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The Influence of Country- and Firm-L evel

Gover nance on Financial Reporting Quality:

Revisiting the Evidence

ABSTRACT

Using a large sample of European firms that mamifatadopted IFRS, this paper assesses
how firm-level governance, as proxied by boarditaites, and country-level enforcement
interplay in affecting financial reporting qualityinancial reporting quality is assumed to have
three dimensions: earnings informativeness, acgruabinagement, and real earnings
management. Three key findings emerge from ouryaeal First, IFRS adoption per se does
not seem to affect financial reporting quality. &stt, in countries characterized by weak
enforcement, strong board-level monitoring app&aenhance financial reporting quality, thus
suggesting a substitutive effect between firm- awlintry-level governance. Third, in
countries characterized by strong enforcement, sfinvith strong board-level monitoring
exhibit a higher level of financial reporting quglithan firms with weak board-level
monitoring, thus suggesting that country- and flawel governance are complementary.
Overall, our findings help bridge the gap in thdate about the effects of country- and firm-
level governance on the quality of financial reprgytand provide further nuance on prior IFRS
adoption research.

JEL classification:, G14, G15, G18, G34, M41
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. INTRODUCTION

This paper explores how country and firm-level goamce mechanisms interplay and dovetail one
another in influencing the quality of reported éags. While there is extensive research on the mapp
between a firm’s governance mechanisms and itediahreporting quality as well as on the impactoéintry-
level institutions and financial reporting qualitiiere is scant evidence as to how these two |le@fgsvernance

jointly affect the quality of financial reporting.



In that regard, the adoption of International FtiahReporting Standards (IFRS) provides an intargs
setting to assess the relative influence of eastergance level. It is one of the most fundameni@nge in
accounting regulation and, not surprisingly, hasrbstudied broadly (see Barth 2006; Soderstrom Sund
2010; Hail et al. 2010 for an overview). Howevevidence regarding the economic benefits stemmiomfr
IFRS mandatory adoption is rather mixed. On onelh@rappears that the switch from local generatigepted
accounting principles (GAAP) to IFRS leads to amréase in comparability, transparency, and findncia
reporting quality. On the other hand, it is chaljiy, conceptually and empirically, to attributeksubenefits to
IFRS reportingoer se, with some evidence suggesting that most of thiegpeed benefits from IFRS adoption
actually result from concurrent changes in the laggey and enforcement environments. To the extesit the
application of accounting standards provides insidégth substantial discretion, research highlights firms’
reporting behavior, and hence the observed finamefzorting quality, is likely to be shaped by ihgional
factors and firm-level characteristics, rather tlhgrma simple change in accounting standards (Bal.€2003;
Leuz et al. 2003; Burgsthaler et al. 2006). Coasity, many previous studies (Daske et al. 2008is@nsen et
al. 2012) suggest that there is a substantial bgdeeity in the effects of IFRS adoption due todifierences in
the legal enforcement. This literature emphasikaesrhportance of the enforcement regime as thedkisgr of
observed heterogeneity in financial reporting dualin this vein, previous studies point towardiacrease in
financial reporting quality around the IFRS adopt@nly in countries with strong legal enforcemdbagke et
al. 2008; Byard et al. 2011; Landsman et al. 201)s amplifying the divergence among countriesnsi
incorporated in countries with stricter enforcemeés benefit from IFRS adoption while all othdosnot.

Those studies explain the heterogeneous effectR$ adoption across countries but fail to examine
heterogeneity within similar legal environment le@yseveral relevant questions unanswered. For pbeam
does financial reporting quality remain uniformiyalhanged around IFRS adoption for all firms locatedieak
legal enforcement countries, and do firms in stréegpl enforcement uniformly increase financial aeing
quality? Moreover do firms located in weak enforesincountries sustain the costs of IFRS adoptighowui
the benefits? In other words, is there any pogsibibr a firm located in a weak enforcement coynto
overcome the effect of legal enforcement and teefieftom IFRS adoption?
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This paper tries to fill this gap in the literatusg analyzing the joint effects of board-based raririg
mechanisms with country legal enforcement. To dousing a difference in difference approach, we tes
whether board-based monitoring mechanisms sulestitucomplement legal enforcement in shaping thecsf
of IFRS on financial reporting quality. We operatdize financial reporting quality considering eags
informativeness (Landsman et al. 2012), accruaddhamd real earnings management. Our sample cofist
4,425 firm-year observations from 14 European atesit Following Landsman et al. (2012), we measure
earnings informativeness using abnormal returnabéiiy and abnormal trading volume. We measurewsde
based earnings management using the modified Joadel (Dechow et al. 1995). We estimate real egmin
management considering the abnormal level of clsh from operations, production costs and discretiy
expenses (advertising, R&D and SG&A). In line witlevious research, we combine the three measureslof
earnings management into two aggregate metriosabearnings management.

The most compelling challenge to our analysis & the mandatory IFRS adoption occurs at the same
time for all publicly listed companies in Europeapuntries. To ascertain that general trends or woeit
events unrelated to IFRS adoption do not driveréselts, we employ a control sample of voluntargdrs
that switch to IFRS at least three years beforertapdatory adoption date (Byard et al. 2011). Wéop@ three
steps of analysis: 1) an examination of the aveedfget of the IFRS adoptigper se; 2) an examination of the
effect of the mandatory IFRS adoption consideringrd-based monitoring mechanisms; and 3) an exaimina
of the effect of the mandatory IFRS adoption coasidy both the country-level of legal enforcemami &oard-
based monitoring mechanisms.

In the first analysis, using firm-year data from020to 2008, we compare the change in earnings
informativeness metrics, accrual and real-basenirggs management in the treatment sample (mandi&$
adopters) to the change for the control sampleufitaly IFRS adopters) around the time of mandateRS
adoption. In this first test, we regress our prexier financial reporting quality on indicator vaies for the
type of adopter (mandatory versus voluntary), titeraction between these indicator variables aditétor

variables for the time period (pre- versus postahory adoption), and a set of controls.



Next, still using a difference-in-difference apprbawe test whether the effects of mandatory IFRS
adoption on earnings informativeness, accrual aattbhased earnings management show variation edect
to cross-sectional changes in the board monitolengl, as represented by various board attributes.
summarize the underlying latent construction ofrdgaonitoring, we create a standardized level iétsboard
monitoring level based on the principal componemtdr analysis of the board and directors charstits.
Specifically, the second test adds to the multatarianalysis described above the interactions effitim
measure of the strength of board monitoring levigh the type of adopter (mandatory versus voluntand the
time period (pre- versus post-mandatory adoptigially, we investigate the joint effect of boardsed
monitoring level and the strength of legal enforeamon earnings informativeness, accrual, and baséd
earnings management around the mandatory IFRS iadofithe idea is to analyze whether different beard
monitoring levels interplay with the legal enforaemh regimes in determining the effects of mandatbRS
adoption.

We find evidence that the mandatory switch to IFR®o0t sufficient,per se, to change firms’ reporting
practices and, hence, has little impact on findn@porting quality. By contrast, we find that fidevel
monitoring mechanisms have an effective role irpsiwfirms’ reporting quality after a change in agnting
standards. Indeed, we document an increase incii@areporting quality only for firms which haver@hg
board-based monitoring mechanisms irrespective frlmencountry of incorporation. Despite country-sfiec
institutional characteristics, firm-level monitoginmechanisms, i.e. board composition, are a suitan
determinant of financial reporting quality aroueRIS mandatory adoption. Finally, when we employhkbe
country-level and firm-level partitioning variabJese find an increase in financial reporting quafitr strong
monitoring firms in weak legal enforcement courdriand for weak monitoring firms in a strong legal
environment. However, the latter effect is stronigerstrong monitoring firms in the strong legav@nnment.
Thereby, if firm-level monitoring mechanisms arsubstitute for the legal system when it is weakmfiand
country-level monitoring mechanisms turn to be clamgnts as the latter gets stronger.

Our paper contributes to the literature in two waisst, to the best of our knowledge, this is finst
paper that provides evidence of the role of boaskd monitoring mechanisms into the consequences of
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mandatory IFRS adoption. Using the board monitotengl as partitioning variable, we capture firmde
heterogeneity in financial reporting quality arouR@RS mandatory adoption. So far, research hasoeeglthe
average impact of IFRS adoption or has focused@ssecountry differences. Firm level heterogenisityot so
well explored. Only a few papers try to exploresthoint (Byard et al. 2011; Daske et al. 2012),thay focus
only on firm level reporting incentives. Our resutthow that, despite the country of incorporatiod after
controlling for firm-specific reporting incentivefirms can take advantage from IFRS adoption toekient
they adopt strong board-based monitoring mechanismdoing so, we add to the literature on IFRSpido
that considers reporting quality stemming from tmaintry-level legal institutional framework (Daskeé al.
2008, Byard et al. 2010, Landsman et al. 2012).

Second, the paper contributes to the growing liteeson the interplay between firm-level governaand
country institutional characteristics. The findingsint toward a substitution effects between fiewel
monitoring mechanisms and country-level enforcenmathanisms when the legal system is lax, whiledoa
monitoring and legal enforcement complement eablerotvhen the legal system gets stricter. In a semge
findings may help bridge the contrasting evidenaeided by Durnev and Kim (2005) and Doidge e{(2007)
and suggest that complementarity or substitutidirim and country-level governance is contextual.

The remainder of the paper is organized as folldwsection 2, we review the literature and devetop
hypotheses. Section 3 presents the data and thercesdesign. Section 4 and section 5 containmtie results

and the additional analysis. Section 6 presentsoiiastness tests, while section 7 concludes.

[I. RELATED LITERATURE AND PREDICTIONS

Related literature

Extant research documents substantial economigfitearound mandatory IFRS adoption. Among other
things, there are positive market reactions to &svassociated with mandatory IFRS adoption (Arnmgtret al.
2010), an increase in market liquidity and a declim the cost of capital (Daske et al. 2008, 20012010),
higher information content of earnings (Landsmaralet2012), an increase in stock price informatessn

(Beuselinck et al. 2009, DeFond et al. 2011a) hgorovement in analyst information environment (Rlyat al.
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2011, Tan et al. 2011), and higher foreign investisméBruggeman et al. 2009, Beneish et al 2010obé[€t al.
2011b). While the evidence consistently points tolsgositive capital market effects around IFRS8pdidn,

results on the impact of IFRS on financial repartouality are mixed and rather controversial. Bathal.

(2008) find evidence of an increase in earningdityuahile Ahmed et al. (forthcoming) suggest th&cause of
the principle-based nature of IFRS and the ladknplementation guidance, earnings quality decreafted the
mandatory adoption of IFRS. However, theoreticallygounting flexibility could be used to increaseaunting

numbers quality as well as to decrease financgintang quality.

Moreover, it is challenging to attribute capital ket or financial reporting quality effects to tHeRS
adoptionper se. To the extent that the application of any sehofounting standards provides insiders with
substantial discretion, research stresses thatsfingporting behaviors, and hence the observedndiah
reporting quality, is likely to depend on countrigsstitutional frameworks, market pressures arrdhfievel
characteristics rather than to a change in acaogistiandards (Ball et al. 2000, Leuz et al. 2008gBtahler et
al. 2006, Wysocki 2011). In this vein, Christengtral. (2012) argue that the aforementioned benefi¢ not
fully ascribable to IFRS mandatory reporting. Rathie the extent that some European Union (EU) tieesm
have started to make financial reporting enforcammechanisms tighter around 2005, the documentgitata
market benefits may be caused by both an IFRStedfdmy a change in enforcement effect. Although d very
difficult task to disentangle them, they find arcriase in market liquidity around IFRS mandatorgpaidn
only in five European countries that adopt stri@ecounting enforcement mechanisms concurrent \wiRS
mandatory adoption. This evidence suggests thae isaneeded in interpreting capital-market or ficial
reporting effects around IFRS mandatory adoption.

To sum up, extant literature agrees that, by itsefhange in accounting standards, even towatghosedly
higher quality set, does not matter much for a ghan firms’ reporting practices. Wysocki (2011)denscores
the importance of country-level factors and firnpedfic characteristics in shaping the effects ahange of
accounting standards. Therefore, the applicatiom @admmon set of accounting standards is unlikelyenerate
similar outcomes in term of financial reporting Gityaacross different countries and firms. So faasearches
have focused only on the role of country-levelitnibns, while how and whether firm-level charaigtcs and
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the interplay among country and firm charactersstshape financial reporting outcomes have beeryrare
analyzed. Daske et al. (2012) find that only firthet experience a substantial change in their tiegpr
incentives are perceived to derive significant tdpharket benefits while other firms that switchlERS under

a “tick-box” mentality do not experience capital ket benefits. These results are interpreted adeace that:
(i) IFRS mandatory adoptiquer se has little effect on firms reporting practices$) ¢ountry-level infrastructures
do not to account for all firm-level heterogenaityfirm reporting quality.

However, there is considerable evidence supportirey hypothesis that monitoring-oriented boards
increase financial reporting quality by, for examptonstraining earnings management (Dechow €to8i6,
Klein 2002, Peasnell 2005, Faleye 2011). Theretbeeboard of directors and its monitoring intensituld
drive the change in financial reporting quality wmd IFRS mandatory adoption. However, althoughethisr
widespread consensus about the role of governanoé@aring mechanisms on financial reporting qualfigm-
level corporate governance has received littlentitig" in previous research on mandatory IFRS adoptitis T
paper tries to fill this gap in the literature ayzéhg the role of corporate governance on finanoigorting

quality after the mandatory IFRS adoption.

Predictions: Monitoring role of board of directors and |FRS adoption

The idea underlying this paper is to exploit cresstional variation in board-based monitoring istBn
to examine heterogeneity in financial reporting lgyechanges around IFRS mandatory adoption. So far
research shows substantial cross-sectional hetegtigein the consequences of IFRS mandatory adwoptio
Evidence of changes of financial reporting qualgymixed and controversial with several studiesntiog
toward an increase in accounting quality (Bartlale2008; Barth et al. 2010; Gordon et al. 2009)levbther
papers suggest a decrease in accounting qualitmédlet al. forthcoming; Atwood et al. 2011). Marragean
use accounting flexibility either to convey critigaformation or to lower accounting quality. Oretbne hand,

Barth et al. (2008) purports that IFRS can impraeeounting quality because principles-based acowynt

! Verriest et al. (2012) is an exception. Verriestak (2012), focusing on a small sample of Européems, document a positive

association between the strength of firm-level cospe governance and firms compliance with theé-firse IFRS adoption requirements,
providing early evidence on the crucial role plapgdirm-level monitoring mechanisms, at leasthe tlegree of compliance at the first-
time IFRS adoption.
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standards are more difficult to be circumvented.tl@nother hand, their principles-based naturethedack of
implementation guidance provide significant flektli that can be used to reduce accounting infoionat
quality.

In this context, governance monitoring mechanisars glay a pivotal role in shaping reporting quality
Firms under the scrutiny of sound boards and masagay use the inherent flexibility of accountimgulation
to convey information of higher quality more thanincrease information asymmetries (Beyer et al020
According to agency theory (Jensen and Meckling6)9Board independence, the independence of thié aud
committee and the financial expertise of indepehdenlit committee members reduce managerial ledinay
increasing transparency and financial reportinditgud here is considerable evidence supportinghyygothesis
that monitoring-oriented boards constrain earninggagement, thus increasing financial reportinglityua
(Dechow et al. 1996, Klein 2002, Peasnell 2005,gSeinal. 2010, Falaye 2012). For example, Peashell.
(2005) show a negative effect of board independencearnings management. In a consistent manneg &o
al. (2010) show that board independence reducesotiern over the reliability of fair value infortian.

More recently, there is evidence that points owt lee degree of financial expertise of board member
plays the major role in determining financial repagy quality, most likely by making the board ofealitors
more effective in carrying out its monitoring d@iéDeFond et al. 2005, Krishnan and Visvanathar8(De
Fond et al. (2005) show that markets react posjtite the appointment of a financial expert on taeit
committee. Moreover, Carcello et al. (2010) showithportance of accounting expertise on finanagabrting
quality, thus corroborating the idea that indepeédds not the only variable which affects accaumtjuality.
Overall, prior research links firm-level corporagevernance with financial reporting quality. Hene& posit

our first hypothesis:

H1: On average, firms with strong board-based roadniy enjoy a larger increase in financial repaytin

quality around IFRS mandatory adoption than firnith weak board-based monitoring.



According to the new institutional accounting thed@¥ysocki 2011), the outcomes of a change in
accounting standards are shaped both by counte}-lestitutions and firm-level characteristics, dikhe
structure of board of directors, ownership struetar auditor quality. According to Wysocki (2011ipancial
reporting outcomes are likely to depend both oncrowinstitutions (e.g., capital markets’ regulatieorporate
law prescriptions and the legal enforcement) androrinstitutions (e.g., corporate governance). 8n f
literature highlights the importance of countridsgal frameworks for reporting incentives by conipgr
between-countries cross-sectional differences endbnsequences of IFRS adoption with respect tiveng
outcome variable while governance has not been ieegin

However, how firm-level corporate governance andintxy-level legal institutions interact is still
controversial. On the one hand, in countries whievestors rights are stronger and better enforcagital
markets are more developed, firms practice betieegnance and are valued higher than in less iov&stndly
countries (La Porta et al. 1997, 1998) . A coummstitutional system frames firm-level corporatesgmance
attributes that a firm decides to adopt (Doidgealet2007), through its effect on the cost of impéeing
governance practices. In contrast, in weak invgstotection countries, it could be overly expendimea firm
to adopt strong corporate governance mechanism#heapay-off could be negligible. In stronger inees
protection countries, firms may expect more begdfitm adopting strong governance mechanisms asti
legal infrastructures make it economically feasitdebond to good governance. As a consequence, &e m
expect that governance and the strength of legar@ment complement each other in countries witbng
regulatory oversight while there are negligiblieefs in weak enforcement countries.

On the other hand, stronger and well-disciplinedpomate governance mechanisms should be more
valuable and important in mitigating the negatifieats of an ineffective legal system where theutetion is
lax and investor rights are weak and badly enfo(@rdnev and Kim 2005, Chen et al. 2009). In suahntries,
indeed, investors cannot rely on the legal systemdnitor insiders’ behaviors. In this vein, we neypect that
governance complements the legal system where @bal Isystem is strong and substitute country-level

enforcement where it is lax.
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However, the literature on the relation betweenntgulevel legal/institutional factors and firm-kelv
corporate governance mechanisms is still tentativk provides mixed evidence. Hence, it remainsnapirecal
questions as to how firm-level monitoring mechanina country level institutional factors jointlyagse the
consequences of IFRS mandatory adoption on finarejperting quality. Our second hypothesis, statethe

null form, is:

H2: The strength of country-level legal enforcemelaes not moderate the effect of board-based

monitoring mechanisms on financial reporting qyaditter IFRS mandatory adoption..

1. DATA AND RESEARCH DESIGN

Sample Selection

We obtain accounting and market data from Comp@attal, and analyst forecast data from the I/B/E/S
international (split unadjusted) database. We iflefrom Compustat all public companies domiciledEurope
from 2002 to 2008. We eliminate firms in bankingldmancial industry (SIC codes between 6000-650)
require at least eight observations in each twi-&ifC grouping per year and country to estimaizsal-based
and real earnings management metrics. We combicmuating and market data with the analyst foredata
from I/B/E/S. To be included in the sample, we tiegeach firm to have data available for at least period
before and one period after the mandatory adopléaaline (i.e. fiscal years beginning on or afierdanuary 1,
2005). Finally, we require that each firm-year gliaBon have data necessary to calculate the Vagalsed in
the analysis.

Next, we identify mandatory IFRS adopters by reirig information on a firm’'s accounting standards
followed from Compustat Global. We define mandatadppters those firms that do not adopt IFRS Lintil
becomes mandatdryi.e. fiscal-years beginning on or after 01/01200o account for concurrent events, we

identify a control sample of European firms thalumbary adopted IFRS at least three years befoee th

2 A firm is classified as mandatory IFRS adoptetthé data item “astd” in Compustat global doeseauptal “DI” prior to fiscal year
beginning on or after January 1, 2005. If a firmptd IFRS after 2005, we drop it from the sample.
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mandatory adoption date. These restrictions yielfinal sample of 4,425 firm-year observations frds
European countries from 2002 to 2008.

Finally, for each firm-year, we manually identifiyet composition of the board from the annual reports
and extract information about each director ratelependence status, service on board audit conemiited
work experiences. Information about directors’ p@ign occupation in these filings is often missing or
incomplete. Hence, we collect additional informatifrom other sources (i.e. BoardEx, Thomson One,
LexisNexis). Finally, data on the ownership stroetcomes from Amadeus - Bureau van Dyck databasadeT
1 illustrates the sample distribution by countrjieThnumber of observations varies widely across tri@sn
Austria has the lowest number of observationsd8jl the UK has the highest (1,619). In the lastroal, we
report the values of the legal enforcement varigblaufman et al. 2007), which documents a substhnti
variation in the legal enforcement across the saropuntries: Italy has the lowest value (0.5), Smdtzerland

has the largest (2.00).

[INSERT TABLE 1 ABOUT HERE]

Financial Reporting Quality Metrics

Following Landsman et al. (2012), we capture mabketed financial reporting quality using the
information content of earnings announcements opaized with abnormal stock return volatility can
abnormal trading volume. We compute abnormal stetlrn volatility at the earnings announcement slate
the ratio between the event window return volatiéind the non-event window return volatility. Tdiemte the
market model, we employ a non-event window 6f60 tot — 10 and+10 tot+60, while the event window runs

from t-1 tot+1, wherd is the earnings announcement date.

thai +ﬁi Rm[+‘9it (1)
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Where R is the stock return of firmfor dayt, and Ryis the equal-weighted return for all within country
firms in the sample for daly(DeFond et al., 2007), angd andp; are firmi's market model estimates, each of
which is calculated during the non-event periodinkastes of the coefficients of the market model ased to

estimate daily abnormal returns using the equation:

AR, = R~ (a:+5,Ry) -

Abnormal stock return volatility (AVAR) is the ratibetween the mean of the squared market model
abnormal returns (E[AR]), and the variance of a firmismarket model residuals during the non-event window
(6%). To reduce the skewness, we take the naturatitbga(i.e. AVAR = log(E[d]/ 6%)).

We measure the abnormal trading volume (AVOL) &srttio between the mean of the event window
volume (V) and the mean of the non-event window trading m&uE[V]]). Daily volume around earnings
announcement date;Ms shares of firm traded during daydivided by share outstanding of fiinat dayt-1, t
=0 andt+1, wheret is the earnings announcement dayisvthe average daily trading volume for fiirfor days
t-60 tot-10 andt+10 tot+60 relative to the I/B/E/S earnings announcemee.dAs for AVAR, this ratio is
highly skewed, hence our measure of abnormal tgadiftume is the natural logarithm of this ratie (. AVAL
= log(E[V:)/ E[Vi])). For both AVAR and AVOL, higher values represenhigher information content of
earnings announcements and hence a higher finaepiaiting quality.

We use a cross-sectional model of discretionaryuads, where for each year and country we estithate
model for every industry classified by its two-di@IC code. In this way, we partially control fardustry
changes in economic conditions that affect totaried while allowing the coefficient to vary acrogsoups
(DeFond and Jiambalvo 1994). We estimate the neatlifross-sectional Jones model (Jones 1991) ashaesc

in Dechow et al. (1995):

+ B ;t + &y ©)



Where TA; is a firm’si total accruals in yearand two-digit sic codg measured as net income before
extraordinary items and discontinued operationsusioperating cash flow; Assgts a firm’'si total assets in
yeart-1 and two-digit sic codg AREV;; is the change in revenues from the preceding fgedirm i in two-
digit sic codg ; PPE; is the gross property plan and equipment for filmtwo-digit sic codg in yeart .> The
coefficient estimates from equation (3) are useddimate firm-specific normal accruals (NA) foeteample

firms:

~ AREV . —AAR ~  PPE .
L +8, iit ijt +B, ijt (4)

NA;;, =8,
Assets Assets ;4 Assets

whereAARj; is the change in account receivable from thequlieg year for firmi in two-digit sic codg.
Our measure of discretionary accruals is the diffee between total accruals and the predicted natoeuals
from equation (2), defined as DA= (TA/Asse}.1) - NA . To the extent that we do not predict any given
direction for accrual-based earnings managementomgute the absolute value of discretionary adsraiad
refer to it as ABS_DA.

Following Roychowdhury (2006), we use the abnorleatl of cash flow from operation (R_FCFO), the
abnormal level of production costs (R_PROD) andabeormal level of discretionary expenses to captoe
manipulation of real activities (R_DISC). We modet normal level of cash flow from operations dgsaar
function of sales and change in sales. Consistéht prior works, we estimate the following modebr feach

country-year and industry defined by its two-digIi€C code.

CFO ,, 1 SALES ASALES iy 5)

=4, +5, +53
Assets it -1 Assets it -1 Assets it -1 Assets ijt-1

® To mitigate the undue influence of outliers, wensdrize all variables entering in the modified Jomeodel at the 1st and 99th
percentiles.
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Where CFQ is cash flow from operations for firmisn yeart and two-digit sic codg SALES;; is the
net sales for firm’s in yeart and two-digit sic codg ASALESj; is the change in net sales from the preceding
year for firmi in two-digit sic codg. Firms that engage in real earnings management adoeer level of
abnormal cash flow than do other firms. Hence, witiple the abnormal level of cash flow by minusspso
that higher values represent higher value of maaifioun.

To estimate the normal level of production cosst fve model normal cost of goods sold (COGS) and

inventory growth AINV) using the following linear functions:

COGS SALES ..
ijt =B, 1 B, ijt vey, (6)
Assets iit-1 Assets it -1 Assets it -1
AINV ASALES . ASALES .
ijt :,81 1 +ﬂ2 ijt +,83 ijt -1 +£ij1 (7)
Assets it -1 Assets it -1 Assets it -1 Assets it -1

Using equations (6) and (7), we estimate the noteval of production cost for each country, year a
industry as follows:

PROD I S SALES ;,  ASALES . ASALES ;, )

+ +
3 4 ijt
Assets it -1 Assets it -1 Assets it -1 Assets it -1 Assets it -1

Where PROL; is defined as the sum of the cost of goods soldGSj;) and the change in inventory
(AINV j) for firm’s i in yeart and two-digit sic codg SALES;; is the net sales for firm’sin yeart and two-
digit sic codg; ASALESj; is the change in net sales from the preceding fgedirm i in two-digit sic cods;
The abnormal level of production costs (R_PRODJefined as the residuals from equation (8). Thédrighe
residuals, the higher the inventory overproductamg the larger is the increase in the earningstycing the
cost of goods sold.

The normal level of discretionary expenses is nmexdiak
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DISCX 1, SAES . )

Where DISCX; is a firm’si discretionary in yearand two-digit sic codg, and it is computed as the sum
of advertising expenses, R&D expenses, and Selltagneral and Administrative expenses. Abnormal
discretionary expenditures (R_DISC) is definedhasresiduals from equation (9). We multiply theideals by
minus one, such that higher values indicate great@ounts of discretionary expenditures cutting rthate
earnings upward. Finally, we aggregate the thraba@ning management proxies into two aggregatsuanes
by taking their sum. We compute REAL_1 as the sugtwben abnormal production cost and abnormal
discretionary expenses, and REAL_2 as the sum katabnormal discretionary expenses and abnormhl cas

flow from operations. Higher values of both thesexfes suggest a higher level of real earnings igament.

Corporate Governance Score

We capture the strength of board-based monitorieghanisms for each sample firm by combing six
governance attributes into a binary variable thhoadactor analysis (Larcker et al. 2007, Sond.€2@10). To
the extent that strong governance on manifold faceteals a stronger governance environment, axypr
should better summarize the overall strength afna dovernance mechanisms than a unique measushifzn
et al. 2004, DeFond et al. 2005). The six goverearmdtributes include (1) board independence
(INDEPENDENT), as the number of independent dinectdivided by board size; (2) a dummy variable
(AUDIT) for the presence of an audit committee; 48dit committee size (AUDIT_SIZE); (4) audit contimé
independence (INDEPENDENT_AUDIT), as the numbeinoiependent board members serving on the audit
committee over audit committee size; (5) audit cattem financial expertise (FINANCIAL_EXPERT_AUDIT),
as the number of audit committee members with firrexpertise divided by the size of the audit outtee;
(6) total percent shares held by institutional Btees (INST_OWNY}. Such measures depict several attributes of

a firm corporate governance strength that we emiglageasure board-based monitoring intensity.

4 We do not include board size as a determinartiefjpvernance factor score for several reasoreratiire provides mixed evidence on
the effect of board size on monitoring effectivends addition, board size is highly correlatedhwiirm size and, in a cross-country
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Independent directors are believed to be willingtand up to the insiders and more effective tham-n
independent directors in mitigating agency probldrasveen insiders and outside investors (Fama 198®
audit committee’s main duty is to oversee the fai@nreporting process to guarantee the integnitg the
credibility of financial reports. We first considdfl) the presence of an audit committee (Peashell. 2005),
(2) the audit committee size (DeFond et al. 20@8),its degree of independence (Klein 2002). New,
consider the financial expertise of its membersH@® et al. 2005). As recognized by the US Congaesisthe
SEC, financial expertise is a necessary conditioensure that the audit committee fulfils its moriitg duties
(SEC [2003b], US Senate 2002, 32). To construstuhriable, we follow the DeFond et al. (2005) #mel SOX
Section 407 definition of financial expertise irtlbthe first version proposed and in the last impated by the
SEC (SEC 2002, SEC 2003b, SEC 2003c). We read lezatd member biographical sketch to classify each
independent director into one of the following catees: (1) SOX financial experts as all directatso have
financial expertise as defined in the last vergibBOX; (2) Nonfinancial expert as all directorsoudfo not meet
the definition of a SOX financial expert. Even fifig coding requires some judgment, we strictlydallthe
guidelines provided in the proposed and final SEES: Basically, we label a director as a finaneiaert if she
has experiences as public accountant, auditor, €&ftroller, chief accounting officer (these arfefred from
the proposed rules by the SEC) or has experien€E&s of executives of a for-profit organizationgsle are
drawn from the final version of SOX implemented tne SEC). Audit committee members with financial
expertise should be more familiar with the wayst tharnings can be managed. On the contrary, ant audi
committee without financial expert members maydrgdly ceremonial. Finally, we consider the peragatof
shares held by institutional investors as they owpra firm corporate governance environment by traimng
insiders’ behaviour (Nesbitt 1994).

Table 2, panel A provides descriptive statistics dovernance attributes. Next, we apply a principal
component factor analysis to the six governancgiates (Larcker et al. 2007, Song et al. 2010 Tirst and

primary factor exhibits the expected loadings (€ahl panel B). The factor analysis generates ameaue of

sample it is subjected to the different nationgidktions. However, we do compute the factor setse including board size. The results
remain unchanged.
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3.4639, which accounts for about 57.73% of the totalarack in the original variables. Table 2, panelégosd
column reports the Kaiser-Meyer-Olkin measure ofgang adequacy. Each variable is associated withlae
greater than 0.6, and the mean KMO value is abdi®33, indicating that the GOVSCORE is able to wapt
well the underlying common factor of the six indival variables. Panel C reports the descriptivistitzs for
GOVSCORE. Due to the standardization, such a vieriads mean 0 and standard deviation of 1. Nextake

the firm-specific mean of GOVSCORE across the samgphrs, and we create a binary variable (GOOD_GQOV)
based on the sample median of the firm-specificmmaGOVSCORE Specifically, we classify firms with
above sample median value of the firm-specific mela@ OVSCORE as strong board-based monitoring firms

(GOOD_GOV equals to one).

[INSERT TABLE 2 ABOUT HERE]

Empirical Models

We investigate the impact of firm-level board moriitg intensity and the interactive effect of fitevel
board monitoring intensity and country-level legaiforcement on financial reporting quality aroutRS
mandatory adoption employing a difference-in-défere design. This approach is commonly used inRR&
literature (Li 2010, Byard et al. 2011, Landsmamle2012) to analyze the change in a given mefriaterest
in the pre- versus post-mandatory adoption peravdrfandatory adopters relative to the change foordrol
sample of firms over the same time period. Usimpmtrol sample of voluntary adopters allows usaketinto
account the effects of potentially confounding dsearound IFRS mandatory adoption. Secondly, the
difference-in-difference design alleviates conceri®ut unobserved heterogeneity across firms oe-tim

invariant selection bias. This issue may be pagityisevere in corporate governance researchhe@xtent that

® The second factor is associated with an eigen\afl0e9372. For this reason it is not retained.

® In this way we do not assume that board monitofirignsity does not vary over time. Instead ,weuassthat the cross-sectional
difference in board monitoring intensity acrossnfirdoes not. We relax this assumption later atdirolsimilar results. Note, however,
that less than 6% of the firms in our sample weomnf being classified as weak (strong) board-baseditoring firms in the pre
mandatory adoption period to being classified asnst (weak) board-based monitoring firms in thetpoandatory adoption period.
Overall, board composition and thus monitoringisiey seems to be quite stable over time.
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board composition is endogenous. In our settingretimay be many reasons for board compositioniaaddial
reporting quality to be jointly determined by sommeobserved firm characteristics. If these unobgEifiren
characteristics are time invariant, then a diffeeeim-difference design which exploits IFRS mandato
adoption as an exogenous event addresses simuwlgadetermination problems.

We begin our first set of analyses with a parsimosimodel which regresses financial reporting tyali
metrics on indicators variable for the type of adop (mandatory versus voluntary adopters), theraction
between them and indicators variable for the tiragaal (pre- versus post-mandatory adoption period), and
set of control variables. Consistent with priore@eh, by such analysis we intend to verify to wdent, on

average, IFRS mandatory adoption is associatedaniihcreases in financial reporting quality:

FRQ= B,*MANDATORY +B,*VOLUNTARY +B,*MANDATORY *POST

10
+B,*VOLUNTARY *POST + ZBJ*CONTROLS#,“ 1101

where FRQ (i.e. financial reporting quality) starids the abnormal return variability, abnormal irag
volume, and the earnings management metrics (ddeasad and real earnings management). CONTROLS
denotes the set of control variables that differoading to the particular dependent variable usbe. variables
of interest are MANDATORY, which takes the valueasfe when a firm does not apply IFRS until it beesm
mandatory in 2005, and 0 otherwise; VOLUNTARY whielkes the value of one if a firm applies IFRS befo
2002, and 0 otherwise. The third (fourth) variableinterest is the interaction between MANDATORY
(VOLUNTARY) and POST, which is an indicator varialwhich takes the value of one if an observatidates
to the mandatory post adoption period. The intesacbetween MANDATORY and POST measures the
difference in change in the financial reporting lgyanetrics between the pre- versus post-mandaddigption
period for mandatory adopters.

Next, we exploit cross-sectional variation in thedl of board-based monitoring to examine the maitgi

effect of firm-specific monitoring intensity on famcial reporting quality around IFRS mandatory aigop

" For ease of exposition, we do not include theraeget in the models, but indicator variables fothbiie groups. As a result, we include
POST only interacted with MANDATORY and VOLUNTARY.
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Different from extant literature that has explotéé role of country institutional variables, we drapize the
role of firm-level governance mechanisms as drivdrthe change in financial reporting quality ardufrRS
mandatory adoption. We predict an increase in firdmeporting qualityonly for firms with strong board-based
monitoring mechanismsgegardiess of the country of incorporation. We proxy for thaensity of the board-
level monitoring intensity using GOOD_GOV, as poasly defined. We thus augment model (10) to inelud
the interaction between adopter type, POST, angrwey for board-level monitoring intensity (GOODO®)
Finally, we explore the interplay between coungydl institutional characteristics and firm-levelald-
based monitoring intensity. On the one hand, aebdtistitutional framework should reduce the castirm
incurs in adopting good governance and positivblgpe the benefits of doing so. On the other handdg
corporate governance should be more important ahthlble in alleviating the negative effects of a lkegal
environment when the enforcement is weak, as longsitors cannot rely on the legal system aloner(@®uet
al. 2005, Chen et al. 2009) to protect themselkssa result, it is an empirical questions as totivbethe extent
to which country-level legal enforcement and firewvel corporate governance a@nplements or substitutes in
determining financial reporting quality. We proxgr fthe strength of a country legal enforcement gighre
“Rule of Law” variable for 2005 (Kaufmann et alQ®, Daske et al. 2008). We next transform thissuea
into a binary variable (HIGH_LAW) as we split obgations based on the median of the sample. Th#h, st
using a difference-in-difference design, we augmmatel (10) to include the full interaction betwestopter

type, POST, GOOD_GOV and HIGH_LAW.

Control Variables

All the models include year-country-industry [usittge Campbell (1996) industry classification] fixed
effectd and heteroskedasticity-corrected standard eremfgisted at firm-level clustering (Gow et al. 2010)
According to the financial reporting quality megriased, we include a set of controls variableshénAVAR
and AVOL regressions, we control for firm size (B)4ising the log of a firm total asset to contan the effect

of firms’ size on financial reporting quality. Wésa consider firm leverage using the ratio betwienend-of-

® To avoid multi-collinearity problems, we do notinde country dummies when we partition the sarapt®rding to the strength of the
legal enforcement.
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year total liabilities and the end-of-year bookugabf equity. As long as negative earnings areitdssmative
than positive earnings (Hayn, 1995), we controlléss reporting firms by including a binary variatdquals to
one if the reported earnings per share per |/BiE/fss than zero (LOSS).. We include also: AFEthas
difference between the actual earnings per shatehgnanalyst consensus earnings forecast befereatimings
announcement, scaled by the closing price at gmalfiyear end, that capture the uncertainty inathalyst
information environment; DISPERSION, as the stadddeviation of analyst forecasts prior to the aagsi
announcement, scaled by the closing price as thetthe year; and REP_LAG is logarithm of the nembf
days between the firm’s fiscal year end to the iegshannouncement. We include FOLLOWING, as thedbg
the number of analyst forecasts made during thetgeaccount for the strength of the monitoringrieat out by
analysts (Das et al. 2011) Finally, we accountfiacroeconomic factors using the log of the annbhahge in
the ratio of stock market capitalization and grdssnestic product per capitda@AP/GDP), taken from the
World Bank. This variable is used in internatioredearch (Haw et al. 2004) to deal with unobsepaatry-
specific factors that may be associated with firgneporting quality.

In the accrual-based and real earnings manageragressions, we control for several factors that are
associated with financial reporting quality. We ohfor firm size (SIZE). We control for performea using
return on assets (ROA), as net income over theoétite year total assets. We include growth praspes the
percentage change in sales (GROWTH) as therederse that it influences earnings management (Bardh
2008). LEV, as the end-of-year total liabilitiesidied by the end-of-year book value of equity, 8i8SUE, as
the percentage change in total liabilities, takéo imccount debt-contracting motivations for earsing
management (DeFond and Jiambalvo 1994). TURN as stided by end of the year total assets. Filmas t
meet/beat analyst forecasts could have manageihgsrapward to make analyst expectations, therefare
include a binary variable equals to one if a firraatibeat analyst forecasts, zero otherwise (MBE.céhtrol
for innate factors relating to the firm’'s operatiagvironment that are likely to be associated iitlancial
reporting quality (Hribar and Nichols 2007). We limde: the variability in operating cash flows(fFCFO)],

variability in sales ¢(SALES)], both measured as a rolling standardsatievi over the past five years, and the
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length of the operating cycle (OPER_CYCLE). Finallye account for macroeconomic factors using

(ACAP/GDP), .

V. RESULTS

Table 3 presents descriptive statistics for théabdgs used in the regression analyses. The meedigmn)
value of AVAR is 0.17 (0.19), while the mean (medigalue of AVOL is 0.62 (0.51). The mean (mediaalue
of the absolute discretionary accruals is 0.0563®), while the average values for the aggregatkaarnings

management variables are -0.046 (-0.029) for REAIhd -0.043(-0.030) for REAL 2.

[INSERT TABLE 3 ABOUT HERE]

We start our empirical analyses by exploring thesrage change in financial reporting quality,
operationalized as the information content of aheaanings announcements, around IFRS mandatoigtiado
We employ a difference-in-difference design to canepthe change in financial reporting quality faandatory
adopters relative to the change for a control saraploluntary adopters. Estimating the averagecefillow us
a comparison with prior work. Table 4, panel A, misd(1)-(2) reports the results when we use AVAR an
AVOL as dependent variables. The coefficient of thteraction between POST and MANDATORY is
insignificant in model (1) which employs AVAR aspdmdent variable, while it is positive and sigrafi¢ in
model (2), where AVOL is the dependent variables Thntrol variables behave as expected. Collegtiieése
results suggest that the mandatory switch to IF&SaHittle impact on financial reporting quality.

Next, still employing a difference-in-difference igie, we test to what extent the effects of IFRS
mandatory adoption on financial reporting qualitg a@etermined by country-level and firm-level moriitg
mechanisms. To benchmark our findings with priads, we first use as partitioning variable thertoy-level
proxy for the enforcement intensity (i.e. HIGH_LAW) IFRS mandatory adoption has different effeatsoss
countries in function of the legal enforcement, stwuld observe an increase in the information canbé

annual earnings announcements only in strong legidrcement countries. Table 4, panel A, modelg4B)
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reports the coefficients and firm-level clusteredjuated t-statistics from the estimation of equatidO)
augmented with the country-level partitioning vat&a (i.e. HIGH_LAW). For both AVAR and AVOL the
coefficient of the interaction between MANDATORY cdarPOST is not significant, while the estimated
coefficient of the interaction between MANDATORY|®H_LAW and POST is in the expected direction lbut i
is significant only in model (4) (0.107; p < 0.059)Jo better assess the role of the legal enforcenrent
determining the effect of the IFRS mandatory adwptive combine the coefficients of the variablemtdrests
and test the significance of the aggregate coeffisi (Table 4, panel B). Results show that only3fFRandatory
adopters incorporated in strong legal enforcemenities experience a significant increase in AVARI
AVOL (0.107, p-value<0.1; 0.183, p-value<0.01 redjwely). Most importantly, only for firms in strgnlegal
enforcement regimes are the changes in AVAR and AY&D the mandatory adopters relative to the chdoge
the control sample of voluntary adopters still ggsiand significant (0.226, p-value<0.01; 0.19%atue<0.01
respectively).

Next, we examine the effectiveness of the boardirectors monitoring intensity in determining fircial
reporting quality around IFRS mandatory adoptior #4im that stronger board monitoring is likelyetthance
the credibility and integrity of firms’ financialeports. As a result, we expect that, despite thatcyp of
incorporation, firms which bond themselves under sbrutiny of a more monitoring-oriented board $thdae
associated with an increase in financial reportinglity relative to firms for which the boards dess
monitoring orientedTable 4 (panel A, models (5)-(6)) reports the eated coefficients and firm-level clustered
adjusted t-statistics from the estimation of eqmat{10), augmented with the board monitoring paring
variable (i.e. GOOD_GOV). In models (5)-(6), theeffiwients of the interaction between MANDATORY and
POST are not significant, suggesting that firmswhich board of directors are poor monitors doeqierience
a significant change in financial reporting praeticaround IFRS mandatory adoption. On the contthey,
estimated coefficients of the interaction betweefNDATORY, GOOD_GOV and POST are significant and in
the expected directions (0.069, p < 0.10; 0.177,0001, respectively). Panel B of Table 4 repdrs2x2 table
partitioned in the strong versus weak board moim¢gpimtensity, used to test the significance of dggregate

coefficients. We find a significant increase intb&VAR and AVOL only for strong board monitoringrfis
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(0.124, p-value<0.01; 0.300, p-value<0.01, respelytj. For these groups, the change is positivesigficant

after we take into account the change for the cbrstample of the voluntary adopters with a simbaard

monitoring level (0.258, p-value<0.05; 0.194, pueat0.01, respectively). On the contrary, for thekvboard-

monitoring firms, we do not find a significant clggnonce IFRS became mandated. Overall, our restutts

that, by itself, IFRS adoption has little effect fims’ reporting behavior. By contrast, we findattboard-based
monitoring mechanisms have an effective role irpsiw@firms’ reporting quality after a change in agoting

standards.

Finally, we examine the interplay between counéwel and firm-level board monitoring intensity. o,
we show that strong board-based monitoring mechenizan substitute for lax legal enforcement. Nénedess,
we cannot derive fully correct inferences abouteffectiveness of board monitoring as a substitditine legal
system from prior analyses. First, almost 67 pemt a& the strong-monitoring firms come from strong
enforcement countries, thus the results from thienation of models (5)-(6) could be driven only blyong-
monitoring firms which also come from these cow#riMost importantly, we have to test whether, ingld
constant the legal environment, strong monitorimpg behave in a different fashion from weak maritg
firms to assess that firm-level monitoring mecharssubstitute for country-level monitoring mecharss Still
using a difference-in-difference design to disegtarthe effect of concurrent events around IFRStd0, we
augment model (10) to include the full interactimtween adopter type, POST, GOOD_GOV and HIGH_LAW.
In this way we can compare the changes in finarrejpbrting quality among four groups of firms: (dgak
monitoring firms in a weak legal enforcement; (8psg monitoring firms in a weak legal enforceme(¥}
weak monitoring firms in a strong legal enforcemé} strong monitoring firms in a strong legal @mcement

Table 4, panel A (models 7 and 8) reports the ediim results, while panel B reports the 2x2 talded
to test the significance of the aggregate coefiitsidbetween the four groups. Looking at Panel Bsisbent with
the substitution effect between firm-level and doystevel monitoring mechanisms, we find an inceeas the
AVAR and AVOL for strong monitoring firms in weakdal enforcement countries (0.212, p-value<0.QB6).
p-value<0.01, respectively). The positive changestoong monitoring firms holds when we take iatecount
the relative change for the voluntary adopters9®,-value<0.01; 0.159, p-value<0.05, respegtjveVlost
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importantly, keeping fixed the type of adopters #éinél strength of the legal enforcement, i.e. coingathe
changes in financial reporting quality for firmsathare forced to switch to IFRS in the same wedgjalle
environment between strong versus weak monitorimgsf we find a significant increase in both AVARda
AVOL (0.234, p < 0.05; 0.097, p < 0.05, respectyeln other words, strong monitoring firms are ealbd
separate themselves from weak monitoring firms iweak legal environment, and are thus able to exghan
reporting quality further once IFRS are mandat&tle also document an improvement in financial repgrt
quality for weak monitoring firms in a strong legatvironment for both AVAR and AVOL (0.216, p < B8;0
0.077, p < 0.10, respectively), even if such impraent is stronger for strong monitoring firms ie game legal

environment.

[INSERT TABLE 4 ABOUT HERE]

So far, we have explored the effect of firm-levebnitoring mechanisms around IFRS mandatory
adoption on the information content of annual eageiannouncements to verify if board monitoringetf the
investors’ assessment of the reliability of thecoates of firms’ financial reporting process. As atbtby
DeFond et al. (2007), the information content afeal earnings announcements is an earnings adr#tangly
affected by the reliability of accounting inform@ii Since earnings for firms that engage less mmiegs
management are more reliable, in the sense thdt samings are more likely to depict firms’ undagli
performances (DeFond et al. 2007, Bamber et all R0de should observe a decrease in abnormal dsatftar
IFRS mandatory adoption only for strong board-baseditoring firms, despite the country of incorpara. In
addition, to the extent that a firm may substitatrrual based earnings management with real earning
management, we also examine the impact of IFRS atandadoption on real based earnings management.

Table 5, panel A presents the results from thenasitbn of equation (10) using ABS_DA, REAL_1 and
REAL_2 as dependent variables, while Panel B reptire 2X2 tables used to test the significancehef t
aggregate coefficient contrasts between the gradpdels (1)-(3) report results without distinguishifirms on

the basis of legal enforcement or board monitonrignsity. Overall, it appears that the advent aihdatory
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IFRS (coefficient for MANDATORY*POST) does not afieABS_DA (-0.008, P > 0.10) but translates into
more real earnings management, as proxied by higg&l_1 and REAL_2 (0.065, p < 0.05; 0.058, p <50.0
respectively). To investigate the issue further,negv partition sample firms on the basis of lega#becement
(HIGH_LAW). Results are reported in models (4)-(6appears that most of the IFRS effect derivemffirms
subject to stricter legal enforcement, as nonehef ¢oefficients for MANDATORY*POST are statisticall
significant at conventional levels (such coeffitciemould capture the effect for firms under weakaleg
enforcement). In contrast, the coefficient for MANDORY*HIGH_LAW*POST is negative for ABS_DA (-
0.002, p < 0.10) and positive for both REAL_1 arAR_2 (0.043, p < 0.01; 0.055, p < 0.01, respetyive
Hence, there seems to be a trade-off between dcoarmgement (less) and real earnings managemeng)Ym
in firms under strong legal enforcement followirige tadvent of IFRS. A similar pattern arises whemsa
firms are partitioned on the basis of board mompintensity (GOOD_GOV) (Models (7)-(9)). The ¢iaent

on MANDATORY*POST is marginal statistically signifint only for ABS_DA, while for both REAL_1 and
REAL_2 is not statistically significant at convental levels (such coefficient would capture theeffor firms
under weak board monitoring). In contrast, the ficieht for MANDATORY*GOOD_GOV*POST is negative
for ABS_DA (-0.007, p < 0.01) and positive for bd®EAL_1 and REAL_2 (0.052, p < 0.01; 0.055, p <10.0
respectively). Hence, there seems to be a tradbetffveen accrual management (less) and real earning
management (more) in firms with strong board mairigp following the advent of IFRS. Results reportad
Panel B essentially corroborate the above evide@eerall, results from table 5 show that, by its¢éfRS
mandatory adoption has little if no effect on fitmeporting behavior. By contrast, we find that bdtoard and
legal monitoring mechanisms have an effective lialeshaping firms’ reporting quality after a change

accounting standards. The next analysis investgate issue further.

[INSERT TABLE 5 ABOUT HERE]

Finally, we examine the interplay between couténel enforcement and firm-level monitoring
mechanisms around IFRS mandatory adoption als@dorual-based and real earnings management metrics.
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Table 6, panel A presents the results from themedibn of using ABS_DA, REAL_1 and REAL_2 as
dependent variables, while panel B reports the fafles used to test the significance of the aggeega
coefficient contrasts between the groups. To fatdithe interpretation, we move directly to padeWe find a
decrease in ABS_DA for strong monitoring firmswrak legal enforcement countries (-0.017, p-valugkQ
even after taking into account the relative chafigethe voluntary adopters (-0.013, p-value<0.Xgeping
fixed the type of adopters and the strength ofi¢lgal enforcement, i.e. comparing the changes is ABRA for
firms forced to switch to IFRS in the same legaliemment between strong versus weak monitoringgirwe
still find a significant decrease in the absoluédue of discretionary accruals (-0.010, p-valuesD.®Ve also
document a decrease in ABS_DA for mandated adopiithsstrong monitoring in strong legal enforcement
countries (-0.016, p < 0.01; -0.014, p < 0.05 wiadative to voluntary adopters), while the decraadewer for
weak monitoring firms in the same legal environmédifference between strong monitoring and weak
monitoring firms: -0.005, p < 0.10).

For the real earnings management metrics, we fincherease in both REAL_1 and REAL_2 for strong
board-based monitoring firms, irrespective of thrergyth of a country legal enforcement. In contrést firms
with weak board monitoring, only strong enforcemigatslates into a rise in real earnings manage@e050,

p < 0.10; 0.047, p < 0.05, respectively). In gehdimans with strong board monitoring raise theswél of real
earnings management more than firms with weak banditoring, irrespective of country level governanTo
sum up, if firm-level corporate governance is assitilite for the legal system when it is weak, famd country-
level monitoring mechanisms turn to be complemeagsthe latter gets stronger. In addition, firm-leve
monitoring mechanisms seems to matter most whgnatescarce, that is in weak legal enforcementitias
as long as the improvement in financial reportinglify for strong monitoring firms relative to weatonitoring

firms is larger in lax legal environment than irosig.

[INSERT TABLE 6 ABOUT HERE]
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V. ADDITIONAL ANALYSIS

Monitoring versusreporting incentives hypothesis

This paper exploits cross-sectional variation ire thoard-based monitoring intensity to examine
heterogeneity in IFRS mandatory adoption conse@gmnn financial reporting quality. We rely on agenc
theory to partition the sample according to boardnitoring intensity, under the assumption that Hoar
structured to be effective watchdogs of insidehdviors are more likely to provide financial infation of
higher quality to reduce agency costs. We exanmiagher why firms should adopt strong monitoring
mechanisms, nor whether the decision to adopt methanisms is the observable outcome of firm ramprt
incentives. Indeed, a firm decision to bond itselthe scrutiny of strong board-based monitoringima@isms
may follow from a particular set of reporting intiees. More profitable firms with greater needs éternal
financing and higher growth opportunities shouldénatrong incentives to provide more reliable ficiah
information to providers of finance. A firm may ttp adopt bonding mechanisms, for example corporate
governance ones, to credibly commit not to expedprinvestors, especially if the comes from a kegal
system. If this argument holds, we should observengprovement in financial reporting quality aftéiRS
mandatory adoption for firms with strong reportimgentives, despite the presence of strong boasdeba
monitoring mechanisms. In this case, corporate g@aree is just an observable outcome, with no imahdit
explanatory power. To explore this issue, we oapd our main analyses by augmenting the models avit
reporting incentives partitioning variable. Spexafly, we apply a factor analysis to the followingriables:
SIZE, LEV, ROA, GROWTH. The first factor (out of twwvhich are retained) exhibits the expected loasland
we use it as our “reporting incentives” variablalléwing Daske et al. (2012), we calculate the rdpg
incentives variable as a rolling average over tla¥ipus three years (i.e., years-1,t-2). Next, we subtract for
each firm the rolling average in yegfl from the rolling average in ye#&t3 relative to the year of IFRS
adoption. Finally, we create a binary variable (REFCENTIVES) based on the sample distributions ha t
changes around IFRS adoption. Firms with above Eampdian value of “reporting incentives” are cified as

strong reporting incentives firms (REP_INCENTIVESRuals to one).
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Table 7, panel A presents the estimation resultdsewdanel B reports the 2x2 tables used to test the
significance of the aggregate coefficient contrastsveen the four groups. Focusing on panel B tesuk find
that only strong board-based monitoring firms eith#m increase in AVAR and AVOL, and a decline in
ABS_DA, irrespective of the reporting incentivethaligh the improvement in all three measures @nger for
those firms that hold also strong reporting inogdi Most importantly, we do not find a declineABS_DA
and an increase in AVAR and AVOL for firms that bastrong reporting incentives but do not adoptrgiro
board-based monitoring mechanisms. Together, thesealts suggest that our proxy for board monitoring
intensity it is not just the observable outcomeafiven set of reporting incentives. Rather, it Gasadditional
and different role in explaining financial repodirthanges around IFRS mandatory adoption. Integdgti
when we examine real earnings management, we dattanencrease in REAL_1 only for strong board-base

monitoring firms with low reporting incentives.

[INSERT TABLE 7 ABOUT HERE]

VI. ROBUSTENESS

In this section, we present the results of a batiérobustness tests. All the results of the riess checks are
untabulated but are available from the authors upqnest.
1. To the extent that 2005 is the year of the manglaaitch to IFRS, we replicate all the analysesgraft
excluding the transition year. Results are unchdnge
2. United Kingdom firms represent almost 34 percenthaf sample. We replicate all the analyses after
excluding United Kingdom. Results are consistettihwiose reported.
3. We test whether the results are robust to the @isdternative measures of accrual-based and real
earnings management. We measure the abnormal gar&ital accruals as in DeFond and Park (2001)
and inferences are unchanged. In addition, wehesatinormal accruals adjusted for firm performances

(Kothary et al. 2005), results are qualitative warded. We also use alternative proxies for realiegs

29



management following Cohen et al. (2012) who adjeat earnings management models by controlling

for firms’ performances and the results are coestsith those reported in the paper.

We use the earnings response coefficient as amaliee proxy for the earnings informativeness.

Inferences are unchanged.

The empirical results of this paper rely on thdigbof the board monitoring proxy (i.e. GOOD_GQOV)

to partition the sample into strong board-based itaong firms and weak board-based monitoring

firms. If the approach used to classify observatitails to properly capture the strength of firmeke

monitoring mechanisms, reported findings may bdeading. As a result, we replicate all the analyses

employing alternative identification schemes:

the extent firm level governance may be affected lgjven country corporate law and securities
legislation. Hence, we first split the sample ifidar groups according to a country legal origin
(i.e. French, Anglo-Saxon, German, Scandinaviamen] for each of these groups, we take
firms in the upper 20 percent of the firm-specifiean of GOVSCORE and set them as strong
board-based monitoring firms. Results are unchanyféd replicate all the analyses using
GOVSCORE instead of GOOD_GOV and the results ansistent with those reported;

firm-level corporate governance may change ovee tiout it evolves slowly. Therefore, we do
not focus on board monitoringhanges but, rather, on board monitoringvels, under the
assumption that cross-sectional differences in geofmboard monitoring remain constant over
time while firm-specific board monitoring intensitgay vary. Indeed, less than 6 percent of
firms in the sample went from being classified &akv(strong) board-based monitoring firm in
the pre mandatory adoption period (i.e. 2004) todelassified as strong (weak) board-based
monitoring firms in the post mandatory adoptioniger(i.e. 2006). However, we replicate all
the analyses after taking into account the fadt shene firms may be misclassified between the
pre and post IFRS adoption. Specifically, we do separate factor analysis for the year 2004
and 2006 with the same variables used to define 8OMRE. Then, we re-define GOOD_ GOV
equals to one if a firm is above the sample meitidsoth 2004 and 2006, zero if it is below the
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median in both the years. In the other cases, fanesexcluded from the sample. Results are

consistent with those reported in the paper.

VII. CONCLUSION

This paper revisits the joint effect of countrydélegal enforcement and firm-level governancehmnduality of
financial reporting. Using a large sample of firemdopting IFRS, we find that firms evolving in weldgal
enforcement countries enhance their earnings guayitbuilding up their board-level governance moriitg.
This suggests that in weak enforcement countrigsy-lével board monitoring and country-level legal
enforcement are substitute governance mechanismsoritrast, in countries with strong legal enfoream
firms with weak board monitoring may still see amprovement in earnings quality but it is smalleartiHor
firms with strong board monitoring. This findingggests that in strong enforcement countries, fewel board
monitoring is actually a complementary governancecanism to country-level institutions. Overall,r ou
findings suggest that IFRS adoption by itself dnesmuch affect earnings quality and that any sefféct is
conditional upon firm- and country-level governance

The study is subject to some limitations. Firstjsi restricted to European firms. However, such a
restriction allows the consideration of a large glenof firms that converged toward a common setnaincial
reporting standards at a common time. Second, wasfon a selected set of proxies for earnings tyuadit it
encompasses accruals management, real earninggenagrd and earnings informativeness, a comprehensiv
portfolio. Future research may consider how courdnd firm-level governance interact in influenceanings

quality in other contexts.
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APPENDI X A: Variable Definitions

Variable Definition

MANDATORY Dummy variable equals to one if a firm e not applies IFRS
until 2005, zero otherwise.

VOLUNTARY Dummy variable equals to one if a firm @es IFRS before
2003, zero otherwis
Abnormal return variability computed as in Landsmenal.

AVAR (2012).

Abnormal trading volume computed as in Landsmanalet

AVOL (2012).

ABS_DA Absolute value of discretionary accruals pated as in Dechow
etal. (1995

REAL_1 Sum of the abnormal level of production dnel abnormal level
of discretionary expenses (time minus one), bothmded as in
Roychowdhury (2006

REAL_2 Sum of Abnormal level of discretionary expes (time minus
one) and the abnormal level of cash flow (time raipae), both
computed as in Roychowdhury (2006).

POST Dummy variable equals to one if a firm-yeasesbations falls
in or after 2005, zero otherwise.

SIZE Natural logarithm of total assets at the beigig of the year.

LEV End of the year total liabilities divided by @&wof the year equity
book value.

LOSS Dummy variable equals to one if the actuahiegs per share is
less than zero, zero otherw

AFE Earnings surprise, defined as the differendevéen the actual
earnings per share and the analyst consensus garfoirecast
before the earnings announcement, scaled the glpsice at the
fiscal year end.

Standard deviation of analyst earnings forecastsr go the

DISPERSION earnings announcement, scaled by the closing psdbe end of
the year.

Logarithm of the number of days between the firfissal year

REP_LAG .

- end to the earnings announcen

FOLLOWING The logarithm of thg number of analyst that follawir during
the year of the earnings announcement.

ROA Net income before extraordinary items dividgdtiee end of the
year total asse

GROWTH Percentage change in sales.

DISSUE Percentage change in total liabilities ddddy end of the year
equity book value.

TURN Sales divided by end of year total assets.

MBE Dummy variable equals to one if a firm meetbmat the last
analyst consensus forecast prior to the earningsumtement,
zero otherwise.

o(CFO) Standard deviation of the operating cash flmeasured over the
previous5 year

o (SALES) Standard deviation of the sales, measoret the previous 5
year.

OPER_CYCLE The operating cycle in days.

Binary variable equals to one if the firm-specifieean of the

GOOD_GOV factor score of the governance attributes is aktbreesample
median, zero otherwise..

Binary variable equals to one if the “Rule of Lawédriable for

HIGH_LAW the year 2005 (Kaufmann et al., 2007) is above gample
median, zero otherwise.

ACAP/GDP Logarithm of the annual change in the ratio of ktocarket

capitalization and gross domestic product per a
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APPENDI X B: Governance Attributes Definitions

Variable Definition

BOARD SIZE Number of board members.

INDEPENDENT Number of independent directors over nunab&oard members.
OUTSIDERS Number of outsiders directors over numbdioaird members.
INSIDERS Number of insiders directors over number oft@aembers.

FINANCIAL EXPERT
ACCOUNTING
AUDIT

AUDIT_SIZE
INDEPENDENT_AUDIT

OUTSIDERS_AUDIT
INSIDERS_AUDIT
FINANCIAL
EXPERT_AUDIT
ACCOUNTING_AUDIT

GOVSCORE

GOOD_GOoV

Number of financial expert independetirectors over number of board
members.

Number of accounting expert independentatines over number of board
members.

Dummy equals to 1 if the board has set up aditasommittee, 0O
otherwise.

Number of board members serving on the aaaitmittee.

Number of independent directors segvon the audit committee over
number of board members serving on the audit conmenitte

Number of outsiders directors servingtmaudit committee over number
of board members serving on the audit committee.

Number of insiders directors serving oe #udit committee over number
of board members serving on the audit committee.
Number of independent directors financial expert isgrnon the audit
committee over number of board members serving oaul& committee.
Number of independent directors acdmum expert serving on the audit
committee over number of board members serving oaul& committee.
Standardized governance score based onippfincomponent factor
analysis of the six governance attributes.

Dummy equals to one if GOVSCORE is highantthe sample median,
zero otherwise.
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Table 1
Distribution of Observations by Country

Pre _ManF?:rticc))g/ Adotption Post —Magcé?itgéy Adotption Rule of Law
(2002-2004) (2005-2008)
Firms-year: Percent using IFF Firms-year: Percent using IFF

Austria 3 0.66 6 1 1.8 (1)
Belgium 28 0.11 35 1 1.4 (0)
Denmark 35 0.25 44 1 1.9 ()
Finland 75 0.12 102 1 1.9(1)
France 312 0.08 441 1 1.3(0)
Germany 280 0.53 383 1 1.7 (1)
Greece 12 0.00 15 1 0.7 (0)
ltaly 95 0.00 130 1 0.5 (0)
Netherlands 38 0.00 50 1 1.7 (1)
Norway 50 0.00 79 1 1.9(1)
Spain 39 0.00 55 1 1.1 (0)
Sweden 94 0.00 130 1 1.8 (1)
Switzerland 120 0.73 155 1 2.0(1)
United Kingdom 678 0.01 941 1 1.6 (1)
Total 1,862 0.15 2,566 1

Table 1 reports the sample distribution. The full geemcomprises 4,425 firm-year observations from 12 ¢ountries, plus Norway and
Switzerland, during the period from 2002 to 2008.eRefl law is the a proxy for the legal enforcementtfar year 2005 from Kaufmann et al.
(2007). Higher values represent countries with higliility legal enforcement. In parentheses are reportedi¢chetomized indicator values for
the legal environment variable which takes the vafuene if a country specific value is above thegke cros-country median, zero otherwi
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Table 2
Descriptive Satistics for Governance Attributes

Panel A: Descriptive statistics

Variable N Mean Std. Dev P5 P25 Median P75 P95
BOARD SIZE 4,425 9.3719 4.6045 4.0000 6.0000 8.0000 11.0000 18.0000
INDEPENDENT 4,425 0.3536 0.2219 0.0000 0.2000 (8333  0.5000 0.7500
OUTSIDERS 4,425 0.6677 0.1933 0.3750 0.5000 0.6667 0.8000 1.0000
INSIDERS 4,425 0.3322 0.1933 0.0000 0.2000 0.3333  .500D 0.6250
FINANCIAL EXPERT 4,425 0.2151 0.1804 0.0000 0.0909 0.2000 0.3333 0.5556
ACCOUNTING 4,425 0.0471 0.0793 0.0000 0.0000 0.0000 0.0909 0.2000
AUDIT 4,425 0.6249 0.4841 0.0000 0.0000 1.0000 amo 1.0000
AUDIT_SIZE 4,425 2.1103 1.9416 0.0000 0.0000 2.0000 3.0000 5.0000
INDEPENDENT_AUDIT 4,425 0.3918 0.38457 0.0000 0.0000 0.3333 0.6666  000D.
OUTSIDERS_AUDIT 4,425 0.6107 0.4817 1.0000 1.0000 00a0 1.0000 1.0000
INSIDERS_AUDIT 4,425 0.0141 0.0910 0.0000 0.0000 0000 0.0000 0.0000
FINANCIAL 4,425 0.2879 0.3252 0.0000 0.0000 0.2000 0.5000  000.0
EXPERT_AUDIT

ACCOUNTING 4,425 0.0720 0.1590 0.0000 0.0000 0.0000 0.0000 0005
AUDIT

INST_OWN 4,425 14.6859 16.5367 0.0000 0.0000 8.6400 23.5500 55.0600

Panel B: Governance factor scoreand sample adequacy
Kaiser-Meyer-Olkin Measure of Sampling

Variables Factor Loading Coefficients Adequacy

INDEPENDENT 0.4606 0.6516

AUDIT 0.8922 0.7316

AUDIT_SIZE 0.8553 0.7884
INDEPENDENT_AUDIT 0.9415 0.7336

INST_OWN 0.2558 0.9270

Variation Explained 57.73% Mean KMO = 0.7533

Eigenvalue 3.4639

Panel C: Descriptive statistics of gover nance factor score

Variable N Mean Std. Dev P5 P25 Median P75 P95
GOVSCORE 4,425 0.0000 1.0000 -1.2212 -1.1487 0.2147 0.8766 1.4658

Table 2, panel A reports descriptive statistics fog torporate governance variables. Panel B preseatsesults of the principal
component factor analysis.
See APPENDIX A and B for variable definitions
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Table 3
Descriptive statistics for Variables Used in Regression Analyses

Variable N Mean Std. Dev P5 P25 Median P75 P95
AVAR 4,425 0.1720 0.8654 -1.1770 -0.3359 0.1902 2067 1.5443
AVOL 4,425 0.6231 0.7181 0.7181 0.1724 0.5112 08950 1.8489
ABS_DA 4,425 0.0569 0.0621 0.0033 0.0176 0.0388 7@50 0.1631
REAL 1 4,425 -0.0460 0.2182 -0.4126 -0.1558 -0.0293 0729 0.2760
REAL 2 4,425 -0.0429 0.2171 -0.3742 -0.1616 -0.0300 07%7 0.2827
SIZE 4,425 6.5082 1.9631 3.6425 5.0747 6.2712 7.7752 10.155
LEV 4,425 1.2510 35.079 0.2702 0.7646 1.3601 2.1808 4.6366
LOSS 4,425 0.1169 0.3214 0.0000 0.0000 0.0000 0.000 1.0000
AFE 4,425 0.0864 1.1537 0.0004 0.0023 0.0061 0.0173 0.1205
DISPERSION 4,425 0.3289 7.8063 0.0000 0.0000 0.0004 0.0025 0.0486
REP_LAG 4,425 4.2066 0.3946 3.5835 3.9702 4.2195 4428 4.8441
FOLLOWING 4,425 3.3411 1.0481 1.6094 2.5649 3.4011 4.1588 4.9698
ROA 4,425 0.0376 0.0943 -0.1327 0.0151 0.0468 0.0828 0.1593
GROWTH 4,425 0.1942 2.1729 -0.2313 0.0027 0.1334 4882 0.5863
DISSUE 4,425 0.1822 0.4011 -0.2406 -0.0175 0.1008 680.2 0.8894
TURN 4,425 0.0109 0.0067 0.0031 0.0067 0.0097 3013 0.0228
MBE 4,425 0.5796 0.4936 0.0000 0.0000 1.0000 10000 1.0000
o(CFO) 4,425 150.26 446.87 2.4203 0.7820 22.089 27.62 705.11
c (SALES) 4,425 669.66 1833.7 7.4509 34.204 116.69 9.981 3352.1
OPER_CYCLE 4,425 136.71 94.203 43.379 85.856 120.14 156.83 279.85

Table 3 reports descriptive statistics for the depeindgariables and the continuous and binary independeiables. The full sample
comprises 4,425 firm-year observations from 12 EU coumtpile's Norway and Switzerland, during the period f&}@2 to 2008.
See APPENDIX A and B for variable definitions
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Table 4: Panel A

OLSregressionson AVAR and AVOL conditional on the strength of the legal enforcement and firm-level board monitoring intensity

) (2 (3) 4 (5) (6) @ (8)
AVAR AVOL AVAR AVOL AVAR AVOL AVAR AVOL
MANDATORY 0.8904*** 0.9645***  0.5802**  1.7419*** 0.6405*** 17484** (0.5941**  1.8195***
(2.794) (3.886) (2.327) (9.466) (2.666) (9.908) (2.325) (9.846)
VOLUNTARY 0.9901***  0.9545**  0.7032** 1.6284*** 0.6478** 1.5958** (0.8125** 1.6165***
(3.016) (3.842) (2.432) (8.169) (2.580) (8.707) (2.399) (7.508)
MANDATORY*POST 0.1217 0.2465** 0.0637 0.0746 0.0540 0.1231 -0.0220 0.0588
(1.092) (2.288) (0.932) (1.566) (0.836) (1.634) (-0.265) (1.100)
VOLUNTARY*POST -0.103¢ 0.089: -0.121( -0.003¢ -0.111: 0.039¢ -0.180: -0.003¢
(-0.829) (1.167) (-0.823) (-0.049) (-1.254) (0.475) (-0.809) (-0.023)
MANDATORY*HIGH_LAW 0.016( 0.013¢ 0.009: -0.039:
(0.304) (0.377) (0.136) (-0.858)
VOLUNTARY*HIGH_LAW -0.1006 -0.0539 -0.2160 0.0263
(-0.622) (-0.622) (-0.908) (0.209)
MANDATORY*HIGH_LAW*POST 0.0424 0.1076** 0.1331 0.0075
(0.673 (2.422 (1.491 (-0.129
VOLUNTARY*HIGH_LAW*POST 0.0021 -0.0115 0.0746 ar24
(0.013) (-0.147) (0.321) (-0.151)
MANDATORY*GOOD_GOV 0.0258 0.0302 0.0080 -0.0882*
(0.480) (0.863) (0.089) (-1.816)
VOLUNTARY*GOOD_GOV 0.0892 -0.0118 -0.1301 0.1181
(0.673 (-0.188  (-0.429 (0.789
MANDATORY*GOOD_GOV*POST1 0.0699°  0.1772**  (0.2335* 0.0972*
(1.954) (3.939) (2.199) (2.453)
VOLUNTARY*GOOD_GOV*POST -0.0234 0.0659 0.1005 0.6002
(-0.164) (1.008) (0.364) (-0.001)
MANDATORY*HIGH_LAW*GOOD_GOV 0.018: 0.1784***
(0.164) (2.811)
VOLUNTARY*.HIGH_LAW*GOOD_GOV 0.2346 -0.1473
(0.685) (-0.896)
MANDATORY*HIGH_LAW*GOOD_GOV*POST -0.2399* 0.18
(-1.856) (1.108)
VOLUNTARY*HIGH_LAW*GOOD_GOV*POST -0.144: -0.024¢
(-0.450 (-0.413
SIZE 0.0167  -0.0494** 0.0228* -0.0528** 0.0163 -0.0611** 0.0177  -0.0625***
(1.290) (-5.105) (1.802) (-5.454) (1.310) (-6.232) (1)388 (-6.443)
LEV 0.0015 -0.0000 0.0002 -0.0001 0.0002 -0.0000 0.0002 0.0000
(0.292 (-0.023 (0.641 (-0.307 (0.708 (-0.191 (0.827 (-0.206
LOSS -0.0067 -0.0225 -0.0285 -0.0309 -0.0294 -0.0388 -0.0309-0.0277
(-0.140 (-0.604 (-0.597 (-0.793 (-0.615 (-1.026 (-0.643 (-0.741
AFE -0.0100  -0.0189**+* -0.0118 -0.0171** -0.0123 -0.0177**  -0.0125 -0.0191**
(-0.594) (-2.767) (-0.715) (-2.766) (-0.752) (-2.450) (-0)755 (-2.916)
DISPERSION 0.0017 0.0038*** 0.0016 0.0035*** 0.0017 0.0038*** 0.0019 0.0038***
(0.694 (5.313 (0.702 (5.663 (0.740 (5.175 (0.799 (5.970
REP_LAC -0.21€*  -0.1385*** -0.2070*** -0.1639*** -0.2150*** -0.1816*** -0.2056*** -0.1788***
(-4.735) (-4.264) (-4.905) (-5.204) (-5.199) (-5.780) (-4)853 (-5.774)
FOLLOWING 0.0001  -0.0710** -0.0057 -0.0707** -0.0045 -0.0743** -0.0052 -0.0667***
(0.008) (-5.132) (-0.346) (-5.036) (-0.275) (-5.377) (-9)31  (-4.907)
ACAP/GDP 0.2604* -0.0520 0.0760**  0.1829*** 0.0606* 0.1648** 0.0585 0.1350***
(1.747) (-0.395) (2.264) (7.018) (1.723) (6.142) (1)602 (4.985)
Year fixed effect Yes Yes Yes Yes Yes Yes Yes Yes
Industry fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Country fixed effects Yes Yes No No Yes Yes No No
Observations 4,425 4,425 4,425 4,425 4,425 4,425 4,425 4,425
R-square 0.07( 0.52¢ 0.07( 0.51( 0.07( 0.52( 0.072 0.513

See APPENDIX A and B for variable definitions. In @atheses are reported t-statics based on robust standaithat are clustered at firm level
*** ** and * denote significance at 1% , 5% and%0levels (two-tailed), respectively
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Table 4: Panel B - Two-by-Two analysis on therole of firm-level corporate gover nance ver sus country-level legal enforcement
in explaining financial reporting quality around | FRS adoption using coefficientsin Panel A

AVAR Weak Enforceme! Strong Enforceme Strong- Weak
PRE POST Diff PRE POST Diff
MANDATORY 0.580 0.644 0.064 MANDATORY 0.596 0.703 0.107* 0.042
VOLUNTARY 0.703 0.582 -0.121  VOLUNTARY 0.603 0.484 -0.119
Diff -0.123 0.062 0.185 -0.007  0.219** 0.226***
AVOL Weak Enforcement Strong Enforcement
PRE POST Diff PRE POST Diff
MANDATORY 0.580 0.655 0.075  MANDATORY 0.596 0.779 .183** 0.108**
VOLUNTARY 0.703 0.699 -0.004 VOLUNTARY 0.603 0.587 -0.015
Diff -0.123 -0.045 0.078  Diff -0.006**  0.191*  0.197*
AVAR Weak Governance Strong Governance Strong KWea
PRE POST Diff PRE POST Diff
MANDATORY 0.640 0.694 0.054 MANDATORY 0.666 0.791 0.124* 0.069*
VOLUNTARY 0.64¢ 0.53¢ -0.111  VOLUNTARY 0.73i 0.60: -0.13¢
Diff -0.007 0.157 0.165  Diff -0.071 0.187** 0.258**
AVOL Weak Governance Strong Governance
PRE POST Diff PRE POST Diff
MANDATORY 1.74¢ 1.87: 0.12:  MANDATORY 1.77¢ 2.07¢ 0.300%*** 0.177***
VOLUNTARY 1.595 1.635 0.039  VOLUNTARY 1.584 1689 .106
Diff 0.153** 0.235**  0.08:  Diff 0.194**  0.389***  0.194***
AVAR Weak Enforcement Weak Enforcement Strong — Weak
Weak Governance Strong Governance
PRE POS1 PRE POS1
MANDATORY 0.594 0.572 -0.022 MANDATORY 0.602 0.814 0.212* 0.234**
VOLUNTARY 0.812 0.632 -0.180 VOLUNTARY 0.682 0.603 -0.080
Diff -0.218 -0.060 0.158  Diff -0.080 0.211 0.292**
Strong Enforcement Strong Enforcement
Weak Governanc Strong Governant
PRE POST PRE POST
MANDATORY 0.603 0.714 0.111* MANDATORY 0.629 0.734 0.104** -0.007
VOLUNTARY 0.596 0.490 -0.105 VOLUNTARY 0.701 0.551 .1d9
Diff 0.007 0.223*  0.216** Diff -0.072 0.182 0.254**
AVOL Weak Enforcement Weak Enforcement
Weak Governance Strong Governance
PRE POST PRE POST
MANDATORY 1.819 1.878 0.059  MANDATORY 1.731 1.887 .166** 0.097**
VOLUNTARY 1.616 1.613 -0.003  VOLUNTARY 1.735 1.730 -0.005
Diff 0.203* 0.265* 0.06z  Diff -0.00¢ 0.15€* 0.159*
PRE POST PRE POST
Strong Enforcement Strong Enforcement
Weak Governance Strong Governance
PRE POST PRE POST
MANDATORY 1.78( 1.831 0.05] MANDATORY 1.871 2.c21 0.151%* 0.100*
VOLUNTARY 1.643 1.617 -0.026  VOLUNTARY 1.614 1.663 0.049
Diff 0.138**  0.215** 0.077* Diff 0.257**  0.357***  (0.101%***

Panel B reports the 2x2 analysis of IFRS mandatoopt@ds versus IFRS voluntary adopters constructed ubingoefficients in

Panel A.

*++ ** and * denote significance at 1% , 5% and%0levels (twt-tailed), respective
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Table5: Pand A

OL Sregressions on accrual-based and real earnings management

(1) (2) (3) Q) (5) (6) U] (8) (9)
ABS DA REAL 1 REAL 2 ABS DA REAL1 REAL2 ABS DA RE. 1 REAL?2
MANDATORY 0.1113**  -0.3264* -0.2692 0.0932***  -0.250*** -0.1875** 0.1151*** -0.2562  -0.1920***
(4.685 (-1.840 (-1.606 (5.163 (-4.311 (-3.317 (14.612 (-1.477 (-6.157
VOLUNTARY 0.1155*** -0.285! -0.220¢ 0.0965***  -0.2757*** -0.2536*** 0.1132*** -0.198: -0.1591 %+
(4.689) (-1.605) (-1.312) (5.205) (-8.478) (-6.079) (683  (-1.139) (-3.524)
MANDATORY*POST -0.0088 0.0656** 0.0585** -0.0113 0.28 0.0207 -0.0072* 0.0366 0.0093
(-1.291) (2.083) (1.984) (-1.516) (1.547) (0.744) (-1.726) (1.056) (0.500)
VOLUNTARY*POST -0.012¢ 0.032¢ 0.021¢ -0.0067 0.026: 0.046( -0.002¢ 0.020: -0.002¢
(-1.563) (1.008) (0.660) (-0.720) (0.848) (1.609) (-0.684) (0.592) (-0.401)
MANDATORY*HIGH_LAW 0.0161***  -0.0577* -0.0504°
(2.927) (-2.173) (-1.746)
VOLUNTARY*HIGH_LAW 0.0062 0.0476 0.0689***
(0.836) (1.432) (2.867)
MANDATORY*HIGH_LAW*POST -0.0026° 0.0435***  0.0550***
(-1.646 (3.412 (3.698
VOLUNTARY*HIGH_LAW*POST 0.0028 0.0026 -0.0283
(0.351) (0.135) (-1.519)
MANDATORY*GOOD_GOV 0.0045**  -0.0477**  -0.052%
(2.000) (-2.665) (-2.113)
VOLUNTARY*GOOD_GOV 0.0003 -0.1019***  -0.0893**
(0.070 (-3.465 (-2.139
MANDATORY*GOOD_GOV*POST -0.0079***  0.0524***  (D558***
(-2.954) (3.240) (3.635)
VOLUNTARY*GOOD_GOV*POST 0.0008 0.0174 0.0068
(0.128) (0.613) (0.149)
SIZE -0.0077**  0.0169***  0.0161** -0.0075** 0.0169*** 0.0151*** -0.0072** 0.0194*** 0.0175***
(-6.341) (3.586) (3.547) (-6.720) (3.645) (3.122) (-8.785) (3.993) (3.658)
ROA -0.0008*** -0.0035*** -0.0036*** -0.0006*** -0.005*** -0.0034*** -0.0006*** -0.0025*** -0.0024***
(-4.548) (-5.636) (-5.996) (-3.879) (-3.756) (-6.643) “4ay (-4.579) (-5.657)
GROWTH 0.0000 -0.0000 -0.0000 0.0000 -0.0000 -0.0000 0.0000 -0.0000 -0.0000
(0.259) (-0.896) (-0.430) (0.649) (-0.879) (-1.039) )y (-0.818) (-0.982)
LEV -0.000( -0.000( -0.000: -0.000( -0.000( -0.000: -0.000( -0.000( -0.000:
(-0.703) (-0.386) (-0.977) (-0.708) (-0.293) (-0.797) (7o) (-0.153) (-0.673)
DISSUE 0.0001*** 0.0001 0.0004***  0.0001*** 0.0000 0.0001* 0.0001** 0.0001 0.0001*
(3.151) (1.298) (4.112) (2.720) (1.262) (1.859) (2.753) (0.777) (1.945)
TURN 0.0077**  0.1530*** 0.1570***  0.0052**  0.1441** 0.1470**  0.0041**  0.1421** (0.1332***
(2.618 (8.028 (8.946 (2.321 (10.347 (11.958 (2.637 (7.583 (14.126
MBE -0.0096*** -0.0273** -0.0259*** -0.0061*** -0.02®*** -0.0260*** -0.0068*** -0.0292*** -0.0241***
(-4.688 (-4.137 (-3.926 (-3.325 (-7.973 (-6.365 (-3.103 (-4.386 (-5.515
o(FCFO_USD) 0.0000*** -0.0001*** -0.0001** 0.0000*** -0.0001* -0.0001**  0.0000*** -0.0001*** -0.0001**
(3.022) (-4.602) (-4.173) (4.165) (-1.920) (-2.071) 8Bp (-4.565) (-2.027)
o(REVENUES) -0.0000 0.0000 0.0000 -0.0000 0.0000 @000 -0.0000 0.0000 0.0000
(-0.888 (1.595 (1.245 (-0.267 (0.581 (0.512 (-0.234 (1.464 (0.521
OPER_CYCLE 0.0001***  0.0003***  0.0003***  0.0000*** 0.0002**  0.0002**  0.0000***  0.0002***  0.0002***
(3.193) (4.738) (4.580) (2.971) (2.383) (3.414) (4.733) (3.128) (3.840)
ACAP/GDP 0.0024 -0.0027 -0.0286  -0.0079***  0.0473** 0B46** -0.0037 0.0481 0.0387***
(0.204) (-0.081) (-0.886) (-2.732) (2.566) (2.026) (-0.568) (1.341) (3.337)
Year fixed effect Yes Yes Yes Yes Yes Yes Yes Yes Yes
Industry fixed effects Yes Yes Yes Yes Yes Yes Yes s Ye Yes
Country fixed effect Yes Yes Yes No No No Yes Yes Yes
Observations 4,425 4,425 4,425 4,425 4,425 4,425 4254, 4,425 4,425
R-squared 0.510 0.219 0.216 0.534 0.201 0.201 0.536 .2170 0.212

See APPENDIX A and B for variable definitions. In patheses are reported t-statics based on robust staerdarsi that are clustered at firm level.
*** ** and * denote significance at 1% , 5% and%0levels (two-tailed), respectively
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Table5: Panel B - Two-by-Two analysison therole of firm-level corporate gover nance ver sus country-level legal enforcement in
explaining financial reporting quality around | FRS adoption using coefficientsin Panel A

ABS_DA Weak Enforcement Strong Enforcement StreWgeak
PRE POST Diff PRE POST Diff
MANDATORY 0.093 0.082 -0.011 MANDATORY 0.109 0.095 .004** -0.003*
VOLUNTARY 0.096 0.089 -0.007 VOLUNTARY 0.102 0.098 .004
Diff -0.003 -0.008 -0.005 Diff 0.006 -0.004 -0.010**
REAL 1 Weak Enforcement Strong Enforcement
PRE POST Diff PRE POST Diff
MANDATORY -0.215 -0.177 0.038 MANDATORY -0.272 -0.191  .081** 0.043***
VOLUNTARY -0.275 -0.249 0.026 VOLUNTARY -0.228 -0.200 .0@8
Diff 0.061 0.072 0.012 Diff -0.044 0.008 0.052*+*
REAL 2 Weak Enforcement Strong Enforcement
PRE POST Diff PRE POST Diff
MANDATORY -0.187 -0.166 0.021 MANDATORY -0.238 -0.162  .0T6*** 0.055*+*
VOLUNTARY -0.253 -0.207 0.046 VOLUNTARY -0.185 -0.167 .0076
Diff 0.066* 0.042* -0.025*  Diff -0.053* 0.005 0FB***
ABS_DA Weak Governance Strong Governance Strongak
PRE POST Diff PRE POST Diff
MANDATORY 0.115 0.108 -0.007 MANDATORY 0.119 0.104  0.915** -0.008***
VOLUNTARY 0.113 0.110 -0.003 VOLUNTARY 0.113 0.111 .002
Diff 0.002 -0.002 -0.004 Diff 0.006 -0.007 -0.013**
REAL 1 Weak Governance Strong Governance
PRE POST Diff PRE POST Diff
MANDATORY -0.256 -0.220 0.036 MANDATORY -0.304 -0.215  .089*** 0.052%*
VOLUNTARY -0.198 -0.178 0.020 VOLUNTARY -0.300 -0.262  .0@8
Diff -0.057* -0.042 0.016 Diff -0.004 0.045 0.051*
REAL 2 Weak Governance Strong Governance
PRE POST Diff PRE POST Diff
MANDATORY -0.192 -0.183 0.009 MANDATORY -0.244 -0.179  0.065*** 0.056***
VOLUNTARY -0.159 -0.162 -0.003 VOLUNTARY -0.248 -024 0.004
Diff -0.033 -0.021 0.012 Diff 0.004 0.065** 0.061*

Panel B reports the 2x2 analysis of IFRS mandatorytadopersus IFRS voluntary adopters constructed tkagoefficients in Panel A.
*+* +* and * denote significance at 1% , 5% and%0levels (two-tailed), respectively
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Table 6: Panel A
OL Sregressions on accrual-based and real earnings management conditional on the strength
of thelegal enforcement and firm-level board monitoring intensity

(1) (2) (3)
ABS_DA REAL 1 REAL 2
MANDATORY 0.0940% -0.2362%* -0.2098***
(8.593) (-4.432) (-3.587)
VOLUNTARY 0.0994+ -0.2503** -0.2079%*
(7.043) (-5.480) (-3.765)
MANDATORY*POST -0.0074 0.0218 -0.0034
(-1.656) (1.127) (-0.157)
VOLUNTARY*POST -0.0089* 0.0902% 0.0992++
(-1.865) (5.152) (4.590)
MANDATORY*HIGH_LAW 0.0120% -0.0738* -0.0682**
(2.220) (-2.436) (-2.247)
VOLUNTARY*HIGH_LAW 0.0061* -0.0049 -0.0045
(1.985) (-0.138) (-0.158)
MANDATORY*HIGH_LAW*POST -0.0017 0.0287 0.0500%+
(-0.475) (1.589) (3.507)
VOLUNTARY*HIGH_LAW*POST 0.0056* -0.0720%* -0.0908***
(2.082) (-9.361) (-8.737)
MANDATORY*GOOD_GOV 0.0059* -0.0979%* -0.1034***
(2.470) (-2.998) (-3.326)
VOLUNTARY*GOOD_GOV -0.0015 -0.1056%* -0.1144%*
(-0.321) (-4.135) (-6.156)
MANDATORY*GOOD_GOV*POST -0.0101%* 0.0559* 0.0790*
(-2.829) (1.924) (2.844)
VOLUNTARY*GOOD_GOV*POST 0.0039* -0.0806%* -0.0850%**
(2.041) (-3.979) (-8.062)
MANDATORY*HIGH_LAW*GOOD_GOV 0.0039 0.0773* 0.0844*
(1.311) (2.416) (2.800)
VOLUNTARY*HIGH_LAW*GOOD_GOV -0.0016 0.0205 0.0256
(-0.196) (0.558) (0.449)
MANDATORY*HIGH_LAW*GOOD_GOV*POST 0.0026 -0.0142 -0.0413
(0.546) (-0.435) (-1.371)
VOLUNTARY*HIGH_LAW*GOOD_GOV*POST -0.0029 0.1089*+ 0.0986
(-0.347) (4.198) (1.691)
SIZE -0.0074%* 0.0166** 0.0151*
(-7.883) (3.789) (2.624)
ROA -0.0006** -0.0025** -0.0025%**
(-7.035) (-4.061) (-5.914)
GROWTH 0.0000 -0.0000 -0.0000
(0.624) (-0.904) (-1.014)
LEV -0.0000 0.0000 -0.0000
(-0.790) (0.068) (-0.462)
DISSUE 0.0001** 0.0000 0.0001*
(2.944) (1.340) (1.893)
TURN 0.0043%+ 0.1461++ 0.1477+++
(3.101) (9.465) (10.831)
MBE -0.0064** -0.0291%* -0.027 4%+
(-2.899) (-7.030) (-5.738)
o(FCFO' 0.0000%+* 0.0000%+ 0.0000%+
(7.872) (4.254) (3.760)
o(REVENUES) -0.0000 -0.0000* -0.0000
(-0.328) (-1.957) (-1.443)
OPER_CYCLE 0.0000%+* 0.0002* 0.0002%+
(2531 (2.311 (3.287
ACAPI/GDP -0.0092%* 0.0543 %+ 0.0407*+
(-2.634 (3.937 (3.144

(continued)
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Industry fixed effects Yes Yes Yes
Country fixed effects No No No
Year fixed effects Yes Yes Yes
Observations 4,425 4,425 4,425
R-squared 0.533 0.201 0.200

See APPENDIX A and B for variable definitions. In pateses are reported t-statics based on robust steemdarsi that are clustered at firm level.

** ** and * denote significance at 1% , 5% and%0levels (two-tailed), respectively

Table 6: Panel B - Two-by-Two analysis on the role of firm-level corporate governance versus country-level legal enforcement in
explaining financial reporting quality around | FRS adoption using coefficientsin Panel A

ABS_DA Weak Enforcement Weak Enforcement Strong —
Weak Governance Strong Governance Weak
PRE POST Diff PRE POST Diff
MANDATORY 0.094 0.086 -0.007 MANDATORY 0.099 0.082 -0.017**  -0.010***
VOLUNTARY 0.099 0.090 -0.009* VOLUNTARY 0.098 0.092 -0.004
Diff -0.005 -0.004 0.002 Diff 0.001 -0.010* -0.013%**
Strong Enforcement Strong Enforcement
Weak Governance Strong Governance
PRE POST Diff PRE POST Diff
MANDATORY 0.106 0.096 -0.009* MANDATORY 0.116 0.099 -0.016*** -0.005*
VOLUNTARY 0.10¢ 0.10: -0.00: VOLUNTARY 0.10z 0.10( -0.00:
Diff 0.001 -0.005 -0.006* Diff 0.013* -0.001 -0.014**
REAL 1 Weak Enforcement Weak Enforcement
Weak Governance Strong Governance
PRE POST Diff PRE POST Diff
MANDATORY -0.236 -0.214 0.022 MANDATORY -0.334 256 0.078** 0.056*
VOLUNTARY -0.250 -0.159 0.091 VOLUNTARY -0.356 A7 0.009
Diff 0.014 -0.054** -0.068**  Diff 0.022 0.091*** 0.08*
Strong Enforcement Strong Enforcement
Weak Governance Strong Governance
PRE POST Diff PRE POST Diff
MANDATORY -0.311 -0.261 0.050* MANDATORY -0.330 -0.238 0.092%** 0.042**
VOLUNTARY -0.255 -0.237 0.018 VOLUNTARY -0.340 04 0.046*
Diff -0.054 -0.022 0.032* Diff 0.009 0.055 0.046%*
REAL 2 Weak Enforcement Weak Enforcement
Weak Governance Strong Governance
PRE POST Diff PRE POST Diff
MANDATORY -0.209 -0.213 -0.003 MANDATORY -0.313 AB7 0.076** 0.079**
VOLUNTARY -0.208 -0.109 0.099*** VOLUNTARY -0.322  -0.308 0.014
Diff -0.001 -0.104***  -0.102*** Diff 0.00¢ 0.070*** 0.061*
Strong Enforcement Strong Enforcement
Weak Governance Strong Governance
PRE POST Diff PRE POST Diff
MANDATORY -0.27¢ -0.231 0.047** MANDATORY -0.297 -0.21% 0.084*** 0.037*
VOLUNTARY -0.212 -0.204 0.008 VOLUNTARY -0.301 -028 0.021
Diff -0.06¢ -0.027 0.038** Diff 0.00¢ 0.06¢ 0.062**

Panel B reports the 2x2 analysis of IFRS mandatorytadopersus IFRS voluntary adopters constructed dsagoefficients in Panel A.
*x **and * denote significance at 1% , 5% and%0levels (two-tailed), respectively
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Table7: Panel A
Monitoring versus reporting incentives

(1) (2) (3) (4) (5)
AVAR AVOL ABS_DA REAL_1 REAL_2
MANDATORY 0.9223*  1.1075**  0.1250*** -0.2222 -0.1583
(2.059) (4.249) (4.342) (-1.457) (-1.103)
VOLUNTARY 1.0155%*  1.0742%*  (0.1149*** -0.228° -0.154:
(2.257 (4.117 (4.037 (-1.482 (-1.060
MANDATORY*POST 0.1220 0.0895 -0.0122 0.0408 0.0369
(1.566 (1.564 (-1.585 (1.162 (1.113
VOLUNTARY*POST -0.169( -0.035¢ -0.001¢ 0.018: 0.027¢
(-1.423) (-0.485) (-0.166) (0.483) (0.801)
MANDATORY*GOOD_GOV 0.0016 -0.1067** -0.0010 -0.0564**  -0.0534**
(0.023 (-2.139 (-0.153 (-2.331 (-2.401
VOLUNTARY*GOOD_GOV 0.0445 -0.0080 0.0011 -0.0772*  -0.1057**
(0.291) (-0.104) (0.140) (-2.162) (-2.516)
MANDATORY*GOOD_GOV*POST -0.0291 0.1750%** -0.0028 .0505** 0.0497*
(-0.337 (2.674 (-0.445 (2.421 (2.361
VOLUNTARY*GOOD_GOV*POST 0.1168 0.1056 -0.0002 0.@35 0.0259
(0.598 (1.192 (-0.017 (0.974 (0.405
MANDATORY*REP_INCENTIVES 0.0503 -0.0462 -0.0101 0368* -0.0251
(0.821) (-1.127) (-1.438) (-1.782) (-1.302)
VOLUNTARY*REP_INCENTIVES -0.0516 -0.0712 0.0072 8zp* 0.0876*
(-0.421 (-0.979 (0.711 (1.837 (1.894
MANDATORY*REP_INCENTIVES*POST -0.1104 0.0305 0.0082 -0.0056 -0.0168
(-1.321) (0.511) (1.333) (-0.274) (-0.809)
VOLUNTARY**REP_INCENTIVES*POST 0.123¢ 0.094¢ -0.006¢ 0.013: -0.023¢
(0.764 (1.040 (-0.563 (0.368 (-0.701
MANDATORY*GOOD_GOV*REP_INCENTIVES -0.0635 0.1154* .0100 0.0111 0.0009
(-0.723) (1.819) (1.186) (0.351) (0.031)
VOLUNTARY*GOOD_GOV*REP_INCENTIVES 0.111° 0.015¢ -0.008¢ -0.052¢ 0.0017
(0.490) (0.138) (-0.670) (-0.951) (0.023)
MANDATORY*GOOD_GOV*REP_INCENTIVES*POST 0.1625 -0.03 -0.0092 -0.0001 0.0087
(1.409) (-0.803) (-1.086) (-0.003) (0.291)
VOLUNTARY*GOOD_GOV*REP_INCENTIVES*POST -0.2903 -0087 0.0098 -0.0476 -0.0393
(-0.995) (-0.838) (0.661) (-0.799) (-0.382)
Other controls Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes
Industry fixed effects Yes Yes Yes Yes Yes
Country fixed effect Yes Yes Yes Yes Yes
Observations 4,418 4,418 4,418 4,418 4,418
R-squared 0.085 0.526 0.540 0.230 0.226

See APPENDIX A and B for variable definitions. larpntheses are reported t-statics based on robndasticerrors that are clustered at firm level.
*** ** and * denote significance at 1% , 5% and%0levels (two-tailed), respectively
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Table 7: Panel B - Two-by-Two analysis on therole of firm-level corpor ate gover nance ver sus reporting incentives in explaining financial
reporting quality around | FRS adoption using coefficientsin Panel A

AVAR Low reporting incentives Low reporting incentives Strong —
Weak Governance Strong Governance Weak
PRE POST Diff PRE POST Diff
MANDATORY 0.922 1.044 0.122 MANDATORY 0.923 1.017 0.092*** -0.0291
VOLUNTARY 1.01¢ 0.84¢ -0.169* VOLUNTARY 1.06( 1.00¢ 0.05:
Diff -0.093* 0.198** 0.291**  Diff -0.136 0.009 .045*
High reporting High reporting
incentives incentives
Weak Governanc Strong Governant
PRE POST Diff PRE POST Diff
MANDATORY 0.97: 0.98¢ 0.01: MANDATORY 0.911 1.05¢ 0.145%*= 0.132*
VOLUNTARY 0.963 0.918 -0.045 VOLUNTARY 1.120 0.901 .209%*
Diff 0.009 0.066 0.057 Diff -0.209 0.154 0.364***
AVOL Low reporting incentives Low reporting incentives
Weak Governance Strong Governance
PRE POST Diff PRE POST Diff
MANDATORY 1.107 1.197 0.089 MANDATORY 1.000 1.265 0.264*** 0.175%**
VOLUNTARY 1.074 1.038 -0.035 VOLUNTARY 1.066 1B6 0.070
Diff 0.033 0.158* 0.124 Diff -0.065 0.129* 0.194**
High reporting High reporting
incentives incentives
Weak Governance Strong Governance
PRE POST Diff PRE POST Diff
MANDATORY 1.061 1.181 0.120° MANDATORY 1.07( 1.29¢ 0.223*** 0.103**
VOLUNTARY 1.003 1.062 0.059 VOLUNTARY 1.010 1.067 0.056
Diff 0.058 0.119* 0.060 Diff 0.059 0.226 0.167*
ABS_DA Low reporting incentives Low reporting incentives
Weak Governance Strong Governance
PRE POST Diff PRE POST Diff
MANDATORY 0.125 0.112 -0.012 MANDATORY 0.124 0.109 -0.015** -0.003
VOLUNTARY 0.114 0.112 -0.001 VOLUNTARY 0.115 0.113 .002
Diff 0.011 0.000 -0.011 Diff 0.009 -0.004 -0.013*
High reporting High reporting
incentives incentives
Weak Governance Strong Governance
PRE POS1 Diff PRE POS1 Diff
MANDATORY 0.114 0.110 -0.004 MANDATORY 0.123 0.107 -0.016** -0.012**
VOLUNTARY 0.121 0.113 -0.008 VOLUNTARY 0.113 0.115 0.002**
Diff -0.006 -0.002 0.004 Diff 0.010 -0.007 -0.018
REAL_1 Low reporting incentives Low reporting incentives
Weak Governanc Strong Governant
PRE POS1 Diff PRE POS1 Diff
MANDATORY -0.222 -0.181 0.040 MANDATORY -0.279 -0.187 0.091*** 0.050**
VOLUNTARY -0.228 -0.210 0.018 VOLUNTARY -0.306 -0.252 0.053
Diff 0.006 0.029 0.022 Diff 0.027 0.065* 0.038*
High reporting High reporting
incentives incentives
Weak Governance Strong Governance
PRE POST Diff PRE POST Diff
MANDATORY -0.259 -0.223 0.035 MANDATORY -0.315 -0.229 0.086** 0.051
VOLUNTARY -0.14¢ -0.11¢ 0.031 VOLUNTARY -0.22¢ -0.20¢ 0.01¢
Diff -0.112 -0.108 0.004 Diff -0.092 -0.025 0.066
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REAL_2 Low reporting incentives Low reporting incentives

Weak Governance Strong Governance

PRE POS1 Diff PRE POS1 Diff
MANDATORY -0.158 -0.121 0.036 MANDATORY -0.211 -0.125 0.086*** 0.05**
VOLUNTARY -0.15¢ -0.12¢ 0.02i VOLUNTARY -0.26( -0.20¢ 0.05:
Diff -0.004 0.005 0.009 Diff 0.048 0.081 0.033

High reporting High reporting
incentives incentives

Weak Governance Strong Governance

PRE POS1 Diff PRE POS1 Diff
MANDATORY -0.183 -0.163 0.020 MANDATORY -0.235 -0.157 0.078** 0.068**
VOLUNTARY -0.066 -0.062 0.004 VOLUNTARY -0.170 -0.180 .009
Diff -0.117 -0.100 0.016 Diff -0.065 0.028 0.087

Panel B reports the 2x2 analysis of IFRS mandatorytadopersus IFRS voluntary adopters constructed dkagoefficients in Panel A.
*+x **and * denote significance at 1% , 5% and%0levels (two-tailed), respectively
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