legal and accounting systems, adopt a single accounting standard at the same time. 

4.2 Consequences of IFRS

The adoption of IFRS has consequences concerning the Netherlands, because IFRS and Dutch GAAP are based on different philosophy. IFRS is concentrated on equity holders’ protection, while Dutch GAAP protects debt holders. Furthermore, IFRS employs fair value accounting, while the accounting under the Dutch standard utilizes historical cost accounting.
 

As stated earlier Pea (2007, p.684) published certain examples of conditional (earnings) conservatism. He communicated that “…conditional accounting conservatism include the application of the lower of cost or market rule concerning inventory, the impairment test of long-lived assets, and the asymmetric treatment of contingent losses versus contingent gains”. Based on the investigation of IFRS 3.51 can conclude that when valuing goodwill IFRS requires the use of an impairment test. Dutch GAAP does not require the use of impairment concerning the processing of goodwill. Consequently, there will be less earnings conservatism with Dutch accounting. Also when looking at the inventories Dutch GAAP stated that Inventories may be stated at current value, while IFRS requires to state the inventories at the lower of cost and net realizable value (KPMG, 2003).

 Important concerning this research is the defining of IFRS as common or code law orientated standards; this is crucial concerning the creation of the hypotheses in the next section. When investigating the characteristics of a common law system, which have been presented in table 1, it seems that IFRS shows common law characteristics, and a most importantly element is a larger demand of reporting quality. This is also implied by several authors regarding this subject. Like common law IFRS is based more on principles (market-based) than on rules (government based), also the most important aspect of IFRS is to give a true and fair view based, with the use of fair value (Heemskerk, van der Tas 2006). This is also one of the common law characteristics (e.g. Ball et al 2003). About IFRS Ball et al.(2000, p.47) communicate the next statement: “…the International Accounting Standards Committee (IASC) recently completed a set of international accounting standards widely viewed as reflecting a largely common-law approach of transparent, timely disclosure.” The reasons concerning changing to IFRS is also explained by Ball et al (2000), they mention that it is difficult concerning high quality firms in code-law countries to be able to reduce contracting costs through improved financial reporting other than listing in common law jurisdiction (e.g. IFRS) and exposing themselves to common law penalties concerning low disclosure. 

4.3 Related literature

The movement towards IAS, predecessor of IFRS, has been researched by Barth et al. (2006). Their results suggest that IAS improves the accounting quality and could even reduce the costs of equity capital. More importantly they conclude that in particular, firms that adopt IAS generally show less evidence of earnings smoothing, less evidence of managing earnings towards a target, more timely recognition of losses (which implies earnings conservatism), and a higher association with share prices. Consequently, they found evidence that firms that adopted IFRS show less earnings management, more earnings conservatism, and more value relevance of earnings, and consequently they draw the conclusion that the movement towards IFRS improved the accounting quality. 

However in contrary to Barth et al (2006), van Tendeloo and Vanstraelen (2005, p.155) examined if German companies that adopted IFRS will show less earnings management then companies using German GAAP. Their results were the following: “Our results suggest that adopting IFRS does not constitute a significant constraint on earnings management, as measured by the level of discretionary accruals. On the contrary, adopting IFRS seems to increase the magnitude of discretionary accruals.” Consequently, this implies more use exists of discretionary accruals, implying more earnings management due to IFRS. They also conclude that more income smoothing exists by companies that have adopted IFRS. These findings contribute to the current debate on whether the high quality standards in countries with weak investor protection rights are sufficient and effective. They indicate that adopters of IFRS cannot be associated with lower earnings management (van Tendeloo and Vanstraelen, 2005). 

Hellman (2007) examined the impact of IFRS on accounting conservatism (balance sheet conservatism) by examine three cases related to three different IFRS standards. He made the following conclusion: The examination of the three cases (related to loss carry forwards, development costs and construction contracts) have shown that temporary conservatism have been taken into the three standards reviewed (which are IAS 12, IAS 38 and IAS 11). Consequently, even though the consistent use of conservatism principle is no longer practicable in the three cases, companies will instead apply conservatism when they need judgments regarding probabilities and other estimates.
Leuz and Verrecchia (2000) conclude that moving from German GAAP to IAS or U.S. GAAP represents a substantial increase in a firm’s commitment to greater disclosure.
 These authors find that firms, which voluntarily adopt IAS or U.S. GAAP, have a lower bid-ask spreads and higher stock turnover ratios. However, they found that the difference between IAS and U.S. GAAP firms is not statistically significant. “In contrast, Daske (2006) fails to find a decrease in the cost of equity, measured from several stock valuation models concerning German firms adopting IAS or U.S. GAAP” (Soderstrom, Sun, 2007, p.17). 

Another important consequence of the mandatory adoption of IFRS in Europe is that, the adoption of IFRS in the EU countries provides a more powerful setting to test the economic consequences of accounting quality because now accounting standards across EU countries are initially the same (Schipper, 2005). 

However as Soderstrom and Sun (2007, p.36-37) state: “While extant literature has found a positive impact of IFRS adoption on accounting quality, we argue that one cannot simply generalize results based upon historically voluntary IFRS adoptions to the current EU setting, where adoption is mandatory. We argue that accounting quality after IFRS adoption hinges on three factors: 1) the quality of the standards; 2) a country’s legal and political system; and 3) financial reporting incentives.” Given that the qualities of the standards are high, a country’s legal and political system has a large impact on the financial reporting incentives, and on the quality of financial reporting. 

Gassen and Sellhorn (2006, p.2) investigate if the adoption of IFRS ensures high quality. They compared IFRS with German GAAP and came to the following conclusion: “we document significant differences in terms of earnings quality: IFRS firms have more persistent, less predictable, and more conditionally conservative earnings.” Taken together, they view these results as indicating that the earnings of IFRS firms are of higher quality. The IFRS standards must be of high quality in order to result in comparability and transparency.
Christensen et al. (2008) examine whether the adoption of IFRS leads to accounting quality improvements. They argue that there are firms that have no incentives to engage in less earnings management and more timely loss recognition subsequent to IFRS adoption. Because such attempts will have limited effect concerning firms without incentives to comply, they argue that the objective of improving the accounting quality concerning all firms cannot be achieved by mandating higher quality accounting standards.

4.4 Hypothesis

After having performed an extensive review of the literature and explaining the theory regarding conservatism, the hypothesis regarding the relationship between earnings conservatism, timeliness, and IFRS can be formulated. What the literature review provided was evidence that suggested that IFRS was more common law based. Consequently, the first hypothesis will be as followed:
Hypothesis 1:

Dutch listed companies show significantly more timely economic income in accounting income after the adoption of IFRS.

Based on this hypothesis will be measured in which way in the financial statements timely events on the stock market will be represented.
The literature study also provided evidence that common law based systems show more earnings conservatism than code law systems. IFRS is rooted in common law, which leads to the next hypothesis: 

Hypothesis 2:
After the adoption of IFRS, Dutch listed companies reflect significantly more timely negative economic income related to the positive economic income
4.5 Summary

This section has explained the purposes and the consequences of the introduction of IFRS. A closer look was taken at the consequences of IFRS on the earnings conservatism. Related studies did mention something about conservative accounting after the introduction of IFRS. No definitive conclusion can be drawn about the change in accounting policies and earnings conservatism, but it can be argued that IFRS has more common law characteristics. Consequently, according to the previous section, IFRS will probably lead to more earnings conservatism. This was also stated by several studies as explained in this section. However, there has not been a study investigating the adoption of IFRS on earnings conservatism. After the developed of the hypothesis, to investigate these hypotheses in the next chapter the research design will be developed.

5 Research Design

In the previous chapters a literature study has been performed. Based on the literature review performed in the previous sections to investigate the main research question of this study the hypotheses where developed. Consequently, in this chapter the empirical part of the research will be provided. First the objective will be presented, next the model, the data sample and the expectations will be presented.

5.1 Objective

The objective of this research is to examine whether earnings quality, in this case measured by the degree of the use of earnings conservatism in the Netherlands, the financial reporting environment has been changing due to IFRS. As Deegan (2003) explained, conservatism is an attribute of accounting quality. Measuring the degree of the used conservatism can show the effect of the changes in the earnings quality and in the reporting quality after a change in the accounting standards. Alternatively, which accounting standards deliver more quality? This research aims to provide empirical evidence that the contribution of IFRS has had a positive influence on the use of earnings conservatism.
5.2 Research approach

Empirical research is research that is based on experimentation or observation, i.e. evidence. Such research is often conducted to answer a specific question or to test a hypothesis. In practice, the accumulation of evidence concerning or against any particular theory involves a planned research design.

A benchmark creates the possibility to evaluate and to compare the obtained results. Using a benchmark can be executed by comparing data with data of other firms over the same period (or cross-sectional analysis) or with data of the own firm over preceding periods (or time-series analysis). Within the context of this research, concerning each separate selected firm a time-series analysis will be conducted, by comparing the after-IFRS figures with the pre-IFRS figures. Consequently, the benchmark data cover different periods.

As explained by Marshall and Crossman (1980) two general types of research approaches exist, being the quantitative and the qualitative research approaches. In their research, Marshall and Crossman summarized in a table the main differences between these approaches. The main differences between these two types of research are that qualitative research approaches are more subjective and tries to interpret the date. Whereas quantitative research approaches, are more objective and have more a predictive value concerning the data. 

Qualitative and quantitative research approaches are different in approach. The following is derived from Marshall and Rossman (1980).

Quantitative: 


· Begins with hypotheses and theories 

· Manipulation and control  

· Uses formal instruments  

· Experimentation  

· Deductive  

· Component analysis  

· Seeks consensus, the norm  

· Reduces data to numerical indices  

· Abstract language in write-up 

Qualitative:

· Ends with hypotheses and grounded theory  

· Emergence and portrayal  

· Researcher as instrument  

· Naturalistic  

· Inductive  

· Searches concerning patterns  

· Seeks pluralism, complexity  

· Makes minor use of numerical indices  

· Descriptive write-up 

Comparing the before stated objective of this research to signaled the characteristics of the qualitative and the quantitative research approaches a conclusion can be presented. This research aims to perform an empirical research via component analysis. This research has started with theories after which hypotheses have been formulated. Consequently, the research that will be performed is a quantitative one. According to Verschuren and Doorewaard (2007, p.292) an examination-based research is often used concerning empirical research. Because particular numerical relations are being investigated, consequently providing additional evidence, this will be a quantitative research. . 

According to Verschuren and Doorewaard (2007), a quantitative research includes two different types of research, a survey, and an experiment. Surveys are studies that use questionnaires or interviews to collect data. The goal is to estimate the characteristics of a large population by using surveys of a smaller sample of that population. Experiments are test under controlled conditions used to demonstrate a known truth, examine the validity of a hypothesis, or determine the efficacy of something previously untried. The type of quantitative research this research will be based on is an experiment. Because earnings conservatism cannot be determined by a questionnaire or interview, the research does not fit a survey. Because it will be investigated if the introduction of IFRS (cause) has an effect on the use of earnings conservatism, this research has more a cause-and-effect relationship. Consequently, this study will be an experiment. 

5.3 Research Method

Basu (1997) used the rate of stock returns to found evidence concerning the use of conservatism reflected in the earnings of non-financial US firms. Based on the previous paragraph it was concluded that this research is an experiment. This will be performing by measuring the Earnings/Stock returns relation. As explained in the literature review evidence was found that code law countries show less timely economic income in accounting income. This evidence explains how fast timely events on the stock market will be represented in the financial statements.
In order to measure the timeliness of the economic income the formula of Ball et al. (2000), based on their theory about the relation between the economic and the accounting income, will be used:

(1) NIit = α0 + α1 + Rit+ εit

Where NIit and Rit respectively denote accounting earnings yield (net income scaled by year-end market capitalization) and the annual rate of return of firm i concerning the fiscal year t. In this model, the rate of return is used as a proxy of the newly created economic value of the firm during the related fiscal year. By studying the link between the accounting value and the economic value, the capacity of the accounting earnings to reflect the intrinsic value of the firm will be explored. The R2 of the regression is used as a proxy to measure the extent to which accounting income in the current period (NI) incorporates economic income in the current period (R), i.e. the timeliness property of accounting income.
Because the timeliness and conservatism are captured in this model, to measure the use of earnings conservatism the before presented formula of Ball et al. (2000) will be used. Following Basu (1997), they have incorporated conservative asymmetry in accounting income timeliness by modifying concerning asymmetric incorporation of negative economic income:

(2) NIit = β0 + β1 RD it + β2 Rit + β3 Rit RDit + εit
As signaled before, NIt = net income scaled by year-end market capitalization. Rt is stock returns concerning year t and DRt is a dummy variable which equals one if Rt < 0 and zero otherwise. DRt is used as a proxy concerning good news versus bad news. β3 is the asymmetric timeliness coefficient. The reason choosing this formula is that accounting income is specified as an independent variable. Consequently, the need concerning noisy earnings expectations is avoided. The independent variable (annual stock return) is relatively free of short-term microstructure, liquidity, or mispricing elects. An additional advantage of the specification is that it incorporates the fundamental tenets of accounting income recognition. In particular, it incorporates lags that arise from the demand concerning an independent income measure, and piecewise linearity allows studying the timeliness, or the use of earnings conservatism before and after the adoption of IFRS. The more timely the negative news, the more earnings conservatism exists.

5.4 Sample Selection 

Because this research investigates if the introduction of IFRS will have an influence on the degree of the use of earnings conservatism in the Netherlands, the sample will contain Dutch companies. Because the private companies are not obliged to comply with the IFRS regulations, these companies will be stock exchange quoted companies. Consequently, the private companies will be excluded from the sample.

The sample contains companies on the AEX index (22), on the Midcap (AMX) index (23); consequently, this is a total sample of 45 different companies. Concerning the total list of companies see appendix B. Due to the specific accounting regulations and other peculiarities concerning that particular industry, the financial institutions and the insurance companies have to be eliminated. Furthermore, companies that have generated their financial statements under IFRS concerning a number of years preceding the compulsory implementation in 2005, the so-called early adopters, in addition will be excluded. The so-called late adopters are excluded as well. If they are included, the differences between the requirements will cause a distortion of the results that will arise based on the sample set. 
This study investigates the before and the after period of IFRS. Consequently, the period of observation before introduction will be from 2002-2004, a period of three years. Concerning the period after the IFRS adoption only the period 2005-2007 will be used, in addition implying a period of three years. Because the credit crunch, which is raised during that year, the year 2008 will not be incorporated into the sample. Because of the credit crunch the information of that year may not presents an accurate view and could presents a distorted view. 


Consequently, the firms, which can be included in the sample, need to incorporate the next criteria: The firms on AEX and AMX (excluding early/late adopters and financial and insurance companies) within the year 2002 need to have been unceasingly quoted on the AEX or AMX up to and including year 2007. 

5.5 Data collection


Concerning the research that will be performed in the next chapter, several data is needed. The variables needed concerning the execution of the research have been presented in paragraph 5.3. Concerning the variable N, the official closing price of the firms and the earnings per share (EPS) are needed. The EPS will be collected from the database Worldscope. The data concerning the annual closing prices of the firms are provided by Datastream. 


Furthermore, Worldscope also provides the next variable: AccstandFollowed. This variable shows the accounting standards each company used. In this case, this will be Local GAAP or IFRS. To determine whether early or late adopters of IFRS exist, this is essential.
5.6 Expectations

Based on the prior research explaining that common law countries show more earnings conservatism than code law countries it can be expected that the introduction of IFRS will have a significant effect on the use of earnings conservatism in the Netherlands. Characteristics of both legal systems are commented and the Netherlands is grouped as a code law country. The IFRS has mostly signs of a common law system. Consequently, when IFRS is adopted by Dutch stock exchange quoted companies a closer step will be taken towards a common law approach. Based on the considered theories and studies, where common law countries show more earnings conservatism than code law countries, the prediction is that Dutch companies to be engaged significantly more in the use of earnings conservatism after the introduction of IFRS. 

With respect to timeliness, linking to the first hypothesis, it is expected that this will be improved, in addition because of the same reasons as stated before. Prior research indicates that the demand concerning timely information in the annual accounts is less important in code law countries. Through the move to a more common law approach, it is expected that more timely recognition stock events in the financial statements of companies will be presented. 


Because the earnings quality is proxies by the earnings conservatism, overall it is expected that, the quality of the earnings will be improved. This will enhance useful financial information.
5.7 Summary


This chapter presented the research design on which this research is based. This research aims to provide evidence that a relationship exists between the introduction of IFRS and the degree of the used earnings conservatism. As explained in this chapter, this research is a quantitative research, and within this type of research, an examination will perform. Consequently, to provide evidence that the formulated hypotheses may accept, statistical methods should be used.


Based on the research performed by Basu (1997), to provide the evidence, a model of Ball et al (2000) will be used. This chapter explained this model. In order to answer the main research question of this research, to perform the experiment and provide empirical results in the next chapter the model will be used.
6 Research Analysis and Results


The previous chapter explained the research design. The general sample, the expectations, and the methods have been explained. This chapter will explain the empirical part of this research. First, the definite sample will be presented as well as the results of the research. Based on that information the main research questions can be answered. Based on this answer, the conclusion can be formulated.

6.1 Definite Sample


The appendices B and C present the list of companies that in this research have been used. Appendix B contains the list of all the AEX and AMX companies that have been unceasingly quoted from the year 2002 up to and including the year 2007. Appendix C shows the full list of the companies included in the sample. 


The definite sample concerning this research contains 32 firms of which 17 are from the AEX and the remaining 15 are from the AMX (Midkap). Because they are financial or insurance companies, four companies have been excluded.
6.2 The relation between Accounting and Economic Income

6.2.1
Pre- and Post-IFRS

As explained in chapter 4 and 5 the timeliness of the economic income can be measured using the formula of Ball et al (2000). This is measured by the relation between economic and accounting income. This relation is examined by the R² of the regression of formula 1. Table 6.1 presents the regression results of this measure. 

	Accounting Standard
	R²

	Dutch GAAP (2002-2004)
	0,149

	IFRS (2005-2007)
	0,180


Table 6.1
As presented in table 6.1 the R² of the pre-IFRS period is 0,149. The R² of the post-IFRS period is 0,180. This increase in R² suggests an increase in the extent to which accounting income in the current period (NI) incorporates economic income in the current period. Consequently, because of the introduction of IFRS the timeliness of economic earnings in relation with accounting income has improved. This suggests that timely events on the stock market will be faster represented in the financial statements. This provides evidence in favor of hypothesis 1. 
6.2.2 Transition period 2004-2005


As the before stated results of pre-IFRS and post-IFRS provide evidence in favor of hypothesis 1, it seems interesting to analyze the transition from Dutch-GAAP to IFRS. This transition year is from 2004 to 2005.
	Year
	R²

	2004
	0,162

	2005
	0,297


Table 6.2 

As presented in table 6.2 in addition the R² in the transition period increased from 0.162 to 0.297. This data suggests that timely events on the stock market will be faster represented in the financial statements in the transition year.

6.2.3 Yearly data


Data has been provided for the pre-IFRS period and the post-IFRS period, as well as the transition year (2004-2005). Interesting is to analyze the trend of R² over the whole sample period. Figure 6.1 represents this data:
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 Figure 6.1
Based on the content of figure 6.1 can concluded that concerning the years 2002 to 2004 the timeliness of economic earnings regarding to accounting earnings declined more every year up to and including 2004. After the introduction of IFRS in 2005, can be concluded that the timeliness of economic earnings regarding to accounting earnings significantly increased up to and including 2006. The year 2006 is the peak of the sample, with a timeliness of 54%. However, the change in R² from the year 2006 to 2007 shows a large decline of R². Because the companies could have recognized this earlier (in 2007) and could have considered this phenomenon would occur, this large decline in the last year could probably be allocated to the credit crunch that occurred in 2008.
6.2.4 Answer to hypothesis
With the data presented before the answer to the first hypothesis can be formulated, the first hypothesis formulated in chapter 4 was:
“Dutch listed companies show significantly more timely economic income in accounting income after the adoption of IFRS.”


As signaled before, because of the introduction of IFRS the timeliness of economic earnings in relation with accounting income has improved. This because an increase in R², exists, which suggests an increase in the extent to which accounting income in the current period (NI) incorporates economic income in the current period. This realized evidence in favor of the first hypothesis.
6.3 Conditional Conservatism

6.3.1 Pre- and Post-IFRS


To examine if the Dutch stock exchange quoted companies reflect significantly more timely negative economic income related to positive economic income after the adoption of IFRS, the Ball et al (2000) regression needs to be used. To confirm an increase or decrease exists in the used earnings conservatism the β2 and β3 (of formula 1) need to be examined. Earnings conservatism can be recognized if β2 + β3 > β2, this suggests that the use of earnings conservatism can be recognized when β3 >0.
	Accounting Standard
	β3
	Sig.

	Dutch GAAP
	0.370
	0.000

	IFRS
	0.344
	0.017


Table 6.3

First, the pre- and post-IFRS period will be analyzed; the significant data is summarized in table 6.3. Based on this data can be concluded that in both periods, the pre- and post-IFRS, the β3 is larger than zero. Both pre- and post-IFRS are significant at 0,00 and 0,0017 resp. This indicates that the timeliness of good news, which is represented by positive stock returns, is less than the timeliness of bad news, which is represented by negative stock returns. As signaled before the use of earnings conservatism is represented by β3 , which is larger than zero for both periods. This indicates that bad news is reflected faster in accounting earnings than good news, which indicates that bad news is recognized in earnings on a timelier base than good news.


However, when analyzing both periods separately can be concluded that the post-IFRS shows less earnings conservatism than the pre-IFRS period. This is because the post-IFRS period has a smaller β3 than the pre-IFRS period, implying a timelier recognition of good news with respect to bad news. This difference is not a very large difference, however it is still less. 

6.3.2 Transition period 2004-2005


To examine what causes these results, a yearly data will be deeper analyzed. Because this was the year concerning stock exchange quoted companies in the EU IFRS became mandatory, first, the data of the transition year (2004 to 2005) will be analyzed. 
	Year
	β3
	Sig.

	2004
	0.305
	0.123

	2005
	0.824
	0.012


Table 6.4

Based on the data in table 6.4 can be concluded that from 2004 to 2005 the β3 increased, from 0.305 to 0.824 resp. This would imply that a timelier recognition exists of bad news, represented by negative stock returns, with respect to the recognition of good news, represented by positive stock returns. Next, this implies that from the year 2004 to 2005 the use of earnings conservatism increased.

6.3.3 Yearly data
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Figure 6.2

Because no definite conclusion yet exists, next, the yearly data will be further examined. By examining, the yearly data can be analyzed in which way the yearly β3 evolves, and in which way the years react relative to each other. The data is represented in figure 6.2.

Based the yearly data the next conclusion can be drawn. First, can be noticed that in every year in the sample the β3 is larger than zero, as stated before earnings conservatism exists if β3 > 0. This implies that in each year of the sample, the use of earnings conservatism can be recognized. 

When further analyzing, can be recognized that the year 2002 with respect to other years, has a quite large β3 (sig. 0,00) implying a large amount of the use of earnings conservatism in that particular year. When analyzing the data of the year 2002 in this sample have been used, it can recognized that in comparison to the P of year 2001 the closing price (P) was smaller. The causes that the year 2002 to standout so much in comparison with the other years, based on the previous theory is not clear. However, what can be recognized based on the year 2003 up to and including 2006, the β3 trend is as expected. This is because after the introduction of IFRS the β3 starts to increase concerning 2 years in comparison to the 2 years before 2005. Again, however compared to the year before in 2007 the β3 decreases, the causes concerning this decrease are not exactly clear. However, this finding could be contributed to the credit crunch phenomenon that presented itself a year later. The companies could have recognized this problem and in order to deal with the upcoming problem choose different tactics 

6.3.4 Answer to hypothesis


Based on the data presented before the second hypothesis can be answered. The second hypothesis formulated in chapter 4 is:

“After the adoption of IFRS, Dutch listed companies reflect significantly more timely negative economic income related to the positive economic income.”
As explained before the data contains unfavorable evidence concerning the second hypothesis. When analyzing both periods separately it can be concluded that the post-IFRS shows less earnings conservatism than the pre-IFRS period, implying a timelier recognition of good news with respect to bad news. This difference is not a very large difference, however it is still less.
6.4 Summary


This chapter provides the results of the empirical part of this research. The results imply the timeliness of earnings between the pre- and post-IFRS period has increased. Furthermore, the results provided evidence that the companies in the sample show the use of earnings conservatism in the sample period of 2002 up to and including 2007. In addition, not much difference in the use of earnings conservatism in the pre- and in post-IFRS period has been detected. 

The next chapter will provide the overall summary and the conclusions, the limitations and the recommendations concerning further research.
7 Summary and Conclusions

This chapter will provide the summary of this research. This will performed by providing answers to the sub-questions formulated in chapter 1. In addition, this chapter will provide the conclusion, this will realized by answering the main research question formulated in chapter 1. Finally, this chapter contains he limitations of this research and recommendations concerning further research. 

7.1 Summary

Answer to sub-question 1, What is the content of the term (earnings) conservatism? Conservatism can be defined as the accountant’s tendency to require a higher degree of verification concerning recognizing good news in earnings than concerning recognizing bad news. Consequently, earnings are recognized when they are realized while losses are recognized immediately. Furthermore, conservatism can be split into balance sheet conservatism and earnings conservatism. Balance sheet conservatism (or unconditional conservatism) can be defined as the existence of a persistent understatement of the book value figure with respect to the market’s valuation of the firm. This implies that the market-to-book ratio will be greater than one. While earnings conservatism (or conditional conservatism) relative to good news can be defined as a timelier recognition of bad news in earnings. Institutional factors as contracting, shareholder litigation, taxation, and accounting regulation are reported to affect the level of the used conservatism. 

Answer to sub-question 2, in which way can the use of conservatism be measured? Three types of measures exist to investigate the use of conservatism: the Net asset measure (1), the Earnings/Stock returns relation measure (2) and the Earnings/Accrual measure (3)

The three types of measures will be shortly explained next: 

1) Accounting conservatism is measured by the valuation model estimations and by time-series estimations of the relation between the several accounting variables, which are the inputs to the valuation model. Conservatism exists if the market value of the firm exceeds on average the book value, i.e. if the market to book ratio is consistently greater than one.

2) Basu (1997) predicts and found that earnings respond more to negative returns (a proxy concerning bad news) than to positive returns (a proxy concerning good news). In short is interpreted as the accounting earnings show bad news, measured by negative stock returns, more quickly than good news, which is measured by positive stock returns.

3) The Asymmetric Accrual to Cash flow measure (AACF) can be qualified as the non-stock-market version of the Basu’s measure. The Basu measure uses the stock returns as the proxy concerning economic news, while the AACF measure uses the cash flow of the current period as the proxy.
The first and the third measure are used to measure the balance sheet conservatism. The second measure however measures earnings conservatism and in this research has been used to measure the use of earnings conservatism in The Netherlands. 
Answer to sub-question 3, what does the legal system of the Netherlands look like? The literature recognizes that common-law countries are oriented towards fair presentation, transparency, and full disclosure (known as the Anglo-Saxon model). Whereas in code law countries, banks or governments are, the main sources of financing and a preference exists of creditor protection (known as the Continental model). Financial reporting, in these countries, is characterized by low disclosures and an alignment of financial accounting with the tax laws. In addition, governments have a strong influence in setting accounting standards. It seems that the Netherlands exhibits some of the properties of a common law country. However based on several characteristics, the Netherlands is qualified as a code law country. The characteristics are Weaker equity market; Core, insider shareholders; a Small auditing profession; and Tax dominating accounting rules.
Answer to sub-question 4, How is the legal systems related to the use of conservatism? Prior research confirms that compared to the code law countries the use of earnings conservatism in common law countries is higher. Code law countries however show more use of balance sheet conservatism. The relation between the balance sheet and the earnings conservatism is that earnings conservatism decreases with the use of the balance sheet conservatism. Implying that the Netherlands should shows less earnings conservatism (compared to common law countries) as it in this research has been qualified as a code law country.
Answer to sub-question 5, What are the purpose and the consequences of IFRS? The purpose of IFRS was to ensure transparency; reliability and comparability of the financial statements by improving the quality of reporting in order to lower preparation costs, lead to more effective investment decisions and reduce the cost of capital. In addition to these, the implementation intended to create a single EU market. Because IFRS and Dutch GAAP are based on different philosophies, the adoption of IFRS has consequences concerning the Netherlands. IFRS is concentrated on equity holders’ protection, while Dutch GAAP protects debt holders. Furthermore, IFRS employs fair value accounting, while the accounting under the Dutch standard utilizes historical cost accounting. 
Answer to sub-question 6, In which way is IFRS related to the use of conservatism? Important concerning this research is the defining of IFRS as common or code law orientated standards. When looking at the characteristics of a common law system it seems that IFRS shows common law characteristics, most importantly a larger demand of reporting quality. Like common law IFRS is based more on principles (market-based) than on rules (government based), in addition the most important aspect of IFRS is to publish a true and fair view, with the use of fair value.
7.2 Conclusion
As stated in the objective of this research in chapter one, the objective is to examine the earnings quality proxies by the use of earnings conservatism in the Netherlands where financial reporting environment has been changed due to IFRS. The earnings quality is often associated with the use of conservative accounting (which consequently is an accounting characteristic). The timeliness of the income recognition refers to the extent that current earnings reflect value relevant information. 
The research question formulated in the introduction of this research was:
“What influence does the use of IFRS have on the timeliness of the reported net income and of the degree of the use of earnings conservatism?”


This question can be split into two parts, the first part being the timeliness of the reported net income and the second part is the degree of the use of earnings conservatism. Based on the research performed the answer to the first part is the next. The results provided evidence that the R² increased. This increase in R² suggests that an increase exists in the extent to which accounting income in the current period (NI) incorporates economic income in the current period. Consequently, by the introduction of IFRS the timeliness of economic earnings in relation with accounting income has improved. Which provides evidence in favor of the first hypothesis?

The second part of the main research question based on the previously performed research has a more complicated answer. The results suggested that earnings conservatism has been present in every year of the sample. It can be further concluded that the years 2003 up and until 2006 have an increasing trend in conservatism that could be contributed to introduction of IFRS. However, 2002 shows an extreme large β3 concerning the other years in the sample, the question is what causes this phenomenon. What finally can be concluded is that no reaction exists of the introduction of IFRS on the use of earnings conservatism. This is based on the findings in the research that show that the β3 did not really change in the pre- and post-IFRS period. This in addition implies that because of the introduction of IFRS the use of conservatism did not significantly decline as well. This provides evidence against the second hypothesis.
7.3 Limitations and Recommendations

Basu (1997) was the first to study conditional conservatism. Since then, the asymmetric timeliness model is a widely applied measure of conditional conservatism in the accounting research (e.g. Ball et. al (2000), Garcia Lara and Mora (2005), Pae (2007), Roychowdhury and Watts (2007) and Kankaanpaa (2008)). While the Basu model creates important contributions to the accounting literature, some properties in the Basu model exist that are not well understood by accounting researchers (e.g Dietrich et al. 2007 and Jarva 2008). The main message based on these studies is that the use of aggregated earnings as the dependent variable in the Basu model may produce biased measures of conditional conservatism. This bias arises mainly from the asymmetric correlation between cash flows and contemporaneous stock returns. However, Ball and Kothari (2007) argue that in practice this is a minor problem when fiscal-year stock returns are used to adjust accounting income.

Ryan (2006) argues that, despite the limitations documented in the literature, asymmetric timeliness is the most direct consequence of conditional conservatism. Consequently, asymmetric timeliness should retain its primacy in the literature investigating conditional conservatism. According to Skerratt (2005), measuring the use of conservatism will realizes a more accurate result when the earnings and the accruals are separately investigated. Consequently, potentially more powerful methods concerning measuring accounting conservatism can be developed by using information about specific accruals. Future research can more deeply investigate which factors influence the observed asymmetry in cash flows. 

In addition, the data of the year 2008 has excluded however, the data of 2007 could have been contaminated by the credit crunch. A final recommendation is to perform this study over a few years from now again so the sample period will be longer and consequently the research will have more data. 
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Appendix A: Summary of Main Literature

	Author(s)
	Object of study
	Sample
	Method
	Results

	Ball, Kothari and Robin  (2000)
	To examine the association between country-level institutions and conservative accounting practices
	Accounting income, cash flow and dividends over 1985-1995 from Global Vantage Industrial/
Commercial (IC) files
	A model of incorporation of economic income and accounting income
	Accounting income in common-law countries is significant more timely than in code-law countries, except concerning Japan

	Ball, Robin and Wu (2003)
	To show that East Asian countries financial reporting quality is not higher than under code law.
	2726 annual earnings announcements during 1984-1996 in four Asian countries: Hong Kong, Malaysia, Singapore and Thailand
	A piecewise linear regression of accounting income on change in market value of equity concerning each country or group of countries
	High-quality standards do not guarantee high-quality financial reporting

	Barth, Landman and Lang (2007)
	To examine whether the application of IFRS is associated with higher accounting quality.
	1896 firms from 21 countries in pre IFRS adoption and post IFRS adoption periods.
	Pooled regression, control variables and matched samples
	Firms applying IFRS generally have less earnings management, more timely loss recognition, and more value relevance of accounting amounts than firms applying non-US domestic standards.

	Bartov, Goldberg and Kim (2005)
	To compare the value relevance of earnings produced under three accounting regimes (German GAAP, U.S. GAAP and IAS)
	416 firms (917 firm-years)

From 1998-2000
	The Basu (1997) measure
	Value relevance of U.S. GAAP based earnings is higher than that of IAS based earnings, which in turn is more value relevant than earnings produced under German GAAP.

	Basu (1997)
	To investigate systematic differences between good and bad news periods in the timeliness and persistence of earnings.
	17.790 firm years concerning negative stock returns, 25.531 firm years concerning positive stock returns from 1963-1990
	Stock returns to measure news, the contemporaneous sensitivity of earnings to negative returns are estimated through regression
	The coefficients of earnings response are higher concerning positive earnings changes than concerning negative earnings changes. Negative earnings changes are less persistent than positive earnings changes.


	Author(s)
	Object of study
	Sample
	Method
	Results

	Bushman and Piotroski (2006)
	To analyze relations between key characteristics of country-level institutions and the asymmetric recognition of economic gains and losses into earnings
	Countries with sufficient firm-level accounting and returns data on Global Vantage over the period 1992–2001
	Using variations of the models from Ball Kothari and Robin (2000) and Ball, Robin and Wu (2003)


	The timeliness of accounting earnings is higher in common law countries. The incorporation of good news into earnings is stronger in code law countries. The asymmetric timeliness of earnings (with respect to the incorporation of bad news) is stronger in common law countries

	Garcia Lara and Mora (2005)
	To analyze the existence of earnings conservatism in financial statements in France, Germany and in the UK.
	All observations available in the DataStream ‘Live’ and ‘Dead’ files concerning the UK, France and Germany concerning the period 1990–2001. Financial firms and firms with accounting periods of more than 380 or less than 350 days are excluded.
	The Basu (1997) measure and the standard Jones Model (an accrual method to measure differences in earnings)
	When corrected concerning discretionary accruals, the differences in earnings conservatism between the UK (common-law) and France and Germany (code-law) become significant.

	de Haan and Hinloopen (2003)
	To estimate the incremental financing decision concerning the Dutch situation. Thereby distinguishing internal finance and three types of external finance: bank borrowing, bond issues, and share issues.
	They sample contains 150 Dutch companies,  the years 1984- 1997
	A multinomial logit model, which confirms several predictions of both the static trade-off theory and the pecking order theory as to the determinants of financing choices. All possible ordered profit models to determine which financing hierarchy fits the data best.
	The results suggest that Dutch firms have a unique most preferred financing hierarchy: (i) internal finance, (ii) bank loans, (iii) share issues, and (iv) bond issues.



	Hellman (2007
	To investigate in which way the conservatism principle is applied under IFRS.


	Three cases concerning loss carry forwards, development costs and construction contracts, related to three different standards (IAS 12, IAS 38 and IAS 11, respectively).
	An analytical distinction is made between consistent conservatism (consistent understatement of net assets) and temporary conservatism (changes in accounting estimates that temporarily understates net assets via the creation of hidden reserves which later may be reversed).
	The lower emphasis of consistent conservatism under IFRS will be replaced by a greater emphasis on temporary conservatism. In addition, The temporary application of the conservatism principle in the company capitalizing development costs led to counterintuitive effects on performance measurement that had negative implications concerning the control and motivation of managers.


	Author(s)
	Object of study
	Sample
	Method
	Results

	Hollister, Shoaf and Tully (2008)
	To investigates the international variation of an important property of accounting income: its ability to predict near-term cash flows
	Nine industrialized countries with well-developed accounting systems, under which the Netherlands concerning 1994-2000
	Comparison of a Cash Flow Prediction Model Performance by Country and the formula Ball et al. (2000) developed
	Accounting accruals generated by shorter horizon, code-law regimes provide more incremental explanatory power concerning short-term predictions than those of longer horizon, common-law countries

	La Porta, Lopez-de-Silanes, Schleifer, Vishny (2000)
	To examine the rules covering protection of corporate shareholders and creditors, the origin of these rules, and the quality of their enforcements
	The sample covers 49 countries from Europe, North and South America, Africa, Asia and Australia.
	A descriptive analysis of the 49 countries.
	(1) First laws differ markedly around the world, though in most places they tend to give investors a limited bundle of rights. (2) Law enforcement differs around the world. (3) Countries develop substitute mechanisms concerning poor investor protection.

	Leuz, Nanda and Wysocki (2003)
	To provide comparative evidence on corporate earnings management


	Data are obtained from the Worldscope Database, which contains up to ten years of historical financial data from annual reports of publicly traded companies of 31 countries. Banks and financial institutions are excluded from the empirical analysis.
	A descriptive analysis of the 31 countries.
	At a descriptive level, they find large international differences across several earnings management measures, including loss avoidance and earnings smoothing. Their evidence suggests that firms in countries with developed equity markets, dispersed ownership structures, strong investor rights, and legal enforcement engage in less earnings management.

	Leuz and Verrecchia (2000)
	To examine the economic consequences of introduction of IFRS in Germany.
	Small sample of German firms adopting IFRS and US GAAP in the transition period.
	Indirect measures as proxies concerning cost of capital; bid-ask spread, share turnover, volatility
	Because of transition to IFRS, bid-ask spreads reduced and share turnover increased. Concerning volatility no significant result are found.

	Pae (2007)
	The examine the relation between unexpected accruals and conditional accounting conservatism
	63,041 firm-year observations over the fiscal year from 1988- 2003
	The Basu (1997) measure to estimate conservatism.
	In firms with higher leverage conditionally more conservatism exists: Primarily through-unexpected accruals.

	Pope and Walker (1999)
	To compare the accounting treatment of extraordinary items in US and UK accounting regimes
	All December fiscal year-end non-financial firms listed in US and UK from 1976-1996


	Estimate slope coefficients and conditional conservatism depend on cost of equity.
	The degree of conservatism displayed by earnings before extraordinary items under US GAAP was higher than under UK GAAP


	Author(s)
	Object of study
	Sample
	Method
	Results

	Roychowdhury and Watts (2006)
	To examine the relation between asymmetric timeliness of earnings and the market-to-book (MTB) ratio.
	45,664 Firm-year observations from 1972–1999 of income before extraordinary items, market value of equity, book values and fiscal-year equity returns.


	Compare Basu (1997) regression coefficients across high MTB and low MTB firms.
	The relation between asymmetric timeliness of earnings and MTB is positive over long periods. 

Over short periods, its dependence on beginning-of-period composition of equity value  is responsible concerning its negative association with MTB

	Ryan and Zarowin (2003)
	Concerning the declining contemporaneous linear relation between annual stock returns and accounting earnings investigating two explanations. Time lags and conservatism.
	105,268 observations of annual data (current net income and the current and three lagged

Returns) concerning all non-financial firms from 1966–2000.
	A regression analysis using annual earnings as the dependent variable.
	Annual earnings have a weaker association with current price changes and a stronger association with lagged price changes over time. Annual earnings reflect current positive price changes less strongly and current negative price changes more strongly over time. Asymmetry with respect to lagged price changes is increasingly important over time

	Tendeloo and Vanstraelen (2005)
	To investigate whether voluntary adoption of IFRS is associated with a lower level of earnings management. 


	A sample of 636 firm year observations. The firms used are stock listed companies from Germany concerning 1991-2001
	The Jones Model was used concerning estimating the absolute discretionary accruals the cross sectional. A second method that used the correlation between accruals and operating cash flows as a measurement of earnings management.
	Adopting IFRS seems to increase the magnitude of discretionary accruals. They indicate that adopters of IFRS cannot be associated with lower earnings management


Appendix B: Sample of Companies Unceasingly Quoted from 2002-2007 

	AEX
	AMX

	ABN Amro Holding NV
	ASM International NV

	Aegon NV
	CSM NV

	Ageas (Ex-Fortis) NV
	Fugro NV

	Akzo Nobel NV
	Hunter Douglas NV

	Asml Holding NV
	Koninklijke Vopak NV

	Corporate Express NV
	Koninklijke Wessanen NV

	Hagemeyer NV
	Nutreco NV

	Heineken NV
	Oce NV

	ING Groep NV
	Ordina NV

	Koninklijke Ahold NV
	Randstad Holding NV

	Koninklijke DSM
	Royal Boskalis Westminster NV

	Koninklijke KPN NV
	Super De Boer

	Koninklijke Philips Electronics Na
	Unit 4 NV

	Reed Elsevier NV
	Vedior NV

	Rodamco Europe
	Wereldhave NV

	Royal Dutch Shell
	

	SBM Offshore NV
	

	TNT NV
	

	Unilever NV
	

	Van Der Moolen NV
	

	Wolters Kluwer NV
	


Appendix C: Definite Sample
	AEX
	AMX

	Akzo Nobel NV
	ASM International NV

	Asml Holding NV
	CSM NV

	Corporate Express NV
	Fugro NV

	Hagemeyer NV
	Hunter Douglas NV

	Heineken NV
	Koninklijke Vopak NV

	Koninklijke Ahold NV
	Koninklijke Wessanen NV

	Koninklijke DSM
	Nutreco NV

	Koninklijke KPN NV
	Oce NV

	Koninklijke Philips Electronics Na
	Ordina NV

	Reed Elsevier NV
	Randstad Holding NV

	Rodamco Europe
	Royal Boskalis Westminster NV

	Royal Dutch Shell
	Super De Boer

	SBM Offshore NV
	Unit 4 NV

	TNT NV
	Vedior NV

	Unilever NV
	Wereldhave NV

	Van Der Moolen NV
	

	Wolters Kluwer NV
	


Appendix 4: Data Sample
	Year
	Entity
	P
	EPS/P(t-1)= N
	(P(t)-P(t-1))/P(t-1)= R
	D
	R*D

	2002
	Akzo Nobel NV
	30,23
	0,05702891
	-0,3972084
	1
	-0,397208375

	2003
	Akzo Nobel NV
	30,6
	0,06979821
	0,0122395
	0
	0

	2004
	Akzo Nobel NV
	31,38
	0,09803922
	0,0254902
	0
	0

	2005
	Akzo Nobel NV
	39,15
	0,10707457
	0,2476099
	0
	0

	2006
	Akzo Nobel NV
	46,21
	0,10268199
	0,1803321
	0
	0

	2007
	Akzo Nobel NV
	54,79
	0,03224410
	0,1856741
	0
	0

	2002
	ASM International NV
	11,75
	-0,02804598
	-0,4597701
	1
	-0,459770115

	2003
	ASM International NV
	16,25
	-0,05021277
	0,3829787
	0
	0

	2004
	ASM International NV
	12,15
	0,02892308
	-0,2523077
	1
	-0,252307692

	2005
	ASM International NV
	14,18
	-0,06255144
	0,1670782
	0
	0

	2006
	ASM International NV
	15,98
	0,04513399
	0,1269394
	0
	0

	2007
	ASM International NV
	16,75
	0,07071339
	0,0481852
	0
	0

	2002
	Asml Holding NV
	8,1693
	-0,02470898
	-0,5922119
	1
	-0,592211928

	2003
	Asml Holding NV
	16,1333
	-0,04544453
	0,9748693
	0
	0

	2004
	Asml Holding NV
	12,1205
	0,03416846
	-0,2487278
	1
	-0,248727787

	2005
	Asml Holding NV
	17,3443
	0,05940349
	0,4309888
	0
	0

	2006
	Asml Holding NV
	19,3353
	0,08561891
	0,1147928
	0
	0

	2007
	Asml Holding NV
	21,66
	0,07706113
	0,1202309
	0
	0

	2002
	Corporate Express NV
	3,9366
	-0,32891633
	-0,6626099
	1
	-0,662609918

	2003
	Corporate Express NV
	6,5389
	-0,29567393
	0,6610527
	0
	0

	2004
	Corporate Express NV
	6,766
	0,04631054
	0,0347306
	0
	0

	2005
	Corporate Express NV
	12,43
	0,00147798
	0,8371268
	0
	0

	2006
	Corporate Express NV
	11,26
	0,05470636
	-0,0941271
	1
	-0,094127112

	2007
	Corporate Express NV
	5,35
	0,03552398
	-0,5248668
	1
	-0,524866785

	2002
	CSM NV
	19,0718
	0,09172291
	-0,1424897
	1
	-0,142489737

	2003
	CSM NV
	16,5518
	0,08850764
	-0,1321323
	1
	-0,132132258

	2004
	CSM NV
	21,8782
	0,09002042
	0,3218019
	0
	0

	2005
	CSM NV
	21,9832
	0,03428070
	0,0047993
	0
	0

	2006
	CSM NV
	27,8441
	0,06686925
	0,2666081
	0
	0

	2007
	CSM NV
	22,05
	0,02944969
	-0,2080908
	1
	-0,208090762

	2002
	Fugro NV
	10,7825
	0,083632735
	-0,139121756
	1
	-0,139121756

	2003
	Fugro NV
	10,2
	0,051936007
	-0,054022722
	1
	-0,054022722

	2004
	Fugro NV
	15,35
	0,081372549
	0,504901961
	0
	0

	2005
	Fugro NV
	27,13
	0,098371336
	0,76742671
	0
	0

	2006
	Fugro NV
	36,2
	0,075562108
	0,334316255
	0
	0

	2007
	Fugro NV
	52,8
	0,085911602
	0,458563536
	0
	0

	2002
	Hagemeyer NV
	5,0718
	0,02380943
	-0,6714283
	1
	-0,671428294

	2003
	Hagemeyer NV
	1,3157
	-0,42173784
	-0,7405852
	1
	-0,740585197

	2004
	Hagemeyer NV
	1,7
	-0,25841757
	0,2920879
	0
	0

	2005
	Hagemeyer NV
	2,74
	-0,06470588
	0,6117647
	0
	0

	2006
	Hagemeyer NV
	3,84
	0,09854015
	0,4014599
	0
	0

	2007
	Hagemeyer NV
	4,68
	0,07031250
	0,2187500
	0
	0

	2002
	Heineken NV
	29,76
	0,04766377
	-0,1265555
	1
	-0,126555529

	2003
	Heineken NV
	24,152
	0,05483871
	-0,1884409
	1
	-0,18844086

	2004
	Heineken NV
	24,53
	0,04554488
	0,0156509
	0
	0

	2005
	Heineken NV
	26,78
	0,06318793
	0,0917244
	0
	0

	2006
	Heineken NV
	36,03
	0,09223301
	0,3454070
	0
	0

	2007
	Heineken NV
	44,22
	0,04579517
	0,2273106
	0
	0

	2002
	Hunter Douglas NV
	28,55
	0,10189180
	-0,0524394
	1
	-0,052439429

	2003
	Hunter Douglas NV
	107
	0,12784588
	0,2998249
	0
	0

	2004
	Hunter Douglas NV
	39,25
	0,11075182
	0,0576664
	0
	0

	2005
	Hunter Douglas NV
	45,98
	0,10929936
	0,1714650
	0
	0

	2006
	Hunter Douglas NV
	60,9
	0,13497932
	0,3244889
	0
	0

	2007
	Hunter Douglas NV
	50,68
	0,08748069
	-0,1678161
	1
	-0,167816092

	2002
	Koninklijke Ahold NV
	10,2151
	-0,04100264
	-0,6297428
	1
	-0,629742798

	2003
	Koninklijke Ahold NV
	6,0287
	-0,00390794
	-0,4098247
	1
	-0,409824671

	2004
	Koninklijke Ahold NV
	5,6894
	-0,05132284
	-0,0562808
	1
	-0,05628079

	2005
	Koninklijke Ahold NV
	6,3182
	-0,00701656
	0,1105213
	0
	0

	2006
	Koninklijke Ahold NV
	8,045
	0,08372480
	0,2733057
	0
	0

	2007
	Koninklijke Ahold NV
	9,53
	0,06712244
	0,1845867
	0
	0

	2002
	Koninklijke DSM
	21,69
	0,29456230
	0,0577908
	0
	0

	2003
	Koninklijke DSM
	19,515
	0,02858460
	-0,1002766
	1
	-0,100276625

	2004
	Koninklijke DSM
	23,81
	0,06430951
	0,2200871
	0
	0

	2005
	Koninklijke DSM
	34,5
	0,11255775
	0,4489710
	0
	0

	2006
	Koninklijke DSM
	37,43
	0,08202899
	0,0849275
	0
	0

	2007
	Koninklijke DSM
	32,33
	0,06278386
	-0,1362543
	1
	-0,136254341

	2002
	Koninklijke KPN NV
	6,2
	-0,69001751
	0,0858144
	0
	0

	2003
	Koninklijke KPN NV
	6,12
	0,17903226
	-0,0129032
	1
	-0,012903226

	2004
	Koninklijke KPN NV
	6,99
	0,10294118
	0,1421569
	0
	0

	2005
	Koninklijke KPN NV
	8,47
	0,09442060
	0,2117310
	0
	0

	2006
	Koninklijke KPN NV
	10,77
	0,09327037
	0,2715466
	0
	0

	2007
	Koninklijke KPN NV
	12,44
	0,13184773
	0,1550604
	0
	0

	2002
	Koninklijke Philips Electronics Na
	16,7
	-0,07519473
	-0,4997004
	1
	-0,499700419

	2003
	Koninklijke Philips Electronics Na
	23,15
	0,03293413
	0,3862275
	0
	0

	2004
	Koninklijke Philips Electronics Na
	19,51
	0,09589633
	-0,1572354
	1
	-0,157235421

	2005
	Koninklijke Philips Electronics Na
	26,25
	0,11737570
	0,3454639
	0
	0

	2006
	Koninklijke Philips Electronics Na
	28,57
	0,02971429
	0,0883810
	0
	0

	2007
	Koninklijke Philips Electronics Na
	29,52
	0,14840742
	0,0332517
	0
	0

	2002
	Koninklijke Vopak NV
	6,165
	0,14007246
	-0,0957626
	1
	-0,095762625

	2003
	Koninklijke Vopak NV
	7,45
	0,13544201
	0,2084347
	0
	0

	2004
	Koninklijke Vopak NV
	7,835
	0,09194631
	0,0516779
	0
	0

	2005
	Koninklijke Vopak NV
	12,8
	0,09317167
	0,6336950
	0
	0

	2006
	Koninklijke Vopak NV
	17,795
	0,08125000
	0,3902344
	0
	0

	2007
	Koninklijke Vopak NV
	19,4
	0,08148356
	0,0901939
	0
	0

	2002
	Koninklijke Wessanen NV
	6,6
	0,14400000
	-0,3400000
	1
	-0,34

	2003
	Koninklijke Wessanen NV
	9,39
	-0,07121212
	0,4227273
	0
	0

	2004
	Koninklijke Wessanen NV
	9,45
	0,00319489
	0,0063898
	0
	0

	2005
	Koninklijke Wessanen NV
	12,81
	0,04126984
	0,3555556
	0
	0

	2006
	Koninklijke Wessanen NV
	10,25
	0,02888368
	-0,1998439
	1
	-0,199843872

	2007
	Koninklijke Wessanen NV
	10,88
	0,05951220
	0,0614634
	0
	0

	2002
	Nutreco NV
	16,1727
	0,05852379
	-0,5044567
	1
	-0,504456694

	2003
	Nutreco NV
	19,8
	-0,26278853
	0,2242854
	0
	0

	2004
	Nutreco NV
	18,3909
	0,10757576
	-0,0711667
	1
	-0,071166667

	2005
	Nutreco NV
	33,9182
	0,21913011
	0,8442926
	0
	0

	2006
	Nutreco NV
	44,9
	0,08992222
	0,3237731
	0
	0

	2007
	Nutreco NV
	39,56
	0,07216036
	-0,1189310
	1
	-0,118930958

	2002
	Oce NV
	10,5
	0,11535049
	-0,0683230
	1
	-0,068322981

	2003
	Oce NV
	12,15
	0,06571429
	0,1571429
	0
	0

	2004
	Oce NV
	11,26
	0,07325103
	-0,0732510
	1
	-0,073251029

	2005
	Oce NV
	12,19
	0,08170515
	0,0825933
	0
	0

	2006
	Oce NV
	12,39
	0,05168171
	0,0164069
	0
	0

	2007
	Oce NV
	12,38
	0,07102502
	-0,0008071
	1
	-0,000807103

	2002
	Ordina NV
	5,64
	0,04736842
	-0,5052632
	1
	-0,505263158

	2003
	Ordina NV
	9,41
	0,05496454
	0,6684397
	0
	0

	2004
	Ordina NV
	9,23
	0,04357067
	-0,0191286
	1
	-0,019128587

	2005
	Ordina NV
	14,49
	0,08450704
	0,5698808
	0
	0

	2006
	Ordina NV
	16,76
	0,04692892
	0,1566598
	0
	0

	2007
	Ordina NV
	12,2
	0,04474940
	-0,2720764
	1
	-0,272076372

	2002
	Randstad Holding NV
	8,55
	0,02811245
	-0,4277108
	1
	-0,427710843

	2003
	Randstad Holding NV
	19,23
	0,06900585
	1,2491228
	0
	0

	2004
	Randstad Holding NV
	28,95
	0,08632345
	0,5054602
	0
	0

	2005
	Randstad Holding NV
	36,69
	0,07253886
	0,2673575
	0
	0

	2006
	Randstad Holding NV
	52,4
	0,08476424
	0,4281821
	0
	0

	2007
	Randstad Holding NV
	27,02
	0,06316794
	-0,4843511
	1
	-0,484351145

	2002
	Reed Elsevier NV
	11,6831
	0,01561294
	-0,1227455
	1
	-0,122745499

	2003
	Reed Elsevier NV
	9,878
	0,03065111
	-0,1545052
	1
	-0,154505225

	2004
	Reed Elsevier NV
	10,0585
	0,03274448
	0,0182729
	0
	0

	2005
	Reed Elsevier NV
	11,8336
	0,04938410
	0,1764776
	0
	0

	2006
	Reed Elsevier NV
	12,9567
	0,05759448
	0,0949077
	0
	0

	2007
	Reed Elsevier NV
	13,6888
	0,09807204
	0,0565036
	0
	0

	2002
	Rodamco Europe
	40,25
	0,09001513
	0,0148764
	0
	0

	2003
	Rodamco Europe
	46,17
	0,08571429
	0,1470807
	0
	0

	2004
	Rodamco Europe
	58,4
	0,10049816
	0,2648906
	0
	0

	2005
	Rodamco Europe
	70,3
	0,24486301
	0,2037671
	0
	0

	2006
	Rodamco Europe
	100,8
	0,24210526
	0,4338549
	0
	0

	2007
	Rodamco Europe
	85,2
	0,16507937
	-0,1547619
	1
	-0,154761905

	2002
	Royal Boskalis Westminster NV
	6,4233
	0,10498341
	-0,3598019
	1
	-0,35980186

	2003
	Royal Boskalis Westminster NV
	6,97
	0,13803964
	0,0851120
	0
	0

	2004
	Royal Boskalis Westminster NV
	8,3
	0,05212769
	0,1908178
	0
	0

	2005
	Royal Boskalis Westminster NV
	18,75
	0,08875542
	1,2590361
	0
	0

	2006
	Royal Boskalis Westminster NV
	25
	0,07253333
	0,3333333
	0
	0

	2007
	Royal Boskalis Westminster NV
	41,66
	0,09520000
	0,6664000
	0
	0

	2002
	Royal Dutch Shell
	20,975
	0,05043944
	-0,2627417
	1
	-0,262741652

	2003
	Royal Dutch Shell
	20,9
	0,07628124
	-0,0035757
	1
	-0,003575685

	2004
	Royal Dutch Shell
	21,175
	0,10311000
	0,0131579
	0
	0

	2005
	Royal Dutch Shell
	25,78
	0,14457488
	0,2174734
	0
	0

	2006
	Royal Dutch Shell
	26,72
	0,12161784
	0,0364624
	0
	0

	2007
	Royal Dutch Shell
	28,75
	0,13563623
	0,0759731
	0
	0

	2002
	SBM Offshore NV
	12,2208
	0,04304720
	-0,0419041
	1
	-0,04190415

	2003
	SBM Offshore NV
	10,4472
	0,02525146
	-0,1451296
	1
	-0,145129615

	2004
	SBM Offshore NV
	11,3559
	0,02643101
	0,0869802
	0
	0

	2005
	SBM Offshore NV
	16,5819
	0,11475004
	0,4602013
	0
	0

	2006
	SBM Offshore NV
	25,3162
	0,07174238
	0,5267370
	0
	0

	2007
	SBM Offshore NV
	20,9915
	0,05147593
	-0,1708274
	1
	-0,170827375

	2002
	Super De Boer
	6,7908
	-0,12233715
	-0,7813771
	1
	-0,781377066

	2003
	Super De Boer
	9,4446
	0,02945161
	0,3907934
	0
	0

	2004
	Super De Boer
	4,08
	-0,17576181
	-0,5680071
	1
	-0,568007115

	2005
	Super De Boer
	2,84
	-0,13970588
	-0,3039216
	1
	-0,303921569

	2006
	Super De Boer
	2,86
	-0,13732394
	0,0070423
	0
	0

	2007
	Super De Boer
	3,41
	0,03146853
	0,1923077
	0
	0

	2002
	TNT NV
	15,0732
	0,05185196
	-0,3641958
	1
	-0,364195838

	2003
	TNT NV
	18,1171
	0,04084136
	0,2019412
	0
	0

	2004
	TNT NV
	19,4927
	0,07587473
	0,0759283
	0
	0

	2005
	TNT NV
	25,7561
	0,08483484
	0,3213203
	0
	0

	2006
	TNT NV
	31,7853
	0,07446974
	0,2340882
	0
	0

	2007
	TNT NV
	27,561
	0,06249241
	-0,1329011
	1
	-0,132901058

	2002
	Unilever NV
	19,5166
	0,03249795
	-0,1108610
	1
	-0,110861048

	2003
	Unilever NV
	17,2833
	0,04816413
	-0,1144308
	1
	-0,114430792

	2004
	Unilever NV
	16,4433
	0,03702997
	-0,0486018
	1
	-0,04860183

	2005
	Unilever NV
	19,2833
	0,06872100
	0,1727147
	0
	0

	2006
	Unilever NV
	20,7
	0,06171143
	0,0734677
	0
	0

	2007
	Unilever NV
	25,15
	0,06376812
	0,2149758
	0
	0

	2002
	Unit 4 NV
	4,42
	0,03834197
	-0,5419689
	1
	-0,541968912

	2003
	Unit 4 NV
	8,77
	0,11538462
	0,9841629
	0
	0

	2004
	Unit 4 NV
	11,4
	0,04903079
	0,2998860
	0
	0

	2005
	Unit 4 NV
	12,16
	0,06052632
	0,0666667
	0
	0

	2006
	Unit 4 NV
	17,85
	0,05838816
	0,4679276
	0
	0

	2007
	Unit 4 NV
	19,5
	0,04425770
	0,0924370
	0
	0

	2002
	Van Der Moolen NV
	20,5
	0,04496124
	-0,3643411
	1
	-0,364341085

	2003
	Van Der Moolen NV
	6,92
	-0,02048780
	-0,6624390
	1
	-0,662439024

	2004
	Van Der Moolen NV
	5,68
	0,05924855
	-0,1791908
	1
	-0,179190751

	2005
	Van Der Moolen NV
	6,03
	0,05105634
	0,0616197
	0
	0

	2006
	Van Der Moolen NV
	4,45
	-0,28855721
	-0,2620232
	1
	-0,262023217

	2007
	Van Der Moolen NV
	2,89
	-0,44044944
	-0,3505618
	1
	-0,350561798

	2002
	Vedior NV
	5,44
	-0,09354120
	-0,5961396
	1
	-0,596139569

	2003
	Vedior NV
	12,4
	-0,22058824
	1,2794118
	0
	0

	2004
	Vedior NV
	11,99
	-0,07580645
	-0,0330645
	1
	-0,033064516

	2005
	Vedior NV
	12,52
	0,06839033
	0,0442035
	0
	0

	2006
	Vedior NV
	15,71
	0,08706070
	0,2547923
	0
	0

	2007
	Vedior NV
	17,22
	0,08656906
	0,0961171
	0
	0

	2002
	Wereldhave NV
	53,5
	0,11248808
	0,0200191
	0
	0

	2003
	Wereldhave NV
	59,35
	0,11046729
	0,1093458
	0
	0

	2004
	Wereldhave NV
	80
	0,14001685
	0,3479360
	0
	0

	2005
	Wereldhave NV
	79,65
	0,11550000
	-0,0043750
	1
	-0,004375

	2006
	Wereldhave NV
	100,9
	0,20753296
	0,2667922
	0
	0

	2007
	Wereldhave NV
	74,72
	0,10327056
	-0,2594648
	1
	-0,259464817

	2002
	Wolters Kluwer NV
	16,6
	0,04492188
	-0,3515625
	1
	-0,3515625

	2003
	Wolters Kluwer NV
	12,4
	-0,01445783
	-0,2530120
	1
	-0,253012048

	2004
	Wolters Kluwer NV
	14,77
	0,03709677
	0,1911290
	0
	0

	2005
	Wolters Kluwer NV
	17,08
	0,05822613
	0,1563981
	0
	0

	2006
	Wolters Kluwer NV
	21,79
	0,06088993
	0,2757611
	0
	0

	2007
	Wolters Kluwer NV
	22,48
	0,05048187
	0,0316659
	0
	0


� Summaries of all IFRS standards can be found at the website of International Accounting Standards Boards (�HYPERLINK "http://www.iasb.org/"�www.iasb.org� )


� The commitment to disclosure is a decision by a firm to disclose before it knows the content of the information. This commitment should have a stronger economic consequence than voluntary disclosure, which is a decision to disclose after the firm knows the content of the information and can be reversed in the future.
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