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ABSTRACT

We examine the effect of mandatory InternationahaRtial Reporting
Standards (‘IFRS’) adoption on firms’ informationironment. We find that
after mandatory IFRS adoption consensus forecastsedecrease for firms
that mandatorily adopt IFRS relative to forecasbrsr of other firms. We also
find decreasing forecast errors for voluntary adogtbut this effect is smaller
and not robust. Moreover, we show that the magaitoidthe forecast errors
decrease is associated with the firm-specific tefiees between local GAAP
and IFRS. Exploiting individual analyst level datiad isolating settings where
investors would benefit more from either increasedhparability or higher
quality information, we document that the improveme the information
environment is driven both by information and conapdity effects. These
results are robust to variations in the measuremeinformation environment
quality, forecast horizon, sample composition arebts of earnings
management.
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DOES MANDATORY IFRS ADOPTION IMPROVE
THE INFORMATION ENVIRONMENT?

1. INTRODUCTION
According to proponents of International FinancRéporting Standards
(IFRS), publicly traded companies must apply a lsinget of high quality
accounting standards, in the preparation of tha&nsolidated financial
statements, in order to contribute to better fumitig capital markets
(Quigley [2007]). IFRS has the potential to faeilé cross-border
comparability, increase reporting transparency,refese information costs,
reduce information asymmetry and thereby increase {tiquidity,
competitiveness and efficiency of markets (Ball &) Choi and Meek
[2005])*

These potential benefits rely on the presumpti@t thandatory IFRS
adoption provides superior information to marketipgants and/or increased
accounting comparability compared to previous anting regimes. However,
to-date there is little and often conflicting enigat evidence that this is the
case. Moreover, while all of these potential besefirovide a persuasive
argument for IFRS adoption, the costs associatéd suich a transition cannot
be ignored. For example, Ball [2006] notes that fie value orientation of
IFRS could add volatility to financial statementsthe form of both good and
bad information, the latter consisting of noise ebhiarises from inherent

estimation error and possible managerial maniparati
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Whether harmonisation will actually be achievedlso currently up
for debate with many commentators arguing that $laene accounting
standards can be implemented differently (Kvaal Wotes [2010]; Schipper
[2005]). In the absence of suitable enforcementhaeisms, real convergence
and harmonisation is unlikely, resulting in dimimesl comparability (Ball
[2006]). Cultural, political and business differescmay also continue to
impose significant obstacles in the progress towattis single global
financial communication system, since a single dfeadccounting standards
cannot reflect the differences in national businpssctices arising from
differences in institutions and cultures (Armstragtgal. [2009]; Soderstrom
and Sun [2007]). Incentives might also continueldéminate the effect of any
standards (Bradshaw and Miller [2007]; Lang et[2D06]). Even with high
quality standards, such as IFRS, there is stiitla of relatively lower quality
accounting if firms have incentives and opport@sitto manipulate (Leuz et
al. [2003]).

In this paper we investigate what attributes of 3R any, cause the
improvement in the information environment for fsm Prior and
contemporaneous studies investigating the impactiFB{S on analysts’
forecasting ability has generally found that analferecast errors have
significantly reduced following voluntary adopti@f IFRS (Ashbaugh and
Pincus, [2001]; Ernstberger et al. [2008]; Hodgakral. [2008]; Bae et al.
[2008]) and, for certain groups under mandatorypéida of IFRS (Wang et

al. [2008]; Byard et al. [2009]; Preiato et al. (&); Cotter et al. [2010]; Tan
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et al. [2009]; Glaum et al. [2010]). However, itdgficult to establish from
these results the actual causes for such improwsmemhat is it about IFRS
adoption that increases forecast accuracy? In phaigser we specifically
consider and directly test whether this observedebieis due to IFRS
providing higher quality information and greatemngmarability or simply that
IFRS affords managers greater opportunities to geartaeir earnings and
hence meet analysts’ forecasts.

We find that, following the transition to IFRS, ntiatory adopters’
forecast accuracy and other measures of the quafitghe information
environment increase significantly more relative tmn-adopters and
voluntary adopters. Unlike prior studies we do fimad that voluntary adopters
benefit significantly more from mandating IFRS tela to mandatory
adopters (Daske et al. [2008]). To isolate thectftd mandatory adoption we
control for time-varying and persistent unobserediim characteristics that
affect forecast accuracy. We also control for indugear and country-year
effects to mitigate any industry and country-widbamges in forecast
accuracy. The results are robust to alternativedgnt variables, samples of
control firms, and forecast horizon choices.

We also find, by holding constant any informatidfeets of IFRS and
allowing comparability effects to vary, that thelease in forecast accuracy is
driven in part by comparability benefits of IFRSo Test this directly we
consider three groups of analysts. First, analgeigering firms that report

under a single local GAAP (for example UK GAAP) &&f mandatory
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adoption and after mandatory adoption some firmgcbwo IFRS but other
firms continue to report under local GAAP. For themnalysts, we expect
accounting comparability to decrease. Second, atglgovering firms that
report under a single local GAAP before mandatodpption and after
mandatory adoption all firms switch to IFRS. Foedé analysts, we expect
accounting comparability to remain the same. Thamklysts covering firms
that report under multiple local GAAP (for exammeme firms use UK
GAAP and other firms Spanish GAAP) before mandasmtgption and after
mandatory adoption all firms switch to IFRS. Foedé analysts, we expect
accounting comparability to increase. We expect, tlhanformation effects
exist for mandatory adopters, they are going toebemll three groups of
analysts. To eliminate the possibility that an gsigd choice to change firm
coverage affects the results we include in the yaislonly mandatory
adopters that the analyst is covering both befateadter mandatory adoption.
Consistent with a comparability effect forecastumacy improves more for
analysts with portfolios that move from Local GAA® IFRS compared to
Local GAAP to Multiple GAAP, and even more for aystb with portfolios
that move from Multiple GAAP to IFRS.

Furthermore we find, by holding constant any corapégity effects of
IFRS and allowing informational effects to varyathhe increase in forecast
accuracy is driven in part by information benefut IFRS. We test this
directly by considering analysts covering firmsttregport under multiple local

GAAP before mandatory adoption and after mandatmgption all firms
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switch to IFRS. From the portfolios of those antyse select voluntary and
mandatory adopters that the analyst covers botbrédefnd after mandatory
adoption. We expect that if IFRS increases inforomaguality then forecast
accuracy should improve more for mandatory tharvéuntary adopters. We
also expect that comparability effects will be grsfor both mandatory and
voluntary adopters for these analysts. We find Itesconsistent with an
information effect. For this set of analyst-firm inga forecast accuracy
improves more for mandatory adopters.

In addition, we find that forecast accuracy imp®vaore for firms
with accounting treatments that diverge the masinfiFRS, providing some
confidence that it is IFRS adoption that causes thiange. This may reflect
that those firms with the largest deviation of aguing practice from IFRS
benefit most from comparability and information bgts (Horton and
Serafeim [2010]; Beuselinck et al. [2010]; Brockeal. [2011]).

However, an alternative explanation of this residt that the
reconciliation component captures the increasedmppities for managers,
using the additional accruals adjustments afforded them by IFRS
implementation, to manipulate their earnings to tmee beat analysts’
forecasts. We do not find evidence consistent thih explanation. Moreover,
when we consider whether the increase in forecastracy is driven
primarily by mandatory adopters with more opportiesi to manipulate their
earnings (firms with larger accruals or firms thatalysts do not forecast cash

flows), we do not find any evidence in supportragtclaim.
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We make a number of contributions to the existitegdture. First, our
study contributes to the literature on the consegee of disclosure by
examining the effect of mandatory IFRS adoptiongf@eet al. [2008], Horton
and Serafeim [2010]) on analysts (Ashbaugh anduBif2001], Wang et al.
[2008]; Byard et al. [2010]; Cotter et al. [201TRgn et al. [2010]) and thus on
the information environment (Lang et al. [2003])e\&lso add to the previous
literature by documenting a larger improvement ine tinformation
environment for mandatory adopters relative to mtdey adopters and non-
adopters (Daske et al. [2008]), and find that improvement is associated to
the firm’s earnings reconciliation adjustment.

We contribute to the growing body of literature tthdirectly
investigates the comparability benefits (Beuseliatlal. [2007]; Daske et al.
[2008]; DeFond et al. [2009]; DeFranco [2009]; Hest al. [2009]; Barth et
al. [2010]; Kvaal and Nobes [2010]; Cascino andggas [2010]; Beneish et
al. [2010]; Lang et al. [2010]) and information leéits (Ashbaugh and Pincus
[2001]; Hung and Subrananyam [2007]; Barth et @00B]; Li [2010];
Prather-Kinsey et al. [2008]; Horton and Serafe10]; Beuselinck et al.
[2010]; Landsman et al. [2010]; Kim and Li [201paske et al. [2008];
Daske [2006]; Atwood et al. [2010]) of IFRS, by widing evidence that the
increase in forecast accuracy appears to be dive¢im by information and
comparability effects. We also contribute to thebate on the role of
incentives, specifically whether managers exercideeir judgement

opportunistically when implementing IFRS (Leuz ¢t [2003]; Ball et al.
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[2003]; Ahmed et al. [2010]; Christensen et al. J8) Paananen [2008];
Paananen and Lin [2008]; Jeanjean and Stolowy [2@0J8ned et al. [2010];
Chen et al. [2010]) by providing evidence that therease in forecast
accuracy appears not to be driven by manipulation.

Before proceeding we need to highlight a numberaveats. First, as
in any study that exploits time-series variatiooniran exogenous event, it is
hard to unambiguously attribute causality to theeoed effects. We accept
that it is possible that correlated omitted vamsbhre driving the results,
although we have tried to carefully isolate theeeffffrom IFRS adoption. For
example, factors that affect the infrastructurefiofincial reporting, e.g.,
improved auditor training related to IFRS, addiabmanalysts training, etc.
that are potentially correlated with the adoptidhFdRS. However, we attempt
to isolate the economic effect of IFRS reporting dnsidering all three
categories of firms and by using several differgl@ntification strategies.
Second, similar to previous research (Lang and halm [1996]; Healy et al.
[1999]), we rely on the analyst forecast charasties to measure changes in
the information environment. To the extent thatstheproxies are not
appropriate, one needs to be careful on how topreeour findings.

The remainder of the paper is organized as foll&estion 2 reviews
the literature and presents the hypotheses. Se8tidascribes our research
design. Section 4 presents our sample selection stalistics. Section 5

presents our results and section 6 concludes.
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2. LITERATURE REVIEW AND MOTIVATION

2.1. Background: IFRS adoption

Countries with prominent capital markets, such astfalia, European Union
constituents, Hong Kong, Philippines, and Southicafr require publicly

traded companies (with certain exceptions) to presensolidated financial
statements in conformity with IFRS for each finahgiear starting on or after
1 January 2005. Other countries, such as Japaa,denrded to adopt IFRS in
the future and already allow companies to voluhtaaport under IFRS. The
SEC has also scheduled a timeline of transitidfFRS for US firms that want
to start reporting under IFRS.

While mandatory adoption of IFRS was widesprea@df5 there are
still firms that follow alternative accounting stiards. In countries such as the
US, Canada, Mexico, China, Malaysia and Brazilnéirare not allowed to
report under IFRS. Whilst in other countries certhims are exempt from
IFRS adoption. For example, in the UK, companiseted in the Alternative
Investment Market (AIM) are not subject to the EASIRegulation. The AIM
has adopted a rule that requires AIM firms to sUbRRS financial statements
for periods beginning on or after 1 January 20@hopagh voluntary adoption
is allowed. Swiss firnfsthat are not multinationals are also exempt from
IFRS compliance. These companies may continued@usss GAAP, or they
may choose IFRS or US GAAP (Deloitte [2008]). Indiidn, the IAS
Regulation is only applicable to consolidated actswand many investment

trusts that only publish parent accounts are by tlegy nature exempt.
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Companies reporting under IFRS can be split inttoee voluntary or
mandatory adopters. The first group includes al ¢bmpanies that adopted
IFRS before 2005, while the latter group consi$tBrms that were forced to
adopt IFRS. As a result, currently there are tltisénct groups of firms that
exhibit different attitudes towards IFRS: ‘non—IFR&opters’ that exploit the
exemptions and choose not to report under IFR&airare listed in countries
where IFRS is not allowed; ‘mandatory adopterst thaly adopt when they
are forced to comply; and ‘voluntary adopters’ tbhbose to comply with
IFRS in the period before the regulatory rules desed IFRS adoption.

Although earlier studies on ‘voluntary adopters’oyde valuable
insights as to the effect of IFRS disclosure, thessults may not be
generalizable in the current mandatory setting kP& al. [2008]; Horton and
Serafeim [2010]). We expect any effects from IFR&datory adoption to be
different from those documented for voluntary IF&®pters (Ashbaugh and
Pincus [2001]; Bae et al. [2008]; Guan et al. [2p0&ince the former group is
essentiallyforcedto adopt IFRS, compared to the latter ttlaosego adopt.
For example, past research finds that the decigioroluntarily adopt IFRS
reporting is only one element of a broader stratdgy increases a firm’s
overall commitment to transparency (Daske et &l08; Leuz and Verrecchia
[2000]). Thus, any effects around voluntary IFRSomthns cannot be
attributed solely to IFRS compliance. Moreover, emd mandatory setting
firms are more likely to be affected by reportingegnalities i.e. disclosure by

one firm being useful in valuing other firms thrduigtra-industry information

10
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transfers. In contrast, under a voluntary settirege are fewer firms disclosing
and therefore such externalities may be modenatield positive externalities

are often used as a rationale in favor of discl®seagulation.

2.2. Information environment and research analysts

Our approach follows prior research by Lang anddhatm [1996], Healy et
al. [1999], Gebhardt et al. [2001], and Lang et [@003] and uses the
characteristics of analyst forecasts as a proxyh@information environment.
In particular, we focus on the accuracy of anafgs¢casts. Previous studies
suggest inter alia, that more accurate forecastieate a firm with a better
information environment. Lang and Lundholm [1996]df that firms with
better disclosure have lower analyst forecast srrdiope [2003] finds that
countries with better disclosure policies and erdarent have higher analyst
forecast accuracy. Similar to this prior literatuwee view forecast errors as
indicative of, but not necessarily the cause onges in a firm’s information

environment.

2.3. Analyst Forecasts and IFRS

The studies investigating the effects of voluntadpoption of IFRS find an
improvement in the information environment of aséty (Ashbaugh and
Pincus, [2001]; Ernstberger et al. [2008]; Hodgakral. [2008]; Bae et al.
[2008]), with the exception of Daske [2005]. In t@st, recent studies

investigating the effects of mandatory IFRS adaptan the accuracy of

11
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analysts’ forecasts have produced inconclusiveltseestihe overall findings
suggest improvements in forecast accuracy for sehe@nd Australian firms
post-IFRS (Wang et al. [2008]; Byard et al. [200B}eiato et al. [2009];
Cotter et al. [2010]; Tan et al. [2009]). Byardagt[2009] find an increase in
the forecast accuracy but only for those firms thate domiciled in countries
with both strong enforcement regimes and domestiounting standards that
differed significantly from IFRS. While Tan et 4R009] find that forecast
accuracy improves post-IFRS for foreign analystst bot for domestic
analysts. However, both Cotter et al. [2010] and &tal. [2009] were unable
to find any association with increased accuracy &WAP differences
between the firm’s home GAAP and IFR$loreover, Preiato et al. [2009]
was unable to find any association with the inceda®recast accuracy and a
legal enforcement index.

A number of recent studies directly test possibdeises for such
increases in analyst accuracy following IFRS. Franeple, Glaum et al.
[2009] investigates whether IFRS provides greateality disclosure and
thereby increases the forecast accuracy. Theytfiadalthough the quality of
disclosure improves, this explains only a smallpprtion of the overall
improvement in forecast accuracy. Cheong et alLl§2@nd Chalmers [2010]
investigate the effect on analysts’ forecasts iy the new IFRS
accounting rules for intangibles. Cheong et al.1[}0find intangibles
capitalized post-IFRS are associated with foreaastiracy whilst Chalmers

[2010] finds the declassification of intangiblesspt-RS reduces accuracy.

12
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Therefore, to-date it is still unclear exactly whé#tibutes of IFRS reporting is
driving this increase in analysts’ forecast accyrdde two most frequently
claimed benefits associated with IFRS adoptionnisngrease in accounting

comparability and an increase in information quyalit

2.4. Comparability

A major potential benefit from the global move tod&IFRS is an increase in
accounting comparability. Indeed, the SEC idergifieomparability of

financial information to investors as a key benefimoving from US GAAP

to IFRS. However, many question the potential f6iR$ to increase
comparability because the same accounting standadsbe implemented
differently and in the absence of suitable enforeeimmechanisms, real
convergence and harmonization is unlikely (BalQdg]).

To-date there is little research to support theument that IFRS has
indeed increased comparability. Prior research shibat as a firm's GAAP
moves closer to foreign investors’ or analysts’ BO@BAAP it reduces the
home bias (Bradshaw et al. [2004]; Covrig et aDQZ]; Yu [2010]), and
improves the efficiency of information intermedesi (Bae et al. [2007];
Bradshaw et al. [2010]). For example, Tan et aD1[} find that post
mandatory IFRS adoption foreign analysts’ followimgreases significantly
more for those firms who had the greatest leveGAAP divergence. Using

the same divergence proxy as Tan et al. [2010][2010] finds mandatory

13
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IFRS adoption increases cross-border equity hofdiiog those firms where
the divergence was greatest prior to IFRS.

These findings appear at first to support the aegpnthat IFRS adoption
increases comparability, but arguably what thesdis$ actually capture is
familiarity rather than comparability (Bradshawatt [2004]). A number of
recent studies have attempted to directly test hdrdFRS adoption increases
comparability. The results are mixed. DeFond et [2D09], measuring
comparability in terms of an increase in uniformiBielstein et al. [2007]),
find that mandatory IFRS adoption results in a tgeancrease in foreign
investment among firms in countries with strong lenpentation credibility
and an increase in comparabilftyDaske et al. [2008] find capital market
benefits arising from mandating IFRS are most pumeed for firms who
voluntarily adopted IFRS, suggesting possible caowmpaty benefits.
However, they conducted several tests but werelartabprovide statistical
support for this argument.

Other studies argue and find that cultural, pditicand business
differences continue to impose significant obstmafe the progress towards
this single global financial communication systesmce a single set of
accounting standards cannot reflect differencesational business practices
arising from differences in institutions and cudtsifArmstrong et al. [2009];
Soderstrom and Sun [2007]; Kvaal and Nobes [20B#uselinck et al.
[2007]; Henry et al. [2009]). Cascino and Gass#0i (] find that pre-IFRS

practices continue after mandatory adoption, wherstime German firms

14
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‘bend’ IFRS towards their local GAAP, whilst Itafiafirms tend to ‘label
adopt’ IFRS. Beneish et al. [2010] find that mawndat IFRS adoption
increases cross-border debt but not equity invessnsuggesting that IFRS
provides no comparability benefits. Lang et al.J@Dfind that accounting
comparability does not improve for IFRS adoptefatiee to a control group
of non-adopters. They conclude that there is l@tlielence that IFRS increases
true cross-country comparability or the abilityaofalysts to learn from inter-
firm comparisons.

Thus, the empirical question remains as to whdtileermprovement in the
information environment of analysts documented riorpliterature is due to

an increase in comparability. This leads to ot fitypothesis:

Hal: Mandatory IFRS adoption provides comparabibignefits and as a
result affects analyst earnings forecast accuracyfifms adopting IFRS

mandatorily.

2.5 Information Benefits

Past research has shown that higher quality reygpréduces adverse selection
in securities markets (Welker [1995]; Healy et [dl999]; Lambert et al.
[2007]), reduces cost of capital (Botosan [19974jlknd Leuz [2006]), and
improves the efficiency of information intermedesi(Land and Lundholm

[1996]; Healy et al. [1999]; Hope [2003]). IFRS asnsidered to be a high

15
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guality set of standards providing valuable infotimato investors (Ashbaugh
and Pincus [2001]; Hung and Subrananyam [2007]).

The research to date provides mixed evidence a$éther IFRS numbers
are of a higher quality relative to those assodiatgth the application of
domestic GAAP (Leuz and Wysocki [2008]). Barth &t [2008] find that
firms’ reporting quality increases following IFR®mpliance for voluntary
adopters. Li [2010] find that a firm’s cost of cegbi reduces following
mandatory IFRS, but only for firms from strong legaforcement countries
(see also Prather-Kinsey et al. [2008]). Horton &edafeim [2010] find that
IFRS reconciliations provide new information to @stors even for firms that
have already reported their performance under & loggality accounting
regime (UK GAAP). Beuselinck et al. [2010] show tthstock price
synchronicity decreases after mandatory IFRS adopbut the effect is
temporary. Landsman et al. [2010] find that theoinfation content of
earnings announcement increases after adopting R&®latorily, but only
when using abnormal return volatility to proxy faformation content rather
than abnormal volume. Similarly, Kim and Li [201Gind following
mandatory IFRS an increase in intra-industry infation transfer, particularly
for those announcers whose local GAAP divergedifsigntly from IFRS>

Various other studies fail to find strong evidertbat IFRS improves the
information set of investors and find limited or capital market benefits for
mandatory adopters. Daske et al. [2008] show thaital market benefits

around mandatory adoption of IFRS are unlikelyxsteprimarily because of

16
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IFRS adoption. Daske [2006] finds no evidence tRRS adoption decreases
a firm’s cost of capital. Atwood et al. [2010] firtkdat earnings reported under
IFRS are no more or less persistent and are no oroless associated with
future cash flows than earnings reported underl IGZAP. Atwood et al.
[2010] suggest that the documented increase inysinfbrecast accuracy
following IFRS is not the result of differencestire underlying persistence of
those earnings.

Thus, the empirical question remains as to whdtileermprovement in the
information environment of analysts documented riorpliterature is due to
an increase in information quality. This leads 1o econd hypothesis:

Ha2: Mandatory IFRS adoption provides informatiarafity benefits and
as a result affects analyst earnings forecast aacyffor firms adopting IFRS
mandatorily
2.6. Incentives and Manipulation
The effect of mandatory IFRS adoption on informatiguality and
comparability is questionable if firms’ reportingcentives do not change to
align with transparency. A stream of research asghat a firm’s reporting
incentives, and not accounting standards, is thegoy factor that determines
the informativeness of accounting statements (Balal. [2000]). Ball and
Shivakumar [2005] suggest that managers do exethisie discretion and
judgment opportunistically (Leuz et al. [2003]; Bei al. [2003]).

Opponents of IFRS argue that IFRS has increasedgeail flexibility

and discretion especially due to the lack of immatmtion guidance and poor

17
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enforcement (Ahmed et al. [2010]; Ball et al. [2)0Beuz et al. [2003]).

Consistent with the importance of incentives, Gbrisen et al. [2008] find
that incentives dominate standards in determintgpanting quality around
mandatory IFRS adoption. Paananen [2008] and Peanand Lin [2008]

both find a decrease in financial reporting qualéy increase in earnings
management, and a reduction in timeliness of lessgnition in Germany
following mandatory IFRS. Jeanjean and StolowyORl0find no decline in

the pervasiveness of earnings management in Austrita UK and find an

increase in France. Both Ahmed et al. [2010] an@rCht al. [2010] find

evidence of income smoothing and a reduction inelimess of loss

recognition following mandatory IFRS. However, aany to Chen et al.

[2010], Ahmed et al. [2010] also find a significainicrease in aggressive
reporting of some accruals and no reduction inntamagement of earnings
towards a target. Surprisingly, Ahmed et al. [20f0dl their results are more
pronounced for firms from countries with a strontgrof law.

Prior literature therefore suggests there are dppiies for earnings
management following IFRS. Thus, the documentedease in analysts’
forecast accuracy could be a consequence of managaving more
opportunities to manage their earnings towardsyah&brecasts. Prior studies
document the existence of firms managing earningsatds a target
(Bannister and Newman [1996]; Degeorge et al. [];9®&tsumoto [2000];
Abarbanell and Lehary [2003]; Hutton [2005]). Thisads to our third

hypothesis:

18



Contemporary Accounting Research (Accepted)

Ha3: The increase in forecast accuracy followingheiatory IFRS is
associated with an increase in the opportunitiedifons to manage earnings
towards a target.

3. RESEARCH DESIGN

3.1 Forecast Accuracy

In order to test our three hypotheses we first neederify whether the
adoption of IFRS, for our sample of firms, increaske firm’s information
environment. Specifically we test for differencasfarecast errors before and
after IFRS mandatory compliance for both mandasony voluntary adopters.
We include voluntary adopters following the reswoift8yard et al. [2009] and
Daske et al. [2008]. Voluntary adopters, under tmesv mandatory setting,
may benefit from positive externalities in terms ah increase in
comparability and disclosure (Coffee [1984]; Lantketral. [2007]; Daske et
al. [2008]). Following the mandatory adoption, #és now a larger pool in
which intra-industry information transfers couldkeéa place, providing
additional information about the voluntary adoptensd resulting in an
improvement in the information environment (Fo$1&80]; Ramnath [2002];
Gleason et al. [2008]). Moreover, disclosure thesuggests that an increase
in mandatory disclosure is paralleled by an incgeas the incentives to
voluntary disclosure — i.e. there is a ‘race totth@ (Dye [1986; 1990]), such
that although disclosure is costly, voluntary aéoptprovide even more

information to maintain the differential betweee tinandatory adopters.
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Unlike Byard et al. [2008] and consistent with fimelings of Daske et
al. [2008] we control for the impact of potentiatpnfounding events using
non-adopting firms as our control sample. Thus, ahgnge in forecast
accuracy for non-adopters will likely reflect thenpact of concurrent
economic and regulatory changes, but not the imp&athandatory IFRS
adoption. I/B/E/S reports twelve consensus forecaath year for a firm. We
choose the consensus forecast that is calculatee tnonths before fiscal
year-end to ensure that analysts have adequatenafion generated by IFRS
reporting to affect their forecast accuracy. Weeratise other consensus
forecasts to assess the robustness of our resultset choice of forecast
horizon. To test for the effect of IFRS adoption uge the following research
design:

FE; = 5, + f\VoluntarylFRS; + B,MandatorylFRS; + S;Mandatory +
BaVoluntaryIFRS* Mandatory+ fSsMandatorylFRS* Mandatory+ (1)

n
2. B;controls+ &
j=6

We defineFE; as the forecast error for firmand yeat. Forecast error is the
absolute difference between actual earnings andecmus forecast deflated
by absolute actual earnin§s\Voluntary IFRSis an indicator variable that
takes the value of one for firms that adopted IFR®re IFRS was mandated.
Mandatory IFRSs an indicator variable that takes the value ¢ éor firms

that adopted IFRS after IFRS was mandatendatory is an indicator

variable that captures the period after mandatéRS adoption. It takes a

value of one for the period after 2005 (after 2068 Singapore) and zero
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otherwise.p3 captures the effect on firms that did not adoptSFRs + Ba
captures the effect on firms that voluntarily adoptFRS early an@l; + Bs
captures the effect on firms that adopted IFRS ratamy.

Model (1) includes only firms that have availab&alfor periods both
before and after the mandatory IFRS adoption. Busviresearch (Clement
[1999]; Duru and Reeb [2002]; Bradshaw et al. [ADIfuggests various
factors that might affect forecast errors. We Umsé variables as controls in
the models. Control variables include 1) the lesklabsolute accruals, 2)
analyst coverage, 3) the logarithm of the markéiesaf the firm’s equity, 4)
reporting negative income, 5) forecast horizonjraf as the number of days
between the forecast’s issue date and the fiscal gad. We also include
indicator variables for firms that report under G8AP or for firms that trade
an ADR in the US. We include country-year and itdugear fixed effects in
model (1) to control for industry and country-widiene-varying effects.
Moreover, we include firm fixed effects to contrér persistent firm
differences across the three groups of firms. Webbtiocluster standard errors
at the firm and at the year level to mitigate dez@relation within a firm or
cross-correlation among firms within a year.

To increase our confidence that it is IFRS adoptioat causes the
increase in forecast accuracy we also examine whetie firm-specific
differences between IFRS and local GAAP earningpfured in the firm’'s
reconciliation document, are associated with thengle in forecast accuracy

following mandatory IFRS. If IFRS adoption resultsgreater transparency,

21



Contemporary Accounting Research (Accepted)

comparability and quality of accounting informatithrena priori those firms
with the largest deviation of accounting practicent IFRS should have the
most to gain from the transition to IFRS. Severapgrs have used
reconciliation amounts as proxies for the incremkintformation content of
IFRS disclosure (Horton and Serafeim [2010]; Beauskl et al. [2010];
Brochet et al. [2011]) and find that indeed thesgdr reconciliation amounts
have higher information content.

Previous research investigating the mandatory anloif IFRS (Tan
et al. [2009]; Cotter et al. [2010]) have been uedb find any significant
association with differences in accounting stansl@amdreconciliation amounts
and forecast accuraéyThis lack of documented association could be bezau
analysts for the first few years of IFRS adoptiomgtmn find it hard to
understand and forecast fundamentals becauseiofithig,ed experience with
IFRS, and/or large reconciliation adjustments wtflethe higher levels of
complexity and therefore are more difficult to fomst, and/or because of the
break in the historical time-series of earnings{@&uw and Dumontier [2009];
Acker et al. [2002]; Cuijpers and Bujink [2005])Ithough, Tan et al. [2009]
find, even for analysts with prior IFRS experience& association with
forecast accuracy and their index of accountinfgdihces.

We use, as a proxy for the differences between [B&a#P and IFRS,
a firm-level measure by obtaining the actual regmbrtreconciliation
component between IFRS and local GAAP earnihgsis is available

because firms were required in the first year obpaidn to report the
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reconciliations between their last reported loc&AB accounts and IFRS.
Therefore, we use the absolute difference betwhenfitm’s local GAAP
earnings for 2004 and the reconciled IFRS earniog2004, as a percentage
of absolute local GAAP earnings.

3.2. Comparability and/or information effects

To investigate whether the effect of IFRS on artalyierecasts is due to IFRS
providing a richer information set through greatansparency, and/or IFRS
providing greater comparability we need to disegkarthese two effects.
Therefore we segment the analyst sample in suclayatw hold relatively
constant the information effects, and allow compd#itg effects to vary, or by
holding the comparability effect constant and allayinformation effects to
vary. Research analysts are an ideal setting taragp comparability and
information effects because the set of stocks thay analyze is publicly
observable. Embedded in the analysis of this seeiathe assumption that
analysts focus on specific stocks and thereforehange in accounting
standards might increase, decrease or have not effec accounting
comparability for an individual analyst, dependimg the composition of the
analyst’s portfolio.

3.2.1.Comparability Effects

To test for the possibility of comparability effsadf IFRS adoption we split
the analyst sample into three groups. The firsugrs Local GAAP to IFRS
that includes only analysts with portfolios consigtof firms that followed a

single local GAAP prior to IFRS and then all swichto IFRS. For example,
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an analyst follows only firms whose financial stagnts use Spanish GAAP
until 2004 and then they all switch to IFRS. Weidea that for this subset of
analysts comparability effects are negligible beeathhese analysts focused on
numbers generated by a single set of accountingiptes both before and
after mandatory IFRS adoption. The second grouyduliple GAAP to IFRS
that includes only analysts with portfolios consigt of firms following
different local GAAPs prior to IFRS (for examplepnebination of French
GAAP and German GAAP) and then the firms all switched tR¥ We
believe that for this subset of analysts compaitghilicreases because these
analysts focused on numbers generated by diffesenbunting principles
before mandatory IFRS adoption but only from oné sk accounting
standards after. The last groupg_scal GAAP to Multiple GAARhat includes
analysts with portfolios including firms following single local GAAP prior
to IFRS and after mandatory IFRS some firms adof#&$S and other firms
continued to follow their local GAAP. We believeathfor this subset of
analysts comparability diminishes because theslystadocused on numbers
generated from one set of accounting standardsrébeftandatory IFRS
adoption but from multiple sets of accounting stadd after. To hold
information effects relatively homogeneous acrdss three groups of firms
we include in the analysis only forecasts madenfandatory adopters. We
therefore exclude voluntary adopters since the emental information
benefits they would generate following mandatorp@obn are likely to be

lower than for firms implementing IFRS for the fitane ™
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Moreover, to mitigate any selection bias that arif®m analysts’
choice to change coverage we restrict the anatgsigrms that an analyst
covers both before and after mandatory IFRS adop@ontrol variables used
in equation (1) are also included and we incorgoeatditional variables to
control for the individual analyst’'s attributes,ge.analyst’'s experience,
number of firms covered, number of industries cederand the size of the
brokerage house they work for. This yields thedwlhg research design:

FE; + B, + B,Local GAAP to IFRS+ B,Multiple GAAP to IFRS + S;Mandatory+
B,Local GAAP to IFRS* Mandatory+ S;Multiple GAAP to IFRS * Mandatory+ (2)

n
2. Bjcontrols+ &
j=6

Local GAAP to IFRSs an indicator variable and takes a value of drthe
analyst’s portfolio only includes firms reportingder the same GAAP prior
to IFRS and zero otherwisblultiple GAAP to IFRSs an indicator variable
and takes a value of one if the analyst’s portfolay includes firms reporting
under different GAAPs prior to IFRS and zero otheewx

3.2.2. Information Effects

To investigate the potential information effectsiBRS adoption we focus on
the analyst groupultiple GAAP to IFRSHowever this time we use both the
mandatory and the voluntary adopters. We exped fitvathis group of
analysts comparability effects are present for butindatory and voluntary
adopters but information effects are stronger fandatory adopters if IFRS
increases transparency. If voluntary adopters ingtbeir level of disclosure

substantially (Dye [1986]) following mandatory IFR&loption, then this
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introduces bias against the hypothesis. We alstudec all the control

variables used in the comparability test above.

FE; + 5, + S,Mandatory+ S,Mandatory IFRS+ S;Mandatory* Mandatory IFRS+

®3)

n
2. Bjcontrols+ &;
j=4

Mandatory IFRSs an indicator variable that takes the value ¢ éor firms
that adopted IFRS after IFRS was mandatendatory is an indicator
variable that captures the period after mandatéRS& adoption.

3.3.  Manipulation Effects

To examine whether earnings manipulation can expla predicted increase
in forecast accuracy we estimate a number of modéis first model tests
whether, on average, forecast accuracy improvesg foormandatory adopters
that have large absolute accruals. Accruals promdeagers with discretion
and allow them to alter the inter-temporal pattefrprofit (Healy [1985]).
Second, we extend the model to test whether for@casiracy improves more
for mandatory adopters for whom analysts do no¢dast cash flows. Firms
for whom analysts issue cash flow forecasts exldvier levels of earnings
management (DeFond and Hung [2003]; Mclnnis andiri32010]).

Finally, we examine if firms that now have moreraets under IFRS
are more likely to meet or just beat analyst fosexa We employ the firm-
specific reconciliation adjustment, discussed ictisa 3.1. above, to capture
the increased opportunities for firms to manipuldteir earnings to meet
analysts’ forecasts. If IFRS offers opportunities firms to report larger

accruals, relative to their local GAAP, then IFREBoaprovides greater
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opportunities for managers to manipulate their iegs (Healy et al. [1995]).
This change in accruals afforded by IFRS is captumethe firm’s earnings
reconciliation, e.g. large reconciliation adjustinérms have high discretion
and small reconciliation adjustment firms have laiscretion. If IFRS
adopters with the greatest discretion are manatheg earnings then we
should observe a higher probability for these firmeeting or just beating

analysts’ forecast after IFRS adoption.

3. SAMPLE AND DESCRIPTIVE STATISTICS
3.1. Sample Selection

The sample covers firms from all countries with/EES coverage and fiscal
years ending on or after December 31, 2001, thraxggember 31, 2007. We
start by identifying all firms covered in I/B/E/S8Ve include only firms with
I/B/EIS coverage both before and after IFRS adoptibo classify firms
according to which accounting standards they dtewing we manually code
each firm as adopting IFRS early (‘voluntary adog)e adopting IFRS
mandatorily (‘mandatory adopters’), or continuing teport under other
GAAP after 2005 (‘non-adopters’), by reviewing thannual reports. The
Worldscope classification suffers from many clasatfon errors (Daske et al.
[2008]) and therefore we do not usé'it.

This procedure yields in total 8,124 unique firmsywhich 2,235 adopt
IFRS for the first time mandatorily, and 635 firrhad voluntarily adopted

IFRS. Table 1 provides a break-down of the samptie the nhumber of firms
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and observations by country and by the accountiagdards followed. The
majority of mandatory adopters come from Austrakaance, Singapore,
Sweden, Hong Kong and the UK. The majority of vaédum adopters are
incorporated in Germany, Italy and Switzerland. Tdwmposition of the

sample is broadly consistent with Daske et al. 00

3.2. Descriptive Statistics

Table 2, Panel A, reports summary statistics fer whole sample. For the
average sample firm, the mean and median deflaiaedéflated) forecast
errors are 0.334 (2.873) and 0.107 (0.140), resmbgt Mean forecast
dispersion, consensus, common precision, and idcvatic precision are
0.148, 0.585, 113, and 191 respectively. We measansensus, common
precision, and idiosyncratic precision consistenthvBarron et al. [2002].
Mean and median analyst coverage is 7.4 and 5 aidgplg. The forecast
horizon is approximately 74 days.

Table 2, Panel B reports summary statistics bySIFRloption type.
Voluntary adopters are larger than mandatory adsjgted have higher analyst
coverage. The level of absolute accruals is simalenoss the two groups.
Voluntary adopters report losses more frequentgntimandatory adopters.
Non-adopters are moderately larger and have thes sarmalyst coverage as
mandatory adopters. The level of absolute accrgaddso very similar to the
level of absolute accruals for mandatory and vaonadopters. The same is

true for non-adopters excluding US firms or inchglionly firms from
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countries that mandated IFRS. Frequency of lossrtieg for non-adopters is
similar to frequency of loss reporting by mandatadppters when US firms
are excluded.

4, RESULTS

4.1. Effect of mandatory IFRS adoption

4.1.1. Varying the sample

Table 3 presents the estimated coefficients froenrtultivariate regressions
for different samples. We find that forecast accyranproves significantly
after mandatory IFRS adoption for mandatory andimary adopters, relative
to firms that do not adopt IFRS (column (1)). Timgrovement is significant
at the 1% level for mandatory adopters and at €% for voluntary adopters.
Column (2) excludes US firms to assess the robsastatthe results when the
control group does not include US firms. Forecastieacy again improves for
mandatory adopters, but accuracy for voluntary safsploes not significantly
improve. Column (3) excludes forecasts made for52G@e first year of
mandatory IFRS adoption. For that year there wdk Igtle information
generated from IFRS adoption, mainly in the form odmpanies’
presentations of the impact of IFRS and reconmimteports between IFRS
and local GAAP. Excluding forecasts made for th@32€@scal year, we find
significant decrease in forecast errors both fomadatory and voluntary
adopters. Column (4) excludes forecasts made fod 2hd 2002. For these
two years, the economy was in a recession. In asntfor all the other years

in the sample the economy was growing. Therefdmaireating forecasts for
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2001 and 2002 makes the periods before and aftedabary IFRS adoption
more comparable in terms of economic conditionsre€ast accuracy
improves for mandatory adopters, but accuracy fdurvary adopters does
not significantly improve. Estimating the regressanly on the countries that
mandate IFRS produces similar results, with foreaasuracy improving only
for mandatory adopters (column (5)). Finally, cofu(®) excludes firms from
Singapore because Singapore was the only courdtyrtandated IFRS before
2005. Forecast accuracy improves significantly rafteandatory IFRS
adoption for mandatory adopters and marginally iSggnt for voluntary
IFRS adopters. The coefficient on Mandatory IFRS Mandatory is
statistically greater than the coefficient on Vdaany IFRS * Mandatory at the
10% level in columns (1), (2), (4), and (6). Thissult suggests that the
decrease in forecast errors is reliably greatemfandatory adopters relative to
voluntary adopters under most specifications, ailgfmothe level of statistical
significance is moderate. In unreported tests whide an enforcement index
however this does not alter our results.

4.1.2. Varying the measurement of information environment

Table 4 estimates the same model but uses diffeliegpegndent variables. The
first column uses the un-deflated absolute diffeeebetween forecast and
actual earnings. We use this alternative dependemmble to ensure that the
results are not driven by the choice of the deflaWe find that forecast
accuracy improves significantly after mandatory $&loption for mandatory

and voluntary IFRS adopters relative to firms tth@mnot adopt IFRS (column
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(1)). This improvement is significant at the 1%dkY¥or mandatory adopters
and significant at the 10% for voluntary adopte@olumn (2) uses as
dependent variable forecast dispersion divided ligokte actual earnings.
Forecast dispersion drops significantly for bothnoetory and voluntary
adopters. This result might reflect an increast@éconsensus across analysts
and/or increased precision in forecasting (Barrosl.§1998]). To disentangle
those two effects we estimate the effect of IFRPoreng on analyst
consensus (Barron et al. [2002]). Consensus dexgeagnificantly for
mandatory adopters relative to other firms (colu@¥). This is contrary to the
findings of Beuselinck et al. [2010] who find noactge in the consenstfs.
Consensus remains unchanged relative to other fiomsoluntary adopters.
Idiosyncratic and common precision increase aftandatory IFRS adoption
both for mandatory and voluntary adopters (colunis and (5))*° The
decrease in consensus for mandatory adopters carpbeEned by the higher
increase in idiosyncratic precision compared to mwmm precisiort?

4.1.3. Varying the forecast horizon
Table 5 examines the robustness of the resultshéochoice of forecast
horizon. The main results use forecasts with amagehorizon of about 70
days. Table 5 shows results using forecasts witizdwo of 40, 100, 160 or
220 days. Overall, we find that forecast accuraegroves significantly more
for mandatory adopters relative to other firms. o8 all specifications
forecast accuracy improves more for mandatory asptelative to non-

adopters and the estimated effect is significanthat 1% level. Forecast
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accuracy does not improve significantly more folumtary adopters relative
to non-adopters. The coefficient on Mandatory IFRSMandatory is
statistically greater than the coefficient on Vdaany IFRS * Mandatory at the
10% level in columns (1), (2), and (4). This resulggests that the decrease in
forecast errors is reliably greater for mandatatgers relative to voluntary
adopters for most forecast horizons.

In sum, we find that the information environmentpnoves for
mandatory adopters. Macroeconomic factors andFRSladoption can cause
the decrease in forecast errors thereby castingtdwuwhether IFRS causes
the improvement in the information environment. Hoer, these factors
should affect the three groups of firms on averagérmly and therefore this
argument fails to explain why we observe a highemprovement in
transparency for mandatory adopters. Moreoverirttlesion of time-varying
country, industry and firm factors should mitigatencerns that other
unrelated events systematically vary with the IF&#ption samples and

cause different behavior in our information envitent measures.

4.2. Effect of mandatory IFRS adoption on informationvieonment —
Firm-specific differences between IFRS and localAPA

If IFRS adoption has a direct effect on the infatiora environment then
forecast accuracy should be associated with thenogcation amounts. Table
6 confirms this prediction. The sample includes3®,8nique firms from 18

countries with available I/B/E/S and reconciliatiatata’® The first two
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columns include all 1,389 firms. The last two cohsrexclude 427 UK firms,
which populate heavily our sample, to ensure thatresults are not driven
only by UK firms. Columns (1) and (3) use raw valué the absolute deflated
difference between Local GAAP and IFRS earningslu@as (2) and (4)
include rank values of this variable, ranging frame to five, assigned in
quintiles. The interaction ter@AAP Difference * Mandatoris negative and
significant across all specifications and thereflai@cast accuracy improves

more for firms whose domestic accounting practigerges more from IFRS.

4.3. Mandatory IFRS adoption and information environmenmparability
and/or information effects

Table 7, Panel A provides summary statistics ferttiree groups of analysts
and the firms that each group covers. Analysts witifolios that move from
Local to Multiple GAAPwork in brokerage houses with on average 80
analysts; follow a firm for a little over 3 yearspver 12 firms; and five
industries:® Average horizon of first (last) forecast is 168Z}1days. Analysts
with portfolios that move frorhocal GAAP to IFRSvork in brokerage houses
with on average 54 analysts, follow a firm for tldi over 3 years, cover 8
firms, and four industries. Average horizon of ffifiast) forecast is 173 (86)
days. Analysts with portfolios that move fravtultiple GAAP to IFRSvork in
brokerage houses with on average 88 analystswfa@ldéirm for a little over 3
years, cover 9 firms, and four industries. Averdgwizon of first (last)

forecast is 171 (88) days.
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Table 7, Panel B shows that consistent with a @uaiplity effect,
forecast accuracy improves more for analysts widfifplios that move from
Local GAAP to IFRSand even more for analysts with portfolios thatveno
from Multiple GAAP to IFRSIn the first (last) two columns, we use the first
(last) forecast issued by each analyst within 2&@sdrom fiscal year end. We
use as dependent variable deflated and un-defl#tedlute forecast errors.
The coefficients ohocal GAAP to IFRS * MandatorgndMultiple GAAP to
IFRS * Mandatoryare negative, and the latter is more negative ftthan
former, across all specifications. Forecast acguidcanalysts, who benefit
from accounting comparability, improves more. Inraported tests we
examine whether the three groups of analysts dddastantially in terms of
the covered firms’ country institutions (enforcerdagal institutions etc.) or
reconciliation magnitudes. If mandatory adopterseced by analysts with
portfolios that move fromMultiple GAAP to IFRSare incorporated in
countries with stronger legal institutions or hdasger reconciliation amounts
then the results might be caused by enforcememeanciliation amounts
rather than comparability. However, we do not famy systematic differences
that could bias our results in either way, and whesn include control
variables for the quality of country institutionsreconciliation magnitudes all
results remain unchanged.

4.3.1. Information Effects

Table 8, Panel A shows summary statistics for atslwith portfolios that

move fromMultiple GAAP to IFRSThese analysts work for brokerage houses
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that employ on average 83 analysts, have a litibeenof 3 years of firm-
specific experience, cover 9 firms, and 4 industriehe sample includes 719
mandatory and 345 voluntary adopters. The samplemahdatory and
voluntary adopters is comparable in terms of fastdaorizon, reporting
losses, firm size, and level of absolute accruals.

Table 8, Panel B shows that consistent with anrimé&tion effect,
forecast accuracy improves more for mandatory foarvoluntary adopters,
for the set of analysts with portfolios that moveni Multiple GAAP to IFRS
In the first (last) two columns, we use the firgis{) forecast issued by each
analysts within 250 days from fiscal year end. V¥e as dependent variable
deflated and un-deflated absolute forecast errdrise coefficient on

Mandatory IFRS * Mandatoris negative and significant.

4.4. Are the findings a result of earnings management?

Table 9 shows that the results are not likely tothe result of earnings
management. The coefficient on the triple intecactermMandatory IFRS *

Mandatory * Absolute accrualss insignificant (Panel A, column (1)). A
negative and significant coefficient would be cetent with an earnings
management explanation. In unreported tests, wanast discretionary
accruals using the modified Jones model and weacephbsolute accruals
with absolute discretionary accruals in the regogssThe results are similar

to the ones reported above.
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The second column interacts the effect of mandatbRS adoption
with the percentage of analysts that issue a dashfbrecast for the firm. For
the median firm one out of three analysts with egs forecasts issue also a
cash flow forecast. The coefficient on the tripieraction termMandatory
IFRS * Mandatory * CF forecasts insignificant (column (2)). A positive and
significant coefficient would be consistent with @&arnings management
explanation.

Table 9 Panel B shows that firms with larger ab®olaarnings
reconciliations (i.e. those firms that have higbeabability of greater earnings
discretion following IFRS adoption) are no moreelik to meet or beat the
consensus earnings forecasts after mandatory IFB&ptian. For the
manipulation hypothesis to be supported, the caefit on the interaction
term, GAAP Difference * Mandatoryneeded to be positive and significant.
Instead it is negative and insignificdfitCollectively, the results do not
support that the decrease in forecast errors vy managers manipulating

earnings to bring them closer to consensus forecast

5. CONCLUSION
We investigate whether mandatory IFRS adoption awgs firms’

information environment. We find that, during theamdatory transition to
IFRS, forecast accuracy and other measures of ubkty of the information
environment improve significantly more for mandgt@dopters. Moreover,

we find that the larger the difference between IFR#&ings and local GAAP
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earnings the larger is the improvement in fore@@sturacy, increasing our
confidence that it is IFRS adoption that causes ithprovement in the
information environment.

We also provide evidence on whether the improvemaentthe
information environment can be attributed to higipeality information and/or
improved accounting comparability. We find resuttsnsistent with both
information, and comparability effects. Forecastuaacy improves more for
analyst-firm pairs that are affected by either infation or comparability
benefits. We do not find any evidence to suggest tiine increase in forecast
accuracy is driven by manipulation.

We believe that these results have important impbas for the debate on
the globalization of accounting standards and fegutators that are
considering a change to IFRS. Although we makelaioncwith regard to the
net cost or benefit of adoption we do highlighttthiae effects of IFRS
compliance are not homogeneous for all firms, ewvghin the same country.
Moreover, we note that IFRS adoption is likely #ngrate both information

and comparability effects.
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Endnotes

! Whether IFRS improves disclosure and lowers infititam asymmetry is debatable. Leuz
and Verrecchia [2000] examine German firms thatpaeid IAS or U.S. GAAP and find a
decrease in spreads and an increase in turnovencgaxoption, compared to German GAAP
firms. Cuijpers and Bujink [2005] do not find sifjnant differences between local GAAP and
IFRS firms in the EU. Daske [2006] examines volunt®\S adoption by German firms and
finds that IAS firms exhibit even higher cost ofudg capital than local GAAP firms. Daske
et al. [2008] find that, on average, market ligtyidind equity valuations increase around the
introduction of mandatory IFRS in a country. Howeuwhese market benefits exist only in
countries with strict enforcement regimes and ingtinal environments that provide strong
reporting incentives.

switzerland is not a member of the EU and thereifor®t subject to the EU IAS Regulation.
The Swiss Foundation for Accounting and Reportingplighes accounting standards.
Compliance with Swiss GAAP is required for all canpes, however compliance with IFRS
ensures compliance with Swiss GAAP and many lamgissScompanies have, for a number of
years, followed IASs/IFRS. However starting witaal reports for 2005 and interim reports
for 2006, most Swiss companies whose equity staeebsted on the main board of the Swiss
Exchange are required to prepare their financatkestents using either IFRS or US GAAP.
Swiss GAAP will no longer be permitted.

% With respect to voluntary IFRS adopters Bae et{(2008) finds for a sample of foreign
analysts a negative relationship between GAAP wiffees and forecast accuracy, although
this association is very sensitive to the modetHjpations.

* Focusing on comparability with US rather than sw IFRS countries Barth et al. [2009]
find that efforts to converge accounting standandd the increasing mandatory use of IFRS
have increased comparability of accounting amoudtsnparability is assessed in terms of
value relevance and accounting system comparability

® The level of divergence could be capturing botitéased information set and comparability
benefits.

® Following the findings of Cotter et al. 2010 weewsbsolute actual earnings rather than the
conventional stock price as our deflator. CotteatleR010 notes in their study that using share
price as the deflator meant it was not possibleute our confounding effects since they
acknowledge that their sample period 2003 to 20@fded a period of high growth from
2004-2006 followed by a serve decline from 2007 ams. However, in unreported results
we did use alternative deflators such as stoclepaind all the results were similar. We also
find similar results if we do not deflate the foasterrors. Thus the choice of deflator does not
appear to be driving the results.

" Although Beuselinck et al. [2010] does find ancasation with changes in analysts’
precision of both public and private informatiofiédaving mandatory IFRS.

% One limitation of this proxy is that, although \eee able to capture the recognition and
measurement differences within the reconciliatiammhber, we are not able to capture
disclosure differences e.g. segmental reportingclaisires pre and post, related party
transaction pre and post etc. which will also meamted with the analysts variables.

® We find similar results if we scale the recontitia amount with the stock price at the
previous fiscal year-end.

12 We do however acknowledge the voluntary adoptesy improve their disclosure (Dye
1986; 1990) but believe not at the same level todatory adopters.

' Except for firms in countries that IFRS adoptiemot allowed.

2 These results differ potentially because the samipl Beuselinck et al. [2010] is
significantly smaller and the analysis does notti@irfor time varying industry and country
effects, and firm fixed effects.
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13 Readers should interpret the decomposition of @osiss to common and idiosyncratic
precision with care. As Barron et al. [1998] ndie tecomposition is valid if the following
assumptions are satisfied: analysts issue unbifEsedasts, earnings forecast do not strictly
determine earnings realizations, all analysts’ sgiwratic information is of equal precision,
and forecast errors are equally distributed. Wéebelit may well be the case that the third
assumption does not hold in our setting.

14 We also rank transformed the idiosyncratic and roem precision variables and estimated
the effect of IFRS adoption on the ranking variablehe results were unchanged.

> The sample includes firms from the following caigs: Austria 2, Belgium 39, Czech
Republic 1, Denmark 40, Finland 75, France 240,eGge53, Ireland 27, Italy 109,
Luxembourg 1, Netherlands 85, Norway 57, Polan®dtugal 16, Spain 79, Sweden 115,
Switzerland 17, and UK 427.

16329 of analysts are classified in this categomalésts in this group cover on average more
companies than other analysts, which makes it tilely that one of their firms won't switch
after mandatory adoption. Moreover, at the samee ttirese analysts cover significantly
smaller firms compared to other analysts and sméti@s in many jurisdictions switched to
IFRS later on and not in 2005.

" To control for the possibility that any cross-s@wal variation we observe is due to the
different levels of enforcement in unreported resswe also include an enforcement proxy
used in prior studies (Byard et al. [2009]; Preiatoal. [2009]; Cotter et al. [2010]). The
results are not sensitive to this inclusion.
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TABLE 1
Sample composition by country and by accounting stalard followed

All Mandatory IFRS Voluntary IFRS US GAAP

Country Firm-years  Unique firms  Firm-years Uniquen6 Firm-years  Unique firms  Firm-years  Unique f&rm
ARGENTINA 15 3 0 0 0 0 0 0
AUSTRALIA 1480 253 484 244 12 2 0 0
AUSTRIA 175 32 20 7 131 25 13 5
BELGIUM 382 69 121 49 88 19 7 3
BERMUDA 86 16 0 0 14 2 71 14
BRAZIL 552 91 0 0 0 0 0 0
CANADA 2082 364 0 0 0 0 114 27
CHILE 169 30 0 0 0 0 0 0
CHINA 595 121 0 0 275 59 15 3
CZECH REPUBLIC 30 5 3 2 21 3 0 0
DENMARK 365 62 123 47 74 15 0 0
EGYPT 31 7 0 0 0 0 0 0
FINLAND 541 88 206 74 66 14 0 0
FRANCE 1514 266 563 230 190 31 24 5
GERMANY 1592 278 232 100 879 166 321 93
GREECE 332 59 137 54 25 5 6 3
HONG KONG 1073 189 482 181 46 8 12 3
HUNGARY 62 10 2 1 58 9 0
INDIA 603 117 0 0 0 0 6 2
INDONESIA 295 49 0 0 0
IRELAND 216 39 83 34 0 0 19 4
ISRAEL 187 35 0 0 0 0 105 20
ITALY 681 120 43 15 578 103 12 2
JAPAN 5977 1032 0 0 0 0 258 a7
KOREA (SOUTH) 241 56 0 0 0 0 0 0
LUXEMBOURG 52 9 6 2 22 5 19 4
MALAYSIA 845 161 0 0 0 0 0 0
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MEXICO 308 49 0 0 0 0 0 0
NETHERLANDS 701 113 252 95 55 9 77 17
NEW ZEALAND 240 41 0 0 0 0 0 0
NORWAY 440 77 197 74 10 2 28 8
PERU 45 8 0 0 0 0 0 0
PHILIPPINES 204 34 83 34 0 0 0 0
POLAND 122 21 38 15 38 6 0 0
PORTUGAL 162 25 57 21 18 4 0 0
RUSSIA 93 20 0 0 45 10 40 9
SINGAPORE 586 110 370 103 13 3 31 6
SOUTH AFRICA 637 105 203 95 53 9 0 0
SPAIN 515 83 220 80 0 0 2 1
SWEDEN 770 129 335 125 17 3 7 1
SWITZERLAND 903 146 66 25 593 100 81 16
TAIWAN 582 111 0 0 0 0 4 1
THAILAND 656 125 0 0 0 0 0 0
TURKEY 293 54 0 0 100 21 0 0
UNITED KINGDOM 3162 591 1158 528 7 2 16 4
UNITED STATES 16617 2721 0 0 0 0 16617 2721
TOTAL 47209 8124 5484 2235 3428 635 17905 3019

This table shows the composition of the sampleduntry and by accounting standard. We refer to Héagg as a country in our analyses, although, rmppropriately, it has
the status of a Special Administrative Region (SAR)he People’s Republic of Chindoluntary IFRSincludes firms that adopted IFRS before it was daded in its country.
Mandatory IFRSincludes firms that adopt IFRS when their countrgndated IFRS reportinglS GAAPincludes firms reporting their primary financiahtements under US
GAAP. The sample includes only countries with astelO firm-year observations.
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TABLE 2
Panel A: Summary statistics for variables used inggression analysis

Dependent variables Mean STD Q3 Median Q1

Error (deflated) 0.334 0.596 0.317 0.107 0.036
Error (non_deﬂated) 2.873 7.959 0.940 0.140 0.040
Dispersion 0.148 0.222 0.152 0.065 0.027
Consensus 0.585 0.351 0.919 0.681 0.244
Common precision 112.910 243.126 75.623 9.073 0.747

|di05yncratic precision 190.816 475.320 77.836 6.091 0.318

Independent variables

Absolute accruals 0.042 0.043 0.055 0.036 0.019
Analyst coverage 7.397 6.484 10.000 5.000 3.000
Firm size 8.108 2.808 9.864 7.684 6.064
Loss 0.137 0.344 0.000 0.000 0.000
Forecast horizon 73.576 2.081 75.000 73.000 72.000
ADR 0.095 0.293 0.000 0.000 0.000

Panel B: Summary statistics by type of IFRS adoptio

Mandatory adopters Mean STD Q3 Median Q1
Absolute accruals 0.043 0.042 0.057 0.037 0.018
Analyst coverage 7.370 6.659 10.000 5.000 2.000
Firm size 7.358 2.340 8.879 7.159 5.662
Loss 0.103 0.304 0.000 0.000 0.000
Voluntary adopters

Absolute accruals 0.046 0.037 0.060 0.041 0.024
Analyst coverage 8.807 8.242 12.000 6.000 3.000
Firm size 7.667 2.438 9.177 7.555 5.890
Loss 0.141 0.348 0.000 0.000 0.000
Non-adopters

Absolute accruals 0.042 0.043 0.053 0.034 0.019
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Analyst coverage 7.237 6.140 10.000 5.000 3.000
Firm size 8.070 2.954 10.429 7.653 6.291
Loss 0.130 0.307 0.000 0.000 0.000
Non-adopters (excl. US)

Absolute accruals 0.042 0.039 0.053 0.035 0.020
Analyst coverage 6.573 5.630 9.000 5.000 2.000
Firm size 7.827 2.116 10.259 7.360 6.907
Loss 0.122 0.327 0.000 0.000 0.000
Non-adopters (from mandatory countries)

Absolute accruals 0.047 0.040 0.058 0.038 0.023
Analyst coverage 8.108 9.060 13.000 4.000 1.000
Firm size 6.378 2.484 8.336 6.216 4.587
Loss 0.214 0.410 0.000 0.000 0.000

Error (deflated)is the absolute difference between consensusdsremd actual earnings, divided by absolute agaalings Error (non-deflated)is the absolute difference
between consensus forecast and actual earniDiggersionis the standard deviation of individual analystefasts for a firm in yeart divided by absolute actual earnings.
Consensuss a measure of the commonality in analysts’ imfation, as captured by the across-analyst comelati forecast errors (Barron, Byard and Kim [2002Jommon
precisionis a measure of the precision of common infornmaiio individual analyst forecasts (Barron, Byarddaim [2002]). Idiosyncratic precisionis a measure of the
precision of idiosyncratic information in individuanalyst forecasts (Barron, Byard and Kim [2002Psolute accrualss the absolute difference between net incomecaisth
flows, divided by total asseté&nalyst coveragés the number of analysts providing earnings fasés for a firmFirm sizeis the natural logarithm of total assdisssis an
indicator variable if a firm is reporting negatimet incomeForecast horizons the number of days between consensus foresdstrad of forecasting perioADR s an indicator
variable if firmi in yeart trades ADR in the US.
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TABLE 3
Effect of mandatory IFRS adoption on information ervironment — Varying the sample
Sample All firms Ex US Ex 2005 Ex 2001-2002 Mandatory ctigs Ex Singapore
@) 2 3) 4) 5) (6)
Dependent variable Error (deflated)
Parameter Estimate t Estimate t Estimate t Estimate t Es@mat t Estimate t
Intercept -0.4520 -5.02 -0.3011 -2.23 -0.5400 -5.450.3880 -3.75 -0.3034 -1.73 -0.3996 -4.42
Voluntary IFRS 0.0173 1.63 0.0095 0.86 0.0190 1.750.0037 -0.25 -0.0093 -0.47 0.0168 1.58
Mandatory IFRS 0.0520 8.81 0.0486 7.54 0.0557 7.960.0481 5.11 0.0285 1.78 0.0515 8.73
Mandatory 0.0070 0.98 -0.0122 -1.13 0.0105 1.30 0@o -0.01 -0.0147 -0.75 0.0041 0.58
Voluntary IFRS * Mandatory -0.0398 -1.86 -0.0227 -D3 -0.0581 -2.52 -0.0062 -0.28 -0.0216 -0.75 0404 -1.88
Mandatory IFRS * Mandatory -0.0474  -4.32 -0.0343 -80 -0.0572 -4.44 -0.0357 -2.90 -0.0303 -1.99 9404 -4.36
Absolute accruals -0.2807 -6.74 -0.2875 -497 D28 -6.07 -0.1622 -2.66 -0.3723 -4.49 -0.2737  -6.53
US GAAP 0.0680 13.44  -0.0350 -2.95 0.0710 11.39 7280 10.46 -0.0570 -2.48 0.0676 13.40
Analyst coverage -0.0010 -4.17 -0.0011 -3.40 -01001-4.00 -0.0012 -3.57 -0.0013 -3.02 -0.0009  -4.07
Firm size 0.0064 11.39 0.0054 8.62 0.0073 10.11 0680 6.95 0.0076 6.26 0.0063 11.30
Loss 0.2997 26.96  0.3879 24.00 0.2942 25.03 0.30823.48 0.3556 16.01 0.2998 26.89
Forecast horizon 0.0023 2.03 0.0005 0.27 0.0033 0 2.6 0.0014 1.11 0.0004 0.16 0.0017 1.45
ADR -0.0174 -5.58 -0.0018 -0.48 -0.0076 -1.62 -8D2 -3.82 -0.0025 -0.47 -0.0171  -5.39
Industry-year benchmark 0.1064 3.93 0.0955 249 2061 4.07 0.1432 3.69 0.1755 3.28 0.1008 3.72
Country-year benchmark 0.4542 21.12 0.4543 18.30 447 19.38 0.4795 15.30 0.4305 12.22 0.4527 20.72
Firm effects Yes Yes Yes Yes Yes Yes
Adj R-squared 38.8% 39.0% 38.8% 37.1% 40.1% 798
47,209 30,592 39,898 35,284 16,697 46,623

This table presents OLS specifications testingdfiect of mandatory IFRS adoption on forecast etr&@ach column uses a different sample. ‘All firmgtludes all firms
tabulated in table 1. ‘Excl. US’ excludes all UBrfs. ‘Excl. 2005’ excludes all forecasts made Far fiscal year of 2005. ‘Excl. 2001-2002" exclu@disforecasts made for fiscal
years 2001 and 2002. ‘Mandatory countries’ includaly forecasts made for firms that trade in coestthat mandated IFRS. ‘Excl. Singapore’ excludikdirms from
Singapore. Dependent variableSsor (deflated) which is the absolute difference between consefmecast and actual earnings, divided by absaelctigal earnings/oluntary
IFRSis an indicator variable for a firm that adopt&RE before it was mandated in its counkfandatory IFRSs an indicator variable that takes the valuerd# for a firm that
adopts IFRS when its country mandated IFRS reppriitandatoryis an indicator variable that takes the valuerof €or periods on or after 2005 (2003 for Singapare else
zero.Absolute accrualss the absolute difference between net incomecast flows, divided by total assett$S GAAPis an indicator variable that takes the valuerdd i a firm
reports under US GAARAnalyst coveragés the number of analysts providing earnings fasex for a firmFirm sizeis the natural logarithm of total assdtsssis an indicator
variable if a firm is reporting negative net incarferecast horizors the number of days between consensus forendstrad of forecasting periodDR is an indicator variable
if firm i in yeart trades ADR in the USndustry-year benchmaiik the average level of the dependent variablgday for each of the 49 Fama-French [1996] indesi@lountry-
year benchmaris the average level of the dependent variablgeay for each country. Standard errors are rolouséteroscedasticity and clustered at the firmyasadt level.

53



Contemporary Accounting Research (Accepted)

TABLE 4
Effect of mandatory IFRS adoption on information ervironment — Varying the dependent variable

Dependent variable Error (non-deflated) Dispersion Consensus Commenigion  ldiosyncratic precision
(€] 2 3) 4) 5)
Parameter Estimate t Estimate t Estimate t Estimate t Estimat t
Intercept -2.4920 -3.68 -0.0767 -2.26 -0.6969 -11.3 21.1478 0.58 88.4537 1.17
Voluntary IFRS 0.2464 4.03 0.0059 1.37 0.0066 1.13 -9.3317 -4.38 -8.6595 -1.96
Mandatory IFRS 0.3498 7.78 0.0134 6.23 0.0204 6.06-10.7950 -6.76 -19.4367 -5.90
Mandatory 0.0527 0.85 -0.0055 -2.20 0.0140 3.28 .2047 -6.49 -26.5746 -4.56
Voluntary IFRS * Mandatory -0.2306 -1.80 -0.0256 -26 0.0015 0.12 24.7885 5.37 21.4534 2.23
Mandatory IFRS * Mandatory -0.2330 -2.49 -0.0129 -37 -0.0215 -2.98 19.0527 5.35 32.5467 4.39
Absolute accruals -0.8379 -2.23 -0.1044 -6.80 04005 0.20 -4.7230 -0.43 -9.1444 -0.40
US GAAP 0.1017 4.23 0.0310 15.87 -0.0284 -12.31 .89@8  -10.76 -18.8442 -9.81
Analyst coverage 0.0042 2.35 -0.0003 -2.80 -0.0008-5.68 -0.3540 -4.48 -0.1634 -0.98
Firm size 0.0573 10.58 0.0012 6.11 0.0012 4.34 1781 -0.83 -0.4663 -1.56
Loss 1.9249 20.85 0.0539 13.30 0.0632 16.76 -22.024-16.10 -37.4354 -14.64
Forecast horizon 0.0172 1.97 -0.0003 -0.80 0.0030 .723 -0.3275 -0.68 -1.3330 -1.32
ADR -0.1179 -5.86 -0.0060 -5.23 0.0088 6.10 4.0532 6.90 4.5297 4.32
Industry-year benchmark 0.1036 4.70 0.2033 9.72 18B2 6.32 0.1234 9.23 0.1349 6.86
Country-year benchmark 0.0340 8.18 0.4166 25.26 0976 21.87 0.1187 13.83 0.1103 11.55
Firm effects Yes Yes Yes Yes Yes
Adj R-squared 74.1% 44.4% 26.1% 53.6% 43.4%
N 47,209 41,028 40,951 40,951 40,951

This table presents OLS specifications testingetfiect of mandatory IFRS adoption on measures foirmation environment quality. Each column usesfierént dependent
variable.Error (non-deflated)s the absolute difference between consensusdstend actual earninddispersionis the standard deviation of individual analysefrasts for a
firm i in yeart divided by absolute actual earnin@onsensuss a measure of the commonality in analysts’ imfation, as captured by the across-analyst comelati forecast
errors (Barron, Byard and Kim [2002Jommon precisioiis a measure of the precision of common infornmaiioindividual analyst forecasts (Barron, Byardi &im [2002]).
Idiosyncratic precisioris a measure of the precision of idiosyncratioiinfation in individual analyst forecasts (BarroryaBl and Kim [2002])Voluntary IFRSis an indicator
variable for a firm that adopted IFRS before it wa@sndated in its countrijdandatory IFRSs an indicator variable that takes the valuerdf for a firm that adopts IFRS when its
country mandated IFRS reportifdandatoryis an indicator variable that takes the valuerd# for periods on or after 2005 (2003 for Singapareelse zeroAbsolute accruals
is the absolute difference between net income asti lows, divided by total assetdS GAAPIs an indicator variable that takes the value roé @ a firm reports under US
GAAP. Analyst coveragés the number of analysts providing earnings fasezfor a firmFirm sizeis the natural logarithm of total assedtessis an indicator variable if a firm is
reporting negative net incomiorecast horizons the number of days between consensus forenddistal year endADR s an indicator variable if firmin yeart trades ADR
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in the US.Industry-year benchmarls the average level of the dependent variablgdar for each of the 49 Fama-French [1996] indest@ountry-year benchmarls the
average level of the dependent variable by yeaedoh country. Standard errors are robust to retedasticity and clustered at the firm and yeagllev
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Sample Horizon 40 days Horizon 100 days Horizon 160 days orizén 220 days

1) (2) 3) 4)
Dependent variable Error (deflated)
Parameter Estimate t Estimate t Estimate t Estimate t
Intercept -0.1801 -4.22  -0.3630 -4.59  -0.6696 -5.65 -0.8941 6.05
Voluntary IFRS 0.0059 0.58 0.0048 0.43 0.0203 1.59 0.0456 3.02
Mandatory IFRS 0.0403 7.24 0.0467 7.38 0.0574 7.93 0.0781 9.24
Mandatory 0.0030 0.50 0.0022 0.32 0.0012 0.17 0.0070 0.92
V0|untary IFRS * Mandatory -0.0377 -1.83 -0.0332 -1.48 -0.0366 -1.43 -0.0121 0.42
Mandatory IFRS * Mandatory -0.0508 -4.73 -0.0500 -4.21 -0.0389 -2.94 -0.0433 2.9G
Absolute accruals -0.2380 -6.48  -0.2953 -6.97  -0.3741 -7.41  -0.3086 5.45
US GAAP 0.0715 14.16 0.0645 12.25 0.0671 11.39 0.0804 12.66
Analyst coverage -0.0010 -4.74  -0.0009 -3.51  -0.0002 -0.86 0.0002 550.
Firm size 0.0057 11.53 0.0079 13.10 0.0070 10.03 0.0063 7.91
Loss 0.2539 25.43 0.3121 26.55 0.3758 28.49 0.3985 28.02
Forecast horizon -0.0016 -1.58 0.0004 0.55 0.0017 2.48 0.0020 3.08
ADR -0.0184 -6.34  -0.0199 -5.92  -0.0217 -5.56  -0.0283 6.78
Industry-year benchmark 0.1192 4.27 0.1460 5.78 0.1560 7.11 0.1541 6.75
Country-year benchmark 0.4528 21.50 0.4685 21.12 0.4982 21.25 0.5619 22.93
Firm effects Yes Yes Yes Yes
Adj R-squared 38.4% 39.8% 41.5% 42.6%
N 48,067 45,301 43,069 38,893

This table presents OLS specifications testingeffiect of mandatory IFRS adoption on forecast str&ach column uses forecasts of different horizttarizon 40 days’
includes forecasts on average 40 days away frorerieof the fiscal period. ‘Horizon 100 days’ indds forecasts on average 100 days away from thefethe fiscal period.
‘Horizon 160 days’ includes forecasts on average d#ys away from the end of the fiscal period. f@mn 220 days’ includes forecasts on average 226 davay from the end
of the fiscal period. Dependent variable isde (deflated) which is the absolute difference between consefmnecast and actual earnings, divided by absealctigal earnings.
Voluntary IFRSs an indicator variable for a firm that adoptE&RE before it was mandated in its counlfiandatory IFRSs an indicator variable that takes the valuerd for a
firm that adopts IFRS when its country mandatedSFBportingMandatoryis an indicator variable that takes the valuerdd tor periods on or after 2005 (2003 for Singapore
or else zeroAbsolute accrualss the absolute difference between net incomecast flows, divided by total assetsS GAAPis an indicator variable that takes the valuerd# o

a firm reports under US GAARnalyst coveragés the number of analysts providing earnings faséx for a firmFirm sizeis the natural logarithm of total assdtessis an
indicator variable if a firm is reporting negatimet incomeForecast horizons the number of days between consensus forenddiszal year endADR s an indicator variable if
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firm i in yeart trades ADR in the USndustry-year benchmarik the average level of the dependent variablgday for each of the 49 Fama-French [1996] indesi@ountry-
year benchmaris the average level of the dependent variablgeay for each country. Standard errors are rolouséteroscedasticity and clustered at the firmyasadt level.
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TABLE 6
Effect of mandatory IFRS adoption on information ervironment —Firm-specific differences between IFRSad local GAAP
Sample Mandatory adopters Mandatory adopters excl. UK
1) 2 3 4
Dependent variable Error (deflated)
Parameter Estimate t Estimate t Estimate t Estimate t
Intercept -0.3119 -1.30 -0.3274 -1.36 0.4527 1.24 431 1.19
Mandatory -0.0288 -1.51 0.0739 2.32 -0.0500 -1.99 .0419 111
GAAP Difference 0.0091 3.15 0.0237 4.84 0.0095 2.71 0.0211 3.66
GAAP Difference * Mandatory -0.0133 -2.19 -0.0413 4:36 -0.0130 -1.98 -0.0375 -3.26
Absolute accruals -0.2530 -2.05 -0.2825 -2.35 0143 -3.08 -0.4472 -3.23
US GAAP -0.1987 -2.98 -0.1836 -2.80 -0.1904 -2.83 0.1781 -2.69
Analyst coverage -0.0021 -3.01 -0.0019 -2.78 -0000 -1.25 -0.0007 -0.99
Firm size 0.0065 3.14 0.0060 291 0.0031 1.49 o002 1.27
Loss 0.3487 11.05 0.3459 10.99 0.3644 10.38 0.3610 10.27
Forecast horizon 0.0008 0.25 0.0003 0.10 -0.0091 .96-1 -0.0095 -2.03
ADR 0.0092 1.16 0.0078 0.99 0.0037 0.39 0.0019 0.20
Industry-year benchmark 0.1782 2.41 0.1773 240 23381 1.39 0.1254 1.42
Country-year benchmark 0.4420 7.98 0.4329 7.86 a345 7.75 0.4447 7.60
Firm effects Yes Yes Yes Yes
Adj R-squared 41.2% 41.3% 42.7% 42.7%
N 8,168 8,168 5,709 5,709

This table presents OLS specifications testingetffiect of mandatory IFRS adoption on forecast srriMandatory adopters’ includes all firms that amandatory adopters of
IFRS with available IFRS reconciliation and IBESadaMandatory adopter’s excl. UK’ includes allrfis that are mandatory adopters of IFRS with avigli#RS reconciliation
and IBES data outside the UK. The first and thistbmn use raw values @AAP differenceThe second and third column use rank values ifigrfgom one to five) ofGAAP
difference Dependent variable Error (deflated) which is the absolute difference between consefmecast and actual earnings, divided by abselctigal earningdVlandatory
is an indicator variable that takes the value af or periods on or after 2005, or else z&AAP differences the absolute difference between IFRS earningslacal GAAP
earnings, as published in the reconciliation doaumief first time adopters in 2005, divided by #igsolute local GAAP earningdbsolute accrualss the absolute difference
between net income and cash flows, divided by eaktsUS GAAPis an indicator variable that takes the valuerd  a firm reports under US GAARnalyst coveragés the
number of analysts providing earnings forecastaffirm. Firm sizeis the natural logarithm of total assdtessis an indicator variable if a firm is reportinggative net income.
Forecast horizonis the number of days between consensus foreodsfigcal year endADR is an indicator variable if firm in yeart trades ADR in the USndustry-year
benchmarkis the average level of the dependent variablgday for each of the 49 Fama-French [1996] indesst@ountry-year benchmatris the average level of the dependent
variable by year for each country. Standard ermoesobust to heteroscedasticity and clusterededfitm and year level.
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TABLE 7

Panel A: Summary statistics by analyst classificabin
Analyst group From Local to Multiple GAAP From LdGAAAP to IFRS From Multiple GAAP to IFRS
# of observations 8152 2874 9538
# of unique firms 1009 384 719
# of unique analysts 426 197 706
Statistic Mean STD Mean STD Mean STD
Error (deflated) -(First forecast) 0.406 1.196 @.48 1.327 0.495 1.389
Error (non-deflated) - (First forecast) 2.784 1800 2.765 13.346 2.272 18.110
Error (deflated) - (Last forecast) 0.339 1.090 Q.38 1.161 0.427 1.316
Error (non-deflated) - (Last forecast) 2.460 13.117 2.560 13.275 2.166 18.313
Brokerage house size 79.724 89.655 53.781 67.617 .8987 85.747
Experience 3.280 1.771 3.351 1.820 3.362 1.786
# of firms covered 12.142 6.907 8.261 4.056 8.711 .953
# of industries covered 4.865 3.297 3.884 2.697 88.5 2.527
Forecast horizon (First forecast) 163.619 54.298 3.888 57.453 171.348 57.853
Forecast horizon (Last forecast) 101.904 49.598 135. 49.969 87.767 51.740
Loss 0.052 0.223 0.045 0.208 0.074 0.262
Firm size 7.272 2.189 9.111 2.347 9.024 2.457
Absolute accruals 0.041 0.038 0.037 0.037 0.045 370.0

Panel A presents summary statistics for three grafipnalysts.From Local to Multiple GAAPIncludes analysts, whose portfolios had firmddeing a single GAAP and after
mandatory IFRS adoption some firms in their poitfdbllow IFRS and other firms Local or US GAAPFrom Local GAAP to IFRSncludes analysts, whose portfolios had
firms following a single GAAP and after mandatoRRIS adoption all firms in their portfolio follow FS. ‘From Multiple GAAP to IFRS’ includes analystghose portfolios had
firms following different GAAP and after mandatdfyRS adoption all firms in their portfolio followFRS. The sample includes only mandatory IFRS adepfefirm-analyst
pair is included in the sample only if it appeasthbbefore and after mandatory IFRS adoption. tRomecast’ uses the first forecast made by anyah&br a firm within 240 days
(but not less than 30 days) from the end of theafigear. ‘Last forecast’ uses the last forecaslertay an analyst for a firm within 240 days (but less than 30 days) from the
end of the fiscal yeaError (deflated)is the absolute difference between consensusdstrend actual earnings, divided by absolute aeamaingsError (non-deflated)s the
absolute difference between consensus forecasietuél earningsBrokerage house sizie the number of analysts working for the brokerdguse of the focal analyst.
Experiences the number of years the analyst has been follpwa firm.# of firms covereds the number of firms an analyst is covering iyear.# of industries coverei the
number of industries an analyst is covering in arybased on the Fama-French industry classifitafiorecast horizoris the number of days between consensus forendst a

fiscal year endLossis an indicator variable if a firm is reportinggative net incomerirm sizeis the natural logarithm of total asseibsolute accrualss the absolute difference
between net income and cash flows, divided by tabts.

59



Contemporary Accounting Research (Accepted)

Panel B: Mandatory IFRS adoption and information ervironment: effect of accounting comparability

Sample First forecast Last forecast
Dependent variable Error (deflated) Error (non-akeftl) Error (deflated) Error (non-deflated)

1) 2) 3) (4)
Parameter Estimate t Estimate t Estimate t Estimate t
Intercept -0.6776 -3.55 -6.9735 -3.26 -0.7122 -3.32 -6.4635 2.92
Local GAAP to IFRS 0.1174 1.67 1.7905 2.52 0.0580 0.84 1.9157 2.55
Multiple GAAP to IFRS 0.1594 1.91 2.9558 2.59 0.1524 1.79 3.1900 2.64
Mandatory 0.2127 3.69 2.8673 3.16 0.2535 3.37 3.2846 3.02
Local GAAP to IFRS * Mandatory -0.1104 -1.45 -1.2665 -2.09 -0.0807 -1.26 -1.5294 2.25
Multiple GAAP to IFRS * Mandatory -0.1798 -1.92 -3.2341 -3.32 -0.1713 -1.74 -3.4268 3.36
Forecast horizon 0.0008 5.55 0.0035 2.02 0.0005 2.37 -0.0017 -0.80
Brokerage house size -0.0003 -2.85 -0.0044 -2.27 -0.0003 -2.77 -0.0046 2.30
Experience 0.0003 0.03 -0.0056 -0.04 0.0023 0.31 -0.0245 -0.17
# of firms covered 0.0010 0.39 -0.0945 -1.73 0.0001 0.05 -0.1123 -1.92
# of industries covered -0.0033 -0.56 0.1832 2.00 -0.0026 -0.52 0.1898 1.97
Loss 1.2160 9.48 3.8639 3.30 0.9349 8.67 3.6152 2.91
Firm size -0.0027 -0.27 0.3140 1.90 0.0059 0.60 0.3185 1.86
Absolute accruals -0.2979 -0.66 6.6745 0.90 -0.0985 -0.24 7.4445 0.98
Industry-year benchmark 0.8273 5.00 0.0191 1.42 1.0935 4.78 0.0231 1.41
Country-year benchmark 0.8573 4.52 1.3058 4.92 0.9431 3.85 1.4098 4.48
Adj R-squared 11.2% 13.8% 9.8% 12.6%
N 20,564 20,564 20,564 20,564

Panel B presents OLS specifications testing thecefif mandatory IFRS adoption on forecast errorgtree groups of analyst&:rom Local GAAP to IFRSncludes analysts,
whose portfolios had firms following a single GAARd after mandatory IFRS adoption all firms in thpartfolio follow IFRS. From Multiple GAAP to IFRSncludes analysts,
whose portfolios had firms following different GAABhd after mandatory IFRS adoption all firms inithportfolio follow IFRS. From Local to Multiple GAAPincludes
analysts, whose portfolios had firms following agte GAAP and after mandatory IFRS adoption somesfiin their portfolio follow IFRS and other firmocal or US GAAP
(omitted group). The sample includes only mandatéiS adopters. A firm-analyst pair is includedtliire sample only if it appears both before and aftandatory IFRS
adoption. ‘First forecast’ uses the first foreaastde by an analyst for a firm within 240 days (hoitless than 30 days) from the end of the fiseary'Last forecast’ uses the last
forecast made by an analyst for a firm within 24@<i(but not less than 30 days) from the end ofigval year.Error (deflated)is the absolute difference between consensus
forecast and actual earnings, divided by absolctigah earningsError (non-deflated)s the absolute difference between consensusdstrand actual earningsorecast horizon
is the number of days between consensus forecdsfistal year endBrokerage house sizs the number of analysts working for the broker&guse of the focal analyst.
Experiences the number of years the analyst has been follpwa firm.# of firms covereds the number of firms an analyst is covering iyear # of industries covered the
number of industries an analyst is covering in @ ybased on the Fama-French industry classifitdtiossis an indicator variable if a firm is reportinggative net incomerirm
sizeis the natural logarithm of total asseisolute accrualss the absolute difference between net incomecastl flows, divided by total asseitsdustry-year benchmairik the
average level of the dependent variable by yeaedoh of the 49 Fama-French [1996] industi@suntry-year benchmaris the average level of the dependent variablgday
for each country. Standard errors are robust terbstedasticity and clustered at the firm level.
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TABLE 8
Panel A: Summary statistics by firm classificationfor analyst portfolios that change
from Multiple GAAP to IFRS

Analyst group From Multiple GAAP to IFRS

# of observations 14147

# of unique firms 1064

# of unique analysts 776

Statistic Mean STD

Brokerage house size 83.44 83.65

Experience 3.35 1.78

# of firms covered 8.68 4.04

# of industries covered 3.66 2.50

Firm group Mandatory adopters Voluntary adopters
# of observations 9538 4609

# of unique firms 719 345

Statistic Mean STD Mean STD
Error (deflated) -(First forecast) 0.495 1.389 @43 1.054
Error (non-deflated) - (First forecast) 2.272 18.11 2.345 22.340
Error (deflated) - (Last forecast) 0.427 1.316 6.34 0.942
Error (non-deflated) - (Last forecast) 2.166 18.313 1.849 18.594
Forecast horizon (First forecast) 171.348 57.853 9.98%% 58.359
Forecast horizon (Last forecast) 87.768 51.748 #@5.2 53.001
Loss 0.074 0.262 0.069 0.254
Firm size 9.024 2.457 8.825 2.089
Absolute accruals 0.045 0.037 0.043 0.028

Panel A presents summary statistics. ‘From Multip®AP to IFRS’ includes analysts, whose portfoliaal firms following
different GAAP and after mandatory IFRS adoptidrfiains in their portfolio follow IFRS. The samplacludes voluntary
and mandatory IFRS adopters. A firm-analyst paindtuded in the sample only if it appears bothobefand after mandatory
IFRS adoption. ‘First forecast’ uses the first frast made by an analyst for a firm within 240 d@ys not less than 30 days)
from the end of the fiscal year. ‘Last forecastesishe last forecast made by an analyst for airhin 240 days (but not
less than 30 days) from the end of the fiscal yeemor (deflated)is the absolute difference between consensusdstend
actual earnings, divided by absolute actual eamikgror (non-deflated)is the absolute difference between consensus
forecast and actual earningdokerage house size the number of analysts working for the brokerhguse of the focal
analyst.Experiencds the number of years the analyst has been follpa firm.# of firms covereds the number of firms an
analyst is covering in a yedt.of industries coverei$ the number of industries an analyst is covening year, based on the
Fama-French industry classificatidforecast horizoris the number of days between consensus forenddistal year end.
Lossis an indicator variable if a firm is reportinggative net incomeFirm sizeis the natural logarithm of total assets.
Absolute accrualss the absolute difference between net incomecast flows, divided by total assets.
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Panel B: Mandatory IFRS adoption and information ervironment: information effect

Sample First forecast Last forecast
Dependent variable Error (deflated) Error (non-akeftl) Error (deflated) Error (non-deflated)
(1) ) (3) (4)
Parameter Estimate t Estimate t Estimate t Estimate t
Intercept -0.3912 -1.61 -3.4213 -1.41 -0.5183 -1.89 -3.1698 1.35
Mandatory IFRS 0.1916 2.02 1.7946 1.83 0.1874 2.08 1.9063 2.04
Mandatory 0.1791 2.52 1.0633 1.86 0.2352 2.72 0.9659 1.58
Mandatory IFRS * Mandatory -0.2079 -2.00 -1.5136 -1.92 -0.1912 -1.98 -1.3139 1.74
Forecast horizon 0.0006 3.47 0.0022 1.11 0.0004 2.07 0.0036 1.16
Brokerage house size -0.0004 -2.51 -0.0040 -1.41 -0.0004 -3.05 -0.0040 1.48
Experience 0.0103 0.94 -0.0838 -0.43 0.0119 1.17 -0.1079 -0.51
# of firms covered -0.0006 -0.14 0.0096 0.21 -0.0011 -0.28 -0.0095 27-0.
# of industries covered -0.0018 -0.21 -0.0263 -0.57 -0.0041 -0.57 -0.0133 0.2%
Loss 1.0731 8.32 2.2888 2.27 0.7142 6.83 1.7080 1.70
Firm size -0.0160 -1.34 0.1886 0.81 -0.0095 -0.86 0.1515 0.64
Absolute accruals -0.3251 -0.51 10.6378 0.75 0.2705 0.45 10.1576 0.76
Industry-year benchmark 0.3986 2.84 -0.0039 -0.19 0.6357 3.31 0.0105 0.45
Country-year benchmark 0.9893 3.82 1.0461 2.87 1.1755 3.07 1.1003 3.50
Adj R-squared 10.4% 26.8% 8.3% 23.5%
N 14,147 14,147 14,147 14,147

Panel B presents OLS specifications testing thecefif mandatory IFRS adoption on forecast errorévio groups of firms.
‘From Multiple GAAP to IFRS’ includes analysts, wdeportfolios had firms following different GAAP @mafter mandatory
IFRS adoption all firms in their portfolio followFRS. The sample includes only voluntary and mamgdERS adopters. A
firm-analyst pair is included in the sample onlytiéppears both before and after mandatory IFRf@eh. Error (deflated)
is the absolute difference between consensus fetraad actual earnings, divided by absolute agtaalings. ‘First forecast’
uses the first forecast made by an analyst fama\iithin 240 days (but not less than 30 days) fthenend of the fiscal year.
‘Last forecast’ uses the last forecast made bynatyat for a firm within 240 days (but not lessrit20 days) from the end of
the fiscal yearError (non-deflated)is the absolute difference between consensusdsreand actual earningBorecast
horizonis the number of days between consensus foresddiszal year endBrokerage house siie the number of analysts
working for the brokerage house of the focal artalysperiencés the number of years the analyst has been follpwa firm.

# of firms covereds the number of firms an analyst is covering iear # of industries covered the number of industries
an analyst is covering in a year, based on the Fenerach industry classificatioh.ossis an indicator variable if a firm is
reporting negative net incomeirm sizeis the natural logarithm of total asseddsolute accrualss the absolute difference
between net income and cash flows, divided by @s$aktsIndustry-year benchmars the average level of the dependent
variable by year for each of the 49 Fama-Frencl®§l9ndustries.Country-year benchmaris the average level of the
dependent variable by year for each country. Stahelaiors are robust to heteroscedasticity andered at the firm level.
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TABLE 9
Panel A: Effect of mandatory IFRS adoption on foreast errors and earnings
management
Dependent variable Error (deflated)
1) (2)
Parameter Estimate t Estimate t
Intercept -0.4520 -5.02 -0.4526 -5.03
Voluntary IFRS 0.0173 1.63 0.0168 1.57
Mandatory IFRS 0.0520 8.81 0.0512 8.49
Mandatory 0.0070 0.98 0.0069 0.96
Voluntary IFRS * Mandatory -0.0384 -1.44 -0.0161 -®9
Mandatory IFRS * Mandatory -0.0474 -3.70 -0.0392 -36
Absolute accruals -0.2799 -6.19 -0.2810 -6.73
Voluntary IFRS * Mandatory*Absolute accruals -0.0373 -0.11
Mandatory IFRS * Mandatory*Absolute accruals  0.0001 0.00
CF forecasts 0.0020 0.63
Voluntary IFRS * Mandatory*CF forecasts -0.0240 2.09
Mandatory IFRS * Mandatory*CF forecasts -0.0073 1.17
US GAAP 0.0680 13.44 0.0693 13.16
Analyst coverage -0.0010 -4.17 -0.0010 -4.49
Firm size 0.0064 11.38 0.0064 11.46
Loss 0.2997 26.95 0.3000 26.97
Forecast horizon 0.0023 2.03 0.0023 2.02
ADR -0.0174 -5.57 -0.0177 -5.65
Industry-year benchmark 0.1064 3.93 0.1058 3.91
Country-year benchmark 0.4542 21.12 0.4552 21.18
Firm effects Yes Yes
Adj R-squared 38.8% 38.8%
N 47,209 47,209

This table presents OLS specifications testing dffect of mandatory IFRS adoption on forecast errconditional on
earnings management variables. Dependent varigilgar (deflated) which is the absolute difference between consensu
forecast and actual earnings, divided by absolateah earningsVoluntary IFRSis an indicator variable for a firm that
adopted IFRS before it was mandated in its couMgndatory IFRSs an indicator variable that takes the valuerds for a
firm that adopts IFRS when its country mandatedSkBportingMandatoryis an indicator variable that takes the value of
one for periods on or after 2005 (2003 for Singapoor else zercAbsolute accrualss the absolute difference between net
income and cash flows, divided by total ass€ts.forecastsis the number of analysts that forecast cash fi@w share
divided by the number of analyst that forecastiegsper shardJS GAAPis an indicator variable that takes the valueraf o

if a firm reports under US GAARAnalyst coveragés the number of analysts providing earnings fasex for a firmFirm
sizeis the natural logarithm of total assdiessis an indicator variable if a firm is reportinggagive net income-orecast
horizonis the number of days between consensus forenddistal year endADR is an indicator variable if firmin yeart
trades ADR in the USndustry-year benchmaris the average level of the dependent variablgday for each of the 49
Fama-French [1996] industrie€ountry-year benchmarls the average level of the dependent variabledar for each
country. Standard errors are robust to heterostietigand clustered at the firm and year level.
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TABLE 9
Panel B: Effect of mandatory IFRS adoption on the mbability of meeting or beating analyst forecasts.

Sample Mandatory adopters Mandatory adopters B¥cl.

1) 2) 3) 4)
Dependent variable Error (deflated)
Parameter Estimate p-value Estimate p-value Estimgi-value Estimate p-value
Intercept 4.3101 0.064 4.4395 0.026 4.6361 0.191 7823 0.059
Mandatory -0.4728 0.011  -0.4263 0.007 -0.4833 0.0540.4775 0.026
GAAP Difference 0.0316 0.156 0.0386 0.048 0.0358 12P. 0.0422 0.044
GAAP Difference * Mandatory -0.0458 0.126  -0.0284 .61  -0.0486 0.114  -0.0386 0.148
Absolute accruals -3.5092 0.122  -1.6658 0.376 8091 0.048 -2.2782 0.239
US GAAP 1.3936 0.149 0.9621 0.331 0.6045 0.569 4%12 0.909
Analyst coverage 0.0601 <.0001 0.0626 <.0001 0.0398.004 0.0433 0.000
Firm size -0.2521 <.0001 -0.2574 <.0001 -0.3011 0€10 -0.3245 <.0001
Loss -0.5858 0.021  -0.9536 <.0001 -0.4487 0.073 838&p 0.000
Forecast horizon -0.0615 0.029  -0.0555 0.022  -(1049 0.257  -0.0550 0.144
ADR 0.0200 0.942 0.0210 0.924 0.5296 0.064 0.5678 .01D
Industry-year benchmark 3.2784 <.0001 3.6022 <.00012.4881 0.012 -2.9143 0.000
Country-year benchmark 0.8596 0.215 0.8486 0.134 .20624 0.761 -0.2110 0.690
Firm effects Yes Yes Yes Yes
Adj. R-squared 4.07% 5.21% 6.67% 7.91%
N 8,168 8,168 5,709 5,709

This table presents a logistic specification tegtime likelihood of meeting or beating analyst tasts following mandatory adoption of IFRS. Theatgtent variable takes the
value of one if the realized earnings are equal twithin a one per cent per share of the analystiacast (first and third column). As a sensitianalysis we also present results
where the dependent variable takes the value ofifamalized earnings are equal to forecasted egsnor within a three per cent of the analyst'®¢ast (second and fourth
column).‘Mandatory adopters’ includes all firmstlaae mandatory adopters of IFRS with availableSRRBconciliation and IBES data. ‘Mandatory adoptexcl. UK’ includes
all firms that are mandatory adopters of IFRS waithilable IFRS reconciliation and IBES data outsideUK.GAAP differencés the absolute difference between IFRS earnings
and local GAAP earnings, as published in the reitiation documents of first time adopters in 20a8/ided by the absolute local GAAP earningdsolute accrualgre the
absolute difference between net income and cas¥sfldivided by total assetdS GAAPIs an indicator variable that takes the valuersd @ a firm reports under US GAAP.
Analyst coveragés the number of analysts providing earnings fases for a firmFirm sizeis the natural logarithm of total assdtessis an indicator variable if a firm is
reporting negative net incomiorecast horizons the number of days between consensus forenddistal year endADRis an indicator variable if firmin yeart trades ADR

in the US.Industry-year benchmarls the average level of the dependent variablgdar for each of the 49 Fama-French [1996] indest@ountry-year benchmarls the
average level of the dependent variable by yeagdoh country. Standard errors are robust to retedasticity and clustered at the firm and yeagllev
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