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Abstract
Since 1 January 2005, all companies listed on a stock exchange in Europe are required to comply with International Financial Reporting Standards (IFRS). The adoption of IFRS is focused on improving the transparency and comparability of public listed firms. In this Master Research, a research is performed to investigate the economic consequences of the mandatory IFRS introduction in The Netherlands. The focus of this research is on Price Impact, Bid-Ask Spread and Cost of Capital. In general heterogeneity in economic consequences due to the mandatory IFRS adoption in The Netherlands exists.

This study focuses on the economic consequences experienced by public listed companies in The Netherlands and in more detail the differences between AEX and not-AEX listed firms. The defined hypotheses will clarify whether or not IFRS has a significant impact on the different economic consequences AEX and not-AEX listed firms experience in the three years before and after the mandatory IFRS introduction as of January 1, 2005. Performed empirical tests did not result in homogeneity in experienced economic consequences by AEX and not-AEX listed firms due to the IFRS adoption.
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1 Introduction

1.1 Background

A firm’s annual financial report has to give a true and fair view of the presented figures and disclosed information. In accordance to the recently occurred accounting scandals, like Worldcom, Parmalat, Ahold, and Enron, this true and fair view is being questioned. The European Commission decided that International Financial Reporting Standards (IFRS) became mandatory in use for firms that are listed on European exchange markets. IFRS primarily implies to increase the transparency and the comparability of companies financial statements. 
Since 1 January 2005, all companies listed on a stock exchange within European jurisdiction are required to use International Financial Reporting Standards (IFRS). The adoption of IFRS is focused on improving the transparency and comparability of public listed firms. This Master Research will perform a research to investigate the economic consequences of the mandatory IFRS introduction in the Netherlands. The focus of this research will be on Price Impact, Bid-Ask Spread and Cost of Capital.
The adaption of IFRS is creating organizational transparency with aiming purposes as reducing information asymmetry, uncertainty, and estimation risk. In general, a lower cost of capital and higher market liquidity would be expected because of this transparency. Cross-border investments should be encouraged by removing barriers of communications that are created by having different national accounting standards (Whittington, 2005).

Listed firms in The Netherlands are quoted on the Euronext stock Exchange in Amsterdam. These firms are divided by several indices. The first is Amsterdam Exchange Index (AEX). This index is composed of the twenty-five most actively traded (highest trading volumes) securities on the Euronext stock exchange. As second, there is Amsterdam Midcap Index (AMX). This index is composed of the following twenty-five securities with the largest trading volume (numbers twenty-six till fifty). The third index is Amsterdam Small cap Index (AScX). This index is composed of the numbers fifty-one until seventy-five of trading securities measured by trading volumes. The remaining trading securities are not grouped within a specific trade index and are listed as “local securities”.   

All organizations that are listed on a European stock exchange market upwards of 1 January 2005 are required to consolidate financial statements in accordance with International Financial Reporting Standards. In addition, comparative figures of 2004 had to be recalculated in accordance with the new IFRS standards. All Dutch-listed organizations with a book year started upwards of 1 January 2005 had to comply with IFRS standards.

As described before, the Dutch stock exchange market is divided into several indices. The AEX-index consists of twenty-five companies with the highest trading volumes of securities. The contemporary expectations related to these companies are that financial experts will or have reviewed and analyzed these companies into detail and will consequently represent the most comparability and transparent companies within the exchange market. In this Master Research, the twenty-five firms of the AEX-index upwards of 1 January 2005 are compared with remaining Dutch-listed firms on the Euronext stock exchange upwards of 1 January 2005 regarding to developments on cost of capital, information asymmetry and market liquidity.

1.2 Objectives

The objective of this research is to investigate the impact of the mandatory IFRS adoption on the Price Impact (liquidity), Bid-Ask Spread and Cost of Capital of Dutch-listed firms comparing the AEX-index to not-AEX listed firms. These two groups of companies have a different trading volume and market value on Euronext stock exchange in Amsterdam. There are a large and increasing number of international reporting studies, but there is not much research and analysis done about heterogeneity in the economic consequences of mandatory IFRS adoption. For example, Hung and Subramanyam (2007) focused on the homogeneity of the financial statement effects of adopting International Accounting Standards (IAS) during 1998 to 2002. The conclusion of this research stated that total assets and book value of equity as well as variability of book value and income, are significantly higher in accordance with IAS than German GAAP. Some studies have been conducted to compute a broad set of earnings for firms that apply IAS and compare them to those for firms using local GAAP and U.S GAAP. Other research projects focused on the effects on cost of capital generated by IFRS reporting, which resulted in mixed evidence. Cuijpers and Bruijink (2005) did not found significant differences across local GAAP and IFRS adapted firms in the European Union. Daske (2006) presents evidence that German IFRS firms have higher costs of equity capital than local GAAP firms. None of these studies focused on Dutch-listed companies or on the heterogeneity in the economic consequences of a mandatory IFRS adoption. The objective of this research is to observe the heterogeneity in the economic consequences due to the mandatory IFRS adoption by AEX-listed and not-AEX listed companies on the Euronext stock exchange in Amsterdam.

This study will focus on two groups of companies within the Netherlands to observe the economic consequences on cost of capital and market liquidity after the IFRS adoption, compared to the same period of time before the IFRS adoption. These economic consequences will be analyzed per group and will then be compared in order to identify economic consequences. 

In the Netherlands, all listed companies with a book year upwards of 1 January 2005, have fully adopted IFRS standards, and the country has a well-established and functioning economy. The Dutch stock market Euronext in Amsterdam divides securities by measuring trading volumes and total market value. Therefore, the selected country and the two groups of securities are representing ideal composition of information to conduct an empirical study on the economic consequences on the cost of capital and market liquidity caused by the mandatory IFRS adoption within a country. 
This research will contribute an accountant by increasing understanding of how International Financial Reporting Standards (IFRS) can influence the presentation and valuation of assets and liabilities of a company, in relation to cost of capital and market liquidity. For investors, this study will contribute by comparing economic consequences of the investigated companies. This information will support decision making for new investments with the same or new investment terms. For analysts, this study is relevant to compare the companies and trends in economic consequences due to transparency and market valuation by investors due to the mandatory IFRS adoption. 

1.3 Problem definition

The main research question of this master research is the following: 

“Does significant differences exist related to economic consequences which AEX-listed and not-AEX listed firms experience as a result of the mandatory IFRS introduction in The Netherlands?” 
To answer the main research question, the following sub questions will be answered:

1. What is the content of the term economic consequences of accounting standards, and who are influenced by these consequences?

2. What is the content of the terms cost of capital, market liquidity and Bid-Ask Spread and how do they relate to economic consequences of accounting standards?

3. What were the accounting requirements in The Netherlands before the IFRS introduction in The Netherlands?

4. What are the consequences related to accounting standards because of the mandatory IFRS introduction in The Netherlands?

5. Which research models are used to measure economic consequences due to a change in accounting standards and what findings are concluded based on prior research?

By answering the five sub questions, the main research question can be answered. Next, the methodology and structure of this research will be outlined.
1.4 Methodology

The methodology to measure the economic consequences of the mandatory IFRS adaption for Dutch-listed firms will be examined by means of a literature study. The outcome of a detailed literature review will be used to determine the potential advantages and disadvantages of each research method. To answer the research question and the four hypotheses the correct sample period have to be selected. The mandatory IFRS adoption in the European Union was dated 1 January 2005. To conduct scientific research that can compare the economic consequences before and after the mandatory IFRS adoption for Dutch-listed firms, an equal time period before and after the introduction have to be analyzed. 

The sample period will be three years before the mandatory adoption (2002 to 2004) and three years after the mandatory IFRS adoption (2005-2007). This sample period is set because of the economic crisis that started in 2008 and will not be included in the research. The reason for excluding the economic instable timeframe is because it will be difficult to determine control variables to eliminate other influences than the IFRS adoption resulting in economic consequences. For the selected sample periods, two groups of companies will be selected. The first group will be the AEX-listed companies that were in that index for the total period of 2002 until 2007, and the second group will be the remaining Dutch-listed companies that were listed in the period 2002 until 2007. All the companies that were switched from AEX-listed to other or the other way around will be excluded from this research. 

To conduct the empirical tests, the following components are needed: 1. variables indicating the accounting standards that firms follow before and after the mandated IFRS adoption date, 2. a benchmark sample, 3. proxies for the economic consequences of IFRS reporting, 4. a set of control variables to account for known determinants of these proxies. 

The main purpose of the empirical tests is to analyze whether the adoption of IFRS reporting has capital-market effects for Dutch-listed firms. Consequently, a binary indicator variable will be defined, Mandatory IFRS, that takes on the value of one for all fiscal years of Dutch-listed firms ending on or after the mandated IFRS adoption date of December 31, 2005, and zero otherwise. 
1.5 Limitations

As signaled in the previous paragraph, the best testing method will be determined after a detailed literature review. A limitation related to this research can be the incorrectness or incompleteness of the model. Another limitation can be inherent business risk, this risk could generate a correction variable for the cost of capital and market liquidity of the AEX-listed companies and other Dutch-listed companies.  

When analyzing the outcomes of the used testing model, another limitation can be the determination of depending variables. It might be that these depending variables do not have enough supporting evidence to be responsible for the outcomes. This can occur because of no fully integrated control variables in the used testing modules. This weakness will be covered by using enough control variables to support the conclusions based on the dependent variables used in the testing model.
1.6 Structure

The structure of this master research can be defined as followed: Chapter 2 describes the backgrounds of economic consequences of accounting standards by answering the question: What are “economic consequences”? In addition, determine the impact of these consequences on economic decision-making and the impact on the capital market. Chapter 3 describes the content of the terms cost of capital and market liquidity in relation to the main research question. In chapter 4, the accounting principles of Dutch-listed companies before the mandatory IFRS introduction are outlined. In chapter 5 the in chapter 4 outlined accounting principles are compared to IFRS (Dutch-GAAP versus IFRS); the key-differences in the principles will be examined and supported with their underlying reasons. These differences are grouped by balance sheet items, income statement items and special topic items. Prior research on measuring economic consequences will be outlined in chapter 6. After the detailed literature review in chapter 6 the final research design is determined and presented in chapter 7. In chapter 8 and 9 the results and summary based on the empirical testing will be described to formulate a conclusion on the main research question.    

2 Economic Consequences of accounting standards
Consequences of new accounting standards can have impact on economic, social, or political scale. The Economic consequences can be approached from a perspective of financial statement preparers and of financial statement users. This prospective is by several researchers argued to be too narrow. Victor H. Brown stated in 1990 that it is argued that economic, social, and political consequences beyond those identifiable from a preparer or user perspective often result and deserve assessment in the standard setting process. He also stated that in a similar way, arguments are advanced that public policy considerations, such as domestic economic growth and stability or promoting the competitiveness of an economy in the global arena, should be included in standard setting decisions (Brown, Sep 1990).

In this chapter the sub question, “What is the content of the term economic consequences of accounting standards, and what or who are influenced by these consequences?” will be answered. The definition of economic consequences will be provided from the point of view of several researchers. Furthermore, the impact on judgment and economic decisions, the impact on the capital market and the economic consequences of IFRS upon involved parties, are outlined in this chapter. 
2.1 What are “economic consequences of accounting standards”?

Changes in accounting standards can result in economic consequences for the adopter. These consequences are important for decision-making activities for a management team of the company. Zeff (1978) describes economic consequences as, ”impact of accounting reports on the decision making behavior of business, government, unions, investors, and creditors”. When a new accounting standard is determined, for example IFRS or an exposure draft of a new accounting standard will have impact on the economic decision-making. However, before a new accounting standard is introduced, a lobby of different involved parties exists to realize an outcome that they prefer. More information and details related to possible involved parties will be outlined in paragraph 2.2. 

Economic benefits and costs are important consequences in relation to changes in accounting standards. Regulatory bodies that are responsible for accounting standard creations have to be aware of both of these consequences, while making decisions on implementing new accounting standards. In order to define the economic benefits and costs resulting from a new accounting standard, the values have to be allocated to the different segments in the society that are effected by them. In this way, judgments on accounting standards could be aggregated to societal cost or benefit of adopting the standards and the manner in which the costs and benefits would affect the wealth distribution (Brown, 1990). This approach is only possible in the ideal world. In real life it is impossible to allocate economic benefits and costs with such an agree of precision. Consequently standard-setters have to focus on  general purposes of financial reporting, which is to provide complete and accurate information that is useful for economic decision making by investors, creditors and all the other users of financial statements. By focussing on the general purpose of financial reporting the economic consequences of adopting new accounting standards are reflected by improving decision usefulness of the provided information. When decision usefulness of the information provided have increased, it will also possible affect the cost of capital and market liquidity of the information provider.

Economic benefits due to a change in accounting standards are not easy to identify or measure, because these will have qualitatively impact on the financial reporting. Therefore, it will not be possible to put a direct monetary value on the economic benefits. Economic benefits resulting from a change in accounting standards will be more behavioral than a direct allocated profit. One of the economic benefits of a new accounting standard can be the improved general public confidence in financial markets, due to more transparency resulting in a more efficient allocation of capital resources. Another economic benefit can be the increased credibility of the financial statements of a single entity, resulting in an improved accessibility to capital markets and possible lower costs of capital. An economic benefit due to a new accounting standard can be increased utilities. An external user gains from improved accounting information, in which the user can make a better selection between different investment options. Also economic benefits of new accounting standards, includes increasing management efficiency as a result of accountability to shareholders, investors and others who can make better informed evaluations and comparisons.


As described before, the economic benefits due to adopting a new accounting standard are based on qualitative aspects and are difficult to measure in quantitative aspects. Based on the improved transparency, trust, and comparability by adopting new accounting standards, the companies will experience positive benefits on the capital markets although these are hard to identify and quantify.  

Economic costs due to changes in accounting standards can be allocated to three main groups. These groups are involved by processes needed for the creation of accounting standards.  The first group can be identified as ”the prepares” of the financial statements. The second group is the users of financial statements and the third group are the standard setting bodies. For each group the economic costs due to changes in accounting standards will be outlined in the upcoming paragraphs.

Preparers of financial statements have to make economic costs for collecting, processing, and understanding of the information required by the new accounting standard. Furthermore, the costs of the audit of the financial statements and costs for distribution of information to those who must receive it can increase. Besides the direct costs, there can also be an indirect costs resulting from changed investor and creditor decisions, affecting corporate capital costs and availability. To measure the internal performance, prepares often use external reporting standards. If the external accounting standard is not functional anymore for internal objectives, the company has to make costs for designing a new performance method. Another potential economic cost of financial statement prepares can arise from adverse competitive effects resulting from required additional disclosures. This has been most frequently cited in relation to business segment disclosures, but it has broader implications as well (Brown, 1990).

When a change in accounting standards is defined by standard setting bodies, the users of financial statements have to make costs for new analysis, understanding, and interpreting methods. Furthermore, additional costs can be made for processing excessive information, and for rejecting information that is not necessary.

Parties that are involved in the standard setting process have to make costs as well. These costs are integrated in researching, developing, debating and promulgating of new accounting standards.

Besides the earlier outlined economic benefits and costs, there are other economic consequences of accounting standards by looking in a broader perspective. Prepares of financial statements can take actions directly in response to changed accounting standards in only own interest situations. For example, if an accounting standard requires, instead of a cash basis, to take an account on an accrual basis. In this case the preparers will probably account the liabilities as low as possible. This can influence the structure of employees’ healthcare and pension schemes provided by the company. This will be a negative social economic consequence resulting from a change in accounting standards. 

Another economic consequence from broader perspective is that in reality there are much more users of financial statements than just investors and creditors. Compensations received from the government are usually based on the figures presented in the financial statements. If due to a change in the accounting standards, ratios, or earnings will be modified. This can have a direct cash flow impact on the receivables from governmental institutions. Such negative cash flow impact must be considered as an economic consequence by the accounting standard setting responsible bodies before introducing a change in accounting standards.

An important consequence on scale of global economy is a change in the competiveness of one country to another, or between continents. This is due to a change in accounting standards for that specific region. For example, the introduction of IFRS is focused on improving the transparency of all listed firms in Europe. By this mandatory introduction, all listed firms in the European Union Europe have to comply with these standards and an unfair competitive impact does not exist. With more in-depth analysis, comparison of Europe (IFRS) to America (US GAAP), the accounting standard setters of Europe have to consider the competiveness of new accounting standards compared to the rest of the world.    

Obviously not all economic consequences are easy to measure on economic scale. It depends whether the economic consequences of a change in accounting standards are desirable or not. In case of a not desirable economic consequence a judgment is required. The establishment of this judgment is equal for political, social and moral aspects as it is exclusively economic.  Due to the importance of the before signaled, the next paragraphs the involved parties, the impact on judgment decisions, and the impact on capital markets and economic consequences of IFRS are further outlined.

2.2 Involved parties

In evaluating economic consequences due to a change in accounting principles, several parties are involved. First, there are the standard setting bodies, as second there are the users of financial reports, as third there are the management of the companies, in the fourth segment are the public auditors and finally, academics will also play a role.


The standard setting bodies have an important political, social, moral, and economic responsibility. These regulatory bodies have to consider the possible impact on all of these aspects by introducing a change new accounting standard. 


Users of financial statements will lobby with standard setting bodies to influence the outcome of the standard setting process in favor of the organization in terms of comparability and transparency.


Management teams of firms, in other words the preparers, will lobby as well with standard setting bodies to influence the outcome in favor for individual companies.


Public auditors will provide possible solutions to standard setting bodies to resolve and clarify accounting issues, in order to improve clarity of the applicable standards. In addition, this segment will lobby with standard setting bodies to realize the best possible outcome for the capital market and the profession for maximum transparency and comparability of firms.  Public auditors lobby with standard setters in order to reduce the complexity of the standards in advantage to current clients and themselves.


Academics perform consequently empirical research on the impact of change in accounting standards and will consequently have constructive input for standard setting bodies, with possible economic consequences resulting from certain changes implemented in the past. 
2.3 The Impact on judgment and economic decisions
The management of a company will not always explicitly pronounce that a change in an accounting standard have directly influenced the economic decision making process. For example, the management of a firm will never announce that the issuance of a new accounting standard will result in a different stock option plan for its employees. In all situations, several other factors exist that can play a role. Therefore, the management will pronounce that changes made are due to a result of combinations of factors.  
In 2006 a research has been conducted towards the economic decision making consequences resulting from the IFRS introduction specific to the impact of IAS 32 on prefenrece shares (De Jong, Rosellón and Verwijmeren 2006). The conclusion of this research is that 71% of the firms that are affected by IAS 32, buy back their preference shares or alter the specifications of the preference shares in such a way that the classification as equity can be maintained. The main determinant of the decision making process, whether to give these consequences to IAS 32, is the magnitude of the impact of IAS 32 on a firm’s debt ratio. This conclude that IFRS does not only lead to a decrease in use of financial instruments that otherwise would have added to the capital structure diversity, but also changes firms’ real capital structure  (De Jong, Rosellón and Verwijmeren 2006). This research confirms that the change in an accounting standard (introduction IFRS) can have significant impact on the economic decisions made by the management of firms. 

Another research which is relevant as an example for the impact of changes in accounting standards based on judgment and economic decisions has been conducted by Swinkels in 2006  (Swinkels, 2006). Swinkels found that listed companies in The Netherlands stated that the introduction of IFRS is the main reason for transforming the pension scheme. Swinkels also concluded that the research suggest that most Dutch companies have recently changed their defined-benefit scheme from traditional final-pay to an average-pay scheme. Although many companies seem to be considering switching to defined-contribution, only a handful have adopted the new way of working (Swinkels, 2006). Although the outcome of this research is possibly outdated for current situation. It gives another example of the impact of a new accounting standard based on judgment and economic decision making by  management of firms.   
Even when a management team of firms are not willing to pronounce that a change in a accounting standard have impacted their judgment and economic decision making the aforementioned examples of research conclusion, reflects a direct impact on the decision making process of the management of a firm on specific items. 

2.4 The impact on the capital market

In this chapter, the possible impact on the capital market due to a change in accounting standards will be outlined. The capital market is primarily defined by investors and creditors. The introduction of a new accounting standard (for example IFRS) has often the purpose to improve the transparency and comparability of firms. Due to this increasing transparency and comparability, a change in accounting standards will have a direct impact on the capital market. This impact will be reflected by a change in cost of capital and market liquidity.

In 2004 Aboody et al. investigated the relation between share price and stock-based compensation expenses that are disclosed, but not recognized under SFAS No.  123 (Aboody, 2004). Aboody found that investors view SFAS No. 123 expense as an expense of the firm, and as sufficiently reliable to be reflected in their valuation assessment  (Aboody, 2004). This research is an example which reflects the impact on the capital market due to increasing transparancy by additional disclosures.

Another study performed by Dechow, Hutton and Sloan in 1996, presents the results of a study regarding to the approaches in evaluating the nature and extent of the predicted economic consequences of accounting for employee stock options in the United States (Dechow, Hutton and Sloan 1996). The results indicate that investors do not share corporate America’s concerns that expensing employee stock options would have negative economic consequences. Additional tests show that corporate America’s opposition to expensing is concentrated in firms that use options extensively for top executives, rather than in firms with overall levels of option usage. This study concludes that the Exposure Draft of the FASB in 1993, regarding expensing of employee stock options (change in accounting standards) would not have economic consequences true the eyes of investors.

Summarized, the study of Aboody (additional disclosures) reflects a significant impact on the capital market while the study of Dechow (expensing stock options) reflects no impact on the capital market. To determine whether or not a change in an accounting standard has significant impact on the capital market, first research have to be done true die eyes of the capital market (investors and creditors).
2.5 The economic consequences of IFRS

Reporting standards were invented to set a formalized method for recording and reporting the economic activities of businesses. If the capital market become more assure that the financial statements of a company represent a true and fair view of their financial performances, there will be a liquid market to trade securities on. In addition, due to increasing transparency the cost of capital can be reduced. Market liquidity is affected by lower transaction costs and a narrower bid-ask spread. The introduction of IFRS was focused on improving transparency and comparability of firms, and consequently the aforementioned economic benefits are possible results for companies adopting these reporting standards.

The direct measurements of economic consequences of IFRS are not simple matters. In several research studies a range of approaches are used to investigate which economic consequence the adoption of IFRS in reality reflects. Based on literature review, there can be concluded that IFRS adoption will in have a favorable impact on economic benefits in many instances (Epstein, 2009). Information that is more detailed will be outlined in chapter six and seven.

2.6 Summary

In this chapter the sub question “What is the content of the term economic consequences of accounting standards and who are influenced by these consequences?” has been answered. First, the extent of economic consequences is defined as “The impact of accounting reports on the decision making behavior of business, government, unions, investors, and creditors”. Next, the possibly economic costs and benefits due to a change in accounting principles are outlined. These are approached from the perspective of the financial statement preparers, users, and parties involved in the standard setting process.  The impact on judgment and economic decision making, due to a change in accounting standards, are exposed by a number of examples related to the IFRS adoption and decisions on preference shares and pension schemes. The impact on the capital market due to improved disclosures is significant when relevant items have to be disclosed which can be integrated in the valuation formulas of investors and valuators. Finally, the economic consequences of the IFRS adoption are outlined and defined as possible lower cost of capital and higher market liquidity due to more transparency and better comparability of firms. In the next chapter the content of the terms cost of capital, market liquidity and bid-ask spread is outlined.
3 Cost of capital and market liquidity

In this chapter the sub question, “What is the content of the terms cost of capital, market liquidity and Bid-Ask Spread and how do they relate to economic consequences of accounting standards?” will be answered. First, the content of cost of capital and different models to measure cost of capital will be outlined.  Second, the definition market liquidity will be researched. Third, the relation between the Bid-Ask Spread cost of capital and market liquidity will be outlined. Finally, in the summarization the key-findings are presented.   
3.1
Cost of capital

Cost of Capital is the return on investment that investors and creditors of firms demand for the providing of capital. The cost of equity(capital) is represented by dividend payouts and the cost of liabilities is reflected by interest payments. To determine the demanded return on investment investors and creditors correlate this return to the perceived riskiness of the investment. Higher riskiness will result in a higher cost of capital and a lower riskiness in a lower cost of capital. 

Riskiness of an investment depends on several factors. This concerns the going concern assumption, and the company’s profitability. Another important factor is the risk that the financial statements of a company do not report a true and fair view of the entity’s economic performance. This last factor relates mainly to the sub question to be answered in this chapter. If due to a change or new accounting standard the riskiness that companies do not report a true and fair view in their financial statements will decrease it is also expected that the cost of capital will decrease.  

A research by David Easley and Maureen O’Hara conducted in 2004 concludes that precise accounting information directly lowers a company’s cost of capital because it reduces the riskiness of the asstets to be acquired (Easley, 2004). This conclusion reflects a direct correlation between the accuracy of accounting information and the cost of capital of a company. Another interesting implication of this research conclusion is that companies can influence thair own cost of capital based on the accuracy and quantity of accounting information provided to investors and creditors. Now different kind of risk which may influence the cost of capital of company are outlined.

A specific type of risk for determining the riskiness by investors and creditors for companies is the accounting risk. This implies for example the risk that accounting principles do not intent to reflect the economic (fair) value of assets. Historical cost accounting is an example of an accounting principle that does not intent to represent the economic (fair) value at balance sheet date. Investors and creditors of companies have to set off this type of accounting principles for example fair value accounting to determine the risk appetite for their investments. Because due to the complexity of measurements and estimates in addition fair value accounting can be influenced negatively 
When the users of financial statements such as investors and creditors are not able to process and understand the content of the financial information provided this will also be an accounting risk. This understanding can be influenced by the complexity and quantity of information provided by disclosure in financial statements. By making investment decisions the average investors and creditors will perceive a greater risk to the investment and accordingly should request a higher return on investment which result in higher cost of capital for the company  (Epstein, 2009). The introduction of a new accounting standard which is focused on more transparency and comparability of companies can result in mitigation of this accounting risk, an example of such an accounting standard is IFRS. 
Besides the risk, that accounting standards do not realize a relevant recent economic fair value of the assets of a company a risk exists that investors and creditors experience due to the possibility that a company does not fully comply with the accounting principles used to prepare the financial statements (Epstein, 2009). This risk depends on the external control environment in which the company operates. For example, the supervision of regulatory authorities and the expertise of the auditors. In The Netherlands, the “Autoriteit Financiële Markten” (AFM) is an example of a supervising regulatory authority. Investors and creditors will allocate a lower risk to companies which operate in strong regulated countries and have assigned a well-known external audit firm to audit their financial statements, this will also result in a lower demand on return on investment and consequently in lower cost of capital for the firm. 

Based on the findings outlined, in general a lower accounting risk allocated to a company by investors and creditors will result in a lower demanded return on investment and consequently in a lower cost of capital for the company. In chapter seven and eight this prediction will be reflected by research on Dutch-listed companies which mandatory adopted IFRS in 2005.

3.2
Market liquidity

First, the content of liquidity will be examined. In general, liquidity is described, as an asset is easily convertible into cash. Cash is the perfect form of liquidity. Liquidity is often expressed in time, volume, and costs. Time refers to resiliency, this means the speed with which pricing errors caused by uninformative order-flow shocks are corrected or neutralized in the market (Hallin Marc, 2011). Costs refer to tightness, for example the accepted price for immediacy in resolving the trade. In addition, volume refers to depth; this means the maximum volume that can be traded in one time without price variations (Hallin Marc, 2011).
Reporting standards were invented to set a formalized method for recording and reporting the economic activity of businesses. If the capital market becomes more assured that, the financial statements of a company represent a true and fair view of their financial performances a liquid market will exists to trade their securities. Market liquidity is affected by lower transaction costs and a narrower bid-ask spread.
Market liquidity refers to the aim to understand commonness in liquidity across trade securities (Hallin Marc, 2011). Several researches have performed on market liquidity, for example Pastor and Stambaugh (2003), Acharva, and Pederson (2005). The characteristic of these studies is that they used a single liquidity measure to analyze the impact on market liquidity. Korajczyk and Sadka (2008) on the other hand conducted research by using several liquidity measures to analyze the impact on market liquidity.  
Important elements to express market liquidity are time, volume, and costs. These components need to be included in a research model to measure the impact on market liquidity caused by a change in an accounting standard. Further details are outlined in chapter six, seven, and eight.

3.3
Bid-Ask Spread

The Bid-Ask Spread relates to the costs of a transaction for trade securities. If an investor wants to buy shares of a security, he will quote a bid price on the market. Another investor wants to sell the same type of shares in a security and quotes a ask price on the market. The difference between the two prices is the so-called Bid-Ask Spread (Callahan, 1997). 

A Bid-Ask Spread reflects the compensation for the services of the dealer. The bid price is below the current price of a stock and includes a concession for direct buying. On the other hand the ask price is above the current market price and includes a premium for immediate selling.

Several researchers such as Glosten and Harris (1988) and Stoll (1989) have determined that the Bid-Ask Spread is composed of three types of costs which the dealer has to compensate. First, order-processing costs related to the dealers costs of arranging trades and clearing the transactions. Second, inventory-holding costs related to the dealers costs of carrying the inventory of stocks to be able to trade on demand. Third, adverse selection costs which relate to information flows in capital markets. The adverse selection component of the bid-ask spread reflects the degree of information asymmetry risk perceived by the dealer (Callahan, 1997). Callahan et al (1997) conclude in their research that improved accounting information can help reduce transaction costs and firms cost of capital. 
3.4
Summary
In this chapter the sub question, “What is the content of the terms cost of capital, market liquidity and Bid-Ask Spread and how do they relate to economic consequences of accounting standards?” have been answered. Cost of Capital is the return on investment that investors and creditors of firms demand for the providing of capital. The cost of equity(capital) is represented by dividend payouts and the cost of liabilities is reflected by interest payments. To determine the demanded return on investment investors and creditors correlate this return to the perceived riskiness of the investment. In general a lower accounting risk allocated to a company by investors and creditors will result in a lower demanded return on investment and consequently in a lower cost of capital for the company. The models to measure cost of capital are in general equal but differ on the number of years they will pronounce expectations.
Market Liquidity is often expressed in time, volume, and costs. Time refers to resiliency, this means the speed with which pricing errors caused by uninformative order-flow shocks are corrected or neutralized in the market  (Hallin Marc, 2011). Costs refer to tightness, for example the accepted price for  immediacy in resolving the trade. In addition, volume refers to depth, this means the maximum volume that can be traded in one time without price variations  (Hallin Marc, 2011). All these three components need to be included in a research model to measure the impact on market liquidity caused by a change in an accounting standard.

The Bid-Ask Spread relates to the costs of a transaction for trade securities and can be an important depending variable for research at the influence of accounting information on transaction costs and cost of capital.

In the next chapter the accounting principles of Dutch-listed firms before the IFRS introduction in The Netherlands will be outlined.
4
The accounting principles of Dutch-listed firms before the IFRS introduction in The Netherlands
Before the IFRS introduction for European listed companies in 2005, the European companies had to compose their financial statements in accordance with the national applicable accounting principles. These national accounting principles are described as General Accepted Accounting Principles (GAAP). In this chapter the sub question, ´What were the accounting requirements in The Netherlands before the IFRS introduction in The Netherlands?´ will be answered. The historical financial culture, law setting and habits in financial reporting of a country affects in an important way the process of standard setting and the applicable accounting principles. The culture and habits with respect to financial reporting are depending on the historical social and law structure. In this perspective, there are two main economical social models. First, the Anglo-American model (common-law structure) that is in use in the United Kingdom, and in the United States of America. Second, the Continental European model which is in use by Continental European countries (code-law structure).

First, the general purpose of financial statements is outlined in this chapter. Next, to understand the different historical developments in common-law and code-law structures related to accounting principles the differences between the Anglo-American and Continental European models are pointed out. Further, the applicable accounting principles in The Netherlands before the IFRS introduction are described in more detail. Last, the developments in economic consequences due to changes in accounting standards in The Netherlands before the IFRS introduction are outlined.

4.1
General purpose of financial statements

The basic requirement of financial reporting in a financial statement is to represent a true and fair view of the company’s assets, liabilities, and result of the year. Financial statements are prepared for the purpose of providing financial information to external users. Every external user will have his information requirements for a wide variety of purposes. A preparer of financial statements will consequently have to provide enough detailed financial information to meet the information requirements of the different external users. The management has to decide in accordance with the applicable framework how an economic event or transaction will be presented in the financial statements of the company. GAAP differs in every country but will in most cases provide several manners of processing in the financial administration. The main purpose of the decision-making on accounting choices by management should be to provide financial statements with reasonable assurance that there is no material misstatement presented in accordance with the applicable accounting principles.

As signaled before, there is a wide variety of external users of financial statements. External users of financial statements can be employees, suppliers, creditors, shareholders, government, and the social public in general. Employees of a company will use the financial statements to get an overview of the overall performance by the company over the years and to determine of long term goals are realized. Suppliers of a company will be interested in the short-term liquidity ratios presented by the financial statements to make sure the company is capable to pay for the supplies delivered and invoiced and to determine which credit limit is set for the company. Creditors provide long-term debts to a company and will consequently be interested in the liquidity ratios presented by the financial statements to determine if the company is capable to repay these long term debts in the future, creditors will also use the financial statements to set the loan conditions based on the risk of the specific company. Shareholders are interested in the overall financial performance of the company presented in the financial statements to determine to expand or to withdraw their investment. The government and the social public in general use the financial statements for a wide variety of purposes. Examples of governmental and public interest in financial statements are the determination of taxable amounts and to define laws and regulations to maximum directors’ remunerations in the public sector.
4.2
Anglo-American model versus Continental European model

One of the economical items the Anglo-American and Continental European models refer to is the corporate governance models that are in use by the two models. The main difference between the corporate governance models is the one-tier and two-tier board of directors. Anglo-American companies use the one-tier board model, in the board system both executive as well as non-executive directors are represented in one board. Continental European companies use the two-tier board model, in the model there is a management board that consists of all executive directors and a supervisory board that consist of the non-executive board members. 
Another aspect with important economical impact in which the Anglo-American and Continental European model differs is the law structure. The Anglo-American model is based on common-law and the Continental European model is based on code-law. A common-law system is primarily based on the principle that it is unfair to treat similar disputes different in various cases. The Code-law system is based on the historical Roman law, where common-law is primarily based on interpretation by judges code-law is focused on detailed and specified codified laws.  

In this paragraph the impact on the development on accounting standards of both the Anglo-American as well the Continental European model with respect to the corporate governance structures and applicable law structures are outlined. This is relevant because this study is about Dutch-listed companies and these use the Continental European model, to understand the historical differences in developments in accounting standards this model is compared with the Anglo-American model.

Corporate governance


In 2001, Hubert Ooghe researched the differences between the two corporate governance models related to Anglo-American and Continental European countries in their business context (Ooghe, 2001). This study reflects several differences between the Anglo-American and Continental European model such as, shareholder concentration, shareholder identity, liquidity of the market and mutual shareholdings (Ooghe, 2001). 


Shareholders in Anglo-American countries have in general a low percentage of the total outstanding share capital of listed firms compared to shareholders in Continental European countries. The main reason for this difference is that in Anglo-American countries much more companies trade their shares at stock markets compared to Continental European countries. This implies that in Anglo-American countries shareholders can relatively spread their investments over more companies than shareholders in Continental European countries can. Therefore, in Anglo-American countries the focus will be on accounting standards and financial reporting to be able to compare the high volume of individual listed companies. In continental European countries, the focus will be on accounting standards and financial reporting to be able to compare the listed companies between different countries.


In Anglo-American countries, the identity of shareholders differs from those in Continental European countries due to laws and regulations and different trading habits. For example, in Anglo-American countries it is not allowed for financial institutions to buy shares in listed companies on their own behalf while they have in Continental European countries concentrated ownerships of many public traded companies (Ooghe, 2001). 


Because of the high volume of listed companies in Anglo-American countries, the liquidity of the market is higher compared to Continental European countries. This is because in Continental European countries, many companies are privately held and the shares of these companies are consequently more difficult to transfer which has a negative influence on the market liquidity.


Differences related to mutual shareholdings refer to less transparency in Continental European countries of the ownership-structure of a company. For Anglo-American companies in general more laws exists and regulations that have limited the complexity of the ownerships structures.
Law structures


In addition to the differences as outlined earlier in the corporate governance structures, this paragraph will describe the differences in economic consequences regarding to financial statements and accounting practices due to the law structure in which a company operates. Common-law is applicable for Anglo-American companies and Code-law is applicable for Continental European countries. 

First, a difference in the influence exists that the auditing profession has in a country due to the applicable law-system additional to the differences due to corporate governance structures. The need to use professional judgment by public auditors is bigger in common-law countries compared to code-law countries. Therefore, the audit profession has more influence in common-law countries on the standard setting process and is less determinative in Code-law countries.


Another important influence of the applicable law-system in a country on the accounting practices is the level of separation between accounting principles and tax laws and regulations. The accounting principles in Code-law countries are strong affected by the applicable tax laws and regulations whereas the accounting principles in Common-law countries are developed separately from the tax laws and regulations. This difference is caused by the level of judgment in Common-law countries against the codified laws and regulations in code-law countries.
4.3
Historical developments of accountancy in The Netherlands

Since 1928, it is statutory for Dutch large-sized companies to request an auditor’s opinion by the external financial statements. During the sixties, there were about fifteen accounting associations active in The Netherlands. These associations did not have a harmonist set of professional standards and they did not co-operate with each other.
The accountancy profession was not protected by law and consequently everybody could grant himself the title “accountant”. In addition, the activities of the profession were not captured by any laws or regulations. Besides the general audit activities the public auditor could provided several advisory services without offending the law.

In 1962 the Dutch government introduced the “Wet op de Registeraccountants (WRA)” to protect and formalize the profession and the title of the accountant. Since this law was introduced, only the Certified Public Accountants were allowed to provide an auditors opinion by the financial statements. In this same period, an institution called “Koninklijk Nederlands Instituut van Registeraccountants (NIVRA)” was established to promote and ensure the quality of the public accountants. Registration at NIVRA for Certified Public Accountants was set mandatory.

In 1974 in the Netherlands, the title “accountant-administratieconsulent (AA)” was introduced. These accountants provide their services mainly to small and medium-sized companies. The supervision on these accountants is coordinated by the institution called “Nederlandse Orde van Accountant-Administratieconsulenten (NOvAA)”. Registration at NOvAA for AA-accountants was set mandatory.

As at 1 October 2006, the Dutch government introduced the law “Wet toezicht accountantsorganisaties (Wta)”. This law is introduced to formalize the supervision on accountancy firms and the “Autoriteit Financiële Markten (AFM)” is charged with the supervision and enforcement of this law.

In November 2007, the “Commissie Eindtermen Accountantsopleiding (CEA)” defined the required levels of education for both AA as well as RA accountants in The Netherlands in accordance the European directive 2006/43/EG.

As per 1 December 2010 the Dutch accountants institutions NIVRA and NOvAA are merged into a new combined organization called “Nederlandse Beroepsorganisatie van Accountants (NBA)”. 

Historical development in the twentieth century has developed the accounting profession in The Netherlands into a strong-regulated and respected profession.

4.4
The accounting principles in The Netherlands

As signaled before the general purpose of financial statements is to represent a true and fair view of the company’s assets, liabilities and result of the year. Dutch-GAAP is the reflection of laws & regulations set by the Dutch civil code and national standard setting bodies. They are determined by:

· Title 9, BW2 and other parts of the Dutch civil code where accounting principles are determined

· Jurisprudence of the Commercial Chamber and the Supreme Court
· Directives and expressions of the Dutch Accounting Standards Board 

· Directives as superscript by the “Nadere voorschriften Controle- en overige standaarden (NV COS)”
· General business economical opinions and usages

The before signaled laws and regulations, codes and standard setting bodies are not of equal importance in relation to enforceable standards. Jurisprudence can be defined as a more specific interpretation of the Dutch civil code by the judge and is of more importance than general business economical usages. Further the directives and expressions of the Dutch Accounting Standards Board should be interpreted as authoritative when preparing financial statements in accordance with Dutch-GAAP (KPMG, 2011/2012).

Before the IFRS introduction in The Netherlands for listed firms the national laws and standard setting bodies were of determinative importance for the development of the Dutch General Accepted Accounting Principles. The current and before the IFRS introduction applicable corporate governance structure in The Netherlands is the two-tier board model and the applicable law-system is Code-law. 

The general purpose of Dutch-GAAP is to compose financial statements in accordance with the principles of proper bookkeeping. This means that all companies with limited liability need to compose their financial statements in accordance with the accounting principles of Dutch GAAP, this includes listed and non-listed Dutch companies. Medium-sized and large-sized companies based on their total assets, net turnover and average number of employees during the year has to be audited by a public auditor.

The external financial statements of a company composed in accordance with Dutch-GAAP are the basis for the tax calculations in The Netherlands. Although there is a difference between the so-called “commercial financial statements” and “fiscal financial statements” In general there are no significant differences between the fiscal and accounting standards, and if there is a difference it is in most circumstances temporarily. According to the tax-principles of code-law countries there is in The Netherlands a strong link between financial and fiscal laws and regulations.
4.5
Summary
In this chapter the sub question “What were the accounting requirements in The Netherlands before the IFRS introduction in The Netherlands?” have been answered. 
Before the IFRS introduction for European listed companies in 2005 the European companies had to compose their financial statements in accordance with the national applicable accounting principles. In The Netherlands these accounting principles are Dutch-GAAP. Developments and the standard setting process is influenced by historical habits and social structures in this perspective there are two main social economic and law-structure models. First, the Anglo-American model (common-law structure) used in the United Kingdom, and in the United States. Second, the Continental European model which is in use by Continental European countries (code-law structure).

The basic requirement of financial reporting in a financial statement is to represent a true and fair view of the company’s assets, liabilities, and result of the year. Financial statements are prepared for the purpose of providing financial information to external users. Every external user will have his information requirements for a wide variety of purposes. A preparer of financial statements will consequently have to provide enough detailed financial information to meet the information requirements of the different external users.
The general purpose of Dutch-GAAP is to compose financial statements in accordance with the principles of proper bookkeeping. Jurisprudence can be defined as a more specific interpretation of the Dutch civil code by the judge and is of more importance than general business economical usages. Further the directives and expressions of the RJ should be interpreted as authoritative when preparing financial statements in accordance with Dutch-GAAP (KPMG, 2011/2012). Medium-sized and large-sized companies based on their total assets, net turnover and average number of employees during the year has to be audited by a public auditor.

In the next chapter the consequences on accounting standards comparing IFRS and Dutch-GAAP are outlined.

5 The consequences on accounting standards comparing IFRS versus Dutch-GAAP
Since 1 January 2005 all listed companies in Europe have to prepare their consolidated financial statements in accordance with the International Financial Reporting Standards. Before analyzes can perform regarding the economic consequences caused by the mandatory IFRS adoption of Dutch-listed firms it is necessary to research the differences between IFRS and Dutch-GAAP. Consequently in this chapter the sub question, “What are the consequences related to accounting standards because of the mandatory IFRS introduction in The Netherlands?” will answered. Prior research concluded that countries that are based on a code-law system would experience a greater impact on the General Accepted Accounting Principles compared to countries that are based on a common-law system (Epstein, 2009). GAAP in The Netherlands is based on a code-law system and consequently expectation will be that the mandatory IFRS adoption has a significant impact on the applicable accounting principles for Dutch-Listed firms. The purpose of the comparison of IFRS versus Dutch-GAAP in this chapter is not to provide a full comparison of all differences in detail, it will provide a global overview of the most significant differences.
5.1
The history and background of IFRS
In this paragraph a brief overview is presented of the history and background of the developments resulting in the implementation of the International Financial Reporting Standards (IFRS) in Europe. IFRS are principles-based standards adopted by the International Accounting Standards Board (IASB)
.
In 1973 the International Accounting Committee (IAC) was founded in London to provide accounting standards for developing countries that had not yet introduced their own local GAAP. In 2000 the European Commission announced its intention to require International Accounting Standards for consolidated financial statements of all companies listed on stock exchanges in Europe as per 1 January 2005 (Woods, 2011).

On 1 April 2001 the IASB was founded, on this date the board replaced the former International Accounting Standards Committee (IASC) that developed between 1973 and 2001 the reporting standards International Accounting Standards (IAS). The former IAS standards were adopted by the IASB and are further developed by name IFRS.
Over the last number of years the adoption of IFRS has gained considerable momentum around the world. An increasing number of countries have either moved to IFRS for financial reporting purposes or decided to adopt them at some point in the near future.
The main objectives of IFRS are
:

· to develop, in the public interest, a single set of high quality, understandable and enforceable global accounting standards that require high quality, transparent and comparable information in financial statements to help capital markets and other users make economic decisions.
· to promote the use and rigorous application of those standards; in fulfilling the objectives associated with the standards.
· to take account of, the special needs of small and medium-sized entities and emerging economies.

· to bring convergence of national accounting standards and International Accounting standards and International  Financial Reporting Standards (IFRS) to high quality solutions.

IFRS increases the worldwide comparability and transparency of financial statements of different companies. Due to this increasing transparency and comparability analysts, investors and creditors can easily compare companies cross border. On the other hand, it cannot expect that IFRS is the solution to all the deviations in financial reporting. For some standards there are several interpretations possible and because of that the comparability can decrease. IFRS consists of a lot estimated elements such as fair value and impairment, that is why there can exist invisible differences in the financial reporting of companies that comply with IFRS.
IFRS financial statements consist of (IAS 1.10)
:

· a Statement of Financial Position 

· a Statement of Comprehensive Income or two separate statements comprising an Income Statement and separately a Statement of Comprehensive Income, which reconciles Profit or Loss on the Income statement to total comprehensive income 

· a Statement of Changes in Equity (SOCE) 

· a Cash Flow Statement or Statement of Cash Flows 

· notes, including a summary of the significant accounting policies

An entity preparing IFRS accounts for the first time must apply IFRS in full for the current and comparative period although there are transitional exemptions
.
5.2 General accounting regulations IFRS versus Dutch-GAAP

In The Netherlands on the stock exchange listed companies are mandatory to prepare their consolidated financial statements in accordance with IFRS for annual periods beginning on or after 1 January 2005. The Dutch Civil Code also allows listed companies to prepare their stand alone financial statements in accordance with IFRS or Dutch-GAAP. Consequently, it is possible that Dutch-listed companies prepare their consolidated and stand alone financial statements on basis of different frameworks (IFRS and Dutch-GAAP. In this perspective it is important for the users of financial statements to understand the significant differences between IFRS and Dutch-GAAP, in that way they will get a better understanding of the actual financial performance and position of the Dutch-listed companies. 
Between 1998 and 2003 the Dutch Accounting Standards Board (DASB) implemented several of IFRS standards and interpretations into Dutch-GAAP to decline the differences between both accounting standards. Because of the IFRS regulations in the European Union, the most Dutch-GAAP principles were no longer applicable for the consolidated annual financial statement for listed companies. This tendency is changed in years after 2003. The DASB changed his strategy to consider first whether new IFRS principles are consistent or conflict with the Dutch Civil Code before implementation. Because of this change in the standard-setting process in The Netherlands, the number of differences between IFRS and Dutch-GAAP has increased. Further increasing of the differences between both accounting principles is expecting (Holla, 2006). Due to this increasing difference between IFRS and Dutch-GAAP a general overview of the most significant differences is valuable for both preparers and users of financial statements.
5.3 Preparing the financial statements IFRS versus Dutch-GAAP

Under Dutch-GAAP consolidation is focused on the legal ownership of the group instead of the “control approach” of IFRS. In general this difference will not have a significant impact, also the requirements when consolidated financial statements need not to be prepared are almost equal. The difference in the consolidation process between IFRS and Dutch-GAAP is expressed in the revaluation of assets to fair value under IFRS while in The Netherlands historical cost accounting is used.

IFRS requires that the financial statements consists of minimum the items as signaled in paragraph 5.1 but does not prescribe certain formats for these items. Unlike IFRS in Dutch-GAAP prescribed formats exists for the balance sheet, income statement, and cash flow statement. Further, under Dutch-GAAP provisions are a separate category of the liabilities in the balance sheet, IFRS does not make this specific difference in the category liabilities. Another significant difference between IFRS and Dutch-GAAP in preparing the financial statements is the quantity and detail of required disclosures.
Finally, unlike IFRS under Dutch-GAAP it is required to prepare in addition to the consolidated financial statements the stand-alone financial statements of the parent company.

5.4 Balance sheet items IFRS versus Dutch-GAAP

First, the general differences from the balance sheet perspective between IFRS and Dutch-GAAP will present in this paragraph. Next, some significant differences between the standards in individual balance sheet items will be outlined (Holla, 2006).

Dutch-GAAP enables entities to classify the part of a line item that includes a combination of items that will be realized before and after 12 months of the reporting date as current assets or classify the total amount as non-current assets and disclose the amount expected to be realized within 12 months. IFRS requires in this situation a classification as non-current asset with disclosure of the amount that will be realized after 12 months of reporting date. 

IFRS requires classifying provisions as current or non-current assets based on the definition of these balance sheet categories while on the other hand Dutch-GAAP requires classifying provisions as a separate heading in the balance sheet.

With respect to property, plant and equipment (PPE) there are several significant differences between IFRS and Dutch-GAAP. First, Dutch-GAAP does not require unlike IFRS to review useful lives, residual values, and methods of depreciation on an annual basis. Second, PPE can consist of separately individual items with different depreciation rates. In this circumstance IFRS requires to account for each component separate whereas Dutch-GAAP permits to account for the item as one part. Further, Dutch-GAAP does not provide unlike IFRS specific guidance with respect to the frequency of revaluations analysis for PPE and intangible assets.

IFRS does not permit the LIFO-method for valuation of stock. For this valuation IFRS only allows the methods of specific identification, FIFO and weighted average whereas Dutch-GAAP permits all four methods for stock valuation.

Another specific balance sheet item with a significant difference between IFRS and Dutch-GAAP relates to the recognition of deferred tax assets and liabilities. Temporary deferred tax assets and liabilities are not recognized under Dutch-GAAP while under IFRS these are already recognized  when a probability of realization exists.

Concerning financial instruments under Dutch-GAAP derivatives are not always recognized on the balance sheet and when they are reported they can be measured either at cost or at fair value where IFRS requires that all derivates are recognized and reported at fair value. Further, IFRS requires that when impairment losses on the fair value are identified these are directly recognized. In general because of the fact that under Dutch-GAAP less accounting principles exists for financial instruments compared to IFRS they are more accounted for off balance.
5.5 Income statement items IFRS versus Dutch-GAAP

As signaled earlier Dutch-GAAP provides formats of income statements in which way the specific line items need to be presented. IFRS does not prescribe certain formats but has guidance available regarding the circumstances under which a change in classification can be made; this is for example applicable for government grants relating to biological assets (Holla, 2006).
Regarding to the recognition of share-based payments in the income statement Dutch-GAAP requires that costs of an employee share option plan are recognized at intrinsic value and are fully recognized at grant date while IFRS requires that equity-settled grants to employees are recognized at fair value and the costs of services are recognized over the period the services are received.

For financial income and expense IFRS prescribes that the effective interest method should be recognized for accounting the income / expense. Dutch-GAAP recommends this calculation method but does not require this.

Because of the existence of the so-called “fiscal unity” in The Netherlands Dutch-GAAP have unlike IFRS specific rules relating to the allocation of taxes amongst entities within this unity (Holla, 2006). 
5.6 Summary

This chapter reflects a comparison of Dutch-GAAP to IFRS to obtain a general overview of the most significant differences between the two accounting standards on the perspective of preparing the financial statements, specific balance sheet items, and income statement items. Consequently, the sub question that has been answered in this chapter is, “What are the consequences related to accounting standards because of the mandatory IFRS introduction in The Netherlands?” 

Based on the assumption that a predominantly code-law country will experience significant impact of changing the applicable accounting standards form GAAP to IFRS the findings are accordingly. From the perspective of preparing the financial statements, Dutch-GAAP is stricter in providing certain formats for presenting line items in the balance sheet, income statement, and cash flow statement. Additionally, Dutch-GAAP requires unlike IFRS to provide stand-alone financial statements in the consolidated financial statements of a company. With respect to the balance sheet and income statement the main difference is the fair value accounting of IFRS combined with the required detailed additional disclosures. 

In this perspective it is expected that Dutch-listed companies will experience significant impact on their accounting principles due to the change form Dutch-GAAP to IFRS as per 1 January 2005. 

In the next chapter different methods to measure economic consequences will be outlined.
6 Measuring economic consequences

The previous chapter reflects a static view on the differences between the accounting principles IFRS and Dutch-GAAP. This study is about to research the economic consequences due to the changes in accounting standards by the mandatory IFRS adoption of Dutch-listed firms. To establish empirical evidence for determining the specific impact on economic consequences by this mandatory adoption a suitable research model has to be composed. In this chapter the sub question: “Which research models are used to measure economic consequences due to a change in accounting standards and what findings are concluded based on prior research?” will be answered.  

First the already existing research models to measure the economic consequences due to a change in accounting standards are outlined. Next, an evaluation of the advantages and disadvantages of each research model will be outlined. Further, a summarization will be pointed out of all research findings and conclusions of prior research to economic consequences of accounting standards. Based on these aforementioned information and findings hypotheses will be developed to answer the main research question.  
6.1 Research Models

As signaled earlier, measuring economic consequences due to a change in accounting standards is difficult. The main reason for this difficulty is to determine whether or not the observed economic consequences in the period after the introduction of new accounting standards are all caused by these new standards. During the time several models have been developed to measure economic consequences due to the mandatory introduction of IFRS. In recent studies Daske et al (2009 and 2008), Armstrong et al (2009) and Christensen et al (2007) developed research models to measure the economic consequences of voluntary and mandatory IFRS adoption. Next, these models and the most relevant cost of capital models will be analyzed. After these analyses the best suitable model to measure economic consequences due to the mandatory IFRS for Dutch-listed firms will be defined.

Economic consequences models

Daske et al (2009)

Heterogeneity in economic consequences due to IFRS (Daske, 2009)
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Daske et al (2009) composed the before presented regression model to focus on cross-sectional differences in adoption effects and the drivers of these differences. In this formula EconCon stands for price impact, bid-ask spreads and cost of capital. IFRS indicates a binary variable with 1 for years under IFRS reporting and 0 otherwise. Serious IFRS Adopters stands for a binary classification to identify the incentives of firms to adopt IFRS. Controlsj are the control variables for the identified economic consequences. This model uses three dependent variables. First, measuring the illiquidity to capture the ability of an investor to trade in a security without moving its price (Daske H. L., 2009). The second dependent variable is the Bid-Ask Spread which is a proxy for information asymmetry by computing the median daily spread over the year. The third and last dependent variable in this model is the implied cost of capital computed as an average of the cost of capital models of Claus and Thomas (2001), Gebhardt et al (2001), Easton (2004) and Ohlson and Juettner-Nauroth (2005) which is further explained later on in this chapter. 
Daske et al (2008)
Firm-Year Analyses of the capital market (Daske, 2008)
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Daske et al (2008) use the before presented regression model to measure the liquidity, cost of capital and Tobin’s q proxies by measuring the economic consequences of voluntary and mandatory IFRS adoption. In this formula Controlsj presents the implemented control variables. The dependent variables consist of zero returns, price impact, total trading costs and the Bid-Ask spread. Zero returns represents the number of days in a year for which the stock has a zero daily stock return. The price impact represents the yearly median of illiquidity measure where the total trading costs consists of an estimate of total round trip transaction costs. Last, the Bid-Ask Spread is the yearly median of daily quoted spreads (Daske, 2008). The used control variables are firm size, share turnover, return variability, financial leverage, risk-free rate, forecast bias and asset growth.

Heterogeneity in the Capital-Market Effects (Daske, 2008)
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In this regression model Daske et al (2008) also use the Firm-Year design as outlined earlier. This model examines the cross-sectional variation (heterogeneity) in the capital market effects due to the mandatory and voluntary IFRS adoption by firms. The coefficients does not change compared to the first model except for the fact that the model implies only to IFRS adopters where the conditional variable is below or above the median The control variables and fixed assets are the same as in the first model (Daske, 2008).
Country-Month Analyses of the Liquidity (Daske, 2008)
[image: image4.png]AEconCon,, = 8 + 81 AIFRS Adoption Rategy, Interim,m
+ Z 8]- Conhvlsj- +n (3)




The third regression model Daske et al (2008) designed to measure economic consequences due to IFRS adoption is focused on the identification of capital-market effects around the introduction of mandatory IFRS adoption. The dependent variables are Zero Returns, Price Impact and the Bid-Ask Spread. The control variables are firm size and return variability at the market level. EconCon refers in this formula to liquidity measurement (Daske, 2008).
Armstrong et al (2009)

Cross-Sectional Analysis Market reaction on IFRS (Armstrong, 2009)
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In this regression model Armstrong et al (2009) test whether of firm characteristics explain cross-sectional variation in the market reaction to IFRS adoption events. To compute for cross-sectional correlation in the model the standard errors two-way standard errors based on two-way digit industry and country are calculated. Different qualitative and quantitative coefficients are implemented in the model to measure the economic consequences due to a change in accounting standards.

Christensen et al (2007)

Christensen et al (2007) examines the economic consequences of mandatory IFRS adoption by UK-listed firms. This research studies both the short-term price response to news of IFRS adoption and the changes in the implied cost of equity for a large sample of firms between a date before the mandatory adoption was excepted and a date by which mandatory adoption was definite (Christensen, 2007). 
Counter-factual proxy consequences IFRS adoption

Christensen et al (2007) first outlines three regression models which explains the development of the counter-factual proxy for UK firms to adopt IFRS in relation to voluntary IFRS adopters in Germany. This model uses the observed voluntary GAAP choices of German firms to predict the economic consequences of UK firms that adopt IFRS. The next three regression models are designed to explain the choice of German firms:
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Adopter is the dependent variable and has the value of one if a firm complies with an international accounting regime in 2002 and the value of zero otherwise. Next, FS reflects the foreign sales divided by total sales. Further DTM stands for the long-term debt divided by the sum of its long-term debt and market value. LMV is the natural market value and INDDUM reflects the industry to which a firm belongs.

To compute the counter-factual proxy for the willingness of a UK firm to adopt IFRS Christensen et al (2007) have developed the next four formulas: 
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In these formula’s Prl,j reflects the probability of voluntarily IFRS adoption by a firm and FSj, DTMj, LMVj, INDDUMk,j are proxies of foreign exposure, leverage, size and industry dummies for a firm in the UK. These dependent variables are compared to their German counterparts and are measured over the period 1998-2002.

Cost of capital models
In most models which measure economic consequences due to the IFRS introduction the cost of capital calculation has a significant contribution. Consequently, several cost of capital models and model-specific assumptions will be outlined. The main difference between the models is in general the number of years for which they will pronounce expectations for. 
Claus and Thomas (2001) 
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This cost of capital model uses the actual book values per share and forecasted earnings per share for a period over five years ahead. In this way it calculates the expected future residual income series. In this perspective residual income is defined as forecasted earnings per share less a cost of capital charge related to the beginning of the fiscal year book value of equity per share. Dividends are set to an equal percentage of the forecasted earnings (Daske, 2008)..

Gebhardt, Lee, and Swaminathan (2001)
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The model of Gebhart, Lee and Swaminathan (2001) uses the actual book values and forecast earnings per share over three years ahead to impute future expected residual income. After the explicit forecast of three years the residual income series is derived by linearly fading the forecasted accounting return on equity to the industry-specific median return (Daske, 2008).
Ohlson and Juettner-Nauroth (2005)
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This model uses one-year ahead forecasted earnings and dividends per share as well as forecasts of short-term and long-term abnormal earnings growth. The model requires a positive change in forecasted earnings to yield a numerical solution.
Modified price-earnings growth (PEG) ratio model by Easton (2004)
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This model uses one-year ahead and two year ahead earnings per share forecasts as well as expected dividends per share to derive a measure of abnormal earnings growth. The model embeds the assumption that growth in abnormal earnings persists in perpetuity after the initial period.
Meaning of variables (Daske, 2008):

Pt = 



market price of a firm’s stock at date t

bvt = 



book value per share at the beginning of the fiscal year

bvt+τ = 



expected future book value per share at date t+τ ,

where bvt+τ = bvt+τ−1 + xˆt+τ − dˆt+τ
xˆt+τ = 



expected future earnings per share for period (t+τ–1,

t+τ ) using either explicit analyst forecasts or future

earnings derived from the growth forecasts g , gst , and

glt , respectively

dˆt+τ = 



expected future net dividends per share for period

(t+τ–1, t+τ ), derived from the dividend payout ratio

times the earnings per share forecast xˆt+τ
g , gst , glt = 


expected (perpetual, short-term, or long-term) future

growth rate

rCT , rGLS , gOJ , rPEG =
implied cost of capital estimates calculated as the internal

rate of return solving the before valuation equations,

respectively
6.2 Research models evaluation

In this paragraph the advantages and disadvantages of the in paragraph 6.1 outlined models to measure economic consequences will be compared.
Economic consequences models

The regression model designed by Daske et al (2009) focuses on the heterogeneity in economic consequences due to the IFRS adoption between firms in the period of 1990 to 2005 across 30 countries. This model provides evidence for voluntarily and mandatory IFRS adoptions. The economic consequences in this model represents price impact, bid-ask spread and cost of capital. To measure these economic consequences proxies are used for market liquidity, information asymmetry and cost of capital. In this respect the dependent variables are illiquidity, Bid-Ask Spread and Cost of capital. Control variables are included in the research model to control for differences in adoption rates and time trends in IFRS adoption. The control variables are firm size, share turnover, return variability, financial leverage, forecast bias and expected inflation. Time series data  and the average cost of capital based on four models are used to compute the proxies for economic consequences.

Daske et al (2008) have composed three regression models to measure economic consequences due to mandatory IFRS adoption. The analyzed effects are market liquidity, cost of capital and firm value. To measure market liquidity the proportion of zero returns, the price impact of trades, total trading costs and bid-ask spreads are used as proxies. To compute the cost of capital the earlier outlined four cost of capital models are used and to calculate the firm value Tobin’s Q is used as a proxy. To eliminate the difficulty to find a suitable benchmark for the economic consequences due to the mandatory IFRS adoption a sample period before the mandatory introduction is included in the research model (2001 to 2005). The second regression model of Daske et al (2008) analyses if the estimated capital-market effects exhibit plausible cross-sectional variation with respect to the institutional framework of a country. The last regression model of Daske et al (2008) examines the market liquidity by month for firms who are for the first time reporting under IFRS. 


The combination of these three empirical tests give relevant evidence on changes in market liquidity, cost of capital and firms’ equity value with the possibility to use two timeframes for creating a benchmark sample. The biggest challenge to find a benchmark to identify economic consequences due to mandatory adoption is possible because of comparison periods before and after the IFRS adoption.

Armstrong et al (2009) regression model analyses refers to an event-study research design which relies on a degree of equity market efficiency that is sufficient to ensure the information related to each event is reflected in equity prices during the selected timeframe and is not biased. This model is focused on the perception of investors to assess positive and negative influences on the market reaction due to the mandatory IFRS introduction. The model computes two-way standard errors based on two digit industry and country to compare cross-sectional correlation. Because of the fact that the IFRS adoption resulted from a process that evolved over several years this model analyses the market reaction due to all 16 events in one rather than for each event separately (Armstrong, 2009). 

Christensen et al (2007) examines the economic consequences of mandatory IFRS adoption by UK-listed firms. This research studies both the short-term price response to news of IFRS adoption and the changes in the implied cost of equity for a large sample of firms between a date before the mandatory adoption was excepted and a date by which mandatory adoption was definite (Christensen, 2007). The focus of Armstrong et al. (2009) is on whether mandatory IFRS is good or bad as perceived by investors. The focus of Christensen et al (2007) is instead on the differences in the economic consequences of mandatory IFRS between firms that are likely to incur relative benefits and costs due to the decision. When firms have to mandatory adopt a new accounting standard the differences these firms within a country experience in economic consequences are of particular interest. All firms in a specific country have to comply with the new accounting standards and therefore there will be possible significant differences in the economic consequences companies experience which are in advantaged or disadvantaged (Christensen, 2007). 

After evaluating the advantages and disadvantages of each research model to measure economic consequences due to a change in accounting standards the model(s) used by Daske et al (2009) is the most suitable for conducting the research in this study. This because of the possibility to set a benchmark sample by time period and the possibility to use time0series data.
Cost of capital models

As signaled earlier the cost of capital models used by Daske et al (2008) compute the implied cost of equity capital. In the research the average over the four models is used to obtain a single estimate per firm-year observation. The main difference of the four models is the time period for which they pronounce expectations for. Claus and Thomas (2001) has a timeframe of five years, Gebhardt, Lee and Swaminathan (2001) has a forecast period of three years, Ohlson and Jeuttner-Nauroth (2005) uses one-year-ahead forecasted earnings and dividends as Easton (2004) uses one-year and two-year ahead forecasts. 


Reflecting the cost of capital models to the applicable timeframe of this study the model of Gebhardt, Lee and Swaminathan is the most suitable to conduct the research.
6.3 Prior research findings

In this paragraph the prior research findings related to economic consequences due to IFRS adoption will be outlined. In the previous chapters and paragraphs the background and possible models to measure economic consequences due to a change in accounting standards are described. The conclusions presented in prior research with respect to this subject have to be investigated to formulate expectations and hypothesis to conduct the research of this study.  In general there are two main groups where prior research studies can be allocated to. First, the group of studies which examines the stock market reactions to key events associated with the movement towards mandatory IFRS adoption. Second, the group of studies which focus on the actual effects of mandatory IFRS adoption in countries based on published IFRS financial statements (Daske, 2008).
Armstrong et al (2009) researched 16 important mandatory IFRS events between 2002 and 2005. The conclusion of this study is that a positive or negative reaction to the selected IFRS events will increase or decrease the likelihood of IFRS adoption by firms. In this perspective they find a more positive reaction for firms with lower quality information environments and for firms which are located in common law countries.

Comprix et al (2003) researched abnormal returns of firms on four event dates in 2000 which increases the possibility of mandatory IFRS reporting in the future. In general they find a negative market reaction based on the four selected event dates. In their empirical findings there is although a group of firms which experience positive returns on some of the events dates because of they are audited by one of the big five audit firms or they are located in countries with lower quality information environments (Comprix, 2003).

Christensen et al (2007) studied the market reaction of UK-listed firms to the possibility of mandatory IFRS reporting in the future. In general they conclude the average UK market reaction is small to this possible change to a new accounting standard. By using a proxy which relates to reactions by German GAAP and U.S GAAP firms they pronounce an expectation of adoption effects by UK firms. The research concludes that the stock price and the cost of equity capital of a UK firm will increase or decrease when the mandatory IFRS reporting is more or less expected to be enforced in the future. Definite implementation of IFRS will therefore increase the stock prices and decrease the cost of equity capital (Christensen, 2007).

Daske et al (2009) examines the economic consequences of voluntary adoptions around the world within the timeframe of 1990 to 2005. The focus of this research is on the heterogeneity in the economic consequences, recognizing that firms differ in their motivations to adopt IFRS. The conclusion of this research is that serious IFRS adopters experience economically and statistically significant declines in the price impact of trades, bid-ask spreads and cost of capital relative to label adopters and local GAAP firms (Daske H. L., 2009).

Daske et al (2008) provided early evidence on the capital-market effects of introducing mandatory IFRS reporting in 26 countries around the world. In this context this study provides evidence on the economic consequences due to the fact of forcing firms to change their accounting standards. The conclusion of this study focuses on market liquidity, cost of capital and Tobin’s q. Empirical tests result in statistically significant increasing market liquidity after mandatory IFRS adoption. Further, this study finds a decrease in the cost of capital and an increasing Tobin’s q (differences in expected discount rates and/or differences in expected future cash flows) after the mandatory IFRS adoption date (Daske, 2008).

 Capkun et al (2008) examined the effects and changes in characteristics of accounting numbers when a firm switched from local GAAP to IFRS. They find that earnings reconciliations of EU-listed firms in the transition year are value relevant (Capkun, 2008).

Platikanova (2007) researched the developments in liquidity and information asymmetry in four European countries after the IFRS adoption. The conclusion of this research is that the development of changes in liquidity is heterogeneous between countries although the total liquidity differences between the countries decreased after the IFRS adoption (Platikanova, 2007).

The before described findings and conclusions based on prior research represent on a high level a similar content on the different measured economic consequences but on a detailed level the outcomes differ. These findings and conclusions are the bases for drawing hypothesis in the next paragraph.

6.4 Hypotheses development

Related research as outlined in the previous paragraph have been analyzed and summarized. Consequently, based on this research in this paragraph the hypothesis to investigate in this study will be pointed out. Prior research is often focusing on a combination of voluntarily and mandatory IFRS adoption while this study concentrates on the economic consequences due to the mandatory IFRS adoption by Dutch-listed firms in The Netherlands. In this perspective the next hypotheses are formulated:

Hypothesis 1:

“The cost of capital for AEX-listed firms has not significantly changed in the three years after the IFRS adoption compared to the same period before the IFRS introduction in comparison to not-AEX listed firms.”

In the researched prior studies the empirical sample did not include The Netherlands neither the specific selection of AEX-listed versus other Dutch-listed firms. In this perspective this hypothesis does not conflicts with prior research. Daske et al (2008) researched the developments in cost of capital after the mandatory IFRS introduction in 2005. Besides The Netherlands is not included, this research does not compares a same timeframe before and after the mandatory adoption to evaluate weighted average outcomes. This comparison which has to be done for answering this hypothesis could lead to different results. 
Hypothesis 2:

“The market liquidity of AEX-listed firms has not significantly changed in the three years after the IFRS adoption compared to the same period before the IFRS introduction in comparison to not-AEX listed firms.”

Platikanova (2007) researched the developments in liquidity by comparing four European countries. An important finding of this research is the perceived heterogeneity in liquidity between companies and countries. By answering this hypothesis this finding can be compared to the findings of Platikanova (2007) and will be divided into the sub groups of AEX-listed and other Dutch-listed firms to be able to evaluate the developments in general and between sub groups within a country. Prior research does not answered an equal hypothesis.  
Hypothesis 3:

“The bid-ask spread of AEX-listed firms has not significantly changed in the three years after the IFRS adoption compared to the same period before the IFRS introduction in comparison to not-AEX listed firms.”
The Bid-Ask spread is often used in prior research as a proxy to measure capital-market effects. For example, Daske et al (2008) uses the Bid-Ask Spread together with zero returns, price impact and total trading costs to measure market liquidity. The adverse selection component of the bid-ask spread reflects the degree of information asymmetry risk perceived by the dealer  (Callahan, 1997). Callahan et al (1997) conclude in their research that improved accounting information can help reduce transaction costs and firms cost of capital. In this perspective it is relevant to answer this hypothesis for AEX-listed companies versus other Dutch-listed companies. 


Hypothesis 4:

“The economic consequences related to liquidity, bid-ask spread and cost of capital due to the mandatory IFRS introduction experienced by AEX-listed firms are not homogeny to the economic consequences experienced by not-AEX-listed firms in the three years after the introduction” 

Daske et al (2009) focused in their research on the heterogeneity in the economic consequences between serious and label adaptors of IFRS and find that serious adopters experience a positive impact on trades, bid-ask spreads and costs of capital. In The Netherlands all Dutch-listed firms should be serious adaptors as of January 2005, in this perspective it is relevant to answer this hypothesis to determine whether or not the impact on cost of capital and market liquidity of AEX-listed firms differs from other Dutch-listed firms. 

6.5 Summary

In this chapter the last sub question: “Which research models are used to measure economic consequences due to a change in accounting standards and what findings are concluded based on prior research?” is answered.


During the time several models have been developed to measure economic consequences due to the mandatory introduction of IFRS. In recent studies Daske et al (2009), Daske et al (2008), Armstrong et al (2009) and Christensen et al (2007) developed research models to measure the economic consequences of voluntary and/or mandatory IFRS adoption. The regression model designed by Daske et al (2009) focuses on the heterogeneity in economic consequences due to the IFRS adoption between firms in the period of 1990 to 2005 across 30 countries. This model provides evidence for voluntarily and mandatory IFRS adoptions. The economic consequences in this model represents price impact, bid-ask spread and cost of capital. The combination of the three empirical tests combined in the model of Daske et al (2008) give relevant evidence on changes in market liquidity, cost of capital and firms’ equity value with the possibility to use two timeframes for creating a benchmark sample. Armstrong et al (2009) regression model analyses refers to an event-study research design which relies on a degree of equity market efficiency that is sufficient to ensure the information related to each event is reflected in equity prices during the selected timeframe and is not biased. Christensen et al (2007) examines the economic consequences of mandatory IFRS adoption by UK-listed firms. This research studies both the short-term price response to news of IFRS adoption and the changes in the implied cost of equity for a large sample of firms between a date before the mandatory adoption was excepted and a date by which mandatory adoption was definite. 

The findings and conclusions based on prior research represent on a high level a similar content on the different measured economic consequences but on a detailed level the outcomes sometimes differ. These findings and conclusions are the bases for drawing hypothesis to conduct empirical tests and answer the main research question. A summary of the prior research findings is presented in the next table:
	Year
	Author(s)
	Object of study
	Sample
	Methodology
	Outcome

	2003
	Comprix, Muller and Stanford-Harris
	Study of abnormal returns on four IFRS event dates in 2000
	Four important IFRS events in 2000 for all European countries
	Regression model
	In general the returns decrease due to the announcements made in the IFRS events.

	2007
	Christensen, Lee and Walker
	The market reaction of UK-listed firms on IFRS
	Dependent variables for UK-listed firms over period 1998-2002
	Counter-factual proxy method
	The average UK market reaction is small to IFRS

	2007
	Platikanova
	Developments in liquidity and information asymmetry after IFRS
	Four European countries
	Regression model
	The developments in liquidity and information asymmetry are heterogeneous

	2008
	Capkun, Gazavan-Jeny, JeanJean and Weiss
	Changes in accounting numbers due to switch GAAP to IFRS
	European listed companies
	Regression model
	Earnings reconciliation in transition year of EU-listed firms decrease

	2008
	Daske, Hail, Leuz and Verdi
	Capital market effects of introducing mandatory IFRS
	26 companies around the world
	Firm-Year Analyses  regression model
	Increasing market liquidity and Tobin's q, decreasing cost of capital

	2009
	Armstrong, Barth, Jagolinzer and Reidl
	Impact of IFRS events on voluntarily IFRS adoption
	16 important IFRS events in the period of 2002 and 2005
	Cross-Sectional Analysis 
	A positive reaction lower quality environments and common law countries

	2009
	Daske, Hail, Leuz and Verdi
	The economic consequences of voluntary adoptions around the world
	30 firms over time period 1990-2005
	Multiple regression model
	Serious IFRS adopters experience significant benefits compared to label adopters


In the next chapter the research design to test the hypotheses will be outlined.

7 Research Design

The previous chapters present a background and the answers on the five formulated sub questions, based on the research four hypotheses are set. To test the hypotheses, in this chapter the research design will be outlined. Based on the findings in the previous chapters first the research approach is described. Next, the research methodology to test the hypotheses is presented. Further, in paragraph 7.3 the procedures and formulas to measure economic consequences are outlined. An important aspect to be able to rely on the outcomes of the empirical tests is to include control variables in the research design. Consequently, in the last two paragraphs of this chapter the control variables and collection of the required data to measure economic consequences will be clarified.  

7.1 Research approach

In research approaches two general recognized models exists. First, quantitative research which focuses on the quantitative facts associated with the problem definition to develop statistical expectations that describe the objectives, limitations and other statistical relationships which possibly exists in the problem (Anderson, 2001). Quantitative research is objective and suitable for large dataset analyses. Second, qualitative research refers to the meanings, the concepts, the definitions the symbols, characteristics and the descriptions of researched items. This model is more focused on the explanation and meaning of informative data. Qualitative research is subjective and more time consuming, more expensive and less suitable for large dataset analyses. In this perspective qualitative research is not always statistical supported by empirical research, therefore it does not control for variables for which quantitative research controls for. Because of a lack of statistical support qualitative research possibly will not meet the level of scientific relevance as a quantitative approach does.

In this research the relationship between economic consequences and mandatory IFRS introduction in The Netherlands will be studied. Therefore the objective of this research is to determine the relationship between two elements in a sample. In this perspective the quantitative research model is the most suitable. In addition, the qualitative research model will not fit because of the size of the applicable dataset in relation to scientific relevance and to conclude general findings.

A further subdivision in quantitative research is made by the technique used to conduct this type of research. The subdivision in quantitative research consists of a survey and experiment technique
. In a survey research data is collected by interviews and questionnaires. In general in this type of research the objective is to pronounce expectations for researched elements for a population based on a relative small data sample. By analyzing and evaluating of the responses empirical statistic evidence can be obtained. Experimental research reflects a process to produce specific outcomes. This type of research can be divided into laboratory experiments, quasi-experiments and simulations
. The characteristics of a quasi-experimental research are that almost all the elements of the other experimental research models are implemented in this model and it uses data of already existing groups (Maines, 2006).

The most suitable quantitative research model to study the economic consequences due to mandatory IFRS adoption in The Netherlands is not survey research. Economic consequences due to a change in accounting principles cannot be measured by questionnaires and interviews. The data used to measure economic consequences is exact and therefore not appropriate to collect by questionnaires or interviews. Experimental quantitative research will be applied in this study by using the quasi-experimental model to determine the economic consequences due to the Mandatory IFRS adoption in The Netherlands.

7.2 Research methodology

As concluded, the quantitative quasi-experiment research method will be used in this study. Economic consequences due to a change in accounting principles are generally measured by developments in price impact of trades, market liquidity and cost of capital. The focus of this research will therefore be on the measurement of the changes in these elements in relation to the mandatory IFRS adoption in The Netherlands. In recent literature the model to measure and identify heterogeneity between groups in economic consequences developed by Daske et al (2009) is widely accepted as a proper model to measure developments in price impact of trades, market liquidity and cost of capital over a certain time period. After evaluating the different models to measure economic consequences due to mandatory IFRS adoption it is clear that every model has certain limitations. The model developed by Daske et al (2009) uses a time-series approach and is able to measure differences in experienced economic consequences by separate groups. A challenge for models like developed by Daske et al (2009) which uses a time-series approach is the availability of all the required data over the selected time period. The study performed in this master research is focused on the economic consequences due to the mandatory IFRS adoption of Dutch-listed firms in the period 2002-2007. In this respect all the required data should be available over this time-period since public companies are obligatory to publish their financial statements every book year. The disadvantage of the time-series approach to have limited required data available will therefore be not applicable. Another challenge of the model of Daske et al (2009) is the developments in composition in the selected time period in the compared groups. This can be easily solved by only research firms which are all the selected time-period allocated to the same group. The used research methodology will therefore be based on the model of Daske et al (2009). 

7.3 The research model measuring economic consequences
In this paragraph the procedures to measure economic consequences experienced by Dutch-listed firms due to the Mandatory IFRS adoption are outlined. First the applicable regression model is presented without control variables. Next, the procedure steps to code the variables in the regression model are illustrated. Further the measurement of the dependent variables Price Impact, Bid-Ask Spread and Cost of Capital is explained. In paragraph 7.4 the applicable control variables are implemented in the regression model and the relation with the dependent variables is outlined. Determining the control variables is the last step in the development of the research model, than the data collection criteria can be set.
The used regression model represents the correlation between the identified economic consequences and the mandatory IFRS adoption in The Netherlands in the selected time-period. When a variable is fully correlated with another variable the coefficient is equal to 1 or -1. This means that when variable X increases or decreases with for example ten the fully correlated variable also increases or decreases with ten. 

In this phase of the research model the used regression model is presented without a detailed description of the control variables. The control variables will later on be added to the model and will now be stated as [image: image12.png]Y, BjControlsj
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EconCon =
Measured economic consequences on price impact (illiquidity), bid-ask spread and cost of capital
IFRS =
A binary variable that is coded as 0 if the period is before the adoption of IFRS (2002-2004) and is coded as 1 if the period is after the adoption of IFRS (2005-2007)
AEX IFRS ADOPTERS =
A binary variable that is coded as 1 if a firm is AEX-listed over the total time-period of 2002-2007 and is coded as 0 if a firm is not AEX-listed over the total time-period 2002-2007 (firms entering and leaving the AEX-index during the period 2002-2007 are excluded) 

ΒjControlsj =
Sum of control variables
To be able to perform a regression analyses with the before outlined regression model first the proxies to measure economic consequences (EconCon) have to be computed. These proxies are the dependent variables in the model and consist of price impact (illiquidity), Bid-Ask Spread (information asymmetry) and Cost of Capital. An increasing comparability and transparency of financial statements should result in a lower information asymmetry between investors and increase market liquidity. Also more detailed disclosures should result in a lower estimation risk for creditors and investors and therefore reduce the cost of capital (Daske H. L., 2009). In this perspective the dependent variables price impact, Bid-Ask Spread and Cost of Capital will reflect the economic consequences due to the mandatory IFRS adoption in The Netherlands.

The first dependent variable is price impact. This variable captures the price impact on trades what represents the ability of an investor to trade in a security without moving its price. The dependent variable Price Impact will be measured as the median daily price impact over the year based on the model developed by Amihud (2002). This formula is stated below and computes the price impact as the daily absolute price change in percent divided by monetary trading volume (Amihud, 2002). Days with no trading activities (zero returns) are excluded from the calculation.   
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. Dependent Variable: Bid-Ask Spread



 

ILLIQiy =

The median daily price impact (illiquidity) over the year

Riyd =


The return on stock i on day d of year y

VOLDiyd =

The respective daily volume in monetary volume



The second dependent variable is the Bid-Ask Spread. This proxy represents the information asymmetry (Lang, 2009). To compute this proxy the closing bid and ask prices are used to measure the daily quoted spread as the difference between the two prices divided by the mid-point (Daske H. L., 2009). For firm-year analyses the median daily spread over the whole year will be computed.

The third and last dependent variable is Cost of Capital. As signaled earlier in chapter six recent studies use the four common cost of capital models of Claus and Thomas (2001), Gebhardt et al (2001), Easton (2004) and Ohlson and Juettner-Nauroth (2005) to compute this proxy. These four models are in general consistent in their calculation method for cost of capital but differ in the period where the pronounce statements for. In this perspective the model which is most suitable for the time-period used in this research is chosen. The model composed by Gebhart et al (2001) uses a timeframe of three years, this is consistent with the selected time-frame before and after the mandatory IFRS adoption in The Netherlands. Therefore this model is used to compute the cost of capital.  
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Pt = 



market price of a firm’s stock at date t

bvt = 



book value per share at the beginning of the fiscal year

bvt+τ = 



expected future book value per share at date t+τ ,

where bvt+τ = bvt+τ−1 + xˆt+τ − dˆt+τ
xˆt+τ = 



expected future earnings per share for period (t+τ–1,

t+τ ) using either explicit analyst forecasts or future

earnings derived from the growth forecasts g , gst , and

glt , respectively

dˆt+τ = 



expected future net dividends per share for period

(t+τ–1, t+τ ), derived from the dividend payout ratio

times the earnings per share forecast xˆt+τ
g , gst , glt = 


expected (perpetual, short-term, or long-term) future

growth rate

rCT , rGLS , gOJ , rPEG =
implied cost of capital estimates calculated as the internal

rate of return solving the before valuation equations,

respectively
The next step in the research model is to code the binary variables of the regression model. Binary means that only one element of two options can be allocated to a variable, in this model it is the code “0” or “1” linked to the binary variables IFRS and AEX IFRS ADOPTERS.
 IFRS is the first binary variable in the model. The code “0” is allocated to the variable for each year before the mandatory IFRS adoption in The Netherlands, this represents the period 2002-2004. For the period 2005-2007 the code “1” is allocated to the variable IFRS. In this way the regression model makes a distinction between the period before and after the mandatory IFRS adoption in The Netherlands. 

The second binary variable is AEX IFRS ADOPTERS. Dutch-listed firms that are AEX-listed during the total period of 2002-2007 are coded as “1” and Dutch-listed firms that are not AEX-listed in the total time-period are coded as “0”. In this way all firms that have entered or leaved the AEX-index during the time-period of 2002-2007 are left blank and are therefore not included in the research model. The focus of this study is on two separate groups amongst Dutch-listed firms, these two groups consists of AEX-listed firms over the total period of 2002-2007 and other Dutch-listed (not AEX) over the total period 2002-2007. In this perspective firms that switch between those two groups in the selected time-frame have to be excluded due to possible incorrect comparison of the outcomes.

In the next paragraph the control variables included in the regression model will be clarified. After adding the control variables the regression model will be finalized.

7.4 Control variables

The definition of a control variable is stated as followed: “a variable that is held constant or whose impact is removed in order to analyze the relationship between other variables without interferences”
. The regression model used in this research will measure the economic consequences due to the mandatory IFRS adoption in The Netherlands. In this model the economic consequences are reflected by Price Impact, Bid-Ask Spread and Cost of Capital. The focus is on the three years before the IFRS introduction and the three years after the IFRS introduction. By adding control variables to the regression model other elements which have possible impacted the economic consequences will be eliminated or held constant to realize pure impact analyses of the influences of the mandatory IFRS adoption in The Netherlands on the economic consequences. In this perspective and based on earlier research findings firm size, share turnover, return variability and financial leverage are added to the regression model as control variables. Each control variable will now be outlined in more detail.

Firm size

Controlling for firm size is necessary because larger should experience more economic consequences due to a change in accounting standards compared to smaller firms in relation to the used proxies to measure economic consequences (Chordia, 2000). In this perspective for the proxies’ price impact, bid-ask spread and cost of capital the control variable firm size is the market value of equity measured as the stock price times the number of outstanding shares (Leuz, 2000) following Chordia et al (2000) and Leuz et al (2000). Firm size is displayed as ”SIZE” in the regression model.
Share turnover

For share turnover will be controlled for the proxies price impact and bid-ask spread, this control variable is not applicable for cost of capital due to its characteristics. It is important to control for share turnover for price impact and bid-ask spread to eliminate the impact of high or low trading volumes for the different firms in the selected time period. By controlling for share turnover the impact of the variety in trading volumes is removed. Share turnover is calculated as the monetary trading volume during the year divided by the market value of outstanding equity (Daske H. L., 2009). Share turnover is displayed as ”STURNOVER” in the regression model.
Financial leverage


Financial leverage reflects the ratio of total liabilities to total assets (Daske H. L., 2009). This control variable is only applicable for the proxy cost of capital. A high financial leverage ratio will result in a high impact on the economic consequences on cost of capital due to the high exposure on interest-bearing debt (Hail, 2009). By controlling for financial leverage on cost of capital the impact of variances between debt/total asset ratios of firms is removed in the regression model. Financial leverage is displayed as ”LEV” in the regression model.

In paragraph 7.3 the regression model was outlined with the control variables displayed as [image: image16.png]Y, BjControlsj



. Based on the selected control variables the regression model can now be finalized. After implementing the four control variables in the regression model the next formula is the result:

[image: image18.png]EconCon = B, + B,(IFRS) + B, (AEX IFRS Adopters) + B; (SIZE) +
B, (STURNOVER) + . (LEV)’
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7.5 Data collection

In this research the economic consequences due to the mandatory IFRS adoption in The Netherlands which Dutch-listed firms on the Euronext Stock Exchange experience are measured. The selected time-period represents an equal three year period before and a three year period after the mandatory IFRS introduction (2002 – 2007). Two groups of Dutch-listed firms are separated, the first group represents AEX-listed firms during the selected time-period and the second group consists of the other Dutch-listed during the same time-period. The financial data required for this research is obtained from the Thomson ONE Banker database, through this database data of Thomson Financial, Worldscope and Datastream is obtained. The following criteria are set to compose the final sample:  

· AEX-listed and other Dutch-listed firms on the Euronext Stock Exchange

· Firms that have adopted IFRS for the first time from January 1, 2005

· Firms that are AEX-listed or other Dutch-listed during the total period 2002-2007

· Firms for which all required data over the time-period 2002-2007 is available

As outlined earlier in this chapter, this research is focused on the economic consequences due to the mandatory IFRS adoption experienced by public companies in The Netherlands listed on the Euronext Stock Exchange. Private companies are not included in this research for two main reasons. First, private companies were not required to adopt IFRS as of January 2005. Second, private companies are not obligated to publish as much detailed information as is required for public companies. Due to these circumstances it is not relevant to include private companies in the sample size. According to the Thomsen ONE Banker database in The Netherlands in total 451 public companies exist. This amount includes both active and inactive companies and companies which are located in The Netherlands without trading their securities on the Euronext Stock Exchange in Amsterdam. By selecting for country code The Netherlands (NLD) and for exchange Amsterdam (AMS) 115 unique firms remain. The reason for excluding firms that are located in The Netherlands but do not trade their securities on the Euronext Stock Exchange in Amsterdam is to mitigate the risk that the findings for Dutch entities are influenced because of the listing on different stock exchanges.  

The next selection criterion for the sample is the first-time adoption of IFRS as of January 1, 2005. Because the focus of this study is on the mandatory IFRS adoption by Dutch-listed companies on the Euronext Stock Exchange this criteria is set to determine that all researched companies in the time-period 2002-2004 have used GAAP to prepare their financial statements and to determine that the companies in the sample have applied IFRS in the time-period 2005-2007. Worldscope database provides a variable called WS.AcctgStandardsFollowed that indicates which accounting standards are applied by a company in a certain year to compose the financial statements. After this selection of the 115 companies 110 companies remain.

Next, the sample of the remaining 110 companies is divided into two groups to determine whether or not these groups experience different economic consequences due to the mandatory IFRS adoption. The first group consists of all companies that have been AEX-listed during the entire period of 2002-2007 and the second group consists of companies that are not AEX-listed during the entire period 2002-2007. Due to this distinction the companies that have been added or removed from the AEX-index during the period 2002-2007 are excluded from the sample to mitigate the risk of false comparison between the two groups. The website www.behr.nl provides historical compositions of the AEX-index
. After this selection of the 110 companies 102 companies remain. This sample consists of 14 AEX-listed companies and 88 not AEX-listed companies.  

The last selection criterion is the availability of the required data to perform the outlined regression analysis. 25 companies have missing data on one of the variables and are therefore excluded from the sample. 

After elimination of all public listed companies in The Netherlands that do not meet the selection criteria a final sample of 13 AEX-listed and 64 not AEX-listed firms remain. Resulting in a total sample size of 77 Companies. To be able to perform the regression analysis in appendix A the selected items from the used databases are outlined. In the next chapter the outlined research design is performed.

8
Tests and analysis


This research is focused on the economic consequences that listed firms in The Netherlands experience as a consequence of the mandatory IFRS adoption as of January 1, 2005. The time-period is set to three years before and three years after the mandatory adoption, this reflects the period 2002-2007. In this research the dependent variables for economic consequences are price impact, bid-ask spread and cost of capital. As signaled in chapter seven the listed firms in The Netherlands are divided in two groups of AEX and not-AEX listed. First the dependent variables of the two groups have to be measured over the selected time period. In table 1 the descriptive statistics of the dependent variables are presented. In this table GAAP represents the time-period before the mandatory IFRS adoption (2002-2004) and IFRS represents the time-period after the mandatory IFRS adoption (2005-2007). Because the selected time-period reflects three years before and three years after the mandatory adoption the column “N” have to be divided by three to reflect the number of firms observed (192/3= 64 not-AEX and 39/3= 13 AEX).

Table 1: SPSS, Descriptive statistics of Dependent variables (incl. outliers)

	AEX / not-AEX
	GAAP - IFRS

	
	
	Mean
	N
	Std. Deviation
	Minimum
	Maximum

	
	
	
	
	
	
	

	not-AEX
	Price Impact
	GAAP
	.0011411
	192
	.00644941
	-.01441
	.04185

	
	
	IFRS
	.0030500
	192
	.03797168
	-.21533
	.34842

	
	Bid-Ask Spread
	GAAP
	.0301269
	192
	.04954681
	-.07626
	.33577

	
	
	IFRS
	.0175074
	192
	.02880167
	.00267
	.19809

	
	Cost of Capital
	GAAP
	.0337494
	192
	.06547866
	-.00631
	.84461

	
	
	IFRS
	.0236279
	192
	.01413177
	-.00254
	.06769

	AEX
	Price Impact
	GAAP
	.0191497
	39
	.23613641
	-.90472
	.45397

	
	
	IFRS
	-.1437248
	39
	.34294714
	-1.47999
	.22727

	
	Bid-Ask Spread
	GAAP
	.0021413
	39
	.00206279
	.00026
	.00997

	
	
	IFRS
	.0011941
	39
	.00080754
	.00022
	.00372

	
	Cost of Capital
	GAAP
	.0305725
	39
	.01786031
	.00277
	.06961

	
	
	IFRS
	.0238833
	39
	.01327231
	.00085
	.04777


The results of the descriptive statistics of the dependent variables and control variables are all measured as proportions computed by the formulas as presented in chapter seven. The descriptive statistics of the dependent represent a wide variety of outcomes. For example the dependent variable Price Impact for AEX-listed firms has a minimum of -1,47999 and a mean of -0,1437248. This indicates possible extreme values, such as outliers, in the sample. In table 2 the descriptive statistics of the control variables are presented.
Table 2: SPSS, Descriptive statistics of control variables (incl. outliers)
	AEX / not-AEX
	GAAP - IFRS
	

	
	
	Mean
	N
	Std. Deviation
	Minimum
	Maximum

	
	
	
	
	
	
	

	not-AEX
	Firm Size
	GAAP
	473.4785641
	192
	1252.54460969
	1.55069
	9344.23801

	
	
	IFRS
	743.6581295
	192
	1744.26366813
	3.52542
	12779.26443

	
	Share Turnover
	GAAP
	61.6124609
	192
	434.57569221
	.00001
	4232.10753

	
	
	IFRS
	225.5940709
	192
	1711.37297875
	.00001
	16813.79838

	
	Leverage
	GAAP
	23.9157366
	192
	19.68584445
	5.67845
	108.32332

	
	
	IFRS
	21.3459685
	192
	16.16328459
	5.43768
	126.33411

	AEX
	Firm Size
	GAAP
	26684.8755408
	39
	37305.38844418
	3621.44228
	145171.02089

	
	
	IFRS
	34098.8152322
	39
	44396.66827987
	5163.29994
	178233.92237

	
	Share Turnover
	GAAP
	48651.9846552
	39
	111481.92964368
	120.98097
	567290.02448

	
	
	IFRS
	92132.2610793
	39
	173080.82946610
	897.03793
	744086.14042

	
	Leverage
	GAAP
	28.2460023
	39
	16.92193863
	5.26478
	59.80951

	
	
	IFRS
	21.0111726
	39
	13.77089777
	4.94008
	51.98567


In table 2 GAAP also refers to the period before the mandatory IFRS introduction and IFRS refers to the period after the mandatory introduction. The descriptive statistics of the control variables give also a wide variety of outcomes. In this respect the next step in the research is to identify outliers in the dependent variables and remove them from the sample in order to perform a representative regression analyses. To identify outliers first the dependent variables have to be standardized. Standardization of variables is computed by the residuals divided by an estimate of their standard deviation. The result of this formula is called the Z-score and is calculated by SPSS for each of the dependent variables. By analyzing the Z-scores the outliers in the sample can be identified. In a sample that is normal distributed all z-scores (99,9%) should be between -3,29 and +3,29
. 

After computing the Z-scores and identifying all the measures for the dependent variables below or above the interval -3,29 and + 3,29 are deleted from the sample. The initial sample consisted of 77 firms. For the dependent variables price impact, bid-ask spread and cost of capital in total 16 firms have been identified to have an outlier on one of these dependent variables. The identified outliers have all a higher measure than +3,29 between + 3,33736 and + 17,15007. After deleting these items the total sample for performing the regression analyses consists of 61 firms, this sample reflects 10 AEX-listed firms and 51 not-AEX listed firms. An overview of the deleted outliers and the composition of the final sample to perform the regression analyses are presented in the table 3.
Table 3: Identified and deleted outliers in sample

	
	AEX
	not-AEX
	Total

	Final sample SPSS incl. outliers
	13
	64
	77

	
	
	
	

	Outliers 2002
	-1
	-5
	-6

	Outliers 2003
	-1
	-2
	-3

	Outliers 2004
	
	-1
	-1

	Outliers 2005
	-1
	-1
	-2

	Outliers 2006
	
	-2
	-2

	Outliers 2007
	 
	-2
	-2

	
	-3
	-13
	-16

	
	
	
	

	Final sample SPSS excl. Outliers
	10
	51
	61


Table 3 provides an overview of the deleted company outliers in the sample by year and specified over the two groups of AEX and not-AEX listed. An important remark to the number of outliers identified is that each firm represents six rows (years) in the sample and the outliers are measured for the three dependent variables. In this respect every firm with one outlier on one of the six rows (years) and/or on one of the three columns (dependent variables) is deleted from the sample. This explains the relative high number of sixteen outliers identified in the sample. The descriptive statistics of the dependent and control variables of the remaining sample show more balanced outcomes in table 4 and table 5.

Table 4: SPSS, Descriptive statistics dependent variables excl. outliers

	AEX / not-AEX
	GAAP - IFRS
	

	
	
	Mean
	N
	Std. Deviation
	Minimum
	Maximum

	
	
	
	
	
	
	

	not-AEX
	Price Impact
	GAAP
	.0009319
	153
	.00653132
	-.01441
	.04185

	
	
	IFRS
	.0008652
	153
	.00949508
	-.02405
	.06490

	
	Bid-Ask Spread
	GAAP
	.0217898
	153
	.02820004
	-.07626
	.15385

	
	
	IFRS
	.0150005
	153
	.02512642
	.00121
	.15267

	
	Cost of Capital
	GAAP
	.0262656
	153
	.01692229
	.01143
	.09204

	
	
	IFRS
	.0236351
	153
	.01369505
	.01045
	.06769

	AEX
	Price Impact
	GAAP
	-.0084821
	30
	.24230481
	-.90472
	.38148

	
	
	IFRS
	-.0076185
	30
	.24342329
	-.92537
	.22727

	
	Bid-Ask Spread
	GAAP
	.0015055
	30
	.00102084
	.00026
	.00431

	
	
	IFRS
	.0010663
	30
	.00072719
	.00022
	.00289

	
	Cost of Capital
	GAAP
	.0272974
	30
	.01502883
	.00277
	.05679

	
	
	IFRS
	.0230505
	30
	.01144139
	.00122
	.04568


Table 5: SPSS, Descriptive statistics control variables excl. outliers
	AEX / not-AEX
	GAAP - IFRS
	

	
	
	Mean
	N
	Std. Deviation
	Minimum
	Maximum

	
	
	
	
	
	
	

	not-AEX
	Firm Size
	GAAP
	367.2729760
	153
	795.52218583
	1.55069
	5451.51361

	
	
	IFRS
	617.7887450
	153
	1157.41162173
	4.26704
	9458.32487

	
	Share Turnover
	GAAP
	10.0298700
	153
	28.77532721
	.00004
	203.61128

	
	
	IFRS
	27.4001400
	153
	67.92144362
	.00001
	467.32637

	
	Leverage
	GAAP
	24.1723440
	153
	19.93141775
	7.01923
	108.32332

	
	
	IFRS
	21.5934572
	153
	14.23278123
	5.64832
	66.77429

	AEX
	Firm Size
	GAAP
	28230.7052352
	30
	41904.88762951
	3621.44228
	145171.02089

	
	
	IFRS
	34769.2971198
	30
	49105.78520355
	5163.29994
	178233.92237

	
	Share Turnover
	GAAP
	52707.8404422
	30
	126931.92699716
	120.98097
	567290.02448

	
	
	IFRS
	85345.7032607
	30
	184890.86821207
	897.03793
	744086.14042

	
	Leverage
	GAAP
	24.1530540
	30
	16.16500029
	5.00065
	53.00108

	
	
	IFRS
	17.0868287
	30
	11.88625225
	3.60021
	39.78217


Again the descriptive statistics of the dependent variables and control variables are presented for the GAAP and IFRS period divided in the two groups. To be able to perform a trend analyses on the dependent variables first the descriptive statistics from year-to-year for the period 2002-2007 have to be calculated. In Appendix B the descriptive statistics for the years 2002 to 2007 of the dependent variables are presented. Based on the means in this table a trend analysis is performed on the dependent variables in the tables 6, 7 and 8. 
Table 6: Trend analysis dependent variable price impact
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By analyzing the trend of the means of the dependent variable price impact over the years 2002 to 2007 for AEX and not-AEX listed firms a significant difference can be observed in the volatility of the two groups. No clear pattern in differences is visible in the period before (2002-2004) and after (2005-2007) the IFRS introduction in The Netherlands. The price impact is a measure of illiquidity computed as a yearly median of the daily absolute stock price change in percent divided by the monetary trading volume. In this respect it can be observed that AEX-listed companies are much more volatile compared to not-AEX listed companies.  
Table 7: Trend analysis dependent variable Bid-Ask Spread
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By analyzing the trend of the means of the dependent variable Bid-Ask Spread over the years 2002 to 2007 for AEX and not-AEX listed firms it is clear that not-AEX listed firms experience a higher Bid-Ask Spread compared to AEX-listed firms. This is not surprising due to the fact that for not-AEX listed firms exists in general a higher information asymmetry compared to AEX-listed firms. For AEX-listed firms a slight decline of the Bid-Ask spread after the IFRS introduction can be observed. For not-AEX listed firms this trends also exists for the years 2005 and 2006 but for the year 2007 the Bid-Ask spread increases significant for this group, this trend will be possibly clarified later on in this research by controlling for other factors than IFRS. The Bid-Ask spread is computed by yearly means of the daily quoted spread as a difference between the two prices divided by the mid-point. In this respect information asymmetry is an important observed factor to influence the value of the Bid-Ask spread for AEX and not-AEX listed firms. 
Table 8: Trend analysis dependent variable Cost of Capital
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By analyzing the trend of the means of the dependent variable Cost of Capital over the years 2002 to 2007 for AEX and not-AEX listed firms an equal declining trend can be observed for the two groups for the years 2002-2004. For the years after the mandatory IFRS introduction in The Netherlands a significant difference between the two groups can be observed. The cost of capital is measured as the internal rate of return that equates the current stock price and the expected future sequence of residual incomes or abnormal earnings (Daske et al, 2009). In this respect it must be observed that the means of the cost of capital for EAX and not-AEX listed firms for the time-period 2002-2007 are relatively close to each other.   
After evaluating the trend analyses of the dependent variables price impact, Bid-Ask spread and Cost of Capital still the question exists if the mandatory IFRS adoption in The Netherlands have significantly impacted these variables. By analyzing the descriptive statistics of the dependent variables exclusive outliers presented in table 4 the differences in means of GAAP and IFRS for the dependent variables for AEX and not-AEX listed companies can be compared. The mean of GAAP and IFRS reflect for both AEX and not-AEX listed companies a decrease in the price impact, bid-ask spread and cost of capital. Consequently, this represents a lower illiquidity, less information asymmetry and lower cost of capital for not-AEX and AEX listed firms after the IFRS introduction. When computing rates for these decreases AEX-listed firms experience a decrease of -10% on price impact, -29% on Bid-Ask spread and -16% on cost of capital. The same rates for not-AEX-listed firms are a decrease of -7% on price impact, -31% on Bid-Ask spread and -10% on cost of capital. Based on these rates it can be observed that AEX-listed firms experienced more decreasing effects on price impact and cost of capital and not-AEX listed firms more on Bid-Ask spread. Next an independent samples test is performed to determine if the dependent variables price impact, Bid-Ask spread and cost of capital for AEX and not-AEX listed firms differ significantly from each other.
	                Table 9: SPSS, Independent Samples Test


	
	Levene's Test for Equality of Variances
	t-test for Equality of Means

	
	F
	Sig.
	t
	df
	Sig. (2-tailed)
	Mean Difference
	Std. Error Difference
	95% Confidence Interval of the Difference

	
	
	
	
	
	
	
	
	Lower
	Upper

	Price Impact
	Equal variances assumed
	226.159
	.000
	4.090
	460
	.000
	.06438305
	.01574080
	.03345026
	.09531584

	
	Equal variances not assumed
	
	
	1.870
	77.251
	.065
	.06438305
	.03442371
	-.00415976
	.13292586

	Bid-Ask Spread
	Equal variances assumed
	38.282
	.000
	4.771
	460
	.000
	.02214946
	.00464272
	.01302588
	.03127304

	
	Equal variances not assumed
	
	
	10.555
	388.860
	.000
	.02214946
	.00209841
	.01802381
	.02627511

	Cost of Capital
	Equal variances assumed
	.572
	.450
	.268
	460
	.789
	.00146076
	.00545238
	-.00925390
	.01217541

	
	Equal variances not assumed
	
	
	.482
	365.368
	.630
	.00146076
	.00302859
	-.00449489
	.00741641


The before presented Independent Samples Test illustrates whether or not the economic consequences reflected by the dependent variables price impact, Bid-Ask spread and cost of capital significantly differ significantly for AEX and not-AEX listed firms. For interpreting the outcome of the Independent Samples test first the Levene’s Test has to be analyzed. If the significance for the Levene’s Test is 0.05 or below then the Equal Variances Not Assumed will be used other the Equal variances assumed are applicable
. 

Based on the Levene’s Test for the depending variables price impact and Bid-Ask Spread the test Equal Variances Not Assumed is used and for the depending variable cost of capital the test Equal variances assumed is used. The results of the Independent Samples Test reflect a significant difference for the economic consequences on Bid-Ask spread between AEX and not-AEX listed firms. For the economic consequences on price impact and cost of capital the Independent Samples Test reflects a non-significant difference between AEX and not-AEX listed firms.
Next the regression will be performed to identify if the mandatory IFRS adoption has a significant impact on the dependent variables price impact, Bid-Ask spread and Cost of Capital. The regression will be performed on the initial sample of 77 firms (462 line-items) and extreme values are observed by using the Stem-and Leaf Plots as documented by Appendix C. In total twelve Stem-and-Leaf plots are identified because for each dependent variable the distinction is made by GAAP or IFRS and AEX or not-AEX. By analyzing the Stem-and-Leave plots it can be observed that the extreme values will not have significant impact on the regression because of the relative low number in comparison to the total sample. In table 10, 11 and 12 the outcomes of the regression are presented for the dependent variables Price Impact, Bid-Ask Spread and Cost of Capital.
Table 10: SPSS, Coefficientsa – Effect IFRS on dependent variable Price Impact
	

	AEX / not-AEX
	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	
	B
	Std. Error
	Beta
	
	

	not-AEX
	1
	(Constant)
	.001
	.002
	
	.581
	.562

	
	
	GAAP - IFRS
	.002
	.003
	.035
	.687
	.493

	AEX
	1
	(Constant)
	.019
	.047
	
	.406
	.686

	
	
	GAAP - IFRS
	-.163
	.067
	-.270
	-2.443
	.017

	a. Dependent Variable: Price Impact




Table 10 shows with the applicable confidence level of 5% (sig. 0.05) that the mandatory IFRS introduction has a non-significant effect on the Price Impact related to not-AEX listed firms (sig. = 0.493) and has a significant effect on the Price Impact related to AEX-listed firms (sig. = 0.017).
Table 11: SPSS, Coefficientsa – Effect IFRS on dependent variable Bid-Ask Spread
	

	AEX / not-AEX
	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	
	B
	Std. Error
	Beta
	
	

	not-AEX
	1
	(Constant)
	.030
	.003
	
	10.301
	.000

	
	
	GAAP - IFRS
	-.013
	.004
	-.154
	-3.051
	.002

	AEX
	1
	(Constant)
	.002
	.000
	
	8.537
	.000

	
	
	GAAP - IFRS
	-.001
	.000
	-.293
	-2.670
	.009

	a. Dependent Variable: Bid-Ask Spread




Table 11 shows with the applicable confidence level of 5% (sig. 0.05) that the mandatory IFRS introduction has a significant effect on the Bid-Ask Spread related to not-AEX listed firms (sig. = 0.002) and has also a significant effect on the Bid-Ask Spread related to AEX-listed firms (sig. = 0.009).

Table 12: SPSS, Coefficientsa – Effect IFRS on dependent variable Cost of Capital
	

	AEX / not-AEX
	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	
	B
	Std. Error
	Beta
	
	

	not-AEX
	1
	(Constant)
	.034
	.003
	
	9.873
	.000

	
	
	GAAP - IFRS
	-.010
	.005
	-.107
	-2.094
	.037

	AEX
	1
	(Constant)
	.031
	.003
	
	12.134
	.000

	
	
	GAAP - IFRS
	-.007
	.004
	-.211
	-1.877
	.064

	a. Dependent Variable: Cost of Capital


Table 12 shows with the applicable confidence level of 5% (sig. 0.05) that the mandatory IFRS introduction has a significant effect on the Cost of Capital related to not-AEX listed firms (sig. = 0.037) and has a non-significant effect on the Cost of Capital related to AEX-listed firms (sig. = 0.064).
In the tables 10, 11 and 12 the effect of the mandatory IFRS introduction is measured without controlling for the control variables as identified in chapter seven. The IFRS effect on Price Impact and Bid-Ask Spread will be controlled for Firm Size and Share Turnover. The effect on Cost of Capital will be controlled for Firm Size and Financial Leverage. In the tables 13, 14 and 15 the outcomes are presented.
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Table 13: SPSS, Coefficientsa – Effect IFRS and Control Variables on Price Impact
Table 13 shows with the applicable confidence level of 5% (sig. 0.05) that the mandatory IFRS introduction after controlling for Firm Size and Share Turnover has a non-significant effect on the Price Impact related to not-AEX listed firms (sig. = 0.601) and has also a non-significant effect on the Price Impact effect related to AEX-listed firms (sig. = 0.078). With reference to table 10 it can be observed that Firm Size and Share Turnover have an effect on the Price Impact of AEX-listed firms.
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Table 14: SPSS, Coefficientsa – Effect IFRS and Control Variables on Bid-Ask Spread
Table 14 shows with the applicable confidence level of 5% (sig. 0.05) that the mandatory IFRS introduction after controlling for Firm Size and Share Turnover has a significant effect on the Bid-Ask Spread related to not-AEX listed firms (sig. = 0.004) and has also a significant effect on the Bid-Ask Spread effect related to AEX-listed firms (sig. = 0.032). With reference to table 11 it can be observed that Firm Size and Share Turnover have not an effect on the Bid-Ask Spread of AEX and not-AEX listed firms.

	Table 15: SPSS, Coefficientsa – Effect IFRS and Control Variables on Cost of Capital

	AEX / not-AEX
	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	
	B
	Std. Error
	Beta
	
	

	not-AEX
	1
	(Constant)
	.023
	.005
	
	4.993
	.000

	
	
	GAAP - IFRS
	-.009
	.005
	-.093
	-1.835
	.067

	
	
	Firm Size
	-1.175E-6
	.000
	-.038
	-.513
	.608

	
	
	Leverage
	.000
	.000
	.170
	3.369
	.001

	AEX
	1
	(Constant)
	.025
	.004
	
	6.083
	.000

	
	
	GAAP - IFRS
	-.004
	.003
	-.112
	-1.097
	.276

	
	
	Firm Size
	-1.448E-7
	.000
	-.370
	-1.843
	.069

	
	
	Leverage
	.000
	.000
	.309
	2.961
	.004

	a. Dependent Variable: Cost of Capital


Table 15 shows with the applicable confidence level of 5% (sig. 0.05) that the mandatory IFRS introduction after controlling for Firm Size and Leverage has a non-significant effect on the Cost of Capital related to not-AEX listed firms (sig. = 0.067) and has also a non-significant effect on the Cost of Capital effect related to AEX-listed firms (sig. = 0.276). With reference to table 12 it can be observed that Firm Size and Financial Leverage  have an effect on the Cost of Capital of AEX and not-AEX listed firms.

After controlling for the applicable control variables for Price Impact, Bid-Ask Spread and Cost of Capital it is observed that the control variables have reduced the effect of the mandatory IFRS introduction in The Netherlands on Price Impact (liquidity) and Cost of Capital. The control variables did not reduce the effect of IFRS on the Bid-Ask Spread. This observation is applicable for both AEX and not-AEX listed firms.

9
Summary and Conclusion

9.1
Introduction

In this master research the economic consequences related to Price Impact, Bid-Ask Spread and Cost of Capital of the mandatory IFRS introduction on public listed firms in The Netherlands is studied. This research contributes an accountant by increasing understanding of how International Financial Reporting Standards (IFRS) can influence the presentation and valuation of assets and liabilities of a company, in relation to cost of capital and market liquidity. For investors, this study contributes by comparing economic consequences of the investigated companies. This information will support decision making for new investments with the same or new investment terms. For analysts, this study is relevant to compare the companies and trends in economic consequences due to transparency and market valuation by investors due to the mandatory IFRS adoption. 

Economic consequences are defined as “The impact of accounting reports on the decision making behavior of business, government, unions, investors, and creditors”. The cost of capital is represented by dividend payouts and the cost of liabilities is reflected by interest payments. Market Liquidity is expressed in time, volume, and costs. All these three components need to be included in a research model to measure the impact on market liquidity caused by a change in an accounting standard. The Bid-Ask Spread relates to the costs of a transaction for trade securities and can be an important depending variable for research at the influence of accounting information on transaction costs and cost of capital.


During the time several models have been developed to measure economic consequences due to the mandatory introduction of IFRS. In recent studies research models are developed to measure the economic consequences of voluntary and/or mandatory IFRS adoption. The findings and conclusions based on prior research represent on a high level a similar content on the different measured economic consequences but on a detailed level the outcomes differ. These findings and conclusions are the bases for drawing hypothesis to conduct empirical tests and answer the main research question if heterogeneity exists in the economic consequences due to the IFRS adoption for AEX and not-AEX listed firms.

Hypothesis one refers to the expectation that AEX and not-AEX listed firms does not experience the same economic consequences related to Cost of Capital due to the mandatory IFRS introduction in The Netherlands. Accordingly hypothesis two and three are based on the same assumption with respect to the Bid-Ask Spread and Price Impact. Hypothesis four is defined to answer the main research question.

The outcomes of the performed regression represent a significant effect of the mandatory IFRS adoption in The Netherlands on the Bid-Ask Spread and a non-significant effect on the Price Impact (liquidity) and Cost of Capital after controlling for items that have possible impact on these variables besides IFRS. These research findings are equal for AEX and not-AEX listed firms.
9.2
Conclusion


As signaled earlier the outcomes of the empirical tests by using multiple regressions reflect a significant effect of the mandatory IFRS adoption in The Netherlands on the Bid-Ask Spread and a non-significant effect on the Price Impact and Cost of Capital. These findings are consistent for AEX and not-AEX listed firms. The significant effect of IFRS on the Bid-Ask Spread represents less information asymmetry due to the adoption of the new accounting standards. Price Impact represents the liquidity of a security on the exchange and based on the empirical research findings the IFRS introduction did not result in a higher liquidity for AEX and not-AEX listed firms in The Netherlands. Cost of Capital is represented by the compensation for providing equity and debt, the research findings do not reflect a significant impact of IFRS on a decrease or increase of Cost of Capital for AEX and not-AEX listed firms.  The main research question “Does significant differences exist related to economic consequences which AEX-listed and not-AEX listed firms experience as a result of the mandatory IFRS introduction in The Netherlands?” will now be answered by accepting or rejecting the hypotheses.
The first hypothesis is defined as “The cost of capital for AEX-listed firms has not significantly changed in the three years after the IFRS adoption compared to the same period before the IFRS introduction in comparison to other Dutch-listed firms” and is accepted. The performed Independent Samples Test and multiple regression analysis reflects that no significant differences exist in the cost of capital effects that AEX and not-AEX listed firms experience in relation to the mandatory IFRS adoption.


The second hypothesis is defined as “The price impact of AEX-listed firms has not significantly changed in the three years after the IFRS adoption compared to the same period before the IFRS introduction in comparison to not-AEX listed firms” and is accepted. The performed Independent Samples Test and multiple regression analysis reflects that no significant differences exist in the price impact (liquidity) effects that AEX and not-AEX listed firms experience in relation to the mandatory IFRS adoption.

The third hypothesis is defined as “The bid-ask spread of AEX-listed firms has not significantly changed in the three years after the IFRS adoption compared to the same period before the IFRS introduction in comparison to not-AEX listed firms” and is rejected. The performed Independent Samples Test and multiple regression analysis reflect that a significant differences exist in the bid-ask spread (information asymmetry) effects that AEX and not-AEX listed firms experience in relation to the mandatory IFRS adoption.

The last and fourth hypothesis is defined as “The economic consequences related to liquidity, bid-ask spread and cost of capital due to the mandatory IFRS introduction experienced by AEX-listed firms are not homogeny to the economic consequences experienced by not-AEX-listed firms in the three years after the introduction” and is rejected for liquidity and cost of capital and accepted for bid-ask spread. The performed Independent Samples Test and multiple regression analysis reflects that a the mandatory IFRS introduction in The Netherlands has not a significant impact on the economic consequences related to liquidity and cost of capital and that IFRS has a significant impact on the economic consequences related to the bid-ask spread (information asymmetry).


By rejecting or accepting the four defined hypotheses now the main research question can be answered. First, it will be determined whether or not AEX and not-AEX listed firms experience the same economic consequences in the three years before the IFRS introduction and in the three years after the IFRS introduction. Second, it will be determined whether or not the mandatory IFRS introduction have significantly affected the economic consequences that AEX and not-AEX-listed firms experience.   

The results of the empirical tests concludes that AEX and not-AEX listed firms experience the same economic consequences over the time-period 2002 to 2007 regarding to liquidity and cost of capital. Relating to the information asymmetry (bid-ask spread) AEX and not-AEX listed firms experience different economic consequences over the time-period 2002 to 2007. The mandatory IFRS introduction did not effected the liquidity and cost of capital of AEX and not-AEX listed firms although had a significant effect on the information asymmetry.

Combining these findings result in a direct significant impact in the decreasing of information asymmetry for AEX and not-AEX listed firms. As signaled earlier in this research The Netherlands was already before the mandatory IFRS introduction a strong regulated country regarding to accounting standards. In this respect it can be clarified that the IFRS adoption did not have a direct effect on the liquidity and cost of capital but only on reducing the information asymmetry. The aim of the IFRS introduction was to improve comparability and transparency, the findings in this research endorse this aim for public listed companies in The Netherlands.
9.3
Limitations

As signaled earlier in this research some limitations exists regarding to this study. One limitation of this research can be that it focuses on the economic consequences within one country instead of comparing two countries with different historical accounting backgrounds. Nevertheless, in this research a Continental European country is examined with the focus on two identifiable groups that have different characteristics and attention of investors and creditors. In this respect the economic consequences that these two groups experience over a time-period can be compared and analyzed as a whole. 

When analyzing the outcomes of an empirical testing model, a limitation can be the determination of depending variables. It might be possible that these depending variables do not have enough supporting evidence to be responsible for the outcomes. This can occur because of no control variables in the used testing modules are integrated. This weakness will is covered in this research by using applicable control variables for each depending variable to support the conclusions based on the dependent variables used in the empirical tests.

The used empirical testing model is another limitation that occurs in research studies. The model can be outdated or not suitable for testing the defined hypotheses. In this research this possible weakness is mitigated by an extensive review on empirical models and the used research model is selected to be able to explicitly answer the defined hypotheses.
9.4
Recommendations
The mandatory IFRS introduction in The Netherlands did result in heterogeneity in economic consequences experienced by public listed firms. This study gives the incentive to focus on other elements that possibly influence the economic consequences of listed firms in The Netherlands or the ability to perform the same research within another country. Future research can also select a longer time period including the economical crisis and then control for this element to extent the time-period for what conclusions can be stated. 
Appendix A – Used items from Databases

	Dependent or control variable 
	Database
	Database item
	Description

	General (selection criteria)
	Worldscope
	WS.AcctgStandardsFollowed
	This item reflects the accounting standards a company has applied in a certain year. Code 23= IFRS, Code 01 = GAAP.

	Price impact (Dependent Variable)
	Datastream
	DS.PriceClose
	This item reflects the closing price of a security

	 
	Datastream
	DS.PriceOpen
	This item reflects the opening price of a security

	 
	Datastream
	DS.Volume
	This item reflects the monetary trading volume of a security

	Bid-Ask Spread (Dependent Variable)
	Datastream
	DS.PriceAsk
	This item reflects the closing ask-price for a security

	 
	Datastream
	DS.PriceBid
	This item reflects the closing bid-price for a security

	Cost of Capital (Dependent Variable)
	Datastream
	DS.P
	This item reflects the market price of a firms' stock

	 
	I/B/E/S
	FOBYR
	This item reflects the book value per share at the beginning of the fiscal year

	 
	I/B/E/S
	BPS1FD12
	This item reflects the expected future book value per share

	 
	I/B/E/S
	EPS1FD12
	This item reflects the expected future earnings per share

	 
	I/B/E/S
	DPS1FD12
	This item reflects the expected future net dividends per share

	 
	I/B/E/S
	LTHI
	This item reflects the highest estimate of the future expected growth rate

	 
	I/B/E/S
	LTLO
	This item reflects the lowest estimate of the future expected growth rate

	Firm size (control variable)
	Worldscope
	WS.YrEndMarketCap
	This item reflects the total year-end Market Capital (market price year-end * common shares outstanding)

	Share turnover (control variable)
	Datastream
	DS.Volume
	This item reflects the monetary trading volume of a security

	 
	Worldscope
	WS.YrEndMarketCap
	This item reflects the total year-end Market Capital (market price year-end * common shares outstanding)

	Financial Leverage (control variable)
	Worldscope
	WS.TotalDebtPctTotalAssets
	This item reflects the ratio of total liabilities to total assets


Appendix B – Descriptive statistics dependent variables by year excl. outliers

	AEX / not-AEX
	Year
	

	
	
	Mean
	N
	Std. Deviation
	Minimum
	Maximum

	
	
	
	
	
	
	

	not-AEX
	Price Impact
	Y02
	.0010533
	51
	.00636087
	-.01052
	.03407

	
	
	Y03
	.0007265
	51
	.00735396
	-.01441
	.04185

	
	
	Y04
	.0010159
	51
	.00592235
	-.00546
	.04117

	
	
	Y05
	.0005181
	51
	.00970589
	-.01323
	.06490

	
	
	Y06
	-.0002673
	51
	.00807869
	-.02405
	.02238

	
	
	Y07
	.0023448
	51
	.01053291
	-.02395
	.04842

	
	Bid-Ask Spread
	Y02
	.0277199
	51
	.02618015
	.00085
	.13084

	
	
	Y03
	.0193441
	51
	.02768310
	-.07626
	.11765

	
	
	Y04
	.0183053
	51
	.03018986
	.00022
	.15385

	
	
	Y05
	.0093305
	51
	.00989892
	.00193
	.04279

	
	
	Y06
	.0084974
	51
	.01282960
	.00154
	.07752

	
	
	Y07
	.0271737
	51
	.03781006
	.00121
	.15267

	
	Cost of Capital
	Y02
	.0279448
	51
	.01649176
	.01275
	.06228

	
	
	Y03
	.0253288
	51
	.01506561
	.01143
	.05549

	
	
	Y04
	.0255231
	51
	.01916407
	.01309
	.09204

	
	
	Y05
	.0212129
	51
	.01342465
	.01139
	.04889

	
	
	Y06
	.0225210
	51
	.01270806
	.01045
	.05307

	
	
	Y07
	.0271715
	51
	.01443755
	.01171
	.06769

	AEX
	Price Impact
	Y02
	-.0336273
	10
	.23436222
	-.48847
	.22772

	
	
	Y03
	-.0254104
	10
	.35956541
	-.90472
	.38148

	
	
	Y04
	.0335913
	10
	.04451023
	-.00683
	.09469

	
	
	Y05
	-.0248425
	10
	.33331417
	-.92537
	.04440

	
	
	Y06
	.0259069
	10
	.14982576
	-.24157
	.22727

	
	
	Y07
	-.0060371
	10
	.08587811
	-.19947
	.09920

	
	Bid-Ask Spread
	Y02
	.0016051
	10
	.00110372
	.00060
	.00431

	
	
	Y03
	.0011986
	10
	.00115088
	.00026
	.00407

	
	
	Y04
	.0017129
	10
	.00080728
	.00063
	.00284

	
	
	Y05
	.0011114
	10
	.00081705
	.00029
	.00254

	
	
	Y06
	.0008735
	10
	.00076347
	.00022
	.00289

	
	
	Y07
	.0012140
	10
	.00062105
	.00035
	.00220

	
	Cost of Capital
	Y02
	.0284555
	10
	.01500547
	.00305
	.05679

	
	
	Y03
	.0289572
	10
	.01645544
	.00277
	.05679

	
	
	Y04
	.0244797
	10
	.01478077
	.00280
	.05679

	
	
	Y05
	.0225311
	10
	.01200525
	.00127
	.04568

	
	
	Y06
	.0242763
	10
	.01179440
	.00122
	.04568

	
	
	Y07
	.0223443
	10
	.01166400
	.00159
	.04568


Appendix C – Stem-and-Leaf Plots dependent variables

Not-AEX, Price Impact
Price Impact Stem-and-Leaf Plot for

GAAP__IFRS_period= GAAP

AEX__not_AEX= not-AEX

 Frequency    Stem &  Leaf

    20.00 Extremes    (=<-.00071)
     2.00       -6 .  02

     1.00       -5 .  3

     5.00       -4 .  46669

     3.00       -3 .  119

     6.00       -2 .  034459

     2.00       -1 .  44

    13.00       -0 .  0123344458889

    71.00        0 .  00000000000000000000000000000000000000000000000000000000000144455556778

     5.00        1 .  33379

    13.00        2 .  0002235556689

     4.00        3 .  3389

     3.00        4 .  237

     3.00        5 .  689

     1.00        6 .  8

     4.00        7 .  0267

     4.00        8 .  0779

     3.00        9 .  008

     1.00       10 .  2

    28.00 Extremes    (>=.00130)
 Stem width:    .00010

 Each leaf:       1 case(s)

Price Impact Stem-and-Leaf Plot for

GAAP__IFRS_period= IFRS

AEX__not_AEX= not-AEX

 Frequency    Stem &  Leaf

    23.00 Extremes    (=<-.0030)
     1.00       -2 .  4

     4.00       -1 .  6788

     7.00       -1 .  0000133

     7.00       -0 .  5667799

    26.00       -0 .  00000111111222222333444444

    71.00        0 .  00000000000000000000000000000000000000000000000000000000001111233333444

     5.00        0 .  55779

     8.00        1 .  01122344

     3.00        1 .  589

     1.00        2 .  2

     2.00        2 .  78

    34.00 Extremes    (>=.0033)
 Stem width:    .00100

 Each leaf:       1 case(s)

AEX, Price Impact
Price Impact Stem-and-Leaf Plot for

GAAP__IFRS_period= GAAP

AEX__not_AEX= AEX

 Frequency    Stem &  Leaf

     4.00 Extremes    (=<-.25)
     2.00       -1 .  67

     1.00       -1 .  1

     2.00       -0 .  68

     5.00       -0 .  00012

     5.00        0 .  00001

    10.00        0 .  5556777899

     3.00        1 .  024

     1.00        1 .  9

     2.00        2 .  24

     4.00 Extremes    (>=.31)
 Stem width:    .10000

 Each leaf:       1 case(s)

Price Impact Stem-and-Leaf Plot for

GAAP__IFRS_period= IFRS

AEX__not_AEX= AEX

 Frequency    Stem &  Leaf

     4.00 Extremes    (=<-.71)
     2.00       -4 .  25

      .00       -3 .

     3.00       -2 .  224

     4.00       -1 .  1459

     9.00       -0 .  111355779

    14.00        0 .  00112344467889

     2.00        1 .  22

     1.00        2 .  2

 Stem width:    .10000

 Each leaf:       1 case(s)

Not-AEX, Bid-Ask Spread
Bid-Ask Spread Stem-and-Leaf Plot for

GAAP__IFRS_period= GAAP

AEX__not_AEX= not-AEX

 Frequency    Stem &  Leaf

     1.00 Extremes    (=<-.076)
    41.00        0 .  00000000001111222222333333334444444444444

    39.00        0 .  555555666667777777777788888888999999999

    19.00        1 .  0001111111233334444

    21.00        1 .  555666666777778889999

    16.00        2 .  0000112222223444

     5.00        2 .  77788

     6.00        3 .  011123

     5.00        3 .  67789

     5.00        4 .  01234

     3.00        4 .  568

     4.00        5 .  1114

     4.00        5 .  7779

      .00        6 .

     2.00        6 .  58

    21.00 Extremes    (>=.074)
 Stem width:    .01000

 Each leaf:       1 case(s)

Bid-Ask Spread Stem-and-Leaf Plot for

GAAP__IFRS_period= IFRS

AEX__not_AEX= not-AEX

 Frequency    Stem &  Leaf

    25.00        0 .  0000000000000000111111111

    34.00        0 .  2222222222222222222222333333333333

    23.00        0 .  44444444444555555555555

    23.00        0 .  66666666666666777777777

    20.00        0 .  88888888889999999999

     6.00        1 .  001111

     4.00        1 .  2223

     6.00        1 .  444455

     9.00        1 .  666667777

     4.00        1 .  8889

     1.00        2 .  0

     2.00        2 .  22

     3.00        2 .  455

     1.00        2 .  6

     1.00        2 .  8

      .00        3 .

     2.00        3 .  23

    28.00 Extremes    (>=.036)
 Stem width:    .01000

 Each leaf:       1 case(s)

AEX, Bid-Ask Spread
Bid-Ask Spread Stem-and-Leaf Plot for

GAAP__IFRS_period= GAAP

AEX__not_AEX= AEX

 Frequency    Stem &  Leaf

     3.00        0 .  234

    10.00        0 .  5666688899

     5.00        1 .  12234

     9.00        1 .  666667799

     1.00        2 .  0

     4.00        2 .  5558

     1.00        3 .  2

      .00        3 .

     2.00        4 .  03

     1.00        4 .  9

     3.00 Extremes    (>=.0056)
 Stem width:    .00100

 Each leaf:       1 case(s)

Bid-Ask Spread Stem-and-Leaf Plot for

GAAP__IFRS_period= IFRS

AEX__not_AEX= AEX

 Frequency    Stem &  Leaf

     9.00        0 .  222333334

    11.00        0 .  56667777889

     7.00        1 .  0123444

     6.00        1 .  556688

     3.00        2 .  123

     2.00        2 .  58

     1.00 Extremes    (>=.0037)
 Stem width:    .00100

 Each leaf:       1 case(s)

Not-AEX, Cost of Capital
Cost of Capital Stem-and-Leaf Plot for

GAAP__IFRS_period= GAAP

AEX__not_AEX= not-AEX

 Frequency    Stem &  Leaf

     1.00       -0 .  6

      .00       -0 .

    21.00        0 .  000000000000000012233

    11.00        0 .  55556667778

    10.00        1 .  0122333444

    24.00        1 .  555666677777788888899999

    22.00        2 .  0001111111123333334444

    15.00        2 .  555666777788899

    29.00        3 .  00000001111122222223334444444

    16.00        3 .  5567777888888999

    17.00        4 .  00000111222223344

    10.00        4 .  5556678899

     3.00        5 .  112

     3.00        5 .  569

     2.00        6 .  24

     8.00 Extremes    (>=.073)
 Stem width:    .01000

 Each leaf:       1 case(s)

Cost of Capital Stem-and-Leaf Plot for

GAAP__IFRS_period= IFRS

AEX__not_AEX= not-AEX

 Frequency    Stem &  Leaf

     1.00       -0 .  2

    23.00        0 .  00000000000001333334444

    10.00        0 .  5666677999

    17.00        1 .  00001123333444444

    27.00        1 .  566666667777777788888889999

    29.00        2 .  00000001111112222233333344444

    23.00        2 .  55556666777778888888999

    21.00        3 .  000000111222223333444

    17.00        3 .  55555566666778889

    10.00        4 .  0001123444

     8.00        4 .  55666788

     2.00        5 .  23

     2.00        5 .  78

     2.00 Extremes    (>=.064)
 Stem width:    .01000

 Each leaf:       1 case(s)

AEX, Cost of Capital
Cost of Capital Stem-and-Leaf Plot for

GAAP__IFRS_period= GAAP

AEX__not_AEX= AEX

 Frequency    Stem &  Leaf

     5.00        0 .  22399

     5.00        1 .  01167

    12.00        2 .  012344445668

     6.00        3 .  014667

     3.00        4 .  069

     6.00        5 .  015666

     2.00        6 .  29

 Stem width:    .01000

 Each leaf:       1 case(s)

Cost of Capital Stem-and-Leaf Plot for

GAAP__IFRS_period= IFRS

AEX__not_AEX= AEX

 Frequency    Stem &  Leaf

     5.00 Extremes    (=<.002)
     3.00        0 .  799

     1.00        1 .  1

     2.00        1 .  89

     9.00        2 .  002233334

     9.00        2 .  556688899

     4.00        3 .  0113

      .00        3 .

     1.00        4 .  2

     4.00        4 .  5555

     1.00 Extremes    (>=.048)
 Stem width:    .01000

 Each leaf:       1 case(s)
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