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Chapter 1: Introduction

1.1 Background

Since January 2005, the annual consolidated financial statements of companies quoted in the European Union stock exchanges have to comply with the International Financial Reporting Standards (IFRS). One of the most important objectives of the introduction of IFRS is to harmonize the different accounting standards inside the European Union and to make the comparison of financial statements of different firms possible and easier. Another objective is to provide reliable and relevant information to the users of the financial statements.

In October 2010, the new elected chair of the International Accounting Standard Board (IASB), Hans Hoogervorst, emphasized his beliefs in the importance of a worldwide accepted set of accounting standards for the financial markets (Hans Hoogervorst, IFRS press release, October 2010).

Based on this opinion, Hoogervorst expressed his intention to continue the long way toward a uniform set of accounting standards worldwide.

One of the challenges in this process will be to convince the Financial Accounting Standards Board (FASB), the American equivalent of the IASB, to abandon the US-GAAP (United-States Generally Accepted Accounting Principles) and adopt IFRS. The “conditio sine qua non” to succeed in this mission will be to show evidence that financial statement information based on the IFRS are at least equally useful or even more useful than the US-GAAP  based financial statement information.

Of course, this usefulness issue is strongly linked to the identification of the users of financial statement information. The answer of the question “who are the users of the financial statement information and what are their information needs?” has to be found before the beginning of a possible research about the usefulness of accounting information. Since different users could have different or even opposites information needs, the answer to this question should determines the nature of the research and the research approach. 

To address the concerns about the value-relevance of the financial reporting, The American Institute of Certified Public Accountants (AICPA) in 1991 created a Special Committee on Financial Reporting. This Committee called the Jenkins Committee focused its attention on the information needs of users of accounting information and published in 1994 a report named: Improving Business Reporting – A Customer Focus. During their research they identified the following information needs per users’ category.

User




Uses of the information

Investors 




Helps with investment-related decisions

Creditors 




Helps with credit-related decisions

Management and Board Members

Helps with decisions about managing the business

Employee Groups 



Helps with understanding of the compensation policies and the reporting entity's ability to increase the compensation

Competitors

   

Helps evaluate competitive strengths, and weaknesses and business strategy

Regulators 



Helps assess compliance with regulations

Academics 



Provides data for research

The Press




Provides data for articles

Users concerned with various social causes: 
Helps assess the reporting entity's involvement in areas of concern with various social issues

(source: AICPA, Jenkins Committee Report 1994: “Improving Business Reporting - A Customer Focus”) 

However this research was focused on the information needs of users in the United States, no reason exists to suppose that such a research in Europe would create a different result. That is why, despite the absence of a similar research performed on the information needs of users in the European Union, the results of the American research can reasonably be applied to the European users.

According to the Jenkins report, the primary focus of financial reporting is to help users in their capital allocation process. Based on this report, the financial reporting is primary intended to investors and creditors and consequently, the satisfaction of the information needs of these creditors and investors should be one of the key evidence of the usefulness of the financial statements. For this reason, the present study will focus on this group of users. 

Of course, other users like managers and the board members have their own interest which could be different or even opposite to the information needs of the investors and creditors. Because of the diversity of the users of financial statements and the divergence of their interests, it is essential to expose briefly the relevant theories about the financial accounting information namely its origin, its purpose and its legitimation. These theories will be presented in chapter 2 but first, the objectives of this research will be outlined in the next paragraph. 

1.2 Objectives and relevance of this research

The introduction of the IFRS in the European Union in 2005 and the ambition of the IASB to extend it to the whole world have created the necessity to perform further researches on this matter. Of course, many scientists have performed researches on the usefulness of accounting information. However, no empirical research have been performed to evaluate the impact of the IFRS on this usefulness, concerning Dutch companies. One possible explanation of this lack of research is the absence of enough data. Indeed, after the introduction of the IFRS in 2005, researchers had to wait several years till the publication of enough financial statements before having the data the needed to perform their studies. By testing the usefulness of the IFRS-based financial statements in the Netherlands this research aims to complete the existing scientific economic literature.

According to the conceptual framework, one of the most important goals of the IFRS is to produce useful accounting information. Consequently, the success or failure of the IFRS depends on this usefulness which has to be defined, measured and monitored. Eight years after the introduction of IFRS, this research intends to evaluate the impact of this introduction on the usefulness of accounting information. According to the decision usefulness theory, the usefulness of accounting information depends on the value relevance of this information in the capital allocation process. To be useful, accounting information has to reflect the “market reality”. With other words, there should be a relationship between accounting numbers and market numbers. The existence of such a relationship will make it possible for capital providers to base their decisions on financial statement information. Based on this theory, the present investigation will basically try to find evidence of this relationship and compare the strength of this relationship before and after the introduction of the IFRS.

The key accounting number that will be used to measure the firms’ performance is the Accounting Rate of Return (ARR). To measure the market’s performance, the Internal Rate of Return (IRR) will be used. If the IRR can be deducted from the financial statements data or if it can be linked to the accounting information, that will prove the strong value relevance of financial statement information. 

By testing the strength of the relation between the IRR and the ARR in the period before and in the period after the introduction of IFRS in the European Union, this research will intend to determine whether the introduction of IFRS (with a fair value based valuation) fulfilled one of its most important purposes namely the improvement of the usefulness of the financial statements information. The expectation that this usefulness should increase is based on the incorporation of some valuation methods such as the fair-value in the IFRS. The fair-value is supposed to reflect the market reality more than historical or replacement value of goods and transactions. 

1.3: Research question

The ambition of the International Accounting Standards Board (IASB) to realize a global set of accounting standard combined with the logical idea that this global set of accounting standard need to be the most relevant possible for users leads to the following main question of this research: 

Has the usefulness of accounting information of companies quoted on the Dutch stock exchange improved after the introduction of IFRS in 2005?

The answer to this main question will be derived from the answers and the conclusions of the sub-questions outlined hereafter and treated in this research.

Sub question 1 

Which theories underlie the financial reporting?

Sub question 2 

What is the general content of IFRS related to the financial reporting?

Sub question 3

What is the content of prior researches about the value-relevance of financial reporting?

Sub question 4

What are the movements in the financial reporting after the introduction of IFRS?

In order to answer these questions, the research will follow the methodology described in the next paragraph.

1.4 Methodology

Since no survey can be performed among the users of accounting information asking them whether the usefulness of the published financial information is improved after the introduction of the IFRS, another research approach needs to be selected.

To answer the sub questions and the research question a quantitative approach will be applied using two indicators: the Internal Rate of Return (IRR) and the Accounting Rate of Return (ARR). The strength of the correlation between these indicators before and after the introduction of the IFRS will be measured with statistical methods. 
However, to fully capture all aspects of the research question, the empirical research need to be preceded by a theoretical part including the theories underlying the research topic, a description of IFRS and the prior researches. 

The theoretical part of the research

As just signaled, this research will begin by the description of the theories related to financial reporting. Concerning this subject, many theories have been developed. Some few examples of these theories are: the Positive Accounting Theory, the Agency Theory, the Stewardship theory, the legitimation theory and the decision usefulness theory. Three of these theories namely the Agency Theory, the Positive Accounting Theory (PAT) and the decision usefulness theory will be exposed. 

After the description of these theories, the content and the purposes of the IFRS will be examined. This will help to understand why the adoption of this new set of standards should normally leads to an increasing of the value relevance of accounting information. 

Then, the theoretical part of the research will be concluded by a review of the prior researches on this topic.

The empirical part of the research

After the theoretical part, an empirical statistical test will be performed in order to measure the impact of the IFRS on the usefulness of accounting information. This statistical test will be performed using data from the Dutch AEX and Midcap (AMX) companies. 

The choice of this methodology is largely motivated by the availability of the research sample which prevents the need to use a survey to gathered data or to use a qualitative approach. There is namely an inherent risk that subjective factors caused by frustrations of investors in the actual financial crisis could bias the results if a survey or a qualitative research approach was chosen.

1.5 Limitations

As signaled in the previous paragraph, this research will only concerns the period 1997 up to and included 2012. The choice of this period is motivated by practical considerations. The latest published financial statements before the start of this research (2013) are the financial statements over the year 2012. In order to have the same number of years before and after the introduction of the IFRS, the start of the research period had to be 1997. 

Another limitation of this research is the choice of the AEX and AMX firms. This choice is motivated by the intention to perform the statistical-tests on a homogenous group of firms. The inconvenient of this choice is that the results of the test will possibly not be applicable to other companies.

One last limitation concerns the formulas used to perform the research. These formulas are based on many assumptions and despite their adaptation to this specific research, some of the selected firms could possibly not meet all assumptions. This will limit the conclusions and the applicability of the recommendations.

1.6 Structure

The structure of this research will lead to the answer of the research question through the answering of the sub-questions. 

Chapter 2 will focus on the theories underlying financial reporting, and more specifically, the Agency theory, the Positive Accounting Theory and the decision usefulness theory. These three theories will be described and the link between them and the research topic will be highlighted.

Chapters 3 will comment the purposes and the content of IFRS. Not only the origin and the conceptual framework will be discussed but, in order to show their impact on the usefulness of financial statement information, some relevant IAS will be also specifically examined 

Next, in chapter 4, the prior researches will be summarized. This will be a literature study on the research topic where the point of view of different researchers about the research topic will be exposed.

In chapter 5, the research design will be outlined. The data gathering, the used formulas and the calculations used to perform the empirical test will be outlined.

In chapter 6, the statistical methods and the results of the empirical research will be exposed. 

Finally, in chapter 7, conclusions of this research will be drawn and recommendations will be made for the future.

Chapter 2: Theories about financial accounting information

2.1 Introduction

Financial reporting in its actual form is based on many theories that have been developed the last fifty years. Some of these theories are positive and the others are normative. The positive theories try to explain the existing accounting practices and phenomena (methods, behaviors and motivations) while the normative theories focus on the way accounting practices should be. For the purpose of this research, three of these theories are particularly interesting: the Agency Theory, the Positive Accounting Theory (PAT) and the Decision Usefulness Theory. The choice of these theories is motivated by the necessity to justify the existence of the financial statements, the motivations of some stakeholders, like managers (or the board), to try to influence the financial statement information and the necessity to explain why the financial statement information is important for the shareholders.

 In order to answer the first sub-question formulated in chapter 1: “which theories exist behind financial reporting?” these theories will be presented in this chapter. 

2.2 The agency theory

The agency theory is based on the principal-agent relationship. However this theory could be applied in several domains like for example in the politic with an elected president and the citizens, this research will only focuses on the agency theory concerning listed companies.

The agent/principal relationship exists when a party called the principal, hires another party named the agent to decide and act in his name, knowing that the actions and decisions of the agent will have consequences for him. By a listed company, the shareholder is “the principal” and the manager (or the board of management) is “the agent”. The remuneration of the shareholders (dividends) depends on the managerial capacity, the strategic decisions, and the actions taken by the board of management. The problems occur when the principal and the agent have different goals because the principal cannot easily get access to the same information and at the same time as the agent (information asymmetry). Different techniques are available to mitigate these agency problems. The most usual of these techniques are the independence, the equity, and the market for corporate control.
2.2.1 Agent/Principal: conflicting goals

Generally, shareholders of publicly traded companies have one important goal: maximize their profit by keeping all costs, (included the remuneration of the board), as low as possible. They are very sensitive to the difference between their revenues resulting from the actions and decisions taken by managers, and the remuneration of these managers. At the same time, if they want to get good managers, they must keep their remuneration high enough. After all, the augmentation of firms’ market value, earnings, and dividends depends on the talent of the managers to do their job effectively. High skilled and motivated managers contribute to increase the revenues of the shareholders by maximizing the profit of their firms. 

But at the other side, managers have their own goals, namely:

· To maximize their own wealth, even if they have to achieve this objective to the detriment of shareholders

· To avoid or reduce their personal risk, even when the shareholders are willing to take more risks

· To use their actual position to pursue a more lucrative position in another firms by taking actions that increase short-term performances but undermine long-term objectives. In the worst case scenario these short-term oriented actions may constitute a threat for the continuity of a firm. 

Because of the asymmetry in information between managers and shareholders, it is difficult for shareholders to efficiently check whether the decisions and actions taken by managers are meeting their expectations. Their main information source remains the financial statements. Some rules and controls are consequently required to guarantee the reliability of these financial statements in order to protect shareholders. For example, one of the most attractive ways to boost the short-term profit as signaled before is to reduce Research and Development spending or to capitalize them. In order to limit this risk of mismanagement or the risk of cooking the books using R&D spending, standards setters have adopted strict rules, like IAS 38 (intangible assets) in IFRS, around expensing or capitalizing R&D spending. IAS 38 separates the research from the development. The capitalization of research costs is prohibited in contrast to the capitalization of cost of development. However before the recognition of development spending as asset, the firm must be able to:

· technically complete this asset,

· use it or sell it with realistic probability of profit and finally, 

· allocate all the involved development expenditures to this asset.
However, despite these rules, it is not realistic to expect from shareholders to have the same information level as managers who define the firm’s strategy and take the managerial decisions. That is why some additional measures are developed to mitigate the agency risks and to reduce agency costs.

2.2.2 Mitigation of agency risks and limitation of agency costs

In order to mitigate agency risks and reduce agency costs, three important measures could be taken: independence, equity and the market for corporate control

Independence: 

This theory is based on the assumption that the composition of the board may influence the level of agency risks. The main idea is that the board can be composed by 2 kinds of directors: independent and not-independent directors. Independent directors are only hired by a firm to be member of the board. They are not employees of the firm and because of this independence, they are considered to be able to control the CEO more objectively than not-independent directors. These not-independent directors are namely employees of the firm or affiliate to the firm (example: suppliers, clients). This theory is not unanimously accepted by researchers because empirical evidence shows the difficulties of a board member to be and remain independent (Bhagat and Black, 1999; Hermalin and Weisbach, 1998; Smale, Patricof, Henderson, Marcus, & Johnson, 1995). One of the major difficulties is caused by the high remuneration of directors. Because of this remuneration, they would not risk a conflict with the CEO. Another problem is the loyalty of the directors to their CEO. 

Equity ownership 

According to this theory, the method to reconcile the interest of managers and the interest of shareholders is to pay managers with stocks, stock options, and/or bonuses. According to Jensen and Meckling (1976), Managers’ remuneration must depend on the performance of the firm to reduce agency costs. That will stimulate them to take the best decisions for the firm. However, the crises of the latest years revealed the limits of this theory. Managers with performance dependent remuneration were accused to cook the books in order to cash their bonuses or profits and leave the firm. Another risk of this Equity theory is that managers could have the propensity to prioritize short-term goals and take unconsidered risks for the long term.

Market for corporate control

According to this theory, the existence of a market for corporate control disciplines managers. They are forced to perform conform the expectations of shareholders. Otherwise, these shareholders could sale their shares and new shareholders will change the board. To keep their job, managers will try to act in the interest of the firm.  

As signaled in paragraph 2.2.1, information asymmetry is one of the most important causes of agency costs. The described measures could help to reduce these agency costs but they will always remain additional measures. They could never replace the measures taken to make information more symmetric. The quest of a better information symmetry is illustrated by the continuous improvement of accounting standards with the purpose to make financial statement the most useful possible for shareholders. This usefulness of these financial statements will be one the most important concern of professionals in accounting and auditing.

2.3 Positive Accounting Theory

The Positive Accounting Theory (PAT) could be seen as a complement of the Agency theory. Like the agency theory, the PAT is based on the discrepancy between the interests of shareholders (but also other users of financial statements) and those of managers. 

According to the positive accounting theory, outside users of accounting information always wish to have relevant, reliable, and comparable financial statements presenting a true and fair view of the financial position and performance of firms. This desire is not always shared by internal users of the financial statement information like managers. It can be sometimes tempting for managers, who are responsible for the preparation of financial statements, to use earnings management to achieve their own goals. This temptation of earnings management is illustrated in the previous paragraph by the example of the research and development’s spending. The Positive Accounting Theory goes a step further by giving a description of the motivations of managers to deviate from their duty to produce financial statements a giving “true en fair view” of the financial position and the performance of their firms. Based on this description, this theory also tries to predict the behavior of managers in some specific situations. This positive accounting theory which describes and explains existing and observed phenomena is the opposite of normative theories which explains how phenomena should be when some assumptions are met.

The Positive Accounting Theory developed by Watts and Zimmerman (1986) identify three hypotheses explaining the behavior of managers using earnings management and which kind of earnings management they usually use. These hypotheses are the bonus plan hypothesis, the debt/equity hypothesis and political cost hypothesis.
2.3.1 The bonus plan hypothesis

According to the bonus plan hypothesis, managers are very sensitive to the height of their bonuses. While the Agency theory recommends bonuses as one of the possible method to mitigate agency risks, the P.A.T. considers bonuses as one of the triggers of earnings management. The higher the bonus, the higher the risks to flatter the short term profit in order to cash this bonus. Shareholders of firms with bonus plans, but also managers and accountants auditing the financial statements of these firms should be aware of this risk and the methods used to manipulate the earning numbers. Some few examples of these methods are:

· A wrong cut-off between year t and year t+1, (against matching-principle)

· Provisions that wrongly haven’t been recognized 

· Expenses that are unfairly capitalized 

2.3.2 The debt equity hypothesis 

The debt equity hypothesis set that the risk of earnings management increases with the debt/equity ratio. The higher this ratio, the stronger the propensity of managers to use earnings management to influences the profit in a positive way. This type of earnings management is generally profitable to shareholders to the prejudice of creditors. Even if the firm makes no profit managers could try to reduce the losses. 

2.3.3 Political cost hypothesis

Political cost hypothesis tries to link the size of firms to earnings management. According to this hypothesis, big firms have the full attention of the society namely, political actors, employees, customers, activists etc. When they make high profit, they can be attacked by:

· Activists accusing them to negatively affect the environment without adequate compensation (for example Shell in Nigeria)

· Customers wishing to buy their products at lower prices

·  Employees claiming higher wages and better working conditions (For example Apple in China)

· Political actors considering the possibilities to increase taxes to reduce the public deficit (bank taxes) 

Managers of big firms could consequently have the temptation to low the profits in order to avoid these claims and attacks. They will try to use accounting standards or even earning management to mask a part of the profit.

These hypotheses show very clearly that the usefulness of financial statement information will tremendously decrease if managers can undisturbed act on their own way. Accounting principles and accounting standards try to eliminate this risk by adopting restrictive rules for the preparation of financial statements. The question remains how successful standards setters are in their ambition to have useful financial statements giving a true and fair view. Has the adoption of IFRS contribute to get them closer to this ambition? 

A literature review (see chapter 4) on this matter shows that a central opinion exists that the value relevance of financial statement information especially for investors is decreasing (Hung; Peek, Cuijpers and Buijink). Although some researchers have rejected that idea or could not support it (Balachandran and Mohanram), the IASB took this central idea of the declining of the usefulness of the financial statement information into consideration by introducing the use of the fair-value in the asset valuation in IFRS. 
2.4 The decision-usefulness theory 

While the Agency Theory and the Positive Accounting Theory focus on the existence of financial accounting, the decision usefulness theory tries to develop a scientific and objective method to help standard setters in their choice of the best alternative of the measurement and the presentation of accounting data. 
According to this theory, the best accounting standards is the one providing the most helpful financial information to users in their decision process.

2.4.1 Origin of the decision usefulness theory

The concept of decision usefulness has been introduced in accounting theory in 1966 by a committee created by the American Accounting Association (AAA). This committee was charged to design A Statement Of Basic Accounting Theory (ASOBAT). According to this committee, the most important criterion in choosing an accounting measurement’s method is the decision usefulness of accounting information for users. This decision usefulness should be evaluated by the predictive ability of the accounting information. The more accurate users can predict economic and financial events using accounting information, the more useful this information is for them. This criterion should give standard setters a handy tool in the choice of the best accounting measurements. They will just have to find which alternative is able to predict valuable events for users with the smallest error margin (Beaver, et. al.1968). The only problem is that the committee did not define the different users of the accounting information. This lack in the definition of the usefulness of financial statement information will be repaired in 1994 by the Jenkins Committee of the AICPA which has identified the different users of accounting information and their information needs like shown in the introduction of the present research. The conceptual framework for financial reporting jointly elaborated by the FASB and by the IASB will contribute in addition to complete the definition of the users of financial statement information. 

2.4.2 Importance of the decision usefulness theory for standard setters

One of the most important documents for standard setters and accounting professionals is the conceptual framework for financial reporting. This conceptual framework states in its first chapter that financial reporting should aim to provide useful financial information to investors, lenders, and other creditors concerning their capital allocation decisions. Beside these capital providers, financial information may accessorily be useful to other users. It is clear that the most important group targeted by standard setters is the group of capital providers. To decide in which firm they want to invest (or disinvest) their money, these capital providers should be able to rely on the published accounting information. 
A useful way to check if the published accounting information is relevant to the capital providers in this allocation process is to analyze their reaction after the publication of the information. Does a significant reaction on the financial markets (like for example an augmentation of the traded volume or a change in the price of a security) exist after the publication, then it can be assume that the information has been relevant and useful. However, because of other factors that in addition could explain the reaction of the markets, this assumption can never be fully proven. 
2.5 Summary

In this chapter, the necessity and the legitimacy of the existence of financial statements have been shown through three theories: The agency theory, the Positive Accounting Theory and the decision usefulness theory.

While the agency theory explains why good financial statements are needed to mitigate the risks and the costs deriving from the information bias between shareholders (the principal) and the boards of management (the agent) with divergent interests, the positive accounting theory is more focused on the motivations of managers to try to manipulate the published annual financial statements in their own interest. These two theories underlie the usefulness of financial statement information and the importance of the rules and standards framing the elaboration of these statements. Without these rules and standards, shareholders could never have the confidence that the accounting information received from the managers presents a true and fair view of the financial position and the performance of their firms. Standards setters are aware of the importance of this aspect of their work and try to continuously improve the standards. One of the most important tools they could use to evaluate the quality of the standards is based on the third theory: the decision usefulness theory. According to this theory, accounting information should help capital providers in their capital allocation decisions. To realize this purpose, accounting standards should improve the predictive ability of financial statements information. The higher the predictive ability of accounting information, the more useful this information is for users. By underlying the necessity of the financial reporting, the agency theory, the positive accounting theory and the decision usefulness theory answer the first sub-question of this research.

The next chapter will expose the impact of the introduction of IFRS on the financial reporting and the efforts of standards setters (IASB) to improve the usefulness of accounting information. 

Chapter 3: Content and purposes of IFRS

3.1 Introduction

The second sub-question of this research is about the content of IFRS. This sub-question is legitimated by the necessity to explore and to understand the logic and the principles underlying the standards included in IFRS before measuring their impact on the quality of financial statements information. The description of the general content of IFRS in this chapter will start by a brief presentation of its origin, followed by the purposes of this set of standards as defined in the conceptual framework for financial reporting. 
The presentation of the origin and the purposes of IFRS will lead to the answer of the second sub-question of this research: what is the general content of IFRS?

3.2 Origin of IFRS 

The International Financial Reporting Standards (IFRS) are a result of a long story started in 1973. In that year, accounting standard setters of 10 countries including the United States of America and Great Britain created the International Accounting Standards Committee (IASC), the ancestor of the actual International Accounting standard Board (IASB). The goal of the IASC was to reduce the differences between the accounting standards of the different countries in order to facilitate the comparison of accounting information of firms form these countries. This will remain the main purpose of the IFRS. 

During many years, the IASC tried to elaborate accounting standards that may be recognized and adopted by the international community. Unfortunately, it was very difficult to motivate public authorities of the different countries to put the reduction of differences between their local accounting standards on their agenda. 

The opening of boundaries in Europe and the development of a free trade zone and free movement of capital in the 80’s and 90’s increased the pressure to eliminate differences between different sets of accounting standards and even to harmonize them. To face this situation, the International Organization of Securities Commissions (IOSCO) which assembles the securities-markets agencies of several countries decide to join the IASC in his effort to harmonize local accounting standards. This collaboration led to the adoption of a set of International Accounting Standard (IAS) in 1998 which could be used for international securities transactions. 

But the real breakthrough of international accounting standards occurs in 2000 when the European Commission decided to make the international accounting standards mandatory within a few years. In this new context, the IASC made a major reform and became the International Accounting Standards Board (IASB). This IASB began to complete the IAS with the International Financial Reporting Standards (IFRS). 

In 2002 the FASB and the IASB signed the Norwalk Agreement. According to this agreement, in order to facilitate the comparison between the accounting numbers of countries using IFRS and those of American’s firms, and make them compatible, both boards commit themselves to reduce the differences between US-GAAP and IFRS.

In 2005 the IFRS became mandatory for listed companies in the European Union by decision of the European commission. Moreover, beside the European Union almost 100 countries decided to adopt the IFRS. However, the USA kept their US-GAAP and it became a major challenge of the IASB to convince American authorities to adopt the new international standards. In 2007, the Security Exchange Commission (SEC) decided to authorize foreign firms listed in the USA to present their annual report using IFRS. 

According to the “Norwalk Agreement” signed in 2002 the American Financial Accounting Standards Board (FASB) is still working together with the IASB to harmonize the IFRS and the US-GAAP.

3.3 The purpose of IFRS: the conceptual framework for financial reporting
In order to develop common guidelines underlying the preparation and the presentation of financial statements, the IASB and the FASB have started a joint project in 2004 to develop a conceptual framework. This project is subdivided in 8 phases but this research will only focus on the first phase (Phase A: Objectives and qualitative characteristics) for two reasons. First, this phase is the only completed phase of the project at this moment, and secondly, it is the most relevant phase for this research because it addresses the conditions to be met for useful financial statements for capital providers (present en future shareholders).

3.3.1 The purposes of the conceptual framework for financial reporting
The purposes of the conceptual framework are outlined in its introduction. The overall objective is to define a good basis for the elaboration of consistent and principle-based accounting standards. These standards should also be convergent according to the Norwalk Agreement. This overall purpose is further defined in the following goals:

· The conceptual framework should help the IASB and the FASB in their elaboration and amelioration of accounting standards. 

· It should help the IASB and the FASB to attempt their objective of harmonization and convergence of the IFRS and US-GAAP

· It should help managers to prepare their financial statements according to the IFRS (and the US-GAAP). It should also help them to report transactions that are not addressed by an accounting standards yet

· The conceptual framework has also the objective to help accountants to evaluate the compliance of financial statements with the IFRS (and the US-GAAP)

It should finally help external users to understand and compare the financial statements prepared according to IFRS (and US-GAAP). Al these goals should be achieved when the joint project of the elaboration of the conceptual framework is completed. But for now, only the Phase A addressing the objectives and the qualitative characteristics of accounting information is completed.

3.3.2 Objectives and qualitative characteristics of accounting information

The objectives

According to the Phase A of the conceptual framework, the most important objective of financial statements is to provide useful information to external users starting by capital providers (actual and potential shareholders and creditors). This information should be accessory useful for other users not being capital providers. Capital providers need the information to make their capital allocation decisions and should be able to rely on the quality of the accounting information reported with respect of the framework. Capital providers should be provided with information about the resources of a reporting firm, its debts and the way the (board of) management has fulfilled its duty; with other words, how efficiently the management has used the firm’s resources and how successful it has protected these resources from negative economic factors like price changes and technology obsolescence. 

Another goal of the conceptual framework is to ensure capital providers that reporting companies comply with the law, regulation and contractual obligations.

However, according to the same conceptual framework, financial statements are for general purpose and not specifically addressed to capital providers. These users cannot require from a reporting entity to have specific financial statements prepared for them. They have to gather their relevant information in the financial statements published for general purpose.

The conceptual framework also specifies that financial statements are not intended for the valuation of a company. It gives information to users which can make their own valuation, based on this information.

Qualitative characteristics of accounting information

The conceptual framework distinguishes two kinds of qualitative characteristics of accounting information: the fundamental qualitative characteristics and the enhancing qualitative characteristics.

Fundamental characteristics of accounting information

There are two fundamental qualitative characteristics: the relevance and the faithful representation of economic phenomena. These characteristics are fundamental because they help determine whether accounting information is useful or not. They even help determine whether accounting information is misleading or not.

Relevance:

An accounting information is relevant if it is able to make the difference in the decision making process of users (and more specifically capital providers). To be relevant, the information has to have a predictive and/or a confirmatory value. The information has a predictive value when users can use it to predict future returns. When users can use it to validate predicted returns, it can be considered having a confirmatory value. Predictive and the confirmatory value are linked.

The relevance is moreover linked to the materiality of the information. Because the relevance of information is defined by its ability to influence decisions, it has to be material. Otherwise it could never influence the decision making process.

The faithful representation

The faithful representation of economic phenomena implies that financial statements should present economic facts and transactions on a neutral and complete way. Accounting information should also be free of any error.

A complete representation includes a description of all data, facts and transactions that an external user may need to understand accounting information. 

A neutral representation is an unbiased presentation of the financial statement information. There should be no selection of the information in order to influence the users in one way or another.

A representation free from errors means that the reported numbers, the facts and the transactions in financial statements should be checked in order to avoid or eliminate any material error but also in order to be sure that no important phenomenon is omitted. Furthermore, the processes leading to the presentation of financial information should be chosen and used without errors. These processes and their limitations should be carefully described in order to avoid any confusion or misleading by the external users.

Besides these two fundamental qualitative characteristics of useful accounting information, the conceptual framework also defines four enhancing qualitative characteristics.

Enhancing qualitative characteristics of accounting information

Enhancing qualitative characteristics of accounting information help to distinguish more useful from less useful accounting information. The four enhancing qualitative characteristics identified by the conceptual framework are: the comparability, the verifiability, the timeliness and the understandability. Of course, accounting information has to be useful before that the usefulness could be enhanced.

Comparability

The comparability is the characteristic of accounting information that make it possible for users to identify similarities and differences between several economics phenomena. Capital providers need this comparability to make their capital allocation decisions.

Verifiability

The verifiability gives external users the confidence that accounting information represents economic phenomena faithfully. This implies in more concrete terms that different observers could independently examine the reported information and be agree with one another that:

· the information represents the economic phenomena without error or bias and 

· an appropriate accounting and evaluation method have been used without error or bias to get the information.

The information can be verified directly (example: by counting the cash or inventorying the stocks), but it can also been verified indirectly by checking the validity of the models or formula used to get it.

Timeliness

The timeliness addresses the necessity to make the information available to users before it loses its ability to make a difference in the decision making process. The quicker an information is available the higher is the probability that it could be useful for external users. 

However, some old accounting data are still useful for trend analyses underlying the decisions making process. 

Understandability

This characteristic helps to make accounting information understandable for users. The understandability increases when the information is classified, defined, and presented on a clear and accurate way. Despite every effort to increase the understandability, some information will remain complex. This information should also be reported in order to avoid incomplete or misleading financial statements. In fact, users of financial statements are assumed to have a reasonable knowledge of economic activities and should be able to understand even complex information. They are also assumed to look for help by an advisor or an analyst when they really don’t understand complex information.

Cost constraint of useful accounting information

Despite its ambition to make accounting information as useful as possible, the conceptual framework is also aware of the cost that would be made to produce this information. According to the framework, the benefit of useful information should be higher than the costs made to produce en diffuse it. The costs are directly or indirectly carried by capital providers but useful financial statement information make the capital allocation process more efficient and should lead to lower cost of capital and consequently higher returns for the whole economy.

3.3.3 The content of IFRS

IRFS is the common name used to refer to the international accounting standards. But like signaled above, this abbreviation actually designates the accounting standards adopted by the IASB since 2002. Accounting standards adopted by the IASC from its creation till 2002 were named IAS. But for practical reasons, the name IFRS will be used for the whole standards set in this research. 

This paragraph will be divided in two main blocks. In the first block, some of the standards intended to improve the uniformity and the comparability of accounting information will be outlined. In the second block, the innovations of IFRS and the differences with the US-GAAP, the other major and broadly used accounting standards set, will be discussed using some specific standards to illustrate these differences and innovations.
Standards intended to improve uniformity and comparability

At this moment, the international accounting standards set include 41 standards. Many of these standards are more extensively explained in additional explanation documents namely in the Basis of Conclusions (BC), the Implementation Guidance’s (IG) and the Appendix.

The interpretation of some standards which could be misunderstood is specified by the International Financial Reporting Interpretation Committee (IFRIC), and by the Standing Interpretation Committee (SIC). The SIC is the predecessor of the IFRIC. 
However it is not the purpose of this research to discuss all the IFRS, it can be useful to highlight some few standards to illustrate the wish of the IASB to improve the quality and the comparability of accounting information. 

· IAS1: Presentation of Financial Statements
The main purpose of this standard is to improve the comparability of financial statement information. To achieve this goal, IAS 1 gives strict instructions for the presentation of financial statements. By applying these instructions, financial statements of different firms in different countries will be presented on the same and uniform way. This uniform presentation will make it easier to compare accounting information of different firms no matter their location.

According to IAS1, financial statements should necessarily include a balance sheet, a profit and loss statement, a cash-flow statement, and a statement of changes in equity. Moreover, financial statements should also include notes explaining the accounting policy and the items reported in the balance sheet and in the other statements signaled before. 

According to IAS 1, every entity willing to claim that its financial statements are prepared in conformity with the IFRS must make an explicit and unreserved statement of this compliance. This statement can only be made when all IRFS and accounting policies are applied. These accounting policies are further discussed in IAS 8

· IAS 8: Accounting Policies, Changes in Accounting Estimates and Errors
According to IAS 8, entities willing to publish IRFS-based financial statements must comply with the standards adopted by the IASB and the interpretations given by the IFRIC. These standards (IFRS, IAS, IRFIC, SIC) should underlie the chosen accounting policies and the applied valuation bases.

However, if a specific transaction is not addressed by these standards, the management of a firm is allowed to choose an accounting policy giving a fair view of this specific transaction. The choice of this accounting policy should be motivated in the notes.

IAS 1 and IAS 8 illustrate the purpose of the IASB to have uniform and comparable financial statements. But beside the comparability of accounting information, IFRS has another goal: improve the quality of accounting information. 

In the following paragraph of this research, this improvement will be illustrated using some innovation of IFRS and the differences with US-GAAP.

Standards intended to improve the quality of accounting information

Since the introduction of a common set of accounting standards for the stock-exchange listed firms in different countries of the European Union, it is became easier for users of the financial statements to analyze and compare the financial statements without the boundaries imposed when the local GAAP’s were used. The introduction of the IFRS has increased the comparability of the financial statements of different companies from different countries and extended the possibilities for in-depth analyses for investors willing to make their investment decisions. 

However, one of the major economic actors in the world namely, the USA has not adopted the IFRS. It keeps its US-GAAP, making the worldwide comparability of financial statements more difficult and in fact, a little weaker. Despite the “Norwalk Agreement” between the FASB and the IASB to work on the convergence of US-GAAP and IFRS many differences still exist between these two sets of accounting standards. 

These are the two most fundamental differences: 

-
The IFRS is principle based while the US-GAAP is rule based. When applying the IFRS, the substance overrides the form. To provide a relevant and accurate picture of a company, the IFRS uses an economic approach, while the US-GAAP adopts an approach that emphasizes the legal form.

-
The IFRS has introduced the fair-value valuation of assets and liabilities instead of the historical cost approach. 

In the International Accounting Standard (IAS) 39 (Financial Instruments: Recognition and Measurement), the IASB defines the fair-value as “the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an arm’s length transaction”. 

The fair value can be approximated by the market value of a property. In the absence of an acceptable of “normal” market price, the fair value can be determined using specific valuation techniques such as the present value (PV). By using market valuation’s instruments like “the present value”, or “the market price”, the principle of fair-value should help investors reconcile the financial accounting information with their information needs, and consequently make the accounting information become more useful for them. 

But there are more differences than these two fundamental ones.

The relevance of the accounting information based on the IFRS should be realized by their predictability power for investors and not only by their reliability and accuracy anymore. That is why the IASB has introduced many innovations in the IFRS and has taken the risk to diverge from the US-GAAP on many fronts. The following but not exhaustive enumeration will give an overview of the differences, the similarities and the innovations of IFRS compared with some existing (old) GAAP like for example the US-GAAP and the Dutch Local GAAP. FASB-standards will be named US-GAAP or ASC (Accounting Standards Codification), while the Dutch standards will be designated by the abbreviation DAS (Dutch Accounting Standards).
· Goodwill: Differences and similarity between DAS 216, IAS 36 (Impairment of asset), ASC 350 (Goodwill and other intangible asset) & ASC 360-10 (Impairment or Disposal of Long Lived Assets)

According to the Dutch Generally Accepted Accounting Principles (Dutch-GAAP: Civil Code book 2 title 9) and the Dutch Accounting Standards (DAS 216), goodwill by acquisition could be amortized over a maximum period of 20 years. The IFRS has eliminated this possibility of amortization and replace it by an impairment test at least once a year (IAS 36 Impairment of assets). This test should reveal the impairment losses when the recoverable amount of goodwill become smaller than its book value. This modification should reconcile the capitalized goodwill with its market value, and it should also contribute to improve the convergence between IFRS and US-GAAP that already required impairment tests on goodwill. The adoption of IAS 36 has reduced the risk of “dirty assets” on the consolidated balance sheets of EU listed companies and increased the reliability of these balance sheets. 

· Research en development: IAS 38 Intangible Asset vs. Dutch GAAP and ASC 350

IAS 38 (Intangible assets) uses a distinction between research costs and development spending. According to IAS 38, the capitalization of research costs is prohibited but the capitalization of costs of development is allowed. These intangible assets should however meet some conditions before being recognized. In substance, before an intangible asset could be recognized, the firm must be able to technically complete it. It must also have the intention to use or sell it with a realistic probability of profit and finally, the firm must be able to allocate all the involved expenditure for the development of the intangible asset to the produced asset. More details about the conditions for the recognition of intangible assets could be found on the website of the IABS (www.ifrs.org)

According to the Dutch GAAP, research costs may not be capitalized but companies have to capitalize the costs of development when they meet the same conditions as in IAS 38. The difference between the IFRS and the Dutch GAAP concerning this element is that the Dutch GAAP requires a constitution of a statutory reserve of the same amount as the intangible asset while statutory reserves do not exist in IFRS. This could influence investors in their decision to invest (or not) in a company with a high level of development costs but without statutory reserves (like for example pharmaceutical firms) 

Obviously, these innovative rules try to increase the predictability of accounting information but they also try to prevent the use of earnings management. As shown in chapter 2 (Agency Theory and PAT) managers could choose to apply accounting standards in a way to maximize the value of the firm for shareholders or simply in an opportunistic way to maximize their own benefits and meet their personal goals. Through the different rules imposed by the IFRS, firm’s management will have fewer opportunities to ‘cook the books’ and the choices between accounting methods will be limited.

According to US-GAAP (ASC 350), research cost should always be expensed and development costs are only capitalized when they are addressed by specific standards. An example of these standards is given by ASC 985 addressing the capitalization of development costs of software for external use or ASC 350-40 addressing the capitalization of the development costs of computer applications for internal use.

Of course, before their recognition, development costs should first meet similar conditions as the conditions required by the IFRS (measurable costs, intention to use or sell with profit, technical completion). US-GAAP seems to be more restrictive than IFRS in the capitalization of development costs but the similarities are more important than the differences.

· Inventories

Accounting standards defining inventories are: ASC 330 Inventory under US-GAAP and IAS 2 Inventories under IFRS.

However both standards define inventories as assets held with intention to be sold or to be consumed in the production process, there is one major difference in the treatment of inventories. The last in First out method (LIFO) is not allowed by IFRS but acceptable under US-GAAP

Another difference is that an eventual impairment of inventory is not reversible under US-GAAP but can be reversed under IFRS if the reasons of the impairment disappear.
· Financial instruments

Financial instruments have always been difficult to account. The last global financial crisis has illustrated this difficulty once again. The globalization and the complexity of some financial transactions make them particularly difficult to understand for common peoples and stockholders. It is consequently not surprising that standard setters have given and continue to give their utmost attention to these financial instruments. But in their attempt to frame the reporting of these financial instruments, they have also created a lot of differences between the different set of standards. There is an impressive list of standards in US-GAAP addressing financial instruments: ASC 310 receivables, ASC 320 investments-Debt and Equity Security, ASC 470 Debt, ASC 480 Distinguishing liabilities from Equity, ASC 815 Derivatives and Hedging, ASC 820 Fair Value Measurement and disclosure (Ernst and Young, 2010). 

On the other side, the IFRS has its own standards to regulate the reporting of financial instruments. These standards are including the IAS 32 financial instruments: Presentation, the IAS 39 Financial instruments: Recognition and Measurement, the IFRS 7 Financial instruments: Disclosures and the IFRS 9 Financial instruments. This last standard is mandatory since 1 January 2013. 

The most important differences in the reporting of financial instruments can be subdivided in 2 categories: the differences concerning their classification and the differences concerning their recognition and their measurement

Differences in classification

These differences could be illustrated by the specific example of convertible bonds that have not to be split into debt and equity under US-GAAP compound of financial instruments while IFRS required the division of these instruments in equity, debt and eventual derivatives.

Differences in recognition and measurement 

Instruments available for sale

When the fair-value of a financial instrument available for sale (debt instruments) is declining impairment should be performed under the US-GAAP as well as under the IFRS. According to the US-GAAP, the cause of this declining could be a change of the interest rate but other causes could also be accepted. The IFRS is more restrictive and only accept an evidence of credit default as cause of impairment.

Another difference between the US-GAAP and the IFRS on this matter is the possibility to reverse impairment. According to the US-GAAP, an impairment loss recognized the income statement is not reversible. On the contrary, the IFRS allow the impairment loss to be reversed if there is a new event after the recognition of the impairment loss. 

Instruments held to maturity

According to the US-GAAP as well as to the IFRS, there should be an impairment-test for instruments held to maturity. However, there is a difference in the evaluation of the impairment losses. US-GAAP measures the impairment losses by relating the fair-value to the amortized cost basis of the financial instrument while IFRS estimate the impairment losses by comparing the present value of the future cash-flows and the carrying amount of the instrument. 

3.4 Summary 

The usefulness of accounting information is one of the most important concerns of standards setters. There is a large consensus about the fact that this usefulness should be improved by facilitating the comparability but also the reliability of financial statements worldwide. In order to meet this concern, the International Accounting Standards Committee has been created in 1973. From its creation till 2002, the IASC has elaborated a lot of International Accounting Standards (IAS). In 2002, the IASC became the International Accounting Standards Board (IASB) and continued the job by preparing and publishing new standards (IFRS). But although the success of the IASB symbolized by the adoption of the IFRS as a mandatory accounting standards set for companies listed on the stock-exchanges of the European Union, the main goal namely, the worldwide comparability is not achieved yet. The USA still use the US-GAAP. Despite the commitment of convergence between the IFRS and the US-GAAP, publicly expressed by both the American standard setter (FASB) and the IASB in the Norwalk Agreement, many differences still exist between the two sets of standards. These differences will not be definitively eliminated before all parties are convinced that IFRS is more useful than US-GAAP. 

The next chapter will summarize prior scientific researches performed on the topic of the usefulness of accounting information and the factors that may influence that usefulness.

Chapter 4: Prior researches

4.1 Introduction

To meet the needs of the users of financial statement information, the IASB has introduced some innovations in the IFRS. The question remains whether these rules and principles have improved the value relevance of the accounting information. 

Questions about the value relevance of accounting information are not new. With the purpose to prove the usefulness of the published accounting information, several researchers have investigated the relationship between the published earnings separately or together with the book value of the assets and the liabilities and the market data. Many of these studies have attempted to find the relationship between the stock returns and the net income (Collins and Kothari, 1989; Easton and Harris, 1991; Dechow, 1994; Lev and Zarowin, 1999). These researches were in conformity with those conducted by Ball and Brown (1968) and Beaver (1968) who focused their work on the measure of the intensity of a potential correlation between the stock returns and the net income. The empirical results of all those researches have shown weak evidences of a correlation between the net income and the stock returns, implying that the net income has low value relevance for investors. 

However, among researchers the discussion continues. In recent years, on this issue many scientific economic studies have been performed. In order to answer to the third sub-question of this research (What is the content of prior researches about the relevance of financial reporting), these studies will be briefly summarized in this chapter.
The selection of the studies is guided by the concerns of covering three aspects of the research question namely: the decision usefulness of accounting information, the role of accounting standard in this usefulness and the evidence of this usefulness over the years. For each of these aspects, the most relevant studies available on the Social Science Research Network (SSRN) have been selected. The papers are presented on a chronological base.
4.2 Decision usefulness of accounting information

· Beaver, Kennelly and Voss (1968)

Object of the study

In their paper published in 1968, Beaver et al. have described a study performed to develop an evaluation method for alternative accounting measurements. The purpose of their study was to provide accounting setters, a method they could use to choose the best alternative accounting standard. According to these researchers, they best accounting measurement is the one providing accounting data with the most powerful predictive ability. This statement is based on the definition of the purpose of accounting by the ASOBAT. According to this definition, the purpose of accounting is to provide decision-makers like management of firms and investors a groundwork helping them make informed judgments and decisions. Because informed decision cannot be made without explicit or implicit predictions, Beaver et al deducted that to be useful for decision makers, accounting data should have a strong predictive ability. This deduction reinforces and clarifies the following statement of the ASOBAT (1966): “In establishing these standards the all-inclusive criterion is the usefulness of the information”.

In order to empirically test their evaluation approach of alternative accounting standards, Beaver, Kennelly and Voss choose to examine the predictive ability of data provide by two alternative methods to report leases: the capitalization and the noncapitalization.
Sample

To perform this study, the authors used data from a selection of firms involving loan default and non-default firms. In their paper, they did not specify the number of the selected, but they signaled in the footnotes that their sample was comparable with the one used by Beaver in a previous study: "Financial Ratios as Predictors of Failure" (Beaver 1966). This sample consisted of a selection of financial statements’ data of 79 default firms and 79 non-default firms between 1954 and 1964. These data were gathered from Moody's Industrial Manual.
Methodology 
Assuming that loan default depends on the ratio “total debt to total asset”, Beaver, Kennelly and Voss tested which accounting method (between capitalization and noncapitalization) led to the best ratio to predict the loan default by the selected firms. The idea behind this test is that the reporting method of financial lease providing the highest “total debt to total asset ratio” should be the most useful for decision-makers (for example, a bank about to decide about loan application). This reporting method provides accounting data with the most powerful predictive ability and should be chosen as the best accounting standards. 
To test the predictive ability of both accounting method the authors used the dichotomous classification test, which classifies the firms as default or nondefault based exclusively on the debt-asset ratio. Then they compared the result of the theoretical classification to the real situation of the firms in order to find out whether the prediction of loan default was more accurate when firms were using capitalization.
Results

The study of Beaver, Kennelly and Voss has shown the importance of the predictive ability as criterion to evaluate the decision usefulness of accounting information. Using the example of the capitalization or the noncapitalization of leases as illustration, the authors have demonstrate that the usefulness of accounting information depends on the accuracy of the predictions based on this information. The authors concluded their paper by some limitative remarks about the generalization of their methods. The most relevant of these limitation concerns the diversity of the users with conflicting information needs and the difficulty to be absolutely certain over the inexistence of other standards that could provide data with more powerful predictive ability than the tested alternatives. 

4.3 Value relevance and reporting standards

· Lev and Zarowin (1999)
Object of the study

According to Lev and Zarowin, (1999), one of the most popular explanations of the declining value relevance of financial statement information in the scientific economic literature is the increasing conservatism in financial accounting. Because they did not found this explanation satisfying, they started an investigation about the role of reporting systems in the decrease of usefulness of accounting information. The object of their research was to investigate whether the decrease of the usefulness of accounting information was caused by the changes in firms’ operations. 
Sample

The research of Lev and Zarowin is performed on a total sample of 3700 to 6800 firms per year recorded in Compustat from 1976 up to and included 1996. This sample includes a constant sample of 1300 firms with data in each of the 20 years between 1976 and 1996.
Methodology
To find evidence of the role of changes in firms’ operations in the declining of the value relevance of accounting information, Lev and Zarowin performed their research in three steps: a cross-sectional regression between market values and accounting, a time regression of business changes and a correlation between usefulness of accounting information and business change.

· Cross-sectional regression between market values and accounting values during 20 years:

This first statistical test aims to confirm that the value relevance of accounting information was declining. The authors used the following regression analyze to show evidence of this decreasing value relevance:

· Regression between stock returns and earning

Rit = α0 + α1Eit + α2ΔEit+ εit
Where: 

t  = 1977 –97
Rit = firm i's stock return for fiscal year t.

Eit = reported earnings before extraordinary items of firm i in fiscal year t.

ΔEit= annual change in earnings: ΔEit = Eit Ei,t-1 proxying for the surprise element in reported earnings.

· Regression between cash-flow and earning
Rit = β0 + β1CFit + βΔCFit + β3ACCit + β4 ΔACCit + εit
Where:

Rit = firm i 's stock return for fiscal year t.

CFit and ΔCFit = cash flow from operations resp. the yearly change in cash flow from operations

ACCit and ΔACCit  = annual reported accruals resp. the change in annual accruals, where accruals equal the difference between reported earnings and cash flow from operations

· Regression of stock prices on earnings plus book-value

Pit = α0 + α1Eit + α2BVit + εit

Where:

Pit = share price of firm i at end of fiscal year t,

Eit = earnings per share of firm i during year t,

BVit = book value (equity) per share of firm i at end of t,

εit= other value-relevant information of firm i for year t, independent of earnings and book value.

· Time regression of business changes (measured by the “Mean Absolute value of yearly Rank Change (MARC)) over 20 years

After the test of the declining of the value relevance of accounting information, Lev and Zarowin tested in addition the increase of the rate of changes in firms’ operation by using the following time regression formula:

MARC (Indicator)t = a + b (Time t). + ct 

Where:
MARC = mean absolute value of yearly rank change
· Correlation between usefulness of accounting information and business change

Finally the authors tried to find a correlation between the accounting information and change in firms’ operations by using the formula:

Estimated Rt2 (or ERCt) = a+ b Timet + c (% Losses) + ε, 
Where 

t = 1978-96

ERC = earnings response coefficient,
R2 = Correlation coefficient
Finally, the authors 

Results
The authors found out that the decrease of the value relevance of accounting information is caused by the inadequacy between business changes and the actual reporting system and more specifically the reporting of intangible asset. This conclusion is based on the finding of a stronger decrease (6.7%) of the correlation coefficient (R²) between accounting information and market values by firms with a higher rate of business changes than by stable firms (decrease of R² with 0,3% per year over the research period). The inadequacy of the reporting creates a mismatching between immediate expensed investments in intangibles (R&D, restructuring costs) and the much later resulting benefits. 

The conclusion of this research can be consider as a challenge for accounting standards setters and accounting professionals to find out the best reporting standard for quickly changing businesses.

4.4 Evidence of value relevance of financial statement information

· Collins, Edward, Maydew and Weiss (1997)
Object of the study

Collins, Edward, Maydew and Weiss (1997) have investigated the changes in the value relevance of earnings and book values from 1953 to 1993. 
Sample

The research sample includes 115.154 firm-year data of the New York Stock Exchange (NYSE), the American Stock Exchange (AMEX) and the NASDAQ listed companies, recorded in Compustat and CSRP from 1953 to 1993. 
Methodology

The authors investigated the value relevance of earnings and book values over time using a method developed by Ohlson (1995). The advantage of this method is that it combines earnings and book-values to estimate the market values. 
Formula: 
 Pit = α0 + α1Eit + α2BVit + εit

Where:

Pit = share price of firm i at end of fiscal year t,

Eit = earnings per share of firm i during year t,

BVit = book value (equity) per share of firm i at end of t,

εit= other value-relevant information of firm i for year t, independent of earnings and book value.

Results

Using the correlation coefficient R² between the market values at one side and the book-values and/or the earnings at the other sides, Collins, Edward, Maydew and Weiss came to the conclusion that contrary to a widespread belief on this topic, (as stated by Lev (1997), Ramesh and Thiagarajan (1995), Amir & Lev (1996), Basu (1997), Elliot and Hanna (1996) and Hayn (1995) the usefulness of accounting information combining earnings and book value had not decreased over the past forty years. The combined R² has even slightly increased with 1,89% per year. It is only the value relevance of earnings numbers taken separately that has declined with 10,07% because of the extraordinary elements included in these earnings numbers like onetime gains of losses. 
· Francis and Schipper (1999)

Object of the study

Almost in the same period as Collins, Edward, Maydew and Weiss (1997), J. Francis and K. Schipper (1999) chose to investigate and verify empirically whether the value relevance of accounting information had declined over time.
Sample
To perform their research, Francis and Schipper (1999) selected a sample including all firms’ year observations reported in Compustat and CSRP between 1952 and 1994.

Methodology

Using this sample, they designed a regression between market-value and accounting numbers like earnings and book-value: MVj t = δ0, t+ i, δ 1tBVjt + δ2,t EARNjt + ξj,t.
Where:

MV = Market value

BV = Book value

EARN = Earning

ξ = Error

This regression enabled them to measure the market-return as the total return that could be earned by investors from knowledge of financial statements information and to compare that with the real returns. 

Results

Conclusion: the value relevance of earnings number has indeed declined with 17% over the time (0.4% per year during the research period of 43 years) but there is no evidence of a decrease of value relevance of book value 

· Lo and Lys (2000)
Object of the study

Lo and Lys (2000) chose another approach to investigate the usefulness of financial statement information. They tried to find out how the value relevance of financial statements could decline while the quantity of relevant information include in these financial statements was stable or even increasing?
Sample
Lo and Lys conducted their researches on 234.240 firms’ quarters data recorded in Compustat and the Center for Research in Security Prices (CRSP) between 1972 and 2000. 
Methodology
In order to perform their research, the authors developed three formulas to measure the information content, the valuation relevance of the information and the value relevance of the information.

In these formulas, the information content is measured by a U-statistic based on the Abnormal Return (AR) caused by an information disclosure while the valuation relevance is measured by a regression between the Abnormal Return (independent variable) and difference in earnings before and after the information disclosure. The last formula measures the value relevance of the information by relating the market value (independent variable) to the book value and the earnings over the time. 
rjt = at + b1,t BVjt + b2,t Earnjt + b3,t Divjt + b4,t NetCapjt + ejt

Where:

BV = Book value

Earn = Earning

Div = Dividends

NetCap = Net capital distribution

Results
These three measurements applied to the selected sample confirmed the theory of the increasing of information content with 2.6% per year for large firms and the decreasing of the valuation and the value relevance with 14% resp. 15% per year during the research period.

According to the researchers, the only possible explanation of these contradictory results is the unrecognized disclosures. Investors might find these unrecognized disclosures a better source of information than financial statements!
· Feenstra, Huijgen and Wang (2000)

Object of the study

Feenstra, Huijgen, and Wang (2000) examined in their paper published in the year 2000, the relationship between the Accounting Rate of Return (ARR) and the Market Return (MR). 
Sample

The authors investigated whether the ARR is a good proxy of the MR by conducting a research on 60 non-financial Dutch firms whose data are recorded in DataStream and Reach without interruption between 1978 and 1997.  
Methodology
Using the statistical methodology of time-series and cross-sectional analysis, the researchers found out that ARR is positively correlated with the Market Return.
Their formula are to test the relationship between the market return and the accounting rate of returns is:

MRit = 0 + 1ARR it + e it
Where :

MR = Market return

ARR  = Accounting rate of return

e = error

The significant value of their 1 namely 0,5223 gave them rise to reject all their H0 which denied a relationship between the accounting numbers and the market numbers. This implies that ARR could be a suitable proxy of the MR and indirectly prove the importance or the usefulness of accounting information

To test the relationship between the accounting rate of return and the systematic risk Feenstra Wang and Huijgen (2000) used the following formula:

ARR it = 0 + 1it + e it 
Where 
represents the systematic risk en is measured by the covariance between an individual stock return and the market return divided by the variance of the market return. 
Results
Feenstra, Huijgen, and Wang (2000) found a weak but significant association of 52.23% between the ARR and the market systematic risk.

· Danielson and Press (2002)

Object of the study

In 2002, Danielson and Press (2002) revisited the question of the relationship between the market return and the accounting return by investigating whether the accounting rate of return (ARR), which is computed from financial statement data, is an appropriate substitute for a firm’s realized internal rate of return (IRR). Such a possibility of substitution between the ARR and the IRR should accessorily provide evidence about the usefulness of financial statement information. Danielson and Press (2002) came to this question because of their observation that, users of accounting information (like analysts and investors) use to replace the IRR by the easier to calculate ARR, since the IRR is very difficult to calculate. According to Danielson and Press (2002) this replacement of the IRR by the ARR is only acceptable if it is proven that the IRR is a suitable proxy of the ARR. 

Sample

To find out if the ARR is a suitable proxy of the IRR and under which conditions the ARR can be used instead of the IRR, Danielson and Press made a selection of three samples of firms from “Compustat Research Insight” that are meeting some requirements: 

Sample 1: 1262 firms of the year 1999; 

Sample 2: 1489 firms of the year 1994; 

Sample 3: 1055 firms of the year 1989 

Methodology

After the selection of the sample, the authors developed a theoretical model to derive the IRR from the ARR:

IRR=ARR + (g-ARR)*(1-ABV/EBV)

Where:

g = growth of investments between the years t and t+1

ABV = Accounting Book-Value

EBV = Economic Book-Value

Thereafter, Danielson and Press tested their model on the three selected samples in order to validate it. 

Since that model will inspire this actual research, it will be exposed more extendedly in chapter 5. 
Results

The results of this research led the authors to conclude that the ARR is a good proxy for the most firms’ IRR with exception of firms with large amount of intangibles on their balance sheet and firms whose asset grew very quickly. 

According to Danielson and Press, the ARR (and consequently accounting information) is useful for users of financial statements like investors and creditors.

· Peek (2005)
Object of the study

Peek published in 2005 a study about the influence of changes in accounting methods on the financial analysts’ forecast accuracy. He investigated more specifically the impact of the adoption of historical cost accounting instead of current cost accounting and the choice of capitalization instead of expensing on the forecast accuracy of financial analysts. 
Sample

Peek performed this research on annual report of 254 firms listed on the Amsterdam stock-exchange from 1988 to 1999.

Methodology

Using statistical non-parametric tests namely the Wilcoxon signed rank tests and the Wilcoxon rank sum tests, the author tested whether the analyst’s earnings forecast errors significantly change in the year of an accounting change or one year after the accounting change. 

∆FEt+n = βX + γ1LOSSit+n + γ2LOSSit_1 + U(∆FEt+n)

Where:

∆FEt+n = change in analysts’ earnings forecasts 

βX = fixe effect and changes in market capitalization, abnormal stock return and forecast age decile.
 γ1LOSSit+n = dummy variable for loss in year t+1

γ2LOSSit_1 = dummy variable for loss in year t
U(∆FEt+n) = error

Results

The results of his tests gave rise to conclude that a change in the accounting method (like a change from current costs accounting to historical cost accounting) significantly improves the forecast accuracy of analyst as long as that this change is disclosed before it implementation. Based on this conclusion, Peek (2005) recommended that the most important changes should be disclosed before the introduction of IFRS.

· Barron, Harris and Stanford (2005)

Object of the study

The approach chosen by Barron, Harris and Stanford (2005) to prove the usefulness of financial statement information in 2005 was different.

 Instead of the market-value, they chose to use the change in trading volume of securities as indicator of a possible impact of financial accounting information on investors’ decisions. This choice was underlain by the theoretical models developed by Holthausen and Verrechia (1990) and Kim and Verrechia (1997) to demonstrate that private event-period information (new private information inferred at the time of an earnings announcement) gives rise to more trading of securities.

Sample

In order to validate these underlying models, the researchers selected a sample of 2.724 firms’ quarter’s data of companies listed on AMEX, NYSE and NASDAQ. They gathered these data from Compustat.

Methodology

 Using a correlation between the volume of traded shares and the event-period information (information released on the day-before, D-day and the day-after earnings announcement) Barron, Harris and Stanford provided empirical evidence for the Kim and Verrechia (1997) theoretical model and Holthausen and Verrechia (1990) theoretical model.
Results

Conclusion, according to, Barron, Harris and Stanford (2005), earning announcement is important to trigger trading and consequently, earnings is value relevant for investors (and traders)

· Balanchandran and Mohanram (2006)

Object of the study

Balanchandran and Mohanram (2006) have studied the relationship between the value relevance of financial statements and the use of conservatism in accounting. 
Sample

The authors performed their research on data of security prices, splits information and share information of available firms in Compustat Annual Industrial Dataset from 1978 up to and included 2002. These firms represent 44 of the 48 industries of the Fama-French classification. 

Methodology

Balanchandran and Mohanram (2006) used a Cross-sectional analysis and a trend-analysis to measure the link between value relevance of financial statements and conservatism.  They measured the value relevance as a correlation (R²) between share prices, earnings and book-value. For the measure of conservatism they used the C-score of Penman & Zhang (2002) and the asymmetric Timeliness method developed by Basu (1997)

The regression formula derived from these two measures is:

Adjrsqi,t = a i + b i *C-Scorei,t + g i *ASYMi,t + d i *Controlsi,t + e i,t

Where:

Adjrsq = adjusted R2 of the value relevance regression

t = year

i = industry 

C-score = mean Penman and Zhang score of unconditional conservatism,

ASYM = asymmetric timeliness, 

Controls = control variables 

e = error

Results
Balanchandran and Mohanram (2006) found no evidence of a correlation between the increase of conservatism and the decrease of the value relevance of accounting information. 

· Oyerinde (2009)

Object of the study

Oyerinde (2009), a Nigerian researcher has performed a research in 2009 to find out whether there is a relationship between accounting numbers and share prices. 
Sample
The author conducted this research on the 30 firms with the highest yield listed on the Nigerian Stock Market from 2001 to 2004. 
Methodology
Oyerinde started the study by identifying 4 approaches to measure the value relevance of financial statement information: the predictive view, the information view, the fundamental analysis view, and the measurement view. Then, like the most researchers, she focused on the predictive view for investors and creditors. In order to demonstrate the predictive power of accounting numbers, she investigated the link between share prices and some key accounting performance measures.

Her research was conducted using the following statistical regression between the share prices as dependent variable of the Earning per Share, the Earnings Yield and the Return on Equity.

Pt = a + bEt + bYt + bRt + e

Where:

Pt = Average price per share, 

Et = Earnings per Share, 

Yt = Earnings Yield, 

Rt = Return on Equity, 

t= time dimension and 

e= error term

Results
The results of this regression analysis provided evidence of a significant and positive relationship between these variables. More specifically,

· The earnings per share are highly correlated with the stock prices. The correlation coefficient in the research period was between 81% and 94% 

· The correlation of the return on equity and stock prices is also significantly positive but much weaker than the correlation between the stock prices and the earnings per share : between 1% and 35%

· No separate correlation is calculated between the earnings yield and the stock prices. But a combined correlation between all these variable and the earnings per share is situated between 97% and 99%

Based on these relationships Oyerinde concluded that accounting information is useful to investors. She finally recommended to standard setters to improve the quality of earnings by implementing more strict rules for the preparation and the presentation of accounting information. 

· Barton, Hansen and Pownall (2009)

Object of the study

In their paper published in 2009 and named “Which performance measures do investors value the most, and why?” Barton, Hansen and Pownall (2009) investigate the value relevance of some key performance measures of financial statements in 46 countries. 
Sample

The authors performed their research on data of 19.784 firms recorded in Compustat Global Vantage database in the period between 1996 and 2005. 

Methodology

Barton, Hansen and Pownall performed their research by mean of a statistical regression between firm’s stock returns and the following 8 firm’s performance measures: 

Sales, Earnings Before Interest Taxes and Amortizations (EBITA), Comprehensive Income (TCI), Operating Income (OPINC), Income Before Taxes (IBTAX), Income before extraordinary items (IBXIDO), Net Income (NI) and Cash flow (OCF). 

Formula

RETURNit,k = γ0, jk + γ1, jk(Performance Measure j)it, k + εit, k, (6)

Where 

RETURN = firm i’s stock return - net of the average stock return country

t = fiscal year, 

k = country k 

j = SALES, EBITDA, OPINC, IBTAX, IBXIDO, NI, TCI, or OCF.

Ɛ = error
Results

However, they did not found a clear answer to their question about which performance measure investors do value the most. 

The found out that:

IBTAX was relevant to investors in 25 of the 46 selected countries including the Netherlands (6.2%) but,

EBITDA was important in United Kingdom (8.1%) and Germany (7.7%)

OPINC is preferred in Japan (10.2%) 

From the result of their research they could only conclude that investors had not a clear preference for one particular performance.

They also concluded that earnings are only useful for investors when it is free from extraordinary gains and losses and other comprehensive income items. 
4.5 Hypotheses of this research

In the prior research, some of the different approaches used by the researchers to investigate the usefulness of the published accounting information have been exposed. One of the common elements of all these research approaches is the comparison between the published financial information in the annual financial statements and the market values which can be defined as the stock price multiplied with the total outstanding shares. This method is based on the vision that the usefulness of the published accounting information for investors depend on the value relevance of this information when investors need to decide about their capital allocation. 

During their capital allocation process investors generally try to realize the highest profit with the lowest risk for their investment. The balance between the risk and the profit is one of the key factors to decide whether they will invest in a specific firm (or project). They consider the profit as a reward of the risk they are taking by investing, and they can only judge the adequacy of this reward when they have possibilities to accurately evaluate the risks. In general, investors want to have the best relevant information to estimate the risk and the expected return of each specific investment. This information could be gathered, amongst others, by published in financial journals, on websites, in periodic disclosures (monthly-, quarterly-) of firms, by analysts, and by rating agencies. 

However, because they are prepared by professionals using the best standards and they are certified by external auditors one of the most reliable sources of financial information will be the annual financial statements. In order to present to investors information that they can use to measure their risks and profits, these annual financial statements should reflect the real financial situation of a firm. Because they can use them to try to predict the evolution of the value of their investments and their future returns, published accounting numbers that are correlated with the market numbers are useful for investors. According to Beaver et al (1968), this predictive ability of the published accounting information is a key factor to determine the usefulness for the investors.

Logically, one of the conditio sine qua non of this predictive ability is the quality of the set of standard used to prepare the annual financial statements. Assuming that no doubt exists about the professionalism of the accountants and/or the auditors responsible for the preparation and the certification of financial statements, the quality of the published accounting numbers and their predictive ability, depend on the quality of the used standards. With better accounting standards, the predictive ability of the published accounting information, in other words its usefulness, will increase. 

Some researchers have principally use earning numbers like the earning per share, the earnings yield and the return on equity (Oyerinde 2009) to show evidences of the usefulness of the published accounting information by calculating the correlation between these earnings numbers and the market values. Other researchers combine both earnings number and book values (Francis and Schipper, 1999).

Inspired by the research of Danielson and Press (2002) and by the research of Oyerinde (2009), to investigate the impact of the introduction of IFRS on the usefulness of the published accounting information, the actual research will use the comparison between the market values captured in the Internal Rate of Return (IRR) and the accounting values symbolized by the Accounting Rate of Return (ARR). A stronger correlation between these two indicators after 2005 will indicate that the introduction of IFRS in 2005 has increased the relationship between the market values and the published financial accounting numbers and consequently have improved the usefulness of the published accounting information for the investors.
In order to evaluate the relationship between the published accounting information and the market values the following hypotheses have been formulated and statistically will be tested.
Hypothesis 1

H0
Before the introduction of IFRS for AEX_AMX companies in 2005, no significant relationship existed between the market values represented by the IRR and the accounting information symbolized by the ARR 
H1
Before the introduction of IFRS for AEX_AMX companies in 2005, a significant relationship existed between the market values represented by the IRR and the accounting information symbolized by the ARR 
Hypothesis 2

H0
After the introduction of IFRS in 2005 for AEX_AMX companies, no significant relationship exists between the market values represented by the IRR and the accounting information symbolized by the ARR 
H1 

After the introduction of IFRS in 2005 for AEX_AMX companies, a significant relationship exists between the market values represented by the IRR and the accounting information symbolized by the ARR 
Hypothesis 3

H0
After the introduction of IFRS in 2005, the relationship between the ARR and the IRR of AEX_AMX firms has not significantly improved 

H1
After the introduction of IFRS in 2005, the relationship between the ARR and the IRR of AEX_AMX firms has significantly improved.

These hypotheses will be tested in chapter 6. The results of these tests in combination with the theoretical part of the research will be used to answer the research question. 

4.6 Summary

In this chapter the relevant prior scientific researches related to the usefulness of published accounting information has been exposed. Because of the impressive quantity of studies published on this topic, an overview summarizing the selected prior researches has been added in appendix 1 of this research.
The selected prior scientific research showed that the most researchers have found evidence of the usefulness of the published accounting information by comparing the published accounting numbers with the markets numbers. 

Despite the existence of these evidences, the conclusions of the researches are often nuanced, particularly when the published accounting information only includes earnings numbers. The usefulness of the accounting information is much stronger when the accounting numbers used to perform the research includes book values as well as accounting values. The combination of the earning numbers and the book values increase the value relevance of the published accounting information. 

Specifically based on the research by Danielson and Press (2002), and in order to prove the existence of a relationship between the published accounting numbers (symbolized by the ARR) and the market numbers (represented by the IRR), two hypotheses have been formulated.  However, to answer the research question, the evidence of the usefulness of the published accounting information is not sufficient. The improvement of this usefulness after the mandatory adoption of IFRS for stock exchange quoted firm in the Netherlands has in addition to be proven. For this reason, a third hypothesis has been formulated. 

In the next chapter the research design of the empirical part of this research will be presented.

Chapter 5: Research design

5.1 Introduction

To answer the research question and its related sub-questions presented in chapter 1, different theoretical aspects of the research topic have been examined in the previous chapters. This theoretical investigation will now be followed by an empirical research whose design will be described in this chapter. To answer the last sub-question, the main goal of the empirical research will be the measuring of the movements in the financial reporting after the introduction of IFRS, and more explicitly an eventual change in the strength of the relationship between the accounting performances symbolized by the ARR and the market performances symbolized by the IRR. However, before measuring this relationship of the two performance indicators, the research approach and the methodology will be presented.

5.2 Research approach 

5.2.1 Type of research

According to Babbie (2006), several approaches are possible to perform a research. These approaches can be classified on different bases depending on the used criteria. Two of the most common classification criteria are “the goals (or objectives) of the research” and “the time-dimension of the research”. 

Classification according to the goal of the research 

Considering this criterion, the following types of researches can be distinguished: the exploratory research, the descriptive research, the explanatory research and the hypothesis testing research.

· The exploratory research 

This research is generally performed to better understand a new or a persistent phenomenon. It habitually constitutes a first step or a basis for other types of researches. By performing an exploratory research, the researcher is performing important pioneer’s work, even if the results of this type of research are sometimes not completely satisfactory. Since the researcher does not have, at the beginning of his investigation, a precise idea of what he want to find, it is difficult to evaluate the results of the research. In addition, it is difficult to verify if the results are really representative of the studied phenomenon. However, despite these problems, the exploratory research constitutes a foundation for other types of researches.
· The descriptive research 

The purpose of this type of research is to observe a phenomenon and describe it. The description includes the identification and the listing of the characteristics of the observed phenomenon. A descriptive research could be considered as the next step after the exploratory research. But generally, the description of a phenomenon is not totally satisfactory when the causes and the implications of this phenomenon are not explained. That is the function of the explanatory research.

· The explanatory research 

This kind of research aims to find out “why phenomena are the way they are”. This research is a logical continuation of the descriptive research. In an explanatory research, the discovery of the causes and/or the interaction of described phenomena are crucial. Consequently, many advanced and complicated statistical tools can be used. Some of the most popular of these tools are the correlation and the regression models. This type of research is generally used in combination with a descriptive research. One particular form of explanatory research is the hypothesis testing research.

Despite the similarities with the explanatory research, the hypothesis testing research could be considered as a separated type of research. This research is performed to confirm or reject previously formulated hypotheses. Generally, formulated hypotheses try to explicit a studied phenomenon. But, because a phenomenon can also be explain without formulating hypotheses, the hypothesis testing research could be consider as a particular and more restrictive form of an explanatory research. 

Because of its goal, the investigation of the impact of the introduction of IFRS in the Netherlands European Union on the usefulness of financial statement information, the present research can be consider to be a combination of a descriptive and an explanatory research.

Classification according to the time-dimension

When considering the time-dimension, two different types of research can be identified: the cross-sectional research and the longitudinal research.

· The cross-sectional research 

According to Babbie (2006), the cross-sectional research is characterized by the selection of the research sample at one point in the time. This type of research is the most suitable concerning studies with exploratory and descriptive purposes. It is generally used to show evidences of the existence of a relationship between two or more phenomena and to measure the strength of that relationship. However, it not produces any evidence about the causality in the relationship. With other words, this type of research does not explain which phenomenon causes the other phenomenon. Causality implies a succession in the time between the cause and the effect. Consequently, another type of research is needed: a longitudinal study.
· The longitudinal study

A longitudinal study is based on a sample selected at different moments in the time, (or a sample selection at one moment in the time but concerning data recorded at different moments).

Three important types of longitudinal studies can be identified:

· Trend studies characterized by data collected from samples of a population taken at different moments

· Cohort studies characterized by a data collection based one same sample over the time. The sample in this case becomes a subpopulation 

· Panel studies characterized by data collected from all members (or individuals) of the same sample over the time. One major limitation of a panel study is that the panel may shrink over the time if some members drop out or die.

Considering the criterion of the time-dimension, the empirical part of the present research could be consider as a longitudinal study and more specifically as a panel study based on annuals data of a fixed panel of companies (AEX/AMX) between 1997 and 2012.

To perform this longitudinal research with basically explanatory but also descriptive purposes, an adequate research approach has to be chosen. This choice will be performed between a qualitative research approach and a quantitative research approach; both defined hereafter. 

5.2.2 Research approach

· The qualitative research approach

This research approach is usually used when a researcher want to study a topic in-depth. It is based on a set of techniques that aims to collect and to analyze data describing the point of view, the behavior, the opinion or the physical characteristics of a studied subject. It is particularly suitable for the study of non-numerical data.

The qualitative research is generally performed on a small sample. It requires from the researcher to go in the field, to have a direct contact with the subjects involve in the study and to observe the studied phenomenon in its “normal environment”. The most widespread methods of data collection when conducting a qualitative research are in-depth interview, group discussions and participant observation. In this last case, the researcher is part of the phenomenon that he wants to observe.

The direct contact between the researcher and the studied subjects constitutes the strength but also the weakness of this approach. This direct contact creates the possibility for the researcher to understand the phenomenon deeply but it can sometimes bias his conclusions. 

The other weaknesses of the qualitative research are its subjectivity and its high costs.

· The quantitative research approach

A quantitative research approach aims to study numerical data collected on a sample (or a population). Many techniques are available to collect these data but one of the most popular collection methods is the “survey”. This technique consists in collecting data from a targeted population by using a questionnaire. With the “internet revolution”, it is become easier to organize a survey among a large population, even with a limited research budget. 
Another advantage of the digital revolution is the multiplication of databases. In many cases, the researcher does not need to organize the survey by himself anymore. He can gather his data from available database. These data are mostly produced from a different perspective and intended for a different goal, but the researcher can adapt them to his study. This quantitative research approach without a direct contact with the research object is called a “desk research”. 
A quantitative research approach is more objective than the qualitative one but it does not necessarily lead the researcher to understand the studied phenomenon in-depth. 

Numerical data are generally analyzed using statistical methods. Depending on the distribution followed by the data, the researcher will use parametric or non-parametric statistical tests to perform his study. The parametrical tests will be used by data following a normal distribution and if not, a non-parametrical test will be used.

Considering the goals of the present research, it is logical not to choose a qualitative approach. The data needed to answer the research question are indeed highly numerical and the research budget is minimal. Moreover, in the actual global financial crisis it would be almost impossible to obtain objective (and not pessimistic) answers by interviewing managers or shareholders of stock exchange quoted companies. For all these reasons, a legitimate choice of a convenient quantitative research approach has been made: a desk research 
5.3 Research methodology

The goal of this research is to show evidence of a significant positive change in the relation between the IRR and the ARR that would indicate an improvement of the value relevance of the financial statement information as result of the introduction of IRFS. As exposed in the previous paragraphs, the chosen approach to perform this longitudinal study with basically explanatory purposes is a quantitative approach. 

Many researchers have chosen this quantitative approach to investigate the usefulness of accounting information (Francis and Schipper, 1999; Lo and Lys, 2000). But, the use of the Accounting Rate of Return (ARR) and the Internal Rate of Return (IRR) is somewhat rarer. As exposed in the prior researches, some of the researchers who have used the ARR versus IRR method are Danielson and Press (2002) and in a lesser extent Feenstra, Huijgen and Wang (2000)

Danielson and Press (2002) have revisited the question whether the Accounting Rate of Return, which is computed from the financial statements data, is an appropriate substitute of firms’ realized Internal Rate of Return (IRR), and consequently provides evidence about the usefulness of the financial statement information. The goal of their research was to identify conditions under which a firm’s ARR is a suitable proxy for its IRR and the circumstances when it is not.

They developed a model linking the ARR to the IRR and determined a forecast’s interval for a firm’s IRR when its ARR is known. This interval is depending on the ARR but also on the firm’s growth. To test and to validate their model they used data from a panel of firms gathered in Compustat.

Using these data, they found that the ARR is a good alternative for the IRR concerning the most of the selected firms. They described in addition, circumstances in which the ARR could probably be an inadequate proxy for IRR. This occurs by firms with large investments in intangible assets and firms with quickly growing assets.

Since the model of Danielson and Press (2002) in a somewhat modified form will be used in this research, it will be extensively exposed in paragraph 5.4.

After the determination of the link between the firm’s ARR en their IRR using a “modified Danielson and Press model”, the second part of the empirical research will focus on the strength of this link before and after the introduction of IFRS in 2005. This will be performed using the computer program “SPSS” to make a statistical correlation analyze.

5.4 The model of Danielson and Press (2002)

· Danielson and Press developed the following main model 

IRR=ARR + (g-ARR)*(1-ABV/EBV)  

To develop this model, the two scientists started by the following underlying definitions and formulas: 

ARR= AI/ABV 

Where:

AI= Earnings before Interest but after taxes, calculated from a firm’s income statement 

ABV= Accounting Book Value (total assets at the beginning of a period or year, calculated from a firm’s balance sheet). 

They further define the IRR as follows: 

IRR= EI/EBV 

Where:

EI= the firm’s Economic Income from operations (EI).

This EI is defined as a firm’s AI, plus the Accounting Depreciation of its assets (DA), less the economic depreciation (DE) of these assets.

EBV= the Economic Book value (EBV) of a firm’s assets in other words the total investments in the assets, less the accumulated economic depreciation. 

In contrary to Danielson and Press the present study will use the market capitalization of firms at the end of each period as a proxy of the EBV. 

Using these formulas they further derived their model by progressively introducing elements of the ARR in the calculation of the IRR. They performed this as follows: 

“IRR= AI/EBV + (EI-AI)/EBV” 

IRR=AI/ABV*(ABV/EBV) + (EI-AI)/EBV= ARR*(ABV/EBV) + (EI-AI)/EBV 

IRR=ARR*{(ABV+EBV-EBV)/EBV}+ (EI-AI)/EBV 

IRR= ARR*(1+ (ABV-EBV)/EBV) + (EI-AI)/EBV 

At this stage, in order to complete their model, Danielson and Press (2002) formulated five essential assumptions:

Assumption 1

The percentage of the different types of asset (tangible or intangible) in each firm is constant over the time. 

Assumption 2

Each firm generates cash flows over N years.

Assumption 3

The depreciation schedule of the asset is the same for each firm.

Assumption 4

The schedule of the economic depreciation of the firm’s asset is the same and the asset has the same rate of deterioration over N years. 

Assumption 5

The firm’s annual growth rate g is constant over time 

Based on these assumptions, they further used the definition of EI and AI as presented before to continue the development of their model: 

Given a year n, and the Capital Expenditure in that year CE|n, the total asset of the year n+1 could be calculated as followed:
ABV|n+1 = ABV|n - DA|n + CE|n

DA|n = ABV|n – ABV|n+1 + CE|n

Combining this formula of ABV and the formulas of EI and AI signaled before, they continue their demonstration as followed:

EI|n = AI|n + DA|n - DE|n

EI|n – AI|n = DA|n - DE|n 

DA|n = ABV|n – ABV|n+1 + CE|n

DA|n = (ABV|n - ABV|n+1) / ABV|n + CE|n

DA|n = - [(ABV|n+1 - ABV|n) / ABV|n]*ABV|n + CE|n

DA|n = CE|n – g*ABV|n , g being the growth of ABV between the years n and n+1 

Analogously,

DE|n = CE|n – gEBV|n 

Consequently 

EI|n – AI|n= g(EBV|n – ABV|n ) 

IRR= ARR {1+(ABV-EBV)/EBV}+ {g(EBV-ABV)}/EBV 

IRR = ARR + ARR(ABV-EBV)/EBV + g(EBV-ABV)/EBV

IRR = ARR + (EBV-ABV)/EBV*(-ARR+g)

IRR = ARR + (1 – ABV/EBV)*(g – ARR)

This leads to the main model of Danielson and Press that has been signaled before and is repeated underneath: 

IRR=ARR + (g-ARR)*(1-ABV/EBV).

This approach of Danielson and Press which focuses on the practical relevance of accounting information for investors (to help them  predict their investment returns) provides a good basis for further research on the improvement (or not) of the usefulness of the annual financial statements after the introduction of IFRS.

The next paragraph will outline in more detail in which way this approach will be adapted to the purpose of the present research and used to answer the research question of this study.

· Applying of the model of Danielson and Press in this research.

Because investors use financial information to perform forecasts such as addressed by Peek (2005) and to perform their capital allocation analyses as already signaled in previous paragraphs, useful accounting information is crucial for them. This usefulness will be investigated by using a representative sample of annual financial statements of companies stock exchange quoted in the Netherlands (AEX- and AMX-companies). Based on accounting data and market data of these companies, a panel analysis will be processed to measure and to test the strength of the correlation between their IRR and their ARR in the period 1997 - 2002
To perform this analysis, the model developed by Danielson and Press (2002) will be used. But first, this model needs to be adapted to the limitations of the present research before being used. 

First adaptation

In contrary to Danielson and Press (2002) this research will not measure each investment of the firms individually but considers the total balance value to be an investment (or a project) for the investors. 

Second adaptation

The Accounting Book Value is replaced by the equity. Indeed, since this research focus exclusively on shareholders and not on creditors, the use of the total balance could bias the results. 

Third adaptation

Because this research only focuses on shareholders while Danielson and Press took shareholders and creditors in consideration, the earnings before interest and after taxes (AI) will be replaced by the net income (NI). The interests paid to the creditors have to be eliminated from the earnings.
Fourth adaptation

Because of the difficulty to determine the economic depreciation needed to calculate the Economic Book Value (EBV), the EBV is replaced by the market capitalization. The choice of this performance measure is justified by the fact that the market capitalization should normally be close or even equal to the economic book value under “normal” market circumstances.

Using these adaptations, the calculations will be presented in several steps:

The first step of the empirical research is the calculation of the ARR and the real IRR based on the collected data.

The ARR will be calculated using the formula ARR = NI/ABV. 

Where:

NI: represents the Net Income

ABV: represent the Common Equity

This is in conformity with the modified model of Danielson and Press.

Then, the IRR will be calculated using the modified formula of Danielson and Press:

IRR=ARR + (g-ARR)*(1-ABV/EBV)

Where

EBV: represents the Market Capitalization. 
The second step of the empirical research is the calculation of the theoretical IRR using the modified Danielson and Press model that will be compared with the ARR. If a significant relation can be found between these IRR and ARR, and if the strength of this relation is significantly improved after the introduction of IFRS, investors might draw profitable conclusions about the future returns of their investments by just using the accounting information available in the financial statement. This will prove that the introduction of IFRS has increased the usefulness of the accounting information in the Netherlands.

5.5 Data collection 

· Sample
The research sample includes 550 annual financial information (financial statement and stock exchange information) gathered from 25 companies listed on the AEX-Index and the 25 companies listed on the AMX index between 1997 up to and included 2012.The choice of this sample is, mainly motivated by the desire to perform the research on a homogeneous group.
Based on the selected firms, the following year-end accounting information and market information are gathered from DataStream WorldScope and Thomson One Banker:

Accounting Book value at the beginning of the year, 

Net income, 

Market capitalization

Common equity

The data are gathered in order to calculate the IRR and the ARR according to the definitions used by Danielson and Press (2002). 

These data have been divided in two periods:

Period 1: 1997 up to and included 2004 (before the introduction of IFRS) and 

Period 2: 2005 up to and included 2012 (after the introduction of IFRS). 

The choice of these two periods is motivated by the following reasons: 

· In order to have the same number of years before and after the introduction of IFRS; namely 8 years on each side, the research period starts in 1997. 

· 2005 was the first year that IFRS became compulsory for the stock exchange quoted companies in the European Union. Consequently, it is logic to stop the first research-period on 31 December 2004 and start the second-research-period on 1st January 2005.

· Finally, 2012 is the year of publication of the last audited financial statements available for this research. 

The information gathering revealed that some companies are merged during the research period. Other firms were created after or just before the introduction of IFRS in 2005. For some other firms, the financial statements or the market capitalization information were not available. In order to not bias the results of the statistical tests, all these firms have been eliminated. In addition, because the total asset at the beginning of each year is needed for the calculations, additional data of the year 1996 are gathered. The closing balance of that year is used as the opening balance of the research period (1997). The final sample consequently includes 866 year–end accounting information of the selected firms.

· Control variables

To test the hypotheses formulated in paragraph 4.3, some control variables are identified. Because the empirical research is based on the Danielson and Press’ model which is essentially a regression analysis, it will not be surprising that the selected control variables are corresponding with the variables used in the formula of Danielson and Press namely the ARR and the growth. These variables are chosen because of their possible impact on the Internal Rate of Return investigated by this research.

ARR

This variable represents accounting numbers. It will be calculated using the formula presented before: ARR=NI/EBV

Because of its importance in the capital allocation process, it is particularly suitable concerning the purpose of this research. Capital providers are interested in the highest possible return and normally, the ARR should influence the Internal Rate of Return. Additionally, the selection of this variable is justified by the fact that it combines a balance sheet number (Common Equity) with a Profits and Losses number (Net income). The ARR has already been used for the same reasons by some researchers like Feenstra, Huijgen, and Wang (2000) or Danielson and Press (2002) to investigate the value relevance of accounting numbers. 

Growth

This variable is related to the financial statement and has to be calculated as the difference between the total assets of a firm in two successive years. The growth is an important performance measure presenting an indication over future perspectives of a company. Investors would prefer a growing company to a not growing one. They can namely expect higher returns on their investments (higher IRR) by growing firms.

5.6 Summary

In this chapter the research design has been exposed, starting with the different methodologies used to perform a research. A longitudinal quantitative approach with an explanatory purpose has been identified as the most adequate research approach to perform the present research. For practical reason it has also been chosen to perform a desk research instead of a classical survey.

The chapter has further presented the model of Danielson and Press (2002) that will be used to performed the calculations:  (IRR=ARR + (g-ARR)*(1-ABV/EBV)

The research sample AEX-AMX companies and the control variables have been presented. Based on these data, the calculation of the ARR and the IRR has been described followed by the presentation of the statistical tests. 

The statistical tests and their results will be presented in the next chapter.

Chapter 6: statistical tests and results
6.1. Introduction

The purpose of this research was to explore the impact of the IFRS on the usefulness of financial statements information. The main question was to investigate whether this new set of standard has increased the usefulness of the published accounting information. The analysis of the results of the empirical investigation that will be conducted in this chapter, combined with the theoretical investigation processed in the previous chapters, will contribute to answer this research question. This analysis will be presented in the following order:

· Evidence of the existence and strength of a relationship between IRR, ARR concerning AEX-AMX firms before the introduction of IFRS

· Evidence of the existence and strength of a relationship between ARR and IRR concerning AEX-AMX firms after the introduction of IFRS

· Evidence of increase or decrease of the strength of the relationship between ARR and IRR of AEX-AMX firms after the introduction of IFRS
The results of the calculations performed in the step 1 and step 2 of paragraph 5.4, the ARR and the IRR, will be used to perform a correlation test. This test will aim to demonstrate that the correlation between ARR and IRR is increased in the period 2. 

But before the calculation of the correlation coefficients, it is important to check the normality of the distribution of the variables used in both periods. Indeed, the normality of the distribution will give rise to use parametric or non-parametric statistical tests. 

6.2 The calculations 

As already signaled in the previous chapter, the calculations in order to detect evidence of the impact of IFRS on a potential usefulness of accounting information have been performed in several steps. 

Step 1: Calculation of ARR

Based on the gathered accounting data, the ARR is calculated for each year of the total research period using the financial statement information and the formula

ARR = NI/ABV. 
Where:

NI = Net Income
ABV = Accounting book value = Common Equity

[CD-ROM tab1: Calculation IRR and ARR AEX-AMX]

Step 2: Calculation of IRR

The IRR is calculated using the formula of Danielson and Press (2005):

IRR=ARR + (g-ARR)*(1-ABV/EBV)

Where given a year t,

g = growth = (Total Asset|t-1) – (Total Assets|t)

EBV = Economic Book Value = Market capitalization

Step 3: Calculation of the correlation coefficients
The results of step 1 and 2 will be used as input for the calculation of step 3 which is the calculation of the appropriate correlation coefficients before and after the introduction of IFRS.

[CD-ROM tab2 : Calculation IRR and ARR AEX-AMX].
6.3 Selection of the Statistical test

6.3.1 Distribution of the variables ARR and IRR

To check the normality of the distribution of the ARR and the IRR, boxplots, histograms and PP-Plots of these two variables have been drawn using SPSS. These graphs have been drawn separately for the period 1 (1997 up to and included 2004) and the period 2 (2005 up to and included 2012). 

· Period 1 

The first step on the check of the distribution was to verify whether the data did include outliers. This check is performed with the help of boxplots. The boxplots revealed many outliers that needed to be eliminated. Since al outliers were not visible on the first boxplots, after the elimination of visible outliers it was necessary to draw many successive boxplots till all outliers were eliminated. 

Four successive boxplots of ARR and IRR were necessary before all the outliers could be eliminated. 
[Appendix 2: Graph 1 – 8]
After the elimination of all outliers, the histograms and the PP-Plots of both ARR and IRR have been drawn. The histograms of the ARR as well as the histogram of IRR shows a leptokurtic (thin) shape and the PP-plots of both variables shows a deviation from a normal distribution as well. 
[Appendix 2:  Graph 9 –12]

These visual observations are confirmed by the numerical characteristic of the distributions. The ARR has a Kurtosis of 1,776 and the IRR a Kurtosis of is 1,025. Since a normal distribution should have a Kurtosis of zero (0) both variables are consequently not-normal distributed.
ARR Period 1

	Case Processing Summary

	
	Cases

	
	Valid
	Missing
	Total

	
	N
	Percent
	N
	Percent
	N
	Percent

	ARR
	303
	0,0%
	0
	0,0%
	303
	100,0%


	Statistics

	ARR

	N
	Valid N
	288

	
	Missing N
	0

	Mean
	,056247

	Median
	,056000

	Skewness
	,174

	Std. Error of Skewness
	,144

	Kurtosis
	1,776

	Std. Error of Kurtosis
	,286


IRR Period 1

	Case Processing Summary

	
	Cases

	
	Valid
	Missing
	Total

	
	N
	Percent
	N
	Percent
	N
	Percent

	IRR
	288
	100,0%
	0
	0,0%
	288
	100,0%


	Statistics

	IRR

	N
	Valid N
	288

	
	 Missing N
	0

	Mean
	,077500

	Median
	,061150

	Skewness
	,705

	Std. Error of Skewness
	,144

	Kurtosis
	1,025

	Std. Error of Kurtosis
	,286


Despite the closeness of these values with the statistics of a normal distribution, it must be concluded that the distribution of ARR as well as the distribution of IRR in period 1 are not normal. This finding is consistent with the findings of Feenstra, Huijgen and Wang (2000) who, in their paper, stated that the ARR of the Dutch stock exchange quoted companies between 1979 and 1997 had a non-normal distribution. 

· Period 2

To check the normality of the distribution of ARR and IRR after the introduction of the IFRS, the same protocol has been performed as in period 1.
The boxplots of the ARR and the IRR have revealed many outliers. These outliers have been eliminated before the check of the normality of the distribution.
[Appendix 2: Graph 13 – 19]

On the data cleared of outliers, the histograms and the PP-Plots of both ARR and IRR have been drawn. 

[Appendix 2: Graph 20 –23]

The histograms of the ARR as well as the histogram of IRR shows a leptokurtic (thin) shape and the PP-plots of both variables shows a deviation from a normal distribution as well. The following numerical characteristic of the distributions is the confirmation of this observation
ARR Period 2

	Case Processing Summary

	
	Cases

	
	Valid
	Missing
	Total

	
	N
	Percent
	N
	Percent
	N
	Percent

	ARR
	350
	100,0%
	0
	0,0%
	350
	100,0%


	Statistics

	ARR

	N
	Valid N
	340

	
	Missing N
	0

	Mean
	,053014

	Median
	,055250

	Skewness
	,175

	Std. Error of Skewness
	,132

	Kurtosis
	1,424

	Std. Error of Kurtosis
	,264


IRR Period 2

	Case Processing Summary

	
	Cases

	
	Valid
	Missing
	Total

	
	N
	Percent
	N
	Percent
	N
	Percent

	IRR
	340
	100,0%
	0
	0,0%
	340
	100,0%


	Statistics

	IRR

	
	Valid N
	340

	
	Missing N
	0

	Mean
	,065909

	Median
	,058300

	Skewness
	,443

	Std. Error of Skewness
	,132

	Kurtosis
	2,003

	Std. Error of Kurtosis
	,264


The ARR has a Kurtosis of 1,424 and the IRR a Kurtosis of is 2,003. Since a normal distribution should have a Kurtosis of zero (0) both variables are consequently not-normal distributed.
6.3.2 The selection of an adequate statistical test 

The choice of a statistical test depends in the first place on the normality of the distribution of the population (or sample). When the data are normal distributed, a parametrical test can be used; but when they are not, a non-parametrical test should be used. Since these non-parametrical test are less powerful than the parametrical ones this weakness should be compensated by a larger sample. 

Since the data used in this research follow a not-normal distribution, non-parametrical test will be used. 

The second criterion to choose an adequate test is the purpose of the research, the research approach and the hypotheses. As signaled before, this research aims to investigate the impact of IFRS on the usefulness of the published accounting information by comparing accounting numbers to the market numbers before and after the introduction of the IFRS. 

Considering these criteria, the most adequate non-parametrical test capable of measuring the correlation between two samples of variables in order to compare them is the correlation coefficient of the Spearman ρ (rho).
6.4 Test of the hypotheses

· Hypothesis 1

H0
Before the introduction of IFRS for AEX_AMX companies in 2005, no significant relationship existed between the market values represented by the IRR and the accounting information symbolized by the ARR. 
This hypothesis implies that the correlation coefficient of spearman is significantly equal to zero in period 1 (ρ1 = 0). 
The calculation ρ1 of using SPSS results in the following outputs:

Nonparametric Correlations

[DataSet4] Companies’ data period 1 excl outliers. sav
	Correlationsb

	
	ARR
	IRR

	Spearman's rho
	ARR
	Correlation Coefficient
	1,000
	,581**

	
	
	Sig. (2-tailed)
	.
	,000

	
	IRR
	Correlation Coefficient
	,581**
	1,000

	
	
	Sig. (2-tailed)
	,000
	.

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

	b. Listwise N = 288


According to this outputs, ρ1= 0,581 with a Significance of 0,000. 

The correlation coefficient is significantly different from zero. The H0 of the first hypothesis is not true. 

Consequently H1 of hypothesis 1 (before the introduction of IFRS for AEX_AMX companies in 2005, a significant relationship existed between the market values represented by the IRR and the accounting information symbolized by the ARR) is accepted.

· Hypothesis 2

H0 

After the introduction of IFRS in 2005 for AEX_AMX companies no significant relationship exists between the market values represented by the IRR and the accounting information symbolized by the ARR. 
To test this hypothesis, the Spearman’s rho in period 2 has to be calculated in order to check whether it is significantly equal to zero (ρ2 = 0)
Nonparametric Correlations

[DataSet3] Companies’ data period 2 excl outliers. sav
	Correlationsb

	
	ARR
	IRR

	Spearman's rho
	ARR
	Correlation Coefficient
	1,000
	,650**

	
	
	Sig. (2-tailed)
	.
	,000

	
	IRR
	Correlation Coefficient
	,650**
	1,000

	
	
	Sig. (2-tailed)
	,000
	.

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

	b. Listwise N = 340


ρ2 = 0,650 with a significance of 0,000

The spearman’s rho is significantly different from zero. The H0 of second hypothesis is not true. Consequently, H1 of hypothesis 2 (after the introduction of IFRS in 2005 for AEX_AMX companies a significant relationship exists between the market values represented by the IRR and the accounting information symbolized by the ARR) is accepted.
· Hypothesis 3

H0

After the introduction of IFRS in 2005 the relationship between the ARR and the IRR of AEX_AMX firms has not significantly improved.
To test this hypothesis, the spearman’s rho in period 1 have to be compare to the spearman’s rho in period 2. This comparison can be performing by checking if the difference between these two significant correlation coefficients is equal to zero:

   ρ2 – ρ1 = 0,650 – 0,581
   ρ2 – ρ1 = 0,069
The difference between ρ2 and ρ1 is superior to zero and the H0 of the third hypothesis H0 is not true. The H1 of hypothesis 3 (After the introduction of IFRS in 2005 the relationship between the ARR and the IRR of AEX_AMX firms has significantly improved) is accepted. 
Overview of the tests

	Hypothesis 1
	H1: A significant correlation exist between the ARR and the IRR before the introduction of the IFRS
	Accepted

	Hypothesis 2
	H1: A significant correlation exist between the ARR and the IRR after the introduction of the IFRS
	Accepted

	Hypothesis 3
	H1: The correlation between the ARR and the IRR has significantly improved after the introduction of the IFRS
	Accepted


6.5 Results
6.5.1 Relationship between IRR and ARR before and after the introduction of IFRS

According to the correlation coefficient of Spearman calculated in paragraph 6.4, the IRR was significantly correlated with the ARR with a percentage of 58,1%. This correlation shows the existence of a relationship between the market values and the published accounting numbers. However this correlation of 58,1% is relatively low, it is higher than the estimation of Oyerinde (2009) who signaled in one of the conclusions of her study that the correlation between the return on equity (accounting number) and stock prices (market value) was included in the range between 1% and 35%. This correlation is even higher than the coefficient of 52,23% calculated by Feenstra, Huijgen, and Wang (2000). 
This result implies that accounting information was useful to capital providers in period 1. They could rely on the accounting rate of return to perform their capital allocation decisions, but only for 58,1%. Other information sources were needed to complete the accounting information symbolized by the ARR. 

Considering, the most important objective of the financial statements signaled in the conceptual framework, to provide useful information to external users starting by capital providers (actual and potential shareholders and creditors), it was logical that the IASB tried to increase this usefulness by introducing new standards. The results of the statistical test in period 2 show evidence that this attempt has succeed.

6.5.2 Relationship between IRR and ARR after the introduction of IFRS

The correlation coefficient of Spearman shows that the IRR is significantly correlated with the ARR with a percentage of 65,0% in period 2. After the introduction of IFRS, the correlation has increased with 6,9 %. This result implies that the impact of the introduction of the IFRS in 2005 was positive. As expected, the usefulness of accounting information (based on the ARR) has substantially increased. Accounting information produced using IFRS weight for 65% in the explanation of the internal return of capital providers. Of course, those are still need additional information to complete their analyses but the can rely in a larger measure on the published accounting information. 

Surprisingly, Oyerinde found evidence of a much higher correlation (between 81% and 97%) when using only earnings number (earning per share) instead of the return on equity to perform the calculations. 
This could imply that the weakness of the correlation in this research is caused by the choice of the ARR as indicator of accounting information. But since the purpose of this research is to investigate the impact of the IFRS on the usefulness and not to measure this usefulness in absolute terms, this choice of ARR is not a major problem. The same indicators (ARR and IRR) have been used in both periods for the calculations. The most important evidence is the increase of the correlation. 
The results of the present investigation confirms the conclusion of Collin, Edward, Maydew and Weiss (1997) who could not found a decrease in the correlation between the market values and accounting information combining earnings and book values. However, the increase of the correlation after the introduction of IFRS is contradictory with the results of the investigation of Lo and Lys (2000) who stated that the value relevance of accounting information was declining.  Consequently the positive impact of IRFS on the correlation between market value and accounting value can be consider as one of the solution of the problem of declining value relevance of accounting information signaled by Lo and Lys (2000). 
6.6 Summary

The main objective of the empirical part of this research was to test the hypotheses formulated in chapter 4. The results of these tests should help to determine whether the usefulness of the published accounting information has increased after the introduction of the IFRS. One of the multiple methods to test the value relevance is to investigate the correlation between the published accounting numbers and the market numbers. Like presented in prior researches, different researchers have used this method and have found different results.

Based on the hypotheses, statistical test have been processed on the ARR and the IRR of AEX-AMX firms.
On the selected firms in both periods, 1997 up to and included 2004 and 2005 up and included 2012, a test of the distribution of ARR and IRR have been performed. First, boxplots, histogram and PP-plots have been created to control the normality of the distributions. In order to not bias the distribution the outliers have been eliminated and descriptive statistics as the skewness and the kurtosis have been calculated. All those tests revealed that the data are not normal distributed. Based on these findings, to continue this study, non-parametrical tests has been performed.

In order to measure and to compare the strength of the relationship between the published accounting information and the markets value before and after the introduction of IFRS, the correlation coefficient of Spearman has been calculated. This coefficient has revealed that the IRR which is related to ARR with a correlation percentage of 58,1% before the introduction of the IFRS has increased to 65% after the introduction of the IFRS. Based on this finding the H1 of the three research hypotheses have been accepted.
Chapter 7: Conclusion

This chapter concludes an academic investigation about the usefulness of the published accounting information and more specifically whether this usefulness is improved after the introduction of IFRS in 2005 in the Netherlands. 

Before presenting the answer to this question, an overall summary of the conducted research will be presented. Next the research question will be answered and finally, the limitations will be exposed and some recommendations for future researches will be made.
7.1 Overall summary

To answer the central question of this research, 4 sub-questions have been formulated. Based on the result of the investigation of these sub-questions the research question would be answered. 
The investigated sub-questions are:

Which theories underlie the financial reporting?

What is the general content of IFRS related to the financial reporting?

What is the content of prior researches about the value-relevance of financial reporting?

What are the movements in the financial reporting after the introduction of IFRS?

The first sub-question has been explored by exposing three of the theories underlying financial reporting: the agency theory, the Positive Accounting Theory (PAT) and the decision usefulness theory. 

According to the first two theories financial statements information is crucial to bridge the information gap between the firms’ managers and the stakeholders. For different reasons, managers have the temptation to pursue their own goals which are not always convergent with the interests of stakeholders. Since the stakeholders do not have direct access to the insiders’ information of the firms, this “natural” temptation of managers is facilitated by the information asymmetry between them and the stakeholders.  Without safeguards, managers could massively misuse this asymmetry by applying earnings management in their advantage. The confidence of stakeholders in the published financial statements depends consequently on the quality of these safeguards (amongst others the accounting standards). It is the responsibility of standard setters like the IASB to realize a quality of the published financial statements as high as possible. The introduction in the European Union of a new set of accounting standards (IFRS) fits into the strategy of improvement of the financial accounting.

The reduction of the information gap should be helpful for stakeholders to perform their capital allocation decisions more efficiently. That is the central element of the third theory (the decision usefulness theory). Indeed, in order to optimize their return, capital providers needs to be fairly informed about the financial position and the performance of the firms. Based on this information, they can perform their investments analyses and make the best investments decisions. By containing a high level of predictive ability, useful accounting information should meet these information needs of capital providers (Beaver, Kennelly and Voss, 1968). With other words, capital providers should be able to predict or at least explain their return based on the published accounting information. Because of this important function, accounting standards underlying financial statements have to be elaborated with respect of qualitative criteria. 

The effort of the IASB to improve the quality of accounting standards is the second topic investigated in this research. The examination of the general content of IFRS has led to the answer on the second sub-question. 

The IFRS is intended as a worldwide standards’ set which should improve the comparability of published accounting information between different countries. Unfortunately, despite the adoption of this new set of accounting standards by the European Union, the USA still uses its own US-GAAP. A commitment of convergence between the IFRS and the US-GAAP has been expressed by the American standard setter (FASB) and the IASB in the Norwalk Agreement. The elimination of the differences between the two sets of standards or the adoption of the IFRS by the USA would increase considerably the worldwide usefulness of financial statement information as signaled in the conceptual framework.

However the US-GAAP remains fundamentally rule based and the IFRS principle-based, both standards set have a joint conceptual framework which defines the fundamental characteristics of the published accounting information, the relevance and the faithful representation of economic phenomena in the accounting information. 

Besides these two fundamental characteristics, the conceptual framework in addition defines four enhancing qualitative characteristics of the published accounting information: the comparability, the verifiability, the timeliness and the understandability.

Al these characteristics should be helpful in the achievement of the main objective of the published accounting information as signaled in the conceptual framework “to provide useful information to external users starting by capital providers”.

This usefulness is largely investigated by many researchers, but the results of these investigations remain nuanced and sometimes even contradictory. To answer the third sub-question, the prior research on the topic of the usefulness of accounting information has been exposed in chapter 4 of this research. 

This prior research shows an important panel of researches that have addressed the usefulness of accounting information and have concluded that the published accounting information was useful to the capital providers. 

But despites this finding, the question remains whether the introduction of IFRS has positively or negatively impacted this usefulness.

The empirical part of this thesis has investigated this question. The results of this investigation will be presented in the next paragraph.

7.2 Conclusion 

To answer the research question, beside the already addressed sub-questions in the previous, paragraph three hypotheses have been formulated. 

The statistical test of these three hypotheses provided evidence of the existence of a relationship between the ARR en the IRR before and after the introduction of IFRS. Moreover, the statistical test showed evidence of an increase in this relationship.
Considering the qualitative aspects of the published accounting information developed in the theoretical part of this research and considering the increasing of the correlation coefficient with 6,9% between the ARR and the IRR, a  positive answer can be given to the research question repeated underneath:

Has the usefulness of accounting information of companies quoted on the Dutch stock exchange improved after the introduction of IFRS in 2005?
The answer to this research question is: Yes, the usefulness of accounting information has increased after the introduction of the IFRS for companies quoted on the Dutch stock-exchange.
7.3 Limitations:

This research has been conducted on a sample of Dutch stock exchange quoted companies. The conclusions may possibly not be applicable to other stock exchange quoted companies in the European Union. 

The research period includes the years 1997 up to and included 2012. It is possible or even probable that the worldwide financial crisis started in 2008 with the bankruptcy of Lehman Brother has had an effect on the results of this investigation.

The distribution of the data used in this research was not normal. Concerning the investigation of the hypotheses this creates the forced choice of a non-parametrical statistical test. Since the results of non-parametrical test are less powerful than the parametrical ones, the conclusion may not be generalizable to other firms. Moreover, the significance of the increase of the correlation coefficient is not tested. This limits the application of the conclusions to the firm’s not included into the sample.
7.4 Recommendations for further research
Because of the limited resources to perform this study, some interesting aspect could not be investigated. Since the returns on the stock-exchanges are strongly influenced by subjective factors, it could be interesting to complete this study with a qualitative research based on interviews with managers, shareholders auditors and standard setters.

The usefulness of the published financial statements for other actors like amongst others the employees and the competitors could be also investigated in order to complete this research. 

Finally, to generalize the conclusions in this thesis, this research could be conduct on a larger sample including firms from different European countries and not only Dutch stock exchange companies.
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Appendix 1: Summary of prior research:

	Year
	Authors
	Object of study
	Sample
	Methodology
	Outcome

	1968
	Beaver, Kennelly and Voss
	Development of an evaluation method that could be used to select the best alternative accounting standards
	Qualitative research based on results of another (previous) research.  
	Using a relationship between loan default and the capitalization or the non-capitalization of financial lease, the researchers have demonstrated how the predictive ability of the two accounting methods (capitalization or no-capitalization) could be measured in order to choose the most useful method.
	The best method should be the method giving the most accurate prediction of loan default. In this case, capitalization should be chosen as the best accounting standard for financial leases

	1997
	Collins, Edward, Maydew and Weiss
	Investigation of the change of value relevance of earnings and book value
	 115.154 firm-year data of NYSE, AMEX and NASDAQ-firms reported in Compustat and CRSP from 1953 to 1993
	Time-series regression between the valuation of firms’ equity and earning and book-value over the time.
	The combined value relevance of earnings and book value has not declined over 40 years



	1997
	Barron, Harris and Stanford
	Whether earnings announcement give rise to an increasing of the traded share  

volume
	2724 firm-quarter observations  of AMEX, NYSE and NASDAQ-listed companies, gathered from Compustat 
	Using Correlation between the volume of traded shares and an event-period information (The day-before, D-day and the day-after earning announcement) to provide empirical evidence for the Kim and Verrechia (1997) theoretical model and Holthausen and Verrechia (1990) theoretical model.
	Earning announcement that increases analysts and investors private information are correlated with increasing of traded share. This 

augmentation of  because this announcement the traded volume is explained by the fact that the earnings announcement makes private information of analyst and investors useful

	1999
	Lev and Zarowin
	Investigation of the role of the reporting system in the decrease of usefulness of accounting information. 
	A total sample of 3700 to 6800 firms per year recorded in Compustat between 1978 and 1996 and a constant sample of 1300 firms with data in each of the 20 years (1976 till 1996)
	-Time regression  between market values and accounting values during 20 years; 

-Time regression between business change (measured by the “Mean Absolute Value of Yearly Rank Change (MARC)) over 20 years

-Correlation between usefulness of accounting information and business change
	The decrease of accounting information is caused by the inadequacy between business changes and the actual retorting system and more specifically the reporting of intangible asset. This inadequacy creates a mismatching between expensed investments in intangibles (R&D, restructuring costs) and the resulting benefits.

	1999
	Francis and Schippers
	discuss and test the empirical implications of the claim that financial statements have lost their relevance over time
	Broad samples of NYSE-listed and NASDAQ firms 1952-1994
	Regression between accounting numbers like earnings or book-values and market value like markets adjusted returns or market value of equity.
	Mixed outcome: the value relevance of earnings numbers decreased but the value relevance of the book-value of asset and liability has not significantly decreased over the time

	2000
	Lo and Lys
	How the value relevance of financial statements decline while the information content of these financial statement increases?
	234.240 firms-quarters data recorded in Compustat the Centre for Research in Security Prices (CRSP) between  the third quarter of 1972 and the first quarter of 2000
	Time-series and regression over the time
	Unrecognized disclosures released at the same time as the earnings numbers is responsible for the increasing difference between information content and value relevance of financial statement 

	2000
	Feenstra, Huijgen and Wang
	Is the accounting rate of return a suitable proxy of the internal rate of return?
	Dutch listed companies between 1978 and 1997
	Regression
	ARR is not a deficient representation of the market return

	2002
	Danielson and Press
	Re-examination of the question: "Is the accounting rate of return a suitable proxy of the internal rate of return?" by identifying the condition under which ARR is a suitable proxy of IRR
	Three sample of firm from Compustat Research Insight that are meeting some requirement. Sample1: 1262 firms of the year 1999

Sample2: 1489 firm of the year 1994

Sample3: 1055 firms of the year 1989
	Danielson and Press model 
	ARR can be a suitable proxy of IRR if some assumptions are met.

	2005
	Peek
	Whether discretionary accounting changes influence financial analysts’ earnings forecasting. 

More specifically, what is the impact of the change from current cost accounting to historical cost accounting and the change from expensing to capitalization on the forecast accuracy of financial analysts
	Annual report of 254 firms on the Amsterdam Stock Exchange from 1988 till 1999 
	Regression
	These change in accounting system improve the forecast accuracy


	2006
	Balanchandran and Mohanram
	What is the relationship between the value relevance of financial statements and the use of conservatism
	All firm in Compustat Annual Industrial Dataset from 1978 to 2002 for which data on security prices, splits information and share information are available. representing 44 of the 48 industries of the Fama-French classification
	Cross sectional analysis and trend analysis between value relevance of financial statement measured by the correlation (R²) between share prices, earnings and book-value and conservatism measured by the C-score of Penman & Zhang (2002) and the asymmetric Timeliness method developed by Basu (1997)
	No evidence of a clear relationship between the value relevance of financial statement information and the use of conservatism over the time

	2009
	Barton, Hansen and Pownall
	Which performance investors value the most?
	Financial statements of   19.784 firms in 46 countries from 1996 to 2005
	Regression between firms stock return and different performance measures  (sales, EBITA, Comprehensive income, operating income, income before taxes, income before extraordinary items, net income and operating cash flow)
	There is no clear preference of one particular performance measure but investor the value relevance of the performance measure tend to decrease when the include transitory or extraordinary items 

	2009
	Oyerinde
	Whether there is a relationship between accounting numbers and share prices in the Nigerian Stock Market 
	30 firms listed on Nigeria Stock Market with the highest earnings yield from 2001 to 2004
	Regression between accounting number and share prices
	 There is a relationship between accounting numbers and share prices


Appendix 2 : Output SPSS
OUTPUT PERIOD 1
Graph 1: Boxplot ARR period1 before elimination of outliers

[DataSet1] Input SPSS period 1.sav

EXAMINE VARIABLES=ARR

	Case Processing Summary

	
	Cases

	
	Valid
	Missing
	Total

	
	N
	Percent
	N
	Percent
	N
	Percent

	ARR
	327
	100,0%
	0
	0,0%
	327
	100,0%
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Graph 2:  Boxplot ARR period1 after elimination of the first list of outliers
Explore:  ARR Period 1

	Case Processing Summary

	
	Cases

	
	Valid
	Missing
	Total

	
	N
	Percent
	N
	Percent
	N
	Percent

	ARR
	311
	100,0%
	0
	0,0%
	311
	100,0%
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Graph 3:  Boxplot ARR period1 after elimination of the second list of outliers

Explore: ARR Period 1

	Case Processing Summary

	
	Cases

	
	Valid
	Missing
	Total

	
	N
	Percent
	N
	Percent
	N
	Percent

	ARR
	304
	100,0%
	0
	0,0%
	304
	100,0%
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Graph 4: Boxplot ARR period1 after elimination of all outliers

Explore: ARR Period 1

	Case Processing Summary

	
	Cases

	
	Valid
	Missing
	Total

	
	N
	Percent
	N
	Percent
	N
	Percent

	ARR
	303
	100,0%
	0
	0,0%
	303
	100,0%


[image: image4.png]3000

2000

10007

0000

-1000

156 People 20008 SH termatona 2000

‘s Holding V2000
Bunilever Nv1997
Brunel Internationsi V1988

USG People V2001
andstad Holding V1997

Randstad Holding V195

ASH ntenational V2003

‘sl Holding NV20096 colormitat2001

Nutreco NV20035,
orinkije Philps Electronics Na2001
Korinkijke Philps Electronics Na2002
S

ARR





Graph 5:  Boxplot IRR period 1 before elimination of outliers

Explore: IRR Period 1

[DataSet1] Input SPSS period 1.sav

EXAMINE VARIABLES=IRR

	Case Processing Summary

	
	Cases

	
	Valid
	Missing
	Total

	
	N
	Percent
	N
	Percent
	N
	Percent

	IRR
	303
	100,0%
	0
	0%
	303
	100,0%
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Graph 6: Boxplot IRR period1 after elimination of the first list of outliers

Explore: IRR Period 1

	Case Processing Summary

	
	Cases

	
	Valid
	Missing
	Total

	
	N
	Percent
	N
	Percent
	N
	Percent

	IRR
	296
	100,0%
	0
	0,0%
	296
	100,0%
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Graph 7:  Boxplot IRR period1 after elimination of the second list of outliers

Explore: IRR Period 1

	Case Processing Summary

	
	Cases

	
	Valid
	Missing
	Total

	
	N
	Percent
	N
	Percent
	N
	Percent

	IRR
	289
	100,0%
	0
	0,0%
	289
	100,0%
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Graph 8:  Boxplot IRR period1 after elimination of all outliers

Explore: IRR Period 1

	Case Processing Summary

	
	Cases

	
	Valid
	Missing
	Total

	
	N
	Percent
	N
	Percent
	N
	Percent

	IRR
	288
	100,0%
	0
	0,0%
	288
	100,0%
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Graph 9: Histogram ARR period 1

Frequencies ARR Period 1

[DataSet1] Input SPSS period 1.sav

FREQUENCIES VARIABLES=ARR

  /FORMAT=NOTABLE

  /STATISTICS=MEAN MEDIAN SKEWNESS SESKEW KURTOSIS SEKURT

  /HISTOGRAM NORMAL

  /ORDER=ANALYSIS.
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Graph 10:  PP Plot ARR period 1

PPLOT

  /VARIABLES=ARR

  /NOLOG

  /NOSTANDARDIZE

  /TYPE=P-P

  /FRACTION=BLOM

  /TIES=MEAN

  /DIST=NORMAL.

	Model Description

	Model Name
	MOD_1

	Series or Sequence
	1
	ARR

	Transformation
	None

	Non-Seasonal Differencing
	0

	Seasonal Differencing
	0

	Length of Seasonal Period
	No periodicity

	Standardization
	Not applied

	Distribution
	Type
	Normal

	
	Location
	estimated

	
	Scale
	estimated

	Fractional Rank Estimation Method
	Blom's

	Rank Assigned to Ties
	Mean rank of tied values

	Applying the model specifications from MOD_1


	Estimated Distribution Parameters

	
	ARR

	Normal Distribution
	Location
	,056247

	
	Scale
	,0436664

	The cases are unweighted.
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Graph 11: Histogram IRR Period 1

Frequencies: IRR Period 1
FREQUENCIES VARIABLES=IRR

  /FORMAT=NOTABLE

  /STATISTICS=MEAN MEDIAN SKEWNESS SESKEW KURTOSIS SEKURT

  /HISTOGRAM NORMAL

  /ORDER=ANALYSIS.
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Graph 12: PP Plot IRR Period 1

PPLOT

  /VARIABLES=IRR

  /NOLOG

  /NOSTANDARDIZE

  /TYPE=P-P

  /FRACTION=BLOM

  /TIES=MEAN

  /DIST=NORMAL.

	Model Description

	Model Name
	MOD_2

	Series or Sequence
	1
	IRR

	Transformation
	None

	Non-Seasonal Differencing
	0

	Seasonal Differencing
	0

	Length of Seasonal Period
	No periodicity

	Standardization
	Not applied

	Distribution
	Type
	Normal

	
	Location
	estimated

	
	Scale
	estimated

	Fractional Rank Estimation Method
	Blom's

	Rank Assigned to Ties
	Mean rank of tied values

	Applying the model specifications from MOD_2


	Estimated Distribution Parameters

	
	IRR

	Normal Distribution
	Location
	,077500

	
	Scale
	,1074489

	The cases are unweighted.


IRR Period 1
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OUTPUT PERIOD 2

Graph 13:  Boxplot ARR period 2 before elimination of outliers

Explore: ARR Period 2

[DataSet2] Input SPSS period 2.sav

	Case Processing Summary

	
	Cases

	
	Valid
	Missing
	Total

	
	N
	Percent
	N
	Percent
	N
	Percent

	ARR
	367
	100,0%
	0
	0,0%
	367
	100,0%
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Graph 14:  Boxplot ARR period1 after elimination of the first list of outliers

Explore: ARR Period 2

	Case Processing Summary

	
	Cases

	
	Valid
	Missing
	Total

	
	N
	Percent
	N
	Percent
	N
	Percent

	ARR
	355
	100,0%
	0
	0,0%
	355
	100,0%
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Graph 15:  Boxplot ARR period 2 after elimination of all  outliers

Explore: ARR Period 2

	Case Processing Summary

	
	Cases

	
	Valid
	Missing
	Total

	
	N
	Percent
	N
	Percent
	N
	Percent

	ARR
	350
	100,0%
	0
	0,0%
	350
	100,0%
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Graph 16:  Boxplot IRR before elimination of outliers

Explore: ARR Period 2

[DataSet2] Input SPSS period 2.sav

EXAMINE VARIABLES=IRR

  /COMPARE VARIABLE

  /PLOT=BOXPLOT

  /STATISTICS=NONE

  /NOTOTAL

  /ID=Company_year
  /MISSING=PAIRWISE.

	Case Processing Summary

	
	Cases

	
	Valid
	Missing
	Total

	
	N
	Percent
	N
	Percent
	N
	Percent

	IRR
	350
	100,0%
	0
	0,0%
	350
	100,0%
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Graph 17:  Boxplot IRR period 2 after elimination of the first list of outliers

Explore: IRR Period 2

	Case Processing Summary

	
	Cases

	
	Valid
	Missing
	Total

	
	N
	Percent
	N
	Percent
	N
	Percent

	IRR
	343
	100,0%
	343
	0,0%
	343
	100,0%
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Graph 18: Boxplot IRR period 2 after elimination of the second list of outliers

Explore: IRR Period 2

	Case Processing Summary

	
	Cases

	
	Valid
	Missing
	Total

	
	N
	Percent
	N
	Percent
	N
	Percent

	IRR
	341
	100,0%
	0
	0,0%
	341
	100,0%
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Graph 19: Boxplot IRR period 2 after elimination all outliers

Explore: IRR Period 2
	Case Processing Summary

	
	Cases

	
	Valid
	Missing
	Total

	
	N
	Percent
	N
	Percent
	N
	Percent

	IRR
	340
	100,0%
	0
	0,0%
	340
	100,0%
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Graph 20: Histogram ARR Period 2

Frequencies: ARR Period 2

[DataSet2] Input SPSS period 2.sav

EXAMINE VARIABLES=ARR

  /COMPARE VARIABLE

  /PLOT=BOXPLOT

  /STATISTICS=NONE

  /NOTOTAL

  /ID=Company_year
  /MISSING=PAIRWISE.
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Graph 21: PP Plot ARR Period 2

PPLOT

  /VARIABLES=ARR

  /NOLOG

  /NOSTANDARDIZE

  /TYPE=P-P

  /FRACTION=BLOM

  /TIES=MEAN

  /DIST=NORMAL.

	Model Description

	Model Name
	MOD_1

	Series or Sequence
	1
	ARR

	Transformation
	None

	Non-Seasonal Differencing
	0

	Seasonal Differencing
	0

	Length of Seasonal Period
	No periodicity

	Standardization
	Not applied

	Distribution
	Type
	Normal

	
	Location
	estimated

	
	Scale
	estimated

	Fractional Rank Estimation Method
	Blom's

	Rank Assigned to Ties
	Mean rank of tied values

	Applying the model specifications from MOD_1


	Estimated Distribution Parameters

	
	ARR

	Normal Distribution
	Location
	,053014

	
	Scale
	,0623792

	The cases are unweighted.
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Graph 22: Histogram IRR Period 2

Frequencies: IRR Period 2

FREQUENCIES VARIABLES=IRR

  /FORMAT=NOTABLE

  /STATISTICS=MEAN MEDIAN SKEWNESS SESKEW KURTOSIS SEKURT

  /HISTOGRAM NORMAL

  /ORDER=ANALYSIS.
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Graph 23: PP Plot IRR Period 2

PPLOT

  /VARIABLES=IRR

  /NOLOG

  /NOSTANDARDIZE

  /TYPE=P-P

  /FRACTION=BLOM

  /TIES=MEAN

  /DIST=NORMAL.

	Model Description

	Model Name
	MOD_2

	Series or Sequence
	1
	IRR

	Transformation
	None

	Non-Seasonal Differencing
	0

	Seasonal Differencing
	0

	Length of Seasonal Period
	No periodicity

	Standardization
	Not applied

	Distribution
	Type
	Normal

	
	Location
	estimated

	
	Scale
	estimated

	Fractional Rank Estimation Method
	Blom's

	Rank Assigned to Ties
	Mean rank of tied values

	Applying the model specifications from MOD_2


	Estimated Distribution Parameters

	
	IRR

	Normal Distribution
	Location
	,065909

	
	Scale
	,1000984

	
	
	

	The cases are unweighted.
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