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Abstract 

Globalization has led to the growth of international financial markets, as one of the results, the 

EU adopted IFRS in 2005 to meet the need of accounting globalization and harmonization. This 

action has triggered a debate about whether the adoption of IFRS is beneficial to accounting 

quality and information comparability. Meanwhile, China, playing a key role in the global 

economic development stage, realizes the importance of accounting harmonization and attempts 

to move towards the IFRS as well. However, to reach the goal that the Chinese companies 

produce financial statements that are the same as those that apply IFRS, there is still a long way 

to go. The purpose of this thesis is to examine whether the adoption of IFRS by EU has enhanced 

the quality of financial reporting and accounting information comparability. Additionally, the 

thesis further identified the seminal undertakings for the convergence of IFRS in Europe and 

pointed out the implication for China’s convergence with IFRS. The empirical findings in this 

thesis were obtained through qualitative interviews.  

The empirical findings suggest that accounting quality and information comparability has been 

enhanced with EU’s strong and full enforcement with IFRS. With the confidence in IFRS which 

is gained from the success of the EU’s adoption of IFRS, a coherent result was found that the 

convergence towards IFRS would also benefit China in accounting quality and information 

comparability, and further lead to more international investments. However, when it comes to the 

question whether China should emulate EU’s example to adopt IFRS directly or keep CAS 

(Chinese Accounting Standards) which is similar to IFRS, two mixed opinions were obtained 

basically from Europe side and China side. Through in-depth analysis with these empirical 

findings, the conclusion is that it is necessary for China to take steps to build intensive programs 

to enhance its capacity of the adoption of IFRS, so that it could adapt itself to the fact that the 

IFRS is already making its way around the world as a single set of high quality global accounting 

standards.  

Key words: IFRS, EU, accounting quality, information comparability, earning management, value 

relevance, timely loss recognition, information asymmetry, cost of capital, analyst forecast 

accuracy, information transfer, cross-country investment 
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1. Introduction 

Many countries and regions around the world have different financial reporting and accounting 

practices, which stem from varying legal, culture, economic, social and political contexts. 

Dissimilar financial reporting and accounting practices make it very difficult for users of 

accounting and financial reports to consolidate such information and make comparisons of firms 

that are listed in different countries (Prather-Kinsey, 2006). Additionally, as globalization has 

resulted in the growth of international financial markets, financial markets become ever more 

interdependent. According to research data, over 3,200 companies worldwide are listed on stock 

exchanges outside their home country and there are nearly 500 foreign firms from 47 countries 

listed on the New York Stock Exchange, while NASDAQ and the London Stock Exchange both 

list over 350 foreign firms (Desai, 2009). Therefore, there is a great need from corporations, 

auditors, investors and governments for the development of internationally recognized and 

accepted standards dealing with international capital market regulation.  

European Union started its internal accounting convergence in 1960s, which is even earlier than 

the International Accounting Standard Committee (IASC). During the last half century, EU has 

gained significant achievements which impel the development of the European common market 

and boost the European trading and economic prosperity. On January 1
st 

1999, the euro was 

officially launched as a breakthrough in the European harmonization history. In the meantime, 

together with the globalization of capital markets and the flourish of multinational companies, 

International Financial Reporting Standards (IFRS) have become increasingly popular and 

represented a vitally useful instrument designed to potentially create and promote a more stable 

and secure international regulatory environment (Mirza et al., 2006). In order to adapt to the new 

international development environment, on July 19
th

 2002 European Union passed the 

Regulation (EC) NO. 1606/2002 of the European Parliament and of the Council on the 

application of international accounting standards, requiring all the European listed companies to 

follow IFRS to report financial statements from January 1
st
 2005, which is an important 

milestone in the process of global accounting convergence. 

As another important and influential entity in the global economic development, China also 

realized the importance of the global accounting convergence and harmonization. As its 
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accession to WTO in 2001,  the need of accounting internationalization has become urgent. On 

February 15
th

 2006, China’s Ministry of Finance promulgated the new Accounting Standards for 

Business Enterprises which was endorsed by IASB that it brings about substantial convergence 

with IFRS and represents an important step for the development of the Chinese economic and its 

place in the world’s increasingly integrated capital markets (Deliotte, 2006). While the new 

Chinese standards have brought great changes and benefits to Chinese companies and investors, 

it is not the end of the convergence yet. To reach the desirable goal that the Chinese companies 

produce financial statements that are the same as those that apply IFRS, there is still a long way 

to go. Although there are various differences between the European countries and China, it will 

be valuable for predicting China’s convergence with IFRS by examining the effect of European 

Union’s adoption of IFRS because of the similarities of the convergence backgrounds and 

research methods. 

1.1 Problem Discussion 

The examination on the impact of international convergence of accounting regulations is mainly 

conducted in the perspective of accounting quality and comparability. According to previous 

researches, IFRS is generally regarded as a high quality accounting regulation (Assidi & Omri, 

2012; Quigley, 2007)). Even though high quality accounting regulations do not necessarily lead 

to high quality accounting information because of different systems, motives and executions, the 

relativity between the high quality regulations and high quality accounting information is 

undoubted. Otherwise, it could not be explained the tendency of the international convergence of 

accounting regulations. However, controversies always exist over the suitability of applying 

IFRS in the perspective of accounting quality and comparability. Based on proponents of IFRS, 

listed companies should apply for a uniform set of high-quality accounting standards in order to 

have a better functioning capital markets (Quigley, 2007; cited in Jarrett, 2007). Walton (2011) 

points out that the same accounting basis provides greater comparability between companies, and 

greater comparability in turn should lead to more efficient investment. Meanwhile, access to 

international markets also means that companies can have access to a wider sources of finance, 

which in turn mean finance becomes cheaper. Furthermore, IFRS has the potential to decrease 

information costs, reduce information asymmetry and thereby increases the liquidity, 

competition and efficiency of markets (Ball, 2006).  On the other side, opponents of IFRS such 

http://www.iciba.com/promulgate
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as Barth et al. (2007) and Bartov et al. (2005) encounter that there is no conclusive evidence that 

standards have contributed to improvements in accounting quality. Walton (2011) also 

mentioned in his book that cost of transition to IFRS varies among companies and not all 

companies can get benefits after occurring these costs. The costs of complying with IFRS might 

even persuade some smaller listed companies to de-list. In addition to the direct compliance costs, 

other indirect costs might also be occurred. For instance, the fair value of IFRS add volatility to 

financial statements, in the form of both good and bad information, the latter consisting of noise 

which arises from inherent estimation error and possible managerial manipulation (Ball, 2006).  

One goal of this study is similar to those above studies, departing from the previous studies and 

addressing the peculiarities discussed above with a view to coming up with a more valid and 

reliable outcome in the perspective that whether the adoption of IFRS improves the quality and 

comparability of the EU countries’ accounting reporting. By doing so, the study will attempt to 

fill the gap of the prior researches by analyzing the issues stated above. Besides that, what makes 

this study distinctive is the second aim. Regarding both EU and China are crucial players in the 

global economic platform, the experience of the EU’s endorsement of IFRS could be valuable 

for China’s convergence with IFRS. Thus, this study will further analyze the convergence 

situation of IFRS in China, investigate what China could emulate from the EU’s adoption of  

IFRS. 

1.2 Research Purposes and Research Questions 

The purpose of this study is to examine whether the adoption of IFRS by European Union has 

benefited the quality of financial reporting and accounting information comparability. 

Additionally, the thesis will further identify the seminal undertakings for the convergence of 

IFRS in Europe and point out the implication for China’s convergence with IFRS. Based on the 

purpose, I have chosen the following research questions: 

- Does European Union’s endorsement of IFRS improve the quality of financial reporting, 

enhance the comparability across countries?  

- What’s the implication of European Union’s adoption of IFRS to China’s convergence with 

IFRS? 
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1.3 Disposition 

The reminding parts of this thesis are organized as follows.  

Chapter 2: Illustrate the research methodology and design; 

Chapter 3: Elaborate the background of the studies, in relation to the research questions; 

Chapter 4: Introduce some conceptual and literature underpinnings from a global perspective as 

they apply to this study; 

Chapter 5: Discuss the findings and analyze the empirical study; 

Chapter 6: Conclude the studies including the contributions and limitation, and points out the 

needs for future studies.  
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2. Research Methodology 

2.1 Choice of Method 

As mentioned in the introductory chapter, the purpose of this thesis is to examine the influence 

of EU’s adoption of IFRS on the accounting quality and information comparability and its 

implication for China. Both qualitative and quantitative research methods seek to help answer 

questions, or to confirm knowledge, to address issues and shape thinking for future action or 

non-action. However, a qualitative research approach aims at looking deeper into the research 

questions and is more flexible with limited structure (Bryman & Bell, 2003). In addition, it 

allows the subjects being studied to give much ‘richer’ answers to questions, and may give 

valuable insights that might have been missed by any other method (RDSU). As Poovey 

underlines (1995), “There are limits to what the rationalizing knowledge epitomized by statistics 

can do. No matter how precise, quantification cannot inspire action, especially in a society whose 

bonds are forged by sympathy, not mere calculation.” Because of these knowledge and the belief 

on people’s real experience and perceptions, I chose to conduct the study based on qualitative 

interviews with IFRS experts from both Europe and China, which helps me to bring forth my 

empiricism through subjective interpretations. My intention of this study is to explore knowledge 

related to deeper comprehension in the impact of EU’s adoption of IFRS specifically on 

accounting quality and comparability rather than developing a board concepts in this area. 

Consequently, I am more appealed to focusing on empirical experiences from people’s 

expatiation and interpretation instead of analyzing the lethargy of data. I argue that a more 

prolific research result can emerge by adopting the qualitative research method in this study. 

Qualitative research is a broad approach to the study of social phenomena whose various 

categories are naturalistic, interpretive, and increasingly critical (Marshall & Rossman, 2006).  

Under qualitative research, there are three main methods of data collection: Ethnology and 

participation observation, semi-structured and unstructured interview, and focus group. In this 

study, semi-structured interview is chosen to collect the primary data. 

2.2 Data Collection 

Using proper techniques ensures that qualitative data are collected in a scientific and consistent 

manner. Improving data collection techniques will enhance the accuracy, validity, and reliability 
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of research findings (Harrell & Bradley, 2009). There are two methods concerning data 

collection: The primary data collection and the secondary data collection. The primary data is 

collected when the researchers go directly to the originator of the evidence and then they gather 

the information from a primary resource to answer their research problem (Remenyi et al., 2000). 

It is an important piece of many research undertakings. Secondary data is the data or information 

that has already been recorded and collected by others for other purposes (Blumberg et al., 2005). 

In this thesis, both the primary data and the secondary data are utilized as data resources. The 

primary data are collected from the semi-structured interviews to get the original first hand data. 

Books, articles, newspaper, university database, e-brary, Google searching engine and other 

relevant reliable web-pages are used as the secondary data to construct theoretical framework.  

2.2.1 Primary Data Collection 

2.2.1.1 Semi-Structured Interview 

I chose semi-structured interview because of its flexibility, and I further believe that it is the best 

way to capture how interviewee thinks on a particular topic and it also allows interviewee to go 

into as much depth as they feel for whereas other data collection methods would not allow this 

kind of freedom. Additionally, the semi-structured interview allows the interviewer to probe 

deeply and ask more questions that have not been written down.  

In the semi-structured interview, the interviewer has a list of questions which is called interview 

guide on specific topics to be covered, but the interviewee has a great deal of leeway in how to 

reply. Questions may not follow on exactly in the way outlined on the schedule, but generally all 

the questions will be asked  (Bryman & Bell, 2003).  Conducting an excellent semi-structured 

interview requires a thoughtful planning, especially for the preparation of interview guideline. 

Kvale (1996) describes 9 different types of question that may be used in an interview situation, 

they are: 1) Introducing questions; 2) Follow-up questions; 3) Probing questions; 4) Specifying 

questions; 5) Direct questions; 6) Indirect questions; 7) Structuring questions; 8) Silence; 9) 

Interpreting questions. The interview guideline I designed for the interview starts with some 

general introducing questions, such as questions about interviewee’s organization, working 

experience, and profession. Then questions of the interviewee’s opinions and attitudes about  the 

topic I researched on are followed up, with open-ended direct and specifying questions. In the 
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end, I added a question about whether the interviewee would like to add anything he/she thinks is 

important for the research, in order to give more room for interviewees to provide their thoughts 

and ideas. 

2.2.1.2 Selection of Interviewees 

Laforest (2009) stresses that respondents under study are “people who, because of their position, 

activities or responsibilities, have a good understanding of the problem to be explored… and 

they may represent specific client groups and areas, have administrative responsibilities in a 

municipality or community organization, be experts in a particular field, and so forth”. 

Concerning the number of interviews, Laforest (2009) believes that it is hard to determine the 

exact interviewing number that have to be done. However, I argue that the number of interviews 

should be limited since the aim of interviews is not to get a representative sample of the various 

categories of informants, but to gather a substantial body of information from them. Thus, this 

study conducted seven interviews with the experts in the IFRS area.  

A. Interviews with Staffs of the Largest Accounting Firms in European Countries and EU 

Advisory Body of IFRS 

To answer my first research question on whether the EU’s adoption of IFRS has improved the 

accounting quality and information comparability, in this thesis I have turned to the people who 

are daily involved with IFRS in European countries. Given the professional knowledge of the 

people from the largest accounting firms about the adoption of IFRS, I have interviewed four 

expertise from Deloitte, Marzars and PwC in Belgium, Portugal and Germany who have 

essential experience about the influence of EU’s adoption of  IFRS and may thereby be useful as 

a basis for my empirical data. Moreover, I further interviewed people in the European Financial 

Reporting Advisory Group (EFRAG) which is a broad group composed of European accounting 

profession, preparers, users, and national standard-setters with the goals of providing technical 

expertise to the European Commission concerning the use of IFRS within Europe, participating 

in the IASB’s standard setting process, and coordinating within the EU the views concerning 

international accounting standards. I believe EFRAG’s opinion is highly valuable to this thesis, 

since they are the ones who have involved in the whole process of the EU’s adoption of IFRS 

and experienced all the benefits as well as problems IFRS has brought. In addition, Kvale (1997) 

points out that it is necessary that the respondent feels comfortable and is able to freely talk. 
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Since I have stayed in Belgium for almost one year, I have received both access and opportunity 

to establish contacts and communicate with people in Belgium.  

B. Interviews with People in China with Knowledge in the Subject of IFRS 

To investigate the implication of the EU’s adoption of IFRS in China, I have chosen to interview 

a senior financial manager from a Chinese company and a partner from Deloitte Hong Kong to 

share their experience and perspectives about the convergence of IFRS in China. It is essentially 

necessary to hear the views of people in China, since the second research questions is about the 

implication of the EU’s adoption of IFRS in China. While the five interviewees from European 

countries have comprehensive understanding about the IFRS’ influence in Europe, they may not 

really experience the concrete economic situation and environment in China. Therefore, two 

experts from China side could provide another view in the second research question with their 

knowledge of the actual national conditions. However, since one of them requires to only answer 

the questions about China side, so in the interview I will focus on the questions about China’s 

convergence of IFRS with her. 

In summary, my selection of interviewees includes various momentous professional elite groups 

belonging to: 1) Large accounting firms in Europe; 2) EU accounting standard-setting advisory 

body; 3) Company and accounting firm in  China.  

2.2.1.3 The Conduct of Interviews 

Since the interviewees are located in different places, including Belgium, Germany, Portugal, 

Hong Kong, and mainland China. The interviews were mainly conducted in two ways: face to 

face interview and telephone interview. No matter which way I took, I have always kept in mind 

to be open-minded for the purpose of prompting the respondents to deliver their thoughts without 

interrupting and judging. Besides that, to capture entire answers from the respondents, I have 

used a recorder during all the interviews. I agree with Cohen’s opinion (2006) that semi-

structured interviews often contain open-ended questions and may diverse from the interview 

guide, so it is the best to record the interview and transcript it later. Besides, it is difficult to 

focus on conducting interviews while jotting notes. By using a recorder, I do not need to worry 

about missing any parts or disrupting the interview process. In addition, during the interviews, I 
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always attempts to follow with probing questions, such as “anything more?” “do you want to add 

anything else?” or silence to allow the respondents to express more their ideas. 

2.2.2  Secondary Data Collection 

In addition to the interviews held with IFRS expertise with different background, I have also 

gained access to certain documentation materials and text-based data in the form of various 

public documents, articles, books, magazines, etc. These materials are considered as 

complementary secondary data. Creswell (2003) stresses that text-based material can be utilized 

to supplement interview, observation and audiovisual content. He argues that public documents, 

records, articles, journals, letters, e-mails, etc. can all be considered as an extended basis to assist 

the researcher. Thus I believe that those materials could facilitate to enhance the research quality 

and the precision of triangulation and I will utilize them to outline my theoretical framework as 

theoretical foundation for the empirical analysis part. 

2.3 The Conduct of Research and Analysis Model 

In summary, in this research paper I first proposed the two research questions – the influence of  

adoption of IFRS within EU on accounting quality and information comparability and its 

implication for China. Then I constructed the theoretical framework and explained the 

background by collecting the secondary data from books, articles, newspaper, university 

databases, the Google search engine, etc. Three proxies- earning management, timely loss 

recognition and value relevance- were applied to examine accounting quality; five proxies- 

information asymmetry, cost of capital, analyst forecast accuracy, information transfer, and 

cross-border investment- were utilized to measure information comparability. Later, I collected 

the primary data by conducting seven semi-structured interviews, from which I attained the 

empirical findings. Further, the empirical findings were analyzed by the interview questions 

structured according to the eight proxies in turn, with the purpose of giving an in-depth insight 

and an overview of the research questions. In the end, conclusions were obtained based on the 

analysis of the empirical findings. The below model presents how the primary data and 

secondary data were processed and analyzed,  as well as the conduct of the research procedure in 

this thesis: 
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2.4 Research Quality 

Objectivity in social research is the principle drawn from positivism that, as far as is possible, 

researchers should remain distanced from what they study, so findings depend on the nature of 

what was studied rather than on the personality, beliefs and values of the researcher (Payne, G. & 

Payne, J., 2004). In this study, from the interviews conduction, transcription and analysis, I 

insisted on keeping open and objective mind, retaining the original statements without distorting 

respondents’ perceptions. Due to the fact that the primary data in this study is collected by semi-

structured interviews, it may involve subjective thoughts from the respondents. However, 

subjectivity is not inevitable, in fact, by recognizing subjectivity the researcher can examine 

whether it facilitates or impedes objective comprehension and replace distorting values by values 

that enhance objectivity (Ratner, 2002). 

Figure 1: Analysis Model 

Research Questions 

Primary Data    

Semi-Structured 
Interviews 

 

 

Secondary Data  

Books, articles, newspaper, 
university database, e-brary, Google   

 

 Theoretical Framework 

Empirical Findings and 

Analysis 

Conclusion 
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Reliability is the extent to which a measurement procedure yields the same answer however and 

whenever it is carried out (Kirk & Miller, 1986). LeCompte and Goetz (1982) define reliability 

as external reliability and internal reliability. External reliability means the degree to which a 

study can be replicated. However, it is difficult to meet external reliability in qualitative research, 

as LeCompte and Goetz (1982) explain that it is impossible to freeze the circumstances of an 

initial study to make it replicable. Internal reliability indicates there is more than one observer, 

members of the research team agree about what they say and hear. In this study,  respondents are 

from different organizations as representatives of each organization to give answers to the 

research questions, representing the opinions from each organization. Therefore, internal 

reliability is generally achieved in this study. 

According to Kirk and Miller (1986), validity is the extent to which it gives the correct answer. 

Likewise reliability, it also can be seen from internal validity and external validity perspective. 

LeCompte and Goetz (1982) define internal validity as a good match between researchers’ 

observations and theoretical ideas they develop. The conclusions and results in this study will be 

derived consistently from the data collected from the semi-structured interviews without 

subjectively falsifying, therefore, the study can ensure a high level of internal validity. On the 

other hand, external validity refers to the degree to which findings can be generalized across 

social settings (Bryman & Bell, 2003).  Considering semi-structured interviews adopted by this 

study, external validity is difficult to be satisfied due to the small number of samples. 
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3. Background  

3.1IASB  

International Accounting Standards Board (IASB) was founded on April 1, 2001 as the successor 

to the International Accounting Standards Committee (IASC). In 1973, Australia, Canada, 

France, Germany, Japan, Netherlands, UK, Ireland and US established IASC which is 

responsible for developing International Accounting Standards (IAC). On 1 March 2001, the 

IASC’s accounting standard-setting responsibilities was passed to its successor body IASB and 

the name of the standards formulated by it was changed to International Financial Reporting 

Standards (IFRS). IASC totally constituted 41 IASs in which 34 IASs are still valid. IASB has 

made 5 IFRS since it was established. IASB has total 143 members from 104 countries and 200 

accountant representatives (Mirza & Ankarath, 2013). 

IASC had two objectives: one is to provide references of international accounting standards 

which apply to the public’s interests for financial statement preparers; the other one is to improve 

and harmonize the regulations and procedures of financial reporting. Even though IASC 

attempted to reduce the discrepancies of accounting standards among countries, the effect was 

not obvious. Besides, its operation procedures were criticized including its independence, 

subjectivity, insufficient resources, part-time members of committee, no compulsory execution 

right (Wallace, 1990). 

Because of these criticisms, it was difficult for IASC to formulate reliable and trusted 

international accounting standards. IASC established Strategy Working Party (SWP) in 1996 and 

reported Recommendation on Shaping IASC for the Future in November 1999 which provided a 

basic foundation for restructuring to IASB in 2001.  Nowadays, there is IFRS foundation which 

is supervising IASB’s work and raising funds to improve the independence of IASB. IASB is 

consisted of 15 full time members, each with one vote. They are selected as a group of experts 

with a mix of experience of standard-setting, preparing and using accounts, and academic work, 

which enhances the independence as well as the quality of the standards. Any accounting 

standard, draft or explanation cannot be published until at least 8 of the members approve it. In 

addition, the formulation process of the standards also includes publishing the drafts to the public, 

so that the outsiders can take part in the process, understand it and give recommendations. When 

http://en.wikipedia.org/wiki/International_Accounting_Standards_Committee
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IASB publish the standards, it needs to explain the basis for conclusion to make sure the public 

understand how it was arrived and provide the related knowledge to aid the users to better utilize 

the international accounting standards. 

Beside above, the third objective of IASB has been changed from harmonization to convergence, 

which means the strategy of IASB has been altered from discrepancies coordination to unite and 

consolidation.  However, since IASB has no right to enforce countries to follow IFRS, IASB has 

to establish widespread cooperation with the regulation organizations in countries to eliminate 

the discrepancies. In 2002, FASB and IASB published Memorandum of Understanding together, 

representing the start of the convergence between US GAAP and IFRS. In this report, 

convergence is regarded as the obligation of both sides to ensure FASB and IASB to conduct the 

future convergence plan and reduce the discrepancies between them. Meanwhile, the European 

Union also commented that the convergence between FASB and IASB helps the companies from 

EU member states to be listed in US stock exchanges without re-adjustment. Since the 

significant influence of US on the global accounting standards development, the change of US’s 

attitude will largely enhances the possibility of global accounting standards convergence . 

3.2 IFRS 

Though IFRS can be traced back to 1973 when IASC was founded, it did not start to play its role 

in the international stage until the International Organization of Security Commission (IOSCO) 

attempted to seek for a uniform approach to the secondary listings on foreign stock exchange in 

the 1980s. Aiming at assisting international companies to access to the US capital market, 

IOSCO called the international accounting standard setters together to develop the uniform 

standards IAS/IFRS (Walton, 2011). 

The global economic development has led to the widespread use of IFRS. In May 2000, IOSCO 

accepted IAS /IFRS as the basis of its secondary listing approach after the international standard 

setter finished its IOSCO package in 1999. But even before this, several individual European 

countries, inter alia Germany, Belgium and France, have allowed the multinational companies to 

use IAS on the international capital markets. In June 2000, the European Commission (EC) 

announced to adopt IAS/IFRS from 2005 in all its member states, representing a start of the 

international convergence with IFRS. At the same time, South Africa and Australia decided to 
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switch to IFRS (Walton, 2011). By 2005, IFRS had become mandatory in many countries in 

Africa, Asia and Latin America. Besides, Hong Kong, New Zealand, Philippines, and Singapore 

have modified their national accounting standards according to IFRS. With the fast spread and 

recognition around world, today there are more than 100 countries and regions have adopted or 

required IFRS for listed companies (Mirza & Ankarath, 2013). However, a number of major 

economics are moving slowly to the use of IFRS. China modified its national accounting 

standards in 2007 which is largely same as IFRS, while reflecting the local economic and legal 

framework (Walton, 2011). Japan has announced to do the same as China, but  may go for full 

adoption. Additionally, due to the litigious and law-oriented environment in US, it is also a 

question about US GAAP’s convergence with IFRS in detail. It is probably for US to take the 

same route as China to modify the IFRS instead of full adopting IFRS. Advocating “adopt, do 

not adapt”, IASB generally does not wish the modified convergence, since it would confuse 

investors while countries claim to be more or less IFRS, varieties actually exist.  

Table 1: Status of Convergence of IFRS for Listed Companies by December 2011 

Country Status of convergence of IFRS for listed companies  

Argentina Required for fiscal years beginning on or after 1 January 2012 

Australia Required for all private sector reporting entities and as the basis for public sector reporting since 2005  

Brazil 
Required for consolidated financial statements of banks and listed companies from 31 December 2010 and for 
individual company accounts progressively since January 2008 

Canada 
Required from 1 January 2011 for all listed entities and permitted for private sector entities including not-for-profit 
organizations 

China Substantially converged national standards 

European Union All member states of the EU are required to use IFRSs as adopted by the EU for listed companies since 2005 

India India is converging with IFRSs at a date to be confirmed.  

Indonesia 
Convergence process ongoing; a decision about a target date for full compliance with IFRSs is expected to be made in 
2012 

Japan 
Permitted from 2010 for a number of international companies; decision about mandatory adoption by 2016 expected 
around 2012 

Mexico Required from 2012 

Republic of Korea Required from 2011 

Russia Required from 2012 

Saudi Arabia Required for banking and insurance companies; full convergence with IFRSs currently under consideration  

South Africa Required for listed entities since 2005 

Turkey Required for listed entities since 2005 

United Kingdom Required via EU adoption and implementation process since 2005 

United States 

Allowed for foreign issuers in the US since 2007; US SEC committed to global accounting standards and IFRS best placed 
to meet that need in the US (see SEC February 2010 statement on global accounting standards), awaiting decision 
regarding use of IFRSs for domestic companies  

http://www.ifrs.org/Use-around-the-world/Pages/Use-around-the-world.aspx
http://www.ifrs.org/Use-around-the-world/Pages/Use-around-the-world.aspx
http://www.sec.gov/rules/other/2010/33-9109.pdf
http://www.sec.gov/rules/other/2010/33-9109.pdf
http://www.sec.gov/rules/other/2010/33-9109.pdf
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Source: from IFRS 2013 

3.2.1 IFRS-- A Challenge to Rule-Based Standards 

IFRS is a young and principle-based standards. In generally, IFRS has less conflicting standards 

and less guidelines of application, stressing that the accounting information should reflect the 

economic substance of the individual transactions. Therefore, IFRS requires higher professional 

judgment and more detailed notes. Robert K. Herdman (2002) evaluated rule-based model and 

principle-based model in the Congress hearing as a representative of SEC, he points out (2002) 

that “Rule-based accounting standards provide extremely detailed rules that attempt to 

contemplate virtually every application of the standard. This encourages a check-the-box 

mentality to financial reporting that eliminates judgments from the application of the reporting”. 

He also emphasizes that an ideal accounting standard is principle-based and requires financial 

reporting to reflect the economic substance, not the form, of the transaction. Although IFRS, the 

principle-based accounting standards, has its advantages, it also brings challenges to IASB and 

supervisory authorities about how to ensure the consistency of interpretation and application 

among companies as well as countries (Liu, 2012). It is reflected in the case that IFRS allows 

different accounting treatments to the same business, lacking of standardization. For example, 

some companies choose to consolidate financial statements by proportion, others consolidate 

financial statements by equity method. In addition, companies may have different interpretation 

of IFRS. For instance, one of the important principles of IAS 27 Consolidated and Separate 

Financial Statements is Control, but it does not define how much proportion of the subsidiaries 

the parent company needs to control. Moreover, many countries and regions claim that they have 

mandatorily adopted IFRS, but they adopted IFRS in different ways: Some countries and regions 

completely verbatim copy IFRS, inter alia Australia, while some other countries and regions 

adopt the revised IFRS, the representative is EU; besides, China, Singapore, Malaysia and 

Philippines converge to IFRS by revising their national GAAP to be similar to IFRS.  

Consequently, while countries and regions claim they have adopted IFRS, the IFRSs they 

substantially adopted are different.   

 3.2.2 IFRS-- Frequent Use of Fair Value 

One of the important trends in IFRS is the rise of fair value and its frequent use in the 

measurement of assets and liabilities. In recent years, the accounting theory model has been 
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gradually transferring from the traditional accounting methods, such as historical cost, 

conservatism, the matching principle, etc. to fair value accounting, mainly because the 

accounting measurements in the past years have been unable to meet the information needs of 

the users. IFRS 13 (2012) defines fair value as “the price that would be received to sell an asset 

or paid to transfer a liability in an orderly transaction between market participants at the 

measurement date.” Fair value accounting requires the fair market value or an estimation of a 

market price, rather than the history cost, to be used as the present value of expected cash flows. 

Skoda and Bilka (2012) summarize the advantages of fair value in the perspective of relevance 

and reliability: 1) Fair value attempts to provide the most relevant estimates, since it utilizes 

information specific for the current market conditions. 2) Fair value is more informative than 

history cost, because it enhances informative power of financial statements by requiring firms to 

disclose extensive information.3) Fair value provides reliable information which is verifiable and 

neutral.   

Due to the above advantages, the IASB has been devoting to develop the application of fair value 

accounting, attempting to limit the vagueness of this approach. However, the controversies about 

fair value have never ceased. One of the most often quoted deficiencies is the vagueness of the 

measurement procedure which creates loopholes for price deviation. Second, market price may 

not indicate the fundamental value under certain circumstances, such as market disorder. 

Additionally, market illiquidity may produce liquidity discount and cause substantial uncertainty 

about fair value when the market volatility is large. Third, due to uncertainties and material 

discretion, fair value accounting increases the opportunities for accounting manipulation (Skoda 

& Bilka, 2012). Managers may be motivated to realize gains or losses on a selective basis in 

order to manipulate financial statement users’ evaluations. Landsman (2007) addresses the issue 

of value manipulation, and notes that the requirement of relying on managerial estimates for 

valuation of assets and liabilities introduces the problem of information asymmetry. The 

financial crisis in 2008 gave rise to the waves of critics to fair value accounting, even the U.S. 

Republican presidential candidate McCain mentioned fair value accounting was exacerbating the 

credit crunch (Goldstein, 2008). Opponents believe that fair value accounting could cause that a 

market that experiences a slump which is closely followed by a deterioration of a firm’s financial 

situation that in turn causes the market to panic, resulting in a vicious circle and bringing it closer 

to an outbreak of a crisis (Skoda & Bilka, 2012). However, the proponents, including SEC, 
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FASB and IASB, hold a totally opposite view with the opponents’ arguments. They encounter 

that fair value accounting is revealing the real market situation and information,  in other words,  

fair value reflects the volatility of the value, rather than cause the volatility or worsen the 

economic. The controversies about fair value to some extent hinder the convergence of IFRS, 

since some countries hesitate to adopt fair value due to the negative consequences it may arose. 

3.3 The EU’s Adoption of IFRS 

The EU’s adoption of IFRS has started since 2000 when the EC announced that all the listed EU 

companies are required to use IFRS from 2005. Member states can exempt the following two 

types of companies from adopting IFRS by 2007: 1)  companies that listed in both EU and non-

EU markets and currently use U.S. GAAP as accounting standards; 2) companies that only 

publicly trade bonds. Besides, non-EU companies listed in EU could continue using their 

national GAAP before 2007.  The procedure of the EU adoption of IFRS is as below (Deloitte, 

2013):  

 The EU translates IFRS into different languages used by EU countries; 

 The European Financial Reporting Advisory Group (EFRAG) provides commentary to the 

Commission; 

 The Standards Advice Review Group (SARG) presents advices to the Commission by 

assessing the EFRAG’s opinions; 

 The Accounting Regulatory Committee (ARC) issues accredited  recommendations; 

 The representatives from 27 member states vote to approve. 

As the mandatory adoption of IFRS in Europe, the  Commission concerns about whether the 

member states have complied with the requirement of Regulation (EC) NO. 1606/2002 and 

conducts investigation for the implementation of IFSR in member states. According to the 

investigation, until July 1
st
, 2010, all the EU member states and other three EEA countries have 

explicitly endorsed IFRS.  

1. Legal requirement. Except the laws regarding the adoption of  IFRS in Luxembourg are still 

in law proposal stage, other EU countries have passed final law to require listed companies to 

adopt IAS/IFRS. 
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2. Scope of enforcement. Each country has different requirement in the scope of IFRS adoption. 

Listed companies in Austria, France, Spain, Sweden are required to adopt the endorsed 

IFRSs without any condition; Germany and Hungry allow listed companies to provide extra 

information based on national GAAP; Finland and Iceland have limitation for the adoption 

time and conditions. 

3. The requirement for unlisted companies. The implementation of IFRS for unlisted European 

companies is relatively lax. In Denmark, Germany, Spain, etc. 15 countries, unlisted 

companies have the right to choose to adopt IFRS; other 13 countries require some unlisted 

companies to use IFRS, generally banks and insurance companies. 

3.4 Chinese Accounting Standards (CAS) and IFRS: Convergence and Differences 

3.4.1. The Convergence of CAS toward IFRS 

With China’s accession to WTO in 2001, China accelerated its economic internationalization 

steps, in which accounting standards internationalization is an urgent need. In 2005, China 

initiated to set up an accounting standards system to draft new accounting standards. The new 

Chinese accounting standards (CAS): Accounting Standards for Business Enterprises was 

promulgated on February 15
th

, 2006 and implemented in all the Chinese listed companies on 

January 1
st
, 2007, which is endorsed and affirmed by IASB that to some extent it achieves the 

convergence between CAS and IFRS. A basic principle, 38 specific accounting standards and 

related accounting standard application guidelines constitute the new CAS, for the first time 

constructing a relatively complete system which is similar to IFRS (IFRS is also consisted of 

three parts: financial statements preparation, international financial reporting standards and 

interpretation). The new CAS has brought momentous changes in the following aspects (Sunli, 

2013): 

 “The General Principles of Accounting” is altered to “Accounting Information Quality 

Requirements”, giving more prominence to the relevance, comparability, consistency and 

materiality principle; 

 Fair value is applied; 

 For inventory management regulations, “last-in first-out” is replaced by “first-in first-out” 

method; 
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 Concerning making provision for asset impairment, the new CAS stimulates the provisions 

made for asset impairment may not be brought back; 

 Regarding to debt restructuring method, “gains from debt restructuring should be included in 

non-operating incomes. For repaying debts in kind, fair value is applied as a measurement 

attribute” substitutes for “a debtor’s liabilities, which are exempted or reduced due to 

creditor’s concession, should be included in capital reserves”; 

 For the accounting for business combinations, book value is utilized as the basis for 

accounting to avoid manipulation; 

 Concerning the basic theory of consolidated financial statements, the new CAS emphasizes on 

the entity rather than the parent company. Substantial control determines the scope of 

consolidated financial statements. 

 Financial instruments standards are changed to be mainly applicable to financial enterprises, 

which have a profound effect on listed financial enterprises. 

To achieve complete convergence with IFRS, the financial department published The Road Map 

for Chinese Accounting Standards Continuous Convergence toward IFRS (Exposure Draft) 

(Road Map in the following text) on September 2
nd

, 2009, soliciting advices from home and 

abroad. This move aims to promote a comprehensive accounting theory and practice, deeply be 

involved in the development of IFRS, and impel IASB to consider the case of emerging market 

economic while making significant changes in accounting standards. Besides, this action puts 

forward the background, main contents and schedule of the continuous convergence of CAS 

toward IFRS, according to the latest changes in the current international situation. The Road Map 

points out that the Ministry of Finance plans to launch the revision project of the standards in 

2010, accomplish by 2011 and implement the revised standards in all large and middle 

companies in 2012. The revised CAS is still composed of a basic principle, specific standards 

and guidelines. The basic principle remains the same, and the specific standards are adjusted and 

supplemented. Besides, the application guidelines become an integral part of the specific 

standards. The Accounting Standards for Business Enterprises Interpretation is renamed to 

Guidelines, with adjustment and supplement for the contents and cases in order to ensure 

companies to better understand and implement the accounting standards after convergence. The 

purpose of the convergence is to “build a system of new accounting standards which adapts to 
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China’s national conditions, converges towards IFRS, covers various enterprises and economic 

business, and can be implemented independently”(Sunli, 2013). 

3.4.2 The Differences between CAS and IFRS 

Comparing with IFRS, the new CAS has the following differences: 

1. Differences in legal status. From the perspective of legal status, the basic principle of CAS is 

a regulation which is signed and announced by former Finance Minister Jin Renqing; 

Specific standards and guidelines are normative documents that are published by the Ministry 

of Finance. The CAS, as a regulation system, has a mandatory characteristic which requires 

companies to comply with, otherwise it would be illegal behavior. On the other side, while 

IFRS is not a law or regulation system, it has an important influence and strong binding force 

on the international capital markets.  

2. Differences in accounting elements. In CAS, accounting elements include assets, liabilities, 

owners equity, revenues, expenses and profit. IFRS classifies accounting elements into five 

categories: assets, liabilities, revenue, equity, revenues and expenses. The two standards have 

different perceptions about revenues and expenses. The CAS makes difference between 

revenues and gains, expenses and losses, but it does not separate gains and losses, instead 

includes them in the element of profit. IFRS does not have the distinction, instead that 

revenues include gains, and expenses include losses.  

3. Differences in standard system connotation. CAS emphasizes on accounting elements, 

business transactions recognition, measurement and reporting, as well as accounting record. 

Accounting record is an accounting method by using accounting title based on the 

recognition and measurement of business transactions. The previous CAS provided 

regulations mainly in the form of accounting titles and financial statements, covering and 

incorporating accounting recognition, measurement, record and reporting. The new CAS 

changes the traditional way and explicitly defines that accounting recognition, measurement 

and reporting constitute the standard system body. Meanwhile, CAS formulates 156 

accounting titles and their accounting treatment procedures as an appendix of the Guideline. 

Companies can create, split and merger accounting titles according to their actual situations 

without violating the rules of accounting recognition, measurement and reporting in the 

accounting standards. IFRS does not regulate accounting record, instead companies deal with 
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accounting record by themselves according to accounting recognition, measurement and 

reporting. 

4. Differences in standard orientation. As mentioned in the earlier part, there are two different 

accounting standard models: rule-based standard which is represented by U.S. GAAP, and 

principle-based standard which is corresponded to IFRS. Principles are generalized rules, 

providing comprehensive and stable basis for rules. Rules are specific principles for 

particular situations. Principle-based standards are relatively flexible with the need of 

professional judgment and detailed notes, while rule-based standards absolutely follow rules 

and procedures.  CAS is “ based on principles, and supplemented by rules”. Generally, 

principle-oriented basis is more suitable for the fast economic development in China. 

However, China is still in economic transition period, capital markets are not mature enough 

and market supervision system has not been established entirely. In addition, accounting 

practitioners in China generally do not have adequate professional skills to make judgments. 

It would be difficult to implement principle-based standards without specific interpretation 

and guidelines. Therefore, to some extent, the macro environment does not provide sufficient 

underpinning support for a complete principle-based model.  

5. Differences in related party transactions. IAS 24 treats all the government-controlled 

corporations as related parties and all their transactions as related party transactions, and 

requires disclosures about transactions and outstanding balances with an entity's related 

parties. In China, there are a lot of state-owned/controlled companies, thus CAS specifies that 

government-controlled companies without significant influence cannot be identified as 

related enterprises, in order to limit the related party transactions and reduce the disclosure 

costs. 

6. Differences in the reversals of asset impairment. IAS 36 allows to reverse the impairment 

loss of non-current asset, including fixed assets, intangible assets, etc. , and recognize the 

reversal immediately in profit or loss under certain conditions. CAS regulates that the loss 

from asset impairment cannot be reversed.  

7. Differences in the non-current assets held for sales and discontinued operations. IFRS 5 

specifies the accounting for assets held for sale, and the presentation and disclosure of 

discontinued operations. Non-current assets mainly refer to fixed assets and intangible assets; 

discontinued operation is a component of an entity that either has been disposed of, or is 
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classified as held for sale (IFRS 5). According to IFRS 5, if companies plan to dispose the 

non-current assets and discontinue operations, assets meet the criteria to be held to sale must 

be measured at the lower of carrying amount and fair value less costs to sell, and depreciation 

on such assets to cease. CAS does not have separate criteria for this item (Accounting 

Standards for Business Enterprises, 2006). 
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4. Previous Literature and Theoretical Framework 

4.1 Qualitative Characteristics 

The qualitative characteristics are the characteristics used to identify the financial information 

that are useful to investors, lenders and creditors to make decisions on the basis of information in 

financial statements as well as provided in other ways. According to IFRS(2011), there are two 

fundamental qualitative characteristics: relevance and faithful representation, and four enhancing 

qualitative characteristics: comparability, verifiability, timeliness and understandability. 

Relevance. IFRS defines relevant financial information as having the capability to make a 

difference in the decisions made by users. Financial information is able to make a difference in 

decisions if it has predictive value, confirmatory value or both. Financial information has 

predictive value if it can be used to predict the future outcomes; financial information has 

confirmatory value if it provides feedback about previous evaluations (IFRS, 2011). 

Faithful Representation. Faithful representation indicates financial information do not only need 

to be relevant, but must also faithfully represent the true phenomena. To be a faithful 

representation, a description should have three characteristics: complete, neutral and free from 

error. Complete description means information includes all necessary information; neutral 

descriptions is without bias in the presentation of financial information; free from error implies 

there is no error or omission in the description, but does not mean perfectly accurate (IFRS, 

2011). 

Comparability. Comparability is the qualitative characteristic that enables users to understand 

the similarity or difference among items. Unlike other characteristics, it involves at least two 

items (ibis). For the information to be relevant for investors to make decisions, it is important to 

be able to compare one company with others. Thus, it is necessary for companies to use the same 

accounting standards (IFRS, 2011).   

Verifiability. Verifiability assists users to ensure the faithful representation of the economic 

phenomena. It can be direct or indirect. Direct verification means verifying an amount or other 

representation through direct observation; indirect verification means checking the inputs to a 
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model, formula or other methods and recalculating the outputs using the same methodology 

(IFRS, 2011). 

Timeliness. IFRS defines timeliness as information are available in time to decision makers to be 

capable of influencing their decisions. Generally, the older the information, the less useful it is 

(IFRS, 2011). 

Understandability. It indicates financial information is classified, characterized and presented 

clearly and concisely (IFRS, 2011). 

Reporting information that is relevant, faithful, comparable, verifiable, timely and 

understandable facilitates users to make decisions with more confidence, further results in more 

efficient functioning of capital market and lower cost of capital. With this purpose, IASB intends 

to develop a single set of accounting standards that contains those qualitative characteristics, 

contributing to high quality accounting information. 

 4.2 Accounting Quality  

The IASB has required firms to report “high quality, transparent and comparable information in 

financial statements” in order to  make the market value of firms reflect the true economic value 

to greatest extent and efficiently assist investment decision. To achieve this goal, IASB has 

developed the single set of accounting standards IFRS to provide uniform and qualitative 

regulations for firms. Ball et al. (2006) stress that “IFRS promise more accurate, comprehensive 

and timely financial statement information, relative to the national standards they replace for 

public financial reporting in most of the countries adopting them, Continental Europe included”. 

Studies have been done to examine the changes in firms’ accounting quality associated with 

applying IFRS. Since IFRS is principle-based standards which have limited alternatives 

accounting measurements in order to better reflect firm’s economic value and performance, 

Ashbaugh and Pincus (2001) argue that IFRS improves accounting quality because limited 

alternatives restrict management’s opportunistic discretion in determining accounting amounts. 

By using data from publicly listed companies from 15 member states of the EU,  Chen et al. 

(2009) find accounting quality is enhanced after the adoption of IFRS. Besides, Christensen et al. 

(2008) also find positive relationship between accounting quality and the IFRS adoption. 

However, the results of previous studies are not always consistent with each other. Panaanen 
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(2008) does not find any evidence of improvement in accounting quality. Value-relevance of 

book value and earnings has no change under IFRS comparing to the value-relevance based on 

the German standards (Hung & Subramanyam, 2007). Tendeloo and Vanstaelen (2005) observe 

that firms under German standards and IFRS do not show any difference in earning management. 

The inconsistent research results generally stem from the following reasons: the lax enforcement 

of IFRS (Burgstahler et al., 2006), substantial noncompliance with IFRS, the lack of effective 

controls, the effect of economic environment (Barth et al., 2008), the difference in  legislation 

and regulatory. 

The prior researches measure accounting quality by mainly focusing on three dimensions: a) 

earnings management, expressed as both earnings smoothing and managing earnings towards a 

target; b) timely loss recognition; c) value relevance (Barth et al., 2008; Paglietti, 2009; Capkun 

et al., 2008). Lower earning management, more timely loss recognition and higher value 

relevance of earnings and equity book value are regarded as evidences of better accounting 

quality.  

Healy and Wahlen (1999) define earning management as “the attempts by managers to lead the 

stockholders about the economic performance of the company or to influence the outcome of the 

contracts that affect their compensation”. Less earning management usually corresponds to better 

accounting quality. There are two manifestations of earning management, earnings smoothing 

and managing earnings towards a target. Regarding earnings smoothing, it means the process of 

managing earnings to make the net income less variable. More earning smooth reflects lower 

earning variables, resulting in higher accounting quality. Managing earnings towards a target is 

defined as “the extent to which firms use accounting discretion to report small profits in order to 

avoid small losses, in this way misstating the real economic performance of a firm” (Leuz et al., 

2003). Barth et al. (2008) find a decrease in earnings management (smoothing) following firms’ 

voluntary early adoption of IFRS. In contrast, Ahmed et al. (2010) find an increase in earnings 

management for mandatory adopters; the result obtained by Callao and Jarne (2010) shows that 

earning management has intensified since the adoption of  IFRS in Europe; Capkun et al. (2013) 

also believe that earning management has increased after the adoption of IFRS due to the greater 

flexibility of accounting choices. 
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Concerning to timely loss recognition, it relates to the ability of earnings reflecting losses on a 

more timely basis (Paglietti, 2009). Researchers stress that with higher accounting quality, large 

losses are recognized as they occur rather than being deferred to future periods (Lang et al., 

2006). Barth et al. (2008) argue that timely loss recognition and earning smoothing are closely 

related, since earning smoothing does not allow large and frequent loss recognition. They predict 

that under IFRS earning smoothing is less comparing with national GAAP, thus large loss 

recognition are more frequently than those applying national GAAP. Contrarily, Brauer et al. 

(2011) do not find evidence that IFRS and German-GAAP firms differ with respect to the 

timeliness of loss recognition.  

Value relevance is defined as “the ability of information that is presented by financial statements 

to capture and summarize firm value” (Kargin, 2013). Barth et al. (2001) expect that firms with 

higher accounting quality have higher connections between stock price, earnings and equity book 

value, because higher accounting quality has better reflection on firm’s true value. Capkun et 

al.(2008) find out value relevance of earnings across firms in their samples under IFRS. Prather-

Kinsey et al. (2008) study the influence of IFRS on value-relevance, information quality and cost 

of capital by using 157 listed companies in Europe. They find the adoption of IFRS enhances 

value relevance of accounting information, reduces cost of capital, and improve the accounting 

quality.  

Following previous studies, this thesis investigates whether the accounting quality has been 

improved under IFRS by applying earning management, timely less recognition and value 

relevance as measure standards. One reason is that  these dimensions are propitious to provide a 

deep insight into the sources of the difference in accounting quality among firms ; another reason 

is that the three dimensions provide different perspectives to evaluate the accounting quality, 

therefore it benefits to better assessing the accounting quality when there are contradictory 

results between any two of them. For example, in Barth et al. (2008)’s study, they expect there is 

less accounting smoothing under IFRS related to it was with national GAAP, which raises the 

accounting variables and in turn lowers the accounting quality. However, the timely loss 

recognition with less accounting smoothing is larger, which means better accounting quality. In 

this case, the contradictory results could be solved with the third dimension: value relevance. If 

the value relevance is higher under IFRS than it was under the national GAAP, the accounting 
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quality will be considered as higher than national GAAP, otherwise, the accounting quality will 

be regarded as lower than national GAAP. 

4.3 Information Comparability  

Information comparability is ‘‘the qualitative characteristic that enables users to identify and 

understand similarities in, and differences among items. Comparability does not relate to a single 

item, but requires at least two items.’’ (IASB, 2011). Even though an economic phenomenon can 

be authentically corresponded to various ways, allowing alternatives in accounting methods for 

the same economic phenomenon eliminates comparability. As the trend toward globalization of 

the capital markets, ‘‘the need for a common language of business in financial statements is 

increasing in urgency’’ (Purvis et al., 1991). Since its establishment in 1973, the IASB has 

constantly and vigorously attempts to increase the level of international comparability of 

accounting figures. Surveys indicate the fruitful achievements of IASB by increasing the level of 

comparability during previous years(McKinnon & Janell, 1984; Nobes, 1987; Tang, 1994). 

Studies have shown several benefits associated with enhanced information comparability, such 

as IASB argues that more comparable information enables global markets to operate with less 

friction and FASB (1980) stresses that it greatly enhances the usefulness and value-relevance of 

accounting information. What’s more, a time-series comparison of financial statements of assists 

investors to have an intelligent judge about their investment value and  manage it rationally. A 

cross-section comparison of financial statements allows shareholders and other stakeholders 

evaluate their equity and interest from a comparative perspective and efficiently manage their 

interests. Moreover, the cross-section comparison enhances the level of both national resource 

utilization and of international wealth allocation as well (Radebaugh et al., 1997). Numerous 

researches have examined the relationship between the adoption of IFRS and information 

comparability, and most of the results show positive association between them. Brochet, et al. 

(2011) stress that mandatory IFRS adoption leading to enhanced comparability; Yip and Young 

(2012) find out mandatory IFRS adoption improves cross-country information comparability by 

making similar things look more alike without making different things look less different.  

Previous studies have examined the information comparability associated with IFRS adoption in 

various ways: 
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Daske et al. (2009) find out a general reduction in information asymmetry for firms voluntarily 

adopting IFRS with corresponding commitment to high quality implementation and interpret this 

as evidence of an increase in the comparability. Brochet et al. (2011) also stress that lessen 

information asymmetry by the reduction in private information benefits leads to enhanced 

information comparability. Information asymmetry was firstly propounded by  George 

Akerlof, Michael Spence, and Joseph E. Stiglitz in the 1970s. It refers to that under marketing 

transactions, at least one party has more or better information than the other(s) which causes the 

party with more information to obtain more self-interests and harm the other parties’ interest, 

leading the transactions to go awry as well as causing misinforming. The three economists were 

awarded the Nobel Prize in Economics in 2001 for their analyses of markets with asymmetric 

information.  

Improved information comparability and reduced information asymmetry also result in lower 

cost of capital, especially for those multinational companies who are located in different 

countries (Li, 2010), therefore the reduction in cost of capital can also be regarded as a 

benchmark of enhanced comparability. Cost of capital is a term used in the field of financial 

investment to refer to the cost of a company's funds (both debt and equity), or, from an investor's 

point of view, the rate of  return demanded by shareholders on a portfolio company's existing 

securities (Brealey et al., 2011). According to Epstein (2009) cost of capital is correlated to 

riskiness of investment and one element of the risk is that the financial statements do not 

authentically present what they are supposed to show. Thus, higher quality information 

disclosure could lead to lower risk, which in turn brings lower cost of capital (Lambert et al., 

2006). Lee et al. (2010) find out that companies enjoy a great cost of equity capital reduction 

under IFRS; Armstrong et al. (2008) also point out the application of IFRS lowers information 

asymmetry between firms and investors and thus lead to lower cost of capital.  

Analyst forecast accuracy is the accuracy of forecasts made by analyst regarding company’s 

earnings, profit, etc. De Franco et al. (2011) develop measures to investigate comparability and 

find out comparability is positively associated with analyst forecast accuracy. Horton et al. (2010) 

find that forecast errors decrease for companies that adopt IFRS relative to forecast errors of 

other companies. Tan et al. (2009) also stress that widespread IFRS adoption facilitates cross-

border comparisons of financial data and therefore lowers the costs for financial analysts to 
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follow firms from other countries and increase analysts’ forecast accuracy. They explain that 

IFRS brings cost benefits to analysts and thus enhances their forecast performance is because 

IFRS reduces information acquisition cost and processing cost since analysts do not need to learn 

a new set of accounting standards. In addition, since  IFRS obliges companies to disclose more 

comprehensive and complete information, analysts have the chance to improve their forecasting 

performance because of the attainment of more accurate information. 

Wang (2011) documents larger information transfers under the IFRS adoption and interprets this 

as evidence of IFRS increasing comparability. Such information transfer is related to the news in 

earning announcements, stock split announcements, management earning forecasts, and 

cooperate security offerings (Hramnath, 2002; Tawatnuntachai & D’Mello, 2002). Information 

transfers occurs because a news announced by a company conveys information that has not been 

published before, and the stock price responds and adjusts itself accordingly. A premise for 

information transfer by earning announcement is comparable earning information. If earning 

information is not comparable, then earning announcement contains low value in predicting the 

value of other firms, leading to a low degree of information transfer (Yip & Young, 2012). Thus, 

the degree in information transfers represents the level of information comparability (Li & Kim, 

2010). The result of Yip and  Young (2012)’s research suggests that IFRS adoption is beneficial 

to information transfer and therefore improves information comparability.  

Defond et al. (2010) use mutual fund ownership to capture cross-border investment and in turn to 

measure comparability, since mutual fund ownership represent a sophisticated set of investors 

that generally base their investment decisions on detailed analysis of financial statement and are 

likely to benefit from improved comparability. Cross-border investment refers to the net inflows 

of investment to acquire a lasting management interest in an enterprise operating in an economy 

other than that of the investor. In Defond et al.’s study, they find that improved financial 

statement comparability is related with increased mutual fund ownership and cross-border 

investment by reducing information acquisition costs for foreign investors. In addition to Defond 

et al.’s research, Florou and Pope (2009) study the IFRS adoption’s effect on foreign institutional 

investors and find institutional holdings increase for mandatory IFRS adopters; Bruggemann et al. 

(2011) examine the impact of global IFRS adoption on cross-border equity investments by 
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individual investors and find IFRS adoption has the potential to reinforce cross-border equity 

investments by individual investors. 

Since there is no consistent proxy to measure information comparability, this thesis will 

investigate whether the information comparability enhances following IFRS by utilizing five 

proxies developed in the previous studies: information asymmetry, cost of capital, analyst 

forecast accuracy, information transfer, and cross-border investment. However, rather than 

adopting the quantitative method by analyzing data in the previous studies, this study will use a 

qualitative and narrative way to capture the empirical perceptions from professionals in the IFRS 

area to research a more comprehensive understanding and examine the information 

comparability under  IFRS. 
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5. Empirical Findings and Analysis 

By defining the proxies of earning management, value relevance, timely loss recognition, 

information asymmetry, cost of capital, information transfer, cross-country investment, the 

theoretical framework discussed the various measures taken to examine accounting quality and 

information comparability. This chapter will present the empirical findings which are consisted 

of perceptions and views stated by respondents in the qualitative semi-structure interviews. In 

order to articulate a clear view, the findings and analysis will be presented by the interview 

questions structured according to the proxies in turn. It is clear that every quote in each interview 

are not only having the purpose to deepen the understanding of the influence of EU’s adoption of 

IFRS on accounting quality and comparability, but also can fill the function of having an 

elucidative or exemplifying purpose. In order to have the factual analysis result delivered 

deliberatively in this chapter and emphasize the importance of giving the reader an in-depth 

insight and an overview of the research questions, I would examine the respondent views that 

have emerged in relation to my thesis theoretical preferences. And since the theoretical basis of 

the study makes use of the eight proxies I have chosen to highlight quotes that can be applied to 

those eight proxies.  

The following seven respondents are presented in relation to their profession and organization in 

which they operate. To make it easier for readers, instead of presenting their name I refer and 

quote to the experts as “Respondent 1 (R1)”, “Respondent 2 (R2)”, etc. in the following analysis. 

1) Respondent 1 (R1):  

Thomas Carlier--Partner in charge of Deloitte Brussels IFRS center of Excellence. 

2) Respondent 2 (R2): 

David Brems--Director at Mazars Belgium for advice services, member of international Mazars 

IFRS committee.  

3) Respondent 3 (R3):  

Fillip Poli--Deputy research director at EFRAG 

4) Respondent 4 (R4):  

Nasser Sattar--Partner at PwC Portugal, PwC IFRS conversion leader 
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5) Respondent 5 (R5):  

Stephen Taylor--Partner in charge of Deloitte Asia Pacific IFRS Centre of Excellence 

6) Respondent 6 (R6):  

Fei Yin--Senior Financial Manager at Keystone 

7) Respondent 7 (R7):  

Sebastian Heintges--Partner at PwC Germany, PwC IFRS conversion leader 

The interviewees as shown above are presented in the order they were interviewed. The character 

(/…/) specifies a leap in the quotation. 

5.1 General Impression of IFRS 

In the beginning of each interview, every respondent gives their general perceptions about IFRS. 

All the respondents support the implementation of IFRS and they believe that it has great 

improvement in various aspects related to the previous local GAAPs, here are some of their 

views: 

“Basically I think the EU’s adoption of IFRS was a very good decision. So looking back in 2002 

when the Commission decided to enforce the IFRSs to be implemented by EU countries from 2005, 

that was a strong decision and a success. If we look the quality of the financial statement and the 

comparability of financial statement within Europe, the progress is huge. Before that, EU countries 

have different ways of expressing financial performance and financial position, and it was not 

workable especially in transactions and investments. So my first impression is very positive.”-R1 

“It seems a very good idea with IFRS, because it increases comparability and transparency. IFRS 

gives more information than a lot of the local GAAP. Belgium GAAP is a more tax-based GAAP. But 

IFRS is reporting-based, and it is more from an economic point of view, so it is what analysts want. 

At this moment most of the countries in Europe have adopted IFRS. /…/ that increases comparability 

in the whole European capital market./…/ Before 2005, in my opinion, at least in Belgium, France, 

Spain, Italy, they were using financial reporting for tax-based accounting.  In North Europe, they 

have more economic reporting, such as UK, which was a large difference from continent Europe. 

Now when everyone implements IFRS, so it increases comparability.”-R2 
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“I think that EU’s adoption of IFRS was certainly a good idea. Well, I come from Italy and we had 

quite long accounting history since accounting was invented in Italy in the 15th century. But we had 

very traditional accounting and also it was not really comprehensive, a lot of new things were not 

regulated in the Italian accounting standards. I think we always need an international method which 

to create an international communication, so definitely it is good that we have one now./…/ You 

would not say that you agree with everything IFRS does. But in general sense, I think it is definite an 

improvement relating to the old traditional accounting that we had in Italy.”-R3 

“The EU’s adoption of IFRS standardizes accounting and financial reporting in member states, 

which leads to strong comparability of financial information in different countries, and investors are 

able to understand the performance of each entity. IFRS are more in-depth to leads to substantial 

financial information, and therefore effectively increases the disclosure of financial information. So I 

am very positive about the IFRS implementation.”-R4 

“I support the implementation of IFRS as a worldwide common and consistent basis of accounting. 

The adoption of IFRS across the EU makes sense as it provides a common business language to 

enable best use of resources.”-R5 

All the above quotes present that the endorsement of IFRS in EU is reaching one of the most 

important goals of IASB ( 2011) that “to report high quality, transparent and comparable 

information in financial statements”. R1 believes the adoption of IFRS leads to both better 

accounting quality and information comparability; in R2’s opinion, IFRS is a reporting-based 

standards from more economic view instead of tax-based standards, which benefits to the 

investors’ decision as well as improves the comparability; R3 compares IFRS with Italian GAAP 

and emphasizes the comprehensiveness of IFRS which creates an international communication; 

R4 holds the opinion that IFRS standardizes financial reporting and leads to strong comparability; 

in the view of R5, IFRS facilitates the international business since it provides common business 

language. Therefore, I argue that IFRS has its substantial merits which have been proved in the 

EU context and gained the recognition of European people, stimulating the world wide 

convergence with IFRS. 
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5.2 Accounting Quality 

5.2.1 Earning Management 

With regard to earning management, inconsistent answers were attained. In support with Barth, 

et al. (2008)’s finding that there is decrease in earnings management (smoothing) following firms’ 

voluntary early adoption of IFRS, R1 believes IFRS is negatively related with the earning 

management. In contrast, R3 and R7 holds a different view that IFRS does not change so much 

in earning management. R1, R3 and R7 respectively argue: 

“To some extent the rules and principles in the past with the Belgium GAAP had more alternatives 

for accounting treatment. You could manage your earnings more freely under Belgium GAAP than 

under IFRS, because under IFRS you have less choices and alternatives of accounting policy. But it 

does not mean there is no longer earning management now, there are still options in IFRS and today 

companies are still trying to find a potential or estimation method to build the whole results of 

earnings. But anyway I think it reduces earning management, because of the fact that you have more 

precise and specific accounting principles which leave less room for interpretation.”-R1 

“I don’t think that IFRS has so much influence on earning management. In my understanding, most 

common ways for earning management is about accruals. IFRS does not really change so much in 

that sense comparing to the past. So I don’t think there is much impact.” –R3 

“I compare companies in Germany and in the US, IFRS does not reduce earning management. 

IFRS is more future related and more affected by management judgment; under U.S. GAAP, 

items are more strictly defined without so many judgments and options as they are under IFRS.”-

R7 

Besides, R2 does not give a certain answer. Nonetheless, it is not difficult to find that he believes 

IFRS has positive influence in transparency and comparability, but it still has space to improve 

earning management, since he mentioned the convergence of IFRS with US GAAP will be 

beneficial to the earning management due to the strict definition in earning items of US GAAP. 

Here is R2’s argument: 

“It is good that IFRS makes information more transparent and comparable among countries. At this 

moment, there is a process to bring US GAAP and IFRS differences together and to  complement US 
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GAAP and IFRS with each other. On the international level, I think that will be a very good thing to 

make revenue more strictly defined and everyone has the same definition of revenue, and it will make 

it easier concerning the earning management for companies.”-R2 

Considering the mixed views, one positive (R1), two negative (R3 &R7) and one uncertain 

answer (R2), I conclude that earning management has not been reduced after the EU’s adoption 

of IFRS. From my own point of view, I agree with Ahmed et al. (2010), Callao et al. (2010) and 

Capkun et al. (2013)’s finding that earning management has intensified since the adoption of 

IFRS in Europe. One of the reason is that comparing to previous local GAAPs, IFRS provides 

greater flexibility of accounting choices because of vague criteria, overt and covert options, and 

subjective estimates that are allowed under principle-based standards. What’s more, the greater 

flexibility of IFRS brings about some room for manipulation which also leads to the increase in 

earning management. Besides, lack of clear guidance in implementing IFRS standards with 

flexible accounting choices is another reason for the increase of earning management.  

5.2.2 Value Relevance 

Concerning to value relevance, R1, R4, R5 and R7 hold the same perception that under IFRS the 

accounting information generally reflects more of the firm’s real value and the accounting value 

is closer to the marketing value, which props up Barth et al. (2001), Capkun et al.(2008) and 

Kinsey et al. (2008)’s findings that the adoption of IFRS enhances value relevance of accounting 

information. The respondents state: 

“The accounting value of the firm under IFRS is closer to its true value of the company, because fair 

value is more frequently used under IFRS and almost all items are recognized in fair value in 

balance sheet. But it also depends on the sector. If you take real estate for example, the accounting 

value really reflects market value because almost all the items on the balance sheet are fair value. 

But for industry groups which have assets like machines, we don’t measure the fair value, but the 

cost of depreciation. So the accounting value of the company will be different from and usually lower 

than the market value. So it depends on the sector, but if you want to compare with the past, 

generally I would say under IFRS accounting value is closer to the market value. ”-R1 

 “The value of the company is the underlying capacity to generate cash flows. By virtue of effect that 

the performance is more comparable than it was in previous, and the market value by using the 

whole system for standards in financial reporting provides better information for investors, which 
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may reflect more of the real value and investors are able to make better decisions. That is the 

favorable strength for the market.”-R4 

“As a general statement I would say yes from an outside perspective, since a lot of the disclosure 

around risks was improved in IFRS after 2005. What’s more, There is more transparency and 

fair value measurement.”-R5 

“Yes, because it provides more relevant information. But sometimes it has overload information, 

and it contains too much information that people do not have the time to analyze the details. But 

anyway it gives more relevant information.”-R7 

Distinguishing from R1, R4, R5 and R7, R3 points out that accounting standards and valuation 

are different exercises and valuation should not be the purpose of financial statement. However, 

in the sense of disclosing more information, he believes that IFRS can assist accounting 

information to reveal the potential value of companies: 

“In general, I think accounting standards try to give you the financial position and the financial 

performance of companies, but not try to give you the value of a company. They are different 

exercises. I think IFRS includes some more information about calculating the potential value of the 

company, so in this sense yes, there are improvements. But I don’t think they are able to calculate the 

value of the company precisely only by looking at the financial statements, and I don’t think that it 

should be the purpose of the financial statements.”-R3 

In contrast, R2 holds an opposite view that IFRS does not have positive effect on value relevance, 

since there are still options under IFRS and judgments are still required. R2 argues: 

“IFRS gives more information to analyze. But IFRS is still a reporting standards, but not a corporate 

finance valuation measurer. IFRS also has different options that you can choose. For example, you 

can apply inventory concept to property, plant and equipment, and also in IAS 16 there is an option 

to apply the fair value to property, plant and equipment. So if you have two completely same 

companies, one chooses to use inventory concept and the other one chooses for fair value, you will 

get differences in equity valuation /…/ So concerning to the value of the company, still you have to 

make judgments to get the determination in your financial statements.”-R2 
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Even though it is inaccurate concerning to R1’s argument “almost all items are recognized in fair 

value in balance sheet ” (in fact there are only some items are recognized in fair value under 

IFRS), I agree with him that more items are recognized under IFRS comparing to prior local 

GAAPs. From the above statements of all the respondents, it is observable that more respondents 

believe IFRS has positive relation with value relevance. Consequently, my conclusion is in line 

with Barth et al. (2001), Capkun et al.(2008) and Kinsey et al. (2008)’s findings that though there 

are still options under IFRS, comparing with previous national GAAPs, IFRS generally has 

improvement in value relevance due to its requirement of more and better information disclosure 

and the use of fair value measurement.  

5.2.3 Timely Loss Recognition 

In consistency with most of the previous literatures, such as Barth et al. (2008), that under IFRS 

large loss recognition are more frequently than those applying national GAAP, R1, R4 and R7 

stress that loss recognition is earlier and more accurate under IFRS, their arguments are as followed: 

“Comparing with Belgium GAAP, it is more accurate under IFRS because you certainly have to 

recognize loss earlier, and this is true for almost all the assets with the use of fair value for financial 

assess. Basically the losses have to be recognized as they appear, so I would say yes, it is more 

accurate and more quickly comparing what we used to do under Belgium GAAP.”-R1 

“Companies are able to better assess whether there is underlying loss because of IFRS’s definition 

for some items. Those definitions offer more flexibility and judgment, so in this sense, IFRS can 

define better how we should judge and evaluate in compliance with the Commission.”-R4 

“To some extent, yes. But it also depends on which local accounting policies you compare with.”-R7 

Differing from R1, R4 and R7, R2 and R3 do not give a certain answer. Instead, both of them 

claims that the answer would be diverse depending on different situations and measurements: 

 “Prudence is a very important item in Belgium GAAP. If a loss is realized or expected, Belgium 

GAAP regulated that you have to record it and be very prudent. IFRS also has prudence in its 

conceptual framework, but to me it gives economic relevance more important than prudence. I have 

got impression that profits are higher in IFRS than it was in Belgium GAAP. Therefore, Belgium 

GAAP is very prudent, and IFRS is more economic driven. But it is not always the case, for instance, 



38 

 

IFRS is not allowed for profit smoothing and it is more strictly defined for recognizing provision , 

while in Belgium GAAP it is possible to build up provisions. So I can say both yes or no.”-R2 

“If you take different national GAAP to compare, maybe you would get different conclusions. /…/ In 

current loss, yes, you have more guidance from IFRS to apply, for instance impairment of good will. 

In Italian GAAP, they just recognize impairment of losing value, while in IFRS you would have much 

more precise guidelines about how to do that. But when it comes to anticipating future loss, I think 

that is more political debate. At this point of time, I don’t think IFRS anticipates future losses.”-R3 

Therefore, for the question of loss recognition I obtain three positive answers and two uncertain 

replies. The two uncertain responses counteract with themselves since the respondents give both 

“yes” and “no”. Considering there is no negative answer, I summarize that timely loss 

recognition is improved after the EU’s adoption of IFRS, which props up Barth et al. (2008)’s 

findings. However, I believe that the result is not absolute suitable for all cases, depending on 

which country’s GAAP and in which situation it is comparing with. As R2 and R3 pointed out, 

the Belgium-GAAP focused on prudence, to some extent, it may be more prudent in loss 

recognition than IFRS. In Brauer et al. (2011)’s research, they also do not find evidence that 

IFRS and German-GAAP differ with respect to timeliness loss of recognition. Hence, the 

conclusion is that timely loss recognition is generally but not absolutely positively associated 

with the adoption of IFRS. 

5.2.4 Accounting Quality 

Based on the analysis of the three proxies, both value relevance and timely loss recognition have 

been enhanced with the implementation with IFRS, while earning management has not been 

changed. Since two out of the three proxies are positively associated with IFRS, accordingly I 

conclude that accounting quality has been improved with IFRS. This conclusion is in line with 

the previous research findings, such as Ashbaugh and Pincus (2001), Chen et al. (2008)  and 

Christensen et al. (2008), that positive relationship exists between accounting quality and the 

IFRS adoption. According to the reasoning from the respondents and my own views, the 

improvement in accounting quality could be summarized as follows: 

First, transparency has been improved and more volume of information is disclosed in financial 

statements under IFRS. More aspects of information is accessible for investors to make accounting 
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judgment since almost all accounting topics are covered by IFRS, especially for contract transactions, 

financial instruments, pension accounting, etc., which were not covered under previous local GAAPs. 

Therefore, the improvement of IFRS is to address all these accounting topics and to propose the 

solutions. For example, in most countries there was no information about operating segments in 

financial statements, but now there is IFRS 8 operating segment which impels listed companies to 

implement IFRS operating segment and enhances the quality of reporting. 

Second, IFRS is a developing and dynamic principles responding to the dynamic world we are 

living in. Financial information disclosure is a dynamic process, while local GAAPs were more 

static and did not consider the dynamic process and the complexity of the transactions. The new 

IFRS is responsive to the changing market imperatives in the dynamic world and takes into account 

the development in the financial reporting, the needs of investors and markets, etc.  

In addition, IFRS is developed on a global level which has less bias than locally developed 

standards that are more susceptible to lobbying and national directives. Thus, IFRS is a set of 

globally oriented standards that has been striving to have the substantial capacity to meet various 

countries’ needs. 

However, looking behind the overall improvement of accounting quality, the research findings 

also indicates that accounting quality does not have much progress with respect to earning 

management after the EU’s adoption of IFRS. It could be deduced that moving accounting 

regulations towards high quality accounting standards is not sufficient to enhance accounting 

quality in all aspects. As a matter of fact, even though information users believe that accounting 

information become more helpful for their decision making, the persistence of earning 

management practices probably implies that the intrinsic flexibility in principle-based IFRS does 

not contribute to the improvement of accounting quality. In this respect, the suggestion is that the 

European Commission should devote its efforts towards an additional and detailed 

implementation guide for a correct application of IFRS. Additionally, as R2 mentioned,  the 

convergence of IFRS with US GAAP is also an option to find its way to balance the flexibility 

and rigorousness. 
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5.3 Information Comparability 

5.3.1 Information  Asymmetry 

Most of the findings of previous literatures on IFRS, for instance Daske et al. (2009) and Brochet 

et al. (2011), suggest that there is a general reduction in information asymmetry for firms 

adopting IFRS with corresponding commitment to high quality implementation and interpret this 

as evidence of an increase in the comparability. R1 and R3 agree with this view since they 

believe that IFRS requires more information disclosed by companies. Unlike R1 and  R3,  R2 

addresses information asymmetry based on comparability and transparency will decrease, but 

information asymmetry resulted from un-public information will not change. On the other hand, 

R4 and R7 hold an opposite view that information asymmetry and IFRS are different exercises 

and they are not related. The following are their arguments: 

“Yes, to some extent I think so, because IFRS requires more information to be disclosed by 

companies comparing with Belgium GAAP. So in this sense, it decreases the information asymmetry. 

/…/ However, it is not only about accounting standards to reduce information asymmetry, it involves 

some other actors in the market, such as market regulators.”-R1 

“If you talk to analysts, they always say that they could have more information and process more 

information. But I think the disclosure is clearly improved by IFRS, so yes, the asymmetry of 

information has been reduced.”-R3 

“I don’t believe that IFRS can totally eliminate information asymmetry or insider trading. It 

increases information transparency, maybe from that point of view it decreases information 

asymmetry. But before accounting statement is finalized, a lot of people in company can have 

information and that information sometimes leaks in one way or another outside the company and 

used by people for inside trading. It always exists in each GAAP, it exists in US GAAP, Belgium 

GAAP and also IFRS/…/.Therefore, information asymmetry based on comparability and 

transparency will decrease, but information asymmetry based on un-public available information 

will not change./…/”-R2 

“No. they are two different things. It has nothing to do with IFRS. One is the economic deviant, the 

other one is the application of the framework of standards and regulations. They are not identical in 

any standards, and the standards do not set up your deviant.”-R4 
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“No, I don’t think accounting standards can reduce the information asymmetry, they are not 

related with each other.”-R7 

Thus, according to the two positive answers (R1&R3), two negative answer(R4 & R7) and one 

neutral answer (R2), so no consistent conclusion can be made for information asymmetry. In my 

own view, the adoption of IFRS in EU aims at having better readable and comparable financial 

statements as well as facilitating access to international capital markets, therefore, it requires an 

adequate margin of reliability of accounting information. Many previous studies has shown that 

IFRS has contributed to improved information content and information evaluated under IFRS are 

more relevant and realistic due to the strict rules and the requirement of more detailed 

information to be disclosed (Assidi & Omri, 2012). From this perspective, I agree with Daske et 

al. (2009) and Brochet et al. (2011)’s findings that information asymmetry to some degree has 

been reduced with the adoption of IFRS. However, accounting standards is only one of the 

elements of reducing information asymmetry in the whole business system, more authorities 

should be called for to engage in this revolution, such as market regulators. 

5.3.2 Cost of Capital 

Regarding cost of capital, all of the respondents believe that the adoption of IFRS leads to the 

reduction of the cost of capital. The empirical findings are consistent with Lee et al. (2010) and 

Amstrong et al. (2008)’s research that the endorsement of IFRS lowers information asymmetry 

between firms and investors and thus lead to lower cost of capital. R1 and R2 emphasize that 

IFRS enlarges capital markets, because people use the same standards and they understand 

financial statements and trust each other, consequently leading to lower cost of capital; Moreover, 

like Epstein (2009) and Lambert (2006), R3, R4 and R7 address that IFRS leads to better 

information environment, enhancing the comparability of information and reducing the cost of 

capital. They state: 

“/…/Of course yes. If you use IFRS you have the access to larger range of investors and you can 

invest in all over the world, which is also creating competition between investors or lenders, 

therefore it reduces the cost. /…/ And I am quite sure that IFRS creates confidence for investors to do 

more investments, because under IFRS, they know and understand the information, so they trust each 

other, so I am certainly convinced it reduces the cost of capital. /…/”-R1 
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“Yes. Take the Belgium capital market for example, at the time when I started working we had the 

Belgium stock market and the Bel 20 which was the 20 largest companies in Belgium. Now the Bel 20 

still exists, but the Belgium stock market has disappeared in a larger European market. The new 

standards aim to enlarge European capital market, and that larger European market allows 

companies to have finance at lower rates. /…/And for the larger European market, we need IFRS. So 

IFRS means to enlarge capital market, and the larger capital market leads to lower capital cost.”-R2 

“Definitely I believe that it has improved some information for the capital market, so I understand 

that it should lead to the reduction of the cost of capital./…/ But some people have better accession to 

information and use information they get from other ways. But in generally yes, it is true.”-R3 

“It improves the information environment definitely. /…/ people could understand the financial 

statement, they evaluate your company and they would want to invest, because they know that 

information provided is comparable between sectors and obviously they are able to make better 

judgment. And that enhances the function of the market, and therefore this positively affects the 

capital market and reduces the cost of capital.”-R4 

“Yes. It can reduce cost of capital. Because we can get faster and more information. For 

example, if people from UK want to invest in Germany, they understand the financial statements 

and make better judgments.”-R7 

Cost of capital is a commonly invoked concept, but it is often difficult to measure in practice. As 

it was mentioned in the theoretical chapter, cost of capital is associated with risk of investment 

(Epstein, 2009). Precise accounting information lowers cost of capital because it reduces the risk 

of the asset to be acquired, which implies companies can reduce their cost of capital by 

enhancing the quality and quantity of information provided to investors. The application of IFRS 

could assist companies to achieve this goal through requiring more detailed and faithful 

information to be disclosed. Additionally, as R1 and R2 pointed out that by implying the single 

international accounting standards worldwide, capital market is enlarged since accounting 

information is more comparable and understandable, which leads to competitiveness in the 

capital market and contributes to lower cost of capital. In summation, though it might be difficult 

to measure the precise influence of IFRS adoption on cost of capital, based on the review of the 

previous studies and the respondents’ opinions, I conclude that the adoption of IFRS has a 

favorable impact in many instances on cost of capital. 
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 5.3.3 Analyst Forecast Accuracy 

Concerning to analyst forecast accuracy, the quotes from R3 and R4 underline forecast accuracy 

become higher after the adoption of IFRS, which supports the view of De Franco et al. (2011), Tan 

et al. (2009) and Horton et al. (2010) that analyst forecast accuracy is positively related with the 

adoption of IFRS. R3 and R4 explain that this is due to analysts’ accession to more information and 

improved comparability, which parallels to Horton et al. (2010)’s findings; however, R2 argues that 

forecast accuracy is more related to economic environment rather than financial reporting factors. 

Nevertheless, more positive answers are obtained than negative answers, therefore, I summarized 

forecast accuracy is enhanced after the adoption of IFRS. However, I stress that accounting standard 

is only one of the multiple factors affecting analyst forecast accuracy, there are other factors such as 

economic environment, analysts’ professional knowledge, etc. Here are the arguments of the 

respondents: 

“From certain aspects, probably yes. There could be more information under IFRS and analysts 

could take use of it. But the problem with accounting is that there are always two sides. If there is 

more information; on the other side you would also have confidential information. So of course 

analysts still need to make their own assumptions to disclose the forecast.”-R3 

“Definitely positive effect on forecast accuracy. It increases comparability of the financial 

information and analysts have access to more information, so they can make better judgment and 

they can compare the information. They understand the investors, so it is positive.”-R4 

 “No. I don’t believe that. Forecast accuracy is not really dependent on financial reporting factors. 

IFRS is financial reporting standards, but forecast accuracy is related more with economic 

environment and the knowledge of the business in the sector itself. When I was working in Hansen 

Transmission International, that was an energy sector with wind energy to generate electricity. In 

2008, before the global financial crisis started, everyone believed that there would be growth in the 

sector 25-35% each year. In 2008 the financial crisis started, everyone in this sector still believed 

that it would not affect the green energy sector and they still were making the forecast for future 

which grows at 25-35%. But it turned out it was at 10- 15% negative instead of positive growth. So it 

is more related to economic environment, not financial standards.”-R2 
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5.3.4 Information Transfer 

Regarding to information transfer, all the respondents express consistent and positive answers 

since they all believe that under IFRS information is more comparable by using the single set of 

international standards and that makes it easier for transferring information. Those views are in 

line with Yip and Young (2012)’s opinions that “An important condition for information transfer 

through earnings announcements is comparable accounting earnings.”. Hence, I conclude IFRS 

adoption is favorable for information transfer, which supports Wang (2011), Yip and Young 

(2012)’s findings that there are larger information transfers under the IFRS adoption. Here are 

the respondents’ views: 

“We all apply the same rules, and therefore you can compare the profit among countries, so it 

clearly improves comparability and stimulates the information transfer. And there is no doubt about 

this.”-R1 

“Yes. It is the same thing, everyone has the same reporting basis, so it becomes more comparable. 

Then it is easier to transfer information. But still you have a lot of options to choose in IFRS, and 

that decreases transparency. ”-R2 

“Yes, of course the information transfers become larger, because we have IFRS and we also have 

technological developments. But actually the transmission of information is very much linked with 

technological developments. We have internet and it is easier to transfer information. As well, the 

fact is that we have accounts comparable now to make it easy for people to look at them and 

understand them without making some kind of adjustments.”-R3 

“Yes, information is more comparable among member states because they base on the same 

framework with structures and standards. For example, when I look at the bank in Portugal or a 

bank in Spain or in UK, statements are comparable since they have been adopted within the same 

framework and standards and been approved by EU, so different member states can have different 

companies that can gain the same access based on the framework initiated by the EU.”-R4 

5.3.5 Cross-country Investment 

Paralleling to Defond et al. (2010)’s findings that improved financial statement comparability is 

related with increased mutual fund ownership and cross-border investment, R2 and R4 hold the 

view that cross-country investments have become more due to the enhancement in information 
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comparability with IFRS adoption. R1 and R5 explain the reason of the reinforcement of cross-

country investment is the adoption of IFRS makes the financial reporting more understandable 

and brings confidence in investors. I agree with their views, because the fact in Europe before 

IFRS was some investors and information intermediaries did not have enough resources to 

familiarize with local GAAPs, which created entry barriers to investment in foreign stocks. The 

implementation of IFRS dissolves this barrier and provides a single set of understandable 

standards for the investors which strongly benefits the cross-border investment. And since the 

question regarding to whether IFRS adoption is beneficial to cross-country investment obtains 

“Yes” from all the interviewees, I summarize that IFRS adoption is positively related to cross-

country investment. This conclusion is also in line with Defond et al. (2010), Florou and Pope 

(2009) and Bruggemann et al. (2011)’s research findings. Here are the respondents’ reasoning: 

 “Yes, because investors understand and trust the financial information under IFRS. It is exactly like 

language, if you go to China and you don’t speak Chinese but only English or French, it would be 

difficult to understand each other. If you don’t speak the language which is understood by your 

counterparty, it would be difficult to trust you. So clearly this is the reason.”-R1 

“Yes. I already talked about enlarging European capital market, and that answers your questions. It 

also really increases comparability and transparency. ”-R2 

“Yes, but it is difficult to measure how much IFRS has contributed, since we have been closer 

relations because of European Union and also there are less barriers for exchanging capital, so all 

of these have made it easier for investing aboard. That’s why it is difficult to say how much it is 

related to IFRS, and how much is because of change of legislation and regulation./…/”-R3 

“Yes, I would say because they use the same standards and it is comparable, so they can invest in 

different markets since they understand better the information. So companies could have more 

diverse portfolio.”-R4 

“Probably yes, it gives investors greater confidence in understanding the numbers, however it is 

only one component,  regulatory oversight and auditing standards are also important.”-R5 

5.3.6 Comparability 

It is evidently that there is a positive association between the adoption of IFRS and comparability, 

since four out of five proxies- cost of capital, analyst forecast accuracy, information transfer and 
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cross-country investment- obtained affirmative answers. Only for information asymmetry, 

unclear evidence was found because respondents’ opinions vary between each other. Therefore, I 

conclude that the EU’s adoption of IFRS is beneficial to information comparability. This 

conclusion strongly props up the results of previous researches, for instance Brochet, et al. (2011) 

and Yip and Young (2012), that mandatory IFRS adoption leading to enhanced comparability. 

Based on the respondents’ perceptions and my own point of view, there is significant 

improvement in comparability in EU countries by comparing the situation under IFRS with it 

was under local GAAPs. Before IFRS, EU countries had various ways of expressing financial 

performance and financial position, and it was difficult for investors to manage especially in 

international transactions and investments. The development of this international standards 

unifies accounting for business and investments, and further results in “a significant change in 

the value and quality of information and the nature of business management” (Assidi & Omri, 

2012). Consequently, the EU’s adoption of IFRS standardizes accounting and financial reporting in 

member states and leads to strong comparability of financial information in different member states, 

and investors are able to understand the performance of each entity and compare financial 

information with the same criteria and standards. Furthermore, IFRS provides a common basis for 

international business. This is one of the objectives of IFRS and it has perceptibly achieved that. 

Hence, I believe that the adoption of IFRS across the EU is successful as it provides a common 

business language to enable to optimize the use of resources and creates a platform and a 

common understanding of what numbers in financial statements represent, which establishes the 

confidence of investors to do more cross-country investments. 

Overall, the empirical findings indicate that the EU’s adoption of IFRS generally improves 

information comparability. However, whether IFRS lowers information asymmetry is still 

debatable, which implies IFRS adoption is not sufficient to achieve a full enhancement in 

comparability in the EU. As R1 and R2 expressed, the elimination of information asymmetry 

cannot only rely on the endorsement of high quality accounting standards, but also calls for other 

actors to be involved in the market, such as market regulators or other organizations which 

specialize in tackling with information asymmetry and inside trading. Therefore, to achieve an 

entire enrichment in information comparability, while keeping the effort on the endorsement of 

IFRS, the EU should also strengthen its actions in the related areas such as marketing regulation 

to ensure a healthy economic environment for the implementation of IFRS. 
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5.4 Implication for China 

Regarding to the benefits of the convergence of IFRS to China, all the respondents stress that 

IFRS could enhance the accounting quality and information comparability, thus further facilitate 

Chinese investors to invest in foreign countries as well as attract more investors to China. R1 

believes that the success in Europe could stimulate China to realize the benefits of IFRS and 

push China’s convergence towards IFRS; R3 emphasizes on the fact that IFRS is a set of global 

level standards which attempts to get the best for all the world, therefore IFRS is a high quality 

standard that could be helpful for China in accounting quality and comparability; R4 and R6 

believe that the convergence with IFRS could lead to positive effect on China’s capital market, 

and thus attract more investment from foreign countries. Here are their arguments: 

“European experience is interesting for China to consider the decision to adopt IFRS. In Europe, I 

believe that accounting quality and information comparability has been enhanced, which to some 

degree could encourages China’s convergence with IFRS.”-R1 

“If China wants to adopt IFRS, it would be very helpful for enhancing its comparability and assisting 

the investments in other countries as well as attracting more investors to China.”-R2 

“IFRS would be absolutely helpful for china in accounting quality and comparability. Comparability 

is for sure; for quality I cannot say sure because I don’t know the details about Chinese GAAP. In 

general sense, IASB is a global organization which is really trying to make effort to get the best for 

all the world when they make new standards, and I think that is an important mind set, because it is 

not enough for the people in London say and do what they want and ask other people to follow. I 

really think in the last years IASB has really tried to reach out and learn from different countries. 

/…/ therefore, I think the quality of IFRS is for certain.”-R3 

“I believe that the Chinese regulators should embrace the challenges of the implementation of IFRS, 

because it would allow more investors to the Chinese market. It is a simple reason behind it, you 

have the capability of judging the information in financial statements to decide whether you should 

invest. Malaysia and Singapore have followed IFRS, and Chinese can see that the credibility of the 

market that can be improved by IFRS because everybody understands well the financial statements. 

Therefore, it would be very positive effect in my view, for the Chinese capital market.”-R4 
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“The advantage of the convergence with IFRS is Chinese companies can compare their financial 

statements with foreign companies and get to know and learn the international environment for the 

industries. In addition, it can attract more investors to China, since they understand the financial 

statements of Chinese companies.”-R6 

Concerning the question of whether experience of EU’s adoption could be helpful for China’s 

convergence I got different answers basically from the European side and Chinese side. R1 and R2, 

who are from European countries believe that the experience of EU could be valuable for China to 

learn. R1 articulates from a perspective of balance between using globally understood standards and 

the loss of legislative power, he argues that EU has made an excellent example for China to emulate 

how to deal with the balance; R2 stresses that the conversion process of IFRS and related knowledge 

in Europe could be utilized as reference for China. 

“it is always a question about balance, the balance between, on the one hand, using financial 

information and accounting rules are fully understood and accepted by capital market over the world; 

on the other hand, if you give the power to IASB to determine the accounting rules in china, you 

would lose legislative or legal power in terms of accounting rules. Of course this used to be a 

concern for Europe as well,  there is a balance be found the way how Europe deals with this concern 

and the adoption process. I think to some extent EU has a good process because it puts some 

pressure on IASB to consider the European view in developing the new standards, at the same time, 

it ensures Europe to apply almost all of the rules/…/. Again, it is like language, if you are allowed to 

speak dialect, meaning it is not Mandarin you are speaking, but a local version of Chinese since 

you’re allowed some exceptions to the general rules. And of course, it is likely that your counterparty 

will not understand you or trust the financial statements you give. So it is a question of balance, and I 

understand there are also some political aspects that a country needs to be prepared to give the 

power of producing accounting rules to an external body that you are not controlling. This is a 

choice to be made. But I strongly believe that accounting has such a nature of producing qualitative 

information, it is better not to reach some political national objectives. /…/ I think China certainly 

can learn from the EU experience, which is not always easy especially with financial instruments. 

But anyway I think it is very positive. So yes, the European experience is relevant for those countries 

like China or US to find the right balance between the two concerns I mentioned. ”-R1 

“China can also find a lot of people in Europe who have already made the conversion process and 

are really used to it. The knowledge is there and already exists. I know China national GAAP is 
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really moving towards IFRS, /…/ and producing more useful, economic reporting that we are used to 

it. Before it was really like tax-based regulation. I think China can find a lot of recommendations, 

information if they want do it, like Singapore did.”-R2 

Contrary, R5 and R6 who are from China side hold opposite opinions with the belief that CAS 

has been updated with huge progress which is already very close  to IFRS. Additionally, they 

believe that China has different national situation compared with Europe, the principles which 

are suitable for Europe does not mean it corresponds to China’s national situation. Here are their 

statements:  

“The basic principles of CAS and IFRS are the same and a number of standards are almost word 

for word – the differences are well known and for the most part not material – China has made 

great progress. Honestly, I think China is much further along the road also the route is more 

straight forward as the current standard is common – unlike EU where many different local 

GAAP's where in place. The current convergence is on plan and can be seen by the acceptance 

on a number of stock exchange of CAS.”-R5 

“I think the whole accounting policy in China has changed and has not so much difference with IFRS. 

Because after China adopted the new national GAAP in 2007, most of the standards has been 

updated with huge changes. The purpose of the changes is to be closer to the IFRS and fulfill the 

commitment to WTO. Therefore, I think the Chinese national GAAP is very similar to IFRS. Due to 

our national situation, we may still have some differences from IFRS. For example, Some countries 

like US and Europe have very active capital markets, so they can adopt fair value; however, the 

Chinese capital markets are managed by government to a great extent and are not very active, so 

they cannot adopt fair value so frequently like other countries. This is considering about the national 

situation. I think it has already achieved the convergence with IFRS to some degree.”-R6 

Concerning whether China should emulate EU’s example to adopt IFRS or keep its national 

GAAP which is similar to IFRS, R1, R3, R4 and R7 insist on one single accounting principle and 

argue China should adopt IFRS along with the global trend; while R2 argues China could use 

either of them, but from a long-term run and an international perspective, it is still better to adopt 

IFRS.  
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“There are some discussions about some countries should adopt IFRS or not, I think this is the top 

priority to keep in mind to make sure that accounting properly reflects the reality. And I believe if 

IFRS is used everywhere, it will be understood everywhere. It is a bit like English, if there is no 

English, we could not speak today. And this is exactly the same for accounting rules. /…/”-R1 

“There is always something that is very similar but not completely similar. Every time when there is 

difference, lawyers and people try to go to the differences and take advantage of the differences. In 

my opinion, for principle it is better to have a single type of standards for everyone. There can be 

very few exceptions. Maybe in China, there is a very specific transaction which is not the cases in 

any other places in the world, because of the specific traditions and legislations. But it should be 

really exceptional cases. In generally, I prefer to have IFRS adopted everywhere.”-R3 

“Countries should not set up their own standards and claim to be similar with IFRS, because that 

could create doubts and people need to understand the differences. In that case, investors don’t fully 

understand what they are actually applying for the financial statement. In my view, it is not a good 

example to follow. Instead what I suggest is that Chinese change the mind frame and try to adopt 

IFRS fully which is defined by the IASB, therefore there will be no doubts in anybody’s mind.”-R4 

“Yes, I definitely think so. If Chinese companies only do local business, I would say it is no 

necessary. But more and more Chinese companies are becoming international and doing global 

business, it definitely needs IFRS.”-R7 

“I think China can choose either adopting IFRS directly or keeping its own accounting regulation. It 

would be very useful for Chinese public to choose an accounting standard workable for Chinese 

capital market. China is a very large country, so it can choose a standard that works in China’s own 

capital markets. But in a longer term run and in an international context, it would be more useful to 

choose international GAAP, like IFRS for example. /…/”-R2 

In contrast, R6 does not agree with European experts’ perceptions, instead R6 believes that CAS 

is already very close to IFRS and the differences are inevitable because of China’s special 

national circumstances. Thus, China should keep its national GAAP rather than fully adopting 

IFRS. 

 “According to China’s national situation, it is impossible to fully adopt IFRS, because full adoption 

of IFRS and frequent use of fair value will lead to a lot of financial frauds in China. Under fair value, 
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different people may give different valuation for the same asset with manipulation. /…/ I think 

China’s convergence of IFRS is actually forced by the international situation and the requirement of 

WTO. But it does not mean that it is suitable for China’s national situation, since China does not 

have a sound market economy foundation or enough professional accountants with good working 

skills to make judgments, and it has different legislation system from western countries as well. For 

China, I think it easily creates frauds and the manipulation of profit.”-R6 

Consequently, two conclusions have been exposed: First, with the confidence in IFRS which is 

probably gained from the EU’s success in the adoption of IFRS, all the respondents believe that 

the convergence towards IFRS would also benefit China’s accounting quality and information 

comparability, thus increasing investment to foreign countries as well as bringing more foreign 

investors to China. Second, the analysis has shown different views from European side and 

China side about whether the experience of EU’s adoption could be helpful for China and 

whether China should emulate EU’s example to adopt IFRS or keep its own national GAAP 

which is similar to IFRS. Respondents from Europe generally believe China should learn the 

experience from EU and follow the global trend to adopt IFRS as a single set of standards; while 

respondents from China side argue CAS is already very close to IFRS and the few differences 

are inevitable since China has its own national circumstances which is different from European 

political and economic environment, therefore it should keep its own national GAAP.  

As I analyzed in the background chapter, there are still differences between CAS and IFRS, for 

instance, legal status, accounting elements, the reversals of asset impairment, non-current assets 

held for sales and discontinued operations, etc. What’s more, one of the key features of IFRS is 

the rise of fair value, contrarily, for CAS book value is utilized as the basis for accounting to 

avoid manipulation, which totally diverges with IFRS. Thus, I argue that even though CAS has 

make great progress to convergence towards IFRS, essential differences still exist between the 

two standards. 

Considering the reasoning given by the Chinese experts is China has special national situation 

comparing with Europe, I analyze the situation in China and the possible obstacles mentioned by 

R5 and R6 for the convergence with IFRS in the following texts. 

First, China is lack of sound market economy foundation for fully implementing IFRS. 

According to R6’s explanation, solid market economy foundation is the main basis for 
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implementing IFRS and western developed countries have achieved it. Comparing with western 

developed countries, China has weaker capital markets, less mature international trading 

development and less multinational companies, etc., which creates huge obstacles in the 

convergence way towards IFRS, indicating China does not possess the basic conditions and 

therefore could not fully adopt IFRS.  However, globally there are not only western developed 

countries which have adopted IFRS, but also a lot of developing countries, such as Kenya, 

Nigeria, El Salvador, South American countries, etc., whose economic conditions may even not 

be paralleled with China. There is no doubt that the adoption of IFRS is a huge task and a big 

challenge, and its revolutionary impact requires a great deal of decisiveness and commitment. 

Thus, a countrywide intensive capacity building program to improve the current conditions, 

further facilitate and sustain the process of adoption is needed. By giving the reason that China 

does not have the basic conditions is unacceptable, since the conditions could be built and 

improved to meet the requirements with strong determination. China is actually playing 

significantly important economic role in the global platform, it definitely has the capability to 

embrace the challenge and build the foundation to facilitate the full adoption of IFRS. 

The second reason R6 gave is accountants do not possess qualified skills to make professional 

judgments. It is true that IFRS is more principle-based standards which need more judgment 

from accountants and China is in shortage of accounting profession. However, this should not be 

an excuse to not adopt IFRS, instead it is a good chance to call for in the improvement of 

accounting practitioners’ skills and impel companies to take steps to improve accounting 

employees’ knowledge gap. Furthermore, with the development in both economic and education 

in China, companies have much higher requirement for recruiting new accountants (most of the 

companies require at least bachelor degree to be an junior accountant for graduates). As a result, 

accountants are actually much more educated than ten years ago in China.  

Third, R6 point out that there are huge difference in legislative system between China and 

western countries. It is true, For example, a lot European countries predominantly use the 

balance sheet and focus on anticipating the future cash flows of a firm; while China mainly use 

income statements, since the law regulates that profit is a judgment index to decide a company to 

be listed or unlisted. Thus, to some extent it ignores the quality and function of the balance sheet, 

which indicates China does not have a sound legislation environment. However, as analyzed 
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above, it is an opportunity to push China’s legislation system to improve to adapt to the new 

economic environment, rather than using it as an excuse to avoid the full adoption of IFRS. 

Fourth, frequent use of fair value does not fit for China’s situation. In my point of view, 

accounting is just a way to express reality and report the situation of the reality. So it should not 

be used to achieving any goal, as the other experts expressed it is just like language to express 

financial reality. Therefore, The only task concerned is that the same language expresses the 

reality properly, rather than searching for other goals. Government would not change accounting 

rules to stop using fair value only because the market is bad today. Thus if the situation is bad, 

accounting shall reflect the situation as it is. R6 argues that the frequent use of fair value in 

China would lead to accounting frauds. Actually accounting frauds happen everywhere, no 

matter under IFRS or local GAAPs, under historical-based accounting or fair value measurement. 

Take Enron, World Cam for example, those accounting scandals happened under US GAAP. 

Hence, concerning  to accounting frauds, it is more related to corporate governance and 

management, rather than accounting standards. Therefore, it is not the reason to refuse the 

adoption of IFRS.  

Based on the above analysis, all of R6’s arguments fail to carry conviction. The truth is every 

country has its special context, to apply IFRS revolutionary efforts are needed to change the 

previous system and build the basic foundation to adapt to the new standards, rather than finding 

a numerous of reasons to avoid it. I agree with R5’s view that unlike EU where many different 

local GAAPs were in place, the route of China is more straight forward. This definitely indicates 

an advantage for China’s convergence toward IFRS, since China would not need to take into 

consideration of the various culture, legislation systems, different economic development level 

as EU had to deal with, in this sense the convergence road for China would be easier. Therefore, 

I argue that the IFRS ship is already making its way around the world as a single set of high 

quality global accounting standards, the adoption of IFRS is necessary under such worldwide 

trend. It is necessary for China,  Russia,  US, and the whole world. 

5.5 Summary of This Chapter  

According to the empirical findings and analysis in this chapter, I conclude that both accounting 

quality and information comparability in Europe has been improved after the EU’s adoption of 
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IFRS in 2005. Furthermore, it is expected that the convergence of IFRS would also enhance 

China’s accounting quality and information comparability, and favor Chinese capital markets. 

However, there are mixed findings about whether China should emulate EU’s example to adopt 

IFRS or keep its own national GAAP. For the controversies, I deliberately analyzed the 

arguments from the Chinese experts and found none of those arguments are admissible. 

Additionally, the conclusions for the first research question that the EU’s adoption of IFRS has 

improved accounting quality and information comparability strongly support my argument that 

IFRS is driving the revolutionary world of accounting with over 120 countries, it is necessary 

and it is also the time for China to fully engage in this revolution. 
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6. Conclusion 

This thesis has attempted to examine whether the adoption of IFRS improves the accounting 

quality and information comparability of the EU countries’ accounting reporting, as well as its 

implication for China’s convergence of IFRS. The study used qualitative semi-structured 

interview to attain the primary data. Based on prior literatures, the accounting quality proxies 

applied were earning management, value relevance and timely loss recognition. The findings 

were mixed with two out of three proxies (value relevance and timely loss recognition) of the 

qualitative results indicating that accounting quality has been improved after the  EU’s adoption 

of  IFRS while the other proxy (earning management) indicated quality had not been changed, 

leading to the conclusion that accounting quality has been improved with the implementation of 

IFRS within EU. These findings are in line with the results with some of the previous studies, 

such as Ashbaugh and Pincus (2001), Chen et al. (2008), Christensen et al. (2008) and many 

others where they reported positive relationship between accounting quality and the IFRS 

adoption. There are also previous studies with opposite studying results, for instance, Panaanen 

(2008), Hung and Subramanyam (2007) and Van Tendeloo and Vanstaelen (2005) did not find 

any evidence of improvement in accounting quality, which is due to various research 

backgrounds with different economic environment and diverse enforcement and compliance 

level. Notwithstanding, under the European context, this study has proven that accounting 

quality has been enhanced with the EU’s strong and full enforcement with IFRS. 

Concerning to information comparability, five proxies- information asymmetry, cost of capital, 

analyst forecast accuracy, information transfer and cross-country investment- were applied to 

measure whether information comparability has been enhanced after the  EU’s adoption of IFRS. 

With four out of five proxies (cost of capital, analyst forecast accuracy, information transfer and 

cross-country investment) implying a positive relation between IFRS and information 

comparability, while the other one (information asymmetry) with no clear result because of 

various answers attained between each respondents,  I conclude that information comparability 

has been improved with the EU’s endorsement of IFRS. This conclusion is in consistency with 

most of the previous studies, for instance, Brochet et al. (2011) and Yip and Young (2012) who 

stress that mandatory IFRS adoption leading to enhanced comparability. Therefore, 

comparability, as one of EU’s intentions of adopting IFRS, has been achieved undoubtedly. 
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With the confidence in IFRS which is gained from the success of the EU’s adoption of IFRS, all 

the respondents hold a coherent opinion that the convergence towards IFRS would benefit China 

in accounting quality and information comparability, and further lead to more international 

investments. This finding is coincident with Lee et al. (2013)’s research result that the IFRS-

converged CAS has increased significantly value relevance of earnings and further suggests that 

the convergence towards IFRS has enhanced the informativeness of reported earnings and led to 

more cross-country investment. However, when it comes to the question whether China should 

emulate EU’s example to adopt IFRS directly or keep CAS which is similar to IFRS, mixed 

findings were obtained: European experts emphasize the experience of EU’s adoption of IFRS 

could be relevant to China’s convergence with IFRS in various ways and China should adopt 

IFRS by following the idea of one single set of accounting principles; while Chinese experts 

insist on the national differences from European countries and believe China should take its own 

way as it does in other areas such as in politics. By deliberately analyzing the arguments from the 

Chinese experts, I found all of the arguments were untenable. As several European experts 

mentioned, it is important to understand that accounting principles are languages, which should only 

be used to communicate worldwide and expose the reality rather than achieving any other goals. 

Considering the success of the EU’s endorsement of IFRS in enhancing accounting quality and 

comparability, the conclusion is that China’s adoption of IFRS is necessary since IFRS is already 

making its way around the world as a single set of high quality standards. As Yongtu Long at 

Deloitte Touche World Meeting 2007 stated “China and the rest of the world are all sailing on the 

same ship. When everyone is working to keep that ship on course, only then can we be safe.” 

Concerning to the special national situation mentioned by the Chinese experts, I believe the gap 

of the convergence towards IFRS could be filled by countrywide intensive capacity building 

programs and suggest China focus on working in the following areas: First, since China utilizes 

CSA as both accounting principles and accounting theories without complete accounting theories 

as guideline, it is unfavorable for its extensive convergence towards IFRS. Hence, China should 

gradually establish a set of framework structure of financial accounting theories to support the 

regulation of the accounting practice. In addition, it would be good for China to emulate and 

absorb international accounting theories and practices to develop its own theoretical system. 

Second, high quality standards needs high quality supervisory system to ensure its substantial 

implementation. In US, SEC is an important part of supervisory system to protect investors and 
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maintain fair, orderly and efficient markets. The former IASB chairman said, strict supervision 

and auditing is the condition to ensure the complete endorsement of IFRS. Furthermore, frequent 

use of fair value under IFRS is a huge challenge to China’s capital market, a complete 

supervisory system is urgently needed to avoid accounting frauds and make sure the 

implementation of accounting standards. Third, it is necessary for China to actively participate in 

the formulation of IFRS in combination with the actualities of emerging market economies and 

transition economies and start an accounting dialogue with EU, USA, Asia-Oceania countries, 

impelling the development in accounting and enhancing China’s influence in the international 

accounting platform. Last, China should establish sound training mechanisms for accounting 

practitioners, since the  professionalism of accounting practitioners exerts great influence on the 

accounting international harmonization. The endorsement of IFRS has high expectation on 

accounting practitioners’ professional skills since the principle-based characteristic requires 

much more judgment comparing to the national local GAAPs. However, as the Chinese experts 

mentioned, the professionalism of accounting practitioners in China has not reached the required 

level which is creating an obstacle for the convergence towards IFRS, thus it is necessary to set 

up sound training systems to enhance accountants’ professional skills. 

Reflection 

Overall, this study concludes that accounting quality and information comparability have been 

improved since the EU’s adoption of IFRS, and it is the time for China to take steps to build 

intensive programs to enhance the capacity of the adoption of IFRS, so that it could adapt to the 

global trend of one single set of accounting principles.  

Retrospect to this study, I find that some of the responses from the interviewees did not give 

sufficient reasoning to their opinions, which limits the analysis to give deeper insight into the 

problem. So during the interviews, if I had made detailed inquiries to the answers from the 

interviewees, richer responses and more profound results could have been gained. Besides, the 

beneficial impact of IFRS adoption on accounting quality and information comparability could 

be various associated with different interpretation and implementation level of IFRS in different 

countries. It is like English, even though English is a globally-used language, with different 

accents and slangs, people may interpret the same word in various ways. Thus, more accurate 

and precise results could be obtained if the interpretation and implementation level of IFRS have 
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also been taken into consideration in this study. Additionally, during the studies I find that on 

one side, Chinese government wishes to converge to IFRS; on the other side, it seems like 

Chinese people believe the new CAS is enough. Therefore, I wonder whether Chinese people are 

really striving for the convergence towards IFRS. For the government, I believe that Chinese 

government would not like to give away the legislative power. But because of global trend of 

economic development, China has no choice but to be coherent with IFRS, thus Chinese 

government came up with the new CAS which is similar to IFRS but not exactly the same. For 

Chinese people, I believe it is the same as in other political areas, a lot of people leave the 

responsibilities to the experts and follow the government’s decision without doubting it. Under 

such circumstances, the movement to the adoption of IFRS in China would be a huge task and 

challenge.  

Suggestions for Future Research 

This study has been carried out by interviewing seven IFRS professionals in which only two of 

them are from China. Due to the time and cost barrier, I was unable to do more interviews with 

Chinese experts. Therefore, a similar study is strongly recommended to carry out by taking more 

samples from China side. Additionally, it would be interesting for further researches to study the 

impact of the adoption of IFRS on accounting quality and  information comparability in the 

emerging markets. Furthermore, this study used qualitative semi-structured interview to gain 

primary data, further studies are recommended to carry out quantitative research method by 

using mathematic analysis to verify the results in this study. 
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Appendix: Interview Guide 

Interviewee: 

Full Name:                                                                  Gender: 

Questions: 

1. Which company/organization/academic unit are you working in? 

2. What is your profession within the company/organization/academic unit?  

3. How long have you worked for the company/organization/academic unit?  

4. What is your first impression of the European Union’s adoption of IFRS? 

5. How do you think the adoption of IFRS affects earning management? Does earning smoothing 

increase or decrease under IFRS? Why?  

6. How do you think IFRS affects value relevance of accounting information?  

7. What is the influence of IFRS on the timely loss recognition? Is it become more accurate than it was 

before the adoption of IFRS? Why? 

8. How do you think the impact of the adoption of IFRS on the accounting quality? Please 

explain in comparison with the national accounting regulations. 

9. Do you agree that under IFRS information asymmetry is reduced? Why do you think so?  

10. Do you think the adoption of IFRS reduces the cost of capital? Why? 

11.  Does the enforcement of IFRS positively affect analyst forecast accuracy? Why? 

12. Do you think the information transfers across countries become larger under the adoption of 

IFRS than before? Why? 

13. What do you think about IFRS contributes to greater cross-country investments? Why do you 

think so?  
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14. Does the adoption of IFRS increase the comparability of financial statements across 

industries and countries? Please explain. 

15. Do you think the convergence of IFRS could benefit China’s accounting quality and 

information comparability? Why? 

16. Do you think the experience of EU’s adoption of IFRS can be helpful for China’s 

convergence with IFRS? If yes, in which way? Please explain why. 

17. Do you think if China should emulate the example of Europe to adopt IFRS directly? Or you 

think China should keep its own national accounting regulation which is very similar to IFRS but 

not exactly the same? Why? 

18. Is there anything you further would like to add, develop or emphasize of your answers? 


