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Did the conservative image of the annual financial statement changed with the adoption of the Law toezicht accountantsorganisaties?


PREFACE

In the past various events around accounting scandals and fraudulent activities of the annual financial statements happened by different type of companies. Even in the Netherlands companies were committing accounting scandals and fraudulent activities. It is even said that the fraudulent activities are performed in the annual financial statements to mislead the financial auditor. 
Of the financial auditor it is expected to be fully independent and to act with integrity. The various accounting scandals and fraudulent activities was the reason that the public users of an annual financial statement lost their confidence and trust in a financial auditor. As result the function of the financial auditor had been criticized by questioning: “what did the financial auditor audit?” To restore the public confidence and trust in the financial auditor, the Dutch law and regulation undertook certain steps by introducing stricter laws for financial auditors and its auditing firm. 
The final step for graduating in Master of Science degree in Accounting, Auditing and Control is to write a master research. The master research which I performed in this master research was to examine if the introduction of stricter laws and regulation had any effect on in which way the financial figures in an annual financial statement are presented. With this master research was in addition intended to examine if the public users can trust the word of the financial auditor again. 
The central goal of performing the master research is to learn in which way to perform an empirical research independently. With this research paper I learned in which way to write a research proposal, in which way to formulate a research question, in which way to develop a theoretical framework which is needed to examine the research question and finally I also learned in which way to perform an empirical research with a statistical program, in which way to analyze the research results and in which to answer the research question. Consequently, this research project was the most experienced and knowledgeable moment during my master year. 
At the end, I would like to thank Mr. E.A. de Knecht for his critical and expert guidance during my research project and a word of appreciation and gratitude in addition goes to him. Furthermore, I would like to express my sincere gratefulness to my parents, sister and brothers who have given me their support from the beginning of my choice of studies.  Finally, I would like to thank everyone who in any manner helped me in completing this master research.
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1 Introduction
This is the first chapter and it introduces the research topic that will be investigated in this master research. This chapter contains a description of the background of the research topic and defines the objectives and the problem definition of the research. Furthermore this chapter describes the methodology and the demarcation and limitation in which way this research will be performed and it ends with a structure overview of this master research. 

1.1 Background

One time per year the independent financial auditor spend a few days or weeks at a company to independently audit the financial activities of that company. The time the financial auditor spend at the company to audit the financial activities is called an audit. During the audit the financial auditor evaluates the internal control systems and he or she eventually suggests some improvement of the operational effectiveness to the company. By auditing the financial activities the financial auditor automatically audit the financial figures in the annual financial statement. The annual financial statement contains financial statements like the balance sheet, the income statement, the cash flow statement and notes to these statements. These financial statements provide information about the financial position and the performance of a company. Internal and external users use the annual financial statements. These users use the financial statements to perform responsible decisions regarding a company. Consequently, it is essential that the annual financial statement represent a true and fair view. The users of the annual financial statement mostly trust the auditor’s view on the organization financial statements for their decision purposes (Elder, R.J, Beasley, M.S., Arens, A.A. (2010), page 3-9). 

Since 1 October 2006 the “Law toezicht accountantsorganisaties” (Wta) has been introduced in the Netherlands and it regulates the supervision of the individual financial auditors and the audit organizations. The main goal of the Wta is that the users of the annual financial statement can rely on the audited financial statements. 

1.2 Objective 

A series of events in the past has seriously undermined the confidence the public user of an annual financial statement has in the audit. The Enron-scandal is one of the biggest reasons that the users of the financial statements do not trust the auditor’s opinion. Regarding the Enron-scandal the financial figures of the annual financial statement were manipulated, whereby the financial auditor issued an unqualified audit report. To prevent these kinds of scandals the Wta has been introduced to justify the confidence in the financial auditor. 

The purpose of this research is to examine in which way the annual financial statements are presented after the introduction of the Wta. In this research, an empirical investigation will be perform by examining if the annual financial statements after the introduction of the Wta are performed in a more conservative way or if they have been performing in the same way. The main goal of this research is to test whether the introduction of the Wta has an effect on the annual financial statement and if the users of the financial statements gain confidence in the auditor’s report. 

1.3 Problem definition 

The problem of this research is defined as:

To answer the before formulated main question the following sub questions need to be answered:

1. What are the purpose and the goal of the Law toezicht accountantsorganisaties?

2. What is the content of the term conservative image of the annual financial statements?

3. Which prior research has been performed concerning the conservative image of the annual financial statements?

4. Which research method can be used to examine the conservative image of the annual financial statements and what are the test results? 

5. What are the changes in the annual financial statements after the introduction of the Law toezicht accountantsorganisaties?

1.4 Methodology 

The research question in this research paper will be examined by a literature study and empirical investigation. Because this will be the way to examine if the adoption of the Wta had any effect on the annual financial statement, the research method for the empirical investigation is essential. 

The main purpose of a literature study is to establish a theoretical framework for the research topic and to define prior research, models and case studies to support the research question. 

This research will be based on the statistical definition of the term conservatism. Based on an empirical investigation on the use of conservatism the research question will be answered. 

To perform this research an empirical investigation will be done by collecting and analyzing annual financial statements. The sample period will not include annual financial statements of 2006 because in this year the Wta was adopted. Consequently, annual financial statements will be collected before (before 2006) and after (after 2006) the introduction of the Wta. The research will consist of a sample size of 50 firm observations. This research will be focusing on the Amsterdam Exchange Index (AEX) and Amsterdam Midcap Index (AMX) Dutch stock exchange quoted companies, as listed under appendix 1. 

To collect data to perform this research the following annual financial statements will be collected:

· Annual financial statements of the years 2003, 2004 and 2005. These annual financial statements are before the introduction of the Wta.

· Annual financial statements of the years 2007, 2008 and 2009. These annual financial statements are after the introduction of the Wta.

In appendix 1 is also summarized which companies entered and left the AEX and AMX stock exchanged markets. Based on this overview in appendix I is examined which one of these companies have been listed on one of these two stock markets during the period 2003 until 2009 and are therefore selected for the empirical investigation. 

1.5 Demarcation and limitation 

To perform the empirical investigation concerning this research only data will be used of stock exchange quoted companies. The difference amongst a stock exchange quoted company and a not quoted company is that a quoted company has securities and shares, which are listed on a stock exchange market. For the concerning companies on the stock exchange quoted market the possibility is created to trades its share price on the market. Consequently, to perform the empirical investigation the selected annual financial statements will be focused on the Dutch AEX and AMX stock exchange quoted companies.  

1.6 Structure

The structure of this research paper will be as followed.

Chapter two will be focusing on the theoretical background of the introduction of the Wta. This chapter contains the answer to sub question one.

Chapter three contains the content of the term “conservative image of the annual financial statements” in addition the answer to sub question two.

Chapter four will concern prior research studies that have been performed on the conservative image of the annual financial statements. This chapter answers sub question three. 

Chapter five will be focusing on the research design that will be used to perform this research. In this chapter the research approach, the research methodology and the research measurement will be described. In addition, the collected data that will be used to perform this research is also presented. In chapter six an outline is given of the empirical test of this research by which the research analysis and findings are presented. Chapter five and six answers sub question four. 

Chapter seven contains the final conclusion, limitations and recommendations concerning further research. This chapter contains the summary of the changes that, based on the conservative image of the annual financial statements, exists after the adoption of the Wta based on the research test results. This chapter answers the last sub question. 
 2 Theoretical background of the Law toezicht accountants​organisaties
This chapter provides an overview of the theoretical background of the adoption of the law and regulation in the Law toezicht accountantsorganisaties (Wta). The first paragraph described the reason concerning the adoption of the Wta; in the second paragraph the responsibilities concerning the Authority Financial Markets (AFM) will be presented. In addition, the third paragraph will explain the quality requirements in the Wta and the last paragraph contains the summary. 

2.1 Reason to adopt the Law toezicht accountantsorganisaties

2.1.1 Accounting scandals

In the last few years the public function of the financial auditor has been exposed to some accounting scandals that resulted in losing the public faith in the auditor. One of the first and the most notorious accounting scandals was in 2001 the Enron Corporation, one of the largest energy companies in the United States of America. Enron Corporation was manipulating the financial figures in the annual financial statement by recording assets and profit that did not exist. These annual financial statements were audited and approved by the financial auditor of the Enron Corporation, even though the financial figures in the annual financial statement were manipulated. When the truth was detected that the auditors had approved a manipulated annual financial statements, this accounting scandal created the bankruptcy of the Enron Corporation and its auditors. In addition, billions of investors lost their money that they have invested in the Enron Corporation and the public confidence in the auditor and in the financial market got lost and damaged (Pouw, J.F.M (2008),  page 11-12).
Like the Enron Corporation, other companies exist that manipulated the financial figures in the annual financial statement by recording assets and revenue that did not exist. This, in addition, resulted in misleading and betraying the investors and the shareholders. A summary of the accounting scandals of other companies is presented below. 

In 2002 the American telecom company WorldCom
 was exposed for fraudulent action. The accounting fraud that WorldCom accomplished was that the accounting department capitalized cost in the balance sheet that should have been expenses through the profit and loss account. The operating expenses should always be subtracted from the revenue. By capitalizing the expenses the costs were spread over time and this result in manipulating the profit. The accounting department manipulated the revenue with accounting entries that did not exist1. 

In 2002 in addition, the American photocopying company Xerox
 was exposed for fraudulent activities. Xerox committed accounting fraud by improperly storing revenue off the balance sheet. These revenues were released at a tactical time by releasing the revenue in a certain quarter in which the earnings were below budget. Another fraudulent act was that they classified the revenue of short-term equipment rentals as a long-term lease. According to the Generally Accepted Accounting Principles (GAAP) the classification of a long-term lease can be included as revenue and by classifying the short-term rentals as long-term they have manipulated the revenues2.

The Dutch retail company Ahold
 in 2003 was exposed for fraudulent accounting scandals. Ahold had foreign subsidiaries in which Ahold had no majority. In a control letter Ahold stated that they had the full majority over the foreign subsidiaries and in a side letter they denied the full majority. Ahold followed the US GAAP and consequently the control letter was needed to realize the approval to add the complete revenues of their foreign subsidiaries to their own revenues. This action creates for Ahold the possibility to represent higher revenue. In addition, Ahold misleads their auditors’ by only handing them the control letter; the side letter was hidden from the auditors3. 

2.1.2 Internal and external users of the annual financial statements

The business dictionary
 defines an annual financial statement as a summary report that shows in which way a company uses the funds that is entrusted by its shareholders and lenders. This summary report shows the current financial position of the company4.

The financial position of a company refers to the economic resources the company owns and the equities against those resources at a certain time (Powers, M., Needles, B.E., Crosson, S.V. (2011), page 17).  

In an annual financial statement the essential accounting information is being presented to the internal and external users whom are interested in the company and consequently is used concerning the decision purposes (Powers, M., Needles, B.E., Crosson, S.V. (2011), page 19-21). The annual financial statement includes four basic financial statements that should represent the true and fair view of the accounting information of a company. A short summary of these financial statements is presented below (Powers, M., Needles, B.E., Crosson, S.V. (2011), page 19-21).  

1. The balance sheet

The balance sheet shows in detail the content of the financial position of a company over a certain period. Consequently the balance sheet represents the resources or assets the company owns and this is equally to the companies’ equity and outstanding liabilities (Powers, M., Needles, B.E., Crosson, S.V. (2011), page 19-21). 

2. The income statement

The income statement is of essential importance concerning the users of the annual financial statement because it shows if the company achieved a profit or a loss. In the income statement is showed how much revenue and expenses are realized over a certain period and how much net income or loss is realized (Powers, M., Needles, B.E., Crosson, S.V. (2011), page 19-21). 

3. The statement of owner’s equity

A company continually uses equity to keep the business running. The statement of owner’s equity shows in detail how the owner equity changed over a certain period (Powers, M., Needles, B.E., Crosson, S.V. (2011), page 19-21). 

4. The statement of cash flows 

The statement of cash flows shows in detail the in- and outflows of cash because of the firm’s activities. It shows in detail how the in- and outflows of cash are realized by the operating activities, by the investing activities and by the financing activities (Powers, M., Needles, B.E., Crosson, S.V. (2011), page 19-21). 

As signaled in chapter one, the internal and external users rely on the information in the before signaled financial statements concerning decision purposes. It is the auditor’s job to audit the annual financial statements and to communicate assurance to the internal and external users that the figures in the annual financial statements are representing a true and fair view. Consequently, the public interest concerning the financial auditor is essential when he or she communicates a statement of the fairness of the company based on the presented financial figures. When the financial auditor communicates an unqualified audit report the internal and external users have the assurance that the financial figures in the annual financial statements are presented in a true and fair view and that the auditor did not detect any form of manipulated (Pouw, J.F.M (2008), page 12). 

Elder, R.J, Beasley, M.S., Arens, A.A. in their book “Auditing and Assurance Services an integrated approach” defined the term auditing as followed: 

“Auditing is the accumulation and evaluation of evidence about information to determine and report on the degree of correspondence between the information and established criteria. Auditing should be done by a competence, independent person.” (Elder, R.J, Beasley, M.S., Arens, A.A. (2010), page 4-5). A competence, independent person implies that the financial auditor need to be competent to reach a proper conclusion regarding the annual financial statement and that the financial auditor is sufficiently independent concerning his or her conclusion on which the users rely on (Elder, R.J, Beasley, M.S., Arens, A.A. (2010), page 4-5). Consequently, the function of the financial auditor is to communicate assurance on the annual financial statements and, as signaled in chapter one, because of a number of accounting scandals the internal and external users has lost their confidence and trust in the financial auditors. 
The authors Low, M., Davey, H., Hooper, K. in their article “Accounting scandals, ethical dilemmas and educational challenges” stated that the financial auditors has an essential function concerning the company they audit. With other words if a company commits a scandal then the auditing firm will be set responsible because the financial auditor is the one who assist the company’s financial management and audits the annual financial statements (Low, M., Davey, H., Hooper, K. (2005), page 222-254). 

2.1.3 Adoption of the Law toezicht accountantsorganisaties

Owing to accounting scandals and fraudulent activities the law and regulations are taking actions to create stricter regulations concerning the auditors and auditors’ firm. As a consequence of the American accounting scandals, in 2002 in the United States of America the Sarbanes-Oxley Act
 (SOX), corporate governance rule, was introduced. The main goal of the SOX is to protect the public and the shareholders from being misled and betrayed by accounting scandals and fraudulent activities. The SOX is rule-based which implies that this act is mandatory and that all large and small stock exchange quoted companies need to comply with this rule. The SOX established the Pubic Company Accounting Oversight Board (PCAOB) and it is the duty of the PCAOB to provide oversight and establish accounting and quality controls concerning the audit firms and to perform inspections of the quality controls at the audit firms (Elder, R.J, Beasley, M.S., Arens, A.A. (2010), page 30). Consequently, every auditing firm that audit stock exchange quoted companies is required to register at the PCAOB and to follow the rules that are set by the PCAOB. In addition, the registration applies to all auditing firms outside the United States of America whom are auditing American companies or American stock exchange quoted company. Consequently, the introduction of the SOX and the PCAOB had a significant effect on the United States of America and on the European Union (EU) (Pouw, J.F.M (2008), page 13-14). 

Even before the accounting and fraudulent scandals, Europe was already in process of setting stricter law regulations to protect the public function of the financial auditor. Stricter law regulations create a transparent and well-functioning market concerning the financial audit services and this contributes to creating a well-functioning European capital market. Europe was a step ahead of America (Pouw, J.F.M (2008), page 13-14). Consequently in 1998 the EU introduced the Committee on Auditing. The Committee on Auditing is responsible for establishing a transparent and well-functioning audit market, which is a requirement concerning a proper audit control and quality assurance (Pouw, J.F.M (2008), page 13-14). 

In May 2002 the European Commission (EC) published a recommendation on the independence of the statutory financial auditor (Pouw, J.F.M (2008), page 13-14). Because the users of an annual financial statement rely on the approval of the financial auditor, as signaled in paragraph 2.1.2, the independence of a financial auditor is essential. 

On 21st of May 2003 the EC published their recommendation regarding the reinforcement of the statutory audit. In this recommendation it is referred to the modernization of the law Achtste Richtlijn Vennootschapsrecht. This law is a framework of accounting standards that the statutory auditors use, to perform an audit. In their recommendation the EC published the principles that an independent public oversight should exist because the independent public oversight is a condition that is needed concerning continues confidence in the accounting profession. Because it is based on stricter requirement regarding the monitoring of controls in organization with a public interest, as the stock exchange quoted companies, the commission states that the independent public oversight should be apply to all the statutory audits. The independent public oversight board should have the responsibility concerning licensing, registration, continuous education, quality control and disciplinary systems for the financial auditors (Pouw, J.F.M (2008), page 13-14). 

In contrast with the adoption of the SOX in the United States of America, in the Netherlands in December 2003 the corporate governance the Tabaksblat Code was published. As well as the SOX, the Tabaksblat Code is adopted to protect the investors and the shareholders and to prevent accounting scandals and fraudulent activities. The Tabaksblat Code creates the assurance that the annual financial statements are more transparent and that they have a better accountability of the supervisory board and more protection of the shareholders
. In contrast to the SOX, the Tabaksblat Code is more principle-based, which implies that Dutch companies may adapt the Tabaksblat Code. The Tabaksblat Code applies to a “comply or explain” principle, this creates the possibility concerning the stock exchange quoted companies to have some flexibility in applying the Code or to explain if they do not comply with the Code
. 

On 22 June 2004 the Dutch government applied for a law proposal concerning the Law toezicht accountantsorganisaties (Wta) to restore the public confidence in the public financial auditor and in the auditor’s report. On 1st October 2006 in the Netherlands the law Wta has been adopted. As signaled before, the objective judgment of the financial auditor is of particular importance concerning a well-functioning economic. Consequently, the public interest of the financial auditor is essential when the financial auditor communicates a statement regarding the true and the fair view of the annual financial statements (Homan, T.C.B. (2007), page 11-13).

In addition, the Wta adopts the rules and the regulations published by the EU. In addition, the law Achtste Richtlijn Vennootschapsrecht was withdrawn after the introduction of the new law 2006/43/EC on 17 May 2006 that was focused on the statutory audit of the annual financial statements. Because the opinion was that this law was no longer in conformity with the international development, the law Achtste Richtlijn Vennootschapsrecht was withdrawn. The replacement of this law, 2006/43/EC and the Wta does not only contain the law and the regulation concerning the auditor, but also concerning the auditor’s firm. Setting law and regulations concerning the independence of the financial auditor and of the auditor’s firm reflects the importance of the rules concerning the audit firms. The Wta and the law 2006/43/EC create the assurance of appropriate control infrastructure, independent public oversight and requirement concerning the system of the quality control that are followed by the financial auditor and audit firms (Homan, T.C.B. (2007), page 11-13).

In order to restore the public confidence in the financial auditor and in the auditor firms, the Wta introduced an independent public oversight that has supervision over the financial auditor and over the auditors’ firms (Pouw, J.F.M (2008), page 13-14). Consequently, the Wta is focused on the following law and regulations
:

1. Wta chapter 1 - Definition and scope

In this part the content of different definitions are defined according to the Wta. 

2. Wta chapter 2 - Access to the market

In this part is defined that the financial auditor and the auditors firm needs a license of the Authority Financial Markets (AFM) to perform a statutory audit. Furthermore this part states that the financial auditor and its firms need to be registered at the AFM. For a summary of the responsibility of the AFM is referred to chapter 2.2. 

3. Wta chapter 3 - The financial auditor organization and the external financial auditor

This part provides further requirement that has to be followed by an audit firm to whom the AFM has issued a license. 

4. Wta chapter 4 - Accountability to the Authority Financial Markets 

In this part the law and the regulation are provided by which the AFM has to comply. 

5. Wta chapter 5 – Monitoring and enforcement 

This part defines that the AFM has the power to monitor the auditing firms and if the auditing firm do not follow the law and regulation rules the AFM can impose a penalty.

6. Wta chapter 6 -Public warning and publication of enforcement action

In this part is defined that the AFM can disclose certain information in the context of the compliance with the Wta. 

7. Wta chapter 7 - Amendments to other law regulations

This part contains the description of the changes that happened on certain articles. 

8. Wta chapter 8 - Evaluation and final determination

In this part is described that the AFM has the right to evaluate the quality of the audit firm after the audit firm applied for an audit license. 

2.2 Responsibility of the Authority Financial Markets 

The Wta proposes law and regulation regarding the supervision on audit firms and regarding the individual auditor. The Wta is a mixture of the existing structures of the accounting law regulation of the Koninklijk Nederlands Instituut van Registeraccountants (NIVRA) and the Nederlandse Orde van Accountants-Administratieconsulenten (NOvAA). The Wta in addition contains the function and the responsibility of the Authority Financial Markets (AFM) that has to issue a license to auditing firms that wants to perform statutory audits (Pouw, J.F.M (2008), page 11). 

The financial auditor must stay independent at all time, consequently, to have the assurance that the financial auditor is independent and that his or her communication is still reliable, the AFM monitors on a gradual basis the auditors. The AFM only monitors auditors firms that are performing statutory audits by verifying if the audit firms meets and applies the accountings standards of the Wta. The AFM monitors the audit firms by performing an audit on the quality system of the audit firm by checking how well the control information of the audit firm is recorded, how well the opinion of the audit is formulated and supported, if that opinion is reasonable and if the audit report is supported by the findings of the audit. The AFM only monitors audit firms that apply for a license and a license is only issued to an audit firm if that firm meets the standards in the Wta
. 

2.3 Quality requirements of the Law toezicht accountantsorganisaties

Mr. J. Wietsma explained in this book “100-vragen en antwoorden over de Wta” which requirements the Wta has regarding the quality of an audit, summarized as followed (Wietsma, J. (2008), page 37-38):

1. The system of quality control is described in a systematic manner and it is regularly evaluated and if necessary updated. 

2. The audit firms need to meet the requirement of a statutory audit as described in the guideline 220 and 230 of the International Accounting Auditing Standards Board (IAASB). 

3. The auditing firm has a framework of the control approach that they follow to perform the statutory audit.

4. The audit firm provides the design and implementation of the procedures for accepting and retaining the control clients. 

5. The audit firm provides the possibility of obtaining professional advises on its external auditors and other persons involved in the audit.

6. The audit firm provides a systematic approach of the risks regarding the threat of the independence. Threats regarding the independence are regularly evaluated and updated if necessary. 

7. The audit firm provides a systematic and accessible client administration of the audit engagements.

8. The audit firm has a compliance officer who is in charge of monitoring if all regulations are being followed. 

9. The audit firm provides a system of internal quality control on the audit files that is being monitored by the compliance officer. 

10. The audit firm provides the design and the implementation of procedures for proper handling of complaints. 

11. The audit firm provides the design and the implementation of the registration of offenses detected by the external auditors and other employees.

12. The audit firm provides the design and the implementation of procedures for reporting unusual transaction under the law guideline 240 of the IAASB. 

13. The audit firm keeps an audit file for a certain period of time that is determined by the Wta. 

2.4 Summary 

This chapter contains the description of the theoretical background of the introduction of the Wta. The main reason the Wta is adopted is a series of accounting scandals and fraudulent activities that happened in the United States of America and in the Netherlands. Because of the accounting scandals and the fraudulent activities the public lost its confidence in the financial auditor and in the auditors’ firms. 

To regain the confidence of the public in the financial auditor and auditor firms, the Wta has been adopted on 1st October 2006 in the Netherlands. The Wta contains the law and regulations on which an auditing firm should commit if it wants to perform a statutory audit. Based on the content of the Wta it is the AFM responsible to monitor the audit firm to establish if these firms follow the rules that are set by the Wta. 

To perform an empirical investigation on the described research question in chapter one, the definition of the term conservative accounting will presented in the next chapter. 

3 The content of the conservative image of the annual financial statement

This chapter describes the content of the term conservative image of the annual financial statement and the definition of the term conservative accounting is also explained. The first paragraph describes that conservatism is one of the accounting conventions that the financial auditor must follow to audit an annual financial statement. In the second paragraph a variety of definitions on conservative accounting will presented based on the view of a researcher and based on the view of accounting standard setters. Some examples of conservative accounting will also be present in the second paragraph. The thirds paragraph explains the historical development of conservative accounting. Finally, this chapter is closed with the summary.

3.1 Accounting conventions

The authors Powers, M., Needles, B.E., Crosson, S.V. in their book “Accounting Principles” (Powers, M., Needles, B.E., Crosson, S.V. (2011), page 178) stated that the financial auditor needs to audit the annual financial statement according to the general accepted accounting standards concerning the recognition and allocation of the items in an annual financial statement. The financial auditor needs to take into account that the annual financial statements have to be understandable for the internal- and external users. These users should have the knowledge to judge what information of the annual financial statement they will use, how to use it and what the information implies concerning their decision. To have the assurance that the internal- and external users understand the accounting information, the financial auditor also audit if the annual financial statements complies with the accounting conventions. For the accounting information to be understandable concerning the internal- and the external users, the accounting conventions effects in which way and what information should be presented when an annual financial statement is prepared (Powers, M., Needles, B.E., Crosson, S.V. (2011), page 178).

An annual financial statement need to meet the terms of the five existing accounting conventions that is summarized below (Powers, M., Needles, B.E., Crosson, S.V. (2011), page 179-182):

1. Consistency

Concerning the comparability a company needs to use the same accounting standards and principles over certain years. The consistency convention creates the possibility that if a company wants to change the accounting standards and principles in their annual financial statement, it has to be communicates what the reason is of changing into another accounting principle (Powers, M., Needles, B.E., Crosson, S.V. (2011), page 179-182).  

2. Full disclosure

The full disclosure convention requires that the annual financial statement present all the information that keeps the firm’s activity in an ongoing process. This convention requires full transparency in presenting the accounting information in an understandable manner that will prevent that internal and external users are being misled (Powers, M., Needles, B.E., Crosson, S.V. (2011), page 179-182). 

3. Materiality

The authors of the book “Accounting Principles” refer to materiality as the importance of an item in the annual financial statement. An item of the annual financial statement is material if a reasonable expectation exists that this material item would affect the decision of a user of the annual financial statement (Powers, M., Needles, B.E., Crosson, S.V. (2011), page 179-182). 

4. Conservatism

The convention of conservatism is used when the management of a company is uncertain about a certain judgment or estimate they have to make regarding the annual financial statement. The convention of conservatism require that when the companies management has the choice amongst two equally general accepted procedure or standards they should choose the general accepted procedure or standard which is least overstating the assets and income. When the convention of conservatism is not used correctly it can creates incorrect reporting and misleading the accounting information in the annual financial statement. Consequently, the management of a company should only focus on this convention when an uncertainty exits regarding the general accepted accounting procedure and standards (Powers, M., Needles, B.E., Crosson, S.V. (2011), page 179-182). 

5. Cost-benefit

The authors stated in their book “Accounting Principles” the cost-benefit convention as followed: “The cost-benefit convention holds that the benefits to be gained from providing accounting information should be greater than the costs of providing it” (Powers, M., Needles, B.E., Crosson, S.V. (2011), page 179-182). 

The empirical investigation of this research is only focused on the conservative image of the annual financial statement. Consequently, of the before signaled conventions, the focus in this research will only be on the convention of conservatism. 

3.2 Content of the term conservatism in accounting 

In previous paragraph the textbook definition of conservatism is described in a descriptive approach. However, over the years, many researchers and the capital regulators and accounting standard setters have communicated a variety of definition concerning conservative accounting that is summarized in the next two sub paragraph. 

3.2.1 Researchers view on conservatism 

In 1997 Mr. Sudipta Basu published the article “The conservatism principles and the asymmetric timeliness of earnings” in which he communicated about an empirical investigation he performed on the use of conservative accounting. Mr. Basu in this research interpret conservatism as followed: “Conservatism is interpreted as capturing accountants tendency to require a higher degree of verification for recognizing good news as gains than to recognize bad news as loses in financial statements” with other words Basu interpret conservatism as followed: “.interpret conservatism as resulting in earnings reflecting ‘bad news’ more quickly than ‘good news’.” (Basu, S. (1997), page 3&7). The opinion of the author concerning the content conservatism is that earnings reflect bad news faster than good news and that unrealized losses are recognized faster and earlier then unrealized gains (Basu, S. (1997), page 4). 

The author Watts, R.L. in his research paper “Conservatism in Accounting” stated that the general definition of accounting conservatism is expressed by the rule “anticipating no profit, but anticipate all loses (Bliss, J.H. (1924), Management through account” (Watts, R.L. (2002), page 1). This rule implies that profit should only be recognized when assurance exists that the revenue generating the profit will be earned. Consequently, Watts stated that the use of conservatism is the balance or the asymmetry for gains and losses verification (Watts, R.L. (2002), page 1).

The authors Penman, S.H. and Zhang, X. in their research paper “Accounting conservatism, the quality of earnings and stock returns” explained that in 1995 the researchers Feltham and Ohlson characterized the use of conservatism as an expectation by which the reported net assets are less than the market value over a longer period. This definition of conservatism implies that the positive net present values are classified at historical cost because it is expected that the investment will be less than their original value. The authors in addition explained that the researchers Mr. Beaver and Mr. Ryan characterized the use of conservatism in 2000 as the difference amongst the market value and the book value which exists from short time differences as result of an economic gain or loss that is recognized gradually in the book value. Finally, the authors explained that in 1999 Mr. Gjesdal described the use of conservatism as: “...characterized accounting as conservative if it assigns investments as carrying value that yields an expected accounting rate of return greater than the internal rate of return on their costs” (Penman, S.H., Zhang, X., (2002), page 239-240).

After studying various articles, the general definition of conservatism is that when a financial auditor audits the annual financial statement and found some uncertainties in a company’s transaction, the financial auditor has to verify if the company chooses to report lower estimates for assets and revenues valuation and higher estimates for liabilities and expenses valuation. By applying the conservative accounting rule the assurance is that in the annual financial statement the cost are not understated and that revenue is not overstated (Zhe Wang, R. (2009), page 8). This refers to the rule “anticipating no profit, but anticipate all loses (Bliss, J.H. (1924), Management through account” (Watts, R.L. (2002), page 1) whereby profit should only be recognized in the financial figures if the revenue is realized. 

3.2.2 Market regulators and accounting standard setters view on conservatism 

Over the past years different capital market regulators and accounting standard setters have been founded and the main goal of these regulators and standard setters is to establish and develop high quality, understandable, enforceable and globally accepted international financial reporting standards
.

To prevent manipulation, for example overstating earnings and understating expenses, in the annual financial statements, the capital market regulators, accounting standard setters and academes has criticize the use of conservatism as summarized below (Watts, R.L. (2002), page 1).

The American Institute of Certified Accountants 

The American Institute of Certified Accountants (AICPA) is an institute that sets accounting standards, which an auditor needs to follow while performing an audit
. In 1939 the AICPA stated in the Accounting Research Bulletin (ARB) 2 the following criticism on the definition of conservatism (Watts, R.L. (2002), page 1): 

“Conservatism in the balance sheet is of dubious value if attained at the expenses of conservatism in the income statement, which is far more significant” (Watts, R.L. (2002), page 1). 

This criticism is commented by Watts, R.L.  as followed: “understatement in the current period can create overstatement of earnings in future period by causing an understatement of the future expenses” (Watts, R.L. (2002), page 1).

The Financial Accounting Standards Board 

The Financial Accounting Standards Board (FASB) is a board that establishes and improves financial accounting standards concerning the reporting in the annual financial statements
. In 1980 in the Statement of Financial Accounting Concept paragraph 93 the FASB stated the following criticism concerning the use of conservatism (Zhe Wang, R. (2009), page 9): 

“Conservatism in financial reporting should no longer connote deliberate, consistent understatement of net asset and profits (FASB, 1980, Para 93)” (Zhe Wang, R. (2009), page 9). 

In paragraph 95 the FASB communicated had the following criticism (Zhe Wang, R. (2009), page 9): 

“Conservatism no longer require deferring recognition of income beyond the time that adequate evidence of its existence becomes available or justifies recognizing losses before there is adequate evidence that they have been incurred (FASB, 1980, Para 95)” (Zhe Wang, R. (2009),page 9). 

Paragraph 93 and 95, both implicates that it is not permitted to manipulate the financial figures in an annual financial statement, for example by underestimating the income in a current period and overestimating the income in a future period, even if no transactions in a current period exist (Zhe Wang, R. (2009), page 9).

In 1980 the FASB defined the term conservatism in the Statement of Financial Accounting Concepts 2 as followed (Basu, S. (1997), page 7): 

“...if two estimates of amounts to be received or paid in the future are about equally likely, conservatism dictates using the less optimistic estimate” (Basu, S. (1997), page 7).  

This definition refers to the rule “anticipating no profit, but anticipate all loses (Bliss, J.H. (1924), Management through account” (Watts, R.L. (2002), page 1).

3.2.3 Examples for applying conservative accounting 

The authors Powers, M., Needles, B.E., Crosson, S.V. in their book “Accounting Principles” signaled that the use of the lower-of-cost-or-market method for inventory valuation is an example of applying conservative accounting. The meaning of this inventory valuation method is that the market value and the cost value of an inventory item are compared with each other and only the lower value is used to value the inventory item in the balance (Powers, M., Needles, B.E., Crosson, S.V. (2011), page 182). 

Beside the lower-of-cost-or-market method for inventory, Basu signaled other examples of the use of conservatism as summarized below (Basu, S. (1997), page 8).

· “The immediate recognition of changes in cost estimates if they result in future expected losses on long-term contracts, but not if they results in increased future profits (ARB 45, Committee on Accounting Procedure (CAP), 1955)” (Basu, S. (1997), page 8).
· “The asymmetric recognition of the expected future results of discontinued operations (Accounting Principles Board (APB) Opinion 30, APB 1973)” (Basu, S. (1997), page 8).
· “The writing down of physical assets to reflect obsolescence or impairments, but not revaluing them upwards (APB Opinion 6, APB, 196)” (Basu, S. (1997), page 8).
Another example of the use conservatism is signaled by Penman, S.H. and Zhang, X. in their article that it is conservative to expense research and development cost then to capitalize and mortise these cost. The reason to expense research and development is the short maturity of these costs. Capitalization and amortization is only possible concerning long estimated assets live, consequently short estimated assets live are more conservative. In addition, policies that overestimate doubtful accounts, sales returns or warranty liabilities are examples of the use of conservative accounting (Penman, S.H., Zhang, X., (2002), page 238).

3.3 Historical development of conservatism 

Basu in his article “The conservatism principles and the asymmetric timeliness of earnings” argues that the use of conservative accounting has influenced the accounting environment concerning centuries (Basu, S. (1997), page 8). Basu even in this article signaled that several explanations exist that had influence on the use of conservative accounting. An explanation is that the financial market keeps changing in an ongoing process because of an economic crisis or successful market. In bad times, for example in times of an economic crisis this will result in some uncertainty of the future profits. The managers of a company are mostly responsible for the firms operations and asset value and their manager’s compensation depends on the company reported earnings. Because the manager’s compensation depends on the company earnings, the managers mostly have the urge to withhold any information from the financial reporting that has effect on their compensation. This can create manipulating the financial figures of the annual financial statement. Consequently, the introduction of the conservative accounting principles and financial auditor of the annual financial statement should prevent the managerial attempts of manipulating financial figures that could create misleading the internal- and the external users (Basu, S. (1997), page 9).

Because the investors’ option value is more sensitive to a declining value of the firm, Basu in his article even signaled that the debt- and the credit holders of a company should receive on regular basis information about the company in which they are investing, especially when it concerns “bad news” This is in consistence with the standards of the FASB in which is communicated in FASB, 1978, para 34 (Basu, S. (1997), page 8): 

“Financial reporting should provide information that is useful to present and potential investors and creditors and other users in making rational investment, credit and other decisions” (Basu, S. (1997), page 8). 

Conservative accounting is relevant to prevent manipulation of the annual financial statement, even the FASB 1984, para 81 argue this as followed:

“In assessing the prospect that as yet uncompleted transactions will be concluded successfully, a degree of skepticism is often warranted. Moreover, as a reaction to uncertainty, more stringent requirements historically have been imposed for recognizing revenues and gains than for recognizing expenses and losses, and those conservative reactions influence the guidance for applying the recognition criteria to components of earnings”  (Basu, S. (1997), page 8). 
3.4 Summary 

In this chapter is explained what the content is of the term conservatism and what effect this has on the annual financial statement. Conservatism can be explained as the choice the management of a company has to report a lower value if some uncertainty exists regarding the companies transactions. Furthermore, in this chapter is explained that most manager’s compensation depends on the company earnings and in bad time the managers can have the urge to manipulate the financial figures of the annual financial statement in order to protect their compensation. This is one of the reasons that the use of conservatism is important because it creates a possibility for the management of a company to manipulate the financial figures of the annual financial statements. 

In the next chapter a variety of empirical research concerning the use of conservative accounting is summarized. 

4 Prior research on the conservative image of the annual financial statement 

This chapter concerns an overview of existing empirical research focusing on the use of conservative accounting. 

4.1 Prior research 

Various articles and research papers concerning the use of conservative accounting has been studied. The reason for studying prior research articles and papers on conservative accounting is to realize a vision to perform the empirical research part of this research. Consequently, different empirical research will be presented in the following sub paragraphs. 

4.1.1 Sudipta Basu (1997)

As signaled in chapter 3, Sudipta Basu in 1997 produced the following article: “The conservatism principle and the asymmetric timeliness of earnings”. 

Object of the study

Before Basu’s vision on conservatism accounting is explained and in this paragraph the research performed by this author is summarized. Basu interpret conservatism as earnings that are faster affected by “bad news” pronouncement than by “good news” pronouncement. In his article Basu explained the research he performed on the timeliness of earnings by which he tested if timeliness is asymmetrically greater for ‘bad news’ then for ‘bad news’. In addition, Basu tested if the Earnings Response Coefficient (ERC) is asymmetrically lower or higher concerning negative or positive earnings in relation with the stock market adjustments (Basu, S. (1997), page 6&7). 

Sample size

To perform his empirical research Basu observed firm year-end data from 1963 until 1990, which he collected from the Center for Research in Security Prices (CRSP) monthly files and the Compustat Annual Industrial and Research file (statistical database) (Basu, S. (1997), page 10). The collected sample size was focused on the New York Stock Exchange and American Stock Exchange monthly files. In his empirical research Basu used four hypotheses that are described in the following paragraph and his sample size is presented in table 4.1.1 (Basu, S. (1997), page 10-25). 

Table 4.1.1. Sample size hypothesis (Sudipta Basu, 1997)
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Source: Basu, S. (1997), page 14-18-21-25
Methodology

To perform the empirical research Basu collected the following variables: the current year’s earnings, the previous fiscal year-end stock price, book values of assets and equity and returns data (Basu, S. (1997), page 10). To test the asymmetric effect of the use of conservatism accounting in good and bad news period, Basu developed the next four hypotheses (Basu, S. (1997), page 11-24):

1. Hypothesis 1

The slope coefficient and R2 from a regression of annual earnings on annual unexpected returns are higher for negative unexpected returns then concerning positive unexpected returns (Basu, S. (1997), page 11). 

Basu developed this hypothesis because financial auditors mostly anticipate future losses and consequently he concludes that the result of the use of conservatism is that earnings are more timely and sensitive to publicly bad news that to good news (Basu, S. (1997), page 11). 

2. Hypothesis 2


The increase in the timeliness of earnings over cash flow is greater for negative unexpected returns than for positive unexpected returns (Basu, S. (1997), page 16).

With this hypothesis Basu compares the earnings and the cash flows to estimate the impact of the use of conservatism. Basu explained that cash evidence are objective evidence and that cash transfers are recorded when they occur. In some accounting transactions contractual performance exists before the payment is performed and consequently in the financial administration an accrual is recorded. An accrual implies that the earnings are recorded when cash is not yet received. The result of this accrual consequently is that earnings are timelier than the cash flow measures. Basu analyzed this hypothesis the same way as hypothesis 1 (Basu, S. (1997), page 15).

3. Hypothesis 3


Negative earnings changes have a greater tendency to reverse in the following period than positive earnings changes (Basu, S. (1997), page 20).
In response to this hypothesis Basu tests the use of the conservatism and the persistence of the accounting measures on good and bad news responses. He wants to test what the relationship is amongst a lower earning in bad news periods in contrast with a higher earning in good news periods (Basu, S. (1997), page 19).  

4. Hypothesis 4


In a regression of announcement period abnormal returns on earnings changes, the slope on the positive earnings changes is higher than on the negative earnings changes (Basu, S. (1997), page 23).

With this last hypothesis Basu wants to test the conservatism effect on the information content of the earning releases. This hypothesis examines in which way capital markets react on news regarding the unexpected earnings (Basu, S. (1997), page 23). 

5. Additional tests 

Basu in addition performed an additional test to increase his confidence of the before signaled hypothesis. He examined if changes in the financial auditor legal liability exposure has an effect on the use of conservatism over time. He performed this examination because the use of conservatism reduces the auditors’ liability and consequently it is expected that auditors increased the asymmetric timeliness of earnings to increase their legal liability exposure (Basu, S. (1997), page 26).

Outcome

Basu tested the before signaled hypothesis with the asymmetric timeliness of earnings measurement. Based on the result Basu concluded that earnings are timelier in reporting bad news of future cash flows than good news. Basu concluded that earnings react more sensitive concerning bad news pronouncement than concerning good news. In addition, Basu concluded that accruals do not have a positive effect on good news because recognition of bad news is performed by accruals. Based on the results in addition is concluded that negative earnings changes are less persistent then positive earnings changes and that the ERC are higher concerning positive earnings changes then concerning the negative earnings changes (Basu, S. (1997), page 26-34).

4.1.2 Dan Givoly and Carla Hayn (2000)

The authors performed an empirical research on the use of conservative accounting and summarized their research in 2000 in the article “The changing time-series properties of earnings, cash flows and accruals: has financial reporting become more conservative?” 

Object of the study

These authors in their article explained that the financial figures in a firms financial administration has to represent a true and fair view of all the economic performance which are measured by the cash flows. True and fair view is of essential importance because this is the basis for analyzing the annual financial statements. Consequently the research is performed by analyzing the relation amongst the reported earnings and cash flow. The intention was to examine if structural changes exist in the accounting reporting and consequently they examined the conservative effect of the changes in the time-series properties of earnings, in the cash flows and in the accruals. The authors signaled that a financial statement should recognize a change if a change exists amongst the earnings, the cash flows and the accruals. The changing degree of reporting should be reported in the annual financial statement otherwise it will be impossible to compare the annual financial statements with each other (Givoly, D., Hayn, C. (2000), page 288-293).

Sample size

To perform a comparable analysis the authors collected 896 firms of the year 1968-1998 out of the Compustat statistical database and in addition the return information was also collected from the CRSP database. The Compustat and CRSP statistical database consist of New York Stock Exchange and American Stock Exchange quoted files (Givoly, D., Hayn, C. (2000), page 294-317). 

Methodology

To perform the empirical investigation the authors collected the following variables (Givoly, D., Hayn, C. (2000), page 294-317):

· The sample firms profitability;

· The firm-size and the industry effects;

· The cash flows and the accruals;

· The results on the accumulation of the accruals;

· The earnings-return association;

· Variability of earnings;

· Market-to-book ratio.

The authors used the following measurements to examine if the use of conservatism had any effect on the reporting in the annual financial statements (Givoly, D., Hayn, C. (2000), page 294):

1. the level and the rate of accumulation over time of negative non-operating accruals (Givoly, D., Hayn, C. (2000), page 294);

2. measures based on the earnings-return association during periods of good and bad news (Givoly, D., Hayn, C. (2000), page 294);

3. measures based on the time-series properties of earnings and cash flows which means the skewness of the earnings distribution relative to the cash flows distribution and the variability of earnings relative to cash flows (Givoly, D., Hayn, C. (2000), page 294);

4. the market-to-book ratio (Givoly, D., Hayn, C. (2000), page 294). 

Outcome

Based on the test result is concluded that the accounting earnings and the economic performance is not stable over time based on the time-series effect of earnings, cash flows and accruals. The results showed an increase in reporting in a conservative manner over time (Givoly, D., Hayn, C. (2000), page 317-318). 

4.1.3 Xiao-Jun Zhang (2000)

In 2000, Zhang wrote the article: “Conservative accounting and equity valuation”. 

Object of the study

In this article Zhang studied the conservative effect on the relation amongst the accounting data and a firm value. This study is performed because the use of conservatism has a great influence on the establishment and the implementation of accounting standards (Zhang, X., (2000), page 126). 

Sample size

To understand the effect amongst the use of conservative accounting and the accounting data and firm value the author modeled a going concern firm in a multi-period. The author modeled a firm of which only the firm’s operating activities can be measured because conservatism mainly affects these activities (Zhang, X., (2000), page 128). 

Methodology

To study the effect of the use of conservative accounting in relation with the accounting data and the firm value, the author investigates the following (Zhang, X., (2000), page 128-137):

· the linear effect of the book value and the capitalized earnings of a firm value (Zhang, X., (2000), page 128-137);

· the firm growth in relation of the firm value and the long-term growth in relation with the firm value (Zhang, X., (2000), page 128-137);

· the balance sheet approach versus the income statement approach under the use of conservative accounting (Zhang, X., (2000), page 128-137).

Outcome

Based on the results is concluded that the use of conservative accounting can be performed on the book value, the earnings or with the book rate of return. The author concluded that capitalizing earnings can cause conservatism and that the firm growth has effect on the earnings and the book value of a firm (Zhang, X., (2000), page 125-149). 

4.1.4 Frank Gigler and Thomas Hemmer (2001)

In 2001 the authors wrote the article “Conservatism, optimal disclosure policy and the timeliness of financial reports”.

Object of the study

The authors studied a firm’s financial reporting system in relation to the incentives for managers that results in voluntary disclosure of private information. The authors were mainly motivated to accentuate the theoretical relation amongst the financial reporting and the information that is provided by the voluntary disclosure. The authors were motivated to perform this research because of the increasing interest of the use of conservatism accounting in the financial statements that is mainly based on the price reactions and the reported earnings. In this article is signaled that Basu (1997), performed a research on conservatism and concluded that the price-earnings relation is stronger for a negative than for a positive return and that financial statements are mostly a source for bad news than for good news which results in the situation that the financial statements being more conservative (Gigler, F., Hemmer, T., (2001), page 471-474). 

Sample size

The authors modeled a firm in which the manager’s action has an increasing effect on the future of the firm (Gigler, F., Hemmer, T., (2001), page 474-476). 

Methodology

The researchers developed a principal-agent model that is based on the relation of financial reporting and the manager’s incentives with the focus on the voluntary disclosure. This is a model in which the shareholders have the opportunity to write a contract that concerning the manager creates the incentives to work hard and to voluntarily disclose performance information in the annual financial statement. The authors’ primary focus was to examine how less conservative financial statements induce managers’ fair and truthful disclosure reporting in the annual financial statement. To build a principal-agent model based on simplicity and transparency, the authors only focused on binary actions and outcomes (Gigler, F., Hemmer, T., (2001), page 471-474).

Outcome

Based on the results the authors concluded that firms that are more conservative in their financial reporting are less likely to communicate voluntary disclosure than firms using less conservative accounting (Gigler, F., Hemmer, T., (2001), page 474-486). 

4.1.5 Stephen H. Penman and Xiao-Jun Zhang (2002)

In 2002 the authors wrote the article: “Accounting conservatism, the quality of earnings and stock returns”.

Object of the study

The authors in their article present the empirical research they have performed to test whether accounting methods have any effect on the quality of the reported earnings. These authors define the quality of earnings as followed: “… reported earnings, before extraordinary items that are readily identified on the income statement, is of good quality if it is a good indicator of future earnings.” (Penman, S.H., Zhang, X., (2002), page 238-239). As a result, the authors signaled that the use of conservative accounting affects the quality of both, the balance sheet and the income statement. The authors explained that if a firm increases their investment the firms’ managers would perform accounting choices that sometimes create reporting higher earnings then the expected lower earnings. The lower earnings create unrecorded reserves and these unrecorded reserves’ concerning the managers creates the opportunity to report future income more flexible (Penman, S.H., Zhang, X., (2002), page 238-239). 

Sample size

To perform the empirical research on the hidden reserves the authors collected New York Stock Exchange and American Stock Exchange non-financial firms on the Compustat Annual Industrial and Research files and CRSP files for the years 1975-1997. Concerning the research a total sample size of 38.540 firm-years was applicable (Penman, S.H., Zhang, X., (2002), page 244-246). 

Methodology

Concerning the collected data the authors calculated the Conservatism index (C-score) and the Earnings quality indicator (Q-score). With the C-score they measured the use of conservative accounting effect on the balance sheet and with the Q-score they measured the conservative effect on the reported earnings in the income statement (Penman, S.H., Zhang, X., (2002), page 242-244). 

The authors tested the following two research questions (Penman, S.H., Zhang, X., (2002), page 239):  

1. Does conservative accounting coupled with changes in investment lead to temporary changes in earnings? (Penman, S.H., Zhang, X., (2002), page 239)
2. Does the stock market price these temporary earnings as if they were indeed unsustainable? (Penman, S.H., Zhang, X., (2002), page 239)
Outcome

Based on their research result they concluded that the use of conservatism accounting creates unrecorded reserves when firms are investing. When the firms reduce their investment, the firms’ manager releases the unrecorded reserves and as result creates higher earnings and rates of return. This results in poor-quality reported earnings that are earned from changes in the planned investments (Penman, S.H., Zhang, X., (2002), page 242-262). 

4.1.6 Avraham Beja and Dan Weiss (2006)

In 2006 Beja and Weiss wrote the article “Some informational aspects of conservatism”.

Object of the study

With an analytical model these authors examined the informational implication (relation) of the use of conservatism to identify in which type of accounting environment conservative accounting is an informative or a predetermined choice. As signaled in chapter 3, the use of conservatism creates the choice to report to the lower or the less optimistic value, consequently financial statements needs the most acceptable value. However, some managers would still make the choice to report the higher or the most optimistic value. The authors explained that the benefit of reporting the lower or less optimistic value could be more informative than a predetermined choice, consequently the authors examined the information implications to compare the alternatives of a predetermined choice (the lower or less optimistic reporting choice) (Beja, A., Weiss, D. (2006), page 585-587). 

Sample size

The authors build a theoretical model that includes the essential financial reporting and interpretation (Beja, A., Weiss, D. (2006), page 587). 

Methodology

The build theoretical model was able to examine the essential accounting information that is reported, and the interpretation of this information in the annual financial statements. The theoretical model is based on the following (Beja, A., Weiss, D. (2006), page 587-591): 

1. Value reporting and error losses

Value reporting implies an asset-estimated value that is reported in the annual financial statement with the according accounting standards. Because they kept in mind that a probability existed that the reported value has an error and a user’s interpretation may not agree on the reported value in the annual financial statement, the authors based this model on error losses (Beja, A., Weiss, D. (2006), page 587-591).

2. Interpreting the financial statements

Because some users trust the reported accounting information in the annual financial statement and do not expect that a probability of error exists, the authors’ theoretical model is based on the interpreting of the financial statements. In addition, other sophisticated users exist who considers that a probability exists that the reported value in the annual financial statement is not free of error (Beja, A., Weiss, D. (2006), page 587-591). 

3. Some notation and preliminary observations

Based on this observation the authors perform the assumptions that the two value choices are mutually statistically independent and that the probability distribution is independent of the underlying value (Beja, A., Weiss, D. (2006), page 587-591).

4. Quadratic Error losses

The observation of the quadratic error losses expresses the expected error loses in relation with the sophisticated interpretation (Beja, A., Weiss, D. (2006), page 587-591). 

Outcome

With the before explained theoretical model the authors intend to evaluate the informational aspects of the use of conservative accounting in a way the internal and external users understands and uses the annual financial statements. The authors concluded that the less optimistic estimate can reduce harmful error in the financial reporting and this create that the financial report is more reliable for the users (Beja, A., Weiss, D. (2006), page 598-599). 

4.1.7 Robert M. Bushman and Joseph D. Piotroski (2006)

In 2006 the authors wrote the article “Financial reporting incentives for conservative accounting: The influence of legal and political institutions”.

Object of the study

The authors examined in which way an institutional structure of a country in which a firms operates effects the reporting in an annual financial statement with the focus on the use of conservative accounting. The basis of the authors’ analysis is that the following variables influence the behavior of the corporate executives, the investors, regulators and other market participants (Bushman, R.M., Piotroski, J.D. (2006), page 108-116): 

1. Legal and judicial regime;

2. Securities law;

3. Political economy;

4. Tax regimes.

Sample size

To perform the empirical research the authors collected data from the Global Vantage database and focused on countries with sufficiently accounting information during the period 1992-2001. The authors collected a final sample of 86.927 observations that are drawn from 38 countries (Bushman, R.M., Piotroski, J.D. (2006), page 117- 118). 

Methodology

Concerning the collected data they performed a research that was based on the relation amongst the economic income and the accounting income. The economic income was measured by the stock returns and the accounting income was measured by the reported income in the annual financial statement (Bushman, R.M., Piotroski, J.D. (2006), page 117- 118). 

To perform the empirical research the authors only selected data based on the following (Bushman, R.M., Piotroski, J.D. (2006), page 111):

· Institutional incentives that has effect on good news recognition without increasing the speed of bad news recognition (Bushman, R.M., Piotroski, J.D. (2006), page 111);

· Institutional incentives that only has an effect on the increasing the speed of the bad news recognition (Bushman, R.M., Piotroski, J.D. (2006), page 111);

· Institutional incentives that has an effect on both good and bad news recognition (Bushman, R.M., Piotroski, J.D. (2006), page 111).

Outcome

Based on the results the authors concluded that a country’s legal and judicial system, securities laws, political economy and tax regime influence the behavior of corporate executives, investors, regulators and other accounting standard setters (Bushman, R.M., Piotroski, J.D. (2006), page 140-141). 

4.1.8 Gerald J. Lobo and Jian Zhou (2006)

In 2006 the authors wrote the article “Did conservatism in financial reporting increase after the Sarbanes-Oxley Act? Early evidence”. 

Object of the study

In chapter 2.1.3 the occasion of the introduction of SOX is explained. The authors examined in their article several conservatism measurements before and after the introduction of SOX to investigate if the use of aggressive accounting method declined after the SOX introduction. The authors examined the use of aggressive accounting method because one of the rules of SOX is a criminal penalty for the Chief Executive Officer (CEO) and concerning Chief Financial Officer (CFO) if the accounting principles are not followed. In the article the authors use the following reference regarding SOX: “Even though the provisions of SOX relate more to unbiased accounting and to controls for achieving unbiased accounting, the increased attention to aggressive accounting is expected to result in accounting policies being weighted more to greater conservatism” To perform this research, they defined conservatism as followed: “Under this approach conservatism is captured by the difference between the coefficient relating earnings to stock returns for firms with positive stock returns and the coefficient for firms with negative stock returns” (Lobo, G.J., Zhou, J., (2006), page 1-3).

Sample size

To perform the research the authors collected data from the Compustat database by collected 14.396 listed firms-years observations. These 14.396 firm year observations included 4.441 firms of which 2.757 firms had two years data and 1.684 had one-year data available before and after SOX. The Compustat database consists of New York Stock Exchange and American Stock Exchange quoted companies information (Lobo, G.J., Zhou, J., (2006), page 11-12). 

Methodology

The authors believed that firms are more conservative after two years after the introduction of SOX (post-SOX) then two years preceding the SOX (pre-SOX). Consequently, the authors first compared the discretionary accruals concerning the pre- and the post SOX firms and secondly they used the Basu measurement (1997) to compare the use of conservatism concerning the pre- and post-SOX firms (Lobo, G.J., Zhou, J., (2006), page2-3). 

To perform the empirical investigation the authors used the following hypothesis (Lobo, G.J., Zhou, J., (2006), page 5-6):

Hypothesis 1

“Firms on average are more conservative in their financial reporting in the post-SOX period than in the pre-SOX period” (Lobo, G.J., Zhou, J., (2006), page 5-6).

To analyze the before signaled hypothesis, the authors have investigate the hypothesis in the next way (Lobo, G.J., Zhou, J., (2006), page 5-6):

1. Hypothesis 1a: 

“Firms use lower discretionary accruals in the post-SOX period than in the pre-SOX period” (Lobo, G.J., Zhou, J., (2006), page 5-6).

2. Hypothesis 1b: 

“Firms incorporate losses more quickly than gains in their earnings in the post-SOX period than in the pre-SOX period” (Lobo, G.J., Zhou, J., (2006), page 5-6).

Outcome

The authors concluded that firms reported a lower discretionary accrual after the introduction of SOX then before the adoption of SOX. In addition, the authors used the Basu measurement (1997) to examine the conservatism reporting and concluded that firms reported losses more quickly than gains after the introduction of SOX (Lobo, G.J., Zhou, J., (2006), page 18-19). 

4.1.9 Dimosthenis Hevas and Georgia Siougle (2011)

In 2011 the authors wrote the article “The differential information content of loss components under a conservative accounting regime”. 

Object of the study

In this article the authors examined the relevance of a different accounting losses concept that is reported in the income statement of an annual financial statement. To perform this research the authors tested if the investors value losses in a different manner than earnings. Secondly, the authors divided the accounting income into separate components to test if these separate components improve the earnings/loss return relation (Hevas, D., Siougle, G. (2011), page 316-317).

Sample size

To perform the empirical research the authors collected data for the period 1992-2000 from non-financial firms that are listed on the Athens Stock Exchange. In total 79 non-financial firms were collected and concerning these firms 711 reporting years were used for the empirical research (Hevas, D., Siougle, G. (2011), page 316-321). 

Methodology

The research model was based on the net income as measurement because the net income is an effective measurement of the total net asset (Hevas, D., Siougle, G. (2011), page 316-321).

Outcome

Based on the results the authors concluded that the total income can be used concerning the valuation of reporting profit but not concerning the reporting of the losses (Hevas, D., Siougle, G. (2011), page 328-332). 

4.2 Hypothesis concerning the empirical investigation

Based on the before signaled prior researches, the article of Gerald J. Lobo and Jian Zhou (2006) looks interesting for this reach paper. In the article of Lobo and Zhou is investigated in which way the conservative convention in annual financial statements are used before and after the introduction of SOX. This article looks very similar as the research question as described in chapter 1, whereby is explained that research will be done on the conservative image of annual report before and after introduction of Wta. Based on the fact that the research question and methodology as described in chapter one looks as similar as the research of Lobo and Zhou, the formulated hypothesis of the research of Lobo and Zhou will be used to formulate the hypotheses that are needed to perform the research of this paper. 

The hypothesis for this research paper is formulated as followed:

Hypothesis 1

Firms on average are more conservative in their financial reporting after the introduction of the Wta then before the introduction of the Wta.

Hypothesis 1 will be analyzed on the following two ways:

1. Hypothesis 1a

Firms employ lower discretionary accruals after the introduction of the Wta then   before the introduction of the Wta.

2. Hypothesis 1b 

Firms incorporate losses more quickly than gains in their earnings after the introduction of the Wta then before the introduction of the Wta.

4.3 Summary

Various prior empirical researches concerning the use of conservatism accounting in this chapter have been presented. Appendix 2 contains a schematic overview of these studies in which is summarized what the content and findings are. In the second paragraph of this chapter the hypothesis to perform the empirical investigation on the research question, as described in chapter one, is formulated.

The next chapter, chapter five, is focused on the research design that will be performed on the main question of this research paper. The next chapter contains the research design, methodology and data collection that are needed to perform the empirical part of this research. 

5 Research design, methodology and data collection  

In the previous chapter prior research concerning the research topic and question had been examined and the hypothesis to perform this empirical research has been formulated. To test the formulated hypothesis, this chapter provides an outline of the empirical research. The outline of the empirical research consist of the research design and characteristics, the research methodology, the measurements and variables to measure conservative accounting and the sample size and data collection. 

5.1 Research design and characteristics 

Research approach

The Oxford Advanced Learner’s Dictionary of Current English defines research as followed: “a careful investigation or inquiry especially through search for new facts in any branch of knowledge.” (Kothari, C.R. (2008), page 1). Mr. Dr. C. R. Kothari also described in his book “Research methodology: methods and techniques” that research can be defined as finding a solution for a problem through an objective and systematic approach (Kothari, C.R. (2008), page 1). With other words, research can be seen as a careful and systematic study in a certain field of knowledge that is undertaken to establish certain facts and principles and this leads to solving the identified problem
. 

Empirical research is overall defined as a research by which their findings are based on direct and indirect observation that is derived from a test of reality
. With empirical is meant that the impact of an object is observable and observation can be interpreted as using experience, evidence and information to develop and test a certain research question (Keith F.P, (2005), page 27).

Kothari and Keith explained in their books that there are two generally accepted research approaches to design an empirical research. The two accepted research approaches are as followed (Kothari, C.R. (2008), page 5 & Keith F.P., (2005), page 28):

1. Quantitative research approach

The author Firestone defines the quantitative approach as followed: “Quantitative research is based on a positivist philosophy which assumes that there are social facts with an objective reality apart from the beliefs of individuals.” (Firestone, S. (1987), page 16). Firestone also explained that the purpose of this approach is to explain the causes of the social facts with help of objective measurements and quantitative analysis (Firestone, S. (1987), page 16). 

The quantitative research approach is a research whereby the data can be derived into the form of numbers (numerical data). This research approach is more objective and directly whereby numerical data is collected, observed and evaluated through statistical analysis and its results are analyzed and interpreted to come to a certain conclusion (Kothari, C.R. (2008), page 5 & Keith F.P., (2005), page 28). 

2. Qualitative research approach

The author Firestone defines the qualitative approach as followed: “Qualitative research is rooted in a phenomenological paradigm which holds that reality is socially constructed through individual or collective definitions of the situation.” (Firestone, S. (1987), page 16). Firestone explained that the purpose of this approach is more concerned with the understanding the social phenomenon through an individual perspective Firestone, S. (1987), page 16).

The qualitative research approach is a research that uses data that cannot be derived in the form of numbers (not numerical data). This research is more subjective and open; consequently it focuses on observation and describes a certain event without the use of data in a numerical form (Kothari, C.R. (2008), page 5 & Keith F.P., (2005), page 28). 

In figure 5.1.1 a comparison of the quantitative and qualitative approaches are summarized to understand the difference amongst these two approaches. 

Figure 5.1.1 Comparison quantitative and qualitative approaches
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To determine the appropriate research approach, the authors Verschuren en Doorewaard explained that this concerns the choice amongst breadth and dept. A choice amongst breadth and depth exist because both choices are of equal importance. With breadth is meant a comprehensive approach that generalize the results but which restricts the depth and detail of the results. Breadth refers more to the quantity data. On the other hand, depth is a smaller scale approach which is less generalizable but has a detailed and strong foundation and this refers to the quality of data (Verschuren, P. and Doorewaard, H. (2007), page 160).  

Based on the research approach choices given by Verschuren en Doorewaard and the comparison in figure 5.1.1, it can be concluded that the nature of the research question in this paper, as summarized in chapter one, is to determine by the breadth choice. The research question of this paper can be investigated by collecting the useful information and by evaluated this with help of statistical analysis. It is therefore concluded that the quantitative approach fits this study the most.  

Types of research

Kothari described in his book that four basic types of research exist that are summarized as followed (Kothari, C.R. (2008), page 2-4):

1. Descriptive versus analytical research

The main goal of a descriptive research is to describe and to observe a behavior without manipulating it and it mostly includes surveys and fact-findings enquires. Furthermore, an analytical research is a research on which the researcher uses information that is already available. The researcher analyses the available information to perform a critical evaluation (Kothari, C.R. (2008), page 2-4). 

2. Applied versus fundamental research

Mr. Kothari in his book stated that applied research is a research which is performed to find a solution for an immediate social or industrial/business problem. On the other hand, a fundamental research is performed for generalizing a certain theory (Kothari, C.R. (2008), page 2-4). 

3. Quantitative versus qualitative research

A quantitative research is a research that is performed to measure a certain quantity or amount, therefore this research is expressed in terms of quantity. On the other hand, a qualitative research is based on a qualitative phenomenon and this type of research is a scientific research that seeks answer to a certain question. The qualitative research uses predefined sets of procedures to answer a certain question (Kothari, C.R. (2008), page 2-4). 

4. Conceptual versus empirical research

Conceptual research is generally used by philosophers and thinkers to develop a concept that relates to some ideas and theory. In contrast to the conceptual research, the empirical research is a data based research that is based on observations (Kothari, C.R. (2008), page 2-4). 

5. Variation of research types 

A variation of research types is the last research type Mr. Kothari communicates in his book and this is a variation of the research types which are described before (Kothari, C.R. (2008), page 2-4). 

As signaled before and based on the above-mentioned summary, the nature of the research question in this paper can be best studied by a combination of a quantitative- and empirical research type of research. 

Research strategy

Verschuren en Doorewaard explained in their book that there are five main research strategies that can be used to perform a research. These strategies can be summarized as followed (Verschuren, P. and Doorewaard, H. (2007), page 161-209):

1. Survey research

The survey research is a research by which the researcher tries to get a broad picture over an extended time phenomenon. The researcher performs this research with the use of a questionnaire by which a large number of people are interviewed (Verschuren, P. and Doorewaard, H. (2007), page 161-174). 

2. Experiment research
With the experiment research the researcher has the possibility to gain experience with new situations or processes and to determine the changing effects of these new situation or processes. Consequently this research is used to establish the cause and effect (Verschuren, P. and Doorewaard, H. (2007), page 174-183). The business dictionary
 defined the experiment research as followed: “Research method for testing different assumptions (hypotheses) by trial and error under conditions constructed and controlled by the researcher. During the experiment, one or more conditions, called independent variables, are allowed to change in an organized manner and the effects of these changes on associated conditions, called dependent variables, is measured, recorded, validated and analyzed for arriving at a conclusion.”15
3. Case study research

The author Gable defines the case study research as qualitative analysis by which a certain group of method is investigated. Through a variety of methods as participant-observation, in-depth interviews and longitudinal studies data is collected. With this research a problem is being investigated and the conclusion of this research is not generalizable to other case study (Gable, Guy G (1994), page 17). 

4. Grounded theory research

The grounded theory research can be defined as a research approach that discovers which kind of problem exist in a certain social environment and what steps should be taken to solve the identified problem
 (Verschuren, P. and Doorewaard, H. (2007), page 192-201). 
5. Desk research

The desk research is a research strategy by which the researcher uses material and collects data that are already used and analyzed by a previous researcher. With help of the collected data and material and with the use of a literature study the researcher tries to get a new insight (Verschuren, P. and Doorewaard, H. (2007), page 201-209). 

Of the five above-mentioned researches, the experiment research fits the best to the empirical research that will be performed in this paper. The experiment research is chosen because in this paper is investigated if annual financial statements are more conservative before or after the introduction of the Wta. Consequently, the experiment research will make it possible to investigate the changing effect in the annual financial statements before and after the introduction of the Wta. 

5.2 Research methodology

Kothari described research methodology “as a way to systematically solve the research problem” (Kothari, C.R. (2008), page 8).  The research methodology includes all the steps that the researcher will take to solve the research problem. Therefore, the research methodology makes it possible for the researcher to know which research method is applicable for the research problem and what the logic behind the research method is. The research methodology also makes it possible to explain why a certain method or technique is used because with the chosen method the collected data should be evaluated and analyzed   (Kothari, C.R. (2008), page 8-12). The research methodology is a systematic way to solve the research problem and therefore the research methodology mainly consists of the following steps, which are also presented as a flowchart in figure 5.2.1 (Kothari, C.R. (2008), page 10-12):

I. Define research problem

In chapter one the research problem of this paper is defined.

II. Review the literature

In chapter four various articles and research papers on conservative accounting has been studied. 

III. Formulate hypotheses

Based on the literature study in chapter four the hypotheses are formulated to perform the empirical research of this paper. The hypotheses are derived from the article of the authors Lobo and Zhou because their article is as similar as the research problem of this paper. 

IV. Design research including sample design

V. Collect data

In this chapter the research- and sample design and the data collection is explained.

VI. Analyze data / test hypotheses

In chapter six the collected data will be tested on the formulated hypotheses. 

VII. Interpret and report

In chapter seven will be concluded if the annual financial statements are written in a more conservative way after the introduction of the Wta or not. This conclusion will be drawn from the test results of chapter six. 

Figure 5.2.1 Research process in flow chart
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Source: Kothari, C.R. (2008), page 11


In the previous paragraph is concluded that the research problem in this paper can be investigated by a quantitative experiment research. In chapter four is signaled that the article of Lobo and Zhou (2006) investigated if there was an increasing conservative effect in financial reporting after the introduction of SOX and is therefore as similar as the research question of this paper. Therefore the research methods and methodology used by Lobo and Zhou will also be used in this paper. Consequently, conservatism will be investigated with the discretionary accruals and the Basu measurement.  

5.3 Measuring conservative accounting

5.3.1 Testing hypothesis 1a

In previous chapter hypothesis 1a is formulated as followed:

Firms employ lower discretionary accruals after the introduction of the Wta then before the introduction of the Wta

This hypothesis is formulated to test hypothesis 1 as mentioned in chapter 4. This hypothesis is based on discretionary accruals because it estimates the effect the accounting choices have on the reported income (Becker, C., M. DeFond, J. Jiambalvo, and K. R. Subramanyam (1998), page 10). Hypothesis 1a is formulated based on the fact that if conservatism increased after the introduction of the Wta then the management of a company will make the choice to use lower discretionary accruals after than before the adaption of the Wta. Therefore, the use of hypothesis 1a can predict if lower discretionary accruals are used after the introduction or before the introduction of the Wta. If out of the test result of hypothesis 1a is concluded that firms uses lower discretionary accruals after the introduction of the Wta it can also be concluded that the firms are more conservative after the introduction of the Wta (Becker, C., M. DeFond, J. Jiambalvo, and K. R. Subramanyam (1998), page 10 & Lobo, G.J., Zhou, J., (2006), page 6-10). 

Hypothesis 1a is tested by the following regression model (Lobo, G.J., Zhou, J., (2006), page 6-10).

(1) DACCit = 0 + 1CERTIit + 2AUDITit + 3SIZEit + 4OCFTALG1it + 5SMDECRit + 6SMLOSSit+ 7LEVit + 8SHAREDECRit + 9SHAREINCRit + it
Where for every firm i and year t:

DACC 

= discretionary accruals 

CERTI

= 1 after the introduction of Wta and 0 otherwise

AUDIT

= 1 if the firm is audited by a Big 4 auditor and 0 otherwise

SIZE 

= log of total sales

OCFTALG1
= operating cash flow deflated by beginning total assets

SMDECR
= 1 if [(current year’s income before discretionary accruals - last years’

    income)/beginning market value of equity] is amongst (-0.015, 0) and 0

    otherwise. The value between (- 0.015, 0) is the bandwidth from the

    research study of Burgstahler and Dichev (1997); income 
    before discretionary accruals is income minus discretionary accruals

SMLOSS 
= 1 if (current year’s income before discretionary accruals/beginning market

   value of equity) is amongst (-0.03, 0) and 0 otherwise. The value between 
   (- 0.03, 0) is the bandwidth from the research study of Burgstahler and 
    Dichev (1997)
LEV 

= long-term debt/total assets

SHAREDECR
= 1 if the firm has a decline of more than 10 percent of total outstanding

   shares during the year and 0 otherwise

SHAREINCR 
= 1 if the firm has an increase of more than 10 percent of total outstanding

   shares during the year and 0 otherwise

it

= error term for sample firm i for year t
For the definition of the above-mentioned control variables is referred to the next paragraph.

Measuring discretionary accruals (DACC)

Lobo and Zhou (2006) used the modified Jones model (researcher J. Jones developed this model in a 1991 research paper) to estimate the discretionary accruals (DACC). Therefore, the following regression model is made to estimate the first part of the DACC (Lobo, G.J., Zhou, J., (2006), page 9-10 & Becker, C., M. DeFond, J. Jiambalvo, and K. R. Subramanyam (1998), page 10):

(2) TACCit/TAit-1 = 1(1/TAit-1) + 2REVit/TAit-1 + 3PPEit/TAit-1 + it

Where for every firm i in year t:

TACC 

= total accrual is: the change in current assets – change in cash – change in

   current liabilities + change in current portion of long-term debt –

   depreciation

TA 

= total assets 

REV 

= change in revenue 

PPE 

= gross property, plant and equipment

it

= error term for sample firm i for year t
For the regression to estimate the DACC, the estimates of 1, 2, and 3 are used in the following model (Lobo, G.J., Zhou, J., (2006), page 9-10), this model is based on the modified Jones model discretionary accruals (DTACC):
(3) DACCit = TACCit – [â1 (1/TAi,t-1) + â2 (REVit - RECit) + â3 PPEit]
Where for every firm i in year t:

REC 

= change in receivables 

The TA, REV, PPE and REC are used in the model to estimate the DACC because these variables controls the changes in the accruals which by time leads to changes in the firm’s economic conditions (Becker, C., M. DeFond, J. Jiambalvo, and K. R. Subramanyam (1998), page 10-12). 

Lobo and Zhou (2006) found out in their prior research that Dechow, Sloan and Sweeney (1005) and Kasznik (1999) concluded that de estimated DACC is negatively biased for firms with low earnings and positively biased for firms with high earnings. Therefore, Lobo and Zhou (2006) followed the direction of Cohen et al. (2005) and to mitigate the bias effect they included the current operating performance measurement and the current cash flows from operations excluding extraordinary items in the regression model. The modified Jones model with the adjusted current operating performance is consequently built as followed (Lobo, G.J., Zhou, J., (2006), page 9-10):

(4) TACCit/TAit-1 = 1(1/TAit-1) + 2REVit/TAit-1 + 3PPEit/TAit-1 + 4OCFit/TAit-1 + it
Where for every firm i in year t:

OCF 

= operating cash flow

For the final regression to estimate the performance adjusted DACC, the estimates of 1, 2, and 4 are used in the following model (Lobo, G.J., Zhou, J., (2006), page 9-10), this model is based on the adjusted performance discretionary accruals (DTACC1):
(5) DACCit = TACCit - [â1(1/TAi,t-1) + â2 (REVit - RECit) + â3PPEit + â4OCFit]

5.3.2 Testing hypothesis 1b 

In previous chapter hypothesis 1b is formulated as followed:

Firms incorporate losses more quickly than gains in their earnings after the introduction of the Wta then before the introduction of the Wta

Lobo and Zhou (2006) tested this hypothesis with the use of the Basu (1997) measurement. With this hypothesis is tested if earnings incorporate bad news quicker than good news because an increase in conservatism has a need of higher verifiability and are consequently not accepted as quickly as losses. Basu predicted that earnings are intensely related with negative returns for bad news pronouncements than for positive returns for good news pronouncements (Basu, S. (1997), page 10&15).   Basu (1997) measures conservatism with the coefficient of interaction because the measurements of Basu (1997) are based on regressing earnings on returns, the signs of return and the interaction amongst returns and signs of returns (Lobo, G.J., Zhou, J., (2006), page 10-11).

Based on the Basu (1997) approach, the following two regressions are used to test hypothesis 1b (Lobo, G.J., Zhou, J., (2006), page 10).

(6a) Xit/Pit-1 = 0 + 1DRit + 0Rit + 1Rit*DRit + it

(6b) Xit/Pit-1 = 0 + 1DRit + 0Rit + 1 Rit*DRit + (0 CERTIit + (1 CERTIit *DRit +

 (2 CERTIit*Rit + (3CERTIit*Rit*DRit + it

Where for every firm i and year t: 

Xit = annual earnings per share for firm i in fiscal year t
Pit-1 = price per share for firm i at the beginning of fiscal year t
Rit = stock return for firm i in fiscal year t
DRit = 1 if Rit<0 and 0 otherwise

CERTI = 1 after the introduction of the Wta and 0 otherwise

For the definition of the above-mentioned control variables and equation is referred to the next paragraph.

5.4 Dependent, independent and control variables

Kothari and Keith defines a variable as an interpretation that can take different quantitative values and three types of variables are explained in their books as followed (Keith F.P, (2005), page 67-68 & Kothari, C.R. (2008), page 33-35):

· Dependent variables

A dependent variable is a variable of which its result depends on another variable. This variable is used to measure a responds in an empirical research and to determine the effect of an experiment research (Keith F.P, (2005), page 67-68 & Kothari, C.R. (2008), page 33-35). 

· Independent variables 

An independent variable is a variable that is used to calculate or to assume what the effect or determination of the dependent variable is. This variable determines the cause of the experiment research (Keith F.P, (2005), page 67-68 & Kothari, C.R. (2008), page 33-35). 

· Control variables

Kothari defines controls variables as variables that are used to minimize the effect of an independent variable. Keith also defined control variables as a variable of which the effect can be removed or controlled. From control variables it is suspected that they might have a confusing effect on some comparison and relationship that the researcher wants to study (Keith F.P, (2005), page 67-68 & Kothari, C.R. (2008), page 33-35). 

5.4.1 Dependent, independent and control variables for hypothesis 1a

In this sub chapter is summarized which variables of hypothesis 1a are designated as dependent-, independent- and control variables. 

Dependent variable 

DACC

The dependent variable for hypothesis 1a is to estimate the DACC for every firm i in year t. To determine the dependent variable DACC, the independent variables and control variables as described as below are used to test hypothesis 1a (Lobo, G.J., Zhou, J., (2006), page 6-8).

Independent variable 

CERTI

CERTI is an independent variable that is used as the variable of interest. Lobo and Zhou (2006) predicts that if the coefficient of CERTI, 1, is negative this results that lower discretionary accruals are used after the introduction of Wta. The independent variable CERTI is therefore given as dummy 1 for every firm i and year t after the introduction of the Wta and 0 otherwise (Lobo, G.J., Zhou, J., (2006), page 6-8).

Control variable 

AUDIT

AUDIT is included as a control variable because the previous study of Becker, DeFond, Jiambalvo and Subramanyam (1998) came to the conclusion that companies whose annual financial statements are audited by a non-Big 4 auditor are reporting discretionary accruals that has a significant increasing effect on the income compared to the annual financial statements that are audited by the Big 4 auditors. The Big 4 auditors consist of the following auditing firms: Deloitte Accountancy B.V., Ernst & Young, KPMG and PWC. Consequently, the coefficient of this control variable is expected to be negative because it controls the effect of the auditor quality in relation with the management discretion over earnings. The control variable for AUDIT is therefore given as dummy 1 for every firm i and year t that is audited by one of the Big 4 auditors and 0 otherwise (Lobo, G.J., Zhou, J., (2006), page 6-8). 

SIZE

SIZE is included as a control variable because the previous studies of Watts and Zimmerman (1978) and Hagerman and Zmijewski (1979) concluded that large firms are more affected by political costs than small firms. Furthermore, Watts (1977) also came to the conclusion that large firms are more affected in time of a crisis. Based on these previous studies it can be concluded that the large firms have more influence on the stock market and are therefore less flexible to overstate their earnings. On the contrary, large firms can take the chance to overstate their earnings based on the complexity of their core business operations which may result in a small probability of finding the overstatement. This control variable is measured as the log of total sales (Lobo, G.J., Zhou, J., (2006), page 6-8).  

OCFTALGI

Based on the previous study of Becker et al. (1998) the coefficient of the control variable OCFTALGI is expected to be negative. A negative coefficient is expected because it is expected that firms with a strong operating cash flow performance are already performing healthy and are therefore not eager to increase their discretionary accrual in order to overstate their earnings. This control variable is measured as the operating cash flow deflated by the beginning of the total assets (Lobo, G.J., Zhou, J., (2006), page 6-8). 

SMDECR

The previous study of Burgstahler and Dichev (1997) came to the conclusion that firms avoid to report a decrease and loss of earnings.  The authors Ayers, Jiang and Yeung (2005) concluded that a positive relation amongst the discretionary accruals and an increase in earnings is not appropriate enough to make a conclusion that discretionary accruals are used to manage earnings.  Therefore, the control variable small decrease in income before discretionary accruals (SMDECR) is included in the regression model and its coefficient is expected to be positive if discretionary accruals are used to report an increase in income. The control variables for every firm i and year t to calculate SMDECR are measured as followed: current year’s income before discretionary accruals - last years’ income divided by beginning market value of equity. The income before discretionary accrual is the income minus discretionary accruals and with market value of equity is meant the average outstanding shares multiplied by the stock price at year-end. SMEDECR is given as dummy 1 if its value is among (-0.015, 0) and 0 otherwise. The bandwidth of (-0.015, 0) is based on the previous study of Burgstahler and Dichev in 1997 (Lobo, G.J., Zhou, J., (2006), page 6-8). 

SMLOSS

With the control variable small loss (SMLOSS) is referred to firms that has a small loss before the discretionary accruals. The coefficient of SMLOSS is expected to be positive because the firms with a small loss before the discretionary accrual have the incentive to increase the discretionary accrual which would result in reporting a small profit.  This control variable is measured as the current year’s income before discretionary accruals divided by the beginning market value of equity. SMLOSS is rewarded a dummy 1 if its value is among (0.03,0) and 0 otherwise. The bandwidth of (-0.03, 0) is based on the previous study of Burgstahler and Dichev in 1997 (Lobo, G.J., Zhou, J., (2006), page 6-8).

LEV

The control variable leverage (LEV) is also controlled in the regression model because previous studies of Defond and Jiambalvo (1994) and Sweeney (1994) concluded that discretionary accruals are used to satisfy the requirements of debt covenants. The LEV coefficient is expected to be positive because firms with a high leverage have the incentive to increase their earnings. LEV is measured by dividing the long-term debt with the total assets (Lobo, G.J., Zhou, J., (2006), page 6-8). 

SHAREINCR

Previous study by Teoh, Welch and Wong (1998) concluded that managers have the urge to increase the income with discretionary accruals in response to the stock market. Therefore, the control variable SHAREINCR is used to control large increases of outstanding shares that create the probability to increase the earnings and consequently the coefficient of this control variable is expected to be positive. This control variable is given as dummy 1 for every firm i and year t if the firm has an increase of more than 10 percent of the total outstanding shares during the year and 0 otherwise (Lobo, G.J., Zhou, J., (2006), page 6-8). 

SHAREDECR

In contrast to the control variable SHAREINCR, the control variable SHAREDECR is used to control large decreases of outstanding because managers have the urge to reduce the earnings in response to share repurchases.  The coefficient of this control variable is expected to be negative. This control variable is given as dummy 1 for every firm i and year t if the firm has a decline of more than 10 percent of the total outstanding shares during the year and 0 otherwise (Lobo, G.J., Zhou, J., (2006), page 6-8).

In the below table 5.4.1 is summarized what the predicted signs are for the dependent-, independent- and the control variables for hypothesis 1a.
Table 5.4.1 Summary predicted variable signs for hypothesis 1a
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5.4.2 Dependent, independent and control variables for hypothesis 1b

In this sub chapter is summarized which variables of hypothesis 1b are designated as dependent-, independent- and control variables.
Dependent variable

The dependent variable for hypothesis 1b is to estimate the annual earnings per share for firm i in year t (X) in relation with the price per share for firm i at the beginning of year t (P) (Lobo, G.J., Zhou, J., (2006), page 10-11). These two dependent variables are used to estimate how the timeliness of earnings is affected by conservative accounting (Basu, S. (1997), page 6&14). 

Independent variable 

CERTI

The independent variable CERTI is explained in paragraph 5.4.1 and in the test of hypothesis 1b the coefficient of this variable is not predicted (Lobo, G.J., Zhou, J., (2006), page 10-11).

CERTI*DR or (1
The control variable of CERTI*DR are two variable which are presented as a dummy variable, therefore no prediction is done on the coefficient. 

CERTI*R or (2

The coefficient of this control variable is expected to be negative because this will indicate that the earnings are less sensitive in period of good news pronouncements after the introduction of the Wta (Lobo, G.J., Zhou, J., (2006), page 10-11).

CERTI*R*DR or (3 

The coefficient of this control variable is expected to be positive because this will indicate that there is an increasing conservatism effect in the period after the introduction of the Wta then before the introduction of the Wta (Lobo, G.J., Zhou, J., (2006), page 10-11).   
Control variable 

R and DR

The control variable stock return (R) is used to measure in which way good and bad news pronouncements will reflect the dependent variable X/P and it is expected that the coefficient of this control variable is positive. The researcher Basu (1997) predicted that a positive coefficient of regression model 6a will indicate that earnings are more quickly affected by bad news pronouncement than by good news pronouncements. The researchers Lobo and Zhou (2006) predicted that a positive coefficient of regression model 6b will indicate how quickly the earnings are affected by good news pronouncements before the introduction of the Wta. The dummy for the control variable stock return (DR) is interpret as 1 if R<0 and 0 otherwise (Lobo, G.J., Zhou, J., (2006), page 10-11).

R*DR 
The variable R*DR measures the conservatism effect in the period before the introduction of the Wta. As the coefficient of CERTI*R*DR, it is expected that the control variable R*DR is positive because this will indicate that there is an increasing conservatism effect in the period before the introduction of the Wta (Lobo, G.J., Zhou, J., (2006), page 10-11).   
Explanation of regression model 6a

Regression model 6a is the same as the regression model that Basu (1997) used and this reproduction is used to compare the results of this model with the results of Basu. In this model the coefficient of conservatism is 1 and this model forces the conservatism to be the same before and after the introduction of Wta and as result the sample before and after the introduction of the Wta is not separated to perform the test (Lobo, G.J., Zhou, J., (2006), page10). 

Explanation of regression model 6b

Regression model 6b gives the opportunity for different coefficients over the period before and after the introduction of Wta and this creates the possibility to test the difference in conservatism over a certain period. With 0 is measured how quickly earnings reflects good news in the period before the introduction of the Wta.  For the period after the introduction of the Wta the variables 0 + (2 are used. Hence, (2 is the difference amongst the period before and after the introduction of the Wta relating to how fast the earnings incorporate good news. It is expected that (2 is less than zero because it is likely that the CEO/CFO’s of firms are delaying the earning recognition of good news after the introduction of the Wta because of the increased legal liability and the oversight of the AFM (Lobo, G.J., Zhou, J., (2006), page10-11). 
1 measures the level of conservatism in the period before the introduction of the Wta. For the period after the introduction of the Wta the level of conservatism is measured by 1 + (3. As results, (3 is the difference of conservatism in both periods, before and after the introduction of Wta. Based on the increased legal liability and AFM oversight it is expected that (3 is larger than zero because CEO/CFO’s of firms choose to incorporate bad news more quickly which as results increases their increased risks (Lobo, G.J., Zhou, J., (2006), page10-11).  

In the below table 5.4.2 is summarized what the predicted signs are for the dependent-, independent- and the control variables for hypothesis 1b.

Table 5.4.2 Summary predicted variable signs for hypothesis 1b
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5.5 Sample size and data collection 

5.5.1 Sample size

To examine whether the adoption of the Wta in 2006 had any significant influence on the conservatism of annual financial statements, Dutch stock exchange quoted companies will be observed. As signaled in chapter one, 50 listed stock exchange quoted companies of the AEX and AMX will be collected and analyzed to perform the empirical investigation. Consequently, only the stock exchange quoted companies that were listed during the research period of this paper (year 2003 until year 2009) are applicable for the sample size. The sample period will not include annual financial statements of the year 2006 because in this year the Wta was adopted in the Netherlands.

To examine which stock exchange quoted companies were listed during the period 2003, 2004, 2005, 2007, 2008, 2009, all the stock exchange quoted companies that entered and left the AEX and AMX, as listed in appendix 1, has been studied. Of these listed companies, only 21 companies were operating on the Dutch stock exchange during the period 2003 -2009. Consequently, these 21 stock exchanges quoted companies are only applicable for this empirical research and are summarized in appendix 3.

In order to reach the total sample size of 50 stock exchanges quoted companies, this research will also focus on all the stock exchange quoted companies that entered and left the Amsterdam Small cap Index (AScX), as listed in appendix 1. For the AScX stock exchange quoted companies that are also listed under appendix 1 is also examined if the listed companies were also operating during the period that is essential for this empirical investigation (period 2003-2009). Of the AScX quoted companies, 10 stock exchanges quoted companies were partially listed on the AScX, AEX and AMX during the period 2003-2009 and therefore these companies are also applicable for this empirical research, as summarized in appendix 3.  

After adding the AScX quoted stock exchange companies, the initial sample size of 50 reduced to a total sample size of 31, as summarized in appendix 3. Based on these selected stock exchange quoted companies six annual financial statements of the year 2003, 2004, 2005, 2007, 2008, 2009 will be collected and will be used to analyze the research design that is described in this chapter.  Consequently the total sample size is 31 stock exchange quoted companies times 6 annual financial statements is a sample size of 186.
The database ‘www.behr.nl’ is used to examine if the selected stock exchange quoted companies were operating as a Dutch stock exchange quoted companies during the periods 2003-2009. Of the selected companies as listen in appendix 3, the database ‘Company.info’ is used to gather for the selected stock exchange quoted companies the annual financial statements. 

5.5.2 Data collection

For measuring the described variables in paragraph 5.4 the independent and control variables are collected for every 31-selected company of the years 2003, 2004, 2005, 2007, 2008 and 2009 annual financial statements. The data was collected as followed:

· One of the financial databases of the Erasmus University library
 is the Thomson One Banker & Worldscope
. With help of this database it was possible to collect and download most of the financial data of the six annual financial statements of every selected company which is needed to test hypothesis 1a and 1b.

· Required variables that could not be downloaded by the Thomson One Banker & Worldscope database were physically collected from the annual financial statements.

All the collected data that is needed to test hypothesis 1a and 1b is respectively summarized under appendix 4 and 5.

5.6 Summary

This chapter focused on the research design to perform the empirical investigation of this paper. In this chapter the research design and characteristics which consist of the research approach, type and strategy is described and in the second paragraph the research methodology is explained. In the third and fourth paragraph the measurement of conservative accounting and the variables that are needed to perform the empirical investigation are described. Finally, the last paragraph describes the sample size and data collection for investigating the research question of this paper. 

The next chapter contains an outline of the performed empirical investigation by which the results of this research are analyzed. 

6 Research results, analysis and findings

This chapter provides the results of the empirical part of the research of this paper. The research is performed in SPSS, a statistical computer program. In the first paragraph an outline of the performed test of hypotheses 1a is described and in the second paragraph is explained how hypothesis 1b is tested.  Finally, this chapter is closed with the summary.
6.1 Testing hypothesis 1a
In this paragraph is described how hypothesis 1a is tested in SPSS with help of the multiple regression analysis. In the following sub-paragraphs an outline of this test is presented.  Hypotheses 1a is tested based on the modified Jones model discretionary accrual (DTACC) and based on the adjusted performance discretionary accruals (DTACC1) as described in the previous chapter.
6.1.1 Variable flowchart for the statistical analysis
As mentioned in the previous chapter, the first steps to test hypothesis 1a is to collect the required data for all the variables that is needed to perform the test. With help of the Thomson One Banker & Worldscope financial database and the annual financial statements of the selected sample the data is collected for hypothesis 1a, as summarized under appendix 4. 
To use the collected data in SPSS it is of crucial importance to distinguish which variable is defined as a dependent-, independent and as a control variable. This is very significant to perform the test in SPSS. 
In the flowchart in figure 6.1.1 is illustrated how the variables of hypothesis 1a are divided in to dependent-, independent and control variables.
Figure 6.1.1 Variable flowchart of hypothesis 1a
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6.1.2 Preliminary analyses

To perform the regression test on hypothesis 1a it is very important to perform a preliminary analysis. The preliminary analyses consist of the following analyses which are described in the following sub-paragraphs:

· Test of normal distribution, boxplot and extreme values
· Test of homoscedasticity

· Test of multicollinearity 

6.1.2.1 Test of normal distribution, boxplot and extreme values
Test of normal distribution

The test of normal distribution is a probability test which is determine by the mean and standard (std.) deviation. Mean expresses what the average of the total observations is and is calculated by SPSS as the sum of measurements divided by the total number of observations. Std. deviation expresses how much variation of the total observation exists from the average observation or the mean. The test of normal distribution is performed to get the assurance that the collected data is normally distributed to perform the test (Vocht de, A. (2011), page 119-130). The form of the normal distribution is presented in figure 6.1.2.
Figure 6.1.2 Form normal distribution
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Source: Vocht de, A. (2011), page 119
The empirical rule of the normal distribution state as followed (Vocht de, A. (2011), page 119):

· A normal distribution of approximately 68,3% indicates that the observations are within one std. deviation and mean as indicated in figure 6.1.2 with the line marked with 68,26% (Vocht de, A. (2011), page 119). 
· A normal distribution of approximately 95,5% indicates that the observations are within two std. deviation and mean as indicated in figure 6.1.2 with the line marked with 95,46% (Vocht de, A. (2011), page 119).
The first step to test whether the tested data is normally distributed is to test the skewness and kurtoses of the collected data. Skewness measures the asymmetric distribution around the mean for normality. A positive skewness indicates an outlier with a positive value and a negative skewness indicates a negative outlier. An asymmetric distribution is indicated if the skewness divided by the std. error is smaller or equal to 1.  Kurtosis measures how peak or flat the observed sample is compared to the normal distribution. A positive kurtosis indicates that the sample size has a peaked distribution and a negative kurtosis indicates a flat distribution compared to the normal distribution.  A normal distribution is indicated if the kurtosis divided by the std. error is smaller or equal to 1 (Vocht de, A. (2011), page 125-144). In the below table 6.1.1 the output of normal distribution is presented. 

Table 6.1.1 Output normal distribution hypothesis 1a
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Based on the out of table 6.1.1 it can be determined that the variables CERTI, AUDIT, SIZE, SMLOSS based on DTACC1 has a value of less than 1 for the skewness and kurtosis indication. This implies that these variables have an asymmetric and normal distribution. The variable LEV has a value of less than 1 for the kurtosis indication which implies that LEV is normally distributed.  The other variables have a value of more than 1 which indicates that these variables are not asymmetric and not normally distributed. 
Test of boxplot

The test of boxplot is one of the standard test of an explore analysis. The purpose of the explore analyses is to monitor if the research data is sufficient and reliable enough to perform the test.  The boxplot represent the graphical representation of the distributed sample data based on the median and the data of the first and third quartile. Median expresses the middle number of the total sample observation (Vocht de, A. (2011), page 125-130). The purpose of a boxplot is to verify if the collected data is skewed and to identify any extreme values. A boxplot consist of a central rectangle box of which the upper limit is formed by the first quartile and the lower limit is formed by the third quartile. Consequently, the length of the boxplot is formed by the interquartile which indicates that 50% of the observed sample is located in the sample box. As result the first and third quartile consist of 25% of the observed sample. De black line in the boxplot represents the median of the total sample size. The boxplot can be interpreted as followed (Vocht de, A. (2011), page 139-141):

· A boxplot with the median situated in the middle of the box indicates a skewed distribution (Vocht de, A. (2011), page 139-141). 

· A boxplot with the median situated at the bottom of the box indicates a positive skew distribution with outliers at the top of the plot (Vocht de, A. (2011), page 139-141). 
·  A boxplot with the median situated at the top of the box indicates a negative skew distribution with outliers at the bottom of the plot (Vocht de, A. (2011), page 139-141).

Extreme values 
Extreme values are also referred as outliers and they imply values that do not fit in the common view of the collected data. These detected outliers should be removed from the total collected data because they can have a significant effect on making the wrong conclusion. A way to detect outliers is with the help of the test of boxplot
 (Vocht de, A. (2011), page 139-141).  In a boxplot the outliers can be identify by the values which are placed outside the box and marked by a star (*) and observation number. The SPSS output usually displays the five highest and lowest extreme values of a variable and in this test is chosen to only remove the extreme outliners (Vocht de, A. (2011), page 139-141).
In the below figures all the variables of hypothesis 1a are analyzed by displaying the normal distribution shape, the boxplot shape and the table of extreme values. 
Figure 6.1.3.01 DTACC: Normal distribution shape, boxplot and extreme value
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In figure 6.1.3.01 the normal distribution shape, boxplot and top five extreme values are displayed. Compared to table 6.1.1 it can be determined that variable DTACC is not normally distributed. From the boxplot can be derived that the case numbers (also seen as observation numbers) marked with a star are identified as outliners. From these identified outliners the top five highest and lowest extreme values are given in the table “extreme values”. Of these identified outliners is chosen to remove the extreme outliners from the total collected data, as highlighted (yellow highlight) in the table “extreme values”. 
Figure 6.1.3.02 DTACC1: Normal distribution shape, boxplot and extreme value
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The normal distribution shape in figure 6.1.3.02 and the measurements in table 6.1.1 indicate that the variable DTACC1 is not normally distributed. In the boxplot it can be derived that positive and negative outliners exist and from these outliners only the extreme outliners (marked with yellow highlight in the table “extreme values”) are removed from the total collected data. 

Figure 6.1.3.03 CERTI: Normal distribution shape, boxplot and extreme value
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The normal distribution shape in figure 6.1.3.03 and the measurements in table 6.1.1 indicate that CERTI is normally distributed over the whole collected data. Derived from the boxplot and table of extreme value, it can be determined that no outliners are identified. 

Figure 6.1.3.04 AUDIT: Normal distribution shape, boxplot and extreme value
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Out of table 6.1.3.04 it can be determined that the variable AUDIT has a constant value and as result this variable has a normal distribution. This constant value is based on the fact that the variable AUDIT has the same value over the whole collected data. Consequently, this indicates that this variable does not have any effect on the regression analysis. 
Figure 6.1.3.05 SIZE: Normal distribution shape, boxplot and extreme value
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Based on the normal distribution shape in the before figure 6.1.3.05 and the measurements in table 6.1.1 it can be determined that the variable SIZE is normally distributed. There are no outliners identified, based on the boxplot output and the table “extreme values”, therefore no data is removed for this variable.
Figure 6.1.3.06 OCFTALGI: Normal distribution shape, boxplot and extreme value
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Based on the measurements in table 6.1.1 and the before displayed normal distribution shape in figure 6.1.3.06 it can be determined that the variable OCFTALGI is not normally distributed. Based on the boxplot it can be derived that positive and negative outliners exist. For this variable only the extreme outliners, based on the yellow highlighted values in the table “extreme value”, are removed from the total collected data. 
Figure 6.1.3.07a SMDECR based on DTACC: Normal distribution shape, boxplot and extreme value
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Figure 6.1.3.07b SMDECR based on DTACC1: Normal distribution shape, boxplot and extreme value
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Figure 6.1.3.08a SMLOSS based on DTACC: Normal distribution shape, boxplot and extreme value
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Based on the normal shape distribution of figure 6.1.3.07a, 6.1.3.07b and 6.1.3.08a  and the measurements in table 6.1.1 it can be determined that SMDECR based on DTACC and DTACC1 (figure 6.1.3.07a and 6.1.3.07b)  and SMLOSS based on DTACC (figure 6.1.3.08a) is not normally distributed. In the boxplot outliners are identified and the top five highest and lowest extreme values are displayed in the table “extreme values”. Based on the fact that these variables are a dummy with value 0 and 1, the choice is made of not removing the identified outliners. 

Figure 6.1.3.08b SMLOSS based on DTACC1: Normal distribution shape, boxplot and extreme value

[image: image18.png]SMLOSS based on DTACCL

Normal distribution

Bosplot Extreme values
SMLOSS_based_on_DTACC! Extreme Values
Case
e Number | Value
By [SMLOSS based_on DTACC! s constant It has
1l
i
el

oSS peed s oTACET





As well as the variable AUDIT, it can be determined that the variable SMLOSS based on DTACC1 has a constant value which also indicates that this variable has a normal distribution. This constant value is based on the fact that the variable SMLOSS based on DTACC1 has the same value over the whole collected data. Consequently, it can be indicated that this variable does not have any effect on the regression analysis. 

Figure 6.1.3.09 LEV: Normal distribution shape, boxplot and extreme value
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Based on the normal distribution shape in the before figure 6.1.3.09 and the measurements in table 6.1.1 it can be determined that the variable LEV is normally distributed. Based on the boxplot output and the table “extreme values” there are no outliners identified, therefore no data is removed for this variable.

Figure 6.1.3.10 SHAREDECR: Normal distribution shape, boxplot and extreme value
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Figure 6.1.3.11 SHAREINCR: Normal distribution shape, boxplot and extreme value
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Based on the normal shape distribution of figure 6.1.3.10 and 6.1.3.11 and the measurements in table 6.1.1 it can be determined that the variables SHAREDECR and SHAREINCR are not normally distributed. In the boxplot outliners are identified and the top five highest and lowest extreme values are displayed in the table “extreme values”. Based on the fact that these variables are a dummy with value 0 and 1, the choice is made of not removing the identified outliners. 
6.1.2.2 Test of homoscedasticity 
After removing the identified outliers of the previous chapter and before performing a regression model, the collected data should be tested on homosce​dasticity. The purpose of the homoscedasticity test is to test if the variance of the residuals is independent of the dependent variables
. With variance the quadric standard deviation of the observed sample size is measured (Vocht de, A. (2011), page 125-144). Homoscedasticity means a constant value and a test is homoscedastic based on the following assumptions (Vocht de, A. (2011), page 202-203):

· A regression model is homoscedastic if all the variance value of the independent variables are balanced around the horizontal zero line (Vocht de, A. (2011), page 202-203).
· A regression model is not homoscedastic if the variance value of the independent variables are not balanced around the horizontal zero line but are pointing further away from the horizontal zero line (Vocht de, A. (2011), page 202-203).  

In the below figure 6.1.4.01 the homoscedasticity test of hypothesis 1a based on the DTACC and in figure 6.1.4.02 the homoscedasticity test based on DTACC1 regression model is presented.

Figure 6.1.4.01 Homoscedasticity test based on hypothesis 1a (DTACC)
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Figure 6.1.4.02 Homoscedasticity test based on hypothesis 1a (DTACC1)
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Based on the before figures 6.1.4.01 and 6.1.4.02 it can be determined that the regression models, both DTACC and DTACC1, are not homoscedastic because the variance value of the control- and independent value are not balanced around the horizontal line. 

6.1.2.3 Test of multicollinearity 

With the test of multicollinearity is tested if the regression model does not contain independent variables with the same function. Consequently, no multicollinearity should exist to perform a regression analysis. Author de Vocht explained in his book that multicollinearity can be tested with a bivariate correlation coefficient test by measuring the interval/ratio of the independent variables. Multicollinearity exist if the absolute correlation value is bigger or equal to 0,9 and if multicollinearity exist one of the variables should be removed from the regression model (Vocht de, A. (2011), page 193). 
Multicollinearity is tested with a correlation analyses. The correlation analyses represent the strength and direction of the relationship amongst two variables. Two types of correlation measurements are the Pearson’s correlation coefficient that measures the linear relationship amongst two interval and rate variables and the Spearman’s rank correlation coefficient which interpret the relationship amongst two variables (Vocht de, A. (2011), page 181-183). Consequently, the Pearson’s correlation is chosen to test the multicollinearity of hypothesis 1a. In the below table 6.1.2 the correlation analyses for hypothesis 1a is presented. 

Table 6.1.2 Correlation matrix for hypothesis 1a
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In table 6.1.2 the variables of hypothesis 1a are presented as a combination of two variables of which the Pearson’s correlation and the significance level for the total sample size of 186 is calculated. With significant is meant the exceeded probability and in table 6.1.2 this is presented as “sig.”. The definition of significant is the probability that the hypothesis is true. In SPSS a significant level of 1% or 5% is used, which means that the hypotheses has a confidence level of respectively 99% and 95% (Vocht de, A. (2011), page 121). Consequently, if the significant level is less than 1% or 5% it means that the variables are significant. 

Based on table 6.1.2 it can be determined that only the variables DTACC and DTACC1 have a Pearson correlation bigger than 0,9. The correlation is equal to 0,92 (this is highlighted in yellow in the table before) and is not significantly differ from 0,9. Consequently, it is chosen not to remove one of these two variables out of the regression model. 
6.1.3 Test of the descriptive statistics

The purpose of a descriptive statistics is to quantitatively describe what the key features of the collected data is. Descriptive statistics provide a summary of the sample data and the observations that are made. The summaries of these statistics are the basic of the preliminary description of the data that is part of a more extensive statistical analysis (Vocht de, A. (2011), page 125-130). 
In table 6.1.3 is illustrated what the descriptive statistics are for the total sample size of 186 divided over the years 2003-2004-2005-2007-2008-2009 (hereafter research period). 
Table 6.1.3 Descriptive statistics hypothesis 1a over the research period
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The descriptive statistics that are performed in SPSS for this test include the following measurements which are displayed in the SPSS output in table 6.1.3 (Vocht de, A. (2011), page 125-130):

· Sample size

Sample size expresses how many observations of the total sample size are valid for the descriptive statistics.

· Missing

Missing expresses how many observations of the total sample size are missing numbers. In the output of the descriptive statistics missing will express the outliners that have been removes as explained in paragraph 6.1.2.1.

· Minimum

Minimum expresses the lowest value of the observed variable sample size.

· Maximum

Maximum expresses the highest value of the observed variable of the sample size.

The mean, median and std. deviation measurements are explained in paragraph 6.1.2.1.

The fact that the descriptive statistics of table 6.1.3 is divided over the whole research period, makes it hard to compare if the statistics before and after the introduction of the Wta are different from each other. Consequently, in the two below tables the descriptive statistics before (table 6.1.4) and after (table 6.1.5) the introduction of the Wta are presented. 
Table 6.1.4 Descriptive statistics hypothesis 1a before the introduction of the Wta
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Table 6.1.5 Descriptive statistics hypothesis 1a after the introduction of the Wta
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Comparison amongst table 6.1.4 and 6.1.5 as followed:
The mean and std. deviation for most of the variables are significantly larger in the period before the introduction of the Wta compared to the corresponding variables in the period after the introduction of the Wta.

The median for most of the variables are in the period after the introduction of the Wta significant larger than before the introduction of the Wta.

The observations of firms reporting a small decrease (SMDECR) and small loss (SMLOSS) are not significant different in both period, before and after the introduction of the Wta. 
6.1.4 Hypothesis test

Hypotheses 1a is tested based on the DTACC and DTACC1 regression model. Hypothesis 1a is tested in SPSS with a linear multiple regression. The SPSS output of a multiple regression consist of the following tables output (Vocht de, A. (2011), page 194-205):

· Output table variables entered/removed

In this table an overview is given of all the variables that are included or removed in every step of testing the hypothesis model (Vocht de, A. (2011), page 194-205).

· Output table model summary

Based on the R-square measurement the output of the table model summary provides information about the quality of model (Vocht de, A. (2011), page 194-205).

· Output table ANOVA

The output of the ANOVA table includes a variance analyses that test if the whole model is significant or not (Vocht de, A. (2011), page 194-205).

· Output table coefficient

This output displays the multiple regression equation by which the coefficient of each variable is measured (Vocht de, A. (2011), page 194-205).

In paragraph 6.1.4.1 the SPSS output for testing hypothesis 1a based on DTACC is presented and in paragraph 6.1.4.2 an outline of the test result of hypothesis 1a based on DTACC1 is given. 

6.1.4.1 Hypotheses test based on DTACC

Output table variables entered/removed

To test the dependent variable DTACC, the control variable AUDIT is deleted from the analysis because the value of this variable is constant and does not influence the regression model. Consequently, the control variable AUDIT will not appear in de output files of the regression model. In the next table 6.1.6 the output table variables entered/removed for testing hypothesis 1a based on DTACC is presented.
Table 6.1.6 Output variable entered/removed for testing hypotheses 1a based on DTACC 
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The variables that are used to test hypothesis 1a are displayed in the first output as illustrated in table 6.1.6. In this table model 1 represent the relationship amongst the control- and the dependent variable and model 2 represent the relationship amongst the control-, independent and the dependent variable. 

Output table model summary

The second output of SPSS is the model summary output as displayed under the next table 6.1.7. 

Table 6.1.7 Output model summary for testing hypotheses 1a based on DTACC 
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Of the before output the R-square and adjusted R-square are important measurements because they provide information about the quality of the tested model (Vocht de, A. (2011), page 194-205).

R-square 

The R-square measurement indicates in which way the control- and independent variable explains the variance in the dependent variable (Vocht de, A. (2011), page 194-205). Based on the content in table 6.1.7 can be determined that the control- and independent variables of model 1 and 2 explain for respectively 23,6% and 23,9% the dependent variable DTACC. 

Adjusted R-square

The adjusted R-square measurement provides a better indication of the R-square measurement (Vocht de, A. (2011), page 194-205). Based on the content in table 6.1.7 can be determined that the control- and independent variables of model 1 and 2 explains respectively 20,6% and 20,4% of the dependent variable DTACC. 

Output table ANOVA

The output of table ANOVA is essential, because this test interpret if the tested hypothesis is significant or not (Vocht de, A. (2011), page 194-205). In the next table 6.1.8 the output table ANOVA for testing hypothesis 1a based on DTACC is presented.

Table 6.1.8 Output ANOVA for testing hypotheses 1a based on DTACC 
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Based on the content in table 6.1.8 the significant level for model 1 and 2 are both 0,000, this is less than 0,01 and 0,05 which indicates that both models are significant.

Output table coefficient

The output table coefficient for testing hypothesis 1a based on DTACC is displayed in the below table 6.1.9. 

Table 6.1.9 Output coefficient for testing hypotheses 1a based on DTACC 

[image: image31.png]Coefficients”

Unstandardized  |Standardized|
Coeficients Coeficients

[Modet B Std Eror |_Beta o | si

T Constant) @577659)| 950509 =669).000]
SIZE 184S | 227774 a1 6091 000
OCFTALGE 3566755 | 2347318 102 1520 13|
SMDECR_based_on DTACC| (10411,19)| 12.459.43 057 -s36| 409
SMLOSS based_on_DTACC |  (894038)| 10.601,95 o0s6| s3] 0]
LEV 2903 | 1444805 000 002 9|
SHAREDECR 1158294 | 770046 JRT) Q1 e
SHAREINCR (@93050)| 714783 a6 01| 0]

2 (Constant) @a525.05)| 992777 YT T
SIZE 1389563 | 227992 40| 6095 000
OCFTALGE 3452794 | 2353409 099  1.467) 144
SMDECR_based_on DTACC| (10.79033)| 1247887 09| -se3| s
SMLOSS based_on DTACC |  (8.89433)| 1061154 -os6|  -s3s| 403}
LEV 5567 | 1446095 000 004 997
SHAREDECR 1226644 | 775109 08| 1583 1
SHAREINCR @asay)| 117887 01| -st9] 53]
CERTI 509.09)| 312806 06| -s31] o]

[ Dependent Vaniable: DTACC





In the output of the table coefficient, as displayed in the before table 6.1.9, the components that are used to solve the regression equation are interpreted.  Of this table, the following measurements are important (Vocht de, A. (2011), page 194-205):

· Unstandardized coefficients of B and std. error

The unstandardized coefficient B indicates the slope  in the regression model and it measures the increasing or decreasing effect of one element of the independent variable in relation with the dependent variable, while the influence of the other independent variable stays constant. The unstandardized std. error represents the standard error of the unstandardized coefficient B (Vocht de, A. (2011), page 194-205).
· Standardized coefficient of beta

The standardized coefficient of beta measures how much the regression coefficient would be if only standardized data was used (Vocht de, A. (2011), page 194-205).

· T-value

With the t-value is tested that the variables of the hypothesis are in relation with each other (Vocht de, A. (2011), page 194-205).

· Significant 

The significant value ‘sig.’ interprets the significance of the tested hypothesis. If the significant value is less than 0,05 (or 0,01), it can be assumed that the unstandardized coefficient B has confidence level of true for 95% (99%) and it can be concluded that the hypotheses is significant. If the value is more than 0,05 it can be concluded that the hypothesis is insignificant and not supported.  

The coefficients in table 6.1.9 will be further analyzed in paragraph 6.1.5.
6.1.4.2 Hypotheses test based on DTACC1

Output table variables entered/removed

To test the dependent variable DTACC1, the control variables AUDIT and SMLOSS based on DTACC1 are first deleted for further analyses because these variables have a constant value and as result do not affect the regression model. The variables to test the dependent variable DTACC1 are summarized in the next table 6.1.10 which displays the output table variables entered/removed for testing hypothesis 1a based on DTACC1.
Table 6.1.10 Output variable entered/removed for testing hypotheses 1a based on DTACC1 
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Model 1 of the before table 6.1.10 presents the relationship of the control- and dependent variable and model 2 presents the relationship amongst the control-, independent- and dependent variable. 

Output table model summary

The output table model summary for testing hypothesis 1a based on DTACC1 is displayed in the below table 6.1.11.
Table 6.1.11 Output model summary for testing hypotheses 1a based on DTACC1 
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Of the displayed output in table 6.1.11 the R-square measurement can be drawn out that of model 1 and 2 the control- and independent variable is explained for respectively 28,9% and 29,5% by the dependent variable DTACC1. A better indication is drawn out of the adjusted R-square measurements that indicate that the control- and independent variable of model 1 and 2 respectively explains 26,5% and 26,7% of the dependent variable. 

Output table ANOVA

In table 6.1.12 the third output of SPSS, the table ANOVA is presented. 

Table 6.1.12 Output ANOVA for testing hypotheses 1a based on DTACC1 
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The significant level of both models that are displayed in the before table 6.1.12 are less than 0,05 and 0,01, this means that both models are significant.

Output table coefficient

In table 6.1.13 the fourth output of SPSS, the table coefficient is presented. 

Table 6.1.13 Output coefficient for testing hypotheses 1a based on DTACC1
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This output of table 6.1.13 is further analyzed in chapter 6.1.5. 

6.1.5 Hypothesis results & findings and prior research comparison

Hypothesis results & findings

To get the assurance that hypothesis 1a is significant the test results of model two of table 6.1.9 and table 6.1.13 which displays the output coefficient is further analyzed. The output of model two is used because in model two the dependent variable is predicted with the control- and independent variable. In the below table 6.1.14 is summarized what the predicted signs according to the previous chapter are and what the tested signs for the coefficient of the dependent, independent- and control variables are. 

Table 6.1.14 Hypothesis 1a results
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Out of the test result of DTACC and DTACC1 that are summarized in table 6.1.14 the following can be drawn for each variable:

CERTI

The predicted value of the coefficient of CERTI, 1, is negative. Out of the test result the coefficient of this variable is also negative which indicates that the listed companies used lower discretionary accruals in the period after the introduction of the Wta.

AUDIT

The predicted coefficient of AUDIT, 2, is expected to be negative because it is expected that companies that are audited by a Big 4 auditing firm reports discretionary accruals that does not have a significant effect on the income. Of the total sample size, all the listed firms are audited by a Big 4 auditing firm over the whole research period. Consequently, the control variable does not have any effect on the discretionary accruals. 

SIZE
The coefficient of SIZE, 3, is not predicted. Out of the test result it can be drawn that SIZE has a positive coefficient at a significant level of 0,00 for both regression models. The significant level is less than 0,05 and 0,01 which determines that the variable SIZE is significant. 

OCFTALGI

The coefficient of OCFTALGI, , is expected to be negative. Out of the test result the coefficient of this control variable is positive which indicated that even when a firm has a strong operating cash flow they still make the choose to increase their income with discretionary accruals. 

SMDECR and SMLOSS 
The expected coefficient of SMDECR and SMLOSS based on DTACC, 5 and 6, is estimated to be positive. Based on the test result the coefficient of both variables is negative this indicates that firms do not have the urge to increase their discretionary accruals which would lead to report an increase in their income before discretionary accrual (small decrease) and in in their profit before discretionary accrual (small loss) to report a small profit. Only the variable SMLOSS based on DTACC1 is not predicted because all the listed firms have the same value over the whole research period.  Consequently, this control variable does not have any effect on the discretionary accruals.  

LEV

The predicted coefficient of LEV is expected to be positive. Based on the test results the coefficient, 7, of LEV for DTACC model is positive which indicates that the urge to increase the discretionary accruals exist in order to increase the firms leverage. This is in contrast with the coefficient of LEV for the DTACC1 model which has a negative coefficient. 
SHAREDECR

The predicted coefficient of this variable is negative. Out of the test results the coefficient of this variable, 8, is positive which indicates that firm’s managers do not have the urge to reduce their earnings with discretionary accruals in relation to their share repurchases. 

SHAREINCR

The predicted coefficient of this variable is expected to be positive, but the coefficients, 9, of the test results are negative. This indicates that firm’s managers do not have the urge to increase their earnings with discretionary accruals to control the outstanding shares. 

Prior research comparison

In the below table 6.1.15 the test results of this paper are compared with the prior year test results of the research paper of Lobo and Zhou (2006). 
Table 6.1.15 Prior year research comparison of test results hypothesis 1a 
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In before table 6.1.15 “PY” refers to the prior year test results of the researchers Lobo and Zhou (2006). In the comparison of the before table the variables coefficient of the test results of hypothesis 1a are compared with the variables coefficient of the prior year test results of the researchers Lobo and Zhou (2006). In the table is also displayed if a comparison exists amongst the test results and the prior research test results.
Comparing the test results of hypothesis 1a with the prior research test results of Lobo and Zhou (2006), it can be determined that the intercept and the following variables have the same results: CERTI, SIZE, and LEV based on DTACC model. The test and prior research results of these variables are also in line with the predicted variable signs and this indicates that both results are in consistence with the prediction of the hypothesis. The variable SHAREINCR test results are also in line with the prior research test results but differ from the predicted signs. Consequently, this means that the prior research assumptions of these variables are consistence with the assumptions of these test results.

The variable AUDIT and SMLOSS based on DTACC1 has a constant value over the whole research period therefore these two variables do not have any effect on the test results compared to the prior research. 
The test results of variables OCFTALGI, SMDECR, SMLOSS based on DTACC, LEV based on DTACC1 and SHAREDECR differs from the prior research test results and the predicted variables signs. This indicates that the assumptions of the test results of these variables will not be consistent with the assumptions of the prior research of Lobo and Zhou (2006). A reason that these variables are not consistent with the test results of prior research is that Lobo and Zhou examined the SOX effect of American stock exchange quoted companies which are rule based. In contrary, in this paper the Wta effect of the Dutch stock exchange quoted companies are examined. In contrast to the SOX, the Tabaksblad Code is applicable in the Netherlands and as signaled before this Code is more principle-based. Consequently, the main reason these variables have different test results is that Lobo and Zhou tested the SOX effect of American stock exchange quoted companies and this paper tested the Wta effect of Dutch stock exchange quoted companies and as results these two different samples also have different accounting standards. 
6.2 Testing hypothesis 1b

This paragraph provides an outline of how hypothesis 1b is tested in SPSS with a multiple linear regression analyses.

6.2.1 Variable flowchart for the statistical analysis 

To test the collected data for hypothesis 1b, as summarized in appendix 5, the first step in SPSS is to group the variables of this hypothesis as a dependent-, independent- and control variable. Hypothesis 1b consists of two types of regression models: regression model 6a (hereafter, hypothesis 1b (6a)) and regression model 6b (hereafter, hypothesis 1b (6b)). In the flowchart in figure 6.2.1 is displayed in which way the variables of hypothesis 1b (6a) and hypothesis 1b (6b) are divided in SPSS. In the output of SPSS the dependent variable X/P is given as “XP”. 
Figure 6.2.1 Variable flowchart of hypothesis 1b
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6.2.2 Preliminary analyses

As mentioned and described in paragraph 6.1.2, the preliminary analyses is divided into a test of normal distribution, boxplot and extreme values, test of homoscedasticity and test of multicollinearity. Outlines of these analyses are given in the next sub-paragraphs. 
6.2.2.1 Test of normal distribution, boxplot and extreme values

Test of normal distribution

With the collected data of the variables of hypothesis 1b is also tested whether the data is normally distributed or not. The test of normal distribution is based on the skewness and kurtoses measurements. In table 6.2.1 the output of the normal distribution of hypothesis 1b is presented. 
Table 6.2.1 Output normal distribution hypothesis 1b
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Based on the output of table 6.2.1 it can be determined that the variables CERTI, R*DR and CERTI*R*DR has a value of less than 1 for the skewness indication. This indicates that these variables are asymmetric distributed. The variables DR, CERTI, CERTI*DR has a value of less than 1 for the kurtosis indication. This implies that these variables are normal distributed. The other variables have a value of more than 1 which indicates that these variables are not asymmetric and not normally distributed. 

Test of boxplot and extreme values

To identify any outliners and to perform additional analyses on the normal distribution of the variables of hypothesis 1b the below figures are analyzed. In the below figures the normal distribution shape, the boxplot shape and a table of “extreme vales” per variable are presented. 

Figure 6.2.2.01 XP: Normal distribution shape, boxplot and extreme value
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In the before figure 6.2.2.01 the normal distribution shape, boxplot shape and the top five highest and lowest extreme values are presented. Compared to table 6.2.1 and the normal distribution shape of the above-figure it can be determined that the variable XP is not normally distributed. Above and below the boxplot case numbers marked with a star are displayed. These star marked case numbers indicate the identified outliners. Of these identified outliners is chosen to remove the extreme outliners, as highlighted (yellow highlight) in the table “extreme values”, from the total collected data. 
Figure 6.2.2.02 DR: Normal distribution shape, boxplot and extreme value
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The normal distribution shape in figure 6.2.2.02 and the measurements in table 6.2.1 indicate that the variable DR is normally distributed over the whole collected data. Derived from the boxplot and table “extreme value”, it can be determined that no outliners are identified. Therefore, of this variable no data is removed. 

Figure 6.2.2.03 R: Normal distribution shape, boxplot and extreme value
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Based on the measurements in table 6.2.1 and the before displayed normal distribution shape in figure 6.2.2.03 it can be determined that the variable R is not normally distributed. Based on the boxplot it can be derived that outliners exist. For these identified outliners only the extreme outliners, based on the yellow highlighted values in the table “extreme value”, are removed from the total collected data. 
Figure 6.2.2.04 CERTI: Normal distribution shape, boxplot and extreme value
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Based on the normal distribution shape in the before figure 6.2.2.04 and the measurements in table 6.2.1 it can be determined that the collected data of variable CERTI is normally distributed. There are also no outliners identified, based on the boxplot output and the table “extreme values”, therefore no data of this variable is removed.

Figure 6.2.2.05 R*DR: Normal distribution shape, boxplot and extreme value
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Based on the measurements in table 6.2.1 and the before displayed normal distribution shape it can be determined that the collected data of variable R*DR is not normally distributed. Based on the boxplot it can be derived that outliners exist and for these identified outliners only the extreme outliners, based on the yellow highlighted values in the table “extreme value”, are removed from the total collected data. 

Figure 6.2.2.06 CERTI*DR: Normal distribution shape, boxplot and extreme value
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The normal distribution shape in figure 6.2.2.06 and the measurements in table 6.2.1 indicate that the collected data of variable CERTI*DR is normally distributed. Derived from the boxplot and table “extreme value”, it can be determined that no outliners are identified. Therefore, it is not necessary to remove data from this variable. 

Figure 6.2.2.07 CERTI*R: Normal distribution shape, boxplot and extreme value
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Figure 6.2.2.08 CERTI*R*DR: Normal distribution shape, boxplot and extreme value
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Based on the measurements in table 6.2.1 and the before displayed normal distribution shape of figure 6.2.2.07 and 6.2.2.08 it can be determined that the variables CERTI*R and CERTI*R*DR are not normally distributed. Based on the boxplot shape it can be derived that positive and negative outliners exist. For these variables only the extreme outliners, based on the yellow highlighted values in the table “extreme value”, are removed from the total collected data. 
6.2.2.2 Test of homoscedasticity

In the below figure 6.2.3 the homoscedasticity test of hypothesis 1b is presented. 
Figure 6.2.3 Homoscedasticity test based on hypothesis 1b
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Of the before figure 6.2.3 it can be determined that the variance value of the control- and independent value are all balanced around the horizontal zero line. Consequently, this indicates that the regression models of hypothesis 1b are homoscedastic. 

6.2.2.3 Test of multicollinearity 

The test of multicollinearity is also performed on the collected data of hypothesis 1b to identify if multicollinearity exists amongst the variables. In the below table 6.2.2 the correlation matrix of hypothesis 1b is presented. 
Table 6.2.2 Correlation matrix for hypothesis 1b
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Based on table 6.2.2 it can be determined that, except the correlation amongst product CERTI_R*DR and R*DR, the absolute correlation value is smaller than 0,9. This includes that the regression model of hypothesis 1b does not include independent variables with the same function. The correlation amongst the variables CERTI_R*DR and R*DR is 0,92 (this is yellow highlighted in table 6.2.2) and it is not significantly differ from 0,9. Therefore, the choice is made of not deleting the variables CERTI*R*DR and R*DR out of the regression model.
6.2.3 Test of the descriptive statistics

In paragraph 6.1.3 is explained what the purpose is of the descriptive statistics. In the following three tables the descriptive statistics for hypothesis 1b are presented. 

Table 6.2.3 presents the descriptive statistics over total sample size of 186 divided over the research period.

Table 6.2.3 Descriptive statistics hypothesis 1b over the research period
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To know if the descriptive statistics before the introduction of the Wta differs from the descriptive statistics after the introduction of the Wta a comparison amongst the two periods are made. In table 6.2.4 the descriptive statistics before the introduction of the Wta is presented, and consequently in table 6.2.5 the statistics after the introduction of the Wta is presented. 

Table 6.2.4 Descriptive statistics hypothesis 1b before the introduction of the Wta
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Table 6.2.5 Descriptive statistics hypothesis 1b after the introduction of the Wta
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Comparison amongst table 6.2.4 and 6.2.5 as followed:
The mean, median and std. deviation for most of the variables are significantly larger in the period after the introduction of the Wta compared to the corresponding variables in the period before the introduction of the Wta.
6.2.4 Hypothesis test

Hypothesis 1b consists of the two regression models (6a) and (6b) as described in the previous chapter. In the following two sub-paragraph an outline is given of the output of an SPSS multiple regression analyses in which is explained what the test results are for hypothesis 1b (6a) and hypothesis 1b (6b).

6.2.4.1 Hypotheses test 1b (6a) 

Output table variables entered/removed

In table 6.2.6 the output variable entered/removed is illustrated 
Table 6.2.6 Output variable entered/removed for testing hypotheses 1b (6a) 
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Out of the output as displayed in table 6.2.6 can be derived which control variables has influence on the dependent variable XP.
Output table model summary

The second output of SPSS, table model summary, for testing hypothesis 1b (6a) is displayed in the below table 6.2.7.
Table 6.2.7 Output model summary for testing hypotheses 1b (6a)
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Out of the output in the before table 6.2.7 it can be determined that according to the R-square measurement 8,4% of the control variables are explained by the dependent variable. A better indication, the adjusted R-square measurements, indicates that the control variables are for 6,8% explained by the dependent variable XP. 

Output table ANOVA

In table 6.2.8 the third output of SPSS, the table ANOVA is presented. 

Table 6.2.8 Output ANOVA for testing hypotheses 1b (6a)
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The significant level that can be drawn out of table 6.2.8 is less than 0,05 and 0,01 which indicates that the model is significant. 

Output table coefficient

In table 6.2.9 the fourth output of SPSS, the table coefficient is presented. 

Table 6.2.9 Output coefficient for testing hypotheses 1b (6a)
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The output of table 6.2.9 is further analyzed in chapter 6.2.5. 

6.2.4.2 Hypotheses test 1b (6b) 

Output table variables entered/removed

The variables that are needed to test the dependent variable of hypotheses 1b are summarized in the below table 6.2.10. 

Table 6.2.10 Output variable entered/removed for testing hypotheses 1b (6b)
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In the before table 6.2.10 two models are presented of which model 1 presents the relationship of the control- and dependent variable and model 2 presents the relationship amongst the control-, independent- and dependent variable.
Output table model summary

The second output of SPSS, table model summary, for testing hypothesis 1b (6b) is illustrated in the below table 6.2.11.
Table 6.2.11 output model summary for testing hypotheses 1b (6b) 
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In the output table of the model summary, as displayed in table 6.2.11, it can be determined that the control- and independent variables of model 1 and 2, based on the R-square measurements, are respectively explained for 8,4% and 13,0% by the dependent variable. The adjusted R-square measurement, a better indication, indicates that the control- and independent variables of model 1 and 2 are respectively for 6,8% and 9,4% explained by the dependent variable. 

Output table ANOVA

The third output of SPSS, the table ANOVA is presented in table 6.2.12. 

Table 6.2.12 Output ANOVA for testing hypotheses 1b (6b)
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The significant level for both models that can be drawn out of table 6.2.12 is less than 0,05 and 0,01 which indicates that these two models are significant. 

Output table coefficient

The table coefficient, the fourth output of SPSS, is presented in table 6.2.13. 

Table 6.2.13 Output coefficient for testing hypotheses 1b (6b)
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The coefficients of the control- and independent variables of table 6.2.13 are further analyzed in paragraph 6.2.5.

6.2.5 Hypothesis results & findings and prior research comparison

Hypothesis results & findings

To get the assurance that hypothesis 1b is significant the test results of table 6.2.9 and table 6.2.13 which displays the output coefficient is further analyzed. The output of model two of both tables is used because in this model the dependent variable is predicted with the control- and independent variable.  In the below table 6.2.14 is summarized what the predicted signs according to the previous chapter are and what the tested signs for the coefficient of the dependent, independent- and control variables are. 

Table 6.2.14 Hypothesis 1b results
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Out of the test results that are summarized in table 6.2.14 the following can be drawn for each variable:

Test results of regression model 6a:

DR
The coefficient for the variable DR, (1, is not predicted because this variable is a dummy variable. Out of the test results the coefficient of this variable is positive.

R

The coefficient of the variable R, 0, is expected to be positive, because this will indicate that earnings are more quickly affected by bad news pronouncements as the author Basu predicted. Out of the test results it can be derived that this variable has a negative coefficient which indicates that earnings reflect good news more quickly than good news. This is in contrast of what Basu predicted. 

R*DR 
The coefficient of the variable R*DR, 1, is expected to be positive as mentioned in the previous chapter. Based on the test results of the regression model 6a it can be derived that this variable has a positive coefficient. The positive coefficient indicates that there is an increasing conservatism effect before the introduction of the Wta. 
Test results of regression model 6b:

DR
Just as regression model 6a, the coefficient of this variable, (1, is not predicted. Based on the test results, the coefficient of this variable is positive. 
R

The coefficient of the variable R for regression model 6b, 0, is expected to be positive. Out of the test results it can be derived that the coefficient of this variable is also positive and this indicates that earnings are more quickly affected by good news in the period before the introduction of the Wta. 
R*DR

The coefficient of the variable R*DR, 1, is expected to be positive. Based on the test results it can be derived that this variable has a positive coefficient. This positive coefficient indicates that there was an increasing effect of conservative accounting before the introduction of the Wta. 
CERTI and CERTI*DR
The coefficient of the variables CERTI, (0, and CERTI*DR, (1, are not predicted because these variables are a dummy variable. Out of the test results the variable CERTI has a positive coefficient and the variable CERTI*DR has a negative coefficient. 
CERTI*R

The coefficient of the variable CERTI*R, (2, is expected to be negative/less than zero as mentioned in the previous chapter. Out of the test results it can be derived that the coefficient of this variable is negative/smaller than zero. This indicates that earnings are less sensitive to good news and more sensitive to bad news announcements in the period after the introduction of the Wta. Consequently, this means that earnings incorporate good news slower and bad news faster after the introduction of the Wta.  
CERTI*R*DR

The coefficient of the variable CERTI*R*DR, (3, is expected to be positive/more than zero as mentioned in chapter five. Based on the test results it can be derived that the coefficient of this variable is positive / greater than zero. The positive coefficient of this variable indicates that there is an increasing conservatism effect in the period after the introduction of the Wta. Based on the coefficient results of R*DR, it can also be determined that there was an increasing effect of conservative accounting before the introduction of the Wta. 
Prior research comparison

As hypothesis 1a, the test results of hypothesis 1b are also compared with the prior year test results of the researchers Lobo and Zhou (2006), Basu (1997) and Givoly and Hayn (2002) and summarized in the below table 6.2.15. 
Table 6.2.15 Prior year research comparison of test results hypothesis 1b 
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Comparison regression model 6a:
Comparing the test results of regression model 6a with the prior research results of Lobo and Zhou (2006), Basu (1997) and Givoly and Hayn (2002) can be determined that the results of the intercept and the variable R*DR are in consistent with the predicted variable sign. The test results of the variables DR and R differ from the prior research test results. This indicates that the test results of these variables are not consistent with the prior research test results. A reason that the test results are not consistent with the prior research test results is, as signaled before, the researchers of the prior research study studied the conservative effect of American stock exchange quoted companies and this paper tested the Dutch stock exchange quoted companies. The difference exists because the countries of these two different samples use different accounting standards. 
Comparison regression model 6b:

Comparing the test result of regression model 6b with the prior research results of Lobo and Zhou (2006) can be determined that the coefficient of the intercept and the variables R, R*DR, CERTI*DR, CERTI*R and CERTI*R*DR have the same coefficient signs and are in line with the predicted variables signs. This indicates that the results of the regression model 6b are consistent with the prior research test results. The test results of the variables DR and CERTI differ from the prior research test results that indicate that the results of these two variables are not consistent with prior research. A reason that the test results are not comparable with the prior research test results is that, as signaled before, the researchers Lobo and Zhou examined the conservative effect in relation with SOX of American stock exchange quoted companies and this paper studied the Wta effect of Dutch stock exchange quoted companies. Consequently, the difference in the test results exists because the United States of America and the Netherlands uses two different type of accounting standards which in addition have effect on the test results. 
6.3 Summary

In this chapter step by step is explained in which way hypothesis 1a and 1b have been tested with the help of SPSS. In the next chapter, the research conclusion will be taken to answer the main question in this paper. 
7 Conclusion, limitation and recommendation

In this chapter a recapitulation of the empirical research of this paper is given in the first paragraph. In the second paragraph an answer to the main research question is given and in the third paragraph the limitations of this research are described. Finally, this chapter is closed with some recommendation for further research. 
7.1 Recapitulation
In the past some audited annual financial statements have suffered from a series of accounting scandals and fraudulent activities which were performed by various companies. These accounting scandals and fraudulent activities resulted in completely damaging the confidence the internal- and external users had on an audited financial statement. Consequently, the internal- and external users has lost its confidence and trust in the public function of a financial auditor. To restore the confidence and trust in the public function of the financial auditor, the Dutch law and regulations took some action to make stricter regulations that the financial auditors and auditors’ firm has to follow to perform an audit on a company annual financial statement. As result, on the 1st of October 2006 the new law “Law toezicht accountants​organisaties” (hereafter Wta) has been adopted in the Netherlands and the main goal of this law is to regulate the supervision on the financial auditors and auditors firms. 
The objective of this research is to verify and test if the introduction of the Wta had any significant effect on the audited annual financial statements. Consequently, the purpose of this research is to examine if annual financial statements are presented in a more conservative approach after the introduction of the Wta or if they are presented the same way before the introduction of the Wta. To examine the purpose of this research, the following main research question was formulated: 

Did the conservative image of the annual financial statement changed with the adoption of the Law toezicht accountantsorganisaties?

To give an answer to the before formulated main question, five sub questions have been formulated. Before answering the main research question, the formulated sub questions need to be examined and answered first. The five formulated sub questions with their corresponding answers are as followed:
1. What are the purpose and the goal of the Law toezicht accountantsorganisaties?

As signaled before, the Wta is introduced in 2006 to regulate the supervision on the financial auditors and auditors firm in order to prevent accounting scandals and fraudulent activities in the audited annual financial statements. 
2. What is the content of the term conservative image of the annual financial statements?
To give an answer to the main question it is essential to know what the content of conservative accounting is. In chapter three several definition of conservative accounting is explained. Conservative accounting implies that when the management of a company has the choice among two general accepted standards, the management should make the choice to choose for the standard that results in less overstating the assets and income. Conservatism is also interpreted as recognizing good news pronouncements as a gain and bad news pronouncements as a loss in the annual financial statement. 
3. Which prior research has been performed concerning the conservative image of the annual financial statements?

Various researchers have performed an empirical research on conservative accounting. To answer this sub question several articles and research papers on conservative accounting has been studied and examined in chapter four. Prior research studies have been examined to visualize how the empirical research of this paper can be performed. Of the prior research studies, the research study performed by the researchers Lobo and Zhou (2006) viewed very similar as the research study of this paper. As results, the hypotheses of this research paper were derived from the research study of Lobo and Zhou (2006). The hypothesis for this research paper was therefore formulated as followed:
Hypothesis 1: Firms on average are more conservative in their financial reporting after the introduction of the Wta then before the introduction of the Wta

The answer to hypothesis 1 is also the answer to the main research question. To give an answer to hypothesis 1, this hypothesis is further analyzed on the following two ways:

· Hypothesis 1a

Firms employ lower discretionary accruals after the introduction of the Wta then   before the introduction of the Wta
· Hypothesis 1b 

Firms incorporate losses more quickly than gains in their earnings after the introduction of the Wta then before the introduction of the Wta
4. Which research method can be used to examine the conservative image of the annual financial statements and what are the test results? 

The main research question can be answered by examining hypothesis 1. To examine hypothesis 1 it is determined that this research study has a quantitative research approach because the hypothesis can be tested by evaluating the collected information with the help of statistical analysis in SPSS, a statistical computer program. The formulated hypothesis 1a and 1b are tested in SPSS with the assistance of the multiple linear regression analyses. The conclusion based on the test results of hypothesis 1a and 1b, as presented in chapter six, are given in the next paragraph. 
5. What are the changes in the annual financial statements after the introduction of the Law toezicht accountantsorganisaties?

This is the last sub question which should give the final answer to the main research question. This sub question will be answered in paragraph 7.2 Conclusion. 
7.2 Conclusion
7.2.1 Conclusion hypothesis 1a
To examine if hypothesis 1a is true, consequently to examine if firms employ lower discretionary accruals after the introduction of the Wta then before the introduction of the Wta the following conclusion, based on table 6.1.14 in chapter six, on each variables is drawn:
· CERTI: CERTI is the independent variable which divides the research period in two periods, the period before and after the introduction of the Wta. The expected negative coefficient concludes that firms used lower discretionary accruals after the introduction of the Wta. This negative coefficient for both regression models, DTACC and DTACC1, indicates that hypothesis 1a is true. 
· AUDIT: AUDIT measures that if companies are audited by a Big 4 audit firm, they make use of a greater audit quality. This result, that the financial auditors audit and gives the assurance that the companies do not report high discretionary accruals that has a major increasing effect on the income.  This is in contrast with companies that are audited by a non-Big 4 auditing firm. Of the total sample size, the period before and after the introduction of the Wta, all the firms were audited by a Big 4 auditing firms and therefore it can be concluded that these firms used, before and after the introduction of the Wta, lower discretionary accruals which did not have a significant increasing effect on the income. Consequently, it can be concluded that the variable AUDIT, for both regression models DTACC and DTACC1, indicates that hypothesis 1a is true. 
· SIZE: SIZE is the control variables that measures if companies do not have the urge to overstate their income based on their influence on the stock market or if they have the urge to overstate their income based on the complexity of their business operations. The coefficient of this variable is positive for both regression models, DTACC and DTACC1, and has a significant level of 0,000. Because in chapter five no prediction is made on the coefficient of this variable, the conclusion will be drawn out of the significant level. The significant level is equal to 0,000 this is less than 0,01 and 0,05 which implies that the hypothesis is significant. Consequently, it can be concluded that this variable indicates that hypothesis 1a is true. 
· OCFTALGI: With OCFTALGI is measured if companies with a good performing operating cash flow have the urge to increase their income with a higher discretionary accrual. The coefficient of this variable, for both regression models, is positive and therefore it can be concluded that firms with a healthy operating cash flow still have the incentive to increase their discretionary accruals in order to increase their income. Based on this variable, it can be conclude that hypothesis 1a is not true. 
· SMDECR: With SMDECR is measured if companies have the urge to increase the income before discretionary accruals with discretionary accruals. If companies increase their income before discretionary accruals by using discretionary accruals, the coefficient of this variable is expected to be positive. In both regression models, DTACC and DTACC1, the coefficient of this variable is negative and this indicates that the sample firms did not use discretionary accruals for increasing their income. Consequently, the firms used lower discretionary accruals and therefore it can be concluded that hypothesis 1a is true. 
· SMLOSS: With SMLOSS is measured if companies with a small loss before discretionary accruals have the desire to increase the discretionary accrual in order to report a small profit instead a small loss. The coefficient of this variable is expected to positive if companies with a small loss before discretionary accrual increased the discretionary accruals to report a small profit. The coefficient of the regression model DTACC is negative and therefore it can be concluded that the sample firms did not increase their discretionary accruals to report a small profit. The variable of SMLOSS is for the whole sample size in regression model DTACC1 the same, therefore it can be concluded that this variable did not had any effect on the hypothesis. Based on the result, it can be concluded that the firms did not increase their discretionary accruals, instead the firms employed lower discretionary accruals and as result it can be concluded that hypothesis 1a is true for both regression models. 
· LEV: With LEV is measured if companies use the discretionary accruals to satisfy the company’s investors. A predicted positive coefficient would indicate that firms with a high leverage have the urge to increase their income with discretionary accruals and a negative coefficient indicates the opposite. The LEV coefficient of regression model DTACC is positive this concludes that the firms increased their discretionary accruals in order to increase their income. Based on this positive coefficient it can be concluded that hypothesis 1a is not true. On the contrary, the LEV coefficient of regression model DTACC1 is negative and this indicates that firms did not used discretionary accruals to increase their income. Consequently, firms used lower discretionary accruals and therefore it can be concluded that hypothesis 1a is true for regression model DTACC1. 
· SHAREDECR:  A predicted negative coefficient of SHAREDECR indicates that if the outstanding shares of a company decreased over a certain period the management of the company can have the impulse to decrease their earnings with discretionary accruals. The coefficient of both regression models is positive and this indicates that a decrease of outstanding shares did not lead to a decrease of the earnings with the help of discretionary accruals. Consequently, it can be concluded that firms did not increased their discretionary accruals and as result it can also be concluded that hypothesis 1a is true. 
· SHAREINCR: A predicted positive coefficient of SHAREINCR indicates that if the outstanding shares of a company increased during a book year the management of the company can have the urge to increase the earnings with discretionary accruals The coefficient for both regression model are negative and therefore it can be concluded that the earnings are not increased with the help of discretionary accruals. Consequently, it can be concluded that the sample firms used lower discretionary accruals to manage their outstanding shares and therefore it is also concluded that hypothesis 1a is true. 
In the before summary is explained for every variable of hypothesis 1a what the conclusion is on the formulated hypothesis. For an overall conclusion on hypothesis 1a is referred to paragraph 7.2.3.

7.2.2 Conclusion hypothesis 1b

To examine if hypothesis 1b is true, consequently to examine if firms incorporate losses more quickly than gains in their earnings after the introduction of the Wta then before the introduction of the Wta the following conclusion, based on table 6.2.14 in chapter six, on each variables is drawn:

Regression model 6a:

Regression model 6a is a regression model that is designed by the researcher Basu in 1997 and this model is also tested in this research paper to examine if earnings are more quickly affected by bad news pronouncement than by good news pronouncements. In this test there is no difference of the sample size before and after the introduction of the Wta. Comparing the test results, as displayed in table 6.2.14, with the test results of the prior research of Lobo and Zhou (2006), Basu (1997 and Givoly and Hayn (2000), as displayed in table 6.2.15, it can be concluded that the test results are not overall consistent with the test results of prior research. The R measurement of the test results are negative and this indicates that the earnings are more quickly affected by good news which means that the firms incorporate gains in their earnings faster than losses. The R*DR measurement is as predicted positive which indicates that there is an increasing effect of conservatism. Out of the test results of model 6a it can be concluded that even if the earnings are faster affected by good news pronouncements still the increasing effect of conservative accounting exists. 
Regression model 6b:

With regression model 6b the total sample size of 186 firms is divided into a period before and after the introduction of the Wta. As signaled before the regression model is divided into two periods with the independent variable CERTI. With regression model 1b is tested if hypothesis 1b is true by drawing a conclusion out of the coefficient of the following variables of hypothesis 6b.  
· Coefficient 0 / variable R: With a positive coefficient of this variable is measured how fast earnings are affected by good news pronouncements in the period before the introduction of the Wta. Based on the test results the coefficient of this variable is positive and therefore it can be concluded that before the introduction of the Wta firms incorporated good news faster in their earnings than bad news. Consequently, this indicates that firms were less conservative before the introduction of the Wta. This is also in line with the conclusion of regression model 6a.
· Coefficient 1 / variable R*DR: A positive coefficient of this variable measures the degree of existence of conservative accounting in the period before the introduction of the Wta. Out of the test results it can be drawn that this variable has a positive coefficient and therefore it can be concluded that before the introduction of the Wta a certain degree of conservatism existed. This is also in line with the conclusion of regression model 6a.
· Coefficient (2 / CERTI*R: With the coefficient (2 is measured if the earnings are more sensitive to good news pronouncements in the period before the introduction of the Wta or in the period after the introduction of the Wta. The coefficient of this variable is negative as predicted and therefore it can be concluded that the earnings of the whole sample size are less sensitive to good news pronouncement in the period after the introduction of the Wta. Consequently, it can be concluded that after the introduction of the Wta the earnings incorporated bad news or losses faster/more quickly than good news or gains and this result that firms are more conservative after the introduction of the Wta. Therefore, it can be concluded that hypothesis 1b is true. 
· Coefficient (3 / CERTI*R*DR: With the coefficient (3 is measured if an increasing effect of conservative accounting exist before or after the introduction of the Wta. The coefficient of this variable is positive as predicted and as result it can be concluded that the effect of conservative accounting is higher in the period after the introduction of the Wta than in the period before the introduction of the Wta. On the other hand, out of the coefficient 1 / variable R*DR it is already concluded that conservatism existed in the period before the introduction of the Wta but the results of coefficient (3 concludes that conservative accounting is significant higher in the period after the introduction of the Wta. 
For an overall conclusion on hypothesis 1b is referred to paragraph 7.2.3.
7.2.3 Conclusion on the changes in the annual financial statements

Before given an answer to the main research question, first a conclusion is drawn for hypothesis 1.  
Based on the conclusions drawn out of the variables of hypothesis 1a in paragraph 7.2.1 it can be concluded that firms of the sample size reduced their discretionary accruals after the introduction of the Wta. Overall this implies that firms employ lower discretionary accruals after the introduction of the Wta then before the introduction of the Wta. Consequently, this result that hypothesis 1a is significant and true. 

Based on the conclusions drawn out of the variables of hypothesis 1b regression model 6b in paragraph 7.2.2 it can be concluded after the introduction of the Wta firms incorporated bad news and losses in their earnings more quickly than good news and gain. On the contrary, before the introduction of the Wta firms had the incentive of incorporating good news and gains more quickly in their earnings than bad news and losses. Out of the test results, as explained in paragraph 7.2.2, it can also be concluded that firms presented their annual financial statement more conservative after the introduction of the Wta. Overall this implies that firms incorporate losses more quickly than gains in their earnings after the introduction of the Wta then before the introduction of the Wta. Consequently, this results that hypothesis 1b is significant and true. 
Based on the statistics that hypothesis 1a and 1b are significant and true, this also lead that hypothesis 1 is true. After examining hypothesis 1a and 1b it can be concluded that firms on average are more conservative in their financial reporting after the introduction of the Wta then before the introduction of the Wta.

Based on the above-mentioned hypothesis conclusions, the answer to the main research question: Did the conservative image of the annual financial statement changed with the adoption of the Law toezicht accountantsorganisaties? is that the conservative image of the annual financial statement changed after the adoption of the Law toezicht accountants​organisaties. 
The differences before and after the introduction of the Wta is summarized in the below table 7.2.1.

Table 7.2.1 Comparison changes before and after the introduction of the Wta
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Out of the before displayed table 7.2.1 it can be overall concluded that before the introduction of the Wta firms employed higher discretionary accruals, incorporated good news and gains more quicker in their earnings and that a certain degree of conservatism existed. As result, it can be concluded that before the introduction of the Wta the possibility existed that the firms’ managers would overstate the earnings in the annual financial statements and this would lead to misleading the users of these statements. After the introduction of the Wta it can be concluded that firms employed lower discretionary accruals, incorporated bad news and losses more quickly in the earnings and that a significant increasing effect of conservative accounting existed. This implies that a lesser possibility exists that firms’ managers would overstate the earnings and as result the possibility of misleading the annual financial statements is also smaller. 
7.2.4 Contribution to practice
The contribution to the practice of the empirical research study of this paper is that the introduction of the Wta had a significant effect on how the financial figures are presented in the annual financial statements. Based on the before mentioned conclusion, it can be implied that annual financial statements are presented in a more conservative approach. The annual financial statement has a more conservative approach because the Wta regulates the supervision on the financial auditor and auditing firms’. As result the financial auditors and auditing firms has to follow the law and regulation that are set by the Wta. With auditing the annual financial statements of a company, the financial auditor follows the rules that are set by the Wta. And as result, the financial auditors are stricter in auditing the financial statements of a company. Based on the conclusion of the main research question, it can also be concluded that the introduction of the Wta had a significant effect on the manner the financial figures are presented in the annual financial statements.  Consequently, the Wta restored the confidence and trust of the internal- and external users in the financial auditor and auditors firm. 
7.3 Limitations

The research limitation of this master research is that this master research is performed by examining the influence of a new law which is set by the Dutch government. As result, the findings and conclusions of this master research should be taken with carefulness based on the fact that the influence of a new Dutch law is examined. 
The findings and conclusions of this master research should be taken with carefulness because it cannot be assumed if the detected findings and conclusion, which are made by the management of a company, are the result of the introduction of the new law Wta. This assumption cannot be made because for the whole sample size it is not tested if the reason for a change in the accounting policies and standards are a reaction of the introduction of the Wta or a reaction of the management of a company. Therefore, based on the findings and conclusions it can be concluded that the increasing effect of conservatism exist because the management of the companies has been aware or have been made aware of the rules that are set out by the Wta. 
7.4 Recommendation further research

Bearing in mind the limitations of this master research, as described in the previous chapter, and in order to effectively examine if the conservative image of the annual financial statements changed with the adoption of the Wta, it is recommended that further research studies are performed. 
Owing to the described research limitations it is not yet proven if the changes in the annual financial statements are a reaction of the introduction of the Wta in the year 2006 or a reaction of the company’s management. As for the research limitation it can therefore not be indicated if the conservatism increasing effects in the annual financial statements are on a long-term basis. Consequently, it is recommended to perform further research in order to investigate if introduction of the Wta has a long-term influence on the conservative image of annual financial statements.  
As signaled before, there are several types of research studies related to conservative accounting and this will not be excluded in the future. Since research studies of conservative accounting are performed in an ongoing process, the possibility exists that new measurements are created to examine conservative accounting. To determine if the Wta had a long-term influence on the conservative image of annual financial statements it is therefore also recommended to perform further research studies with the existing and new measurements of conservative accounting. 
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Appendix 1: Overview listed companies on the Dutch stock exchange market

	Companies listed on the following stock exchange market (http://www.behr.nl/informatie/mandjes):
	
	Disappeared from the following stock exchanged (http://www.behr.nl/informatie/mandjes):

	AEX
	AMX
	AScX
	
	AEX
	AMX
	AScX

	AEGON
	Aalberts
	Accell Group
	
	Fortis
	Smit
	Hunter Dougl.

	Ahold
	AMG
	Antonov
	
	USG People
	OCÉ
	Super de Boer

	Air France-KLM
	Arcadis
	Arseus
	
	Corp Expr
	ProLogis Eur.Prop
	vd Moolen

	Akzo
	ASM Int.
	Ballast Nedam
	
	Tele Atlas
	Boskalis
	Eriks

	Arcelor Mittal
	BinckBank
	Beter Bed
	
	Vedior
	Pharming
	v.Lanschot

	ASM Litho
	Crucell
	Brunel
	
	Hagemeyer
	BAM Groep
	Spyker Cars

	BAM Groep
	CSM
	Exact Holding
	
	Numico
	Fugro
	KTC

	Boskalis
	Delta Lloyd
	Fornix BioSc
	
	ABN AMRO
	Wereldhave
	OPG

	Corio
	Draka
	Gamma
	
	Rodamco Eur
	Corio
	Smit

	DSM
	Eurocomm Prop
	Grontmij
	
	Getronics
	vd Moolen
	Arcadis

	Fugro
	Heijmans
	Homburg Inv
	
	VNU
	Tele Atlas
	Draka

	Heineken
	Imtech
	InnoConcepts
	
	Versatel
	Stork
	Eurocomm Prop

	ING
	KTC
	Kardan
	
	P&O Nedlloyd
	Getronics
	Imtech

	KPN
	Logica
	Kas-Bank
	
	Vd Moolen
	Univar
	Vastned Retail

	Philips
	Mediq
	Macintosh
	
	Gucci
	Corus
	Wavin

	Randstad
	Nutreco
	Nieuwe Steen Inv
	
	LogicaCMG
	Hunter Dougl.
	Wegener

	RD Shell-A
	Ordina
	Pearl Group
	
	KPNQwest
	Randstad
	Endemol

	Reed Elsevier
	SNS Reaal
	Pharming
	
	UPC
	Air France-KLM
	BE Semicond.

	SBM Offshore
	USG People
	ProLogis Eur.Prop
	
	Corus
	Laurus
	Binck

	TNT
	Vastned rt
	Qurius
	
	Vendex KBB
	Rodamco Eur
	Kendrion

	TomTom
	Vopak
	Sligro
	
	Baan
	AM
	Athlon

	Unibail-Rodamco
	Wavin
	Telegraaf
	
	KLM
	PinkRoccade
	Boskalis

	Unilever
	Wessanen
	TKH Group
	
	OCÉ
	P&O Nedlloyd
	Jetix Europe

	Wereldhave
	
	Unit 4
	
	Hoogovens
	Vedior
	Ordina

	Wolters Kluwer
	 
	Vastned Off
	
	Polygram
	Vendex KBB
	Sopheon

	
	
	
	
	KNP BT
	KLM
	USG People

	
	
	
	
	Gist Broc.
	Rodamco As
	Univar

	
	
	
	
	Wessanen
	Vastned of
	 

	
	
	
	
	CSM/C
	Volker Wes.
	 

	
	
	
	
	Pakhoed
	Vodafone Libtl
	 

	
	
	
	
	Stork
	IHC Caland
	 

	
	
	
	
	Fokker
	Unit 4
	 

	
	
	
	
	Amev
	Versatel
	 

	
	
	
	
	Van Ommeren
	BE Semicond.
	 

	
	
	
	
	Bührmann-T.
	CMG
	 

	
	
	
	
	KNP
	Landis
	 

	
	
	
	
	DAF
	Libertel
	 

	
	
	
	
	NMB
	Buhrmann
	 

	
	
	
	
	Nat. Nederl.
	CapGem sa
	 

	
	
	
	
	ABN
	ASR Verzek.
	 

	
	
	
	
	Amro
	Endemol
	 

	
	
	
	
	Robeco
	Ahrend
	 

	
	
	
	
	 
	AOT
	 

	
	
	
	
	 
	Benckiser
	 

	
	
	
	
	 
	Van Ommeren
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	Van Leer
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	Gist Brocades
	 

	
	
	
	
	 
	ASM Litho
	 

	
	
	
	
	 
	Baan
	 

	
	
	
	
	 
	Boer Unigro
	 

	
	
	
	
	 
	Stad Rotterdam
	 

	
	
	
	
	 
	Vendex
	 

	
	
	
	
	 
	Volker Stevin
	 

	
	
	
	
	 
	Cap Volmac
	 

	
	
	
	
	 
	Gamma
	 

	
	
	
	
	 
	Macintosh
	 

	
	
	
	
	 
	Sphinx
	 

	
	
	
	
	 
	Begemann
	 

	
	
	
	
	 
	Hagemeyer
	 

	
	
	
	
	 
	F. Maas Gr.
	 

	
	
	
	
	 
	Nutricia
	 

	
	
	
	
	 
	Fokker
	 

	
	
	
	
	 
	Borsumy Wehry
	 


Appendix 2: Overview prior year empirical investigation

	Year
	Author(s)
	Object of study
	Sample
	Methodology
	Outcome

	1997
	Sudipta Basu
	Conservatism is interpreted as earnings that affects “bad news” more faster than “good news”
	New York Stock Exchange and American Stock Exchange firm-year observation from the Compustat and CRSP statistical database over the years 1963-1990 was collected. The sample sizes concerning the four hypotheses were respectively: 43.118, 34.266, 36.393, and 28.923 observations. 
	Asymmetric timeliness of earning measurement.
	Basu concluded that earnings are more sensitive to bad news because this results in negative unexpected returns then positive unexpected returns. 

	2000
	Dan Givoly and Carla Hayn 
	Examine if there are structural changes in financial reporting by examining the changes in pattern in time-series properties of earnings, cash flows and accruals over the past periods. 
	896 New York Stock Exchange and American Stock Exchange firms for the period 1868-1998 were collected from the Compustat statistical database. 
	Accumulation of non-operating accruals, timeliness of earnings during a good and bad news pronouncement and the market-to-book ratio. 
	Accounting earnings and economic performance are not stable but over time there is an increase in conservative financial reporting.

	2000
	Xiao-Jun Zhang 
	The author wants to understand the effect of conservative accounting on the relation amongst accounting data and the firm value. 
	No sample size collected. The author modeled its own firm to test the effect of conservative accounting on accounting data and firm value. 
	Examined with variables of the firm’s operating activities that mainly effect conservative accounting. 
	Conservative accounting can be characterized as book value, earnings or as a book rate of return.

	2001
	Frank Gigler and Thomas Hemmer 
	Firms’ financial reporting system in relation to the incentives for managers that results in voluntary disclosure of private information.
	No sample size collected. The authors modeled their own firm.
	Principal-agent model 
	Firms that are more conservative in financial reporting are less likely to make voluntary disclosure than firms using less conservative accounting. 

	2002
	Stephen H. Penman and Xiao-Jun Zhang 
	Examined if conservative accounting has effect on the quality of earnings. 
	38.540 New York Stock Exchange and American Stock Exchange non-financial firms-years over the period 1975-1997 were collected from the Compustat Annual Industrial and Research files and CRSP.
	Conservatism index and hidden reserve. 
	Growing firms by means of investments reduces the reporting earnings which lead to creating hidden reserves.

	2006
	Avraham Beja and Dan Weiss 
	The authors examined the informational implication (relation) of conservatism to identify in which type of accounting environment conservative accounting is an informative or a predetermined choice.
	No sample size collected. The authors modeled their own theoretical model.
	Theoretical and analytical model
	The less optimistic estimate can reduce harmful error in financial reporting and this makes the financial report more reliable for the users.

	2006
	Robert M. Bushman and Joseph D. Piotroski 
	Examine the conservative effect amongst the relation of firm country institutional structure and the financial reporting.  
	86.927 observations that are drawn from 38 countries are collected from the Global Vantage database over the period 1992-2001.
	Relation amongst economic and accounting income. 


	A country’s legal and judicial system, securities laws, political economy and tax regime had influence on the behavior of corporate executives, investors, regulators and other accounting standard setters.

	2006
	Gerald J. Lobo and Jian Zhou 
	Examined if conservative accounting increased in financial reporting after the introduction of the Sarbanes-Oxley Act (SOX). 
	14.396 New York Stock Exchange and American Stock Exchange listed firm-years observations were collected from the Compustat database.
	Discretionary accruals and Basu measurement for pre- and post-SOX firms.
	Firms reported a lower discretionary accrual after the introduction of SOX. Firms also reported losses more quickly than gains after the introduction of SOX.

	2011
	Dimosthenis Hevas and Georgia Siougle 
	Examined the conservative image of accounting losses that are reported in the income statement of annual report.
	711 reporting years of 79 non-financial firms were collected from the Athens Stock Exchange over the period 1992-2000.
	Measurement is based on the net income. 
	The total income can be used for the valuation of reporting profit but not for reporting losses. 


Appendix 3: Overview selected listed companies for empirical investigation

	 
	 
	Listed on the stock exchange market since book year:
	Listed during the period:

	#
	Company name
	AEX
	AMX
	AScX
	 2003 - 2005 & 2007 - 2009

	1
	Akzo Nobel N.V.
	From 1985 - to the present
	-
	-
	Yes

	2
	Wolters Kluwer N.V.
	From 1991 - to the present
	-
	-
	Yes

	3
	ING Groep N.V.
	From 1991 - to the present
	-
	-
	Yes

	4
	Koninklijke Philips Electronics N.V.
	From 1985 - to the present
	-
	-
	Yes

	5
	Koninklijke KPN N.V.
	From 1995 - to the present
	-
	-
	Yes

	6
	Koninklijke DSM N.V.
	From 1989 - to the present
	-
	-
	Yes

	7
	ASML Holding N.V.
	From 1998 - to the present
	-
	-
	Yes

	8
	AEGON N.V.
	From 1985 - to the present
	-
	-
	Yes

	9
	Koninklijke Ahold N.V.
	From 1985 - to the present
	-
	-
	Yes

	10
	Heineken Holding N.V.
	From 1985 - to the present
	-
	-
	Yes

	11
	ROYAL DUTCH SHELL plc
	From 1985 - to the present
	-
	-
	Yes

	12
	Reed Elsevier N.V.
	From 1986 - to the present
	-
	-
	Yes

	13
	PostNL N.V. / TNT
	From 1988 - to the present
	-
	-
	Yes

	14
	Unilever N.V.
	From 1987 - to the present
	-
	-
	Yes

	15
	SBM Offshore N.V. / IHC Caland
	From 2003 - to the present
	-
	-
	Yes

	16
	Koninklijke Wessanen N.V.
	-
	From 1999 - to the present
	-
	yes

	17
	Nutreco N.V.
	-
	From 1999 - to the present
	-
	Yes

	18
	Koninklijke Vopak N.V.
	-
	From 2003 - to present
	-
	Yes

	19
	CSM N.V.
	-
	From 1997 - to the present
	-
	Yes

	20
	Heijmans N.V.
	-
	From 2003 - to the present
	-
	Yes

	21
	Océ N.V.
	-
	From 2002-2010
	-
	Yes

	22
	Koninklijke Boskalis Westminster N.V.
	From 2009 - to the present
	From 1995 - 1998/ 2003 - 2004 / 2006 - 2008
	2005
	Yes

	23
	Fugro N.V.
	From 2008 - to the present
	From 2002 - 2008
	-
	Yes

	24
	Wereldhave N.V.
	From 2008 - to the present
	From 2003 - 2008
	-
	Yes

	25
	Royal Imtech N.V.
	-
	From 1995 - 2000 / 2002 - 2004 / 2008 - 2010
	From 2005-2007
	Yes

	26
	Corio N.V.
	From 2008 - to the present
	From 2003 - 2008
	-
	Yes

	27
	ASM International N.V.
	-
	From 2001 - to the present
	-
	Yes

	28
	RANDSTAD HOLDING nv
	From 2007 - to the present
	From 1995 - 2006
	-
	Yes

	29
	VastNed Retail N.V.
	-
	From 2003 - 2006 / 2008 - to the present
	2007
	Yes

	30
	Hunter Douglas N.V.
	-
	From 1995 - 2006
	From 2007 - 2009
	Yes

	31
	Rodamco Europe N.V. / Unibail-Rodamco
	From 2007 - to the present
	From 2003 - 2006
	-
	Yes


Appendix 4 Collected data to test hypothesis 1a 

	t
	i
	DTACC €M
	DTACC1 €M
	CERTI
	AUDIT
	SIZE
	OCFTALGI 
	SMDECR based on DTACC
	SMLOSS based on DTACC
	SMDECR based on DTACC1
	SMLOSS based on DTACC1
	LEV
	SHAREDECR
	SHAREINCR

	2003
	Akzo Nobel NV
	8.393
	9.790
	0
	1
	4,1
	1.397
	0
	0
	0
	0
	0,2
	0
	0

	2003
	Wolters Kluwer NV
	129
	629
	0
	1
	3,5
	500
	0
	0
	0
	0
	0,5
	0
	0

	2003
	ING Groep NV
	20.924
	81.103
	0
	1
	4,8
	60.179
	0
	0
	0
	0
	0,1
	0
	0

	2003
	Koninklijke Philips Electronics NV
	12.791
	14.783
	0
	1
	4,5
	1.992
	0
	0
	0
	0
	0,1
	0
	0

	2003
	Koninklijke KPN NV
	17.853
	21.940
	0
	1
	4,1
	4.087
	0
	0
	0
	0
	0,4
	0
	0

	2003
	Koninklijke DSM
	5.869
	6.460
	0
	1
	3,8
	591
	0
	0
	0
	0
	0,2
	0
	0

	2003
	Asml Holding NV
	28
	550
	0
	1
	3,2
	522
	0
	0
	0
	0
	0,3
	0
	0

	2003
	Aegon NV
	-1.950
	9.308
	0
	1
	4,5
	11.258
	0
	0
	0
	0
	0,0
	0
	0

	2003
	Koninklijke Ahold NV
	7.178
	9.087
	0
	1
	4,7
	1.909
	0
	0
	0
	0
	0,4
	0
	1

	2003
	Heineken Holding
	11.771
	13.408
	0
	1
	4,0
	1.637
	0
	0
	0
	0
	0,3
	0
	0

	2003
	Royal Dutch Shell
	129.407
	148.433
	0
	1
	5,2
	19.025
	0
	0
	0
	0
	0,1
	0
	0

	2003
	Reed Elsevier NV
	-7
	196
	0
	1
	3,6
	203
	0
	0
	1
	0
	0,0
	0
	0

	2003
	Postnl NV
	3.693
	4.630
	0
	1
	4,1
	937
	0
	0
	0
	0
	0,2
	0
	0

	2003
	Unilever NV
	8.646
	15.426
	0
	1
	4,6
	6.780
	0
	0
	0
	0
	0,2
	0
	0

	2003
	SBM Offshore NV
	2.694
	2.914
	0
	1
	3,2
	220
	0
	0
	0
	0
	0,4
	0
	0

	2003
	Koninklijke Wessanen NV
	-174
	-162
	0
	1
	3,4
	12
	0
	0
	0
	0
	0,0
	0
	0

	2003
	Nutreco NV
	1.110
	1.254
	0
	1
	3,6
	144
	0
	0
	0
	0
	0,2
	0
	0

	2003
	Koninklijke Vopak NV
	2.027
	2.230
	0
	1
	2,9
	203
	0
	0
	0
	0
	0,5
	0
	0

	2003
	CSM NV
	2.624
	2.922
	0
	1
	3,6
	298
	0
	0
	0
	0
	0,3
	0
	0

	2003
	Heijmans NV
	1.079
	1.138
	0
	1
	3,4
	59
	0
	0
	0
	0
	0,1
	0
	0

	2003
	Océ N.V.
	749
	1.089
	0
	1
	3,4
	340
	0
	0
	0
	0
	0,2
	0
	0

	2003
	Royal Boskalis Westminster NV
	1.145
	1.365
	0
	1
	3,0
	220
	0
	0
	0
	0
	0,0
	0
	0

	2003
	Fugro NV
	463
	611
	0
	1
	2,9
	148
	0
	0
	0
	0
	0,4
	0
	0

	2003
	Wereldhave NV
	-11
	123
	0
	1
	2,2
	135
	0
	0
	0
	0
	0,3
	0
	0

	2003
	Royal Imtech
	315
	371
	0
	1
	3,3
	56
	0
	0
	0
	0
	0,0
	0
	0

	2003
	Corio NV
	4.075
	4.187
	0
	1
	2,5
	112
	0
	0
	0
	0
	0,3
	0
	0

	2003
	ASM International NV
	291
	352
	0
	1
	2,8
	62
	0
	0
	0
	0
	0,3
	0
	0

	2003
	Randstad Holding NV
	243
	466
	0
	1
	3,7
	224
	0
	0
	0
	0
	0,1
	0
	0

	2003
	Vastned Retail NV
	1.738
	1.797
	0
	1
	2,1
	59
	0
	0
	0
	0
	0,4
	0
	0

	2003
	Hunter Douglas NV
	838
	1.089
	0
	1
	3,2
	251
	0
	0
	0
	0
	0,2
	0
	0

	2003
	Rodamco Europe N.V. / Unibail-Rodamco
	6.118
	6.435
	0
	1
	2,7
	317
	0
	0
	0
	0
	0,4
	0
	0

	2004
	Akzo Nobel NV
	7.756
	9.029
	0
	1
	4,1
	1.273
	0
	0
	0
	0
	0,2
	0
	0

	2004
	Wolters Kluwer NV
	325
	859
	0
	1
	3,5
	534
	0
	0
	0
	0
	0,4
	0
	0

	2004
	ING Groep NV
	8.954
	85.036
	0
	1
	4,8
	76.082
	0
	0
	0
	0
	0,1
	0
	0

	2004
	Koninklijke Philips Electronics NV
	8.533
	11.230
	0
	1
	4,5
	2.697
	0
	0
	0
	0
	0,1
	0
	0

	2004
	Koninklijke KPN NV
	17.817
	21.786
	0
	1
	4,1
	3.969
	0
	0
	0
	0
	0,3
	0
	0

	2004
	Koninklijke DSM
	9.942
	10.853
	0
	1
	3,9
	911
	0
	0
	0
	0
	0,1
	0
	0

	2004
	Asml Holding NV
	1.726
	1.977
	0
	1
	3,4
	251
	0
	0
	0
	0
	0,3
	0
	0

	2004
	Aegon NV
	271
	8.999
	0
	1
	4,5
	8.728
	0
	0
	0
	0
	0,0
	0
	0

	2004
	Koninklijke Ahold NV
	9.084
	10.655
	0
	1
	4,7
	1.571
	0
	0
	0
	0
	0,3
	0
	0

	2004
	Heineken Holding
	12.576
	14.096
	0
	1
	4,0
	1.520
	0
	0
	0
	0
	0,3
	1
	0

	2004
	Royal Dutch Shell
	165.567
	186.047
	0
	1
	5,3
	20.479
	0
	0
	0
	0
	0,0
	0
	0

	2004
	Reed Elsevier NV
	-10
	203
	0
	1
	3,9
	213
	1
	0
	0
	0
	0,0
	0
	0

	2004
	Postnl NV
	4.188
	5.188
	0
	1
	4,1
	1.000
	0
	0
	0
	0
	0,2
	0
	0

	2004
	Unilever NV
	9.421
	16.274
	0
	1
	4,6
	6.853
	0
	0
	0
	0
	0,2
	0
	0

	2004
	SBM Offshore NV
	1.700
	1.725
	0
	1
	3,0
	25
	0
	0
	0
	0
	0,5
	0
	0

	2004
	Koninklijke Wessanen NV
	5
	88
	0
	1
	3,3
	82
	0
	1
	0
	0
	0,1
	0
	0

	2004
	Nutreco NV
	1.387
	1.533
	0
	1
	3,6
	146
	0
	0
	0
	0
	0,2
	0
	0

	2004
	Koninklijke Vopak NV
	1.851
	1.993
	0
	1
	2,8
	142
	0
	0
	0
	0
	0,4
	0
	0

	2004
	CSM NV
	761
	1.024
	0
	1
	3,5
	263
	0
	0
	0
	0
	0,2
	0
	0

	2004
	Heijmans NV
	224
	442
	0
	1
	3,4
	219
	0
	0
	0
	0
	0,1
	0
	0

	2004
	Océ N.V.
	1.084
	1.221
	0
	1
	3,4
	137
	0
	0
	0
	0
	0,2
	0
	0

	2004
	Royal Boskalis Westminster NV
	1.246
	1.340
	0
	1
	3,0
	94
	0
	0
	0
	0
	0,0
	0
	0

	2004
	Fugro NV
	877
	935
	0
	1
	3,0
	57
	0
	0
	0
	0
	0,2
	0
	0

	2004
	Wereldhave NV
	22
	100
	0
	1
	2,2
	78
	0
	0
	0
	0
	0,2
	0
	0

	2004
	Royal Imtech
	452
	501
	0
	1
	3,3
	49
	0
	0
	0
	0
	0,0
	0
	0

	2004
	Corio NV
	3.940
	4.119
	0
	1
	2,5
	179
	0
	0
	0
	0
	0,3
	0
	0

	2004
	ASM International NV
	406
	481
	0
	1
	2,9
	75
	0
	0
	0
	0
	0,2
	0
	0

	2004
	Randstad Holding NV
	732
	999
	0
	1
	3,8
	267
	0
	0
	0
	0
	0,1
	0
	0

	2004
	Vastned Retail NV
	1.451
	1.510
	0
	1
	2,1
	59
	0
	0
	0
	0
	0,3
	0
	0

	2004
	Hunter Douglas NV
	928
	1.156
	0
	1
	3,2
	228
	0
	0
	0
	0
	0,2
	0
	0

	2004
	Rodamco Europe N.V. / Unibail-Rodamco
	6.748
	7.101
	0
	1
	2,7
	353
	0
	0
	0
	0
	0,4
	0
	0

	2005
	Akzo Nobel NV
	8.832
	9.610
	0
	1
	4,1
	778
	0
	0
	0
	0
	0,2
	0
	0

	2005
	Wolters Kluwer NV
	214
	643
	0
	1
	3,5
	429
	0
	0
	0
	0
	0,3
	0
	0

	2005
	ING Groep NV
	-9.912
	23.837
	0
	1
	4,9
	33.749
	0
	0
	0
	0
	0,1
	0
	0

	2005
	Koninklijke Philips Electronics NV
	13.244
	15.334
	0
	1
	4,5
	2.090
	0
	0
	0
	0
	0,2
	0
	0

	2005
	Koninklijke KPN NV
	17.802
	21.635
	0
	1
	4,1
	3.833
	0
	0
	0
	0
	0,3
	0
	0

	2005
	Koninklijke DSM
	8.509
	9.202
	0
	1
	3,9
	693
	0
	0
	0
	0
	0,1
	0
	1

	2005
	Asml Holding NV
	796
	1.508
	0
	1
	3,4
	711
	0
	0
	0
	0
	0,1
	0
	0

	2005
	Aegon NV
	11.849
	15.448
	0
	1
	4,5
	3.599
	0
	0
	0
	0
	0,0
	0
	0

	2005
	Koninklijke Ahold NV
	4.300
	6.197
	0
	1
	4,6
	1.897
	0
	0
	0
	0
	0,2
	0
	0

	2005
	Heineken Holding
	10.749
	12.621
	0
	1
	4,0
	1.872
	0
	0
	0
	0
	0,2
	0
	0

	2005
	Royal Dutch Shell
	162.262
	186.375
	0
	1
	5,4
	24.113
	0
	0
	0
	0
	0,0
	1
	0

	2005
	Reed Elsevier NV
	170
	357
	0
	1
	3,9
	187
	1
	0
	0
	0
	0,0
	0
	0

	2005
	Postnl NV
	679
	1.663
	0
	1
	4,0
	984
	0
	1
	0
	0
	0,1
	0
	0

	2005
	Unilever NV
	12.439
	16.792
	0
	1
	4,6
	4.353
	0
	0
	0
	0
	0,2
	0
	0

	2005
	SBM Offshore NV
	1.809
	2.491
	0
	1
	3,1
	681
	0
	0
	0
	0
	0,3
	0
	0

	2005
	Koninklijke Wessanen NV
	108
	161
	0
	1
	3,3
	53
	0
	0
	0
	0
	0,1
	0
	0

	2005
	Nutreco NV
	29
	129
	0
	1
	3,5
	100
	0
	0
	0
	0
	0,2
	0
	0

	2005
	Koninklijke Vopak NV
	2.103
	2.268
	0
	1
	2,8
	164
	0
	0
	0
	0
	0,3
	0
	0

	2005
	CSM NV
	392
	471
	0
	1
	3,4
	79
	0
	0
	0
	0
	0,2
	0
	0

	2005
	Heijmans NV
	787
	896
	0
	1
	3,5
	109
	0
	0
	0
	0
	0,2
	0
	0

	2005
	Océ N.V.
	1.218
	1.382
	0
	1
	3,4
	164
	0
	0
	0
	0
	0,1
	0
	0

	2005
	Royal Boskalis Westminster NV
	1.599
	1.719
	0
	1
	3,1
	120
	0
	0
	0
	0
	0,0
	0
	0

	2005
	Fugro NV
	913
	1.061
	0
	1
	3,1
	148
	0
	0
	0
	0
	0,3
	0
	1

	2005
	Wereldhave NV
	2.493
	2.674
	0
	1
	2,5
	181
	0
	0
	0
	0
	0,2
	0
	0

	2005
	Royal Imtech
	-196
	-75
	0
	1
	3,4
	121
	0
	0
	0
	0
	0,0
	0
	0

	2005
	Corio NV
	4.195
	4.395
	0
	1
	2,5
	200
	0
	0
	0
	0
	0,3
	0
	0

	2005
	ASM International NV
	434
	485
	0
	1
	2,9
	51
	0
	0
	0
	0
	0,3
	0
	0

	2005
	Randstad Holding NV
	1.028
	1.266
	0
	1
	3,8
	238
	0
	0
	0
	0
	0,1
	0
	0

	2005
	Vastned Retail NV
	1.453
	1.507
	0
	1
	2,0
	54
	0
	0
	0
	0
	0,2
	0
	0

	2005
	Hunter Douglas NV
	1.204
	1.404
	0
	1
	3,3
	200
	0
	0
	0
	0
	0,2
	0
	0

	2005
	Rodamco Europe N.V. / Unibail-Rodamco
	7.047
	7.382
	0
	1
	2,8
	335
	0
	0
	0
	0
	0,3
	0
	0

	2007
	Akzo Nobel NV
	1.995
	2.638
	1
	1
	4,0
	643
	0
	0
	0
	0
	0,1
	0
	0

	2007
	Wolters Kluwer NV
	197
	709
	1
	1
	3,5
	512
	0
	0
	0
	0
	0,2
	0
	0

	2007
	ING Groep NV
	9.281
	20.989
	1
	1
	4,9
	11.708
	0
	1
	0
	0
	0,0
	0
	0

	2007
	Koninklijke Philips Electronics NV
	8.500
	10.019
	1
	1
	4,4
	1.519
	0
	0
	0
	0
	0,0
	0
	0

	2007
	Koninklijke KPN NV
	16.989
	20.879
	1
	1
	4,1
	3.890
	0
	0
	0
	0
	0,4
	0
	0

	2007
	Koninklijke DSM
	8.661
	9.486
	1
	1
	3,9
	825
	0
	0
	0
	0
	0,2
	0
	0

	2007
	Asml Holding NV
	-4.832
	-4.161
	1
	1
	3,6
	670
	0
	0
	0
	0
	0,1
	0
	0

	2007
	Aegon NV
	9.748
	8.392
	1
	1
	4,6
	-1.356
	0
	0
	0
	0
	0,2
	0
	0

	2007
	Koninklijke Ahold NV
	9.871
	11.711
	1
	1
	4,5
	1.840
	0
	0
	0
	0
	0,2
	1
	0

	2007
	Heineken Holding
	12.117
	13.847
	1
	1
	4,1
	1.730
	0
	0
	0
	0
	0,1
	0
	0

	2007
	Royal Dutch Shell
	155.363
	180.334
	1
	1
	5,4
	24.971
	0
	0
	0
	0
	0,0
	0
	0

	2007
	Reed Elsevier NV
	-1
	1.460
	1
	1
	3,8
	1.461
	0
	0
	0
	0
	0,0
	0
	0

	2007
	Postnl NV
	4.543
	5.186
	1
	1
	4,0
	643
	0
	0
	0
	0
	0,2
	1
	0

	2007
	Unilever NV
	13.943
	17.819
	1
	1
	4,6
	3.876
	0
	0
	0
	0
	0,1
	0
	0

	2007
	SBM Offshore NV
	2.590
	2.819
	1
	1
	3,3
	228
	0
	0
	0
	0
	0,3
	0
	0

	2007
	Koninklijke Wessanen NV
	202
	213
	1
	1
	3,2
	11
	0
	0
	0
	0
	0,2
	0
	0

	2007
	Nutreco NV
	1.932
	2.072
	1
	1
	3,6
	140
	0
	0
	0
	0
	0,2
	0
	0

	2007
	Koninklijke Vopak NV
	2.608
	2.871
	1
	1
	2,9
	263
	0
	0
	0
	0
	0,3
	0
	0

	2007
	CSM NV
	1.116
	1.254
	1
	1
	3,4
	139
	0
	0
	0
	0
	0,2
	0
	0

	2007
	Heijmans NV
	977
	1.233
	1
	1
	3,6
	255
	0
	0
	0
	0
	0,2
	0
	0

	2007
	Océ N.V.
	971
	1.255
	1
	1
	3,5
	284
	0
	0
	0
	0
	0,2
	0
	0

	2007
	Royal Boskalis Westminster NV
	1.888
	2.305
	1
	1
	3,3
	417
	0
	0
	0
	0
	0,0
	0
	0

	2007
	Fugro NV
	1.316
	1.655
	1
	1
	3,3
	339
	0
	0
	0
	0
	0,3
	0
	0

	2007
	Wereldhave NV
	2.719
	2.816
	1
	1
	2,3
	97
	0
	0
	0
	0
	0,2
	0
	0

	2007
	Royal Imtech
	481
	629
	1
	1
	3,5
	148
	0
	0
	0
	0
	0,1
	0
	0

	2007
	Corio NV
	5.187
	7.466
	1
	1
	2,5
	2.279
	0
	0
	0
	0
	0,3
	0
	0

	2007
	ASM International NV
	443
	549
	1
	1
	3,0
	106
	0
	0
	0
	0
	0,2
	0
	0

	2007
	Randstad Holding NV
	1.387
	1.788
	1
	1
	4,0
	401
	0
	0
	0
	0
	0,1
	0
	0

	2007
	Vastned Retail NV
	2.071
	2.145
	1
	1
	2,1
	74
	0
	0
	0
	0
	0,3
	0
	0

	2007
	Hunter Douglas NV
	2.079
	2.214
	1
	1
	3,5
	136
	0
	0
	0
	0
	0,1
	0
	0

	2007
	Rodamco Europe N.V. / Unibail-Rodamco
	11.817
	11.925
	1
	1
	2,8
	108
	0
	0
	0
	0
	0,3
	0
	0

	2008
	Akzo Nobel NV
	12.100
	12.191
	1
	1
	4,2
	91
	0
	0
	0
	0
	0,1
	1
	0

	2008
	Wolters Kluwer NV
	409
	930
	1
	1
	3,5
	521
	0
	1
	0
	0
	0,3
	0
	0

	2008
	ING Groep NV
	4.727
	17.550
	1
	1
	4,8
	12.823
	0
	0
	0
	0
	0,0
	0
	0

	2008
	Koninklijke Philips Electronics NV
	6.648
	8.143
	1
	1
	4,4
	1.495
	0
	0
	0
	0
	0,1
	1
	0

	2008
	Koninklijke KPN NV
	19.082
	23.112
	1
	1
	4,2
	4.030
	0
	0
	0
	0
	0,5
	0
	0

	2008
	Koninklijke DSM
	8.782
	9.692
	1
	1
	4,0
	910
	0
	0
	1
	0
	0,2
	0
	0

	2008
	Asml Holding NV
	-600
	-319
	1
	1
	3,5
	281
	0
	0
	0
	0
	0,2
	0
	0

	2008
	Aegon NV
	-6.838
	-5.515
	1
	1
	4,5
	1.323
	0
	0
	0
	0
	0,0
	0
	0

	2008
	Koninklijke Ahold NV
	6.445
	8.188
	1
	1
	4,4
	1.743
	0
	0
	0
	0
	0,2
	0
	0

	2008
	Heineken Holding
	12.908
	14.568
	1
	1
	4,2
	1.660
	0
	0
	0
	0
	0,4
	0
	0

	2008
	Royal Dutch Shell
	197.753
	227.395
	1
	1
	5,5
	29.642
	0
	0
	0
	0
	0,0
	0
	0

	2008
	Reed Elsevier NV
	-3
	1.256
	1
	1
	3,8
	1.259
	0
	0
	0
	0
	0,0
	0
	1

	2008
	Postnl NV
	3.518
	4.441
	1
	1
	4,0
	923
	0
	0
	0
	0
	0,3
	0
	0

	2008
	Unilever NV
	11.699
	15.570
	1
	1
	4,6
	3.871
	0
	0
	0
	0
	0,2
	0
	0

	2008
	SBM Offshore NV
	1.955
	2.320
	1
	1
	3,3
	365
	0
	0
	0
	0
	0,3
	0
	0

	2008
	Koninklijke Wessanen NV
	316
	350
	1
	1
	3,2
	35
	0
	0
	0
	0
	0,2
	0
	0

	2008
	Nutreco NV
	1.951
	2.049
	1
	1
	3,7
	98
	0
	0
	0
	0
	0,2
	0
	0

	2008
	Koninklijke Vopak NV
	2.921
	3.238
	1
	1
	3,0
	317
	0
	0
	0
	0
	0,4
	0
	0

	2008
	CSM NV
	1.240
	1.338
	1
	1
	3,4
	99
	0
	0
	0
	0
	0,2
	0
	0

	2008
	Heijmans NV
	294
	374
	1
	1
	3,6
	80
	0
	0
	0
	0
	0,3
	0
	0

	2008
	Océ N.V.
	-78.994
	-78.872
	1
	1
	3,5
	122
	0
	0
	0
	0
	0,2
	0
	0

	2008
	Royal Boskalis Westminster NV
	2.013
	2.326
	1
	1
	3,3
	313
	0
	0
	0
	0
	0,0
	0
	0

	2008
	Fugro NV
	1.523
	1.952
	1
	1
	3,3
	429
	0
	0
	0
	0
	0,2
	0
	0

	2008
	Wereldhave NV
	2.712
	2.830
	1
	1
	2,3
	118
	0
	0
	0
	0
	0,3
	0
	0

	2008
	Royal Imtech
	252
	299
	1
	1
	3,6
	48
	0
	0
	0
	0
	0,1
	0
	0

	2008
	Corio NV
	5.943
	6.142
	1
	1
	2,6
	199
	0
	0
	0
	0
	0,4
	0
	0

	2008
	ASM International NV
	230
	367
	1
	1
	2,9
	137
	0
	0
	0
	0
	0,2
	0
	0

	2008
	Randstad Holding NV
	4.383
	5.137
	1
	1
	4,1
	754
	0
	0
	0
	0
	0,3
	0
	1

	2008
	Vastned Retail NV
	2.051
	2.113
	1
	1
	2,1
	61
	0
	0
	0
	0
	0,3
	0
	0

	2008
	Hunter Douglas NV
	152
	169
	1
	1
	3,3
	18
	0
	0
	0
	0
	0,2
	1
	0

	2008
	Rodamco Europe N.V. / Unibail-Rodamco
	10.971
	11.304
	1
	1
	2,9
	333
	0
	0
	0
	0
	0,3
	0
	0

	2009
	Akzo Nobel NV
	5.665
	6.905
	1
	1
	4,1
	1.240
	0
	0
	0
	0
	0,2
	0
	0

	2009
	Wolters Kluwer NV
	521
	1.031
	1
	1
	3,5
	510
	0
	0
	0
	0
	0,3
	0
	0

	2009
	ING Groep NV
	-13.143
	-40.543
	1
	1
	4,7
	-27.400
	0
	0
	0
	0
	0,1
	0
	1

	2009
	Koninklijke Philips Electronics NV
	3.604
	5.149
	1
	1
	4,4
	1.545
	0
	0
	0
	0
	0,1
	0
	0

	2009
	Koninklijke KPN NV
	16.275
	20.051
	1
	1
	4,1
	3.776
	0
	0
	0
	0
	0,5
	0
	0

	2009
	Koninklijke DSM
	7.502
	8.778
	1
	1
	3,9
	1.276
	0
	0
	0
	0
	0,2
	0
	0

	2009
	Asml Holding NV
	6.689
	6.958
	1
	1
	3,2
	269
	0
	0
	0
	0
	0,2
	0
	0

	2009
	Aegon NV
	16.372
	9.367
	1
	1
	4,7
	-7.005
	0
	0
	0
	0
	0,0
	0
	1

	2009
	Koninklijke Ahold NV
	11.578
	13.470
	1
	1
	4,4
	1.892
	0
	0
	0
	0
	0,1
	0
	0

	2009
	Heineken Holding
	11.992
	14.371
	1
	1
	4,2
	2.379
	0
	0
	0
	0
	0,4
	0
	0

	2009
	Royal Dutch Shell
	84.510
	99.544
	1
	1
	5,3
	15.034
	0
	0
	0
	0
	0,1
	0
	0

	2009
	Reed Elsevier NV
	10
	24
	1
	1
	3,8
	14
	1
	0
	0
	0
	0,0
	0
	0

	2009
	Postnl NV
	2.350
	3.366
	1
	1
	4,0
	1.016
	0
	0
	0
	0
	0,3
	0
	0

	2009
	Unilever NV
	8.731
	14.505
	1
	1
	4,6
	5.774
	0
	0
	0
	0
	0,2
	0
	0

	2009
	SBM Offshore NV
	2.654
	3.007
	1
	1
	3,3
	354
	0
	0
	0
	0
	0,3
	0
	0

	2009
	Koninklijke Wessanen NV
	-622
	-558
	1
	1
	2,8
	65
	0
	0
	0
	0
	0,0
	0
	0

	2009
	Nutreco NV
	739
	1.006
	1
	1
	3,7
	267
	0
	0
	0
	0
	0,2
	0
	0

	2009
	Koninklijke Vopak NV
	3.468
	3.841
	1
	1
	3,0
	373
	0
	0
	0
	0
	0,4
	0
	0

	2009
	CSM NV
	1.028
	1.306
	1
	1
	3,4
	277
	0
	0
	0
	0
	0,2
	0
	0

	2009
	Heijmans NV
	-74
	-79
	1
	1
	3,5
	-5
	0
	0
	0
	0
	0,1
	1
	0

	2009
	Océ N.V.
	-322
	-147
	1
	1
	3,4
	175
	0
	0
	0
	0
	0,2
	0
	0

	2009
	Royal Boskalis Westminster NV
	1.900
	2.433
	1
	1
	3,3
	533
	0
	0
	0
	0
	0,0
	0
	1

	2009
	Fugro NV
	1.743
	2.164
	1
	1
	3,3
	422
	0
	0
	0
	0
	0,2
	0
	0

	2009
	Wereldhave NV
	2.488
	2.610
	1
	1
	2,3
	123
	0
	0
	0
	0
	0,2
	0
	0

	2009
	Royal Imtech
	1.289
	1.439
	1
	1
	3,6
	150
	0
	0
	0
	0
	0,1
	0
	0

	2009
	Corio NV
	5.674
	5.829
	1
	1
	2,6
	155
	0
	0
	0
	0
	0,4
	0
	1

	2009
	ASM International NV
	155
	218
	1
	1
	2,8
	63
	0
	0
	0
	0
	0,2
	0
	0

	2009
	Randstad Holding NV
	-869
	-126
	1
	1
	4,1
	743
	0
	0
	0
	0
	0,2
	0
	0

	2009
	Vastned Retail NV
	1.939
	2.020
	1
	1
	2,1
	81
	0
	0
	0
	0
	0,3
	0
	1

	2009
	Hunter Douglas NV
	769
	901
	1
	1
	3,2
	132
	0
	0
	0
	0
	0,1
	0
	0

	2009
	Rodamco Europe N.V. / Unibail-Rodamco
	10.239
	10.706
	1
	1
	2,9
	467
	0
	0
	0
	0
	0,3
	0
	0


Appendix 5 Collected data to test hypothesis 1b
	t
	i
	X/P
	DR
	R
	R*DR
	CERTI
	CERTi*DR
	CERTI*R
	CERTI*R*DR

	2003
	Akzo Nobel NV
	0,070
	0,000
	0,052
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	Wolters Kluwer NV
	-0,008
	1,000
	-0,220
	-0,220
	0,000
	0,000
	0,000
	0,000

	2003
	ING Groep NV
	0,161
	0,000
	0,224
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	Koninklijke Philips Electronics NV
	0,032
	0,000
	0,408
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	Koninklijke KPN NV
	0,179
	0,000
	0,027
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	Koninklijke DSM
	0,029
	1,000
	-0,060
	-0,060
	0,000
	0,000
	0,000
	0,000

	2003
	Asml Holding NV
	-0,041
	0,000
	0,975
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	Aegon NV
	0,098
	0,000
	0,029
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	Koninklijke Ahold NV
	-0,003
	1,000
	-0,500
	-0,500
	0,000
	0,000
	0,000
	0,000

	2003
	Heineken Holding
	0,059
	1,000
	-0,007
	-0,007
	0,000
	0,000
	0,000
	0,000

	2003
	Royal Dutch Shell
	0,038
	0,000
	0,017
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	Reed Elsevier NV
	1,107
	1,000
	-0,120
	-0,120
	0,000
	0,000
	0,000
	0,000

	2003
	Postnl NV
	0,041
	0,000
	0,233
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	Unilever NV
	0,016
	1,000
	-0,105
	-0,105
	0,000
	0,000
	0,000
	0,000

	2003
	SBM Offshore NV
	0,006
	1,000
	-0,137
	-0,137
	0,000
	0,000
	0,000
	0,000

	2003
	Koninklijke Wessanen NV
	-0,071
	0,000
	0,511
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	Nutreco NV
	-0,226
	0,000
	0,187
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	Koninklijke Vopak NV
	0,271
	0,000
	0,229
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	CSM NV
	0,106
	1,000
	-0,092
	-0,092
	0,000
	0,000
	0,000
	0,000

	2003
	Heijmans NV
	0,142
	0,000
	0,217
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	Océ N.V.
	0,060
	0,000
	0,092
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	Royal Boskalis Westminster NV
	0,138
	0,000
	0,139
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	Fugro NV
	0,072
	1,000
	-0,011
	-0,011
	0,000
	0,000
	0,000
	0,000

	2003
	Wereldhave NV
	0,110
	0,000
	0,193
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	Royal Imtech
	0,135
	0,000
	0,722
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	Corio NV
	0,108
	0,000
	0,331
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	ASM International NV
	-0,050
	0,000
	0,383
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	Randstad Holding NV
	0,069
	0,000
	1,278
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	Vastned Retail NV
	0,103
	0,000
	0,136
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	Hunter Douglas NV
	0,128
	0,000
	0,345
	0,000
	0,000
	0,000
	0,000
	0,000

	2003
	Rodamco Europe N.V. / Unibail-Rodamco
	0,086
	0,000
	0,218
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	Akzo Nobel NV
	0,098
	0,000
	0,065
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	Wolters Kluwer NV
	0,037
	0,000
	0,235
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	ING Groep NV
	0,197
	0,000
	0,279
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	Koninklijke Philips Electronics NV
	0,096
	1,000
	-0,142
	-0,142
	0,000
	0,000
	0,000
	0,000

	2004
	Koninklijke KPN NV
	0,103
	0,000
	0,199
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	Koninklijke DSM
	0,064
	0,000
	0,265
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	Asml Holding NV
	0,031
	1,000
	-0,249
	-0,249
	0,000
	0,000
	0,000
	0,000

	2004
	Aegon NV
	0,090
	1,000
	-0,109
	-0,109
	0,000
	0,000
	0,000
	0,000

	2004
	Koninklijke Ahold NV
	0,053
	1,000
	-0,022
	-0,022
	0,000
	0,000
	0,000
	0,000

	2004
	Heineken Holding
	0,051
	0,000
	0,044
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	Royal Dutch Shell
	0,052
	0,000
	0,035
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	Reed Elsevier NV
	1,336
	0,000
	0,063
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	Postnl NV
	0,076
	0,000
	0,107
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	Unilever NV
	0,012
	1,000
	-0,036
	-0,036
	0,000
	0,000
	0,000
	0,000

	2004
	SBM Offshore NV
	0,006
	0,000
	0,094
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	Koninklijke Wessanen NV
	0,003
	0,000
	0,068
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	Nutreco NV
	0,098
	1,000
	-0,047
	-0,047
	0,000
	0,000
	0,000
	0,000

	2004
	Koninklijke Vopak NV
	0,184
	0,000
	0,068
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	CSM NV
	0,086
	0,000
	0,368
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	Heijmans NV
	0,089
	0,000
	0,326
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	Océ N.V.
	0,075
	1,000
	-0,008
	-0,008
	0,000
	0,000
	0,000
	0,000

	2004
	Royal Boskalis Westminster NV
	0,052
	0,000
	0,227
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	Fugro NV
	0,081
	0,000
	0,534
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	Wereldhave NV
	0,140
	0,000
	0,424
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	Royal Imtech
	0,070
	0,000
	0,313
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	Corio NV
	0,138
	0,000
	0,482
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	ASM International NV
	0,029
	1,000
	-0,252
	-0,252
	0,000
	0,000
	0,000
	0,000

	2004
	Randstad Holding NV
	0,086
	0,000
	0,540
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	Vastned Retail NV
	0,101
	0,000
	0,344
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	Hunter Douglas NV
	0,111
	0,000
	0,094
	0,000
	0,000
	0,000
	0,000
	0,000

	2004
	Rodamco Europe N.V. / Unibail-Rodamco
	0,078
	0,000
	0,331
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Akzo Nobel NV
	0,107
	0,000
	0,286
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Wolters Kluwer NV
	0,058
	0,000
	0,194
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	ING Groep NV
	0,194
	0,000
	0,385
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Koninklijke Philips Electronics NV
	0,117
	0,000
	0,366
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Koninklijke KPN NV
	0,094
	0,000
	0,276
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Koninklijke DSM
	0,060
	1,000
	-0,255
	-0,255
	0,000
	0,000
	0,000
	0,000

	2005
	Asml Holding NV
	0,054
	0,000
	0,431
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Aegon NV
	0,163
	0,000
	0,416
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Koninklijke Ahold NV
	-0,007
	0,000
	0,111
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Heineken Holding
	0,070
	0,000
	0,133
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Royal Dutch Shell
	0,145
	0,000
	0,261
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Reed Elsevier NV
	0,057
	0,000
	0,224
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Postnl NV
	0,073
	0,000
	0,353
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Unilever NV
	0,023
	0,000
	0,186
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	SBM Offshore NV
	0,027
	0,000
	0,473
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Koninklijke Wessanen NV
	0,038
	0,000
	0,424
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Nutreco NV
	0,199
	0,000
	0,971
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Koninklijke Vopak NV
	0,186
	0,000
	0,653
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	CSM NV
	0,033
	0,000
	0,040
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Heijmans NV
	0,152
	0,000
	0,574
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Océ N.V.
	0,082
	0,000
	0,140
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Royal Boskalis Westminster NV
	0,089
	0,000
	1,303
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Fugro NV
	0,025
	1,000
	-0,550
	-0,550
	0,000
	0,000
	0,000
	0,000

	2005
	Wereldhave NV
	0,116
	0,000
	0,053
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Royal Imtech
	0,075
	0,000
	0,101
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Corio NV
	0,206
	0,000
	0,122
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	ASM International NV
	-0,063
	0,000
	0,167
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Randstad Holding NV
	0,073
	0,000
	0,296
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Vastned Retail NV
	0,175
	0,000
	0,071
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Hunter Douglas NV
	0,109
	0,000
	0,219
	0,000
	0,000
	0,000
	0,000
	0,000

	2005
	Rodamco Europe N.V. / Unibail-Rodamco
	0,240
	1,000
	0,262
	0,262
	0,000
	0,000
	0,000
	0,000

	2007
	Akzo Nobel NV
	0,032
	0,000
	0,225
	0,000
	1,000
	0,000
	0,225
	0,000

	2007
	Wolters Kluwer NV
	0,050
	0,000
	0,061
	0,000
	1,000
	0,000
	0,061
	0,000

	2007
	ING Groep NV
	0,167
	1,000
	-0,146
	-0,146
	1,000
	1,000
	-0,146
	-0,146

	2007
	Koninklijke Philips Electronics NV
	0,134
	0,000
	0,054
	0,000
	1,000
	0,000
	0,054
	0,000

	2007
	Koninklijke KPN NV
	0,132
	0,000
	0,205
	0,000
	1,000
	0,000
	0,205
	0,000

	2007
	Koninklijke DSM
	0,063
	1,000
	-0,104
	-0,104
	1,000
	1,000
	-0,104
	-0,104

	2007
	Asml Holding NV
	0,079
	0,000
	0,163
	0,000
	1,000
	0,000
	0,163
	0,000

	2007
	Aegon NV
	0,102
	1,000
	-0,120
	-0,120
	1,000
	1,000
	-0,120
	-0,120

	2007
	Koninklijke Ahold NV
	0,067
	0,000
	0,195
	0,000
	1,000
	0,000
	0,195
	0,000

	2007
	Heineken Holding
	0,054
	0,000
	0,280
	0,000
	1,000
	0,000
	0,280
	0,000

	2007
	Royal Dutch Shell
	0,136
	0,000
	0,114
	0,000
	1,000
	0,000
	0,114
	0,000

	2007
	Reed Elsevier NV
	0,113
	0,000
	0,096
	0,000
	1,000
	0,000
	0,096
	0,000

	2007
	Postnl NV
	0,086
	0,000
	0,102
	0,000
	1,000
	0,000
	0,102
	0,000

	2007
	Unilever NV
	0,064
	0,000
	0,251
	0,000
	1,000
	0,000
	0,251
	0,000

	2007
	SBM Offshore NV
	0,049
	1,000
	-0,149
	-0,149
	1,000
	1,000
	-0,149
	-0,149

	2007
	Koninklijke Wessanen NV
	0,060
	0,000
	0,125
	0,000
	1,000
	0,000
	0,125
	0,000

	2007
	Nutreco NV
	0,066
	1,000
	-0,166
	-0,166
	1,000
	1,000
	-0,166
	-0,166

	2007
	Koninklijke Vopak NV
	0,163
	0,000
	0,104
	0,000
	1,000
	0,000
	0,104
	0,000

	2007
	CSM NV
	0,028
	1,000
	-0,178
	-0,178
	1,000
	1,000
	-0,178
	-0,178

	2007
	Heijmans NV
	0,056
	1,000
	-0,345
	-0,345
	1,000
	1,000
	-0,345
	-0,345

	2007
	Océ N.V.
	0,070
	0,000
	0,035
	0,000
	1,000
	0,000
	0,035
	0,000

	2007
	Royal Boskalis Westminster NV
	0,095
	0,000
	0,714
	0,000
	1,000
	0,000
	0,714
	0,000

	2007
	Fugro NV
	0,086
	0,000
	0,493
	0,000
	1,000
	0,000
	0,493
	0,000

	2007
	Wereldhave NV
	0,103
	1,000
	-0,213
	-0,213
	1,000
	1,000
	-0,213
	-0,213

	2007
	Royal Imtech
	0,073
	0,000
	0,085
	0,000
	1,000
	0,000
	0,085
	0,000

	2007
	Corio NV
	0,195
	1,000
	-0,063
	-0,063
	1,000
	1,000
	-0,063
	-0,063

	2007
	ASM International NV
	0,071
	0,000
	0,054
	0,000
	1,000
	0,000
	0,054
	0,000

	2007
	Randstad Holding NV
	0,063
	1,000
	-0,460
	-0,460
	1,000
	1,000
	-0,460
	-0,460

	2007
	Vastned Retail NV
	0,190
	1,000
	-0,097
	-0,097
	1,000
	1,000
	-0,097
	-0,097

	2007
	Hunter Douglas NV
	0,087
	1,000
	-0,135
	-0,135
	1,000
	1,000
	-0,135
	-0,135

	2007
	Rodamco Europe N.V. / Unibail-Rodamco
	0,165
	1,000
	-0,125
	-0,125
	1,000
	1,000
	-0,125
	-0,125

	2008
	Akzo Nobel NV
	-0,082
	1,000
	-0,430
	-0,430
	1,000
	1,000
	-0,430
	-0,430

	2008
	Wolters Kluwer NV
	0,049
	1,000
	-0,369
	-0,369
	1,000
	1,000
	-0,369
	-0,369

	2008
	ING Groep NV
	-0,018
	1,000
	-0,690
	-0,690
	1,000
	1,000
	-0,690
	-0,690

	2008
	Koninklijke Philips Electronics NV
	-0,006
	1,000
	-0,508
	-0,508
	1,000
	1,000
	-0,508
	-0,508

	2008
	Koninklijke KPN NV
	0,062
	1,000
	-0,117
	-0,117
	1,000
	1,000
	-0,117
	-0,117

	2008
	Koninklijke DSM
	0,107
	1,000
	-0,396
	-0,396
	1,000
	1,000
	-0,396
	-0,396

	2008
	Asml Holding NV
	0,035
	1,000
	-0,402
	-0,402
	1,000
	1,000
	-0,402
	-0,402

	2008
	Aegon NV
	-0,076
	1,000
	-0,601
	-0,601
	1,000
	1,000
	-0,601
	-0,601

	2008
	Koninklijke Ahold NV
	0,080
	1,000
	-0,049
	-0,049
	1,000
	1,000
	-0,049
	-0,049

	2008
	Heineken Holding
	0,011
	1,000
	-0,457
	-0,457
	1,000
	1,000
	-0,457
	-0,457

	2008
	Royal Dutch Shell
	0,101
	1,000
	-0,309
	-0,309
	1,000
	1,000
	-0,309
	-0,309

	2008
	Reed Elsevier NV
	0,032
	1,000
	-0,355
	-0,355
	1,000
	1,000
	-0,355
	-0,355

	2008
	Postnl NV
	0,047
	1,000
	-0,552
	-0,552
	1,000
	1,000
	-0,552
	-0,552

	2008
	Unilever NV
	0,071
	1,000
	-0,280
	-0,280
	1,000
	1,000
	-0,280
	-0,280

	2008
	SBM Offshore NV
	0,046
	1,000
	-0,551
	-0,551
	1,000
	1,000
	-0,551
	-0,551

	2008
	Koninklijke Wessanen NV
	0,047
	1,000
	-0,554
	-0,554
	1,000
	1,000
	-0,554
	-0,554

	2008
	Nutreco NV
	0,076
	1,000
	-0,369
	-0,369
	1,000
	1,000
	-0,369
	-0,369

	2008
	Koninklijke Vopak NV
	0,175
	1,000
	-0,290
	-0,290
	1,000
	1,000
	-0,290
	-0,290

	2008
	CSM NV
	0,060
	1,000
	-0,483
	-0,483
	1,000
	1,000
	-0,483
	-0,483

	2008
	Heijmans NV
	-0,055
	1,000
	-0,868
	-0,868
	1,000
	1,000
	-0,868
	-0,868

	2008
	Océ N.V.
	-0,001
	1,000
	-0,709
	-0,709
	1,000
	1,000
	-0,709
	-0,709

	2008
	Royal Boskalis Westminster NV
	0,070
	1,000
	-0,573
	-0,573
	1,000
	1,000
	-0,573
	-0,573

	2008
	Fugro NV
	0,073
	1,000
	-0,584
	-0,584
	1,000
	1,000
	-0,584
	-0,584

	2008
	Wereldhave NV
	0,000
	1,000
	-0,095
	-0,095
	1,000
	1,000
	-0,095
	-0,095

	2008
	Royal Imtech
	0,086
	1,000
	-0,257
	-0,257
	1,000
	1,000
	-0,257
	-0,257

	2008
	Corio NV
	-0,065
	1,000
	-0,359
	-0,359
	1,000
	1,000
	-0,359
	-0,359

	2008
	ASM International NV
	0,021
	1,000
	-0,632
	-0,632
	1,000
	1,000
	-0,632
	-0,632

	2008
	Randstad Holding NV
	0,003
	1,000
	-0,462
	-0,462
	1,000
	1,000
	-0,462
	-0,462

	2008
	Vastned Retail NV
	-0,047
	1,000
	-0,393
	-0,393
	1,000
	1,000
	-0,393
	-0,393

	2008
	Hunter Douglas NV
	-0,013
	1,000
	-0,517
	-0,517
	1,000
	1,000
	-0,517
	-0,517

	2008
	Rodamco Europe N.V. / Unibail-Rodamco
	-0,025
	0,000
	0,040
	0,000
	1,000
	0,000
	0,040
	0,000

	2009
	Akzo Nobel NV
	0,041
	0,000
	0,622
	0,000
	1,000
	0,000
	0,622
	0,000

	2009
	Wolters Kluwer NV
	0,030
	0,000
	0,179
	0,000
	1,000
	0,000
	0,179
	0,000

	2009
	ING Groep NV
	-0,078
	0,000
	0,226
	0,000
	1,000
	0,000
	0,226
	0,000

	2009
	Koninklijke Philips Electronics NV
	0,032
	0,000
	0,546
	0,000
	1,000
	0,000
	0,546
	0,000

	2009
	Koninklijke KPN NV
	0,128
	0,000
	0,207
	0,000
	1,000
	0,000
	0,207
	0,000

	2009
	Koninklijke DSM
	0,110
	0,000
	0,946
	0,000
	1,000
	0,000
	0,946
	0,000

	2009
	Asml Holding NV
	-0,027
	0,000
	0,898
	0,000
	1,000
	0,000
	0,898
	0,000

	2009
	Aegon NV
	-0,035
	0,000
	0,003
	0,000
	1,000
	0,000
	0,003
	0,000

	2009
	Koninklijke Ahold NV
	0,093
	0,000
	0,075
	0,000
	1,000
	0,000
	0,075
	0,000

	2009
	Heineken Holding
	0,102
	0,000
	0,464
	0,000
	1,000
	0,000
	0,464
	0,000

	2009
	Royal Dutch Shell
	0,078
	0,000
	0,190
	0,000
	1,000
	0,000
	0,190
	0,000

	2009
	Reed Elsevier NV
	0,038
	0,000
	0,069
	0,000
	1,000
	0,000
	0,069
	0,000

	2009
	Postnl NV
	0,056
	0,000
	0,601
	0,000
	1,000
	0,000
	0,601
	0,000

	2009
	Unilever NV
	0,070
	0,000
	0,339
	0,000
	1,000
	0,000
	0,339
	0,000

	2009
	SBM Offshore NV
	0,113
	0,000
	0,526
	0,000
	1,000
	0,000
	0,526
	0,000

	2009
	Koninklijke Wessanen NV
	-0,699
	0,000
	1,020
	0,000
	1,000
	0,000
	1,020
	0,000

	2009
	Nutreco NV
	0,111
	0,000
	0,727
	0,000
	1,000
	0,000
	0,727
	0,000

	2009
	Koninklijke Vopak NV
	0,290
	0,000
	1,079
	0,000
	1,000
	0,000
	1,079
	0,000

	2009
	CSM NV
	0,110
	0,000
	0,675
	0,000
	1,000
	0,000
	0,675
	0,000

	2009
	Heijmans NV
	-0,950
	0,000
	2,591
	0,000
	1,000
	0,000
	2,591
	0,000

	2009
	Océ N.V.
	-0,176
	0,000
	1,483
	0,000
	1,000
	0,000
	1,483
	0,000

	2009
	Royal Boskalis Westminster NV
	0,155
	0,000
	0,701
	0,000
	1,000
	0,000
	0,701
	0,000

	2009
	Fugro NV
	0,169
	0,000
	1,039
	0,000
	1,000
	0,000
	1,039
	0,000

	2009
	Wereldhave NV
	-0,080
	0,000
	0,133
	0,000
	1,000
	0,000
	0,133
	0,000

	2009
	Royal Imtech
	0,135
	0,000
	0,623
	0,000
	1,000
	0,000
	0,623
	0,000

	2009
	Corio NV
	-0,056
	0,000
	0,531
	0,000
	1,000
	0,000
	0,531
	0,000

	2009
	ASM International NV
	-0,334
	0,000
	1,666
	0,000
	1,000
	0,000
	1,666
	0,000

	2009
	Randstad Holding NV
	0,025
	0,000
	1,399
	0,000
	1,000
	0,000
	1,399
	0,000

	2009
	Vastned Retail NV
	-0,100
	0,000
	0,338
	0,000
	1,000
	0,000
	0,338
	0,000

	2009
	Hunter Douglas NV
	0,077
	0,000
	0,491
	0,000
	1,000
	0,000
	0,491
	0,000

	2009
	Rodamco Europe N.V. / Unibail-Rodamco
	-0,062
	0,000
	0,053
	0,000
	1,000
	0,000
	0,053
	0,000
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