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Abstract 

 

This study examines the association between changes in accounting performance 

resulting from mandated adoption of International Financial Reporting Standards (IFRS) 

and managerial incentives to engage in opportunistic equity issuance. Based on 2,719 

Australian and the European Union firms that are required to adopt IFRS starting in 2005, 

I find that firms disclosing a material decline in reported net income under IFRS relative 

to reported net income under local standards are revalued downwards, while firms 

disclosing a material improvement in reported net income under IFRS relative to reported 

net income under local standards are revalued upwards. This indicates that relative to 

financial statements prepared according to local accounting standards, financial 

statements under IFRS convey new information that impacts market value.  

Building on the market timing hypothesis, I find that managers exploit their 

private information about the effects of changes in accounting standards on accounting 

performance and that managers strategically time equity issuance before their firms 

disclose those effects. In particular, during the three-year window prior to a firm 

disclosing the financial statement effects of IFRS adoption, the firm’s likelihood and size 

of equity issuance are negatively associated with the change in reported net income 

resulting from IFRS adoption. This is consistent with the prediction that firms whose 

reported performance is negatively affected by mandated changes in accounting standards 

are more likely to issue equity and issue a larger volume of equity in advance of the 

disclosure of those negative effects. The association between equity issuance and the 
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relative decline in accounting performance resulting from IFRS adoption is robust to 

alternative definitions of equity issuers, specifications and measures of accounting 

performance, and changes in sample composition. I find some evidence that equity 

issuance is positively associated with earnings forecast optimism, where earnings forecast 

optimism is another proxy for information asymmetry arising from mandatory adoption 

of IFRS.  
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Chapter 1 

Introduction 

 

This study examines the association between mandated changes in accounting 

standards and managerial incentives to engage in opportunistic equity issuance in 

response to information asymmetry arising from such changes. In particular, I investigate 

the following two issues. First, does accounting performance reported under International 

Financial Reporting Standards (IFRS) provide new information beyond accounting 

performance reported under local accounting standards and does the new information 

impact market value? Second, if differences in accounting performance reported under 

alternative accounting standards do convey price sensitive information and managers 

possess private information about these differences, then do managers exploit their 

information advantage in equity issuance decisions? I examine these questions in the 

setting where companies listed on the regulated stock exchanges of Australia and the 

European Union (EU) are required to apply IFRS for annual financial statements 

beginning on 1 January 2005.1 

                                                      
1 The only exceptions are that individual member states of the EU can defer application until 2007 for 
companies that are listed both in the EU and elsewhere, and currently use US or other General Accepted 
Accounting Principles (GAAP) as their primary basis of accounting, as well as companies that have only 
publicly traded debt securities.  
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This study is motivated by two key findings in the prior literature. First, when 

managers possess private information about firm fundamentals and perceive the 

company’s shares as misvalued, they tend to exploit their information advantage by 

strategically timing financing activities before the perceived misvaluation is corrected. 

For instance, companies tend to issue new shares when stock prices or operating 

performance are abnormally high (Loughran and Ritter, 1995; Spiess and Affleck-

Graves, 1995; Loughran and Ritter, 1997) and repurchase shares when stock prices or 

operating performance are abnormally low (Ikenberry, Lakonishok and Vermaelen, 1995; 

Lie, 2005). In most cases, stock prices or operating performance reverse after the 

opportunistic financing transactions. Second, for those firms that voluntarily switch from 

national accounting standards to internationally recognized accounting standards, such as 

US General Accepted Accounting Principles (GAAP) or International Accounting 

Standards (IAS), differences in reported accounting numbers under alternative accounting 

standards reveal new information. The new information influences investors’ perceptions 

and is associated with changes in share prices (Rees, 1995; Hora, Tondka and McEwen, 

2004).  

Drawing on the insights from these findings, I conjecture that several features of 

mandated IFRS adoption create incentives for managers to engage in opportunistic equity 

issuance activities prior to companies disclosing the effects of IFRS adoption on their 

accounting performance. First, switching to IFRS creates “winners” and “losers” – some 

firms will enjoy a more favorable accounting representation of financial performance 
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under IFRS compared to their financial performance under local standards; others will 

suffer from a less favorable accounting representation of financial performance under 

IFRS compared to their financial performance under local standards. Extant research 

indicates that firms are likely to be revalued once they disclose differences in accounting 

performance under alternative accounting standards. Second, switching to IFRS generates 

information asymmetry between managers and investors – it is plausible that managers 

know better than investors how accounting performance under IFRS will differ from 

accounting performance under local standards. Managers are thus able to project how 

stock prices will change upon the resolution of information asymmetry. Finally, there is a 

long phase-in period between year 2002 when the regulation to adopt IFRS was approved 

and 2005 or 2006, when listed companies must implement IFRS for the first time. During 

this interval, managers have substantial discretion about how and when to inform 

investors about the likely impact of IFRS adoption on firms’ accounting performance. 

The phase-in period thus provides managers with a “window of opportunity” to issue new 

shares, if managers expect accounting performance to be worse under IFRS than 

accounting performance under local standards and expect the market price of the 

company’s shares to decrease upon the disclosure of the performance decline. 

To test my hypothesis, I first examine the association between changes in reported 

firm performance resulting from IFRS adoption and stock returns surrounding corporate 

disclosures of such changes. For 2,719 non-financial firms listed in Australia and 

fourteen EU countries, I obtain two sets of financial statements for the same firm-year: 



 

 

 

 

 

4 

 

one prepared using IFRS and one prepared under local GAAP. Changes in accounting 

performance resulting from IFRS adoption are measured by differences between net 

income restated under IFRS and net income initially reported under local GAAP. Using 

18-month buy-and-hold stock returns surrounding the dates that companies disclose 

changes in reported net income under alternative accounting standards, I find that after 

controlling for other factors affecting stock returns, the market reacts negatively if 

reported net income under IFRS is materially lower than reported net income under local 

GAAP, and the market reacts positively if reported net income under IFRS is materially 

higher than reported net income under local GAAP. Moreover, the market reaction to the 

GAAP-induced decline in reported net income is greater for firms that issued equity in 

advance of corporate disclosures of the performance decline than for firms that did not 

issue equity in advance. These results provide large-sample evidence consistent with the 

prior literature that differences in accounting performance resulting from accounting 

changes convey new information about firm fundamentals, causing investors to revalue 

the securities. More importantly, these results suggest that information asymmetry over 

the bad news arising from mandated changes in accounting standards is more severe in 

equity issuing firms than non-issuing firms. This lends support to the key premise that 

managers tend to raise new equity when they foresee unfavorable market conditions.  

Next, I examine the association between changes in reported net income resulting 

from IFRS adoption and equity issuance activities during the phase-in period prior to 

firms disclosing the effects of IFRS adoption on accounting performance. I find that, after 



 

 

 

 

 

5 

 

controlling for other factors that motivate equity issuance, the greater the IFRS-based 

earnings decline relative to earnings under local standards, the more likely firms were to 

issue equity during the three-year window prior to corporate disclosures of the 

performance decline, and the greater the issue size was. In addition, using analysts’ 

earnings forecast errors as an alternative proxy for information asymmetry arising from 

IFRS adoption, I examine the association between equity issuance and analysts’ forecast 

optimism about earnings of the first IFRS year. I find some evidence that earnings 

forecast optimism is positively associated with the likelihood and size of equity issuance 

if firms experience a decline in reported net income resulting from IFRS adoption. That 

is, when managers expect IFRS-based earnings to be worse than earnings under local 

standards, analysts’ optimism about future earnings performance intensifies managers’ 

incentive to issue equity in advance.  

My study extends the prior literature in several important ways. Most importantly, it 

identifies a potential outcome of mandated accounting changes that has not been 

documented in prior research. Prior studies examine a variety of economic impacts of 

accounting changes on business decisions, including compensation contracts (Matsunaga, 

1995), capital structure (Imhoff and Thomas, 1988), research and development 

investment (Dechow and Sloan, 1991), internal fund allocation across segments (Berger 

and Hann, 2003) and the issuance of contingent convertible securities (Marquardt and 

Wiedman, 2007). Recent research on economic consequences of mandatory IFRS 

adoption investigates the effects on capital structure (De Jong, Rossellon and 
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Verwijmeren, 2006), liquidity and cost of equity capital (Daske, Hail, Leuz and Verdi, 

2007b), and fund managers’ investment decisions (PricewaterhouseCoopers, 2006). 

However, no study, to my knowledge, has explored the impact of mandated accounting 

changes on corporate financing decisions about equity issuance. By establishing the link 

between accounting changes and equity issuance activities, my study provides new 

evidence of the effects of accounting changes on management decisions.  

My study also extends our understanding of the effects of IFRS adoption on the 

corporate information environment and the related economic consequences. I provide 

preliminary but large sample evidence that GAAP differences between local standards 

and IFRS convey new information to investors. However, unlike the current debate about 

the desirability of accounting harmonization and the quality of IFRS relative to national 

GAAP, my study does not attempt to evaluate and compare the quality of financial 

statements under any given set of accounting rules, and I do not argue that IFRS is better 

than any set of national accounting standards. Rather, empirical evidence in my study 

indicates that both IFRS and local accounting standards can be incrementally informative 

to the other; IFRS-based financial statements contain information beyond financial 

statements prepared under local standards. This finding simply corroborates my assertion 

that accounting changes can generate information asymmetry between managers and 

investors, which is a key determinant of managerial incentives to time the market in 

corporate financing decisions.  
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Further, my study complements finance literature that examines the market timing 

hypothesis for corporate financing activities. In many prior studies, timing decisions are 

often determined by endogenous firm characteristics. In contrast, mandated changes in 

accounting standards examined in my study are an exogenous shock to the entire market 

and expose all listed firms to the possibility of being revalued. The mandated changes 

create relative winners and losers. Winners are revalued upwards while losers are 

revalued downwards. My finding that an external shock to security prices induced by 

mandated changes in accounting standards can prompt or accelerate equity issuance lends 

support to the premise that timing plays a crucial role in corporate financing decisions 

(Graham and Harvey, 2001). 

Finally, my study provides insights for regulators regarding guidance and policies 

for corporate disclosures during the transition process accompanying mandated changes 

in accounting standards. Regulators in Australia and the EU have urged listed companies 

to provide timely information about the likely impact of IFRS,2 as management has been 

regarded by investors as the most importance source of IFRS knowledge. 3  A large 

number of firms, however, did not consider investor communication as a priority during 

the transition process (refer to more detailed discussion in Chapter 2). My findings 

confirm that differences in accounting performance resulting from the conversion to 

                                                      
2 See my discussion in Chapter 2 regarding the regulation in Australia and the recommendations in the EU. 
3 According to the survey conducted by KPMG International Financial Reporting Group (2005a), more 
than 50% of 100 survey financial analysts think the companies they follow are the most important source of 
IFRS knowledge. 
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IFRS contain new information, and that managers strategically exploit their information 

advantage in economic activities. Worldwide, regulators in countries that may adopt 

IFRS in the near future, but have not yet adopted (such as Canada, Israel, Japan and 

South Korea), are weighing the costs and benefits of adopting IFRS by observing and 

learning lessons from Australia, the EU and other countries that have mandated the new 

standards. Hence, the timing of corporate disclosure should be given greater scrutiny in 

the process of enforcing new accounting rules. 

The rest of the paper proceeds as follows. Chapter 2 introduces the background of 

mandating IFRS in Australia and the EU. Chapter 3 reviews the relevant literature and 

develops hypotheses. Chapter 4 outlines the empirical design, defines main variables, and 

describes sample selection procedures. Chapter 5 presents the main findings, followed by 

sensitivity tests in Chapter 6. Finally, Chapter 7 summarizes my investigation and 

discusses avenues for future research. 
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Chapter 2 

Institutional Background  

 

The European Council of Ministers approved a regulation on 6 June 2002 

requiring that all EU companies listed on regulated European markets use IFRS for 

annual accounts beginning on 1 January 2005. The regulation was approved by the 

European Parliament on 19 July 2002 and proclaimed into law on 11 September 2002. 

The Financial Reporting Council of Australia announced on 3 July 2002 that Australia 

would adopt IFRS for fiscal periods beginning on 1 January 2005. The Australian 

Accounting Standards Board (AASB) is responsible for issuing Australian equivalents of 

IFRS (A-IFRS).  

The International Accounting Standards Board (IASB) issued IFRS1 First-time 

Adoption of IFRSs in June 2003, requiring that companies restate their prior year’s 

financial statements according to IFRS when firms implement IFRS for the first time. In 

September 2003, the European Commission formally adopted a regulation endorsing all 

existing IASB standards and interpretations, including IFRS1. AASB issued AASB1 

First-time Application of Australian Equivalents to IFRSs in 2004. Therefore, in both 

Australia and the EU, if a listed firm adopts IFRS for the first time in its annual financial 

statements for the fiscal year ended 31 December 2005, it must restate retroactively, in 

accordance with IFRS, its annual financial statements for the fiscal year ended 31 
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December 2004. The restatement serves to provide investors with comparability and 

continuity in corporate reporting. In particular, IFRS1 (AASB1) requires not only the 

restatement of the prior year’s accounting numbers, but also the reconciliations of equity 

under local accounting standards to equity under IFRS for the opening balance on 1 

January 2004 and the year end balance on 31 December 2004, reconciliations of profit 

and loss accounts under local accounting standards to profit and loss accounts under 

IFRS for fiscal year ended 31 December 2004, and explanation of material adjustments 

that are made to the balance sheet, income statement and cash flow statement.4  

Regulators also stipulated standards or provided guidelines to encourage listed 

companies to communicate in a timely manner with investors about the likely impact of 

IFRS on the reported financial position and operating results. For example, AASB 

released AASB1047 Disclosing the Impacts of Adopting Australian Equivalents to 

International Financial Reporting Standards in April 2004. 5  The standard takes a 

two-step approach over two fiscal years preceding the issue of the first financial report 

under A-IFRS. For annual or interim reporting periods ending on or after 30 June 2004,6 

listed companies were required to provide an explanation of how the transition to A-IFRS 

is being managed and a narrative explanation of the key differences in accounting 

                                                      
4 http://www.iasplus.com/standard/ifrs01.htm 
5 http://www.aasb.com.au/public_docs/aasb_standards/AASB1047_04-04.pdf 
6 The regulation established June 30 as the cut-off date, mainly because the fiscal year end date of a vast 
majority of listed companies in Australia is June 30. In other words, the first year to implement IFRS in 
Australia ends on 30 June 2006 for many Australian firms. Therefore, if the listed firm implements IFRS 
for the first time for fiscal year ended 30 June 2006, the two-step approach would apply to fiscal years as of 
30 June 2004 and 30 June 2005, respectively. 
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policies that are expected to arise from adopting A-IFRS. For annual or interim reporting 

periods ending on or after 30 June 2005, listed companies were required to provide any 

known or reliably estimable information about changes to the financial statements had 

they been prepared using the A-IFRS. If the impacts were not known or reliably 

estimable, the company was required to provide a statement to that effect. Therefore, the 

level of disclosure required by AASB1047 increased as the date of adoption approached.  

By November 2004, the Australian Securities & Investment Commission (ASIC), 

which oversees the financial reporting of publicly listed companies of Australia, 

examined the disclosures of more than 1,100 listed companies with 30 June 2004 balance 

date (i.e., the first year of the two-year transitional period) concerning their progress 

towards adoption of A-IFRS and its impact on those entities. On one hand, ASIC found 

that 95 percent of the listed companies disclosed the key differences in accounting 

policies that arise from the transition or positively stated that they didn’t expect any 

major differences. On the other hand, ASIC was concerned about the proliferation of 

“standard disclosures” that typically copy/recite the financial effects of accounting 

differences from a set of sample financial statements, publication of professional service 

firms, or an accounting standard itself, without reference to entities’ own circumstances.  

Since the quantification of major accounting differences was not required until the 30 

June 2005 year-end financial report, the ASIC review found that less than 10 percent of  

companies voluntarily disclosed the quantitative effects of key accounting differences. 

Overall, the review findings show that management of listed companies was well aware 
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of the IFRS impact, but was hesitant to be specific and comprehensive in disclosing the 

impact.  

By January 2006, ASIC reviewed the disclosures made in financial reports by 

over 1,250 listed companies with balance sheet dates between 30 June 2005 and 31 July 

2005 (i.e., the second year of the two-year transitional period) regarding the 

quantification of key accounting differences identified in the prior year. It found that 

about 700 companies disclosed the quantitative impact for each of the key differences, a 

further 480 entities had quantified some of the key differences. 50 companies had not 

quantified the impact of any of the key differences they had identified and the remaining 

20 companies had not finalized their determination of the impact of the key differences. 

Assessing the informativeness and reliability of the disclosures, however, was beyond the 

scope of ASIC’s review.  

In December 2003, the Committee of European Securities Regulators (CESR) 

published recommendations similar to AASB1047.7 No formal standards, however, were 

issued to endorse the recommendations.8 The EU left member states to formulate their 

own reporting and disclosure policies during the transition process. Both ASCI and 

                                                      
7 http://www.iasplus.com/restruct/euro2003.htm 
8 CESR acknowledged that the guidance included in the recommendations could only take the form of 

encouragement to follow the best practices described in the document. CESR members would have to take 

additional step for disseminating the recommendation locally, in a form they  deemed the most appropriate 

(http://www.cnmv.es/publicaciones/CESR_03_490b.pdf). 
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CESR, however, acknowledged that disclosures about IFRS impact, even if mandated by 

law via accounting standards, have a voluntary dimension, as management had 

considerable discretion in the timing and specificity of disclosures they make. For 

example, companies were required to disclose major accounting differences “they know 

with sufficient certainty they will have to apply under IFRS in their 2005 financial 

statements”; and they were required to quantify the identified differences when they 

ready to communicate these effects in a “sufficiently reliable manner”. 

Therefore, despite regulators’ efforts to facilitate the information communication 

during the transition process, several surveys reveal that a number of firms did not see 

investor communication as a priority during the process of IFRS conversion. Market 

participants had to adopt a “wait and see” approach towards the effects of changes in 

accounting standards. 

For example, PricewaterhouseCoopers (2004a, b) surveyed 310 companies from 

16 EU countries in the first quarter of 2004, and 266 companies from 18 EU countries as 

well as 57 companies from Australia and New Zealand in the third quarter of 2004. The 

first survey reveals that only a fifth of the companies had determined how to 

communicate changes under IFRS to the market. The remaining 80% had yet to 

determine their strategies by the time the survey was conducted. The second survey 

reveals that 96% of surveyed companies had not yet communicated to the market about 

the likely impact of IFRS on their business. Only 4% of companies had released any 

“broad picture” to the market by September 2004, and disclosures that had been made 
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were often very limited in scope. Mazars (2005) surveyed more than 550 listed 

companies from twelve EU countries in April 2005, the time at which the first IFRS-

based semi-annual reports as well as restatements and reconciliations of 2004’s semi-

annual reports were published or soon to be published. It reveals that communication 

towards shareholders was still not a priority at the beginning of year 2005. 87% of the 

firms believed they were fully prepared for first-time application of IFRS, while 58% of 

the firms had communicated the impact of adopting IFRS to their stakeholders. Nearly 

half of the 550 companies intended to communicate the impact of IFRS implementation 

by the end of June of 2005 when the first IFRS-based semi-annual report was due.  

Due to the tardiness in corporate communication, many financial analysts were 

largely ignorant of the potential IFRS impact as the date of adoption approached. The 

KPMG International Financial Reporting Group (2005a, b) surveyed fifty buy-side and 

fifty sell-side financial analysts in UK in October 2004, and another fifty buy-side and 

fifty sell-side financial analysts in Australia in December 2004, regarding analysts’ 

knowledge of IFRS and their perceptions of corporate communication quality. The results 

show that 38 and 47 percent of Australian and UK analysts, respectively, had not yet 

received company briefings, 32 and 41 percent had attended just a few briefings, 58 and 

57 percent thought the quality of information available on reporting companies’ readiness 

to meet IFRS was average to poor, 41 and 46 percent doubted whether they would be 

able to distinguish between changes resulting from underlying business performance and 

those due to accounting changes, and 40 and 53 percent believed the introduction of IFRS 
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would influence the valuation of company shares, but the market had not yet factored 

these effects into pricing.  

Four months later, the financial public relations firm Citigate Dewe Rogerson 

(2005) found similar results in a survey of 30 analysts from 12 leading investment banks 

in London. This survey finds that almost a third of the analysts had received no guidance 

from the companies they covered, and half of the analysts had made no changes to their 

forecast models simply due to “the lack of data sufficient to produce an ‘educated’ 

estimate”.  

Based on a unique database that covers analyst forecasts of local-GAAP-based 

and IFRS-based earnings for the same firm-year, Aubert and Dumontier (2007) find that 

the greater the difference between the actual earnings under IFRS and the actual earnings 

under local GAAP, the greater the error in analyst forecasts of IFRS-based earnings. This  

may either because financial analysts were fixed on local earnings and failed to fully infer 

the effects of accounting differences between local GAAP and IFRS, or  because they 

were unable to distinguish between changes resulting from underlying business 

performance and those due to accounting changes (KPMG 2005a, b).   

Consistent with financial analysts’ expectations, PricewaterhouseCoopers (2006) 

notes that IFRS-based financial reports substantially influenced market participants’ 

perceptions and investment decisions. The PricewaterhouseCoopers/Ipsos MORI (2006) 

surveyed 187 fund managers from seven EU countries in the last quarter of 2005, after 

the managers had received the first IFRS-based semi-annual reports but before they 
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received the full year annual reports. The results show that the overwhelming majority 

(79 percent) of fund managers regarded the change to IFRS as significant. More than half 

(52 percent) said the IFRS information reported in 2005 had directly influenced their 

investment decisions, 21 percent said that when looking at potential investments, IFRS 

information had influenced decisions to buy, and another 17 percent said that it was a 

factor in their decision to walk away from an investment. IFRS had a similar impact on 

decisions about existing investments – 22 percent said it had influenced them to sell a 

company’s shares, 11 percent indicated that it was a factor in holding onto shares. Three-

quarters believed that IFRS had been helpful in showing a company’s financial risks and 

66 percent believed that they provided a clearer picture of companies’ operational risks. 

This is one of the reasons, perhaps, that nearly three-quarters (73 percent) of the fund 

managers reported that IFRS had at least some impact on their perception of a company’s 

value, with 27 percent saying it had “a great deal” or “a fair amount”. This proportion is 

higher than might be expected, particularly at this stage, before the first annual financial 

statements under IFRS had been reported. 

Overall, anecdotal evidence from the field shows that a number of firms were not 

forthcoming in the disclosure of the likely impact of IFRS during the transition period, 

creating information asymmetry between managers and market participants regarding the 

outlook of financial performance under the new accounting rules. 
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Chapter 3 

Literature Review and Hypothesis Development 

 

Two streams of literature are relevant to my study. The first stream covers studies 

on the association between GAAP-induced changes in reported accounting numbers and 

market value, including the short-window market reaction to GAAP reconciliation 

disclosures and the long-window association between GAAP reconciliations and market 

value. This literature suggests that the information contained in financial statement 

reconciliations is associated with or affects security prices. The second stream includes 

studies investigating managerial incentives to strategically time financing activities when 

market conditions are favorable. This literature suggests that managers take advantage of 

their private information about the effects of mandated changes in accounting standards 

to time equity issuance. Both are key research questions that I investigate using the 

mandatory IFRS adoption setting in Australia and the EU.  



 

 

 

 

 

18 

 

3.1 The Association between GAAP Differences and Firm Valuation 
 

3.1.1 Evidence from Voluntary Adoption of US GAAP or IAS 
 

Studies analyzing the financial statement effects of voluntary adoption of IAS, 

IFRS or US GAAP typically fall into one of the three groups:9 (1) studies investigating 

whether GAAP reconciliations capture information used by investors in setting share 

prices; (2) studies investigating whether GAAP reconciliations convey value relevant 

information incremental to accounting numbers reported under local standards and 

whether investors can glean the incremental information from other non-financial-

statement information sources; and (3) studies examining other properties of accounting 

numbers under alternative accounting standards, such as earnings smoothing and the 

timeliness of loss recognition (Barth, Landsman and Lang, 2008). As the third group of 

studies is beyond the scope of my research, I focus on the implications of first two types 

of studies.  

Studies of the first type typically regress stock returns or prices on the levels and 

changes of local-GAAP-based net income and/or shareholders’ equity, and on the levels 

and changes of GAAP reconciliations in net income and/or shareholders’ equity. The 

presence of an association between stock returns or prices and reconciliation amounts of 

net income and/or shareholders’ equity suggests that US-GAAP-based or IAS-based 
                                                      
9  International Accounting Standards (IAS) were renamed to IFRS in 2001. I use IAS and IFRS 
interchangeably for studies that examine voluntary adoption of IAS before 1 January 2005, but I do not 
presume that earlier IAS and later IFRS adoption necessarily have the same effects and consequences.  
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accounting numbers capture value relevant information that local-GAAP-based 

accounting numbers do not capture. Empirical results are mixed, with coefficient 

estimates and R-squares varying across empirical specifications, sample periods and 

sample firms’ home countries.  

Amir, Harris and Venuti (1993) evaluate the value relevance of reconciliations of 

shareholders’ equity and earnings from domestic accounting standards to US GAAP for 

101 firms from 20 countries cross-listed in the US between 1990 and 1992. They conduct 

two sets of tests. The first set involves annual return-earnings associations. Stock returns 

are regressed on local-GAAP-based earnings, earnings changes, and the corresponding 

reconciliation amounts. The coefficient on the reconciliation of earnings is significantly 

positive. The second test regresses the ratio of market value to book value of equity on 

reconciliations of earnings and book value of equity. 10  The coefficient on the 

reconciliation of book value of equity is significantly positive, suggesting that 

shareholders’ equity under US GAAP captures more value relevant information than 

shareholders’ equity under local GAAP. 

Bandyopadhyay, Hanna and Richardson (1994) examine the US-Canadian GAAP 

income differences for a sample of 96 Canadian firms cross-listed on US markets during 

1983 and 1989. Using annual return-earnings associations, they find that regression 

                                                      
10 One reason that market and book value of equity differ is because of accounting differences. For example, 
differences in the market-to-book ratio can come from differences in the timeliness of earnings recognition. 
Thus, if the reconciliation of net income captures differences in the timeliness of earnings recognition, it 
should help explain market-to-book ratio if book value of equity is measured in non-US GAAP. 
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coefficients on Canadian GAAP earnings variables are statistically significant; however, 

the coefficients on the Canadian-US differences are not. Their findings suggest that US-

GAAP based earnings do not provide incremental information beyond Canadian-GAAP 

based earnings with respect to firm value.  

Barth and Clinch (1996) examine reconciliations of earnings and shareholders’ 

equity between local GAAP and US GAAP for cross-listed firms from Australia, Canada 

and the UK, respectively, between 1985 and 1991. They address the value relevance of 

the reconciliations of earnings and shareholders’ equity using approaches similar to those 

used by Amir, Harris and Venuti (1993). Their results are country specific in that they 

find that the reconciliations are value relevant for UK and Australian firms, but generally 

not for Canadian firms. The latter result is consistent with Bandyopadhyay, Hanna and 

Richardson (1994). Moreover, Barth and Clinch find that investors are concerned about 

managers exercising their discretion to inflate reported earnings when preparing GAAP 

reconciliations, and that investors use information contained in the reconciliations to 

identify earnings inflation under US GAAP. Therefore, when US-GAAP-based earnings 

exceed local-GAAP-based earnings, stock returns are not associated with earnings 

differences for both UK and Australian firms. In contrast, when US-GAAP-based 

earnings fall short of local-GAAP-based earnings, stock returns are significantly 

positively associated with the extent to which US-GAAP-based earnings are less than 

local-GAAP-based earnings.  
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Bartov, Goldberg and Kim (2005) compare the value relevance of financial 

statements under US GAAP, IAS and German GAAP for 680 firms traded on German 

stock exchanges from 1998 to 2000. They find the value relevance of US-GAAP-based 

and IAS-based earnings is higher than that of German-GAAP-based earnings. Their 

result, however, holds only for profitable firms, not for loss firms. Furthermore, they do 

not find a significant difference in the value relevance between US-GAAP-based and 

IAS-based earnings after controlling for self selection. Hung and Subramanyam (2007) 

compare the effects of using IAS versus German GAAP for a sample of 80 German firms 

that voluntarily adopt IAS. They find that the reconciliation adjustments to book value of 

equity from German GAAP to IAS are generally value relevant, while the reconciliation 

adjustments to net income generally are not relevant to market value. 

Harris and Muller (1999) investigate the market value of earnings and 

shareholders’ equity prepared under IAS and US GAAP for 31 firms that cross-list in the 

US and use IAS in their home markets during 1992 and 1996. Their findings are model 

specific – IAS-based earnings are more highly associated with stock prices than US-

GAAP-based earnings, while US-GAAP-based earnings are more highly associated with 

security returns than IAS-based earnings. There is no difference in the association 

between book value of equity and market value of equity under IAS and US GAAP.  

Ashbaugh and Olsson (2002) explore what accounting-based valuation model is 

more useful for investors to estimate the intrinsic value of 55 non-US/non-UK firms that 

report under IAS or US GAAP and whose shares trade in the Stock Exchange Automated 
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Quotations (SEAQ) International Equity Market of London. They consider the earnings 

capitalization (EC), the book value (BV) and the residual income (RI) valuation models.11 

All the models build on the principle that a firm’s market price is equal to the expected 

value of discounted future cash flows. Based on the coefficient estimates and R-square 

values, they find that the earnings capitalization model is the dominant valuation model 

when cross-listed firms report under IAS. In contrast, the residual income model is the 

dominant valuation model when cross-listed firms report under US GAAP. The authors 

identify measurement and recognition methods under IAS (e.g., the capitalization of 

development costs under IAS 9 Research and Development Costs [IASC 1997]) that 

enhance the association between present earnings and future revenue streams and that 

likely contribute to the dominance of the earnings capitalization model for IAS users. 

They also identify discretionary accounting measurement and recognition methods under 

IAS that violate the clean-surplus assumption of the residual income model (e.g., more 

than half of the IAS sample firms voluntarily upward revalue their fixed assets, a choice 

available under IAS 16 Property, Plant, and Equipment [IASC 1997]), thus providing an 

explanation for the dominance of the residual income model for US GAAP users.  

Barth, Landsman and Lang (2008) compare earnings quality between 411 firms 

that voluntarily adopt IAS and matched firms that used local GAAP from 1994 to 2003. 

                                                      
11 The earnings capitalization (EC), the book value (BV) and the residual income (RI) valuation models are 
as follows:  
(EC) Pi = αE + βE Ei + εi 
(BV) Pi = αBV + βBV BVi + νi 
(RI)   Pi = αRI + βRI BVi + γRI RIi + ξi 
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They use the R-square from regressions of stock prices or stock returns on earnings as a 

proxy for the value relevance of accounting numbers. They find that the R-square is 

significantly higher for IAS adopters than for non-adopters in the price-earnings 

association regression, suggesting that adopting IAS improves the value relevance of 

financial reporting.  

A common issue with studies in the first group is that they cannot infer that the 

differences in financial statements prepared under alternative accounting standards 

convey new value relevant information, which hasn’t been factored into stock prices. It is 

conceivable that the reconciliation information can be gleaned from other information 

sources rather than financial statements, so that the information content of GAAP 

reconciliations is already fully impounded into share prices before the reconciliation 

disclosures.  

To address the above issue, studies in the second group focus on the short-

window market reaction to the disclosure of reconciliations of net income from local 

GAAP to US GAAP or IAS. The presence of pronounced market reactions suggests that 

investors are unable to fully infer the valuation effects of GAAP differences from other 

information sources. Similar to the first group of studies, empirical findings from the 

second group are sensitive to empirical specifications, largely due to difficulties in 

ascertaining the earliest date that GAAP reconciliations are disclosed to the market, and 

due to problems in specifying market expectations of GAAP reconciliation amounts.  
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Using five-day (from day –2 to day +2) abnormal returns surrounding the dates 

US cross-listed firms release their GAAP reconciliations, Amir, Harris and Venuti (1993) 

do not find significant market reactions to the disclosures, indicating investors probably 

anticipate GAAP differences and incorporate the information content in stock prices 

before reconciliation disclosures. Bandyopadhyay, Hanna and Richardson (1994) conduct 

similar tests on the market reaction to the disclosures of US-Canadian GAAP 

reconciliations for 96 Canadian firms cross listed in the US. Again, they do not find 

significant market reactions. However, both studies acknowledge that the results may 

suffer from two measurement errors: (1) errors in ascertaining the earliest date that 

GAAP reconciliations are available to the market; (2) the lack of market expectation 

models for the various reconciling items complicates the identification of the portion of 

the reconciling information that is new to investors at the time these reconciliations 

become public information.  

The observed lack of incremental information content in the reconciliation can 

also be a function of the ability of financial analysts to successfully perform pro forma 

reconciliations, thus pre-empting a disclosure effect. Fulkerson and Meek (1998) find 

these pre-emptive results for firms from countries with accounting systems similar to the 

US system (consisting of companies from Australia, Hong Kong and the UK), but find 

incremental information for reconciled earnings from firms with reporting systems 

dissimilar to US GAAP (consisting of companies from Denmark, Italy, Netherlands and 

Spain).  
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Rees (1995) tests five-day (from day –1 to day +3) abnormal stock returns around 

the date when the US cross-listed firms release their GAAP reconciliations. His study 

covers 150 cross-listed firms between 1983 and 1987. He finds that five-day market 

adjusted cumulative returns are positively associated with differences in reported net 

income between US GAAP and local standards. He also finds market reactions to 

reconciliation disclosures by Canadian firms. Hence, the findings contradict Amir, Harris 

and Venuti (1993) and Bandyopadhyay, Hanna and Richardson (1994). Rees attributes 

the conflicts to differences in sample composition and the event window specification ([–

1, 3] vs. [–2, 2]). 

Hora, Tondka and McEwen (2004) argue that abnormal returns reflect changes in 

the expectations of the market as a whole, whereas abnormal trading volume reflects 

heterogeneity in the expectations of individual investors. Therefore, volume tests can be 

more sensitive to reconciliation disclosures than return tests. Using abnormal trading 

volume around the time the US cross-listed firms release GAAP reconciliations, they 

document a significant relation between the abnormal trading volume and earnings 

differences, suggesting that the market does not fully infer the valuation effects of GAAP 

differences before reconciliation disclosures. 

Unlike Barth and Clinch (1996), none of the studies distinguish firms disclosing 

an earnings increase from firms disclosing an earnings decrease upon applying US GAAP 

or IAS. This is probably another reason for the lack of pronounced market reactions to 

GAAP reconciliation disclosures. 
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3.1.2 Evidence from Mandatory Adoption of IFRS 
 

Research into the financial statement effects of mandatory IFRS adoption is still in 

its infancy and the evidence is country specific. Most studies fall into the same three 

groups as I outline in Section 3.1.1. Horton and Serafeim (2007) examine the short-

window market reaction to, and the long-window value relevance of, financial statement 

reconciliations prepared under IFRS1 for 227 UK firms included in the London Stock 

Exchange FTSE350. They find significantly negative abnormal returns and abnormal 

increases in trading activity on the reconciliation disclosure date for firms whose earnings 

under IFRS are lower than earnings under UK GAAP. In contrast, the market does not 

respond to reconciliation adjustments if earnings under IFRS are higher than earnings 

under UK GAAP. This is consistent with Barth and Clinch (1996). Horton and Serafeim 

also document that earnings reconciliation adjustments are associated with market value 

after controlling for earnings under UK GAAP, but that reconciliation adjustments of 

book value of shareholders’ equity are not associated with market value.  

Christensen, Lee and Walker (2007) focus on management strategies to disclose 

reconciliations prepared under IFRS1, and how the market reacts to reconciliation 

disclosures. Their study covers 137 UK firms listed on the London Stock Exchange. UK 

firms are required to apply IFRS in their semi-annual financial statements of fiscal year 

2005 and at the same time restate fiscal year 2004’s semi-annual financial statements in 

accordance with IFRS1. Sample firms in this study disclosed their restatements ranging 
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from 40 to 288 days after the fiscal year end of 2004. The median time lag between 2004 

fiscal year end and the restatement disclosure is 177 days. Based on the abnormal return 

on the day the reconciliations are disclosed, this study finds that the market reacts 

significantly to firms disclosing restatements earlier than the sample median lag, and does 

not react to the restatements disclosed later than the sample median lag. It also shows that 

after controlling for other factors affecting when a firm discloses its interim financial 

statements, firms disclosing their restatements abnormally late reveal worse news than 

firms disclosing their restatements abnormally early. This suggests that managers 

recognize that the reconciliations contain price sensitive information and that managers 

attempt to delay the release of bad news. Delaying the disclosure of bad news reduces the 

immediate price impact either through gradual information leakage or through the market 

inferring the news from other sources (e.g., early disclosers).  

Morais and Curto (2007) compare differences in the value relevance of accounting 

numbers under local standards and under IFRS for firms from twelve EU countries. 

Similar to Barth, Landsman and Lang (2008), they regress market prices on book value of 

equity per share and earnings per share, and then compare the R-square for the period that 

firms use IFRS and the period that firms use local GAAP. They find that the R-square is 

significantly higher under IFRS than under local standards for all the sample countries 

except for Denmark, Ireland, Germany and Belgium. Because their study does not 

compare the estimates of coefficients on earnings and book value of equity across 

periods, it is unable to differentiate which of the reconciliation components, earnings or 
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book value of equity, is incrementally informative over and above accounting numbers 

under local GAAP.  

Gjerde, Knivsflå and Saettem (2007) investigate reconciliations from Norwegian 

GAAP to IFRS for 145 firms listed on the Oslo Stock Exchange. They provide evidence 

that the reconciliation adjustments to shareholders’ equity and net income are associated 

with market value. Schadewitz and Vireu (2007) evaluate how the market reacts to the 

reconciliations of earnings and shareholders’ equity required by IFRS1 for 86 Finnish 

firms listed on the Helsinki Stock Exchange. They do not find that reports under IFRS 

provide additional value relevant information beyond the reports under Finnish GAAP.  

 

3.1.3 Hypothesis Development 
 

Differences between alternative accounting standards can alter investors’ 

perceptions about firm value by altering investors’ expectation of future cash flow 

prospects. For instance, under Australian GAAP, pension expense charged to profit and 

loss accounts is based on the cash contribution to the pension fund; no liability is 

recognized for an underfunded pension plan. Under IFRS, pension expense is based on an 

actuarial method that recognizes expected pension costs over the service lives of 

employees. The recognized pension liability is the difference between cumulative 

pension costs and contributions to the pension plan. Therefore, complying with IFRS 
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reveals to the market the potential future cash outflows associated with pension liabilities, 

which would not be captured by the pension accounting under Australian GAAP.  

Further, contracts, such as those associated with borrowing and management 

compensation, are often based on accounting numbers. New accounting rules that reduce 

the ratio of net income to interest expense or increase the debt-to-equity ratio can trigger 

more quickly debt covenant violations. This may restrict the dividend distribution to 

shareholders or restrict investment choices, resulting in shareholders responding 

negatively to the accounting change and market value declines (Lys, 1984). These effects 

are consistent with many prior studies that document a positive association between 

market value and changes in accounting performance induced by GAAP differences 

(Amir, Harris and Venuti, 1993; Rees, 1995; Barth and Clinch, 1996; Hora, Tondka and 

McEwen, 2004; Bartov, Goldberg and Kim, 2005; Barth, Landsman and Lang, 2008).12  

My study adds to this literature in several ways. While IAS were substantially 

revised in the early 2000’s, most studies focus on voluntary changes in accounting 

                                                      
12  However, prior research on the association between information quality and cost of equity capital 
suggests that improved information quality under IFRS would lower the cost of equity capital and increase 
market value. Therefore, whether market value increases or decreases upon IFRS adoption is an empirical 
issue. It depends on which effects dominate in firm valuation model - the cash flow effects or cost of equity 
effects. Evidence from prior research seems to suggest that the cash flow effects dominate the cost of 
equity effects; therefore, firms experience a decrease in market value once they disclose the decline in 
accounting performance resulting from GAAP changes. If all the companies implement IFRS strictly and 
evenly, then all the companies should enjoy similar benefits of the reduction in cost of equity capital. So, 
the cost of equity effects are comparable across firms within the same country. In contrast, the cash flow 
effects can differ substantially across firms: some firms enjoy a more favorable representation of 
accounting performance while others suffer from a less favorable representation of their accounting 
performance.  
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standards that occurred before 2002. Research in mandatory adoption settings is limited. 

Therefore, prior empirical findings may not generalize to the present.  

Furthermore, a notable difference between my setting and prior research about the 

voluntary adoption of US GAAP or IAS is that my sample firms prepare IFRS-based 

GAAP reconciliations for the first time, whereas prior studies often cover firms that have 

used new accounting standards for multiple years. Historical GAAP reconciliation 

information can substantially mitigate information asymmetry with respect to the effects 

of accounting changes. Therefore, based on prior studies that do not find pronounced 

market reactions to GAAP reconciliation disclosures, it is difficult to distinguish whether 

new GAAP do not provide incremental value relevant information, or the market fully 

anticipates the valuation effects of GAAP differences. In contrast, information 

asymmetry with respect to the financial statement effects of the mandated IFRS adoption 

is especially likely to occur in my settings, as suggested by the anecdotal evidence 

discussed in Chapter 2. Therefore, my setting provides a suitable setting to test 

hypotheses related to information asymmetry arising from GAAP changes and the related 

impact of accounting changes on market value. 

Finally, unlike the growing debate about the desirability of IFRS relative to national 

accounting standards, I do not argue that IFRS is better than other national accounting 

standards, nor do I attempt to assess and compare the quality of any given set of 

accounting rules with the quality of IFRS. Rather, I propose that both IFRS and local 

accounting standards can be incrementally informative with respect to the other. In other 
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words, IFRS-based financial statements may contain information beyond financial 

statements prepared under local standards.  

Based on the anecdotal evidence (discussed in Chapter 2) that managers are not 

forthcoming in revealing the likely impact of IFRS adoption in a timely manner, and 

preliminary research findings that financial statements under IFRS can alter investors’ 

opinions and impact market value (Horton and Serafeim, 2007; Christensen, Lee and 

Walker, 2007; PricewaterhouseCoopers, 2006), I make the following hypothesis: 

 

Hypothesis 1: Market reactions to IFRS-induced changes in reported firm 

performance are positively associated with the difference in reported performance under 

IFRS and reported performance under local GAAP. 

 

3.2 Market Timing Hypothesis for Equity Issuance 
 

3.2.1 Past Literature 
 

The past literature provides ample evidence that important corporate financial 

decisions are related to relative stock price performance across periods. Mergers, 

seasoned equity issues, and initial public offerings tend to occur when stock prices are 

abnormally high, while equity repurchases tend to occur when stock prices are 

abnormally low. The market timing hypothesis contends that this pattern is due to 

managers perceiving equity as misvalued, and strategically timing financing activities to 
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take advantage of the perceived misvaluation. In particular, information asymmetry 

between managers and investors with respect to corporate fundamentals is an essential 

ingredient of market timing behaviors. For the strategy to succeed, two conditions are 

required (Chang, Dasgupta and Hilary, 2006). First, managers possess private 

information about the underlying value and managers perceive the equity as misvalued. 

Second, the perceived misvaluation is not corrected in the short run, presenting managers 

with an opportunity to engage in financial activities during favorable market conditions.  

Four kinds of evidence about equity issuance are consistent with this perceived 

misvaluation and market timing hypothesis. First, Loughran and Ritter (1995) and Spiess 

and Affleck-Graves (1995) find that stock market performance of firms conducting 

seasonal equity offerings is poorer than firms not issuing new shares. This is in sharp 

contrast to the extremely high returns of issuing firms in the year leading to the equity 

issuance. Loughran and Ritter (1995) report an average return in the year before issuing 

of 72%, while the average raw return is only 7% per year during the five years following 

the offering, compared to 15% per year for non-issuing firms. In the same vein, 

repurchasers have abnormally high returns after the repurchase (Ikenberry, Lakonishok 

and Vermaelen, 1995).  

Second, consistent with fluctuations of stock prices surrounding equity offerings, 

some studies document similar variation in accounting performance – issuing firms have 

improvements in profitability before seasoned equity offering and declines in profitability 

after offerings (Loughran and Ritter, 1997). Profitability deteriorates rapidly following 
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the initial offering (Jain and Kini, 1994; Mikkelson, Partch, and Shah, 1997; Pagano, 

Panetta and Zingales, 1998), and firms’ operating performance improves following open 

market repurchases (Lie, 2005).  

The earnings management perspective argues that this is partly caused by 

aggressive financial reporting practices before equity offerings. Management tries to 

deceive the market by using aggressive income-increasing accounting choices to inflate 

earnings before the offering. Investors are misled to be optimistic about the issuers’ 

prospects and thus overvalue the new issue. When high pre-issue earnings are not 

sustained, disappointed investors subsequently revalue the firm down to a level justified 

by fundamentals (Teoh, Welch and Wong, 1998a and 1998b; Shivakumar, 2000; Jo, Kim 

and Park, 2007; Gong, Louis and Sun, 2006). 

Third, analysis of earnings forecasts and realizations surrounding equity issues 

suggests that firms tend to issue equity at times when investors are excessively optimistic 

about earnings prospects (Denis and Sarin, 2001; Bradshaw, Richardson and Sloan, 

2006).  

Finally, probably the most convincing evidence is that managers admit to timing the 

market in an anonymous survey. Graham and Harvey (2001) find that two-thirds of CFOs 

from US corporations surveyed agree that “the amount by which our stock is undervalued 

or overvalued was an important or very important consideration” in issuing equity, and 

nearly as many as two-thirds of CFOs agree that “if our stock price has recently risen, the 

price at which we can sell is ‘high’” (p.216). In this survey as a whole, equity market 
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prices are regarded as more important than nine out of ten other factors considered in the 

decision to issue common equity.  

Outside the US markets, similar patterns are found regarding the positive 

association between equity issuance and ex ante indicators of overvaluation. Marsh 

(1982) examines the choice between seasoned equity and long-term debt by UK quoted 

firms between 1959 and 1974, and finds that recent stock price appreciation tilts firms 

toward equity issuance. Levis (1995) examines seasoned equity in UK during 1980–1991 

and finds that equity is issued following a period of significant rises in stock prices, but 

that such gains are dissipated quickly in the 18 months after the announcement of equity 

offerings.  

Pagano, Panetta and Zingales (1998) examine the determinants of Italian private 

firms’ decisions to undertake an IPO between 1982 and 1992, and find that the most 

important factor is the market-to-book ratio of seasoned firms in the same industry. 

Stehle, Ehrhardt and Przyborowsky (2000) document that corporations conducting 

seasoned equity offerings in German stock markets between 1960 and 1992 

underperform a portfolio consisting of stocks with a similar market capitalization by 6% 

in the three-year post offering periods. Jeanneret (2005) examines right offerings of 

common stock on the French market between 1984 and 1998 and finds that issuers 

experience a significant stock return over-performance compared to non-issuers over a 

48-month horizon before the issue. This study also finds that issuers who claim to raise 

new capital to finance new investments experience significant performance reversals after 
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the issuance, whereas issuers who raise new equity to rebalance the capital structure do 

not. Using a residual income valuation method, Brown, Gallery and Goei (2006) show 

that for private placements or right offerings in the Australian market between 1993 and 

2001, the post-issuance underperformance is negatively related to pre-issuance 

misvaluation.  

Henderson, Jegadeesh, and Weisbach (2006) find that firms tend to issue equity 

when the market as a whole is overvalued. In 12 out of the 13 markets over the period 

1990 to 2001, average market returns are higher after a below-median equity issue year 

than after an above-median equity issue year. McLean, Pontiff and Watanabe (2007) 

document a significant negative relationship between equity issuance and post-issuance 

stock returns in 41 countries between 1981 and 2006. Bancel and Mittoo (2004) survey 

financial managers from 16 European countries. Like Graham and Harvey (2001) in the 

US, Bancel and Mittoo document that European financial managers perceive market 

prices and mispricing as one of the most important factors in financing decisions. 

Competing hypotheses about corporate motives for equity issuances have also been 

proposed and tested. For example, the post-issuance deterioration in operating 

performance can be driven by managers’ over-optimism at the time of the issue, other 

than the pre-issuance mispricing or intentional earnings management. As prior 

investment turns out to be profitable and issuers have recently outperformed other firms 

in the industry, managers tend to be overly optimistic and overinvest, resulting in 

decreasing profit margins in the years following the issue. Consistent with this argument, 
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Fu (2006) finds that US equity issuers are more likely to overinvest after equity offerings 

compared to non-issuers, and that the overinvestment leads to a decrease in asset turnover 

and the related profit margins. Kang, Kim and Stulz (1999) find that firms conducting 

seasoned equity offerings and convertible bond issues on the Tokyo Stock Exchange 

experience similar underperformance after the issue. But unlike those in US markets, the 

underperformers are not concentrated in small firms with high pre-issuance market-to-

book ratio, i.e., firms most likely to be misvalued. The underperformance can hardly be 

explained by misvaluation and strategic timing behavior. Based on insider trading around 

seasoned equity offerings, Lee (1997) argues that if managers knowingly sell overvalued 

equity, they may also take advantage of their private information to sell their own shares 

before the issue. Therefore, issuers whose insiders are selling their own stocks are more 

likely to underperform in the long run. However, the study finds that the long-run 

underperformance of firms issuing primary shares is independent of top executives’ prior 

trading pattern.  

Recent research also casts doubt on managers’ discretion in earnings management 

preceding equity issues. As issuing firms are usually subject to greater litigation risk and 

market scrutiny in the issuance process, they are predicted to be less likely to manipulate 

financial statements. Ball and Shivakumar (2008) and Anthony, Bettinghaus and Farber 

(2006) suggest that the abnormally high discretionary accruals surrounding issuing years 

documented in early studies are induced by certain research design biases. For example, 

early studies (Teoh, Welch and Wong 1998b; Shivakumar, 2000) estimate accruals from 
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balance sheet data. Hribar and Collins (2002) document that the bias in accruals 

estimated from balance sheet data is typically larger around major financing events 

because these firms tend to have acquisitions or divestitures that affect numbers in 

consecutive balance sheets. Anthony, Bettinghaus and Farber (2006) show that after 

controlling for the effects of discontinued operations or mergers and acquisitions, the 

discretionary accruals of seasoned equity issuers are equal to 1.5% of total assets on 

average, compared to 2.8% of total assets documented by Teoh, Welch and Wong 

(1998b). Ball and Shivakumar (2008) reach a similar conclusion for IPO firms. Ball and 

Shivakumar (2008) also point out that comparing the discretionary accruals at IPO year 

(year 0) with pre-issuance year (year –1), interpreting abnormally high accruals at IPO 

year as evidence of earnings management (Teoh, Welch and Wong, 1998a) is 

problematic. Because issuers usually use issuance proceeds to bolster working capital, 

such as financing account receivables/inventories or paying trade credit/current liabilities, 

the Jones model, a model commonly used to estimate abnormal accruals, will falsely take 

the resultant (abnormal) positive accruals at IPO year as earnings management. Even if 

this is earnings management, it occurs too late to influence the IPO issue price. 

Finally, DeAngelo, DeAngelo and Stulz (2007) argue and document that the most 

foundational motive for US equity offerings is forecasted near-term cash deficits. Market 

timing at most serves as a secondary factor in corporate financing decisions because a 

large number of firms enjoy opportunities to time the markets but they choose not to do 
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so. Therefore, whether and to what extent firms intend to time equity issuance remains an 

open question.  

 

3.2.2 Implications for Mandatory Changes in Accounting Standards 
 

My review of the literature on the association between accounting changes and 

firm valuation indicates that mandating IFRS can create information asymmetry between 

managers and market participants with respect to the effects of GAAP differences on 

reported performance. This information asymmetry is expected to be particularly severe 

in the setting I examine because most firms were not forthcoming in disclosing the likely 

impact of IFRS during the transition period. My review of the literature relating to the 

market timing hypothesis for equity issuance indicates that if managers have private 

information about the effects of GAAP changes on reported performance, they can 

exploit this information advantage in equity issuance decisions. In particular, managers 

can accelerate equity issuance if they expect that performance reported under IFRS will 

be worse than that reported under local GAAP, and that investors will then revalue the 

firm downwards.  

However, prior literature also suggests that due to adverse selection (Myers and 

Majluf, 1984), there is an announcement effect of –2%, on average, for SEOs in the US 

markets (Ritter, 2003). That is, rational investors interpret an equity issue announcement 

as conveying management’s opinion that the stock is overvalued, and de-value the stock 
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upon SEO announcements accordingly.  This adverse selection hypothesis suggests that 

unexpected equity issuance, or high volume of equity issues during the transition period 

of IFRS adoption may signal future reported performance declines arising from the 

accounting change. If rational investors could fully unravel managers’ incentives and 

value the stock accordingly, in equilibrium, managers would not issue equity during the 

transition period. But the adverse selection hypothesis also indicates that the extent to 

which managers can successfully time equity issuance depends on whether investors are 

able to fully distinguish the GAAP change induced mis-pricing from other economic 

motives for equity issues, such as financial deficits, forthcoming growth opportunities or 

paying back debt. Because there are many potential motives for equity issuance, equity 

issues may be a very noisy signal of a future decline in accounting performance, 

providing managers with the opportunity to time equity issuance during the transition 

period.  

To test the effects of accounting changes on management decisions to issue equity 

opportunistically, my study focuses on the effects arising from mandated IFRS adoption 

and ignores the voluntary IFRS adoption setting. Compared to firms that were forced to 

adopt IFRS at specified point of time, firms voluntarily adopting IFRS have discretion in 

both timing the accounting standards change and timing equity issuance. Timing IFRS 

adoption is plausibly cheaper and more flexible than timing equity issuance in response 

to any anticipated negative effects arising from accounting changes. Moreover, based on 

the assumption that a firm voluntarily adopts IFRS only if the benefits of doing so are 
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greater than the costs, the net benefits of conversion to IFRS should be greater for 

voluntary adopters than for mandatory adopters, despite the fact that accounting changes 

can lead to less favorable accounting representation of firm performance for both 

voluntary and mandatory adopters.   Thus, voluntary IFRS adopters would have weaker 

incentives than mandatory adopters to time equity issuance in response to accounting 

changes.  Further, prior research finds that some firms voluntarily adopt IFRS as part of a 

broader strategy that credibly commits them to more transparency (Daske, Hail, Leuz and 

Verdi, 2007a). For example, firms that are larger, more profitable, more international, 

have larger financing needs, larger growth opportunities and more dispersed ownership 

have greater incentives to report transparently and thus are more likely to adopt IFRS 

voluntarily and seriously. Therefore, compared to firms that were forced to adopt IFRS, 

voluntary adopters’ incentives for transparent reporting can substantially mitigate 

information asymmetry surrounding GAAP changes. In brief, relative to voluntary IFRS 

adoption, mandated IFRS adoption provides a stronger setting to measure both 

accounting change induced information asymmetry and managerial incentives for 

opportunistic equity issuance in response to such changes.  

For two reasons, however, I do not expect managers to repurchase shares in 

advance if they anticipate accounting performance under IFRS to be better than that 

under local GAAP. Prior research shows that good news is generally perceived as less 

credible than bad news (Skinner, 1994). Managers would then anticipate that investors 

would not react positively to the earnings improvements revealed by IFRS. This has been 
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indicated by Barth and Clinch (1996) and Horton and Serafeim (2007). Both studies find 

that investors do not perceive favorably the earnings improvements resulting from GAAP 

changes. Second, firms may not have extra free cash to finance share repurchases during 

the transition period. Even if they can raise debt to finance share repurchases and later 

repay such debt by issuing shares at higher prices after they reveal the good news 

associated with GAAP changes, this strategy is risky ex ante if share prices do not 

increase as expected. Therefore, I focus my analysis on equity offerings.  

The prior literature suggests two proxies for managers’ information advantage 

arising from mandated changes in accounting standards. The first proxy is the difference 

between accounting performance under local GAAP and accounting performance under 

IFRS. This measure, introduced by Gray (1980) to compare profit measurement practices 

across countries, was used by Adam, Weetman and Gray (1993) and Street, Nichols and 

Gray (2000) to gauge the measurement impact of GAAP differences. For example, Street, 

Nichols and Gray (2000) find that, for a group of firms cross-listed in the US and 

preparing IAS financial statements in their home countries, the reconciliation amount of 

net income from IAS to US GAAP decreases as the differences between US GAAP and 

IAS narrow. This indicates that GAAP differences are positively related to (absolute 

value of) reconciliation amounts. Further, Bae, Tan and Welker (2008) find that greater 

GAAP differences between countries create greater information asymmetry for foreign 

analysts who may not fully understand local GAAP. Therefore, the (absolute value of) 

reconciliation amount of net income might capture information asymmetry between 
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managers and investors regarding the changes in accounting performance resulting from 

IFRS adoption.  

The second proxy is analysts’ forecast errors of IFRS-based earnings. This 

measure assumes that analysts are able to infer some, but not all, differences in reported 

numbers under alternative standards and incorporate their inferences into earnings 

forecasts. Imperfect IFRS knowledge may lead analysts to be overly optimistic of the 

earnings outlook under IFRS13, which in turn affects stock prices and generates favorable 

market conditions for equity issuance (Denis and Sarin, 2001; Bradshaw, Richardson and 

Sloan, 2006).  

However, I acknowledge that the contradictory evidence documented in the value 

relevance literature and the market timing literature can weaken the link between 

information asymmetry arising from mandated changes in accounting standards and 

corporate incentives for equity issuance. That is, if declines in accounting performance 

induced by GAAP changes do not cause market value to decrease, or market timing is not 

a crucial motivation for issuing equities, or both, I may not observe a systematic 

                                                      
13 Imperfect IFS knowledge can lead analysts to be either overly optimistic or pessimistic of the earnings 
outlook under IFRS. However, preliminary findings from Auber and Dumontier (2007) show that earnings 
forecast errors (equal to forecasted earnings less actual earnings) are negatively associated with changes in 
reported net income resulting from IFRS adoption. That is, when IFRS-based earnings is higher than 
earnings reported under local standards, analysts under-estimate the actual earnings under IFRS (i.e., 
forecast errors are negative); when IFRS-based earnings is lower than earnings reported under local 
standards, analysts over-estimate local-GAAP based earnings (i.e., forecast errors are positive). In other 
words, financial analysts seemed to fix on earnings under local GAAP and fail to fully infer the effects of 
GAAP differences when forecasting IFRS-based earnings.  
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association between mandatory changes in accounting standards and equity issuance. I 

state my hypotheses in alternative forms: 

 

Hypothesis 2a: The likelihood of equity issuance is positively associated with the extent 

to which accounting performance under IFRS declines relative to 

accounting performance under local GAAP. 

 

Hypothesis 2b: The size of equity issuance is positively associated with the extent to 

which accounting performance under IFRS declines relative to accounting 

performance under local GAAP. 

 

Hypothesis 3a: The likelihood of equity issuance is positively associated with analyst 

forecast optimism about IFRS-based earnings. 

 

Hypothesis 3b: The size of equity issuance is positively associated with analyst forecast 

optimism about IFRS-based earnings. 

 

Hypotheses 2a and 3a predict that managers advantageously use their private 

information in deciding whether or not to issue new equity. Hypotheses 2b and 3b predict 

that managers’ private information affects the amount of equity raised. 
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Chapter 4 

Research Design and Sample Selection 

 

4.1 Market Reaction to GAAP-induced Changes in Reported Net Income 
 

I begin with a discussion of the regulations that determine when firms must 

publicize IFRS reconciliations in Australia and the EU. In Australia, if an entity adopts 

A-IFRS for the first time in its annual financial statements for the year ended 31 

December 2005, it should apply AASB1 in its semi-annual financial report for the period 

ended 30 June 2005. The first half-year report under AASB1 should contain sufficient 

details to enable users to understand the material adjustments to the balance sheet and 

profit and loss accounts. The Australian Securities Exchange requires that listed firms file 

the half-year report no later than 75 days after the end of the fiscal period.14 Therefore, 

the restatements and reconciliations by Australian firms should be available no later than 

75 days after the end of the half-year of the first IFRS fiscal year. The first IFRS-based 

annual report, as well as the restatements and reconciliations of prior year’s annual 

financial statements should be publicized no later than three months after the end of the 

first IFRS fiscal year.  

The European Transparency Directive (Directive/2004/109) requires that EU 

listed firms prepare a semi-annual condensed financial report in accordance with IAS34 

                                                      
14 http://www.asx.com.au/Listingrules/chapters/Chapter04.pdf 
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Interim Financial Reporting. Similar to AASB1, IFRS1 requires that if an entity adopts 

IFRS for the first time in its annual financial statements for the year ended 31 December 

2005, the entity should apply IFRS1 in its half-year financial report for the period ended 

30 June 2005. Half-year reports should be available no later than two months after the 

end of the semi-annual period. The Transparency Directive came into force on 20 January 

2005 and it allows a 24-month implementation period, so the implementation deadline for 

the Directive is 20 January 2007. In other words, listed firms in member states may not 

prepare the semi-annual financial statements for the first IFRS fiscal year. The 

restatements and reconciliations thus may not be available until firms issue full year 

annual reports, which should be publicized no later than four months after the fiscal year 

end. The dates of the availability of restatements and reconciliations therefore vary across 

EU countries.  

 

[insert Figure 1 and 2] 

 

Figure 1 presents the timeline of the transition process of an Australian (EU) firm 

that starts to use A-IFRS (IFRS) for the fiscal year ended 31 December 2005 and 

complies with AASB1 (IFRS1 and the European Transparency Directive). Figure 2 offers 

an example of the profit and loss account reconciliations prepared by a French firm and 

the firm’s timeline for disclosing the reconciliation information to the market. Switching 

from French GAAP to IFRS caused the company’s net income to decline by 49% in 
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fiscal year 2004. The company had finished preparing the restatement of 2004’s semi-

annual financial statements in September 2004 and finished preparing the restatement of 

2004’s annual financial statements in February 2005. The company, however, did not 

communicate the information to the public until the analyst meeting on 5 May 2005. The 

complete IFRS-based annual reports for 2004 were not publicized until September 2005.  

Due to data limitations, it is difficult to ascertain the earliest date firms disclose 

the reconciliations of financial statements from local GAAP to IFRS. I am therefore 

unable to conduct a conventional event study that examines the abnormal returns for a 

three-to-five-day window surrounding the reconciliation disclosure date. Instead, I 

investigate stock returns for an 18-month period, starting at the beginning of the first 

IFRS year and ending six months after the end of the first IFRS year. That is, if a firm 

starts to use IFRS for the fiscal year ended 31 December 2005, I calculate its return for 

the period from 1 January 2005 to 30 June 2006. Within this window, listed firms in both 

Australia and the EU should have disclosed required IFRS reconciliations either in their 

half-year reports or annual reports. To the extent that the information content of the IFRS 

reconciliations may not be fully reflected in the stock prices in the very short run after 

firms disclose their reconciliations, and to the extent that firms with bad news tend to leak 

gradually the information to the markets to mitigate the price shock (Christensen, Lee and 

Walker, 2007), long-term stock returns may be able to capture the market reaction to 

reconciliation disclosures. 

I begin the analysis by estimating the following regression: 
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Retit – Rfit = α0 + α1NIit/MVit-1 + α2 (∆NIECON)it/MVit-1 + α3 (∆NIGAAP)it-1/MVit-1 

 + α4 Eissuei + α5 Eissuei × NIit/MVit-1 + α6 Eissuei × (∆NIECON)it/MVit-1 

 + α7 Eissuei × (∆NIGAAP)it-1/MVit-1 + α8 (MRetit – Rfit) + α9 Ln (MV)it-1 

 + α10 (P/B)it-1 + α11 (Retit-1 – Rfit-1) + εit     (1) 

 

Where: 

Retit 18-month buy-and-hold return for firm i, starting at the beginning of the first IFRS 

year and ending six months after the end of the first IFRS year; 

Rfit 18-month risk-free buy-and-hold return in the market where firm i is listed, starting 

at the beginning of the first IFRS year and ending six months after the end of the 

first IFRS year; 

MRetit 18-month buy-and-hold return of the value-weighted market index in the market 

where firm i is listed, starting at the beginning of the first IFRS year and ending six 

months after the end of the first IFRS year; 

NIit/MVit-1  country-specific fractile rank of (NIIFRS)it/MVit-1, (NIIFRS)it is net income under 

IFRS for the first IFRS fiscal year, MVit-1 is lagged market value of equity; 

(∆NIECON)it/MVit-1  country-specific fractile rank of [(NIIFRS)it – (NIIFRS)it-1]/MVit-1, 

(NIIFRS)it-1 is net income restated according to IFRS one year prior to the first IFRS 

fiscal year; 

(∆NIGAAP)it-1/MVit-1 country-specific fractile rank of [(NIIFRS)it-1 – (NILocal)it-1]/MVit-1, 

adjusted for country-industry mean rank of [(NIIFRS)it-1 – (NILocal)it-1]/MVit-1, 
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(NILocal)it-1 is net income reported under local standards one year prior to the first 

IFRS fiscal year; 

Eissuei indicator variable, set equal to one if a firm issued equity during the three years 

prior to the first IFRS year and zero otherwise. Three alternative definitions of 

equity issuers are described in Section 4.2. 

 

The firm-specific return Retit is calculated from the monthly return index in 

Datastream. The market return MRetit is based on the monthly total market return index 

for each country in Datastream. The total market return index is calculated by 

Datastream with value-weighted average returns to companies comprising the index. The 

calculation of the firm-level return index and the total market return index by Datastream 

includes both capital gains and dividend yields. Risk-free return Rfit is estimated from the 

monthly redemption yield of 1–3 year maturity government bond index for each country 

in Datastream. 

Regression (1) distinguishes equity issuers from non-issuers and tests whether 

information asymmetry between managers and investors is more severe among equity 

issuers than non-issuers, which is a key premise of managerial incentives for equity 

issuance in my study. 

Following prior literature on the valuation effects of GAAP reconciliations (Amir, 

Harris and Venuti, 1993; Barth and Clinch, 1996), I include three items relevant to firm 

valuation: (1) earnings reported under IFRS for the first IFRS year, i.e., NIit/MVit-1; (2) 
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changes in earnings between the first IFRS year and the year before, i.e., 

(∆NIECON)it/MVit-1, where earnings for both years are based on IFRS; and (3) GAAP-

induced changes in reported net income one year prior to the first IFRS year, i.e., 

(∆NIGAAP)it-1/MVit-1. For each of the three items, I rank firms in ascending order in each 

country and scale the rank by the total number of firms in the country to obtain the 

country-specific fractile rank for each firm. Therefore, all three items are between zero 

and one. The fractile rank is used to avoid assuming any specific distribution of the three 

items and to reduce the influence of outliers.15 Another appealing feature of using country 

specific fractile rank is that local standards in some countries are closer to IFRS than in 

others, absolute values of reconciliation amounts are thus smaller or easier to predict in 

some countries than in others. Fractile rank automatically controls for cross country 

differences in the extent to which investors can use local-standard accounting numbers to 

forecast IFRS-based accounting numbers.  

Further, for GAAP-induced changes in reported net income, (∆NIGAAP)it-1/MVit-1, I 

calculate the mean rank within each country-industry, and adjust firm-specific rank for 

the country-industry mean rank. The country-industry adjusted rank is used as a proxy for 

the portion of GAAP reconciliation information that is not known to the public before the 

reconciliation disclosures. To my knowledge, no study has ever identified comprehensive 

determinants, especially firm-specific characteristics, that are systematically associated 

                                                      
15 A robustness test using the country-industry adjusted raw value (instead of the country-industry adjusted 
fractile rank) of each item is reported in Table 7, Panel B. The results are qualitatively similar and the 
conclusions remain the same.  
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with reconciliation amounts of reported net income and that can be used by investors to 

predict restated earnings under new standards. It is, however, plausible that investors are 

able to infer the country-level and industry-level average financial statement effects of 

IFRS adoption. Firms within the same country-industry exhibit similar behaviors in 

business operations and accounting choices, operate in the same regulatory environment 

and are similarly sensitive to macroeconomic shocks. The primary measure of GAAP-

induced changes in operating performance, which adjusts for the country-industry mean 

rank, assumes that investors can predict perfectly the country-industry effect, but are 

surprised by the firm specific deviation from this country-industry mean. Because 

identifying the investor expectations of the GAAP induced changes in accounting 

performance is difficult, several alternatives measures are explored and reported on later 

in this study. 

Some studies (Barth and Clinch 1996; Horton and Serafeim, 2007) find that the 

market reacts asymmetrically to GAAP-induced changes in earnings. When earnings 

under US GAAP or IFRS exceed earnings under local GAAP, stock returns are not 

associated with the earnings difference, probably because investors are concerned about 

managerial discretion to inflate earnings when preparing the GAAP reconciliations. 

When earnings under US GAAP or IFRS are less than earnings under local GAAP, stock 

returns are significantly negative, suggesting that investors perceive unfavorably the 

decline in accounting performance. The asymmetric market reaction to GAAP-induced 

changes in accounting performance may also be driven by managers’ opportunistic 
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disclosure strategies. If managers expect earnings to increase under new accounting 

standards, they may try to push out good news as early as possible. If they expect 

earnings to decline upon complying with IFRS, they may try to withhold bad news as 

long as possible (Christensen, Lee and Walker, 2007). Christensen, Lee and Walker 

(2007) also find that if GAAP-induced changes in earnings are marginal, stock returns are 

not associated with changes in earnings. Based on these findings, I partition the full 

sample into three groups according to the sign and the magnitude of scaled changes in 

reported net income resulting from IFRS adoption: (a) reported net income decreases by 

more than 0.5% of market value of equity; (b) changes in reported net income are 

between –0.5% and 0.5% of market value of equity; and (c) reported net income 

increases by more than 0.5% of market value of equity.  

To measure the information content of GAAP differences with respect to firm 

value, I focus on GAAP-induced changes in reported net income rather than other 

performance measures for two reasons. First, IFRS only requires separate presentation of 

one income measure – net profit or loss.16 The definition and reporting of other non-

GAAP performance measures, such as operating income, operating income before 

depreciation, or earnings before interest, tax and depreciation (i.e., EBITDA), is subject 

to managerial discretion and not always directly comparable internationally. For example, 
                                                      
16IAS1 Presentation of Financial Statements only requires that the income statement contains the following 
line items: (a) revenue; (b) finance costs; (c) share of the profit or loss of associates and joint ventures 
accounted for using the equity method; (d) tax expense; (e) a single amount comprising the total of (i) the 
post-tax profit or loss of discontinued operations and (ii) the post-tax gain or loss recognized on the 
measurement to fair value less costs to sell or on the disposal of the assets or disposal group(s) constituting 
the discontinued operation; and (f) profit or loss. 
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there is not a separate line for operating income or operating income before depreciation 

in the income statement under A-IFRS. To attempt to create uniformity and 

comparability in the accounting information provided by entities across countries, the 

database I use (Worldscope) defines operating income as “the difference between sales 

and total operating expense” and adjusts income statements reported by the entities to 

obtain the operating income in accordance with the database’s own definition.17 Second, 

firms disclose reconciliations in a variety of ways. For example, the treatment of tax 

differs substantially across firms. Some firms adjust each reconciliation item for tax 

effects whereas others adjust for the net tax effects of all adjustments in a separate line. 

These two issues unavoidably introduce measurement error.  

The regression controls for three factors suggested by Fama and French (1998): 

(1) concurrent buy-and-hold market return adjusted for risk-free buy-and-hold return, 

measured by MRetit – Rfit; (2) firm size, measured by Ln (MV)it-1, i.e., the natural 

logarithm of market value of equity in millions of US dollars at the beginning of the 18-

month period; (3) (P/B)it-1, i.e., the ratio of market value to book value of equity (book 

value of equity is reported under local standards) at the beginning of the 18-month 

period. In addition, I control for stock return momentum, measured by lagged 12-month 

buy-and-hold returns adjusted for the concurrent risk-free buy-and-hold return in the 
                                                      
17 For example, the nature of the operation of both Australian Wine Holdings Limited and Global Wine 
Ventures Limited (Australia) is the production and sale of wine. Both companies provide contract-based 
wine processing service. However, Datastream includes “revenue from rendering service” in the “net 
revenue” account and the balance of net operating income of Global Wine Ventures Limited, but excludes 
the same item from the “net revenue” account and the balance of net operating income of Australian Wine 
Holding Limited. 
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local market, i.e., Retit-1 – Rfit-1. Prior research finds that in both US markets (Jagadeesh 

and Titman, 2001) and European countries (Rouwenhorst, 1998), stock returns in the past 

six to twelve months tend to be positively correlated with stock returns in the next six to 

twelve months. Finally, I control for industry fixed effects and country fixed effects. To 

control for industry fixed effects, I include industry dummies that correspond to twelve 

industrial classifications as outlined in Campell (1996).  

 

4.2 The Association between GAAP-induced Changes in Reported Net 

Income and Equity Issuance 

 

Due to the difficulty in ascertaining (i) the precise date on which firms disclose 

their IFRS reconciliations, and (ii) whether and to what extent information asymmetry 

between managers and outside investors is resolved before the reconciliation disclosures, 

I examine the cumulative equity issued during the three years prior to the first IFRS year. 

That is, if a firm starts to use IFRS for the fiscal year ended 31 December 2005, I 

investigate equity issued between 1 January 2002 and 31 December 2004. This window 

captures a horizon that starts around the date when the regulations were approved and the 

entire market expected listed companies to use IFRS within three or four years, and ends 

before firms disclosed their IFRS reconciliations.18 I do not consider equity issued during 

the first IFRS fiscal year, because firms may already have disclosed some IFRS 
                                                      
18 In the robustness tests, I examine the association between changes in net income induced by IFRS 
adoption and annual equity issuance during the three-year period. Results are presented in Table 10 
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reconciliation numbers with 2004 financial results and disclosed IFRS-based interim 

financial reports in the middle of the year, both of which may help investors understand 

the impact of GAAP changes on accounting performance and reduce managers’ 

information advantage. The size of three-year cumulative equity issuance is measured by 

the cumulative proceeds of equity offerings, minus the cumulative proceeds from stock 

options and the cumulative cash payment for shares repurchased, retired, and redeemed, 

scaled by the average of total assets at the beginning and the end of the three-year 

period.19  

Because the development of capital markets, the relative importance of equity vs. 

debt capital in firms’ capital structure, and macroeconomic conditions can all affect 

corporate financing decisions, firms from some countries may be more likely to issue 

equity than firms from other countries during the sample period. To account for cross 

country differences in equity offerings, I define the likelihood of equity issuance in three 

alternative ways: (1) Firms with cumulative equity issuance proceeds greater than 15% of 

total assets are taken as equity issuers; otherwise they are classified as non-issuers. (2) 

Firms with the scaled cumulative equity issuance above the 90th percentile in their listing 

countries are taken as issuers; otherwise they are classified as non-issuers. (3) Firms with 

cumulative equity issuance greater than 5% of total assets are taken as issuers; otherwise 

                                                      
19 As I deduct the cash payment for the shares repurchased, retired, converted and redeemed from the 
proceeds of equity offering, the net proceeds of equity offerings capture both equity issuance and equity 
repurchase activities. A positive value of the measure indicates equity offerings, while a negative value of 
the measure indicates equity repurchases by the firm.  
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they are classified as non-issuers. The first measure captures managers’ intention to issue 

a large amount of equity before they need to disclose price-sensitive bad news. Prior 

studies usually label a firm as an equity issuer if net equity issuance in any given fiscal 

year is greater than 5% of total assets (Jenter, 2005; Chang, Dagupta and Hilary, 2006). 

Following this practice, this measure assumes firms would have issued equity greater 

than 5% of total assets every year during the three-year period, or raised equity greater 

than 15% of total assets in just one fiscal year. The second measure automatically 

controls for cross country differences in the tendency to issue equity, but some firms that 

did issue significant amount of equity are likely to be classified as non-issuers in some 

countries. The last measure is consistent with the definition used in the past literature 

applied on an annual basis. Since each definition has limitations, I use alternative 

measures to assess the robustness of the empirical results. 

I run a logistic regression for the likelihood of equity issuance and an OLS 

regression for issue size as follows20: 

 

Ln [pi/(1–pi)] = α0 + α1 (∆NIGAAP)i/MVi + α2 (∆NIECON)i/MVi + α3 Ln (TA)i + α4 (P/B)i  

+ α5 Levi + α6 Growi + α7 RetVoli + α8 (Pro forma Cash/TA)i + α9 RDi  

+ α10 Debti + α11 Tangi+ α12 CHSi     (2) 

 

                                                      
20 z-statistics of coefficient estimates in logistic regressions and t-statistics of coefficient estimates in OLS 
regressions are based on standard errors computed using country clusters. 



 

 

 

 

 

56 

 

Esizei = α0 + α1 (∆NIGAAP)i/MVi + α2 (∆NIECON)i/MVi + α3 Ln (TA)i + α4 (P/B)i  

+ α5 Levi + α6 Growi + α7 RetVoli + α8 (Pro forma Cash/TA)i + α9 RDi  

+ α10 Debti + α11 Tangi+ α12 CHSi + νi    (3) 

 
Where: 
 
pi the probability of issuing equity. Equity issuers are defined in three alternative 

ways as described above; 

Esizei The cumulative net proceeds of equity offerings, minus the cumulative net 

proceeds from stock options and the cumulative cash payment for shares 

repurchased, retired, and redeemed during the three years before the first IFRS 

fiscal year, scaled by the average of total assets at the beginning and the end of 

the three-year period. Positive values indicate equity issuance and negative 

values indicate equity repurchase. 

 

(∆NIGAAP)i/MVi is the country-industry adjusted fractile rank of scaled changes in reported 

net income resulting from IFRS adoption. (∆NIECON)i/MVi is country-specific rank of 

scaled changes in IFRS-based net income between the first IFRS year and the previous 

year. Both variables are defined in Section 4.1. 

I decompose earnings surprise in regression (2) and (3) into unexpected changes 

in accounting performance resulting from IFRS adoption (i.e., (∆NIGAAP)i/MVi), and 

unexpected changes in real economic performance between the first IFRS fiscal year and 
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the year before (i.e., (∆NIECON)i/MVi). Since Loughran and Ritter (1997) find that US 

companies tend to issue new equity when operating performance is abnormally high, I 

expect firms to raise new capital in advance if they anticipate that real economic 

performance will decline from the year prior to IFRS adoption to the adoption year. 

Therefore, I predict a negative coefficient on (∆NIECON)i/MVi.  

I include the following control variables suggested by prior literature: (1) Ln (TA)i 

is the mean value of natural logarithm of total assets in millions of US dollars during the 

three years prior to the first IFRS year. This is a proxy for firm size. (2)(P/B)i is the 

maximum ratio of market value to book value of equity during the three years prior to the 

first IFRS year. This is a proxy for market performance. Firms are more likely to issue 

equity when their market values are high relative to the underlying fundamentals. (3) Levi 

is the maximum of debt-to-asset ratio during the three years prior to the first IFRS year. 

This is a proxy for financial leverage. The higher the financial leverage, the more likely 

the leverage exceeds the target level and the higher the probability firm issues equity to 

rebalance its capital structure (Marsh, 1982; Hovakimian, Opler, and Titman, 2004). I 

measure both P/B and Lev at their maximum values for each firm during the three-year 

period because these measures tend to decline after the issuance. If a firm has issued 

equity in the first year of the three-year period, P/B and Lev decline in later years. 

Therefore, using the three-year mean value of these two measures would be inadequate to 

capture equity issuance incentives. (4) Growi is the average growth in total assets during 

the three years prior to the first IFRS year. Asset growth captures good investment 
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opportunities and potential needs for external funds to finance investments. (5) RetVoli is 

the standard deviation of weekly stock returns during the three years prior to the first 

IFRS year. Stock return volatility is a proxy for information asymmetry and the 

possibility of misvaluation. (6) (Pro forma Cash/TA)i is the cash balance at the end of the 

three-year period minus the three-year cumulative net proceeds from equity offerings, 

scaled by total assets at the end of three-year period. This is a proxy for cash needs. 

DeAngelo, DeAngelo and Stulz (2007) argue that US firms conduct equity offerings 

mainly to resolve a near-term cash deficit. My measure captures what the cash-to-assets 

ratio would have been if the firm had not received equity offering proceeds and all 

operating and other financing decisions remained unchanged during the three years. (7) 

Debti is the net proceeds of debt issued during the three years prior to IFRS adoption, 

scaled by the average of total assets at the beginning and the end of the three year period. 

This variable controls for companies’ decision to raise new debt rather than equity to 

meet cash demands. (8) RDi is the total amount of research and development investment 

during the three years, scaled by the average of total assets at the beginning and the end 

of the three year period. This measure controls for the capital investment that is not 

captured by asset growth, due to the immediate expensing of such investments in the 

profit and loss accounts in some countries. (9) Tangi is the three-year average ratio of net 

book value of property, plant and equipment to the book value of total assets. This 

variable measures the proportion of tangible assets in total assets and serves as another 

proxy for information asymmetry, as prior research finds that firms with greater 
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proportions of tangible assets are less likely to issue or repurchase equity due to lower 

information asymmetry and less likelihood of misvaluation (Barth and Kasznik, 1999). 

(10) CHSi is the three-year average proportion of closely held shares to total shares. To 

avoid diluting the ownership of controlling shareholders, firms with greater ownership 

concentration are less likely to issue new shares (Cronqvist and Nilsson, 2005; Boehmer 

and Ljungqvist, 2004). (11) I also include industry fixed effects and country fixed effects. 

Taken together, these variables control for the primary motives for equity issuance 

suggested by the prior literature, including the trade-off theory (Marsh, 1982; 

Hovakimian, Opler and Titman, 2001), 21  pecking order theory (Myers and Majluf, 

1984)22 and market timing theory, therefore greatly enhancing the reliability of inferences 

that the coefficient on GAAP-induced changes in reported net income only captures the 

equity issuance incentive arising from information asymmetry surrounding mandated 

changes in accounting standards. 

 

                                                      
21 The trade-off theory maintains that firms seek debt levels which balance the tax advantages of additional 
debt against the costs of possible financial distress or the possibility of bankruptcy when a firm has too 
much debt. This theory thus predicts that each firm sets a target debt-to-asset ratio and adjusts either debt or 
equity once the actual debt-to-asset ratio deviates from the target level. I use the debt-to-asset ratio as a 
control for the motive of equity issuance based on the trade-off theory. 
22 Pecking order theory states that companies prioritize their sources of financing (from internal financing 
to equity) according to the law of least effort or of least costs (arising from information asymmetry). Hence 
businesses adhere to a hierarchy of financing sources and prefer internal financing when available. If 
external financing is required, debt is preferred over equity. I use firm size and the standard deviation of 
stock returns as proxies for information asymmetry and the resultant price-discount for obtaining external 
financial resources.  
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4.3 The Association between Earnings Forecast Optimism and Equity 

Issuance 

 

Unlike the tests in Section 4.1 and 4.2, tests in this section focus on annual equity 

issuance. I examine the association between the most recent consensus forecast of 

earnings per share for the first IFRS fiscal year and the equity issued subsequent to that 

earnings forecast being issued. I focus on annual equity issuance because financial 

analysts revise their earnings forecasts from time to time before firms announce actual 

earnings, and managers make financing decisions based on current market conditions. 

Equity issuers are defined in two ways: (1) net proceeds of equity issuance is greater than 

5% of the average of total assets at the beginning and the end of the issuing year; and (2) 

net proceeds of equity issuance scaled by average total assets is above the 90th percentile 

in the country-year. I estimate the following regressions:  

 

Ln [pit+1/(1–pit+1)] = α0 + α1 FEit + α2 Ln (TA)it + α3 (P/B)it + α4 Levit + α5 Growit  

+ α6 RetVolit + α7 (Pro forma Cash/TA)it+1 + α8 RDit + α9 Debtit+1 

+ α10 Tangit + α11 CHSit     (4) 

 

Ln [pit+1/(1–pit+1)] = α0 + α1 FEit + α2 (∆GAAPDUM)i + α3 FEit × (∆GAAPDUM)i  

+ α4 Ln (TA)it + α5 (P/B)it + α6 Levit + α7 Growit + α8 RetVolit 

+ α9 (Pro forma Cash/TA)it+1 + α8 RDit + α9 Debtit+1 + α10 Tangit 
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+ α11 CHSit       (5) 

 

ESizeit+1 = α0 + α1 FEit+ α2 Ln (TA)it + α3 (P/B)it + α4 Levit + α5 Growit  

+ α6 RetVolit + α7 (Pro forma Cash/TA)it+1 + α8 RDit + α9 Debtit+1 

+ α10 Tangit + α11 CHSit  + νit+1    (6) 

 

ESizeit+1 = α0 + α1 FEit + α2 (∆GAAPDUM)i + α3 FEit × (∆GAAPDUM)i  

+ α4 Ln (TA)it + α5 (P/B)it + α6 Levit + α7 Growit + α8 RetVolit 

+ α9 (Pro forma Cash/TA)it+1 + α8 RDit + α9 Debtit+1 + α10 Tangit 

+ α11 CHSit + νit+1      (7) 

Where  

pit+1 The probability of issuing equity at year t+1. Equity issuers are defined in two 

alternative ways as described above; 

Esizeit+1 The net proceeds of equity offerings minus the cumulative net proceeds from 

stock options and the cumulative cash payment for shares repurchased, retired, and 

redeemed in year t+1, scaled by the average of total assets at the beginning and the 

end of year t+1. Positive values indicate equity issuance and negative values 

indicate equity repurchase. 

FEit  (Forecasted EPSIFRS2005it – Actual EPSIFRS2005i)/Priceit, Forecasted EPSIFRS2005it is 

the most recent mean consensus forecast of earnings per share for the first IFRS 

fiscal year, issued at the beginning of year t+1 in which Esizeit+1 is measured; 
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Actual EPSIFRS2005i is the actual earnings per share of firm i for the first IFRS fiscal 

year; Priceit is the stock price of firm i at the month when the consensus earnings 

forecast is measured; 

(∆GAAPDUM)i indicator variable, set equal to one if country-industry adjusted fractile 

rank of GAAP-induced changes in reported net income is less than zero, and zero 

otherwise. 

 

Regressions (4) and (6) examine the association between equity issuance and 

earnings forecast optimism. Regressions (5) and (7) examine the interaction between 

earnings forecast optimism and the decline in reported net income resulting from the 

change to IFRS. If managers expect that real economic performance will not be as good 

as what analysts have forecasted, the negative impact of GAAP changes on accounting 

performance is predicted to reinforce managers’ intention to issue equity. Therefore, 

hypothesis 3 predicts a positive coefficient on the interaction term, FEit × 

(∆GAAPDUM)i. That is, given analysts’ optimism about future economic prospects and 

given the country-industry mean effects of GAAP changes on accounting performance, 

firms expecting a decline in accounting performance upon adopting IFRS are more likely 

to issue equity in advance. 

Control variables discussed in Section 4.2 are now measured on a firm-year basis: 

(1) Ln (TA)it is the natural logarithm of total assets in millions of US dollars at the 

beginning of equity issuing year. (2) (P/B)it is the ratio of market value to book value of 
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equity at the beginning of equity issuing year. (3) Levit is debt-to-asset ratio at the 

beginning of equity issuing year. (4) Growit is the average growth in total assets during 

the three years before equity offerings. (5) RetVolit is the standard deviation of weekly 

stock returns one year prior to the equity issuing year. (6) (Pro forma Cash/TA)it+1 is the 

cash balance at the end of equity issuing year minus the net proceeds from equity 

offerings, scaled by the total assets at the end of the issuing year. (7) Debtit+1 is the net 

proceeds of debt issued at year t+1, scaled by the average of total assets at the beginning 

and the end of the issuing year. (8) RDit is the total amount of research and development 

investment at year t, scaled by the average total assets. (9) Tangit is the proportion of 

tangible assets in total assets at the beginning of equity issuing year. (10) CHSit is the 

proportion of closely held shares at the beginning of equity issuing year. (11) Controls for 

year fixed effects, industry fixed effects and country fixed effects are also included.  

 

4.4 Sample Selection 
 

My initial sample consists of 5,043 firms from Australia and fourteen EU countries 

that are covered by Worldscope Restated Time-Series Data and that restate financial 

statements because of changes in GAAP followed. 23  The sample is extracted from 

                                                      
23 Worldscope Restated Time-Series Data covers restatements resulting from following events: (1) 
Accounting policy change at item level; (2) Acquisition/Mergers; (3) Change in GAAP followed; (4) 
Change in GAAP followed plus other events; (5) Discontinued Operations, Spin-offs or de-mergers; (6) 
Multiple events; (7) Other. My sample only includes companies restating the financial statement resulting 
from event (3).  
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Worldscope in June 2007. Any update to the Worldscope database after June 2007 is not 

included. 455 firms are excluded because of missing data to calculate ∆NIGAAP/MV or 

∆NIECON/MV. To be included in the sample, a firm must also have all required data to 

calculate dependent and control variables in the regression analysis, including the size of 

three-year cumulative equity issuance, 24  total assets, market-to-book ratio, financial 

leverage, asset growth, stock return volatility, pro forma cash to assets ratio, debt 

issuance, research and development investment, tangible assets and closely held shares. 

779 firms are dropped from the sample because of missing values for any of these 

variables. 

Following prior studies (Loughran and Ritter, 1997; Baker and Wurgler, 2002; 

Chang, Dasgupta and Hilary, 2006), I remove financial institutions (6000 ≤ SIC ≤ 6999) 

since financial firms are subject to certain regulations that can create equity issuance 

incentives very different from those of other industries. 25  Another reason I exclude 

financial institutions is that they are subject to substantially different financial reporting 

rules.26 338 financial firms are removed from the sample.  

                                                      
24 When calculating the size of cumulative equity issuance, if the net proceeds from equity offering, the net 
proceeds from stock option or the cash payment for redeeming or retiring shares are missing in a particular 
year, but other required variables in the same year are available, I take the missing value as zero.  
25 For example, Cornette and Tehranian (1994) show that part of the equity issuance by commercial banks 
in the US was undertaken to satisfy regulated capital adequacy level and it does not necessarily signal 
future prospects of the bank.  
26 In particular, these firms are likely to be more affected by IAS39 on financial instruments than other 
firms. This standard was highly debated during the data generation period and subject to exceptions for EU 
firms.  
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The data requirements automatically filter out firms voluntarily adopting IFRS 

before the mandated adoption date, as these firms do not need to restate financial 

statements. For the remainder of the observations, I remove 107 firms cross-listed in the 

national stock exchanges of the US and 75 firms voluntarily using US GAAP before 

mandatory IFRS adoption. Non-US firms directly listed on the three national stock 

exchanges of the US (NYSE, Nasdaq and Amex) or issuing type II and III ADRs are 

required to reconcile financial statements from local standards to US GAAP. These 

firms’ prior accounting standards were already close to IFRS and they also have greater 

visibility to the market. Either situation can mitigate management’s information 

advantage arising from the conversion to IFRS. In addition, these firms likely voluntarily 

adopt internationally recognized accounting standards to facilitate their overseas 

financing activities (Ashbaugh, 2001). Therefore, their incentives for equity issuance are 

expected to be very different from other domestically listed firms.  

Further, following prior literature (Loughran and Ritter, 1997; Baker and Wurgler, 

2002), I delete 542 firms with average total assets less than 10 million US dollars during 

the three years prior to the first IFRS year. Frank and Goyal (2003) find that small, high-

growth firms generally face greater cash deficits and consistently use relatively more 

equity financing than do large firms.27 Finally, to calculate the country-industry mean 

value of GAAP-induced changes in reported net income for the remaining sample, I 

                                                      
27 In the robustness tests, I include firms with average total assets smaller than 10 million US dollars. The 
results are reported in Table 9, Panel B. 
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delete country-industries with fewer than three firms. 34 firms are deleted because of this 

restriction. My final sample consists of 2,719 firms from Australia and fourteen EU 

countries. Table 1 presents the sample selection procedures. The actual sample size varies 

depending on the test procedures, the availability of earnings forecasts from I/B/E/S and 

the availability of stock returns from Datastream. 

 

 [insert Table 1] 
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Chapter 5 

Results 

 

5.1 Descriptive Statistics 
 

Panel A and B of Table 2 report the distribution of three-year cumulative equity 

issuance by country and industry, respectively. The number of firms ranges from 19 firms 

in Ireland to 537 firms in Australia, with Australia and the UK accounting for 38% of the 

full sample. 701 and 454 firms issued equity greater than 5% and 15% of average total 

assets, respectively. Australia and UK also have the largest number of equity issuers, 

followed by France and Sweden. Sample-wide mean and median issue size is 9.1% of 

total assets and zero, respectively. The sample exhibits significant variation in issue size 

across countries. The mean issue size is greatest in Australia (25.7% of total assets) and 

smallest in Greece and Spain (0.5% of total assets). At the 90th percentile of each country, 

the issue size ranges from 0.3% of total assets in Greece to 81.3% of total assets in 

Australia. The substantial difference in issue size across countries may come from 

differences in the development of equity capital markets, the relative importance of 

equity capital as opposed to debt to corporate capital structures, or macroeconomic 

conditions over the sample period. Sample firms and equity issuers are spread across a 

range of industries, with a minor concentration of sample firms in the consumer durable 
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and services industries, and a concentration of equity issuing firms in the basic and 

services industries. The control for country fixed effects, industry fixed effects and 

country clusters implemented in regression analysis alleviates concerns that differences 

across countries or industries affect the empirical results. 

 

[insert Table 2] 

 

Panel C and D of Table 2 present the distribution of the scaled changes in 

reported net income resulting from IFRS adoption, i.e., (NIIFRS – NILocal)/MV, by country 

and industry, respectively. The sample-wide mean value of the scaled changes in reported 

net income is 1%, suggesting that IFRS-based earnings, on average, are higher than 

earnings under local GAAP. The sample-wide standard deviation is 6.1%, with the 

largest increase being 2.2% in Ireland, followed by Portugal (1.7%) and Italy (1.6%). The 

largest decrease is 0.5% in Greece. Untabulated data suggest that 63% (34%) of firms 

disclosed a higher (lower) reported net income under IFRS than under local GAAP, 49%, 

28% and 23% firms disclose absolute value of changes in reported net income less than 

1%, between 1% and 3%, and greater than 3% of market capitalization, respectively. The 

services, capital goods and leisure industries, on average, experience the greatest 

improvement in reported net income, while the petroleum and transportation industries 

disclose the smallest changes in reported net income, with the standard deviation of 

changes in income varying between 5.5% and 7% across most industries.  



 

 

 

 

 

69 

 

The descriptive data for firm characteristics reported in Panel E of Table 2 show 

that equity issuers are smaller (Total Assets) and more volatile (Return volatility), have 

better market performance (P/B) and higher growth in assets (Asset growth), face a 

greater cash deficit in the absence of new equity issues (Pro forma cash/TA), issue more 

debt (Debt), invest more in research and development projects (RD) and have a lower 

proportion of tangible assets (Tang). There is no difference between issuers and non-

issuers in the mean value of the scaled changes in reported net income resulting from 

IFRS adoption, however, the median value of the scaled changes and the country-specific 

fractile rank of the scaled changes show that non-issuers experience a greater increase in 

reported net income than issuers.  

 

5.2 Market Reaction to GAAP-induced Changes in Reported Net Income 
 

Table 3 presents the regression estimates of the market reaction to GAAP-induced 

changes in reported net income for equity issuers and non-issuers. The full sample is 

partitioned into three subgroups based on the sign and the magnitude of changes in 

reported net income. Columns (1) – (9) present the coefficient estimates for each group 

and each definition of equity issuers, respectively. 

 

[ insert Table 3 ] 
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In all the groups, coefficients on both the fractile rank of reported net income 

NIit/MVit-1, and the fractile rank of changes in reported net income (∆NIECON)it/MVit-1 are 

significantly positive for non-issuers. The coefficients on the interaction terms Eissuei × 

NIit/MVit-1 and Eissuei × (∆NIECON)it/MVit-1  are insignificantly different from zero in most 

cases, suggesting that there is no difference between issuers and non-issuers in the value 

relevance of IFRS-based income and income changes.  

Columns (1), (4) and (7) report the market reaction to the GAAP-induced decline 

in reported net income. The coefficient on the country-industry adjusted fractile rank of 

(∆NIGAAP)it-1/MVit-1 (A in the Table) and the sum of the coefficients on (∆NIGAAP)it-1/MVit-

1 and Eissuei × (∆NIGAAP)it-1/MVit-1 (A+B in the Table) represent the market reaction to 

the GAAP-induced decline in reported net income announced by non-issuers and equity 

issuers, respectively. The coefficient on (∆NIGAAP)it-1/MVit-1 is significantly greater than 

zero (the estimate is marginally significant at p-value = 6%, one-tailed28) level in Column 

(1), while the sum of the coefficients on (∆NIGAAP)it-1/MVit-1 and Eissuei × (∆NIGAAP)it-

1/MVit-1 is significantly greater than zero at p-value = 5% level (one-tailed) in Columns 

(1) and (7). These estimates indicate that the market reacts negatively to the GAAP-

induced decline in earnings announced by both equity issuers and non-issuers. However, 

the coefficient on Eissuei × (∆NIGAAP)it-1/MVit-1, which represents the difference between 

issuers and non-issuers in the market reaction to the GAAP-induced earnings decline, is 

                                                      
28 P-value reported in all the tables are two-tailed, while my analysis of market reactions to GAAP-induced 
differences in reported performance is based on p-values of one-tailed test. 
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significantly greater than zero at p-value = 5% level (one-tailed) in Columns (1) and (7). 

This suggests that the market reacts more severely to bad news disclosed by equity 

issuers than by non-issuers, therefore indicating a more severe information asymmetry 

over bad news in equity issuing firms than non-issuing firms. 

Columns (3), (6) and (9) present the market reaction to the material improvements 

in reported net income resulting from IFRS adoption. Contrary to some prior research 

(Barth and Clinch, 1996; Horton and Serafeim, 2007), I find that in non-issuing firms, 

stock returns are positively associated with the increases in reported net income resulting 

from IFRS adoption, indicating the market perceives positively the earnings 

improvements resulting from mandated accounting changes. The market reaction to good 

news does not differ between equity issuers and non-issuers, as the coefficient on Eissuei 

× (∆NIGAAP)it-1/MVit-1  is insignificant. However, the sum of the coefficients on 

(∆NIGAAP)it-1/MVit-1 and Eissuei × (∆NIGAAP)it-1/MVit-1 is insignificantly different from zero 

in all three columns. In other words, the market does not react positively to earnings 

improvements disclosed by equity issuing firms.  

Finally, the results in Columns (2), (5) and (8) show that when GAAP-induced 

changes in reported net income are marginal, stock returns are not associated with the 

changes, consistent with Horton and Serafeim (2007).  

On the whole, results presented in Table 3 suggest that the market reaction to 

GAAP-induced changes in accounting performance is concentrated in firms that disclose 

material changes in reported net income, consistent with the view that investors will use 
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the information conveyed by financial statement reconciliations to reassess firm value. 

Hypothesis 1 is supported. The market reaction to bad news, however, is greater in firms 

that issued equity before reconciliation disclosures. This indicates more severe 

information asymmetry surrounding the accounting standards change in equity issuing 

firms than in non-issuing firms, consistent with the premise that information asymmetry 

is one ingredient affecting the decision to time equity issuance. 

 

5.3 The Association between GAAP-induced Changes in Reported Net 

Income and Equity Issuance 

 

Table 4 reports coefficient estimates for the association between GAAP-induced 

changes in reported net income and the likelihood and size of equity issuance. Columns 

(1)–(3) tabulate the estimates for the likelihood of equity issuance under three alternative 

definitions of equity issuers, respectively. Coefficients on the country-industry adjusted 

fractile rank of (∆NIGAAP)i/MVi are significantly negative at the 1% level in all three 

regressions, ranging from –0.743 to –1.205. Therefore, compared to the country-industry 

mean effects of GAAP changes, the greater the decline in reported net income under 

IFRS relative to local GAAP, the more likely the firm is to issue equity in advance of the 

reconciliation disclosure. The tabulation at the bottom of the Table 4 shows that when a 

firm’s rank of changes in reported net income decreases from the 75th percentile to the 

25th percentile in its listing country while other explanatory variables are measured at the 
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sample-wide mean values, the probability of issuing equity greater than 15% of total 

assets, over the 90th percentile of the listing country, or greater than 5% of total assets, 

increases from 2.3%, 1.0% or 13.2% to 3.9%, 1.5% or 18.3%, corresponding to a 

percentage increase in the probability of equity issuance of 70%, 50% and 39%, 

respectively. Hypothesis 2a is supported. Column (4) presents the association between 

GAAP-induced changes in reported net income and issue size. Again, the coefficient on 

the country-industry adjusted fractile rank of (∆NIGAAP)i/MVi is significantly negative at 

the 1% level, suggesting that the greater the decline in IFRS-based earnings relative to 

earnings under local GAAP, the greater the issue size. A decrease in the fractile rank of 

changes in reported net income from the 75th percentile to the 25th percentile in the listing 

country is associated with an increase in issuance proceeds from 8.0% to 10.1% of total 

assets. Hypothesis 2b is supported.29 

 

[ insert Table 4 ] 

 

The coefficients on control variables are generally consistent with prior literature, 

with one notable exception. More highly levered firms are less likely to issue equity. 

Otherwise, control variables suggest that smaller, higher growth and more volatile firms 

                                                      
29The number of firms reported in Columns (1) and (3) is less than that reported in Columns (2) and (4), 
since Ireland does not have firms issuing equity greater than 5% of average total assets during the three-
year transition period and all Irish firms are excluded from the corresponding logistic regressions reported 
in Columns (1) and (3). 
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or firms with better market performance, a greater cash deficit, a greater proportion of 

intangible assets and greater investment in research and development activities are more 

likely to issue equity and to issue larger amounts of equity. 

 

5.4 The Association between Earnings Forecast Optimism and Equity 

Issuance 

 

Table 5 presents coefficient estimates for the association between earnings 

forecast optimism and equity issuance. Merging accounting data from Worldscope with 

earnings forecasts from I/B/E/S decreases sample size substantially. The regression 

analysis for two alternative definitions of equity issuers includes 1,684 and 1,770 unique 

firms, respectively.30  

 

[ insert Table 5 ] 

 

Columns (1), (3) and (5) present the association between earnings forecast errors 

and equity issuance. Unlike the findings documented for the US markets that firms tend 

to issue new shares when earnings forecasts appear to be optimistic (Denis and Sarin, 

                                                      
30 Under each definition of equity issuer, a country-year must have at least one issuer and one non-issuer, 
otherwise the whole country-year will be automatically dropped from the logistic regression, due to control 
for country fixed effects and year fixed effects. Moreover, if a firm issues equity in one or two years, but 
not all three years during the three-year period, non-issuance years are dropped from the sample. Therefore, 
the number of observations in the regression analysis differs between the two definitions of equity issuers. 
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2001; Bradshaw, Richardson and Sloan, 2006), coefficient estimates on earning forecast 

errors FEit are positive but not statistically significant, indicating that optimistic earnings 

forecasts may not generate incentives strong enough to issue new equity in the sample 

countries.31 

Columns (2), (4) and (6) report the association of the interaction between earnings 

forecast errors and the GAAP-induced decline in reported net income with equity 

issuance. Consistent with findings in Table 4, the coefficient on the dummy variable 

(∆GAAPDUM)i is significantly positive in Columns (2) and (6). That is, after controlling 

for country-industry mean effects of the GAAP change on reported net income, the 

greater the decline in IFRS-based earnings relative to earnings under local standards, the 

more likely the firm was to issue equity and issue larger amounts of equity in advance. 

Next, the coefficient on the interaction term, FEit × (∆GAAPDUM)i is significantly 

positive in all three columns. These indicate that given earnings forecast optimism and 

given the country-industry mean effects of GAAP changes on accounting performance, 

firms anticipating a decline in accounting performance are more likely to issue equity and 

issue greater amounts of equity than firms anticipating no changes or anticipating an 

improvement in accounting performance. In other words, the GAAP-induced decline in 

accounting performance intensifies managers’ incentive to issue equity in advance if 
                                                      
31 I also consider the country-specific fractile rank of earnings forecast errors, instead of the raw value of 
earnings forecast errors. Similar to the country-specific fractile rank of GAAP-induced changes in net 
income, the fractile rank of earnings forecast errors is used because the raw value of earnings forecast 
errors may differ systematically across countries. Similar to the results presented in Columns (1), (3) and (5) 
of Table 5, the coefficient estimates on the fractile rank of earnings forecast errors are positive but not 
significant at conventional levels. 
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managers observe that earnings forecasts appear to be optimistic. Finally, the sum of the 

coefficients on FEit and FEit × (∆GAAPDUM)i represents the effects of earnings forecast 

errors on equity issuance in firms that anticipating a decline in accounting performance 

resulting from IFRS adoption. Columns (3) and (6) show that the sum of coefficients is 

significantly greater than zero at the 4% level in the test of the likelihood of issuing 

equity greater than 5% of total assets and in the test of issue size, respectively. These 

results suggest that the positive association between earnings forecast errors and equity 

issuance is largely concentrated in firms that experience a decline in accounting 

performance relative to the country-industry mean changes in accounting performance. 

Taken together, these findings provide some evidence that firms with optimistic earnings 

forecasts are more likely to issue equity in advance if they anticipate a decline in reported 

net income resulting from IFRS adoption.  

Overall, hypothesis 3 is supported by some, albeit weak, evidence. The weak 

results may be due to the decrease in the number of sample firms or due to the 

measurement error in earnings forecast errors. Ideally, to gauge the effects of information 

asymmetry arising from mandating IFRS, I should examine the forecast error in IFRS-

based actual earnings of fiscal year 2004 and compare this error with the forecast error in 

local-GAAP-based actual earnings of fiscal year 2004. These two sets of earnings 

forecasts would be based on the same firm-year economic performance, so the difference 

between these two forecast errors would reflect analysts’ knowledge about the financial 

statement effects of IFRS adoption. However, the I/B/E/S does not provide analyst 
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forecasts of IFRS-based actual earnings of fiscal year 2004 (i.e., the restated actual 

earnings). Therefore, I use the forecast error in 2005’s actual earnings as a proxy for 

information asymmetry caused by GAAP changes. This earnings forecast error captures 

not only the information uncertainty caused by changes in accounting standards, but also 

uncertainty about real economic performance at year 2005. To the extent that the latter 

uncertainty affects both managers and analysts, earnings forecast errors are unable to 

capture precisely information asymmetry arising from changes in accounting standards. 

Furthermore, the survey evidence discussed earlier suggests that analysts did not 

incorporate the IFRS impact into their earnings forecasts as late as October 2004 in many 

cases, further weakening the link between forecast errors and information asymmetry 

over the effects of IFRS adoption.  
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Chapter 6 

Sensitivity Tests 

 

There are several concerns regarding the sensitivity of the conclusions relating to 

my hypotheses: First, there may be alternative explanations for the association between 

GAAP-induced changes in accounting performance and equity issuance. In particular, 

managerial incentives to inflate local-GAAP-based earnings (especially the incentives to 

manipulate accruals) surrounding equity issuance may lead equity issuing firms to restate 

reported net income downwards to a greater extent than non-issuing firms upon IFRS 

adoption. In other words, equity issuance is not necessarily motivated by the expected 

decline in accounting performance. Rather, it is equity issuance related earnings 

management that causes accounting performance to decline after adopting IFRS. While 

this remains a very interesting interpretation of the empirical results, it is important to 

distinguish between these competing explanations for the results. Second, the results may 

be sensitive to the empirical specification of GAAP-induced changes in reported net 

income. For example, the results may differ if I use the raw value of scaled changes in 

reported net income, rather than the fractile rank of scaled changes in reported net 

income. The results may also be sensitive to other performance measures. Third, since 

Australia and the UK house a substantial portion of my sample firms, results may be 
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unduly influenced by observations from these countries. Fourth, the results may be biased 

because small firms with total assets less than 10 million US dollars are excluded. Fifth, 

relative to annual equity issuance, cumulative equity issuance may not capture precisely 

the timing of equity issuance. Finally, the results may differ across countries depending 

on the institutional framework of the adopting country.  

 

6.1 Does Pre-Issuance Earnings Management Explain the Association 

between GAAP-induced Changes in Accounting performance and Equity 

Issuance? 

 

Prior research documents that equity issuing firms in the US tend to inflate 

earnings to boost stock prices before equity offerings, and typically the earnings inflation 

is achieved via accruals manipulation (Teoh, Welch and Wong 1998a, 1998b; 

Shivakumar 2000; Jo, Kim and Park, 2007; Gong, Louis and Sun, 2006). The most recent 

research (Ball and Shivakumar, 2006; Anthony, Bettinghaus and Farber, 2006), however, 

points out that the abnormally high discretionary accruals surrounding issuing years 

documented in early studies are due to research design biases. After correcting the design 

bias, equity issuing firms in fact are less likely to manipulate accounting performance 

because of the exposure to greater litigation risk and market scrutiny in the issuing 

process. Therefore, the association between earnings management and equity issuance 

remains an open question.  
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To test whether equity issuing firms inflate earnings under local GAAP, which 

later leads these companies to restate earnings downwards to a greater extent than non-

issuing firms upon adopting IFRS, I conduct the following analysis. I first estimate the 

discretionary accruals for each firm-year during the three-year window prior to the first 

IFRS year. I then control for the annual discretionary accruals in the equity issuance 

regressions reported in Table 4. If the GAAP-induced decline in reported net income, i.e., 

(∆NIGAAP)i/MVi, is largely due to earnings inflation under local GAAP before IFRS 

adoption, the coefficient estimates on (∆NIGAAP)i/MVi will become weaker after 

controlling for the earnings management effects during the transition period.  

Following Teoh, Welch and Wong (1998b), I examine two discretionary accruals. 

One is the discretionary current accruals and one is the discretionary total accruals. 

Discretionary accruals are measured as the difference between total (current) accruals and 

the predicted nondiscretionary total (current) accruals. The Jones model and refined Jones 

model developed by Kothari, Leone and Wasley (2005) are used to predict 

nondiscretionary total (current) accruals as follows:  

 

NTACCit = b0 + b1 (1/TAit-1) + b2 (∆Sales)it + PPEit + μit   (Model 1) 

NTACCit = b0 + b1 (1/TAit-1) + b2 (∆Sales)it + PPEit + ROAit + μit  (Model 2) 

NCACCit = b0 + b1 (1/TAit-1) + b2 (∆Sales)it + μit    (Model 1) 

NCACCit = b0 + b1 (1/TAit-1) + b2 (∆Sales)it + ROAit + μit   (Model 2) 

DTACCit = TACCit – NTACCit 
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DCACCit = CACCit – NCACCit 

 

Where 

TACCit  total accruals, measured by changes in non-cash current assets minus changes in 

current liabilities excluding the current portion of long-term debt, minus 

depreciation and amortization, scaled by lagged total assets; 

CACCit  current accruals, measured by changes in non-cash current assets minus changes 

in current liabilities excluding the current portion of long-term debt, scaled by 

lagged total assets; 

NTACCit & NCACCit non-discretionary total accruals & non-discretionary current 

accruals; 

DTACCit & DCACCit discretionary total accruals & discretionary current accruals; 

(∆Sales)it change in sales scaled by lagged total assets; 

PPEit gross value of property, plant and equipment, scaled by lagged total assets;  

ROAit net income scaled by lagged total assets. 

 

The use of the inverse lagged total assets in the above non-discretionary accruals 

models is to mitigate heteroskedasticity in residuals. Kothari, Leone and Wasley (2005) 

point out further that an intercept in the regression provides additional control for 

heteroskedasticity not alleviated by using the inverse lagged assets. The intercept can also 

mitigate problems stemming from an omitted size (scale) variable.  
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I begin with all firm-year observations during the three years prior to the first 

IFRS year. I exclude firm-year observations that do not have sufficient data to compute 

total accruals, current accruals or variables need to estimate above two models. I also 

exclude all firm-year observations where there are fewer than ten observations in each 

country-industry group (industry classification follows Campell, 1996) in any given year. 

Finally, similar to the country-specific fractile rank of GAAP-induced changes in 

reported net income, all the discretionary accruals estimates are first ranked in an 

ascending order within each country-year and then the rank is scaled by the number of 

observations in that country-year. Higher fractile rank represents higher discretionary 

accruals.  

Table 6 presents the coefficient estimates for the association between GAAP-

induced changes in reported net income and equity issuance, after controlling for the 

fractile rank of annual discretionary total accruals (Panel A) or the fractile rank of annual 

discretionary current accruals (Panel B) during the transition period. It shows that, 

regardless of the discretionary accruals measures and the discretionary accruals 

estimation models I use, the coefficients on GAAP-induced changes in reported net 

income, i.e., (∆NIGAAP)i/MVi, remain significantly negative, consistent with the results 

presented in Table 4. Further, discretionary accruals under local GAAP during the two 

years prior to the first IFRS year (i.e., DTACCit-1, DTACCit-2, DCACCit-1 or DCACCit-2) 

appear to be negatively associated with the likelihood of equity issuance and issue size in 

most cases. In the untabulated analysis, I replace the fractile rank of discretionary 
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accruals with the raw value of the discretionary accruals and repeat the tests. The 

coefficient on GAAP-induced changes in reported net income, i.e., (∆NIGAAP)i/MVi, 

remains significantly negative at 1% level in all the regressions, and the coefficients on 

discretionary accruals under local GAAP during the two years prior to the first IFRS year 

become significantly negative in many cases. These findings suggest that equity issuing 

firms in fact report lower discretionary accruals compared to non-issuing firms, after 

controlling for other firm characteristics. This contradicts earlier studies (Teoh, Welch 

and Wong, 1998a, 1998b; Shivakumar, 2000), however, is consistent with Ball and 

Shivakumar (2006). Therefore, I conclude that the association between GAAP-induced 

changes in accounting performance and equity issuance cannot be explained by earnings 

management during the transition period leading up to IFRS adoption. 

 

6.2 Alternative Specifications of GAAP-induced Changes in Reported Net 

Income and Alternative Performance Measures 

 

In the main tests reported in Table 3 and Table 4, GAAP-induced changes in 

accounting performance are measured by the country-industry adjusted fractile rank of 

scaled changes in reported net income. To test whether the empirical findings are specific 

to the usage of the country-industry adjusted fractile rank, I consider two alternative 

specifications: (1) I replace the fractile rank of scaled changes in reported net income 

with the raw value of scaled changes in reported net income. I also control for country-
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industry mean value of scaled changes in income. The adjusted value of scaled changes 

in income is winsorized at the 1st and 99th of the sample. (2) Instead of using the market 

value to scale GAAP-induced changes in reported net income, I use total assets under 

local GAAP to scale changes in income, re-rank the scaled variable within each country 

and adjust firm-level fractile rank for the country-industry mean rank. I repeat the tests 

presented in Table 3 and Table 4 using these alternative specifications and report the 

results in Table 7. Panels A and C report the market reaction to GAAP-induced changes 

in reported net income under the above two specifications, respectively; Panels B and D 

present the association between GAAP-induced changes in reported net income and 

equity issuance for the above two specifications separately.  

Similar to Table 3, Panels A and C partition the full sample into subgroups based 

on the sign and the magnitude of the scaled changes in income. Unlike the findings 

reported in Table 3, Panel A shows that the market does not react negatively to the 

GAAP-induced decline in reported net income announced by non-issuing firms, since the 

coefficient on (∆NIGAAP)it-1/MVit-1, is no longer significantly positive in Columns (1), (4) 

and (7). But consistent with findings reported in Table 3, the market reacts negatively to 

the GAAP-induced earnings decline announced by equity issuers, since the sum of the 

coefficients on (∆NIGAAP)it-1/MVit-1 and Eissuei × (∆NIGAAP)it-1/MVit-1 remains significantly 

greater than zero at p-value = 5% level (one-tailed) in Columns (1) and (7). Further, the 

market reaction to the bad news is statistically greater in equity issuing firms than non-

issuing firms, i.e., the coefficient on Eissuei × (∆NIGAAP)it-1/MVit-1 remains significantly 



 

 

 

 

 

85 

 

greater than zero at p-value = 5% (one-tailed) in Columns (1) and (7)). The market 

reaction to the GAAP-induced earnings improvement is similar to the findings reported in 

Table 3. 

Regression estimates in Panel C differ from those in Table 3 in two ways. First, 

Columns (1), (4) and (7) show that the market reaction to the GAAP-induced decline in 

reported net income does not differ between equity issuers and non-issuers (i.e., the 

coefficient on Eissuei × (∆NIGAAP)it-1/MVit-1 becomes insignificantly different from zero), 

although the market reacts significantly unfavorably to the bad news disclosed by both 

equity issuers and non-issuers (i.e., the coefficient on (∆NIGAAP)it-1/MVit-1 and the sum of 

the coefficients on (∆NIGAAP)it-1/MVit-1 and Eissuei × (∆NIGAAP)it-1/MVit-1 are significantly 

positive). Second, Columns (3), (6) and (9) show that the market does not react favorably 

to GAAP-induced earnings improvements, regardless of the equity issuance status.  

Panels B and D report the association between GAAP-induced changes in 

reported net income and equity issuance. In general, the results are consistent with 

findings in Table 4. Therefore, Hypotheses 1 and 2 are not sensitive to the specifications 

of GAAP-induced changes in reported net income. In the untabulated tests, I consider 

another three alternative specifications of GAAP-induced changes in reported net 

income: (1) firm-specific fractile rank of scaled changes in reported net income, without 

adjusting for the country-industry mean rank; (2) firm-specific raw value of scaled 

changes in reported net income, without adjusting for the country-industry mean value of 

scaled changes in reported net income; and (3) firm-specific fractile rank of scaled 
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changes in reported net income, adjusting for the country mean rank (rather than the 

country-industry mean rank). Results are qualitatively similar under all three 

specifications. 

Table 8 presents the association between equity issuance and GAAP-induced 

changes in an alternative measure of accounting performance – retained earnings. The 

consideration of retained earnings is inspired by anecdotal evidence from the field that 

“analysts are particularly concerned about the [change in] distributable reserves”. 32 

Similar to the analysis of GAAP-induced changes in reported net income, I examine the 

market reaction to GAAP-induced changes in retained earnings (Panel A) and the 

association between GAAP-induced changes in retained earnings and equity issuance 

(Panel B).  

Columns (1), (4) and (7) of Panel A report the market reaction to the material 

decline in retained earnings resulting from IFRS adoption. Overall, the market does not 

react negatively to the GAAP-induced decline in retained earnings disclosed by non-

issuers (the coefficient on (∆REGAAP)it-1/MVit-1 is positive but not statistically significant 

in all three columns), but there is some evidence in Columns (1) and (7) that the market 

reacts significantly negatively to the GAAP-induced decline in retained earning disclosed 

by equity issuers (the sum of coefficient on (∆REGAAP)it-1/MVit-1 and Eissuei × 

(∆REGAAP)it-1/MVit-1 is significantly positive at p-value = 4% – 5% level, one-tailed) and 

the market reaction is significantly greater in equity issuing firms than non-issuing firms 
                                                      
32 http://images.vnunet.com/v6_static/oracle/pdf/fd/050_fdapri05lifrs.pdf 
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(the coefficient on Eissuei × (∆REGAAP)it-1/MVit-1 is significantly positive at p-value = 3% 

– 4%  level, one-tailed). Columns (3), (6) and (9) report the market reaction to the 

material improvement in retained earnings resulting from IFRS adoption. There is some 

evidence (Columns (6) and (9)) that the market only reacts to the earnings improvements 

announced by non-issuing firms, similar to the market reaction to the GAAP-induced 

improvements in reported net income (Table 3).  

Similar to the effects of GAAP-induced changes on reported net income, 

coefficient estimates in Panel B show that the more the retained earnings under IFRS 

decline relative to retained earnings under local GAAP, the more likely the firm was to 

issue equity in advance of the reconciliation disclosure. The untabulated statistics show 

that, when a firm’s rank of changes in retained earnings decreases from the 75th percentile 

to the 25th percentile in its listing country while other explanatory variables are measured 

at the sample-wide mean values, the probability of issuing equity greater than 15% of 

average total assets or above the 90th percentile of the listing country increases from 2.9% 

or 1.0% to 3.4% or 1.5%, respectively, corresponding to a percentage increase of 17% or 

50%. In addition, the net proceeds from equity offerings increase from 8.7% to 9.1% of 

total assets, equivalent to a 4.6% increase in the net proceeds of equity offerings.33 Taken 

together, these findings provide additional evidence that GAAP differences in another 

                                                      
33 I also examine the association between GAAP-induced changes in operating income before depreciation 
and equity issuance. However, I do not find significant results for these tests. This is probably due to two 
measurement errors discussed in Section 4.1: (1) differences between firms in reporting the tax effects of 
GAAP changes; (2) errors in the reclassification or redefinition of the variable by Datastream.  
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aspect of accounting performance, retained earnings, are associated with managerial 

incentives to issue equity when managers foresee unfavorable market reactions induced 

by IFRS adoption.  

 

6.3 Changes in Sample Composition 
 

Since both Australia and UK firms account for 19% of the full sample, I drop 

firms from these two countries and repeat the tests reported in Table 4. Regression 

estimates presented in Panel A of Table 9 show that both the likelihood and size of equity 

issuance are significantly negatively associated with changes in earnings performance 

upon the adoption of IFRS, consistent with hypothesis 2. When a firm’s rank of scaled 

changes in reported net income decreases from the 75th percentile to the 25th percentile in 

its listing country, the probability of issuing equity greater than 15% of total assets, over 

the 90th percentile of the listing country, or greater than 5% of total assets, increases from 

0.4%, 2.1% or 3.6% to 0.7%, 3.0% or 6.0%, respectively. The percentage increase in the 

probability of equity issuance is 75%, 53% and 67%, respectively, comparable to the full 

sample results reported in Table 4. Issue size increases nearly 60%. To ensure that the 

results reported in Table 4 are not driven by non-Australian and non-UK firms, I repeat 

the tests for UK and Australian firms. The tenor of the inferences remains.  

Next, I examine the sensitivity of the results to the inclusion of small firms. On 

the one hand, Frank and Goyal (2003) find that small, high-growth firms generally face 
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greater financial deficits and consistently use relatively more equity financing than do 

large firms. Therefore, small firms may be less concerned about market conditions and 

financial performance than financial deficits in their equity financing decisions. This can 

work against hypothesis 2. On the other hand, Chang, Dasgupta and Hilary (2006) argue 

that small firms usually are subject to greater information asymmetry and more likely to 

be misvalued, thus are more likely to issue equity in large volume once the small firms 

are overvalued. GAAP changes may put managers of small firms in a more advantageous 

position than those of large firms with respect to the information asymmetry and the 

potential opportunities for equity issuance. This can bias towards hypothesis 2. I include 

small firms with total assets less than 10 million US dollars and repeat the tests reported 

in Table 4. The estimates are presented in Panel B of Table 9 and are comparable to those 

presented in Table 4. I conclude that the results related to hypothesis 2 are not sensitive to 

the exclusion of Australian and UK firms, or the inclusion of small firms. 

 

6.4 Association between the GAAP Change and Annual Equity Issuance 
 

My main tests focus on cumulative equity issuance over the three years prior to 

the first IFRS fiscal year, due to the difficulty in ascertaining the exact date information 

asymmetry is fully resolved between managers and investors. If information asymmetry 

is already resolved in the first year of the three-year window, equity issued in later years 

would not be related the GAAP reconciliation information. In order to test whether the 
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results are specific to cumulative equity issuance, I examine the association between 

GAAP-induced changes in reported net income and annual equity issuance during the 

three years prior to the first IFRS year.  

To control for year, industry and country fixed effects in the logistic regression, I 

require at least one equity issuer and one non-issuer for every country-industry-year. This 

requirement reduces the sample size substantially. Similar to Table 5, equity issuers are 

defined in two alternative ways based on issue size in a particular year. In addition, to 

examine companies’ intentions to take advantage of the variation in stock prices over 

time,34 I control for the market-adjusted buy-and-hold stock returns two years prior to the 

issuing year. I omit this variable in the tests of three-year cumulative equity issuance 

because if a firm issued equity at the end of the three-year window (for example, issuing 

new shares only in year 2004 of the three-year window from 2002 to 2004), the two-year 

market-adjusted buy-and-hold stock returns prior to the three-year window (i.e., buy-and-

hold stock returns during 2000 and 2001) does not capture the pre-issuance stock returns 

(due to the omission of stock returns in year 2002 and 2003).  

Table 10 shows that, irrespective of the definitions of equity issuers, both the 

likelihood and size of issuing new shares in a particular year are significantly negatively 

associated with changes in earnings performance caused by the GAAP change, consistent 

                                                      
34  In the main tests, I already control for the market-to-book ratio which partly captures managers’ 
incentives to issue new shares when stock prices are abnormally high relative to book value. However, this 
measure captures more cross-sectional differences in market conditions between sample firms. The two-
year market-adjusted buy-and-hold returns capture time-series differences in market conditions in equity 
issuing firms.  
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with the evidence from Table 4. In untabulated regression analysis, I also control for the 

one-year, two-year lagged and current year’s discretionary current accruals (or 

discretionary total accruals), the coefficients on GAAP-induced changes in reported net 

income remain significantly negative in all cases, and I do not find evidence showing that 

equity issuing firms report higher discretionary accruals than non-issuing firms.  

 

6.5 Equity Issuance in Different Institutional Environments 
 

Many studies have emphasized the importance of managerial reporting incentives, 

other than accounting standards, as the key determinant of accounting reporting practice 

(Ball, Kothari and Robin, 2000; Ball, Robin and Wu, 2003; Burgstahler, Hail and Leuz, 

2006). Managerial reporting incentives are shaped by various factors, such as the market 

demand for public financial accounting information, a country’s legal enforcement, or 

informal market scrutiny over financial reporting. If equity markets are less important 

relative to other financing alternatives, and the market demand for public accounting 

information is lower, changes in accounting standards will tend to have less impact on the 

usefulness of the public accounting information in the economy. Hope (2003) documents 

that strong accounting standards enforcement is associated with higher earnings forecast 

accuracy, as enforcement encourages managers to follow prescribed accounting rules, 

which in turn reduces analysts’ uncertainty about future earnings. On one hand, without 

proper enforcement, managers can use their discretion and distort reporting outcomes 
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when implementing IFRS. If so, accounting numbers under IFRS are not necessarily 

perceived as being informative by investors and changes in accounting standards may 

have negligible effects on market value and managerial incentives to issue overpriced 

equity. Managers would not be motivated to alter their equity issuance activities if they 

do not expect market value to undergo a material change upon adopting IFRS. On the 

other hand, stringent enforcement can curb opportunistic management discretion in IFRS 

implementation and reduce investors’ and financial analysts’ uncertainty about the 

financial statement effects of GAAP changes, hence lowering the risk of mispricing 

stocks and opportunities for equity issuance surrounding the IFRS adoption. In brief, 

strong enforcement of IFRS implementation can either create or reduce opportunities for 

managers to issue equity opportunistically during the transition period. Since the 

institutional features differ among sample countries, results of the market reaction to 

GAAP-induced changes in accounting performance and the related equity issuance 

activities may not hold in some countries.  

To test this conjecture, I examine two institutional features that may affect 

managerial incentives to issue new shares in response to mandated changes in accounting 

standards. One is the importance of equity markets and the other is the enforcement of 

accounting standards. In countries where equity capital is the main source of external 

financing, listed companies are likely to be more attentive to variations in cost of equity 

capital and stock prices. Prior research suggests that relative to bank-oriented markets, 

shareholder-based markets rely more on public accounting information as a solution for 
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the information asymmetry problem. Accounting information is thus of greater relevance 

for security valuation and monitoring management (Ali and Hwang, 2000; Ball, 2001). 

Therefore, I expect companies from countries where equity markets are more important 

for corporate financing to be more responsive to the effects of GAAP changes in their 

equity issuance decisions. I use three measures suggested by La Porta, Lopez-de-Silanes, 

Shleifer and Vishny (1997) and later used by Leuz, Nanda and Wysocki (2003) to capture 

the cross-country differences in the importance of equity markets: (1) the ratio of the 

aggregate stock market capitalization held by minorities to gross national product; (2) the 

number of listed domestic firms relative to the population; and (3) the number of IPOs 

relative to the population. For each measure, I rank sample countries in the ascending 

order and calculate the mean rank of three measures for each country. Based on the 

sample-wide median rank, seven countries – Australia, Denmark, Ireland, Netherlands, 

Norway, Sweden and the UK – are taken as countries where equity markets are more 

important for corporate financing and the remaining eight countries where equity markets 

are less important for corporate financing.  

As for the enforcement of accounting standards, I use three legal enforcement 

measures developed by La Porta, Lopez-de-Silanes, Shleifer and Vishny (1998) and later 

used by Hope (2003) and Leuz, Nanda and Wysocki (2003)  to capture the cross-country 

differences in legal enforcement quality: (1) the efficiency of the judicial system; (2) an 

assessment of rule of law; and (3) the corruption index. All three variables range from 

zero to ten. For each measure, I rank sample countries in the ascending order and 
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calculate the mean rank of three measures for each country. Based on the sample-wide 

median rank, seven countries, including Australia, Denmark, Finland, Netherlands, 

Norway, Sweden and the UK, are categorized as strong enforcement countries and the 

remaining eight countries are taken as weak enforcement countries.  

Panel A of Table 11 reports the market reaction to GAAP-induced changes in 

reported net income. Here, I focus solely on the market reaction to the GAAP-induced 

decline in reported net income (i.e., (∆NIGAAP)it-1/MVit-1 ≤ –0.005). Also, I drop the tests 

that define equity issuers as firms issuing equity above the 90th percentile in the listing 

country, because every country would have the same proportion of equity issuers under 

this definition of equity issuance, while my objective in this section is to compare the 

cross-country differences in the tendency to issue equity in response to IFRS adoption. 

Therefore, in both market reaction test (Panel A) and equity issuance test (Panel B), I 

drop regression analysis related to this definition of equity issuers. Columns (1) – (4) 

compare the market reactions between countries where equity markets are of different 

importance. Columns (5) – (8) compare the market reactions between countries with 

different enforcement quality. Coefficient estimates in Columns (1), (3), (5) and (7) show 

that in countries where equity markets are more important or legal enforcement quality is 

high, the market reaction to the GAAP-induced decline in reported net income is 

concentrated in equity issuing firms (i.e., the sum of coefficients on (∆NIGAAP)it-1/MVit-1 

and Eissuei × (∆NIGAAP)it-1/MVit-1 is significantly positive at 1% –5% level, one-tailed ). 

Further, the market reacts more negatively to the bad news disclosed by equity issuers 
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than to the bad news disclosed by non-issuers (i.e., the coefficient on Eissuei × 

(∆NIGAAP)it-1/MVit-1 is significantly positive at 4% – 6% level, one tailed). In contrast, in 

countries where equity markets are less important or legal enforcement quality is poor, I 

do not find evidence showing a statistically significant association between market value 

and GAAP-induced declines in reported net income, regardless of the equity issuance 

status. These findings support the view that the importance of equity markets to external 

financing and the enforcement of IFRS implementation are associated with investors’ 

perceptions of the usefulness of IFRS numbers.  

Panel B of Table 11 presents the difference in the association between GAAP-

induced changes in reported net income and equity issuance between different 

institutional environments. Columns (2) and (5) provide some evidence that GAAP-

induced declines in reported net income are associated with equity issuance in countries 

where equity markets are less important or legal enforcement quality is poor, as the 

coefficient on (∆NIGAAP)it-1/MVit-1 is significantly negative. Coefficients on the interaction 

term (∆NIGAAP)it-1/MVit-1 × Institution represent the differences in managers’ incentives to 

issue equity between different countries. The coefficient estimates are significantly 

negative in all cases, suggesting that the opportunistic incentives for equity issuance are 

stronger in countries where equity markets are more important or legal enforcement 

quality is high. Finally, the sum of the coefficients on (∆NIGAAP)it-1/MVit-1 and (∆NIGAAP)it-

1/MVit-1 × Institution captures the equity issuance incentives in countries where equity 

markets are more important or legal enforcement quality is high. The estimates are 
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consistently negative in all cases. Therefore, consistent with findings presented in Panel 

A that information asymmetry over bad news resulting from IFRS adoption is more 

severe in countries with more developed equity markets or stronger legal enforcement, 

evidence from Panel B indicates stronger opportunistic equity issuance incentives in 

these countries. Taken together, these findings shed light on the view that other 

institutional features can affect how IFRS implementation impacts both the corporate 

information environment and management decisions. 
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Chapter 7 

Conclusion 

 

Using the setting of mandatory adoption of IFRS in Australia and the EU, I 

examine a potential outcome of mandated accounting changes that has been ignored in 

the prior literature – managerial incentives to exploit information asymmetry arising from 

accounting changes and to engage in opportunistic equity issuance activities.  

I hypothesize and find that mandated accounting changes create “winners” and 

“losers” – some firms enjoy a more favorable accounting representation of financial 

performance under IFRS relative to local standards, while other firms suffer from a less 

favorable accounting representation of financial performance under IFRS relative to local 

standards. Investors factor the changes in accounting performance into stock prices. 

Firms disclosing a material decline in reported net income under IFRS relative to 

reported net income under local standards are revalued downwards, while firms 

disclosing a material improvement in reported net income under IFRS relative to reported 

net income under local standards are revalued upwards. The findings are robust to 

alternative specifications of GAAP-induced changes in reported net income. I also find 

some evidence that the importance of equity markets to corporate financing and the 

potential enforcement of IFRS implementation affect investors’ perceptions of the 

informativeness and usefulness of IFRS reconciliation information with respect to firm 
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value. In countries where equity markets are more important to corporate financing or the 

legal enforcement is strong, investors react negatively to firms that not only disclose a 

material decline in reported net income but also have issued equity prior to the disclosure 

of the bad news. Market reactions to GAAP-induced declines in reported net income are 

generally weaker in countries where equity markets are less important or the legal 

enforcement is poor. Overall, these findings suggest that accounting performance under 

IFRS provides reliable information that is incremental to that provided by local standards. 

The new information influences market value, therefore influences the cost of equity 

capital.  

I further hypothesize and find evidence that during the phased-in period between 

the announcement in year 2002 that a country approved the regulation to adopt IFRS and 

the first time listed companies implement IFRS in year 2005 or 2006, managers tend to 

exploit their information advantage of the effects of mandated accounting changes on 

accounting performance and strategically raise new equity before the information 

asymmetry is resolved. I find that the likelihood and size of equity issuance during the 

phase-in period are negatively associated with differences between IFRS-based net 

income and net income under local GAAP, after controlling for other factors that 

motivate equity issuance. This association is robust to alternative definitions of equity 

issuers, alternative measures of accounting performance, the inclusion of small firms and 

the exclusion of UK and Australian firms. In addition, consistent with evidence that the 

market reaction to the bad news revealed by GAAP reconciliations is largely 
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concentrated in countries where equity markets are more important to corporate financing 

or countries with stronger legal enforcement, the association between equity issuance and 

GAAP-induced declines in reported net income is also stronger in these countries, 

relative to the association in countries where equity markets are less important or the 

legal enforcement is weak.  Finally, I find some evidence that the likelihood and size of 

equity issuance is positively associated with earnings forecast optimism, where earnings 

forecast optimism is probably caused by information asymmetry arising from mandated 

changes in accounting standards. The association, however, is concentrated in companies 

that experience a decline in accounting performance resulting from IFRS adoption.  

Due to data limitations, my results are subject to several caveats. First, I am 

unable to conduct a conventional analysis of the short-window market reactions 

surrounding IFRS reconciliation disclosures. Second, both information asymmetry 

proxies contain measurement errors, although one of them provides robust evidence 

under different specifications of the empirical design. If both the long term stock returns 

surrounding equity issuers’ reconciliation disclosures and these firms’ decisions to issue 

equity are systematically associated with the same missing factor, other than the effects 

of mandated GAAP changes on accounting performance, I cannot rule out alternative 

explanations for my findings. Finally, my study focuses on the effects of the aggregate 

reconciliation amount of reported net income and hasn’t considered whether GAAP 

differences in specific earnings components are perceived by investors and managers as 
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more relevant and useful in firm valuation and thus have a greater impact on equity 

issuance decisions. I leave further exploration of these limitations to future research. 
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Figure 1: Timeline of the GAAP Reconciliation Disclosure 

This figure summarizes the timeline of the GAAP reconciliation disclosure for entities that have a December 31 balance date. 
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Figure 2 : An Example for GAAP Reconciliations of Profit and Loss Accounts and 

the Timeline for the Reconciliation Disclosure 

This figure presents the GAAP reconciliations prepared by Capgemini, a French firm listed 

on the Euronext and one of the world’s largest information technology, management 

consulting, outsourcing and professional service companies. (Extracted from the company’s 

website: http://investor.capgemini.com/assets/Transition_to_IFRS_1.pdf) 
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Table 1: Sample Selection 

This table reports the sample selection procedures. 

 

  
Number of 

firms  

Initial sample from Worldscope 5,043 

Exclude 

Firms without Net Income under local GAAP or restated Net Income under IFRS one year 
prior to IFRS adoption, or without IFRS-based Net Income for the first IFRS year (455) 

Firms without required data in regression analysis (779) 

Financial institutions (6000 ≤ SIC ≤ 6999) (338) 

Firms cross-listed on US national stock exchanges (or issuing Type II and III ADR) (107) 

Firms voluntarily using US GAAP before IFRS adoption (75) 

Firm with required data for regression analysis 3,295 

Exclude 

Firms with total assets less than 10 million US dollars (542) 

Country-industries with less than three firms (34) 

Final Sample 2,719 
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Table 2: Summary Statistics 
 
Panel A: Country Distribution of Cumulative Equity Issuance during the Three Years 

Prior to the First IFRS Fiscal Year 
 
This panel presents the cross-country distribution of equity issue size of first-time IFRS 

adopters during the three years prior to the first IFRS fiscal year. The sample consists of 

2,719 non-financial firms from Australia and fourteen EU countries. The size of three-year 

cumulative equity issuance is measured by the cumulative proceeds of equity offerings, 

minus the cumulative proceeds from stock options and the cumulative cash payment for 

shares repurchased, scaled by the average of total assets at the beginning and the end of the 

three-year period. The sample is winsorized at the 1st and 99th percentile.  

 

Nation N Mean Median P25 P75 P90 
No. of Equity Issuers 

Issue Size 
≥ 15%TA 

Issue Size 
≥ 5%TA 

  
Australia 537 0.257 0.106 0.004 0.357 0.813 230 319 
Belgium 52 0.014 0.000 0.000 0.002 0.024 2 4 
Denmark 65 0.019 0.000 -0.006 0.003 0.115 6 10 
Finland 95 0.060 0.000 0.000 0.019 0.127 8 15 
France 427 0.037 0.000 0.000 0.021 0.120 32 84 
Germany 138 0.011 0.000 0.000 0.000 0.019 4 11 
Greece 228 0.005 0.000 0.000 0.000 0.003 2 8 
Ireland 19 0.008 0.003 0.000 0.025 0.041 0 0 
Italy 154 0.038 0.000 0.000 0.002 0.130 14 24 
Netherlands 79 0.043 0.000 -0.001 0.028 0.131 5 16 
Norway 98 0.083 0.000 0.000 0.050 0.244 14 24 
Portugal 27 0.024 0.000 0.000 0.003 0.066 2 3 
Spain 77 0.005 0.000 0.000 0.000 0.009 1 1 
Sweden 191 0.091 0.000 0.000 0.062 0.395 39 49 
UK 532 0.087 0.003 0.000 0.051 0.320 95 133 
  
Full Sample 2,719 0.091 0.000 0.000 0.055 0.319 454 701 
 



 

 

 

 

 

117 

 

Panel B: Industry Distribution of Cumulative Equity Issuance during the Three Years 
Prior to the First IFRS Fiscal Year 
 
This panel presents the cross-industry distribution of equity issue size of first-time IFRS 

adopters during the three years prior to the first IFRS fiscal year. Issue size is defined in 

Panel A, Table 2. 

Industry N Mean Median P25 P75 P90 
No. of Equity Issuers 

Issue Size 
≥ 15%TA 

Issue Size 
≥ 5%TA 

BAS 350 0.215 0.010 0.000 0.290 0.820 109 153 
CAP 238 0.097 0.000 0.000 0.061 0.312 39 62 
CDR 435 0.060 0.000 0.000 0.010 0.178 51 77 
CNS 193 0.028 0.000 0.000 0.006 0.081 14 23 
FTB 158 0.028 0.000 0.000 0.011 0.110 11 31 
LSR 188 0.045 0.000 0.000 0.023 0.134 15 36 
PET 60 0.343 0.235 0.007 0.569 0.924 33 38 
SVS 402 0.088 0.004 0.000 0.100 0.345 79 127 
TEX 252 0.033 0.000 0.000 0.008 0.107 19 37 
TRN 122 0.021 0.000 0.000 0.003 0.068 9 13 
UTI 145 0.102 0.000 0.000 0.115 0.353 34 44 
OTH 176 0.126 0.007 0.000 0.139 0.418 41 60 
Full Sample 2,719 0.091 0.000 0.000 0.055 0.319 454 701 
 
 
BAS Basic (SIC 10, 12, 14, 24, 26, 28, 33) 
CAP Capital Goods (SIC 34-35, 38) 
CDR Consumer Durables (SIC 25, 30, 36-37, 50, 55, 57) 
CNS Construction (SIC 15-17, 32, 52) 
FTB Food/tobacco (SIC 1, 20, 21, 54) 
LSR Leisure (SIC 27, 58, 70, 78-79) 
PET Petroleum (SIC 13, 29) 
SVS Services (SIC 72-73, 75, 80, 82, 89) 
TEX Textiles/trade (SIC 22-23, 31, 51, 53, 56, 59) 
TRN Transportation (SIC 40-42, 44, 45, 47) 
UTI Utilities (SIC 46, 48, 49) 
OTH Others 
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Panel C: Country Distribution of GAAP-induced Changes in Reported Net Income 

 
This panel presents the cross-country distribution of scaled changes in reported net income 

resulting from IFRS adoption. The scaled changes in reported net income are measured by 

net income restated under IFRS one year prior to the first IFRS fiscal year, minus the same 

year’s net income initially reported under local standards, scaled by market value of equity at 

the end of the restatement year. The sample is winsorized at the 1st and 99th percentile. 

 
 

Nation N (NIIFRS – NILocal)/MV 
Mean Median P10 P25 P75 P90 Std Dev 

Australia 537 0.005 0.000 -0.028 -0.006 0.009 0.032 0.061 
Belgium 52 0.009 0.002 -0.036 -0.008 0.025 0.036 0.039 
Denmark 65 0.002 0.000 -0.015 -0.001 0.009 0.026 0.028 
Finland 95 0.015 0.010 -0.008 0.001 0.020 0.036 0.059 
France 427 0.015 0.006 -0.012 0.000 0.018 0.043 0.055 
Germany 138 0.008 0.004 -0.046 -0.009 0.019 0.056 0.082 
Greece 228 -0.005 0.000 -0.146 -0.033 0.032 0.105 0.114 
Ireland 19 0.021 0.004 0.000 0.002 0.010 0.126 0.047 
Italy 154 0.016 0.008 -0.017 0.000 0.021 0.044 0.057 
Netherlands 79 0.012 0.005 -0.007 0.000 0.023 0.048 0.027 
Norway 98 0.010 0.006 -0.009 0.000 0.022 0.052 0.037 
Portugal 27 0.017 0.016 -0.010 0.002 0.034 0.074 0.035 
Spain 77 -0.002 0.000 -0.018 -0.004 0.006 0.011 0.012 
Sweden 191 0.011 0.007 -0.001 0.000 0.020 0.034 0.030 
UK 532 0.015 0.005 -0.011 -0.002 0.019 0.049 0.054 

Full Sample 2,719 0.010 0.004 -0.022 -0.002 0.017 0.045 0.061 
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Panel D: Industry Distribution of GAAP-induced Changes in Reported Net Income 
 
This panel presents the cross-industry distribution of scaled changes in reported net income 

resulting from IFRS adoption. Scaled changes in net income are defined in Panel C, Table 2. 

Industry classification is described in Panel B, Table 2. 

 

Industry N 
(NIIFRS – NILocal)/MV 

Mean Median P10 P25 P75 P90 Std Dev 

    
BAS 350 0.009 0.000 -0.022 -0.004 0.012 0.042 0.059 
CAP 238 0.017 0.007 -0.015 0.000 0.020 0.045 0.056 
CDR 435 0.009 0.004 -0.024 -0.002 0.017 0.041 0.065 
CNS 193 0.003 0.003 -0.046 -0.005 0.015 0.051 0.078 
FTB 158 0.007 0.005 -0.026 -0.002 0.016 0.036 0.071 
LSR 188 0.015 0.005 -0.014 -0.001 0.024 0.062 0.052 
PET 60 0.000 -0.001 -0.031 -0.013 0.006 0.031 0.057 
SVS 402 0.018 0.008 -0.008 0.000 0.026 0.054 0.057 
TEX 252 0.005 0.003 -0.028 -0.002 0.013 0.041 0.064 
TRN 122 0.001 0.003 -0.036 -0.004 0.013 0.045 0.063 
UTI 145 0.010 0.003 -0.013 -0.002 0.015 0.036 0.066 
ZCH 176 0.003 0.005 -0.030 -0.004 0.018 0.037 0.040 

Full Sample 2,719 0.010 0.004 -0.022 -0.002 0.017 0.045 0.061 
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Panel E: Summary Statistics for Firm Characteristics  
 

This panel compares firm characteristics between equity issuers and non-issuers. A firm is 

defined as an equity issuer if the cumulative proceeds of equity issuance, minus the 

cumulative proceeds from stock options and the cumulative cash payment for shares 

repurchased, scaled by the average of total assets at the beginning and the end of three-year 

period, is greater than 15%, 5% or above the 90th percentile in the listing country, otherwise 

the firm is defined as a non-issuer. (∆NIGAAP)it-1/MVit-1 is net income restated under IFRS one 

year prior to the first IFRS fiscal year, minus net income initially reported under local 

standards for the same fiscal year, scaled by market value of equity at the end of the year. 

Rank of (∆NIGAAP)it-1/MVit-1 is the rank of (∆NIGAAP)it-1/MVit-1 in the ascending order in each 

country, scaled by the number of firms in that country. TA is the average of total assets in 

millions of US dollars during the three years prior to the first IFRS fiscal year. P/B is the 

highest ratio of market value to book value of equity during the three years prior to the first 

IFRS fiscal year. Lev is the highest debt-to-assets ratio during the three years prior to the first 

IFRS fiscal year. Grow is the average growth rate in total assets during the three years prior 

to the first IFRS fiscal year. Pro Forma Cash/TA is the cash balance at the beginning of the 

first IFRS year, minus the cumulative net proceeds from equity issuance during the three 

years prior to the first IFRS year, scaled by total assets at the beginning of the first IFRS year. 

RetVol is the standard deviation of weekly stock returns during the three years prior to the 

first IFRS year. Debt is the net proceeds of debt issued during the three years prior to the first 

IFRS year, scaled by the average of total assets at the beginning and end of three-year period. 

RD is the total amount of research and development investment during the three years prior 

to the first IFRS year, scaled by the average of total assets at the beginning and the end of 

three-year period. Tang is the three-year mean ratio of net book value of tangible property, 

plant and equipment to the book value of total assets. CHS is the three-year mean proportion 

of closely held shares. ***, **,* indicate the difference between equity issuers and non-

issuers is significant 1%, 5% and 10% level, respectively (two-tailed tests). 
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Panel E (Continued) 
 

Variable Full Sample(N=2,719) Issuers (N=730) Non-issuers (N=1,989) 
Mean Median Mean Median Mean Median 

              
(∆NIGAAP)it-1/MVit-1 0.010 0.004 0.009 0.001 0.010 0.005*** 
Rank of (∆NIGAAP)it-1/MVit-1 0.503 0.496 0.486 0.453 0.509** 0.518** 
TA 1169 146 540 69 1400*** 189*** 
P/B 3.228 2.153 4.109 2.681 2.904*** 2.018*** 
Lev 0.274 0.265 0.299 0.282 0.265*** 0.260*** 
Grow 0.116 0.036 0.313 0.116 0.043*** 0.020*** 
Pro Forma Cash/TA 0.062 0.056 -0.134 -0.092 0.134*** 0.084*** 
RetVol 0.061 0.052 0.076 0.068 0.056*** 0.048*** 
Debt 0.005 0.000 0.028 0.000 -0.004*** 0.000*** 
RD 0.040 0.000 0.061 0.000 0.032*** 0.000 
Tang 0.287 0.232 0.289 0.204 0.287 0.240** 
CHS 0.366 0.356 0.361 0.338 0.367 0.365 
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Table 3: Market Reaction to GAAP-induced Changes in Reported Net Income 
 

This table reports the results of the following regression:  

Retit – Rfit=α0 + α1 NIit/MVit-1 + α2 (∆NIECON)it/MVit-1 + α3(∆NIGAAP)it-1/MVit-1 + α4 Eissuei + α5 Eissuei × NIit/MVit-1 

+ α6 Eissuei × (∆NIECON)it/MVit-1 + α7 Eissuei × (∆NIGAAP)it-1/MVit-1 + α8 (MRetit – Rfit) + α9Ln (MV)it-1 

 + α10 (P/B)it-1 + α11 (Retit-1 – Rfit-1) + εit 

Retit is the 18-month buy-and-hold return for firm i, starting from 12 months prior to the year end to 6 months after the year end of the first 

IFRS fiscal year. Rfit is the concurrent 18-month risk-free buy-and-hold return in the local market where firm i is listed. MRetit is the 

concurrent 18-month buy-and-hold market return in the local market where firm i is listed. NIit/MVit-1 is the country-specific fractile rank of 

the scaled net income under IFRS for the first IFRS year. (∆NIECON)it/MVit-1 is the country-specific fractile rank of the scaled changes in net 

income for the first IFRS year. (∆NIGAAP)it-1/MVit-1 is the country-specific fractile rank of the scaled changes in reported net income resulting 

from GAAP changes one year prior to the first IFRS year, adjusted for the country-industry mean rank of the scaled changes in reported net 

income resulting from GAAP changes. Ln (MV)it-1 is the natural logarithm of market value of equity at the beginning of the 18-month 

period. (P/B)it-1 is the ratio of market value to book value of equity at the beginning of the 18-month period. Retit-1 – Rfit-1 is the 12-month 

adjusted buy-and-hold returns prior to the beginning of the 18-month period. Eissuei is a dummy variable set equal to one if the net proceeds 

of equity issuances during the three years before the first IFRS fiscal year, scaled by the average of total assets at the beginning and the end 

of the three-year period is greater than 15%, 5% or above the 90th percentile in the listing country, and zero otherwise. Dependent variables 

and control variables are winsorized at 1st and 99th percentile. All the regressions control for industry fixed effects and country fixed effects. 

P-values are reported in parentheses (t-statistics are corrected for within-country clustering). 



 

 

 

 

 

123 

 

Table 3 (Continued) 

 
    Issue Size ≥ 15% TA Issue Size ≥ 90th Pctl Issue Size ≥ 5% TA 

(∆NIGAAP)i/MVit-1 (∆NIGAAP)i/MVit-1 (∆NIGAAP)i/MVit-1

 Variable   ≤ –0.005  (–0.005, 0.005)  ≥ 0.005  ≤ –0.005  (–0.005, 0.005)  ≥ 0.005  ≤ –0.005  (–0.005, 0.005)  ≥ 0.005  
( 1 ) ( 2 ) ( 3 ) ( 4 ) ( 5 ) ( 6 ) ( 7 ) ( 8 ) ( 9 ) 

NIit/MVit-1 0.649 0.683 0.853 0.609 0.784 0.913 0.626 0.887 0.785 
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

(∆NIECON)it/MVit-1 0.455 0.577 0.471 0.522 0.505 0.453 0.474 0.305 0.497 
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.04) (0.00) 

(∆NIGAAP)i/MVit-1 (A) 0.649 0.168 0.266 0.999 0.107 0.341 0.703 0.164 0.279 
(0.11) (0.64) (0.03) (0.09) (0.74) (0.02) (0.07) (0.65) (0.02) 

Eissuei 1.044 0.010 -0.106 0.825 0.335 0.120 0.633 -0.084 -0.120 
(0.08) (0.96) (0.70) (0.40) (0.28) (0.56) (0.23) (0.63) (0.47) 

Eissuei × NIit/MVit-1 0.276 0.301 0.433 0.165 0.228 -0.058 -0.007 -0.235 0.532 
(0.36) (0.09) (0.25) (0.76) (0.57) (0.86) (0.98) (0.36) (0.04) 

Eissuei × (∆NIECON)it/MVit-1 -0.134 -0.407 -0.199 -0.443 -0.501 -0.048 -0.023 0.347 -0.202 
(0.62) (0.17) (0.43) (0.26) (0.14) (0.87) (0.91) (0.30) (0.34) 

Eissuei × (∆NIGAAP)i/MVit-1 (B) 2.417 -0.220 0.430 1.400 0.319 -0.105 1.602 -0.229 0.171 
(0.08) (0.68) (0.68) (0.53) (0.64) (0.87) (0.06) (0.50) (0.81) 

MRetit-1 – Rfit-1 1.422 1.797 1.166 1.727 1.831 1.189 1.562 1.768 1.144 
(0.24) (0.01) (0.13) (0.17) (0.01) (0.15) (0.21) (0.01) (0.14) 

Ln(MV)it-1 -0.062 -0.046 -0.020 -0.061 -0.042 -0.021 -0.064 -0.044 -0.021 
(0.10) (0.05) (0.16) (0.10) (0.06) (0.21) (0.09) (0.06) (0.17) 
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(P/B)it-1 -0.006 -0.004 0.004 -0.008 -0.006 0.004 -0.003 -0.004 0.004 
(0.62) (0.55) (0.49) (0.59) (0.29) (0.51) (0.84) (0.47) (0.44) 

MRetit-1 – Rfit-1 0.231 -0.022 0.124 0.228 -0.016 0.123 0.225 -0.016 0.116 
(0.04) (0.76) (0.01) (0.02) (0.82) (0.00) (0.04) (0.82) (0.01) 

A + B = 0 (p-value) (0.07) (0.91) (0.51) (0.39) (0.56) (0.74) (0.06) (0.86) (0.52) 
No. of firms 508 883 1,245 508 883 1,245 508 883 1,245 
R2   21% 20% 33% 20% 20% 32% 20% 20% 33% 
 
 



 

 

 

 

 

125 

 

Table 4: The Association between GAAP-induced Changes in Reported Net Income 
and Equity Issuance 

 
This table reports the results of the following regressions:  

 

Ln [pi/(1–pi)] = α0 + α1 (∆NIGAAP)i/MVi + α2 (∆NIECON)i/MVi + α3 Ln (TA)i + α4 (P/B)i 

 + α5 Levi + α6 Growi + α7 RetVoli + α8 (Pro forma Cash/TA)i + α9 RDi 

 + α10 Debti+ α11 Tangi+ α12 CHSi 

 

Esizei = α0 + α1 (∆NIGAAP)i/MVi + α2 (∆NIECON)i/MVi + α3 Ln (TA)i + α4 (P/B)i 

 + α5 Levi + α6 Growi + α7 RetVoli + α8 (Pro forma Cash/TA)i + α9 RDi 

 + α10 Debti+ α11 Tangi+ α12 CHSi + νit 

 

Esizei is the cumulative net proceeds of equity offerings, minus the cumulative net proceeds 

from stock options and the cumulative cash payment for shares repurchased during the three 

years prior to the first IFRS fiscal year, scaled by the average of total assets at the beginning 

and the end of the three-year period. Positive values indicate equity issuance and negative 

values indicate equity repurchase. pi is the probability of issuing equity and equity issuers 

are defined in three alternative ways: (1) firms issuing equity greater than 15% of average 

total assets; (2) firms issuing equity above the 90th percentile in the listing country; (3) firms 

issuing equity greater than 5% of average total assets. (∆NIGAAP)i/MVi is the country-specific 

fractile rank of scaled changes in reported net income resulting from GAAP changes one year 

prior to the first IFRS year, adjusted for the country-industry mean rank of scaled changes in 

reported net income resulting from GAAP changes. (∆NIECON)i/MV is the country-specific 

fractile rank of scaled changes in IFRS-based net income between the first IFRS year and the 

year before. Other variables are defined in Table 2, Panel E. All the regressions control for 

industry fixed effects and country fixed effects. P-values are reported in parentheses (z- and 

t-statistics are corrected for within-country clustering). 
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Table 4 (Continued) 
 
 Variable Likelihood of Equity Issuance Issue Size 

( 1 ) ( 2 ) ( 3 ) ( 4 ) 

(∆NIGAAP)i/MVi -1.205 -0.743 -0.809 -0.046 
(0.00) (0.00) (0.00) (0.00) 

(∆NIECON)i/MVi 0.062 -0.114 0.090 0.003 
(0.85) (0.68) (0.61) (0.81) 

Ln (TA)i -0.213 -0.050 -0.044 -0.011 
(0.01) (0.47) (0.41) (0.00) 

(P/B)i 0.116 0.040 0.052 0.005 
(0.00) (0.13) (0.13) (0.04) 

Levi -2.400 -0.603 0.172 -0.149 
(0.00) (0.22) (0.76) (0.03) 

Growi 2.137 1.863 2.208 0.164 
(0.00) (0.00) (0.00) (0.00) 

RetVoli 3.713 2.962 13.180 0.559 
(0.31) (0.26) (0.00) (0.00) 

(Pro forma Cash/TA)i -19.067 -13.962 -13.628 -0.704 
(0.00) (0.00) (0.00) (0.00) 

Debti -0.275 0.403 -0.324 -0.037 
(0.68) (0.56) (0.29) (0.12) 

RDi 5.506 6.405 3.939 0.341 
(0.00) (0.00) (0.00) (0.00) 

Tangi -0.835 -1.586 -1.326 -0.062 
(0.02) (0.00) (0.00) (0.03) 

CHSi -0.524 0.414 -0.150 -0.019 
(0.08) (0.49) (0.68) (0.27) 

Probability of Equity Issuance 

75th percentile 2.3% 1.0% 13.2% 8.0% 
25th percentile 3.9% 1.5% 18.3% 10.1% 
No. of firms 2,700 2,719 2700 2,719 

R2 or Pseudo R2 70% 53% 54% 71% 
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Table 5: The Association between Earnings Forecast Optimism and Equity Issuance 

 

This table reports the results of the following regressions: 

Ln [pit+1/(1–pit+1)] or ESizeit+1 = α0 + α1 FEit + α2 Ln (TA)it + α3 (P/B)it +α4 Levit  

+ α5 Growit + α6 RetVolit + α7 (Pro Forma Cash/TA)it+1 + α8 Debtit+1+ α9 RDit 

+ α10 Tangit+ α11 CHSit        (1) 

Ln [pit+1/(1–pit+1)] or ESizeit+1 = α0 + α1 FEit + α2 (∆GAAPDUM)i + α3FEit× (∆GAAPDUM)i 

+ α4 Ln(TA)it + α5 (P/B)it+ α6 Levit + α7 Growit + α8 RetVolit  

+ α9 (Pro Forma Cash/TA)it+1 + α10 Debtit+1+ α11 RDit+ α12 Tangit+ α13 CHSit  (2) 

pit+1 is firm i’s probability of issuing equity at year t+1, where equity issuers are firms whose 

net proceeds of equity offering at year t+1, scaled by the average of total assets at the 

beginning and the end of year t+1, is greater than 5% (or over the 90th percentile in the 

country-year). FEit is earnings forecast errors. (∆GAAPDUM)i is a dummy variable set equal 

to one if firm i’s fractile rank of scaled changes in reported net income resulting from IFRS 

adoption, adjusted for the country-industry mean rank of scaled changes in reported net 

income, is less than zero, and zero otherwise. Ln (TA)it is the natural logarithm of total assets 

in millions of US dollars at the beginning of equity issuing year. (P/B)it is price-to-book at the 

beginning of equity issuing year. Levit is the debt-to-asset at the beginning of equity issuing 

year. Growit is the average growth in total assets during the three years before equity 

offerings. RetVolit is the standard deviation of weekly stock returns one year prior to the 

equity offering. (Pro Forma Cash/TA)it+1 is the cash balance at the end equity issuing year, 

minus the net proceeds from equity offerings, scaled by the total assets at the end of the 

issuing year. Debtit+1 is the scaled net proceeds of debt issuance at year t+1. RDit is the total 

amount of research and development investment at year t, scaled by the average total assets at 

the beginning and the end of year t. Tangi is the proportion of tangible assets in total assets at 

the beginning of equity issuing year. CHSit is the proportion of closely held shares at the 

beginning of equity issuing year. All the regressions control for year fixed effects, industry 

fixed effects and country fixed effects. P-values are reported in parentheses (z- and t-statistics 

are corrected for within-country clustering).  
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Table 5 (Continued) 

 

    Issuance ≥ 5% TA Issuance ≥ 90th Pctl Issue Size 
Variable Model 1 Model 2 Model 1 Model 2 Model 1 Model 2 
    ( 1 ) ( 2 ) ( 3 ) ( 4 ) ( 5 ) ( 6 ) 

FEit (A) 1.112 0.285 0.038 -0.839 0.035 0.011 
(0.15) (0.72) (0.96) (0.24) (0.17) (0.69) 

(∆GAAPDUM)i 0.224 0.057 0.007 
(0.05) (0.71) (0.01) 

FEit × (∆GAAPDUM)i  (B) 2.147 2.187 0.052 
(0.06) (0.02) (0.10) 

Ln (TA)it -0.264 -0.263 -0.259 -0.263 -0.007 -0.007 
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

(P/B)it 0.167 0.165 0.113 0.114 0.004 0.004 
(0.00) (0.00) (0.00) (0.00) (0.07) (0.08) 

Levit 1.141 1.227 0.349 0.327 -0.076 -0.074 
(0.04) (0.03) (0.68) (0.71) (0.00) (0.00) 

Growit 2.057 2.018 1.812 1.822 0.091 0.089 
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

RetVolit 22.386 22.468 20.254 19.821 0.737 0.733 
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

(Pro forma Cash/TA)it+1 -12.618 -12.730 -9.308 -9.362 -0.345 -0.349 
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

Debtit+1 1.176 1.152 0.444 0.340 -0.072 -0.070 
(0.00) (0.01) (0.47) (0.59) (0.00) (0.01) 

RDit 13.453 13.127 13.111 13.182 0.720 0.713 
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

Tangit -0.749 -0.899 -0.638 -0.659 -0.004 -0.008 
(0.03) (0.01) (0.09) (0.12) (0.81) (0.66) 

CHSit -1.294 -1.285 -0.992 -0.965 -0.017 -0.017 
(0.00) (0.00) (0.00) (0.00) (0.01) (0.01) 

A + B = 0 (p-value) (0.04) (0.15) (0.04) 
No. of firm-years 3,394 3,394 3,809 3,809 3,809 3,809 
R2 or Pseudo R2   43% 43% 30% 30% 36% 36% 
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Table 6: GAAP-induced Changes in Reported Net Income, Earnings Management 

and Equity Issuance 

 
This table reports the results of the following regressions:  

 

Ln [pi/(1–pi)] = α0 + α1 (∆NIGAAP)i/MVi + α2 (∆NIECON)i/MVi + α3DTACCit-1 + α4 DTACCit-2 

+ α5 DTACCit-3 + α6 Ln (TA)i + α7 (P/B)i + α8 Levi + α9 Growi + α10 RetVoli 

+ α11 (Pro forma Cash/TA)i + α12 RDi + α13 Debti+ α14 Tangi+ α15 CHSi  

 

Esizei = α0 + α1 (∆NIGAAP)i/MVi + α2 (∆NIECON)i/MVi + α3DTACCit-1 + α4 DTACCit-2  

+ α5 DTACCit-3 + α6 Ln (TA)i + α7 (P/B)i + α8 Levi + α9 Growi + α10 RetVoli  

+ α11 (Pro forma Cash/TA)i + α12 RDi + α13 Debti+ α14 Tangi+ α15 CHSi + νi 

 

Ln [pi/(1–pi)] = α0 + α1 (∆NIGAAP)i/MVi + α2 (∆NIECON)i/MVi + α3DCACCit-1 + α4DCACCit-2 

+ α5 DCACCit-3 + α6 Ln (TA)i + α7 (P/B)i + α8 Levi + α9 Growi + α10 RetVoli 

+ α11 (Pro forma Cash/TA)i + α12 RDi + α13 Debti+ α14 Tangi + α15 CHSi 

 

Esizei = α0 + α1 (∆NIGAAP)i/MVi + α2 (∆NIECON)i/MVi + α3DCACCit-1 + α4 DCACCit-2  

+ α5 DCACCit-3 + α6 Ln (TA)i + α7 (P/B)i + α8 Levi + α9 Growi + α10 RetVoli  

+ α11 (Pro forma Cash/TA)i + α12 RDi + α13 Debti + α14 Tangi + α15 CHSi + νi 

 

DTACCit-1, DTACCit-2 and DTACCit-3 are local-GAAP-based discretionary total accruals one-

year, two-year and three-year prior to the first IFRS year, respectively, where discretionary 

total accruals are estimated using the following two models: 

 

NTACCit = b0 + b1 (1/TAit-1) + b2 (∆Sales)it + PPEit + μit   (Model 1) 

NTACCit = b0 + b1 (1/TAit-1) + b2 (∆Sales)it + PPEit + ROAit + μit  (Model 2) 

DTACCit = TACCit – NTACCit 
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DCACCit-1, DCACCit-2 and DCACCit-3 are local-GAAP-based discretionary current accruals 

one-year, two-year and three-year prior to the first IFRS year, respectively, where 

discretionary current accruals in each year are estimated using the following two models: 

 

NCACCit = b0 + b1 (1/TAit-1) + b2 (∆Sales)it + μit    (Model 1) 

NCACCit = b0 + b1 (1/TAit-1) + b2 (∆Sales)it + ROAit + μit   (Model 2) 

DCACCit = CACCit – NTACCit 

 

where (∆Sales)it is changes in sales in year t, scaled by lagged total assets. PPEit is the gross 

book value of property, plant and equipment at the end of year t, scaled by the lagged total 

assets. CACCit is changes in non-cash current assets minus changes in current liabilities 

excluding the current portion of long-term debt, scaled by lagged total assets. TACCit is 

changes in non-cash current assets minus changes in current liabilities excluding the current 

portion of long-term debt, minus depreciation and amortization, scaled by lagged total assets; 

ROAit is net income scaled by lagged total assets.  

 

DTACCit and DCACCit are ranked in an ascending order in each country-year, respectively, 

and scaled by the number of firms in that country-year. All other variables in equity issuance 

regressions are defined in Table 2, Panel E and Table 4. All equity issuance regressions 

control for country fixed effects and industry fixed effects. P-values are reported in 

parentheses (z- and t-statistics are corrected for within-country clustering). 



 

 

 

 

 

131 

 

Table 6 (Continued) 
 
Panel A: Discretionary Total Accruals and Equity Issuance 

  DTACC (Model 1) DTACC (Model2) 
Variable  Likelihood of Issuance Issue Size Likelihood of Issuance Issue Size 

(1) (2) (3) (4) (5) (6) (7) (8) 

(∆NIGAAP)i/Mvi -1.501 -0.770 -0.975 -0.049 -1.499 -0.787 -0.992 -0.046 
(0.00) (0.04) (0.00) (0.00) (0.00) (0.04) (0.00) (0.00) 

(∆NIECON)i /MVi  -0.051 -0.165 0.087 -0.000 -0.016 -0.206 0.083 0.001 
(0.88) (0.62) (0.59) (0.99) (0.96) (0.52) (0.58) (0.89) 

DTACCit-1 -0.223 -0.101 -0.391 -0.022 -0.195 -0.353 -0.707 -0.020 
(0.56) (0.75) (0.10) (0.18) (0.50) (0.29) (0.00) (0.13) 

DTACCit-2 -0.544 0.593 -0.329 -0.016 -0.728 0.507 -0.267 -0.003 
(0.04) (0.07) (0.19) (0.23) (0.03) (0.15) (0.33) (0.76) 

DTACCit-3 0.264 0.231 0.151 0.023 0.000 0.001 0.001 0.000 
(0.29) (0.25) (0.48) (0.05) (0.07) (0.12) (0.08) (0.01) 

Ln (TA)i -0.154 0.053 -0.007 -0.010 -0.153 0.052 -0.011 -0.010 
(0.07) (0.46) (0.92) (0.00) (0.07) (0.47) (0.89) (0.00) 

(P/B)i 0.102 0.039 0.045 0.005 0.100 0.038 0.046 0.005 
(0.00) (0.24) (0.19) (0.09) (0.00) (0.24) (0.19) (0.09) 

Levi -2.641 -1.192 0.035 -0.162 -2.655 -1.168 0.055 -0.162 
(0.00) (0.06) (0.95) (0.03) (0.00) (0.07) (0.91) (0.03) 

Growi 2.435 2.023 2.496 0.176 2.439 2.036 2.476 0.175 
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

RetVoli 6.712 6.849 15.197 0.710 7.301 6.451 15.720 0.717 
(0.09) (0.05) (0.00) (0.00) (0.08) (0.07) (0.00) (0.00) 

(Pro forma Cash/TA)i -19.482 -14.123 -14.545 -0.711 -19.608 -14.083 -14.699 -0.711 
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

Debti -0.633 0.460 -0.396 -0.034 -0.580 0.396 -0.414 -0.037 
(0.38) (0.60) (0.24) (0.14) (0.43) (0.64) (0.23) (0.15) 

RDi 5.415 6.438 3.332 0.317 5.469 6.284 3.361 0.317 
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

Tangi  -0.491 -1.105 -1.445 -0.053 -0.451 -1.211 -1.460 -0.055 
(0.00) (0.01) (0.00) (0.03) (0.04) (0.01) (0.00) (0.03) 

CHSi -0.210 0.651 -0.015 -0.011 -0.200 0.660 -0.014 -0.011 
(0.55) (0.34) (0.97) (0.53) (0.57) (0.34) (0.97) (0.54) 

No. of firms 2,343 2,343 2,343 2,343 2,343 2,343 2,343 2,343 
R2 or Pseudo R2 70% 54% 54% 71% 70% 54% 54% 71% 
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Table 6 (Continued) 

 
Panel B: Discretionary Current Accruals and Equity Issuance 

  DCACC (Model 1) DCACC (Model2) 
 Variable Likelihood of Issuance Issue Size Likelihood of Issuance Issue Size 

(1) (2) (3) (4) (5) (6) (7) (8) 

(∆NIGAAP)i/MVi -1.527 -0.729 -1.008 -0.050 -1.485 -0.707 -0.990 -0.047 
(0.00) (0.05) (0.00) (0.00) (0.00) (0.06) (0.00) (0.00) 

(∆NIECON)i /MVi  -0.082 -0.151 0.056 -0.004 -0.036 -0.214 0.086 -0.001 
(0.82) (0.64) (0.73) (0.67) (0.92) (0.49) (0.56) (0.89) 

DCACCit-1 -0.450 0.101 -0.598 -0.042 -0.354 -0.056 -0.700 -0.035 
(0.00) (0.75) (0.00) (0.02) (0.02) (0.86) (0.00) (0.02) 

DCACCit-2 -0.610 0.323 -0.495 -0.030 -0.575 0.383 -0.352 -0.014 
(0.00) (0.15) (0.09) (0.02) (0.05) (0.10) (0.26) (0.26) 

DCACCit-3 0.136 0.428 -0.114 0.017 0.086 0.965 0.087 0.032 
(0.62) (0.13) (0.51) (0.16) (0.73) (0.03) (0.60) (0.05) 

Ln (TA)i -0.156 0.056 -0.011 -0.010 -0.153 0.059 -0.011 -0.010 
(0.05) (0.44) (0.88) (0.00) (0.05) (0.40) (0.88) (0.00) 

(P/B)i 0.103 0.039 0.046 0.005 0.101 0.040 0.046 0.005 
(0.00) (0.24) (0.17) (0.09) (0.00) (0.22) (0.17) (0.09) 

Levi -2.669 -1.182 0.004 -0.160 -2.603 -1.215 0.071 -0.161 
(0.00) (0.06) (0.99) (0.03) (0.00) (0.05) (0.89) (0.03) 

Growi 2.454 2.030 2.525 0.176 2.437 2.048 2.474 0.175 
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

RetVoli 6.557 6.754 15.181 0.698 7.296 5.857 16.041 0.724 
(0.10) (0.06) (0.00) (0.00) (0.09) (0.11) (0.00) (0.00) 

(Pro forma Cash/TA)i -19.655 -14.022 -14.795 -0.714 -19.691 -13.999 -14.902 -0.716 
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

Debti -0.593 0.350 -0.286 -0.031 -0.563 0.264 -0.292 -0.032 
(0.40) (0.68) (0.36) (0.15) (0.44) (0.75) (0.37) (0.19) 

RDi 5.450 6.373 3.407 0.316 5.536 6.101 3.448 0.318 
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

Tangi  -0.526 -1.064 -1.501 -0.057 -0.543 -1.036 -1.527 -0.054 
(0.01) (0.01) (0.00) (0.02) (0.01) (0.02) (0.00) (0.03) 

CHSi -0.216 0.634 -0.007 -0.010 -0.204 0.692 -0.009 -0.011 
(0.54) (0.35) (0.99) (0.54) (0.57) (0.31) (0.98) (0.53) 

No. of firms 2,343 2,343 2,343 2,343 2,343 2,343 2,343 2,343 
R2 or Pseudo R2 70% 54% 54% 71% 70% 55% 54% 71% 
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Table 7: Alternative Specifications of GAAP-induced Changes in Reported Net Income 

 

Panel A: Market Reaction to Country-Industry Adjusted Values of Scaled Changes in Reported Net Income Resulting from IFRS 

Adoption  

 

This panel reports the results of the following regression:  

 

Retit – Rfit=α0 + α1NIit/MVit-1 + α2 (∆NIECON)it/MVit-1 + α3(∆NIGAAP)it-1/MVit-1 + α4 Eissuei + α5 Eissuei × NIit/MVit-1 

+ α6 Eissuei × (∆NIECON)it/MVit-1 + α7 Eissuei × (∆NIGAAP)it-1/MVit-1 + α8 (MRetit – Rfit) + α9 Ln (MV)it-1 

 + α10 (P/B)it-1 + α11 (Retit-1 – Rfit-1) + εit 

 

NIit/MVit-1 is net income under IFRS for the first IFRS year, scaled by market value at the beginning of the first IFRS year. (∆NIECON)it/MVit-1 

is changes in IFRS-based net income between the first IFRS fiscal year and the year before, scaled by market value at the beginning of the 

first IFRS year. (∆NIGAAP)it-1/MVit-1 is changes in reported net income resulting from IFRS adoption one year prior to the first IFRS year, 

scaled by the market value at the beginning of the first IFRS year, and then adjusted for the country-industry mean value of scaled changes 

in reported net income resulting from IFRS adoption. Other variables are defined in Table 3. All the regressions control for industry fixed 

effects and country fixed effects. P-values are reported in parentheses (t-statistics are corrected for within-country clustering). 
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Table 7, Panel A (Continued)  

 
 
    Issue Size ≥ 15% TA Issue Size ≥ 90th pctl Issue Size ≥5% TA 

(∆NIGAAP)i/MVit-1 (∆NIGAAP)i/MVit-1 (∆NIGAAP)i/MVit-1

 Variable   ≤ –0.005  (–0.005, 0.005)  ≥ 0.005  ≤ –0.005  (–0.005, 0.005)  ≥ 0.005  ≤ –0.005  (–0.005, 0.005)  ≥ 0.005  

( 1 ) ( 2 ) ( 3 ) ( 4 ) ( 5 ) ( 6 ) ( 7 ) ( 8 ) ( 9 ) 

NIit/MVit-1 0.668 0.617 0.870 0.678 0.725 0.917 0.636 0.936 0.717 
(0.00) (0.43) (0.00) (0.04) (0.09) (0.00) (0.01) (0.37) (0.01) 

(∆NIECON)it/MVit-1 0.504 0.441 0.548 0.646 0.327 0.497 0.495 -0.043 0.586 
(0.03) (0.30) (0.01) (0.03) (0.09) (0.04) (0.06) (0.94) (0.01) 

(∆NIGAAP)i/MVit-1 ( A ) 0.119 4.234 1.067 0.132 3.970 1.115 0.508 4.209 0.940 
(0.91) (0.05) (0.00) (0.91) (0.08) (0.04) (0.66) (0.04) (0.02) 

Eissuei 0.301 -0.152 0.042 0.219 0.061 -0.019 0.149 -0.060 -0.021 
(0.03) (0.05) (0.42) (0.24) (0.50) (0.69) (0.09) (0.57) (0.55) 

Eissuei × NIit/MVit-1 0.252 0.122 0.522 -0.271 0.710 0.173 0.107 -0.245 0.871 
(0.41) (0.89) (0.17) (0.46) (0.51) (0.60) (0.78) (0.82) (0.00) 

Eissuei × (∆NIECON)it/MVit-1 -0.004 -0.036 -0.092 -0.494 -0.049 0.371 0.174 0.837 -0.142 
(0.99) (0.94) (0.81) (0.36) (0.89) (0.21) (0.56) (0.20) (0.68) 

Eissuei × (∆NIGAAP)i/MVit-1 ( B ) 2.460 -5.573 1.600 2.670 -0.649 2.063 3.395 -3.629 1.468 
(0.05) (0.37) (0.33) (0.29) (0.91) (0.16) (0.03) (0.46) (0.17) 

MRetit-1 – Rfit-1 1.494 1.909 1.086 1.663 1.947 1.085 1.487 1.915 1.109 
(0.28) (0.01) (0.24) (0.28) (0.01) (0.25) (0.31) (0.01) (0.25) 
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Ln(MV)it-1 -0.041 -0.045 -0.021 -0.038 -0.042 -0.022 -0.042 -0.043 -0.021 
(0.19) (0.10) (0.19) (0.24) (0.09) (0.20) (0.17) (0.10) (0.19) 

(P/B)it-1 -0.016 -0.015 -0.004 -0.013 -0.016 -0.003 -0.011 -0.015 -0.003 
(0.31) (0.12) (0.57) (0.42) (0.04) (0.65) (0.46) (0.10) (0.62) 

MRetit-1 – Rfit-1 0.267 0.030 0.178 0.265 0.029 0.179 0.261 0.032 0.170 
(0.03) (0.70) (0.00) (0.03) (0.69) (0.00) (0.03) (0.65) (0.00) 

      
A + B = 0 (p-value) (0.09) (0.80) (0.12) (0.28) (0.46) (0.02) (0.03) (0.90) (0.02) 
No. of firms 508 883 1,245 508 883 1,245 508 883 1,245 
R2   17% 12% 23% 17% 12% 22% 17% 12% 23% 
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Panel B: The Association between Country-Industry Adjusted Values of Scaled Changes 

in Reported Net Income Resulting from IFRS Adoption and Equity Issuance 

 

This panel reports the results of the following regressions:  

 

Ln [pi/(1–pi)] = α0 + α1 (∆NIGAAP)i/MVi + α2 (∆NIECON)i/MVi + α3 Ln (TA)i + α4 (P/B)i 

 + α5 Levi + α6 Growi + α7 RetVoli + α8 (Pro forma Cash/TA)i + α9 RDi 

 + α10 Debti+ α11 Tangi+ α12 CHSi 

 

Esizei = α0 + α1 (∆NIGAAP)i/MVi + α2 (∆NIECON)i/MVi + α3 Ln (TA)i + α4 (P/B)i 

 + α5 Levi + α6 Growi + α7 RetVoli + α8 (Pro forma Cash/TA)i + α9 RDi 

 + α10 Debti+ α11 Tangi+ α12 CHSi + νi 

 

(∆NIGAAP)i/MVi is firm-specific raw value of (∆NIGAAP)i/MVi less the country-industry mean 

value of (∆NIGAAP)i/MVi. (∆NIECON)i/MV is the firm-specific scaled changes in IFRS-based net 

income between the first IFRS year and the year before. All other variables are defined in 

Table 2, Panel E and Table 4. All the regressions control for country fixed effects and 

industry fixed effects. P-values are reported in parentheses (z- and t-statistics are corrected 

for within-country clustering). 



 

 

 

 

 

137 

 

Table 7, Panel B (continued) 
 

 Variable Likelihood of Equity Issuance Issue Size 
( 1 ) ( 2 ) ( 3 ) ( 4 ) 

(∆NIGAAP)i/MVi -4.474 -3.003 -1.922 -0.093 
(0.00) (0.00) (0.00) (0.12) 

(∆NIECON)i /MVi -0.358 -0.029 0.067 0.010 
(0.23) (0.95) (0.80) (0.34) 

Ln (TA)i -0.222 -0.061 -0.054 -0.012 
(0.00) (0.39) (0.31) (0.00) 

(P/B)i 0.117 0.038 0.052 0.005 
(0.00) (0.15) (0.12) (0.04) 

Levi -2.433 -0.632 0.132 -0.153 
(0.00) (0.21) (0.80) (0.02) 

Growi 2.086 1.872 2.225 0.165 
(0.00) (0.00) (0.00) (0.00) 

RetVoli 3.465 2.828 12.946 0.552 
(0.33) (0.31) (0.00) (0.00) 

(Pro forma Cash/TA)i -18.965 -13.968 -13.513 -0.701 
(0.00) (0.00) (0.00) (0.00) 

Debti -0.314 0.340 -0.325 -0.038 
(0.66) (0.61) (0.27) (0.13) 

RDi 5.627 6.495 4.002 0.350 
(0.00) (0.00) (0.00) (0.00) 

Tangi -0.704 -1.537 -1.215 -0.057 
(0.05) (0.00) (0.00) (0.03) 

CHSi -0.498 0.407 -0.155 -0.020 
(0.10) (0.49) (0.67) (0.25) 

No. of firms 2,700 2,719 2,700 2,719 
R2 or Pseudo R2 70% 53% 53% 71% 
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Panel C: Market Reaction to GAAP-induced Changes in Reported Net Income – Scaling the Changes in Reported Net Income by Total 

Assets under Local GAAP 

 

This panel reports the results of the following regression:  

 

Retit – Rfit=α0 + α1NIit/TAit-1 + α2 (∆NIECON)it/TAit-1 + α3 (∆NIGAAP)it-1/TAit-1 + α4 Eissuei + α5 Eissuei × NIit/TAit-1 

+ α6 Eissuei × (∆NIECON)it/TAit-1 + α7 Eissuei × (∆NIGAAP)it-1/TAit-1 + α8 (MRetit – Rfit) + α9 Ln (MV)it-1 

 + α10 (P/B)it-1 + α11 (Retit-1 – Rfit-1) + εit 

 

NIit/TAit-1 is the country-specific fractile rank of IFRS-based net income for the first IFRS year, scaled by lagged total assets under local 

standards. (∆NIECON)it/TAit-1 is the country-specific fractile rank of changes in IFRS-based net income for the first IFRS year, scaled by 

lagged total assets under local standards, less the country-industry mean rank of scaled changes in IFRS-based net income for the first IFRS 

year. (∆NIGAAP)it-1/TAit-1 is the country-specific fractile rank of changes in reported net income resulting from IFRS adoption one year prior 

to the first IFRS year, scaled by total assets under local standards, less country-industry mean rank of scaled changes in reported net income 

resulting from IFRS adoption. Other variables are defined in Table 3. All the regressions control for industry fixed effects and country fixed 

effects. P-values are reported in parentheses (t-statistics are corrected for within-country clustering). 
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Table 7, Panel C (Continued) 

 
 
    Issue Size ≥ 15% TA Issue Size ≥ 90th Pctl Issue Size ≥5% TA 

(∆NIGAAP)i/TAit-1 (∆NIGAAP)i/TAit-1 (∆NIGAAP)i/TAit-1 
 Variable   ≤ –0.005  (–0.005, 0.005)  ≥ 0.005  ≤ –0.005  (–0.005, 0.005)  ≥ 0.005  ≤ –0.005  (–0.005, 0.005)  ≥ 0.005  

( 1 ) ( 2 ) ( 3 ) ( 4 ) ( 5 ) ( 6 ) ( 7 ) ( 8 ) ( 9 ) 

NIit/TAit-1 0.450 0.298 0.478 0.393 0.360 0.565 0.350 0.290 0.434 
(0.02) (0.01) (0.00) (0.01) (0.02) (0.00) (0.02) (0.07) (0.00) 

(∆NIECON)it/TAit-1 0.766 0.816 0.606 0.797 0.769 0.606 0.799 0.702 0.629 
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

(∆NIGAAP)i/TAit-1 ( A ) 1.309 0.300 0.046 1.366 0.281 0.107 1.506 0.306 0.052 
(0.01) (0.05) (0.71) (0.00) (0.08) (0.57) (0.01) (0.03) (0.66) 

Eissuei 0.515 0.030 -0.217 0.632 0.292 0.092 0.122 -0.206 -0.191 
(0.21) (0.88) (0.33) (0.14) (0.35) (0.61) (0.77) (0.14) (0.34) 

Eissuei × NIit/TAit-1 -0.144 0.310 0.463 0.027 0.233 0.044 -0.012 0.323 0.469 
(0.63) (0.31) (0.16) (0.95) (0.49) (0.89) (0.95) (0.37) (0.06) 

Eissuei × (∆NIECON)it/TAit-1 -0.084 -0.431 -0.234 -0.224 -0.478 -0.344 -0.087 0.037 -0.228 
(0.69) (0.24) (0.31) (0.62) (0.27) (0.28) (0.66) (0.92) (0.20) 

Eissuei × (∆NIGAAP)i/TAit-1 ( B ) 0.565 0.284 0.403 0.969 0.585 0.168 -0.030 0.029 0.250 
(0.54) (0.52) (0.63) (0.42) (0.35) (0.81) (0.97) (0.92) (0.70) 

MRetit-1 – Rfit-1 2.286 1.634 1.281 2.439 1.696 1.260 2.369 1.644 1.264 
(0.00) (0.07) (0.09) (0.00) (0.05) (0.12) (0.01) (0.07) (0.10) 
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Ln(MV)it-1 -0.037 -0.038 -0.035 -0.040 -0.036 -0.037 -0.039 -0.037 -0.035 
(0.17) (0.09) (0.04) (0.15) (0.08) (0.06) (0.19) (0.09) (0.06) 

(P/B)it-1 -0.034 -0.037 -0.004 -0.033 -0.040 -0.006 -0.030 -0.038 -0.004 
(0.00) (0.00) (0.56) (0.00) (0.00) (0.50) (0.00) (0.00) (0.56) 

MRetit-1 – Rfit-1 0.221 0.072 0.059 0.220 0.080 0.057 0.220 0.069 0.052 
(0.01) (0.28) (0.15) (0.01) (0.20) (0.20) (0.01) (0.31) (0.22) 

      
A + B = 0 (p-value) (0.05) (0.19) (0.59) (0.10) (0.11) (0.67) (0.08) (0.27) (0.63) 
No. of firms 479 976 1,181 479 976 1,181 479 976 1,181 
R2   21% 19% 22% 21% 19% 21% 21% 18% 22% 
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Panel D: The Association between GAAP-induced Changes in Reported Net Income and 

Equity Issuance – Scaling the Changes in Reported Net Income by Total Assets under 

Local GAAP 

 

This panel reports the results of the following regressions:  

 

Ln [pi/(1–pi)] = α0 + α1 (∆NIGAAP)i/TAi + α2 (∆NIECON)i/TAi + α3 Ln (TA)i + α4 (P/B)i 

 + α5 Levi + α6 Growi + α7 RetVoli + α8 (Pro forma Cash/TA)i + α9 RDi 

 + α10 Debti+ α11 Tangi+ α12 CHSi 

 

Esizei = α0 + α1 (∆NIGAAP)i/TAi + α2 (∆NIECON)i/TAi + α3 Ln (TA)i + α4 (P/B)i 

 + α5 Levi + α6 Growi + α7 RetVoli + α8 (Pro forma Cash/TA)i + α9 RDi 

 + α10 Debti+ α11 Tangi+ α12 CHSi + νi 

 

(∆NIGAAP)i/TAi and (∆NIECON)i/TA are defined in Table 7, Panel C. All other variables are 

defined in Table 2, Panel E and Table 4. All the regressions control for country fixed effects 

and industry fixed effects. P-values are reported in parentheses (z- and t-statistics are 

corrected for within-country clustering). 
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Table 7, Panel D (Continued) 
 

 Variable Likelihood of Equity Issuance Issue Size 
( 1 ) ( 2 ) ( 3 ) ( 4 ) 

(∆NIGAAP)i/TAi -0.953 -0.530 -0.843 -0.052 
(0.00) (0.03) (0.00) (0.00) 

(∆NIECON)i /TAi 0.385 0.024 0.264 0.005 
(0.29) (0.93) (0.11) (0.64) 

Ln (TA)i -0.216 -0.055 -0.045 -0.011 
(0.01) (0.44) (0.40) (0.00) 

(P/B)i 0.115 0.040 0.054 0.005 
(0.00) (0.12) (0.11) (0.03) 

Levi -2.461 -0.656 0.112 -0.151 
(0.00) (0.19) (0.84) (0.03) 

Growi 2.174 1.884 2.221 0.164 
(0.00) (0.00) (0.00) (0.00) 

RetVoli 3.572 2.756 12.960 0.548 
(0.34) (0.30) (0.00) (0.00) 

(Pro forma Cash/TA)i -18.965 -13.960 -13.686 -0.704 
(0.00) (0.00) (0.00) (0.00) 

Debti -0.282 0.366 -0.309 -0.036 
(0.68) (0.60) (0.32) (0.14) 

RDi 5.622 6.533 4.057 0.342 
(0.00) (0.00) (0.00) (0.00) 

Tangi -0.828 -1.553 -1.335 -0.064 
(0.01) (0.00) (0.00) (0.02) 

CHSi -0.522 0.406 -0.165 -0.019 
(0.07) (0.49) (0.64) (0.26) 

No. of firms 2,700 2,719 2,700 2,719 
R2 or Pseudo R2 70% 53% 54% 71% 
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Table 8: The Association between GAAP-induced Changes in Retained Earnings and Equity Issuance  

 
Panel A: Market Reaction to GAAP-induced Changes in Retained Earnings 
 

This table reports the results of the following regression:  

 

Retit – Rfit=α0 + α1 NIit/MVit-1 + α2 (∆NIECON)it/MVit-1 + α3 (∆REGAAP)it-1/MVit-1 + α4 Eissuei + α5 Eissuei × NIit/MVit-1 

+ α6 Eissuei × (∆NIECON)it/MVit-1 + α7 Eissuei × (∆REGAAP)it-1/MVit-1 + α8 (MRetit – Rfit) + α9 Ln (MV)it-1 

 + α10 (P/B)it-1 + α11 (Retit-1 – Rfit-1) + εit 

 

(∆REGAAP)it-1/MVi is the country-specific fractile rank of changes in retained earnings resulting from IFRS adoption one year prior to the 

adoption, scaled by market value of equity at the end of the year, less the country-industry mean rank of the scaled changes in retained 

earnings. All other variables are defined in Table 3. All the regressions control for industry fixed effects and country fixed effects. P-values 

are reported in parentheses (t-statistics are corrected for within-country clustering). 
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Table 8, Panel A (continued) 

 
 
    Issue Size ≥ 15% TA Issue Size ≥ 90th pctl Issue Size ≥5% TA 

(∆REGAAP)i/MVit-1 (∆REGAAP)i/MVit-1 (∆REGAAP)i/MVit-1 
 Variable   ≤ –0.005  (–0.005, 0.005)  ≥ 0.005  ≤ –0.005  (–0.005, 0.005)  ≥ 0.005  ≤ –0.005  (–0.005, 0.005)  ≥ 0.005  

( 1 ) ( 2 ) ( 3 ) ( 4 ) ( 5 ) ( 6 ) ( 7 ) ( 8 ) ( 9 ) 

NIit/MVit-1 0.737 0.591 0.877 0.813 0.737 0.872 0.697 0.789 0.841 
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

(∆NIECON)it/MVit-1 0.455 0.729 0.390 0.384 0.726 0.419 0.453 0.409 0.414 
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.08) (0.00) 

(∆REGAAP)i/MVit-1 ( A ) 0.027 0.909 0.158 0.096 0.926 0.212 0.063 0.899 0.191 
(0.85) (0.02) (0.18) (0.66) (0.02) (0.06) (0.76) (0.02) (0.10) 

Eissuei 0.589 -0.045 -0.041 0.794 0.410 0.222 0.209 -0.196 0.004 
(0.01) (0.86) (0.74) (0.01) (0.35) (0.17) (0.24) (0.39) (0.96) 

Eissuei× NIit/MVit-1 0.209 0.913 -0.026 -0.463 0.466 0.069 0.072 0.306 0.184 
(0.07) (0.01) (0.92) (0.09) (0.41) (0.88) (0.70) (0.19) (0.18) 

Eissuei × (∆NIECON)it/MVit-1 -0.401 -0.676 0.211 -0.164 -1.082 0.015 -0.158 0.247 0.005 
(0.08) (0.03) (0.25) (0.66) (0.02) (0.97) (0.35) (0.56) (0.98) 

Eissuei × (∆REGAAP)i/MVit-1 ( B ) 1.093 -0.256 -0.015 1.332 -0.230 -0.746 0.529 -0.087 -0.170 
(0.08) (0.40) (0.98) (0.12) (0.31) (0.12) (0.06) (0.87) (0.68) 

MRetit-1 – Rfit-1 1.231 1.117 1.367 1.186 1.248 1.405 1.274 0.974 1.368 
(0.07) (0.22) (0.06) (0.08) (0.21) (0.06) (0.08) (0.27) (0.06) 
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Ln(MV)it-1 -0.054 -0.062 -0.013 -0.055 -0.058 -0.012 -0.058 -0.058 -0.014 
(0.03) (0.02) (0.41) (0.05) (0.02) (0.45) (0.05) (0.03) (0.40) 

(P/B)it-1 -0.006 -0.005 0.003 -0.008 -0.005 0.002 -0.004 -0.004 0.004 
(0.52) (0.53) (0.64) (0.37) (0.46) (0.71) (0.69) (0.65) (0.58) 

MRetit-1 – Rfit-1 0.238 0.020 0.070 0.234 0.027 0.066 0.230 0.018 0.067 
(0.02) (0.69) (0.25) (0.01) (0.57) (0.27) (0.02) (0.72) (0.26) 

      
A + B = 0 (p-value) (0.10) (0.22) (0.81) (0.16) (0.08) (0.22) (0.08) (0.21) (0.96) 
No. of firms 838 554 1,216 838 554 1,216 838 554 1,216 
R2   21% 25% 28% 21% 26% 29% 20% 25% 28% 
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Panel B: The Association between GAAP-induced Changes in Retained Earnings and Equity 

Issuance. 

 

This table reports the results of the following regressions:  

 

Ln [pi/(1–pi)] = α0 + α1 (∆REGAAP)i/MVi + α2 (∆NIECON)i/MVi + α3 Ln (TA)i + α4 (P/B)i 

 + α5 Levi + α6 Growi + α7 RetVoli + α8 (Pro forma Cash/TA)i + α9 RDi 

 + α10 Debti+ α11 Tangi+ α12 CHSi 

 

Esizei = α0 + α1 (∆REGAAP)i/MVi + α2 (∆NIECON)i/MVi + α3 Ln (TA)i + α4 (P/B)i 

 + α5 Levi + α6 Growi + α7 RetVoli + α8 (Pro forma Cash/TA)i + α9 RDi 

 + α10 Debti+ α11 Tangi+ α12 CHSi + νi 

 

(∆REGAAP)i/MVi is defined in Table 8, Panel A. All other variables are defined in Table 2, 

Panel E and Table 4. All the regressions control for industry fixed effects and country fixed 

effects. P-values are reported in parentheses (z- and t-statistics are corrected for within-

country clustering). 
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Table 8, Panel B (Continued)  
 

 Variable Likelihood of Equity Issuance Issue Size 
( 1 ) ( 2 ) ( 3 ) ( 4 ) 

(∆REGAAP)i/MVi -0.428 -0.971 -0.333 -0.011 
(0.01) (0.00) (0.46) (0.05) 

(∆NIECON)i/MVi 0.133 -0.065 0.171 0.007 
(0.70) (0.82) (0.32) (0.55) 

Ln (TA)i -0.211 -0.061 -0.054 -0.011 
(0.01) (0.38) (0.32) (0.00) 

(P/B)i 0.115 0.042 0.053 0.005 
(0.00) (0.09) (0.10) (0.03) 

Levi -2.523 -0.554 0.149 -0.157 
(0.00) (0.25) (0.78) (0.02) 

Growi 2.165 1.866 2.262 0.167 
(0.00) (0.00) (0.00) (0.00) 

RetVoli 3.338 3.032 12.636 0.567 
(0.31) (0.22) (0.00) (0.00) 

(Pro forma Cash/TA)i -18.558 -13.770 -13.296 -0.699 
(0.00) (0.00) (0.00) (0.00) 

Debti -0.187 0.396 -0.325 -0.039 
(0.79) (0.53) (0.28) (0.12) 

RDi 5.652 6.431 3.963 0.356 
(0.00) (0.00) (0.00) (0.00) 

Tangi -0.594 -1.448 -1.178 -0.055 
(0.08) (0.00) (0.00) (0.03) 

CHSi -0.462 0.480 -0.145 -0.019 
(0.12) (0.44) (0.70) (0.28) 

No. of firms 2,671 2,690 2,671 2,690 
R2 or Pseudo R2 69% 53% 53% 71% 
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Table 9: The Association between GAAP-induced Changes in Reported Net Income 
and Equity Issuance – Changes in Sample Composition 
 

This table reports the results of the following regressions:  

 

Ln [pi/(1–pi)] = α0 + α1 (∆NIGAAP)i/MVi + α2 (∆NIECON)i/MVi + α3 Ln (TA)i + α4 (P/B)i 

 + α5 Levi + α6 Growi + α7 RetVoli + α8 (Pro forma Cash/TA)i + α9 RDi 

 + α10 Debti+ α11 Tangi+ α12 CHSi 

 

Esizei = α0 + α1 (∆NIGAAP)i/MVi + α2 (∆NIECON)i/MVi + α3 Ln (TA)i + α4 (P/B)i 

 + α5 Levi + α6 Growi + α7 RetVoli + α8 (Pro forma Cash/TA)i + α9 RDi 

 + α10 Debti+ α11 Tangi+ α12 CHSi + νi 

 

All the variables are defined in Table 2, Panel E and Table 4. All the regressions control for 

industry fixed effects and country fixed effects. P-values are reported in parentheses (z- and 

t-statistics are corrected for within-country clustering). 
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Panel A: Drop Australian and UK Firms 

 

 Variable Likelihood of Equity Issuance Issue size 
( 1 ) ( 2 ) ( 3 ) ( 4 ) 

(∆NIGAAP)i/MVi -1.246 -0.762 -1.196 -0.037 
(0.02) (0.04) (0.00) (0.03) 

(∆NIECON)i/MVi -0.303 -0.088 -0.050 -0.012 
(0.60) (0.83) (0.85) (0.30) 

Ln (TA)i -0.310 -0.011 0.021 -0.009 
(0.12) (0.88) (0.73) (0.00) 

(P/B)i 0.106 0.043 0.010 0.003 
(0.05) (0.09) (0.78) (0.00) 

Levi -1.127 0.268 1.229 -0.015 
(0.37) (0.60) (0.01) (0.63) 

Growi 2.687 2.603 2.289 0.139 
(0.01) (0.00) (0.00) (0.00) 

RetVoli -0.779 2.204 13.609 0.285 
(0.91) (0.56) (0.00) (0.02) 

(Pro forma Cash/TA)i -20.204 -14.948 -15.002 -0.470 
(0.00) (0.00) (0.00) (0.00) 

Debti -0.212 -0.556 -0.346 -0.069 
(0.80) (0.60) (0.69) (0.01) 

RDi 6.354 6.477 5.067 0.307 
(0.00) (0.00) (0.00) (0.00) 

Tangi -2.153 -2.322 -2.057 -0.097 
(0.02) (0.00) (0.00) (0.00) 

CHSi -0.851 0.596 0.134 0.000 
(0.23) (0.39) (0.80) (0.98) 

No. of firms 1,631 1,650 1,631 1,650 

R2 or Pseudo R2 66% 43% 46% 54% 
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Panel B: Including Firms with Total Assets Less than 10 Million US Dollars 
 

 Variable Likelihood of Equity Issuance Issue Size 
( 1 ) ( 2 ) ( 3 ) ( 4 ) 

(∆NIGAAP)i/MVi -1.035 -0.914 -0.724 -0.056 
(0.00) (0.00) (0.00) (0.00) 

(∆NIECON)i/MVi -0.022 0.009 0.122 -0.008 
(0.93) (0.97) (0.42) (0.29) 

Ln (TA)i -0.222 -0.082 -0.070 -0.021 
(0.00) (0.09) (0.27) (0.00) 

(P/B)i 0.064 0.015 0.030 0.005 
(0.01) (0.16) (0.21) (0.01) 

Levi -1.653 -0.113 0.038 -0.227 
(0.00) (0.85) (0.95) (0.00) 

Growi 1.251 0.962 1.452 0.157 
(0.00) (0.01) (0.00) (0.00) 

RetVoli 1.045 4.789 7.443 0.252 
(0.60) (0.00) (0.02) (0.04) 

(Pro forma Cash/TA)i -13.876 -4.196 -10.994 -0.727 
(0.00) (0.04) (0.00) (0.00) 

Debti 0.170 -0.740 -0.059 -0.025 
(0.68) (0.15) (0.87) (0.14) 

RDi 3.203 2.232 2.351 0.286 
(0.00) (0.00) (0.04) (0.00) 

Tangi -0.954 -0.684 -1.398 -0.039 
(0.01) (0.25) (0.00) (0.18) 

CHSi -0.405 0.258 -0.278 -0.043 
(0.09) (0.50) (0.48) (0.12) 

No. of firms 3,264 3,264 3,264 3,264 
R2 or Pseudo R2 71% 36% 58% 78% 
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Table 10: The Association between GAAP-induced Changes in Reported Net 
Income and Annual Equity Issuance 
 

This table reports the results of the following regressions: 

 

Ln [pit+1/(1–pit+1)] = α0 + α1 (∆NIGAAP)i/MVi + α2 (∆NIECON)i/MVi + α3 Ln (TA)it  

+ α4 (P/B)it + α5 Levit + α6 Growit + α7 RetVolit + α8 (Pro Forma Cash/TA)it+1  

+ α9 Debtit+1 + α10 RDit+ α11 Tangit+ α12 CHSit+ α13 LagRetit+1 

+ α14 PastIssueit+1 

 

ESizeit+1 = α0 + α1 (∆NIGAAP)i/MVi + α2 (∆NIECON)i/MVi + α3 Ln (TA)it + α4 (P/B)it  

+ α5 Levit+ α6 Growit + α7 RetVolit + α8 (Pro Forma Cash/TA)it+1 + α9 Debtit+1  
+ α10 RDit+ α11 Tangit+ α12 CHSit+ α13 LagRetit+1+ α14 PastIssueit+1 + νit+1 

 

LagRetit is the 24-month buy-and-hold return, adjusted for concurrent market buy-and-hold 

return, before year t+1. PastIssueit+1 is the scaled cumulative net proceeds of equity issued 

during the past two years prior to year t+1. All other variables are defined in Table 5. All the 

regressions control for year fixed effects, industry fixed effects and country fixed effects. P-

values are reported in parentheses (z- and t-statistics are corrected for within-country 

clustering). 
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Table 10 (Continued) 
 

 Variable Likelihood of Equity Issuance Issue Size 
( 1 ) ( 2 ) ( 3 ) ( 4 ) 

(∆NIGAAP)i/MVi -0.406 -0.598 -0.521 -0.015 
(0.02) (0.00) (0.00) (0.05) 

(∆NIECON)i/MVi 0.332 0.202 0.193 -0.001 
(0.08) (0.18) (0.08) (0.54) 

Ln (TA)it -0.240 -0.099 -0.190 -0.008 
(0.01) (0.30) (0.05) (0.01) 

(P/B)it 0.182 0.173 0.150 0.006 
(0.00) (0.00) (0.00) (0.03) 

Levit 0.309 -0.141 0.675 -0.067 
(0.44) (0.82) (0.03) (0.00) 

Growit 0.777 0.160 0.526 0.022 
(0.00) (0.42) (0.00) (0.00) 

RetVolit 9.038 8.860 6.394 0.284 
(0.03) (0.01) (0.09) (0.02) 

(Pro forma Cash/TA)it+1 -13.420 -10.868 -7.651 -0.315 
(0.00) (0.00) (0.00) (0.00) 

Debtit+1 0.136 0.919 -0.161 -0.035 
(0.91) (0.16) (0.89) (0.35) 

RDit 4.841 4.281 3.125 0.153 
(0.00) (0.00) (0.00) (0.00) 

Tangit -0.503 -0.361 -0.322 -0.000 
(0.13) (0.44) (0.31) (0.99) 

CHSit -0.429 -0.208 -0.326 -0.013 
(0.21) (0.48) (0.29) (0.05) 

Lag Retit+1 2.324 2.445 1.970 0.114 
(0.00) (0.00) (0.00) (0.00) 

PastIssueit+1 0.268 0.306 0.208 0.008 
(0.00) (0.00) (0.00) (0.03) 

No. of firms 4,017 4,488 4,385 4,488 
R2 or Pseudo R2 46% 38% 30% 40% 
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Table 11: The Association between GAAP-induced Changes in Reported Net Income and Equity Issuance in Different 

Institutional Environments 

 

Panel A: Market Reaction to GAAP-induced Decline in Reported Net Income Disclosed by Firms from Different Countries 

 

This table reports the results of the following regression:  

 

Retit – Rfit=α0 + α1NIit/MVit-1 + α2 (∆NIECON)it/MVit-1 + α3 (∆NIGAAP)it-1/MVit-1 + α4 Eissuei + α5 Eissuei × NIit/MVit-1 

+ α6 Eissuei × (∆NIECON)it/MVit-1 + α7 Eissuei × (∆NIGAAP)it-1/MVit-1 + α8 (MRetit – Rfit) + α9 Ln (MV)it-1 

 + α10 (P/B)it-1 + α11 (Retit-1 – Rfit-1) + εit 

 

Legal Enforcement is measured as the mean score across three legal variables used in La Porta et al. (1998) and Leuz et al. (1999): (1) the 

efficiency of the judicial system, (2) an assessment of rule of law, and (3) the corruption index. All three variables range from zero to ten. A 

country is defined as “strong” if the rank is above the sample median value, otherwise the country is defined as “weak”.  The Importance of 

the Equity Markets is measured by the mean rank across three variables used in La Porta et al. (1997) and Leuz et al. (1999): (1) the ratio of 

the aggregate stock market capitalization held by minorities to gross national product, (2) the number of listed domestic firms relative to the 

population, and (3) the number of IPOs relative to the population. A country is defined as “High” if the mean rank is above the sample 

median value, otherwise the country is defined as “Low”. Other variables are defined in Table 3. All the regressions control for industry 

fixed effects. P-values are reported in parentheses (t-statistics are corrected for within-country clustering). 
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Table 11, Panel A (continued)  

 

    Issue ≥ 15% TA Issue ≥ 5% TA Issue ≥ 15% TA Issue ≥ 5% TA 
Importance of Equity Markets Legal Enforcement 

 Variable   High Low High Low Strong Weak Strong Weak 
( 1 ) ( 2 ) ( 3 ) ( 4 ) ( 5 ) ( 6 ) ( 7 ) ( 8 ) 

  
NIit/MVit-1 0.960 0.680 1.117 0.565 0.877 0.679 0.988 0.575 

(0.02) (0.00) (0.04) (0.00) (0.01) (0.00) (0.04) (0.00) 
(∆NIECON)it/MVit-1 0.464 0.326 0.439 0.371 0.466 0.331 0.460 0.373 

(0.02) (0.01) (0.03) (0.01) (0.01) (0.01) (0.01) (0.01) 
(∆NIGAAP)i/MVit-1 (A ) 0.849 0.097 1.054 0.206 0.875 0.125 1.060 0.200 

(0.27) (0.88) (0.24) (0.71) (0.18) (0.85) (0.15) (0.73) 
Eissuei 1.191 -1.549 0.859 -0.916 1.070 -0.600 0.739 -0.555 

(0.15) (0.58) (0.15) (0.28) (0.22) (0.83) (0.24) (0.50) 
Eissuei × NIit/MVit-1 0.065 -1.090 -0.464 0.673 0.176 -1.761 -0.306 0.493 

(0.90) (0.81) (0.49) (0.13) (0.72) (0.61) (0.61) (0.28) 
Eissuei × (∆NIECON)it/MVit-1 -0.324 1.136 -0.125 0.578 -0.316 0.838 -0.144 0.479 

(0.15) (0.60) (0.66) (0.51) (0.11) (0.72) (0.51) (0.60) 
Eissuei × (∆NIGAAP)i/MVit-1 (B) 2.386 -4.175 1.436 -0.916 2.245 -2.918 1.348 -0.337 

(0.08) (0.56) (0.07) (0.47) (0.12) (0.65) (0.12) (0.80) 
MRetit-1 – Rfit-1 3.140 0.182 3.328 0.205 2.399 0.944 2.523 1.095 

(0.02) (0.94) (0.02) (0.94) (0.13) (0.75) (0.12) (0.73) 
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Ln(MV)it-1 -0.078 -0.055 -0.079 -0.054 -0.078 -0.058 -0.079 -0.058 
(0.20) (0.01) (0.20) (0.01) (0.20) (0.01) (0.20) (0.02) 

(P/B)it-1 -0.017 -0.004 -0.019 0.004 -0.015 -0.008 -0.017 0.004 
(0.46) (0.91) (0.44) (0.90) (0.52) (0.82) (0.50) (0.88) 

MRetit-1 – Rfit-1 0.310 0.056 0.304 0.063 0.310 0.052 0.304 0.057 
(0.06) (0.44) (0.05) (0.49) (0.06) (0.51) (0.06) (0.56) 

  
A + B = 0 (p-value) (0.04) (0.59) (0.02) (0.68) (0.08) (0.69) (0.10) (0.94) 
No. of firms 263 245 263 245 273 235 273 235 
R2   23% 24% 22% 23% 23% 24% 22% 23% 
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Panel B: The Association between Equity Issuance and GAAP-induced Changes in 
Reported Net Income for Firms from Difference Countries 

 

This table reports the results of the following regressions:  

 

Ln [pi/(1–pi)] = α0 + α1 (∆NIGAAP)i/MVi + α2 Institution + α3 (∆NIGAAP)i/MVi × Institution  

+ α4 (∆NIECON)i/MVi + α5 Ln (TA)i + α6 (P/B)i + α7 Levi + α8 Growi  

+ α9 RetVoli + α10 (Pro forma Cash/TA)i + α11 RDi + α12 Debti+ α13 Tangi 

+ α14 CHSi 

 

Esizei = α0 + α1 (∆NIGAAP)i/MVi + α2 Institution + α3 (∆NIGAAP)i/MVi × Institution  

+ α4 (∆NIECON)i/MVi + α5 Ln (TA)i + α6 (P/B)i + α7 Levi + α8 Growi + α9 RetVoli 

+ α10 (Pro forma Cash/TA)i + α11 RDi + α12 Debti+ α13 Tangi+ α14 CHSi + νi 

 

Institution is a dummy variable defined in two alternative ways: (1) it is set equal to one if the 

company is from countries with the rank of the Importance of Equity Market above the 

median of sample countries, and zero otherwise; (2) it is set equal to one if the company is 

from countries with the rank of Legal Enforcement above the median of sample countries, 

and zero otherwise. Importance of Equity Market and Legal Enforcement are defined in Table 

11, Panel A. All other variables are defined in Table 2, Panel E and Table 4. All the 

regressions control for country fixed effects and industry fixed effects. P-values are reported 

in parentheses (z- and t-statistics are corrected for within-country clustering). 
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Table 11, Panel B (Continued) 

    Importance of Equity Markets Legal Enforcement 
Likelihood of Issuance Issue Size Likelihood of Issuance Issue Size 

 Variable   Size ≥ 15% TA Size ≥ 5% TA   Size ≥ 15% TA Size ≥ 5% TA   

( 1 ) ( 2 ) ( 3) ( 4 ) ( 5 ) ( 6 ) 
(∆NIGAAP)i/MVi (A ) -0.211 -0.715 -0.013 -0.171 -0.780 -0.005 

(0.57) (0.00) (0.30) (0.68) (0.00) (0.64) 
Institution 3.310 4.096 0.059 3.311 4.101 0.019 

(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 
(∆NIGAAP)i× Institution (B) -1.342 -0.490 -0.061 -1.357 -0.566 -0.071 

(0.01) (0.08) (0.00) (0.01) (0.04) (0.00) 
(∆NIECON)i   0.045 0.093 0.003 0.045 0.090 0.004 

(0.89) (0.59) (0.78) (0.89) (0.60) (0.73) 
Ln (TA)i -0.213 -0.045 -0.011 -0.215 -0.044 -0.011 

(0.01) (0.40) (0.00) (0.01) (0.42) (0.00) 
(P/B)i 0.115 0.052 0.005 0.115 0.052 0.005 

(0.00) (0.12) (0.05) (0.00) (0.12) (0.05) 
Levi -2.440 0.200 -0.149 -2.428 0.199 -0.150 

(0.00) (0.73) (0.03) (0.00) (0.73) (0.03) 
Growi 2.176 2.209 0.163 2.174 2.209 0.163 

(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 
RetVoli 4.026 13.049 0.566 3.962 13.062 0.564 

(0.25) (0.00) (0.00) (0.26) (0.00) (0.00) 
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(Pro forma Cash/TA)i -19.232 -13.599 -0.705 -19.216 -13.598 -0.705 
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

Debti -0.297 -0.333 -0.037 -0.297 -0.335 -0.036 
(0.64) (0.28) (0.12) (0.64) (0.28) (0.12) 

RDi 5.578 3.959 0.338 5.580 3.953 0.339 
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 

Tangi -0.824 -1.316 -0.064 -0.817 -1.316 -0.064 
(0.02) (0.00) (0.03) (0.02) (0.00) (0.02) 

CHSi -0.477 -0.148 -0.019 -0.481 -0.146 -0.019 
(0.11) (0.68) (0.28) (0.11) (0.68) (0.27) 

  
A + B = 0 (p-value) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 
No. of firms 2,700 2,700 2,719 2,700 2,700 2,719 
R2 or Pseudo R2   70% 54% 71% 70% 54% 71% 
 


